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I PREFACE

The rising costs of defense weapon systems and the onerous

national budget deficit mandate that weapons acquisition be as

cost effective as possible. Multiyear procurement (MYP) is an

acquisition strategy that can stabilize weapon systems

ER procurement and lower the cost of defense weapon systems through

2 economic production rates. In the FY 82 Authorization Act, the

ﬁ restrictions and approval process for the use of MYP were

| significantly liberalized. However, since FY 82, the attitude

» of Congress regarding MYP changed dramatically. Now MYP

approval is very difficult to obtain due to congressionally

. imposed bureaucratic approval requirements. Program managers,
sensing this political reversal, have shied away from MYP and

2 are reluctant to take theilr program office through the rigorous

3 MYP approval process.

N

The purpose of this guide is to consolidate MYP historical,

. administrative, and technical data and provide program managers
%‘ information on the proper application of MYP. Hopefully, this
94 will encourage program managers and other system program office
> representatives to again view MYP as a viable acquisition tool.
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CHAPTER 1

INTRODUCTION

In an effort to decrease the exorbitant costs of major
weapon systeams, Congress approved language in the FY 82 Defense
Authorization Act which allowed multiyear procurement (MYP) to
be a viable acquisition tool. As a result, the Department of
Defense (DoD) immediately saved approximately $325 million by
simply using MYP as the acquisition approach on selected FY 82
weapon system programs (2:118). In 1983, the Presidential
Private Sector Survey by the Grace Commission advocated greater
use of MYP and stated that DoD might save as much as $3 billion
over the next several years with more aggressive use of MYP
(4:12). In fact, since FY 82 Alr Force Systems Command (AFSC)
has awarded multiyear contracts that will realize approximately
$2.8 billion in savings, but the approval and use of MYP has
dramatically decreased (13:--). Because of this decrease, DoD
has only experlienced a fractlon of the savings that could have
been realized iIf the Grace Commission recommendations had been
followed. Mrs Darleen A. Druyun, Principal Assistant to the
Headquarters Air Force Systems Command Deputy Chief of Staff for
Contracting (HQ AFSC/PK) belleves this decrease and consequent
loss of savings are directly attributable to constantly changing
and more restrictive MYP legislation since FY 82 (13:--),

Believing MYP is still a viable acquisition tool,
HQ AFSC/PK established a goal in its FY 86 Corporate Plan to
rejuvenate the use of MYP by developing a guide for fleld
program managers. Hopefully, by consolidating information and
providing guidance on the proper application of MYP, progranm
managers will be encouraged to look at MYP as a realistic and
advantageous acquisition strategy (13:--). This guide will
contribute to that goal by explalning what MYP is, giving a
brief history and tracking the evolution of MYP directives, and

finally describing what Is neceasary for MYP approval and where
it can beat be applied.

Chapter 2 Is a baaic primer on MYP. It will explain the
concepts, provide key definitions, and walk the reader through a
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hypothetical example of the MYP process. Chapter 3 Is a brief
history from MYP’s initial use in the early 1960a through the
legislative highs and lows of the 1980s. Chapter 3 also
addresses needed changes {f MYP is to again become widely used
ON Major weapon systems progranas. Chapter 4 explains the
criteria for MYP program approval and the importance of the
determination of estimated MYP program savings. It also
discusses small MYP contracts and why they offer the greatest
opportunity for MYP under current dlrectives.

In 1983, while serving as HQ@ USAF Deputy Chief of Staff for
Research, Development, and Acquisition, General Lawrence A.
Skantze declared: “Multiyear gives us all those good things:
cost savings and program stability which are essentlal to
sustain economic production rates. Multiyear provides a stable
set of procurements as opposed to stretching the procurements
out and wasting taxpayer’s money (3:30). With those "good

things® in mind, Chapter 2 will discuss the basics of MYP and
how it works.
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CHAPTER 2

MULTIYEAR PROCUREMENT: WHAT IS IT?

BACKGROQUND

Multiyear procurement (MYP) is a generic term describing an
acquisition situation where the Federal Government contracts, In
some degree, for more than the current year’s requirement
(7:02). Specifically, an MYP contract is one in which DoD
planned requirements, for up to a five-year period, are acquired
without having total funds avallable at the time of contract
award. Thus, an MYP contract is an alternative to a series of
annual contracts in which the end ftems are procured one year at
a time (10:02).

Inplemnentation of an MYP contract includes distinct
contractual and funding procedures that legally differ from the
normal procurement. To understand MYP, the concepts underlying
traditional single-year procurement and the way Congress
normally funds DoD procurements must be understood. Annual
funding and full funding are integral parts of the single-year
process. This chapter discusses those concepts, key MYP
definitions, and examines a hypothetical example from both a
single~year procurement and an MYP viewpolint.

Under the concept of annual funding, Congress limits thelr
authorizations and appropriations to one fiscal year at a time
(2:114). Slimply stated, they fund the procurement programs for
only the upcoming flscal year and not for out years. Annual
funding is the way Congress does a preponderance of Its business
and should not be confused with the terms two-year, three-year,
or multiyear funds. These terms obviously signify that DoD has
longer than one year to obligate the funds; however, they are
all still considered annual funds because they are appropriated
only to meet DoD’s requirements for the upcoming fliscal year.

Closely coupled with the concept of annual funding iIs that of
full funding.
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Under the concept of full funding, DoD cannot award a
contract for production unless it has, at the outset, all the
funds avatlable to cover the estimated cost of the end jtems
when delivered (2:114)., Full funding Is required before the
start of any production contract, primarily to ensure there are
no hidden costs and that Congress has visiblility into the total
scope and cost of a program before funding 1t.

To recap, single-year procurement is the normal acquisition
process DoD uses to acquire goods and services, including weapon
systems. Single-year procurement is driven by annuval funding.
Since Congress only appropriates funds for one flscal year’s
requirements at a time, DoD can only contract for one fiscal
year’s requirements at a time. DoD cannot normally do otherwise
because they are bound by the concept of full funding to
contract only for those complete items for which they have
received congressional funding. Obviously, there are cases
where it would be more economical for DoD to contract for the
entire program requirement of an end item Instead of buying it
piecemeal over several fliscal years. However, the stringent
requirements of annual funding mandate the use of single-year
procurement In the absence of an exception to the normal
process. MYP {s that exception, allowing DoD to take advantage
of General Skantze’s "good things® by contracting, up front, for
the requirements of up to five fiscal years (7:02).

