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ABSTRACT

The Zmpact of implam2nt*tation >f multi-year procurement
provisions in major defense acquisitions, at the subcon-
tractor level, is the focus of this thesis. Th2 2pinilons of

subcontractors as to their perceptions of the f£lowdown of
beaefits, as a result of this implsamantartion, wer2s inves+i-

stionraira

gated. This 4as accoamplishsd by mzans of 2 Ju

(I)

sent to 47 major subcontraztors iavolvad in ths Air Forca's
F-16 program and the Navy's C-2 COD »rogram. The rasul*s of
the survey show tha%t subcontractors f21lt +hat: 1) overall
multi-year procursment had 3 favdorable impact on their
firms; 2) the area of grzatest savings was in puarchasing =09
. quantities of raw materials, in advaacs, a* now year prices;
3) multi-year procuramant usually r2sulted in increaseil
program stability and increased cos* reductioas; 4)  <he

surge capacity of industry would be inrcrsased and the *ias
rejuired %o surge from peicetinz to wartime production would
decrease; but 5) ~hat nore traiaiing is needsd both In
injustry and DOD pertaining to th2 furdamentals rsquired in

exacuting a multi-vear contract. Rzcommenda-ions are mad

W

concerninrg methods for improving +*th:z applica<ion aad impla-
mentation of multi-year procursmsnc 3t *the =subcontractor

level.
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I. LNIRODUCTION

A. STATENENT OF THZ PROBLEN

A Multi-year «contrast is a1 contract for “he
purchase of prcperty or services for more than
Setathicl hrtiy HY St (i
AL R e R D M
payment to be made To! the can:raggor? E%nfgp:3p§?5
aticns ar2 not nmade" " Ref. 1].

The above definition s includal ir the £iscal year 1982
appropriations bill, Senat2a bhill s$815, and providas a basic
description of wvhat @mulei>year contracting is all about.
Althocugh considered by so>1e t5 be the answer to alil DOD's
pracurement probleas, mul ti-year co>ntracting is not being
wilely utilized (Ref. 2:10]. As of Juna 1982, the Air Force
had *wc pmajor programs under Multi-Ysar Procucenen<{MYP),
a2zl the Navy had oce, al:hough bota services have used MYP
for smallar buys of ancillary systsms and spare par%s
perchases. This situation exists in spite of tae volumes of
testimeny both by industry and <h2 ailitary sxtoliing i=s
benefits and urging its acceptansa. One major industr
gsoup,the Electronic Inlustries ass>cia+<ion, (EIA), hLas gone
on record stating vhat, amulti-year sontracting is not bheing
utilized effactively, ani the govsvnment and industrzy have
been reluctant to uss MY? for primarily th-ee raasors:

1. Llack of understandiig of its 2dvarncages.

2« The restrictions associated with regulatiorns.

3. Bigh degree of risk waich =zan be associated with
multi-year contracts [Raf. 2:127.

It seens that the daath knall for MNYP has been souanded,
however, the opposite is ilo fast thz Jaise. Curzrsnt opinion
holds that *he advantages >f MYP far >utweigh the disadvan-
tajes, and descite <+«he lack of uiisrstanding of ¥YP Iin




industry ard government, its <futur: seems inevitable,. As
pasel after panel, and coanittsze aftsr committee, hold hear-
ings and receive testimony on MYP, its increased usage has
arrived. Although MYP has been around for a long time, it
has aot previousiy receivel ths favorable press, nor been s»
vilely touted 2s <the curs ali f£fdor many of the problems
concerning cost reduction and increasing produstivity which
face both industry and government, As a result, MYP is
beiny re-examined by both 1s a vehicle to proviis the zcono-
mis2s of scale necessary ct> induce t>tal program reductions
and increased pcoductivity throujh capitil investment
(Ref. 3:30]).

To date, all of the concern, tzstimony, and most of the
spotligkt has been centarel on the prime contricvors or *he
very large corporitions +hich constitute the asjoris cf
DOD's business. Very little has bsan written ragarding tk2
plight of <the subcontractors, whd> i{n some cases provids
upwards of 50% of the matarial or sudx-2s8semblizs ragquirsed ina
soas majcr system acquisitions. Altadsigh hearings have been
held regardin *he Jetariosration of cthe defenss industcoial
base, very little has beanr heard 951 how tlhe application of
MYP will impact the subcontractors and tc what extert tha
conceptual bDenefits of MYP accruad by “he prims will be
passed to the subcon+trastors.

This author's researsh indicates that no assessasnt of
tha imppact of MYP on the sabcontractdr lievel has been undar-
taken since 1967, wher *the Lygistices Yanagemeat Institute,
under ccrtliact to DOD, unlerzook 3 study of :ths possibili-

tizs of achieving eaconomies by the use of dYP 1n
subcontracts [Ref. 4]. As a resul:, “he need exists to
examire the extent to which tha priposed benafite derivel
from MYP have in fact reached the sudcontractor, -espscially
in 1ight of ths fact +that YYP sesms +5 be the nswest

star on the p_ocurement horizea.
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A REECEATTY

B. RESEARCH OBJECTIVE

The objective of this research is to quantify the extent
to which subcontractors have, to dats, gained any benefits
from MYP. Have the benafits whiza are to acsrue <to the
prime being passed on to the sibcontractors involved?
Additiorally, a secondary objectiva is to provide useful
guidelines in deciding what actions may be <*aken to ensurs
that %“ae subcontractors 35 in fact receive thair share of
the pie, and a share of the berefits commensurate wi«h tha
risks involved.

Two programs were utilized ia the research, the Al:
Force's F-16 program and the Navy's C-2 (COD) program. This
provides the opportunity t> gain a parspective, both from 2
major systems acquisition poirt of wview, and also from the
perspective of two differant ssrvices. The F-15 program has
bean in existence for savaral vyears and has praduced nearly
900 aircratf-. The program is Zn th? production and Adeploy-
tent phases with uncertaiaty and cisk rather low. The P-15
Sssten Program Office has an approvad nmulti-year contract
anl has a proven track =czcoril in ‘ths MYP arena, or *hs
other hard, the ¥Navy's -2 projram his been involved in many
postponenments and <restarts and has just cacently been
approved by Congress as i viable aulti-year proagran. Tha
C-2 program has subsequently rsceivad the neces=sary funding
to proceed as a viabla multi-ysar pTocursaaant. This
provides ¢the oppor“unity <to =rsat2 a da*a bize from =wo
contrasting situations, comprisiag tvo very differant
con+racting styles. Th2 prime ~ontracecors involvsd are
General Dynaaice Corporation of PF>c% Wor*h, Texas, and
Grammar Aerospace Corporaticn of Baztinage, New York. Both
prime contractors were contactad anl briefed 2a the objec-
tive and methodology *o bz utilizad in the project, and bo=h
approved and ccensentei to  havingy thelr subcon*ractacs
quaried on *he subject.

LB)
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C. METHODOLOGY

The primary method is3d ir gatharing the data ard opin-
ions of +the subcontrac*ors involved wvas 2 survay
quastionraire which coasisted of 2 total of <thirty~five
questicas. The gquestionnaire was 3ivided int> two parts,
with sections one and tw> in the first half, and section
three comprising the sezoal half. Sactions one and two wara
concerned with ascertaining the damography of the f£irm and
tha individual ansveriny tie qgues%iosas. Tha ansvers *o tha
first tvo sections were obtained talaphonically. The second
half of the questionnaire, consistiny of section thrae, was
mailed +to each subcontrastor for <he purposs of careful
exanination and to provide aapls time for thought and
discussion. This secti’>a consistal of having <he subcon-
tractor compare *ha cost iapact of MYP =0 annual fuandiag and
con+racting. The questionniire ¢as basad 3n 2 survey
utilized by Air Force ZCaprains Stave Berjans and larcry
Elbrnech, in taelr thesis d>rojec% whish concen<rated cn lacga
prime contractors. The juestionnii-a was aodifisd to apply
<0 the subcontractor 1laval ard t2 15338s *he iapac* of AYP
which has flowed down from the prime. A copy of *ha
quastionraire is inciudad as Appaniiz A.

D. RESEARCH QUESTION

Given the vesearch objectivas osraviously stated, =ha
following primary researca qusstion was posaei: Have <ha
conceptual benaefits of 1aulti-year orcocurement accrued by
prine contractors, bean passed o1 =0 ths sibcon-rsas-or
level?

The follovwing ancillacy r2searca  gJuestions are decmad
pertinent in addressing =ha basic rassarch guestion:

1. Wwhat is multi-year procurzazat?
2. Wha% is its history and backg:auad?

1"
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3.
4.
Se

What are the curreat probleas facing subcontractors?
Is multi-year contracting th2 solution?

How can wilti-y2ar contractiiy bet*er ba applied *o
subcontractors?

12
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II. BACKGROUND ¢ MULTI-YEAR PROCURENENT -

A. HISTORY OF MULTI-YEAR PROCIREMENT

The concept of contrazting for 3Joods and services for
more than one year at 2 tiae has baei around for a number of
ysars., Mulei-year pro-urament conc2pts over ths years have
also been supported by 2a number oSf high levsl govacnmant
officials ard influential amembers 5f the dindustrial comnu-
nity. The advantages and risks of $YP have bean delineated
and debated from the corpo>rata boarl =room to the halls of
congress. Por some tiwa 1now th3acs has be2n a growing
concesn, among beth governaent and iadustrial l2aders, about
ths contirnuing detarioratisn of tha couatc-y's d3fsnse indus-
trial base [Ref. S]. A3 stated by ti2 Report of the Defensa
Science Board 1980 3Suazer Stuly Panpel on Industrial
desponsiveness, ",....tha ability of industry t> rasovend %o
dzfense needs has Jeteriorated 213 cests soarinve o
increasae, Other <findinys are taat <ae instabili<wy ia
programs has often made da2fens? business less attrac-zive ¢o
industry ¢han commercial work, ani aany disincanzives exist
vhich discourage the capital invastaants nealzd <o reduce
costs, .oprove rroductivity and 3naance industrial respon-
siveness" (Ref. 6:18]). These coacerns have genarally
manifastel themselves i1 comaents 3i-ected at iamproving
current procuremsent practises.

The idea of 1aakiag appropriations available until
sxpended was utilized as early as che 1950's dir the DOD
Appropriations Act of 1955 (P.L. 83-458), vhich made spaci-
fiad appropriations available orn a Rmulti-year basis
[Taf. 2]. This demonstratnd Congrsss' recognition that a1
multi~-year finding appro.ca can rasult in savinys. Both ¢hs

13
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Exacutive and Legislativa branches had from time ¢to tinme,
issued comments or made rcecoamendatisns concerning amulti-

year procuresment, The Invastmant Policy Study Group,
established in 1976, acknowlaigad that nulti-year
contracting would encouray2 iniustry's willingnass to invest
in capital facilities and aquipment t> increase productivity
(Ref. 2]. In 1978, 952th Deputy Serretary of Defense
Charles Duncan and Comptroller Ganaral Slmer S5taats issued
letters to the services ail Congress raspectivaly urging th2
acseprance and utilizatica of aulti-y2ar contracting *achni-
ques, They also prosanted +hs conclusion +hat th2
advantages with nmulti-year far outs2igh the 3iisadvantages
and its use should be 2xpanded in ordsr +o raluce procure-
ment costs (Ref. 7].

Comments supportiny 3 more eofficzient anl ecoromical
procursement method have 2aanated froa Coagress >n  a number
of occasions and are examplified by tha House Aczed Secvicas
Coamittee Report No. 35-1573 [Ref. 2]. The report citad
DOD's fallure ¢tc effectivaly con%r>l rising wsapon systaa
costs and the need to ra-axamine existing procurzment proce-
dures. Addi<ionally, the Office 5f Fedaral Procursment
Policy Unifora Procuresen: Systam lask Group on Acquisition,
in August of 1980, reco>gnized that multi~yvear authorizasion
anl aopropriation can provide afficient ani scononmical
procurement of goods and secvicas [Ref. 8:33]. As is
evident from the precediny comments, the idea >f improving
pracursaent procedures, incrsasingy capizal iavestmsn+: 2aad
produc*ivity, and reduciijy procuramant costs, tarough %ha2
expanded applicaation and utilization of mul<i-year
con*tracting is not a nev sdncer:.