As can be seen, contracting and MYP have a unique
vocabulary. Some of the key words and terms sound very much
alike, but their meanings are very different. Appendix A to
this guidebook contains a list of key words and definitlons.
These terms were taken from Secretary of Defense Carluccl’s
interdepartmental memorandum, | May 1981, entitled “Policy
Memorandum on Multlyear Procurement” (7:02). They must be

completely understood if a working knowledge of MYP is to be
gained.

EXAMPLE

To aid in the practical understanding of MYP terms, a
hypothetical program outlined in Figure 1 will be examined from
a single-year and multiyear viewpoint. It Is important to note
that in procurement jargon the 144 aircraft the Air Force is
scheduled to buy in FY 85 are called the "FY 85 requirements.”
This is significant because it provides the basis for a number
of other key procurement and MYP concepts. Initially, the
single-year procurement process will be addressed under the
assumption that the President’s FY 85 budget contained a request
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for funds to cover the estimated cost of the 144 aircraft and
that Congress authorlized and appropriated funds for producing
those alrcraft.

Since Congress appropriated funds for only a single year’s
aircraft requirements, thls is called "annual funding®*. In
appropriating these funds, Congress provided sufficient money to
cover the total estimated cost to deliver 144 complete,
militarlly useable aircraft. This is known as “full funding."
A test of full funding Is to ask, °“Does any part of this year’s
buy depend on a future year’s appropriation for the dellivery of
complete units?® If the answer Is yes, it Is not full funding.
Full funding is the policy Congress has followed for over a
decade in appropriations for production contracts (not for
research and development contracts).

Fiscal year (FY) Quantity Calrcraft)
85 144
86 240
87 396
88 420
89 300
Total 1500

Figure 1. Hypothetlcal Alrcraft Acquisition Progranm

Since the funds are production funds the Alr Force has
three years to obligate them (enter into contractual agreement
where the funds are used to cover the production of the 144
alrcraft). Therefore they are called three-year funds or
appropriations. If part or all of the funds are not obligated
at. the end of three years, the unobligated portion is lost to
DoD and reverts back to the US Treasury. Once oblligated, there
I1s no statutory time limit for expenditure.

Returning to the example, the Alr Force has now sent out
Requests for Proposals for producing the 144 ailrcraft and

awarded the contract. Since the contract covers only one year’s
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requirement, It Is known as a "single-year” or “annual”
contract.

It must be emphasized that although the Air Force might
take as long as three years (until 1988) to obligate all the
funds, and the first aircraft may not be delivered until two
vyears later (1990), and the last dollar of the FY 85
approprliation may not be expended until the delivery of the last
alrcraft (1992), the process s still called single-year
procurement. The contract ls called a single-year contract, and
the congresslonal appropriation iIs called annual funding--all
because it relates to a single year’a (FY 83) requirement.

Another aspect to understand is contract termlnation.
Suppose that at some point before delivery of all 144 alrcraft,
the threat changes significantly or there Is a technological
breakthrough that renders the new alrcraft obsolete. At any
time during the life of the contract the Government, as the
sovereign, has the unilateral right to end the contract. When
the Government exercises that right it is called "Termination
for Convenience.” The Government is oblligated to compensate the
contractor, in accordance with provisions of the contract, for
allowable expenses incurred up to the point of termination, as
well as expenses {nvolved in implementing the termination. This
government obligation 1s called “"Termination Liability."

Obviously, the single-year procurement process {s an
inefficlent way to buy 1500 aircraft. This approach prevents
any savings from economic order quantities because of the lack
of contractual assurances to the contractor that there would be
a subsequent year’s buy. It |s now time to consider the
advantages of MYP.

Under the MYP strategy, Congress appropriates the funds for
the FY 85 requirements, but authorizes the Alr Force to award a
single five-year contract for the entire 135300 alrcraft progranm.
However, this contract is contingent upon Congress separately
appropriating the necessary funds for FY 86 and subsequent
years. Under this arrangement the Air Force could then award a
contract for the entire 1500 afrcraft but Initially fund only
the first 144. The contractor would, however, be guaranteed a
production run of 1500 aircraft versus the 144 under the
single-year process. This situation would permit the contractor
to make business declisions based on economies of scale. The
net result would be a more efficient, stable production program
with resultant cost benefits accruing to the Alr Force.
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ﬁga At this point it is advisable to emphasize the distinction
) between two s?nllar sounding terms, multiple-year funds and
R multiyear funding. They refer to two entirely different
, concepts. Multiple-year funding refers to the length of time
Qdﬁ . the executive branch has to obligate approprliated funds (two- or
?kw three-year funds) and multiyear funding refers to the
q&: appropriation of funds by Congress for more than one flscal
‘m% . year’s requirements at one time (2:115). In this exanmple, ]
0 Congress authorized multiyear funding for 1500 alrcraft but only
) appropriated funds for the FY 85 requirement of 144 aircraft.
ﬁ% Although Congress has agreed contractually to fund the
ﬁﬁk subsequent years, it has the right not to follow through. 1If
?{ Congress did not appropriate funds for a subsequent year, the
G contract would be cancelled and the contractor reimbursed
4@& certain unrecovered costs known as “cancellation costs.”
X
ﬁwl A key distinction between MYP and single-year procurement
) Is the definition of the terms “cancellation® and “termination.”
ﬁé' Cancellation 1s a term unique to MYP contracts and is effected
;Qh only between fiscal years when Congress falls to appropriate
g funds for the subsequent FY’s requirements. If this happens the
A<‘_ MYP contract Is cancelled. Termination, on the other hand, is a
;Z? broader term and applies to any government contract. If the
;{ Government reduces one year’s requirement (partial termination)
nj or terminates the contract for convenience, the action is
A referred to as termination.
B
.;% If this hypothetical Alr Force MYP contract was cancelled
%iu after FY 85, the Alr Forcec would compensate the contractor for
e certain unrecovered costs associated with the planned FY 86-89
g quantities. The amount pald by the Government to the contractor
R is called the “"cancellation charge.® The maximum cancellation
J charge for any FY that the Government can pay by law, in
Sy conjunction with any one MYP contract, Is known as the
&bﬁ “cancellation ceiling." The limit and funding of the
yyﬁ cancellation celling 1s a point of controversy in MYP
st legislation and will be discussed in Chapter 3.