Even ¢hough the coacapt Of MYP is not nzw, and its3
advantages have besen well docuament23d, “he acquisition proce-
dures in <force <oday 4do 1ot reflsct an acceptance of its
application. As statel by RADM ¥=2il P, Ferraro, feraar

14




Assistart Commander for Contracts, Naval Air Systeems

Coamand, "The crux of th2 matter is tha%t, <current systea
acjuisition policies ara 25t eancourajing defenss contractors
40 control and reduce proiuction 21131 material costs or to
invest in productivity dimproviag capical equipment"
(Ref. 9:1). Only recenzly have ths services ilentifised NYP
as one of those tools which, when salactively 2aployed, may
sijnificantly reduce acgyuisition costs. A current initia-
tive by Congress to expanl the uss >f 1YP is House Bill H.R.
745, which has bheen introjuceil to ramove some >f <he statu-
cory probtlems which have restrictad its use, (2.9., 354
cancellation ceiling Lis removed, and such cancellation
changes permitted to include racurriag cos*s) ind tfo,empha-~
size congressional interast in this approach ([Ref. 10].
However, *he current status of H.R. 735 is one >f discussion
anl debate and most probably will n>t lead <twd> any positiva
action, a+t least not in taa 97th Conjyrass.

The views of DOD have been stat2l by Deputy Secre=ary of
Deferse Frank Carlucci, both in his mamorandum >n improving
~h2  acquisitisn precess whizh cortiined als  this=y-two
initiatives, ard in his policy asadorandum on aulti-year

praocurenment, ar. Carluceci <caitarates DOD's coa+tinued
coani+nent te the full fuadiny polizy, but 1allows case by
case consideration of prograss [Raf. 11]. Both the Air

3

Force and the Navy hava advanced significant dnitiatives
toward expanding the uss o2f NfP £or wmajor sysc=ms acquisi-
tion,. For the Air Force, Genaral Alton Slay, former
Coamander of +the Air Pors3 Systems Ccmmand, aas for aany
years been a leading alvocate of 1P, He has on rnumeroys
occasions enuserated +h2 vacisus aivantages >f wmulwi-year
contrac+ing and has pressnted sevsacal Air Force prograas
vhich have @2njoyed sijnificant savizgs Iue %o th2
applicatlon of MYP procedares “Ref. 12]}.
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In spite of the general acceptaace of the potential for
cost savings and the numersus benafits which may accrue from
th2 implementation of MYP, a nuamber 5f concerns are present
which must be considerei. The £following issues requirs
careful consideration bafore any application of MYP {is
undertaken, These concerns wer2 expr2ssad by RADM Ferraro as
follows:

1. The use of multi-y2ar tachniqias will rasult in long
production ruans by 1 single zcontractor causing a loss
of alternative sources (i.e., the ccmpetitivs base).

2. The expanded use of MYP assurss the authoriza+tion of
incremental fundinjg.

3. Early on planning #ith the coatracter is necessarcy %o
establish any buigat profile aberration zaused by %he
funding o recurriny costs.

4. Techniques to idsatify and validate savings nmust he
establishad.

5. Variable quantity oricing provisions =may be nrneces-
sary.

6. Escalation clausas are an obviosus need.

7. Ccnsidera*icn of financing/pcogress payaent provi-
sions which relats 40 contrastor wiilingness o
finance costs unlac cancallatisn guarantaas [Ref. 9].

Thase issues are also concarns voicsad by industry. Howvever,
there is no Jdoubt tha%, i1 gen2ral, ths iandustrial community
viavs MYP in a pcsitive light. This viewpoint is sunmed up
by the Defense Science Board ii its 1980 Summer S<udy, which
stated that:
"The priacipal benafic  of such longer-tern
SF scats. ) FIERMIRE°IrSaeal *1ssifance of 3 9olic
P‘“‘z’%#as?13“33853-5%3&3 asazuiss ard ts. make
%ﬁg‘g:%: qsbugotentgglvgggoriulf sygugcggngggégrs'
is 65t¢late§ o be froa 10, o 1%
§€§ ;aggo DTS trracts”

is
ths
late 19 s and th= =a*lI 1972
contracting was usad fal: y 24t
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rect benefit of the aulti-year approach is that it
i R T A S E
there if you have to surg2" [Ref. 6:33].
As stated earlier, Blactronics Industries Association
strongly supports the expanded use of MYP, and they also
note that,"....nulti-year contractiigy has beea constrained
by the absence of 2 complimeatary wmulti-ysar funding
praocess" (Ref. 2}

Other industry leaders have voiced sdpport for MYP anid
its expanded use. For axample, Hugh2s Aircraft Corporation
has developed a packaga of 1legal issues 2nd required
lejislative/regulatory changes which they feel iare necessary
to facilitate the implenantation of MYP (Ref. 13). The
Northrop Corpora+ion is anothar supporter of MiP, and the
faith +key hold in +he expandad us2 of MYP is evidenced in
their effort to underwrite the risks involvad in theilr
pulti-year contract for thaz B-32 AN/ALQ-155 powar managemant
systea. "The cost savingys a2ttributad to the uss of NYP are
dozumented ¢t $10.6 ailiionm, prisarily as a result of
aconomical purchases of 3aterial inl efficlent application
¢f labor" [(Ref. W:19].

a8 can be seen by the precading >omments, Congress, DOD,
and indus*ry stand committ2d *o the advent of the increasel
usa of NYP. However, =car+-ain actions and issues amust b2
addressed and resolved oprior to its full implementation.
rirst, legislation must b» passed t> increase ths cancella-
tisn ceiling applicabla to MfP zooatracts, 2and recurring
costs must be included in <the cancsllation ceiling. These
twy poirnts are the cricical requirsmants £for advantageodus
use of MYP in major syst2as acquisi:tiosn [Ref. 15]. Thass3
twd> issues are contained in avery rafarence by injus+try to
the use of MYP, In addition, =c2actain Dbasic requirsnents
aust be me* by each program oefors it can be considered 12
viable candidate for NYP. Phesa basic reguirements ar?2
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coamon threads which run through 2v:ry major 1iscussion of
multi-year contracting:

1« The program aust b2 matur2 ani stable.

2. The product must b= non~coatrsversial.

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

4, Cost confidence must be very high.

Thase requirements must b2 present and they wmust be perma-
neat. It is the gereral opinion of a2ll the players involved
that multi-year procur2mz2at holds tca2mendous potential for
improving the procurement process. The <rick will be for
all of them to agree on hdw ard whan.

B. ADVANTAGES AND DISADVANTAGES OF AYP ,

A key 4issue in det2raining whathar or not MYP is mor2
advantageous than annual contractingy is the way in which DOD
has historically <fundeld produstion contracts. Since the
early 19€0's DOD has utilized a2 <concept callad the "full
funding policy", which wis mentiona3i 2arlier. This policy
was reaffirmed by Secra2tary Carlucci and is stated in DOD
Directive 7200.4, which stites in parce*:

"Phe obje~t*ve is  t> provide Elgds at +ha outsst
for the to*al estimited cost a given item s¢
that the Congress anl *he ublx: can clsarly see

and have a2 cocmplete knowle 393 9f the full diaen-
s-ons aad ost vhan it i3 £first prasented for an
appro rlat f pLac+1ce, +t means that each
rnya pﬁ-at 01 Juest aust contain *the
ur.de es* nate to ba tequlrai to cover ths ¢total
cost %0 be ncurrad ir ‘complating delivery of a
iven guan‘ *y asabie and tems, su¢h, as
d_rcraft, missl le ships, shicles, amauni=ionm,
and all other *tens of equlpmant' (Ref. 16].

This pclicy means that 1ll of the funds requirsl for a given
equipment purchase must be appropriatsd in the year that th2
coa“ract is initiated. As a resule, 00D is prohibitad froa
buyirng production equipmsnt by payiig £or it 3s cos*s are
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incurred as it does in th2 case of research and development
contractse. This policy was adopt2d by DOD at the urging of
Congress and OMB, to praclude situations where production
programs were started without suffiziant fundingy to complete
th2 end items ordered, leaving subsequent Congresses ani
administrations the requir2ment to budget funis to complets
tha project or accept oaly partially coapleted items of
equipmert (Ref. S].

The reason for addressing the full funding issue at *his
point is that it is the conceptual unisrmining 2f *+he intent
of the DAR definition of amulti-year contractinrg which states
that MYP, "is a method of acquiring 723D planned requiremen%s
for up to a five year pariod (£oar years ip the case of
mairtenance and operation of family housing), without having
total funds available at the time >f award" [Ref. 17]. Th2
key phrase 1s, "without having totil funds available a%t time
of award." This last statament is th2 heart of WYP, and is
for all intents and purposes nullifi=d by ths full funding
policy.

Finally, it should 03 noted that DOD Diractive 7200.4
also reccgnizes *he nead to buy som2 conmporents which havs
extremely long lead +tinas ahead >f the procurement for thes
end ditem itself (Ref. 15). This is callsd *"advanced
procurement®, DOD and <longrass hav2 to date2 both zaken a
very cornservative view of this procadure and have limitad
its use as a result.

These twdo limitations 1ave actad t>gether to effectively
prohibiz the use of MYP for ths acguisizion of aajor waapons
systens, and as a result, have provoksd the concern of manay
defense planners whc ssa MYP as 21 positive step in cost
savings and increased productivity.

These constraints wers address3d at this point to empha-
size the uphill bactle whizh M{P has ancountered to date, in
spite cf <the wmany advantages andl potential banefits i+s

13
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expanded use may realize. MY P's conceptual advantages are
in Adirect opposition to the ¢two issues addrsssed above,
which is partial explanation of its limited use.

A. a result, a thoroajh examination of NYP's advantages
anl .isadvantages is crucial in any analysis of its design.
As in any analysis, advantages and disadvantages depend on
on2's point of viaw. Focr exaaple, +hat 2 contr:ctor thinks
is an advantage may or may not be zdisidered advantageous by
DOD or Congress. The oppasite is 27u0ally true. Therzefors,
any discussion o¢f this suoject must be general ia naturs,

anl treat the issue of YYP as *hough there ware no barriers
to its usasa.
To start with, DAR implies tha £5llowing advantages:

1. Lower costs,

2. Erhancemernt of staziardizacioa.

3. FReduction of administrativa burden in tae placement {
ard administratiorn of contrasts, '

4. Substantial continuity of proiuciion of performance, >
“hus avoiding annial s*artup =osts, areproduczion '
testing <costs, wmake-ra2ady 2a2xpenses, and phasenus
cests.

5. Stabil.zation of wdck f£rrces.

6. Avoidance of the need for astablishing and "proving
out" guality cortrol techaijuss and procedures for a
rev contract each ysar.

7. Broadening the coapatitive basa with oppor+tunizy for
pacticipation by firms not otherwise willing oz 2ble
<0 compete for lasser quantities, particulacsly in
cases involving hiya stactup costs.

8. Implementation of tae Industcial Preparsdness Progran
for planned items with plarnei producers.

9. Provide incentives o contrasiars +o iaprove produc-

tivity <through investment in capital facili+iss,
equipment and advz1ced techaslsyyy [Ref, 17).
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In

addition, the Departazat of Da2ferse 1982

Appropriations Bill gaport 33 the Sommittee on
Appropriations states:

ning

a)
b)

q9)

improvi ng
f lowing sources have bgen cit2d for *hlev*ng
over unit c¢osts comparel to aanual con*ractzn

1.'0 lICt on rocess

Multiye r 3n+ra...
devic Yt

e as goten%gal(gor s:vi ag :ong§n§g§m%

efanse industcial Dbase.

mproved economizs and 2fficiencies in ge
2) econd>ay of =scale lot
ease& Eincncial Sosts of borrowing,

uying
4) %ter it izatisn of inlastrial facilities

and S zeduction in +he burdsn of placing an
administerin contra~ts MYC also offers dpportu=-
ni+ies %0 e e tha zniust:-;l base tarough the

o;ten intangible benafits of firm long *t2rm plan-

It ¢ 3Efars :ppoctun'tles to shore up

-he defense nﬁustrz:l base by attracting subcon-
tractors, vendors, a1l smll surpliers
urrent ?rocurenent gra.ticas are ieav¢nq the

efense {1
Commander Marv McWherter, Policy Development/Special
Projects office, Contracts and Businzess Managament, Naval
Material Command, states in his prasentation on MYP <the
following advantages:

1. Reduction of Costs

who undsar
1d" (Ref. 1

Long tern producztion

Contractor investment in labor saving sgquipaent
Increased competition a+ th2 subcontractor lavel
Procurement of material in 2conomic lots
Enhanced standaclization

Stabilizatioen of contractor work forca
Administrativse cost rzdustions

2. FPermit ou*t year balgers ¢> b2 based >n negotiazed
contract grices vica: cost estimates.

3. Preservation of tha2 Defans2 Industrial Base.

4. Opportunity to shorten acguisition cycle [Ref. 19).

Other advantages not aidressed, but postulated by bota
injustry and DOD are; imoroveld su-g2 capabilicy as a casuls
of advanced procurement of material in EOQ guantiziss,
program stability for boca the proja2ct office and the prime
con*ractor involved, incraised pricz competitiosa both at *he
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prime ard subcontractor 1lavel, 1l3ssaning of tha Impact af
inflation because of thz alvanced pirchase of raw aaterials
at fixed prices, and lastly, improved leverajzs for primes
over second and thizd tiar vendors for better competiriva
pricing and wore economical productisn rumrs. Aas is evident,
th2 advantages associatel with MYP are in the 3yes of the
beholder, and depend on the viewpoin*t of +*he indivijual or
organization holding the microphon2. One thing is for
certain, If MYF is selastively apilied *he poten+tial for
cost saving and increased compatition is enormous.

Having presented all 5€ <hs 3dovs, it is imper:zarnt %2
point out that there ar:2 some disadvantages assdcia+ed with
MYP.

As pressnted by RADY Farraco, the f>llowing are
parceived as disadvantages:

1. Possibla program <funding shifts burdeaing earliasrc
years to cover recarring (2.3., material) costs deci-
sions, precluding a1se »f saca sarly funds for e*her
program prioritiss, givsn £fix21 fiscal juidange.

2. Desire for increasad guanticy flexibility over futuc2
yeas requirements iue to upzertainty rc3jarding ocut-
year requiraments 12d budget sriorities,

3. Possible lack of incentive for contractor cooperation
ir a sole source environment.

4. The difficulty whiza is praseit because >f a reed for
an early decision in the PPBS process, which i3
required in ordsr to permi: "he presentation of 2
proper funding profile.

5. Need tc structur=2 batter esszalation provisiorns,

6. Difficulties in validacing savin.s.

7. Discouragement >f early investments in =cecurriny
costs due tc high interest rates (i.2., assupes
centractor carriss jovernmant to some extant).
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8. Possible erly 2conomizal procurement of items with

near teram oshsolescaace poteatial,
9. Potential loss of a competitivas base [Ref. 9].

Additionally, the flrst disaivantage usually cited by
Congressional critiecs is that MYP will result in 2 loss of
flaxibili+y ¢to al’ concarnsd, primarily b2cause larger
portions of the 70D bulyet will b2 “*uncontrollable" or
predetermined by previous years sossitments [Ref, 20:25].
This is the other sile 2f£ the coln ¢o0 <the increase in
s+tapility which means as s%ability increases, lexibility
desreases.

Another disadvantage notel by <csritics of MWYP is <hat
coantracts ussd under thass procedurss are eithsr FFP, or FPP
vith an Economic Price A3 justment (EPA) clause attached.
Tiis forces the contractyc and ths government to estimate

rices ard negotiate a fira price f5C a production ,un which

could run for 3 to five yaars, Phis long lsad prediction
sejuiremen*t forces bo%h pirtiss to 92 extrensly cau:icus in
those predictions.

The following guote sammarizes tha key to whathe: or not
any benefit is realized £ropm th=a appirication of ¥YP:

eeegI* is in ortant to agtaplish thit failure to
conciude a MYT ot ala;s ig its conclusiosn g¢anno+
esul* in a =indfall » funds avallable t5 the DOD
or other vurpoges. ha ss::na pur osa 's to
ensure +tha gde ,1* recucc an nd ot bud get
pcassures 4¢ got Iiwmpinge on the 1ong rarge commit
merts pade under the 41C MYC commitments aust be
nsulated from +the a\nugi scramble for budget year
unds ecause tha aav B3ys tron MYC do nit occur
i1l % he last sta es tae <Sontracet This stata-
nent is crucia he success or the fyilurs of
g 5. “once Inltiace a nulti-year contract mus:
e allowed *o_ function uptil™ i:s cong stion lS
e

achlzved sr all of tha advantagas vill lost and
*he concerns realiza2i" (Ra

A-

A
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C. SELECTION CRITERIA

In the final analysis, manag2:21t judgement is critical
in deciding to use or not to use MYP for a particular acgui-
sition. Deputy Secreatary Carlucci issued a 1ist of criteria
in his memorandua concerning MY{P policy in the Dapartment of
Defense. The criteria ara to be considered ia the centext
of a benefit/risk analysis format, The following criteria
vere established as gquidelines for management in DOD:

1. Benefit ¢o_the 3ovarnmepnt - A multivear procurement
skould y{ald substantial cost avoidance 5r othaer

berefits when compired to convartional anaual
contractinq methods. MYP strictures with greater
risk to tg: Governmant shoull isnonstrate nc:easnd
cost avoi nce or st her bene its over 1'h;,sse w

lover tisk, 5av*n;s can be da2fined as signif ‘can*
eitger in terms 5f lollars or percerntags af total
ost.

2. Stability of Requ;ramg - ;in-m m need (€.Q.,
ipventory ot acquisition ob ive) for the preduce
t-on item or servica is 2xpsc tad +3 zemain unhchanged
or vary only slijhtly duzing -he contemplated
ccntract pariod in terms of projuction rita, fiscal
year phasing, and co>tal guantitias,

3. Stabllxty of Funi‘u - Ther2 shoul}d be a -eas%nablg
expectation that tna prdqram is likely %o ynge
at =he required levil +hrcughrdut the comzract perioi.

4. Stablse Configura“i»>a = Phe it21 s gould og technically
ma*ure, have comp ated 2DTSE (inciuding davelopmen<,
+esting or equzva an+) umtn raga.-velv sav »ha'gee )
item_lesign antic nat§ nd aadsrlying ua~hna Z
should be ‘stabls. oes 15%t a2an zhac njas

will not occur but tha~ tha ostimated cost of such
changes is no* artizipated td> irive total costs
beycid the proposai unding pcofile.