The practical meaning of the key words in Appendix A should
now be clear. Also, the concept of MYP should be understood and
how It differs from the normal single-year process. Chapter 3
will discuss the hlstory of MYP use and current legislative and
policy 1ssues.
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| INITIAL USE 1
1
kq By stabilizing program requirements and reducing prograna
&§: costs through economic quantity buys, MYP can assist in easing

HISTORY AND EVOLUTION OF MYP LEGISLATION

X the budget deficit while maintaining our national defense. Yet,

MYP’s political favor has been on a roller coaster ride since
its inception. This chapter briefly reviews the history of
multiyear since the 1960s, discusses {(ts political rise and fall
in the 1980s, and suggests legislative changes that will put MYP
back In the mainstream of major weapon systems acquisition.

The US Aray began testing the concept of MYP on small \
motors in the early 1960s (5:45). Froms thls testing, DoD
determined MYP was particularly applicable in procurement of
suppl les and services where contractors often showed reluctance
to pursue a contract award only to face cancellation after one
year of performance. By awarding these contracts on a multlyear
basis, DoD hoped to increase competition, lower costs and
improve quality (5:45). Despite some minor leglislative
restrictions, DoD actively used multiyear for weapon systems
accuisition throughout the 1960s. During this period, weapons
programs were typlcally funded with no-year (no two- or
three-year obligation requirement) funds and it did not take any
special authorization to award contracts on a multiyear basis
(5:46). DoD enjoyed much success with MYP, documenting
substantlal savings and achieving a high degree of progranm
stability. In fact, a 1965 Loglistics Management Institute study
exanined the 42 multliyear contracts issued for major systems
prior to 1965 and found none had been cancelled (5:46),.
Unfortunately, this honeymoon was not to continue.

In 1972, the Navy cancelled a palr of shipbullding
contracts incurring cancellation charges of $388 million (5:46).
While the problems with these particular coatracts were not
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necessarily related to the fact they were multiyear, Congress,
nonetheless, was not pleased with such a large unfunded

liability. To prevent a recurrence of these unexpected
cancellation payments on multiyear contracts, Congress
established a maximum cancellatlon celling of $5 million in the
FY 73 Defense Authorization Act (5:47). As might be expected,
contractors refused to accept multiyear contracts for major
systems acquisitions with only a 85 milllon cancellation
celling. If a major program were cancelled after the first
year, the contractor would face significant unrecovered costs
yet be able to recoup only $5 million.

For the remainder of the 1970s, the effect of the %5
million cancellation ceiling limitation was to virtually
eliminate the use of MYP on major systems acquisition. In 1980,
a budget consclous Congress began to search for ways to curb the
exorbitant costs of defense weapon systems. A Defense Sclience
Board (DSB) study rekindled interest in MYP by estimating that
DoD could save 10 to 15 percent of program costs by using MYP on
major programs (5:42). DoD got solidly behind the DSB position
and Deputy Secretary of Defense Frank Carlucci adopted the
expanded use of MYP as one of his “Carluccl Initiatives® (1:05).
What was needed then was legislation that would allow MYP to be
a viable acquisition strategy.

REVIVAL OF MYP

Since 1973, Congress had refused to commit present and
future congresses either to funding MYP in the out-years or to
funding the assoclated cancellation ceilings. In addition,
defense contractors refused to accept the risks associated with
major weapon system MYP contracts due to the congressionally
imposed $5 million cancellation ceiling. Now, in 1981, all had
changed. Congress wanted to cut the costs and stabllize the
acquisition of weapon systems and was In the mood to revitalize
MYP.

After much debate, Congress passed legislation in the FY 82
Authorization Blll, Public Law 97-86, | December 1981, that gave
MYP viability In major weapon systems acqulisition.

Speclifically, the new language authorized:

1. Cancellation cellings up to $100 million (only 85
milllon before) without notifying Congress. Required 30 days
notice for contracts with ceilings above $100 million. The law
also allowed ceilings to be either funded, or unfunded and
carried as a contingent liability.
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2. Use of MYP with annuval funds for supplies and services
in the continental United States.

3. Broadened coverage of the cancellation ceiling to
include recurring costs (costs of out-year components, parts,
and work in process) as well as previously allowed nonrecurring
costs (costs for start-up and production) and economic lot buys.

4. Advanced buys, both iIn the case of long lead time itenms
and economic order quantities, for more than one year beyond the
current year’s requirements.

5. MYP contracts to cover up to a five year period
(2:118).

With the basic statutory Impedinents removed, MYP was now
viable.

In FY 82, the Air Force proposed four multiyear candidates
and Congress approved three. These programs produced Immediate
results with estimated budget savings of $325 million over
single-year procurement (2:118). On these programs contractors
and subcontractors across the country could feel more confident
their program was stable. They could now make the necessary
long-range business decislons that would increase productivity
and lower costs. However, even with thls broad legislative
language, DoD required the entire cancellation ceiling to be
fully funded under the program’s Total Obligatlion Authority
(TOA). This policy put a severe damper on MYP use since progranm
funding is always in short supply. To remedy the situation, DoD
finally agreed to set aside a separate TOA amount to cover MYP
program cancellation cellings (1:09). Unfortunately, the
foreboding Implications of the natlion’s growing budget deficit
began to raise their ugly heads. Congress was forced to address
the old concerns of mortgaging future congresses with the
responsbility to fund MYP programs and the lack of out-year
budget flexibility associated with MYP.

RETRENCHMENT

Almost as quickly as the ink was dry on the FY 82 MYP
approvals, congressional support for MYP started to wane. In
FY 83 only two Air Force programs were approved for MYP
contracts (12:~--). Language in the FY83 Approprlations Blll
established significant constralints on the use of MYP. The bill
requlired:

1. Advanced congressional notiflcation of all MYP programs
with cancellation cellings over $20 million (significant
departure from ${00 million FY 82 limit).
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D
§%ﬁ 2. Congressional notification of all economic order
Y, quantity (EOQ) purchases (1:09).