S. Degree of Cost Confidenca - 233:3 shcuyldl be a s=2ason-
eble assgrawce that gnst estz:g* s for bath SOR%TacT
ucst= and apticipasad cost avaidance a: f2alisty ic.

“mates should bz biszd on pricer cosc h s=3Ty for
he same oOr sim*¢ar i*ems or proven cost as:i ma4ing
techn;ques.
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Other criteria have also baen aidressed by RADM Percaro
whan he stated that ceortain conditions mus® be pDresent
before application of any YYP contrace:

1. Maturs and stabls production prog:aus;

2. Norn-controversial force level/rsquirement issues.

3. Significant savings identifial,

4, Acceptable budget profile, pacticularly for front-eni

turden [ Ref. 91

Tha preceding ccmments affectively 3umnasize th2 00D poinn
of view regzrding selectiosa criteria ¢> be appliad to candi-
Jates fcr NMYP. Industry has siailar criteris, buz soma
differences area apraraat. To suzsrarize, th2 indussrial
community's priorities ar2 presantad by Nr, Harry Fromar,
Program Manager for th2 C-2 CID aircraf- £or Grummn
Aerospace Corporationm, i1a his prasaatation o235 %YP wvhich
includes *he following objactives »>f indus:cy:

1. Es*ablishiny a £fizw long <2cr business basa, which
includas the following: .
a) Abilicy to plan the factory
b) Increacsed cerzaiacy in finzacial 2acision azking
C) Base to oparat: from in dlanning advarnced *ech-
nelogy re-investiants
d) Profit in hand 1% an esarlizr peint in the prograna
2. Stabilization of *aa wvork force
&) Lorg tern hiriny plaxs
b) Level loading of shep
3. Eliaina“ion of yaarly budget dat<lea
a) Devore 2nergiss to adre pryductive *asks
b) Reduced uncertaiaty
c) Alilovws the defsnse segmaat 5% a3 company =2 comdets2

for assets agaiast nop~da2fanse elemernts {Ref. 22).

As can be seen, industry 2a3as a s=ak2 in vaich programs irIa

selac*ed for Y¥YP? and whichr ones ars 12", As i3 2avidenced oy

£
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ar. Edward R ko in his pcasentation "Mylti-yeoar
Acjuisition~-Industry Viaswv, he states: "A Multi-year
contract cannot make a bpad projyraa good; however, if
misapplied, it can make a jood progria bad" [Faf. 23].

D. CURRENT STATUS OPF MYP

As the preceding di_:. -sisn iadicates, thare arse many
differing viewpcints toward YYP anl numerous issues <chat
teaain to be resclved. Taare is little doubt that MYP holds
tramendcus poten+ial for cost saving if judicisusly appliagd,
however, there are also risks involvad. Currently, the only
statuiorv aunthority for MYP is =sor<ained ia the 1982
Departaent of Defence Authorizatisn Act which included %ha
following provisions: 1 MYP nmay b2 used for major sys+teas
acjuisition, 2} advanse procurea2ats may be aaie to obzain
economic lot prices, 3 cansellazion ceilings may includas
both recurring and non-rasurcing zosts, 4) notificasion ¢o
Coagress is rsquired f£or ceilinys cver 5100 million.
Adlislorally, as of tae writiny of tiis rasearch papes, <=hs3
current res=rictions of tha full £funliag policy still apply
and the fate of House bill H.R. 745 is unclear. H.R. 745
vas returned %o the Housa Armed Sa3cvices Comaittee with 2
vecommerdation of  furthar raviavw oy designacted  sub-
ccanittses, which a2ffectively asans 1> action will be taken,
at laast for the 97+h Conjress.

In DOD, the servicas have beea in®ormzed of which canii-
dates have received approval for MYP application. The Navy
has had four of eight =c-andiiatas approved for FY 83 as
viable MYP programs (Ref. 19]. P12y are th3a TAO £lae*
oiler, *he MK=-u46 *orpelo, tha Yarine Corp MULE laser
program, and “he NATO Sexzsparrow Jrial: kiss. The C=2 COD
aircraf+ was approved as 1 aulti-yaa: zor4ract ia FY 82, but
funding was cancelled by taa {ous2 \ppropriatisas lommitte?

[3°]
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for FY 83. Subsequently the Senat2 reinstated the funding
for FY 83 and informed sources f23l the reinstatement will
not be contested by tha Hdouse [Raf. 247]. Also, all the
services have forvarded %5 the Sacca2tary of Defsnse their
¥YP candidates for PY 84,

The curzent attitude which exists toward NYP a* this
tine is ore of enthusiasa and anticipation on the part of
DOD, and one of doubt anl seczious misgivings o1 ths part of
Congress, sp cvificeally ta3 House Aczed Servicas Comaittee.
Tha wmain point of contention seaas ¢o be <cha fact +that
expanded use of MYP will reduce and decrease the amoun: of
discretionary funds over which tha cozmi%tee zan exoercisa
its authorisy. More 5f the DOD bulget will become "uncon~-
trollable" and pre-deterainei. It remains %o be seen
vhather MYP can wveathar tha storm and rsalize its potential.
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IXI. RRESENTIAILON 2F THE SORVEY DAIA