M The requirement to notify all four Defense Budget

4 committees put a severe damper on program nomination from the

:V' . field product divisions. Program offices were not willing to go

i, through the “bureaucratic gauntlet® for MYP approval. The FY 83

. action prompted then Brigadlier General Bernard Weliss,

ﬁwi H@ USAF Deputy Chief of Staff for Contractlng and Manufacturing

ﬁp% Policy, to submit the following statement to the House

ﬁﬁ. Appropriation Committee:

OCA]

ﬂﬁﬁ The experiences with our on-going multiyear contracts
clearly demonstrate the benefits of multiyear and show a

e wise use of the expanded authorlity Congress provided

S z during the FY 82 budget process. The expanded authority

w#« permitted the services latitude In awarding multiyear

Bl contracts. Speclifically, congressional review was only

o N required for DSARC designated programs or those with a

oy cancellation ceiling exceeding $100 million....This re-

L2 quirement for congressional review places unnecessary

Y restrictions on the use of multiyear procurement and is

ﬁﬁ. contrary to the intent of the original legislation to

'ﬁ' expand multiyear authority. By dramatically curtailing

ﬁ%ﬂ this authority, program managers are discouraged from

Ay employing the techniques of economic order quantity buys
and unfunded contingent liabilities which are essential

e to achieve major savings from multiyear....Congressional

:& involvement should only be required for the larger multi-

K] year candidates (11:730).

i

i

i Desplite General Welss’ statement to Congress, FY 84

P legislation further Inhibited the use of MYP. The FY 84 Defense

SN Appropriations Act prohibited the use of FY 84 funds to initiate

'y any weapon system multiyear contract unless the multiyear

k. contract was specifically approved In the act. Thls language

R foreclosed any opportunlity for out-of-budget-cycle programs to

Rl be selected for multiyear procurements. The act also required

o notliflication of the four congressional Defense Budget oversight

Qﬁﬂ committees before award of a multlyear contract that contalned

B EOQ buys In excess of $20 alllion (11:730). Thls was a slight

e,ff relaxation of the FY 83 leglislation which required Congress be

%,1 notifled of all EOQ buys. However, another serlious blow was

O dealt MYP when only one of atx FY 84 Alr Force candldate

. programs was approved for MYP and one other program was approved

o . for EOQ buys (12:--). This apparent lack of overall support led

u% the Alr Force fleld product divisions to read this as the death

'ﬁ%& knell for MYP. When the FY 85 defense budget Program Objective

‘Jb” ) Memorandum (POM) Call went out, the fleld did not submit any MYP

ﬁﬂi program candlidates. After some high level attention, several

s I




programs were reluctantly submitted. Two follow-on MYP
contracts were eventually given MYP go-ahead for FY 85. As the
FY 86 POM submission unfolded, it was apparent the field was
stil]l not Interested in MYP (12:--). However, the FY 87 POM
process saw an Improvement from AFSC product divisions, in that
five MYP candlidate programs were submitted. VYet, only one
program was approved by DoD and forwarded to Congress for review
(14:--). The FY 88 POM Call !s now In process, and It appears
that the AFSC command-level concern has prompted renewed MYP
interest in the fleld. However, it Is still apparent that
program managers are reluctant to saddle thelir programs with the
substantial MYP justification requirements when the use of MYP
has obviously lost political favor (13:--). With the natlonal
budget deficlit In mind, hard decisions are going to have to be
made by Congress and DoD. Legislative changes must be enacted
that will agailn allow MYP to strengthen our national defense and
decrease the budget deficit through program savings.

NEEOED CHANGEQ

The lack of voluntary support from program managers for FY
86-88 MYP program nominations clearly indicated that the
congressionally imposed hurdles to multiyear approval have had a
significant i{mpact on program managers’ willingness to pursue
MYP as an acquisition strategy. If this negative trend is to be
reversed, changes must be made In existing MYP legislation. Mrs
Druyun, H@ AFSC/PK, has offered four proposed changes that would
stimulate the use of MYP (13:--). These necessary changes
entail shortening the two year approval process, dropping the
requirement for additional congressional review when estimated
savings vary from inftial estimates, increasing the EOQ
notification threshold from $20 million to $100 million, and
discontinuing the legislation that requires full funding of
cancellation ceilings.

Currently, potential multiyear programs must be fdentified
and rough cost estimates developed for inclusion in the two-year
DoD Program Planning and Budgeting System budget cycle. This
forces System Program Offices (SPO) and contractors to develop
rough estimates of single-year and multiyear contracts two years
before they are negotiated. A couple of problems result from
this approach. The first is that program costs and estimated
multiyear savings, even though they are rough order of magnitude
numbers, become cast In concrete. As the program matures,
deviations from the original estimates are Inevitable. However,
when these deviations occur, they must be explained and
justiflied through the entire budget process. Thlis causes a
tremendous and unnecessary workload for SPO and contractor
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personnel during normal program maturation. The second problenm
is with the two-year approval process. Requliring MYP programs
to be included in the normal two-year budget process does not
allow for out-of-cycle program approval. On some programs, the
risk is too high for contractors to estimate the cost of an
entire production program two years before {t will begin.
Contractors are therefore reluctant to propose at all or, if
they do, the MYP costs are not competitive. If out-of-
budget-cycle entries were allowed, finding the necessary funding
and gaining MYP authority would take an extraordinary effort by
all parties. However, more programs would have the opportunity
to use MYP, the Government would have better MYP estimates, and
contractors would be more confident in their ability to meet
those estimates.

The second proposed area for change is the requirement for
addltional congressional review when valldated MYP savings are
lower than the inittal estimate. Again, this requirement causes
a tremendous burden on affected SPO and contractor personnel. A
threshold should be established that would trigger congressional
review, so it would not be required for minimal downward
changes.

Increasing the EOQ $20 milljon congressional notification
threshold is the third area requiring revision. If MYP Is to
agaln be aggressively used for major programs, the $20 million
EOQ congessional notification threshold must be Increased to the
previous level of $100 million. This new threshhold would allow
DoD to authorize more multiyear programs and force responsible
management of the DoD budget. A $100 million EOQ threshold
would also substantially lessen the workload of the SPO and the

shortened approval process would encourage program managers to
pursue MYP,

Finally, Congress should discontinue passing annual
appropriations acts that require the full funding of
cancellation ceilings. Multiyear programs should not be
selected unless they are stable in nature. To requlre
cancellation ceilings to be fully funded unnecessarily ties up
TOA needed for other programs. If a program is approved for
multiyear, the risk of cancellation should be remote. At a time
when the United States Is trying to build a strong defense and
simultaneously control the budget deficit, tough decisions and
commitments will have to be made by DoD and Congress. Annual
legislation requiring the full funding of cancellation ceilings
should be discontinued and the subsequently unfenced TOA used to

fund other programs and thereby lower the overall DoD TOA
requirement.
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Mrs Druyun’s four proposed legislative changes are
provocative. Reallistically, for these changes to occur, the
mood of Congress must return to the receptive nature prior to
the FY 82 Authorization Bill. That !s unlikely, unless DoD can
prove, time and again, the effectiveness and Inherent benefits
of MYP. To do that, program managers must operate wlithin
existing MYP limitations and guidelines. Chapter 4 will discuns
those guldellnes and areas where program managers should focus
theilr efforts for gaining approval to use MYP.
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CHAPTER 4

PRACTICAL APPROACH

Thus far this guide has explained what multliyear
procurement is, walked through an example, and provided a brief
history of MYP use. Clearly, In the past, pollitics have played
a large role in the acceptance and use of MYP. Because of the
large national budget deflicit, the political climate today Is to
slow down the use of MYP. Congress wants budget flexibility and
does not want to mortgage future congresses with an excessive
number of MYP programs. This does not mean that MYP is dead or
that the “"good things" MYP has to offer are no longer
applicable. What it does mean is that program managers must be
very selective iIn the choice of programs for which they seek
approval to use MYP. A practical approach must be taken.
Potential MYP benefits must be weighed against the required
contractor and SPO effort necessary for MYP approval considering
the realistic potential for MYP approval. This chapter
discusses three areas program managers must fully analyze prior
to seekling MYP approval for any programs under their management.
Specifically, this chapter discusses statutory aultiyear
selection criteria, multiyear savings estimation, and the use of
small multiyear contracts.

MULTIYEAR SELECTION CRITERIA

The process of deciding to use or not to use MYP for
production programs as well as how to best tailor and structure
MYP contracts requires management judgement (7:encl 2). The
selection criteria as outlined by Deputy Secretary of Defense,
Frank C. Carlucci, in 1981, were essentlally written into law by
Pl. 97-86 and are in effect today (14:~-). On 10 October 1985,
Major General Hansford T. Johnson, Chairman of the Ajir Staff
Board, issued additional FY 88-92 Program Objective Memorandum
guidance. This guidance reiterated Alr Force leadershlip’s
astrong support for MYP, but stipulated that new MYP candidates
must be carefully scrutinized based on the following six
multlyear selection criteria (8:atch 1):
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1. Benefit to the Government. A multliyear procurement should
yield substantial cost avoidance or other beneflits when compared
to conventional annual contracting methods. MYP structures with
greater risk to the Government should demonstrate increased cosat
avoidance or other benefits over those with lower risk. Savings
can be defined as significant either in terms of dollars or
percentage of total cost.

2. Stability of Requirement. The need for the item is expected
to remaln unchanged or vary only slightly during the
contemplated contract perlod in terms of production rate, fiscal
year phasing, and total quantities.

3. Stability of Funding. There should be a reasonable
expectation that the program is likely to be funded at the
required level throughout the contract period.

4. Stable Configuratlion. The item should be technically
mature, have completed RDT&E (including development testing or
equivalent) with relatively few changes in item design
anticipated and underlying technology should be stable. This
does not mean that changes will not occur but that the estimated
cost of such changes is not antlcipated to drive total costs
beyond the proposed funding profile. Multiyear starts in the
first procurement year are dlscouraged and must be carefully
justified to the approving officlal before beling pursued.

5. Degree of Cost Confidence. There should be a reasonable
assurance that cost estimates for both contract costs and
anticipated cost avoidance are realistic. Estimates should be
based on prior cost history for the same or similar iteas or
proven cost estimating techniques.

6. Degree of Confidence in Contractor Capablility. There should
be confidence that the potential contractor(s) can perform
adequately, both in terms of government-furnished items
(material, data, etc.) and their firm’s capabilities. Potential
contractors need not necessarily have previously produced the
item.

The above criteria are guidelines for program managers to
consider In a comparative benefit-risk analysis reallzing that
Secretary of the Alr Force level procurement officlals must
eventually attest to the accuracy of the analysis. Criterion |
must describe the benefit of MY? over single-year procurement
and criteria 2 through 6 must convince approval authorities the
program is sufficiently stable and understood to warrant MYP
use. A critical area of evaluation for program MYP potential is
savings or cost avoidance. Once a program has established
technical and funding stability, to have any chance of MYP
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v approval, 1t must yleld substantial MYP savings when compared to
- the single-year contracting method (7:encl 2). Appendix B is
a copy of the approved Defense Satellite Communications System

) Phase III (DSCS IlI)> multiyear procurement criteria exhibit for
‘o the FY 84-88 budget cycle.

MYP SAVINGS ESTIMATION

# Probably the most contentious and lmportant program

1 analysis necessary for approval of MYP is that of estimated MYP
i program savings. Once program stabllity has been established a
MYP candidate must provide the Government a substantial savings
over the single-year approach. The following paragraphs will
discuss how much program savings to expect, how these savings
are determined, and the DoD financlal decision-making tool,
present value analyslis.

- .
- L]

Since FY 82, Alir Force Systems Command has experienced MYP
program savings ranging from 4 to 25 percent with an average
savings of approximately 11 percent. The range stems from the
type of MYP strategy (Classic MYP--without EOQ; or Expanded
MYP--with EOQ) and the type of program (12:--). Typlcally,
¥ space programs have averaged MYP savings of approximately 20

percent while other MYP programs average approximately 10
f percent (12:--). The contentious aspect of MYP savings 1s how
b they are determined.