A. INTRODUCTION

As a result of chapnjyes in the coaplexity of weapons, and
an unstable economic 2nvironment, both iandustzy and
Government have been lodiing for a battar way of con%tractiag
for goods and services. Annual =gatracting as a aethod of
procuring large, coampla2x, anl extramely expzasiva weapons
systemas, has proven +o b3 part of ths problem, rather than
ths solution. As statad 5y Robert A. Fuhrman, Lockheed's
Board Chairman, f"singla-year ocontracting is the biggast
sinqgle problem ve sSee in the defensa business" [Ref. 25:46
G-I 1. Additiorally, +¢a3 <£full fiading policy addresssi
earlier prohibits contracting for aore end items than can b2
purchased with available funds, Th3 lav and official policy
coupled with existing fiscal constrairts and annual funding
have effectively 1limitel systems acguisitisa ¢5 annual
procurement, As 2 r3salt of +*he problems plaguing *he
acjuisi+ion process, 1ind <*ha many rules and regulations
invoived which have actad to liait contrac=ing into a singla
ysar wmode, many procurazent pedpla from all lavels of
inlustry and gcvernment aave co33 dSu%t in favor of <h3
expanded use o¢ wmulti-ysar conptracting. As 4discussed
earlier, there are npumacous adviitages accocded 23 <ha
implementation of MYP. Yiniaal rasa3arch, howaver, 4has been
accoaplicshed vi.ch measur?s the imdace of <hose bhenafi<zs
below the prime contractor leval. A review of the lite:za-
wure corfirms the fact chat tha majority of the rasearch has

bean alssd at a@asuring =a3 impact >f MYP on prime cantrac-
tors and large ccrporations involved in “he dafanse macket.
Very little has been 1accompiishail with rte3ard *to =hs3
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subcontractor level, and no 2ffort has been undertaken in
assessing the impact o5f MYP on sibcontractors. In an
attempt to fill part »>f this wvoigd, this survey of
subcontractors vas undertaken.

B. SURVEY BACKGROOND

This survey was intenied to J3z3tarmine how some of the
subcontractors Involved i1 two 23ajor aircraft production
programs feel MYP would affect th2 way they do busiress, ani
wvhather or not scme of th2 benafits accrued by the prime as
a result of MYP, have baan pissed on to the subcontractors
involved. Subcontractors in the Air Porce's P-16 prograa
and the Navy's C=-2 COD prayram wer3 mailed section three of
ths survey, which asked them to comoare two diffarsnr situy-
asions., One situation atilizing annial contraceing methods,
and the cther MYP contrazting methols. Each company “ha%
responded was “hen contacted by phoi2 and askad +5 za2sponi
to the questions in sectiosns 22e 213 *wo which deals with
desographics of the indiviiual, <ctha firm and <he conceptual
benefi*s of MYP respectivaly.

A copy of the survey i3 containal ia Appendix (A). Tha
quastiorraires ware sent to £forty-seven sibconstractors
invoived in the <wo prograas citsd adovs, Tha namas of the
coapanies waich were mailad surveys are listed in appendix
(B) .

Because thare are many subcontractors involved ia enua-
erable programs sponsored by DID, thz size of the firm was
not a factor in determiniig tha racipients of <hz suzvay.
In order =<9 elici+ tha respondiaats' henest and candil
responses, =hey were info>rmed that all r2spons2s were non-
attribu<=able, ard no me2as of dstaraining <ths individuals
coapany were included ia ~he gJuestisanairse, Sinces all the
quasticns were quantifiasle in patur2, all r2sponses wera
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analyzed by using a frequancy distribution or an arithmetic
average of the responses. Any opinions offerad as amplif-
yirg data are included in the zonclusions section of Chapter
Pive,

C. SURVEY RESPONSES

0f the forty-seven 3arveys mailad, thirty-one wers
returned or complated telaphonically (a return rate of 66%).
Du3 to the controversial nature of some o€ ¢tha questions,
many responden“s also provided opinisns and persosnal experi-
ences to exp%gin their answers, Tasse are included in the
analysis vhenever possibla.

Y. Qemograplic DPasxi

The first elaven jiestions +s2re developed to estab-
lish the Dbackgound of ths iadividual answering the
quastiorraire, and a profile of th2 sompany for which he/sha
vorks.

Quastion 1: dhich answar baelow best dascribes
your area 3f responsibilety in <=he
firm

a. Matarials Managar

b. Piaancial Minigsmen<®
C. Soatract/Purchasing
d. Bnjinesring/R § D

@, Progyranm Managasr

f. Macketing
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Seventy-one percent of ths raspondsnts wers in the
ar2a of Contracts/Pucchasing, with twelve parcent in
Material, and twelve perc2ant in Markating,. Ths majority of
ths firms contacted hal 10 separatz contracts departiment.
The contracting function was almost always included within
another depar%tment or was a division 9f a functional area.
Th? head of contracts was alaost 1lways a 1piddle marager
vice executive.

To provide a base from which to determine ths expe-
riance level of *he respoiadents, 2ach was askei tc indicate
tha number of years in their presaat posiction, and the
nuaber of years they had baen a2mploysd by their ficom.

Those who had beea in their »vasent position five to
twalve years ccnstitutel 51.6% of ths responses, while those

with from one to four years represesited 29%. The resul+s
are shown in Table I.

TABLE I
Years in Presant Position

Response Absolute Relativa sumulative
Frequsenacy Frajusncy (%) Prequency (%)

<1 year 3 9.7 8.7

1-4 years 9 29.9 38.7

5-8 years 8 25.8 64.5
9=-12 years 8 25.8 90.3
13-17 years 2 5.5 96.8
18-25 years 1 3.2 100
TOTAL 31 130

N




In Table II, t12 results >f questisn four are
prasented. The ma jority of the r2spondents had worked for
their firm for over 15 }ea:s, with 32.3% being employed for
over 25 years by the same firm.

TABLE II
Years Employed by Pirm

nesponse Absolucs Ralative cumulative

Prequency Fregyusncy (%) Frequency (%)
<5 years 6 13.4 19.4
5-10 years 4 12.9 32.3
10=15 years 4 12.9 45.2
15-20 years 2 5.5 51.6
20=25 yvears 5 15.1 67.7
225 years 10 32.3 100
TOTAL 31 100

As is evidenced by tha <wwo tables prasented, the
axperience level of the iadiviiuals answering the survey vas
on the average very high. The typical respoalent had 18
years with his firm and 3 years i3 his present position.
This is a very significant asxperisncs level from which to
draw information cencerning any type of corntractinyg
pracedures.

Questions five anl six dealt with whethar or not the
firm concernad had ever d2al% with a prime contractor befor2
who was involved in a mjor defenss sonzract, anld if so, for
kow mary years. A1l o>f the respo1isnts had dealt with 2
prise on a major defense conzracet praviously, 2and on tha=2
average for osvar 15 years.

32

T N (O VRO

ik

AL a

Lo e h




Question sesven asked what p2rcentage >f the firms
business was government or D0) relatad. A faw companies
regarded this as confilential infsrwaticn and as a result,
vere excluded entirely from the final analysis. However,
54.8% of the firms which 3iid rsspond, axperiencsd a 50 to 75
percent lavel of governmeat or defeise work, with an addi-
¢ijsnal 16.1 percent having 75 to 10) percent jovernmant oc
DOD related business.