-

o g P

~

? On 10 May 1984, Mr John R. Quetsch, Principal Deputy

_ Assistant Secretary of Defense (Comptroller), explained the

N savings estlimation procedure to Congress. In a prepared

K statement before the House Appropriations Subcommittee, he tried
to clarify the controversy over savings projections In "then
year® versus ®"constant year® dollars and present value analysis.

. He stipulated that “then year® dollars (lncludes

g Inflation) Is the normal way MYP savings projectlions are

) expressed. "Then year” dollars represent the Iapact on the

. entire present budget, which includes out-years, of a MYP

- program. The total savings figure is the sum of all
adjustments, increases and decreases, iIn the years they will
occur, which were made to the budget as a result of MYP. 1In
other words, the use of “"then year” dollars represents the total
budget savings over the entire MYP program budget. When
inflation |s taken out of the projected savings estimate, It t{s
sald to be on a "constant” dollar basis. DoD-selected MYP
candidate programs still project significant “"constant” dollar
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fJ savings because of inherent EOQ and manufacturing beneflits

< (9:08).

‘

W\

gz Mr Quetsch also explained the acid test of DoD MYP

o approval, present value analysis, as follows (9:08):

'

" Present value analysis or discounting is a flnanclal

. declision making tool which Is frequently used to assist

y in capitol investment decisions. It asserts that money

o has "time value.” Thlis value ls expressed in the form
of a target percentage return which is generally equi-

ﬁ% valent to the rate of return on the average investment

5 for the firm. We use a target return of 10 percent on
constant dollars in accordance with OMB Circular A-94.

N4 The estimated outlay streams for annual procurement

W and multiyear procurement are deflated to constant dol-

;j lars and discounted at a rate of 10 percent per year.

v If the multiyear procurement discount outlay stream is

{ less than the annual dliscounted stream, the multiyear
Investment has returned more than 10 percent annually
plus inflation. Since this satisfies the target return,

~ the Iinvestment is worth pursuing from a flnanclal an-

N alysis point of view....In short, if a program passes

N the present value test and you (Congress) can say that
you will buy the item, then you should approve authority

for multiyear procurement.

The bottom line for program managers is that if your

o0 program ls to be considered as a DoD MYP candidate, it must show
N substantial MYP savings and pass the “present value® test.

L Appendices C and D illustrate the financlal analysls required

) when a program is submitted for MYP approval. The documents are
ﬂi coples of the actual FY 84-88 DSCS III production contract

Sy funding plan and present value analysis submitted during the

:ﬂ normal budget cycle.

R

:Q As has been stated earlier, the mood of Congress is to slow
RS the use of MYP. With that hurdle In front of each program

1Y manager, time and effort regarding MYP must be spent in the most
:, fertile area If the benefits of MYP are to be realized. Small

“ multiyear contracts Is that fertlle area and program managers
éﬁ would be wise to concentrate thelr energies there.
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9 SMALL MULTIYEAR CONTRACTS

.

[\ The FY 84 Appropriations Act broke MYP into three distinct

ba s contract categories--small, intermediate, and major systems

K, (6:01). The following paragraphs discuss what a small multiyear

A contract is and why program managers should concentrate on this

# type of multiyear effort.

}F A small multiyear contract is defined as one that includes

_22 EOQ advanced procurement of $20 million or less in any one year
. of the contract or includes an unfunded cancellation ceiling of

. $20 million or less (6:01). What this means to program managers

Is that any program or portion of a program that meets the above
definition can appreclate the benefits of MYP with much less
bureaucratic oversight.

The importance of this classification lles in the FY 84
Appropriations Act. That legislation authorized entry Into
small multiyear contracts without prior congressional approval
(6:01). In today’s bureaucratic and cumbersome acquisition
environment, this decentralizes and streamlines to some degree

9; MYP approval. Under current regulations, this authority has
been delegated to the product division commander. Now, for
W small multiyear contracts, the decision to use or not to use MYP

can be based on business interests, not political ones.

7 However, be aware that the additional up~front funding for EOQ
5 advanced procurement is still subject to the approvals and

‘o procedures of the normal budget process. If the initial savings
W estimate is substantiated by contractor proposals and eventually
'Cy negotiated prices, the approval process for small multiyear

e contracts is essentially like any other single-year contract.

o Congress {s eventually notifled by HQ USAF/RDC in a quarterly

a report of all such contract awards (6:atch 7).

This chapter has discussed multiyear selection criteria,

N MYP savings estimation, and small multiyear contracts. From a
' practical standpoint, program manager efforts focused in these
.. areas should substantially Improve MYP program approval rates.
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CHAPTER 5

SUMMARY

Since 1982 the use of MYP has declined markedly because of
restrictive leglislative direction. Mrs Druyun bel leves MYP is
still a viable acquisition tool If applied properly. To this
end, she established a goal In the HQ AFSC/PK FY 86 Corporate
Plan to rejuvenate the use of MYP in Air Force Systems Command.
This guide is a primary instrument that will be used to achieve
that goal.

Since MYP’s initial use in the early 1960’s, it has passed
in and out of favur primarlily for political and budgetary
reasons. However, the compelling MYP benefits of cost savings,
enhancement of the industrial base, and stabilized weapon
systems acquisition programs have never altered. With the
onerous natlonal budget deficit, Congress has elected to slow
down the use of MYP In order to maintain future budget
flexibllity. Still, in the contemporary high technology,
volatile international environment, a strong defense must be
maintained. Congress and DoD must make tough "guns vs. butter®
decisions. In doing that, they must realize MYP is the optimum
way to simultaneously reduce our national deficit and strengthen
our natlional defense. Unfortunately, the actions taken by
Congress since 1982 have made MYP an unattractive acquisition
strategy. Program managers are unwilling to saddle their
programs with the substantial MYP justiflication requirements.

This guide is an attempt to encourage program managers or
other system program offlce representatives to again view MYP In
a positive light. The gulide has explained and organized the MYP
process and also focused the use of MYP on the most productlve
areas under today’s legislative and pollicy directives. Chapter
2 was a basic primer on the MYP process. Chapter 3 discussed
the roller coaster legislatlive history of MYP and needed changes
if the benefits of MYP are again to be fully realized. Chapter
4 focused on MYP program selection. Program managers must
objectively evaluate their programs against the proper criteria,
properly develop MYP program savings estimations, and search for
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opportunities (breakout or small programs) to use small MYP
" contracts.

If this gulide is followed program managers can effectively
Increase the use of MYP by selecting programs with a high

\ probability of approval. This will save the program offlice
? time, funding, and unnecessary effort. HQ AFSC/PK is anxious to
)

assist anyone on any program with MYP potential or to answer
specific questions. Interested persons should write or call:

\

k Mrs Darleen A. Druyun

0 Principal Assistant

K HQ AFSC/PK

3 Andrews AFB, Md 20334-5000

Autovon: 858-3252

L M P o

o
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APPENDIX A

KEY MYP DEFINITIONS

The following definitions are essential to the
understanding of MYP:

a. Multiyear Procurement. A generic term describing situations
In which the Government contracts, to some degree, for more than
the current year requirement. Examples include multiyear
contracts, block buys, advanced economic order quantity (EOQ)
procurement. Generally, advanced long lead time procurements in
support of a single year’s requirement would not be considered a
multiyear procurement.

b. Multiyear Contract. A contract covering more than one
year’s, but not In excess of five years’, requirements entered
Into under the authority of 10 USC 2306(h). Total contract
quantities and annual quantities are planned for a particular
level and type of funding as displayed in the current Flve Year
Defense Plan. Each program year Is subject to the annual budget
process. At time of award, funds need only to have been
appropriated for the first year. The contractor is protected
against loss resulting from cancellation by contract provisions

which allow reimbursement of costs Included in the cancellatlion
ceillng.

c. Advanced Procurement. An exception to the full funding
policy which allows procurement of long lead time items
(advanced long lead procurement) or economic order quantities of
items (advanced EOQ procurement) In a flscal year Iin advance of
that in which the related end Item is to be acquired. Advanced
procurements may include materlals, parts, and components as
well as costs associated with the further processing of those
materials, parts, and components.

d. Block Buy. Buying more than one year’s requirement under a
single year’s contract. A total quantity Is contracted for in
the flirst contract year. Block buys normally must be fully
funded, but can be termination liability funded with special
approval from Congress.
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e. Multiyear Funding. A congressional authorization to procure
more than one flscal year’s requirements and the assoclated
appropriation for each fiscal year. The term should not be
confused with two-year or three-year funds which cover one
fiscal year’s requirement but permit the Executive Branch more
than one year to obligate the funds.

f. Termination Liability. The maximum cost the Government
would incur {f a contract is terminated. In the case of a
multiyear contract terminated before completion of the current
fiscal year’s deliveries, termination liability would include an
amount for both current year termination charges and out-year
cancellation charges.

g. Cancellation. A term unique to multiyear contracts. The
unilateral right of the Government not to contlnue contract
performance for subsequent fiscal years’ requirements.
Cancellation occurs only if and when the Government falls to
fund the successive FY requirements under the contract. It is
not the same as termination.

h. Cancellation Celling. Upon cancellation, the maximum amount
that the Government will pay the contractor which the contractor
would have recovered as a part of the unit price, had the
contract been completed. The amount which is actually paid to
the contractor upon settlement (which can only be equal to or

less than the ceiling) is referred to as the cancellation
charge.

1. Termination Liability Funding. Obligating sufficient
contract funds to cover the contractor’s expenditures plus
termination lliability but not the total cost of the completead
end items.

j. Terminatlon for Convenlence. Procedure which applies to any
Government contract, including multlyear contracts. As
contrasted with cancellation, termination can be effected at any
time during the life of the contract (cancellation s only
effected between fiscal years) and can be for the total quantity
or a partial quantity (whereas cancellation must be for all
subsequent fiscal years’ quantities).

k. Nonrecurring Costs. Those production costs which are
generally incurred on a one-time basis include such costs as
plant or equipment relocation; plant rearrangement; speclal
tooling and special test equipment: preproduction engineering;

initial spoilage and rework; and specialized work force
tralning.

1. Recurring Costs. Productlon costs that vary with the
quantity belng procured such as labor and materlials.
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"ii m. Annual Funding. The current congressional practice of

" limitIng authorlzations and appropriations to one fiscal year at
- a time. The term should not be confused with two-year or ]
g three-year funds which permit the Executive Branch more than one '
%ﬁ\ . year to obligate the funds.
PR
?5&' n. Full Funding. Funds are available at the time of award to
ﬁ%ﬁ ' Cover the total estimated cost to deliver a given quantity of
ﬁ%#. complete, militarily useable end items or services. Under

. current pollicy (DoD Directive 7200.4), the entire funding needs
£y of the fiscal year production quantity must be provided unless
2,800

i an exception for advanced procurement has been approved. A test
3 of full funding is to ask the question, “Does any part of this
ﬂka year’s buy depend on a future year appropriation to result In
[Pl the delivery of complete units?® If the answer is yes, the

contract is probably not fully funded. The policy of full

SRR funding applies only to the procurement title of the annual
?yb appropriation act and therefore affects production contracts but
352; not Research, Development, Test, and Evaluation (RDT&E)
s contracts.

N

T
Q o. Incremental Funding. Funds are not available at the time of
o contract award to complete a fiscal year’s quantity of end items
}?{ In a finished, militarily useable form. Future year
ﬁg& appropriations are required in order to complete the items or
Q ) tasks. Incremental funding is commonly used for RDT&E programs.
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APPENDIX B

33 FED w4
MULTIYEAR PROCURINENT CRITERIA ™

DEFENSE SATELLITE COMMUNICATIONS SYSTEM PEASE LII (DSCS 1I1)
SPACECRAFT PRODUCTION
(ryes-28)

-
o

-

The Departmeot of Defense la proposing to purchase saves DSCS 111 spscacrsft from the Camersl Electric Compsay with
s sultiyesr procurement (MYP) coatrect beglsaiag in VY84,

‘-
o

ol

ol

CRITRRIA

-
-
-

Senefit to Covernment - A DSCS 111 multiyesr contract is projectsd te eave 9173.8 sllllen (T7) or 19.502 ever a»
snoual buy at the ssse productioca rate, scross five yeare of procuressat (Fy8s-00).

(.

Stability of Requirement - The DSCS III productios rate wes stebilized vhes the DEPSECDAY approved the productien of
D5CS 101 In Dec 81. A fire requirement for 12 production DSCS I} spacecreft was sstabliched §n 1978 by DCA to
teplace the curtent DSCS [l system. There ate 80 avsilsble alterastive spacecralt to perlers the DECS slssion, snd
the DSCS 111 will provide criticsl nsticnel fcatioss suppert threugh the 1990s, By 1984, {ive DSCS 11
sstellites vill be oo contrect vis annusl BDuy costrsctimg. The Liret producties costract was sverded is Jas 81 ead
was praceded by ea edvsnce parts buy a yest earlier. The multiyear coatssct ls fof the sevea Femalalag spacecralt.

Scablitty of Puadlag - The curreat Five Yesr Defesse Plea costsins sufficlent fuading §o suppett the propesed WYP
peogree. MHYP end-ites quantity by year will be fully funded. The Alr Posce, Depsrtmeat of Defense, Defense
Coamunicetions Agency, other Covernment agencies, and the Congrese are committed te the DSCS Il progras.

Stable Contlguration - In esrly 1976, the Alr Porce sade ¢ decislos to develop & DSCS III to previde lacreased
cepebllities. The firet Development Flight Satellite wsse lauached fa Oct 82 end hes eucceselully completed ca-erbit
testing. The current production spscecraft om costract will coatsia tmprovemeats sppyoved by the DEPSECDE? fa
Dec B1. The seven satellites contracted for by NYP will have so bastic desiga chavgee froa the five sow oa ceatrect.

Degree of Cost Confidence - The cost estimetes sre bssed upos the currest productios coutracte sad sre ceasistest
vith ectusl costs to dete over more thea twvo yeare of productios esperisece, vith sutlcipated ecosomles of preductios
fucluded. The proposed sultiyessr funding eod projected ssvinge are ressosable, vith & high level of coafidence.

Decgres of Conflidence In Contrector Capsbility - The Alr Force has & very high degree of confidence ia the cestracter
thet vill produce the DSCS 11l epscecrsft. These capsbilitieces bave basa proves through the bistery of the DSCS 11T
progras end GCenersl Electric'e conmitment 0 space commualcstions. Although the cooltector experiesced cost growth

probless in the Initial eteges of the development contrsct, he has performed vithie pegotiated costs sad oa schedule
for the last fuur yesrs.

#  Iniial 3ubmictial nre-1
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ANWUAL PROCRAN®

QUANTITY

Lo TR

LESS ADV PROCURENENT
WET REQUEST

ADVANCE PROCUREMENT
(ry 83)
(rr 86)
(rY 87)
(ry 88)
TOTAL BUDCETY REQUEST

MULYITRAR PROGRAM

QUANTITY

oD ITEY

LESS ADY PROCURDMENT
MET RRQUEST

ADVANCE PROCURDMENT
(ry 83)
(ry 84)
(r3 07)
(ry 88)
TOTAL MLTIYEAR COST

NTP SAVINCS

OUTLATS rysd
ARWUAL Wi
WULTLIYRAR AL?
SAVINGS -11.1

oestveasns
ANNIAL
MULTITRAR

nes
106.9
-38.2

APPENDIX C

* %

CONTRACT PUNDING PLAN
D3Cy 111 PRODUCTION (FVal-88)
(Thea Year § la Nillieas)

I0A yY83 [0} rye) fatl) TOTAL
2 3 ] t ?
235.2 244.8 208.3 140.6 K
-31.3 -31.3 -38.4 -19.2 -120.6
305.7 . . 1214 Tea 3
63.0 37.6 120.4
arh +3)
n.%) (3.5)
(38.4) (38.4)
(19.2) 19.2
6}.0 203.T 270. 2.1 121.4 T
7Y 84 rY 83 re 8¢ ne Y o8 TOTAL
2 ? 1 \ 1
1.9 192.2 203.1¢ 103.0 N
-23.1 -20.0 -77.0 -30.7 -200.9
109.3 . . /5] 1.1
sl.é 90.2 16.6 12.3 200.9
vy (7
(21.2) (46.8) (10,0)
(2).2) (n.n (13.1) (1.0
12.0 4.7 1.3 12.3 0.7
St B e : RN fiit
-18.6 -76.1 31,9 1.3 “wa +173.8
FYSG  FYS7 Y88 FY8Y  FYI0  FYL  FY9?  YOTAL f
Ty 2639 033 (T 6T I oo ass. i
136.7  147.8 126.2 9.1 AL.6 116 2.3 nya
10,6 #36.1  $76.3  #63.1 29.2 8.3  +¢1.3 ¢1ls.e
2 2 2 1 H
] 2 2 1 !

correspond te say afficiel budget estimaste fundtng prefile
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APPENDIX D

PRESENT VALUE ANALYS1S™
DSCS II1 PRODUCTION

OUTLAYS
mM ey Fee el s ey e moL e Tora

ANDRUAL PROPOSAL

TUZM YEZAR DOLLARS 37.6 48.7 14AT7.3 203.9 202.9 1%4.2 10.8 19.9 4.0 884.9

COMSTANT DOLLARS (84) 37.6 43.8 130 .y 1.7 117.3 n.g 13.8 2.6 732.%

PRESENT VAL 3.8 »Jo 103.0 122.7 103.3 69.6 2%.2 6.1 1.1 508.5
HULYIYEAR PROPOSAL

THEN YEZAR DOLLARS 8.7 106.9 136.7 147.80 126.2 ”n.l 41.6 it.6 1.5 713.1

CONSTANT DOLLARS (B4) 8.7 100.3 121.) 124,23 100.8 9.4 3.2 8.0 1.7 604 .0

PRESENT VALUR 46.4 87.1 9.6 es.9 5.6 4.1 1.0 3.6 0.7 4438
DIFFERRNCE

THEN YEAR DOLLARS -11.1 -38.2 10.6 6.1 76.3 63.1 29.2 8.3 1.9 175.8

CONSTANT DOLLARS (84) -11.1 -34.7 9.4 47.1 60.9 4.1 n.) 3.8 0.9 127.7

PRESENT VALUS ~10.6 -47.4 7.4 3.0 3.7 2.3 10.4 2.3 0.4 .7
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