Question eight pertained to th: individual's experi-
ense irn being involved in +the defanse indust:y, or being
employed by a firm that dealt with the Dapar+ment of
Defense. As was the case #ith questisns three and four, the

individual averaged ovar 2) y2ars experisace in the
business.
Questicn 9 dealt 4ith the activities whick *cck up
th2 most time of the raspondents. This question was ainmed
at determining whether or nct th2 jovernwment 5>r the prime
was occupying a wmajority >f the tina of employees directly 1
irvolved in defense contracts. The activities which
consumeé th3 most time ware m2etings wi+h prins contractor
represertatives, planniay, arnd saparvisirg. Table 1III
suamarizes the data.

The last two demojraphic questions asked whether the
individual cr the £irm, at whica he/she was curreatily
employed, had ever dealt «+ith a prins invelved in a multi-
year con*ract, The results wsre, 8)% of the firms had beet
involved in a multi-year 3nvironmeat before, and 68% of th2
individuals had personally dealt with 2 multi-yaar contract
before.

To draw a composite of tha individual and *he firn
in which he/she vas employad, ths following characteristics
would be present: The persor would have on “he average of 8

years experience in his prasent position, 18 y2ars with his
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TABLE III
Activities Which Consume tha Most Tise

Response Absoluts Relativa cuaulative
Frequanczy Frejuaacy (%) Frequency (%)

Supervising 7 22.56 22,6

Planning 13 1.9 64.5

Mting with 3 9.7 74.2

Govt Reps

Mting with 8 25.9 100

Prime Kr Reps i

TOTAL 31 138

prasent firm, be a aiddle manager in contracis or
purchasing, employed in a firm with Sver 15 years of experi-
erce dealing in the 3iefanse inrdustry, with 50% of its
busipess defensa relatel, and have hadl dealt in 3 mul<i-y=zac
contracting envi ronment pra2viously.

2. Gconcaptual Bepefics of Mulki-Y2as Proguzzasnt

Section twwo of =hs survey cdacerned the conceptual
benefits related to multi-year procucasent, and their poten-
«ial impact on *he indivilual fica. All of the quastions
vere based on the folloving praazisas Iapleaentation of
multi-year procurement at the prim2 contracesc leval will
have the following impact on my firm, Each gquestion hal
*hree possible responses; Agraze, 0isagrse, or No Cpirion,
anil all related "o the perceived ban2fits of MYP.

all of +he questions, exc20t one, rssulted in a
substanial number of affirmativ? r3sponses. Some percent-
agas wece higher than othars, but svarall, every respondent
agreed that +the benefits which woull accrue ¢5 the prinme
weuld also favorably impast his firm.
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Questions 12, 14, and 15 d2alt with cost reduction
potential in the areas of unit cost, contract administra-
tion, and direct labor.

Question 12: Will reduce average unit cost
over tha life of a prograa

Question 14: W21ll redacs contract
adpinistration cests

Questicn 15: Will result in reducs
labor costs.

Question 12 enijoyed an 87.1% positive responssz

rating, wi*h questions 14 and 15 at 51.6 and 57.7% respac-
tively. Most respondents felt that 41Y? would in fact reduce
cozts in thase 1areas, vwith ¢twd caveats involved: 0
Finished goods would be shipped %5 :hs prime upon compla-

+isn, and 2) No inventory would be azcumulated. A majozi-y 3
of the £fitms felt *=hat 2451din3 121231 inventory costs would
advarsely affect “he iapact of advaice buys and economical
praoducticn runs. This spinion was held prizacily by the
smaller subcontractors, wad felt tha prime should be respon-
sible for s*oring and holling f£inishal goods until they wers:
nesded. Table IV suamacrizes tha 31ata froa these thres
quastions.

Question 16 ask3l if an iicrease in productivizy
voald resul%, and 80.5% >f the ct3sponden«s f£f2lt it wculd,
vith 12.9% disagraeing. The wmajori<y of =ha respondern=s
fel*® %hat the stabilizy craatel by o2ing able to buy in EOQ
quantities and the abilisy to plan loag raange and being abls
to keep the most ecoroai=zal productian run farctioning at
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peak efficiency were rasponsible far <he increase in
pryductiviey, i

et




ST T RERTRTERT R TR T T

WTTRERERER ST T T

TABLE IV
Cost fsduction Data

Response=-Q12 Absolute elativsz samulative
Prequeacy Prequaiacy (%) Prequency ()

Disaq;ee 2 6.5 6.5

No opinion 2 6.5 12,9
Acree 27 87.1 160
Respornse~-Q14

Disagrs 7 o3 22.6

No cginfon 8 %%.3 43,4
Agree 16 51.5 100
Response-Q15

Disagre 25. .8

No ogfnzon 6.? 3%.3
Agree 21 67.7 1090

Questions 17 and 18 deal:t with the quescion of wcrk-
force and manpower stazbilizatiorn.

Question 17: Wwill stabilizs your workforce.

Question 18; Will stabiliz2 your production
maapnwer 1oaling requirsments.

An average of 923 of the rasponses iandicatad thas
both arsas would be stabilized as a1 rasule of HYP, This
would occur primerily besause of tha ability to plan =he
factory and the po%ential of bsctar long-raange planning
possibilities,

The only question concerning th2 concepctual benefits
of MYP which recaived 1 rather mixal, luke warm reception
wvas questior number 20, waich ask=3 if MYP's iamplementation
would result in *he fira compa2ting for more defanss rela<ei
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business. As shown in Table 7, opiaions were split between
agree and disagres. The reasd>n for this distribution most
often encount2red was that the fira already had all ,the
defense business it wantai, i.2., 21 conscisus corporata
decision; the firm enjoyad the currant percentage level of
deferse business; or the fact that it was hard t> improve on
a2 308 or 95% level of DID related business wnich the company
cucrently enjoyed. Tabla Vv, prasaats in detail the braak-
dewn of the data.

TABLE V
Would Compete f£5r More D2fanse Business

Respornse Absclute Relativa cumulative
Frequeacy Frequa1:sy (%) Fraquancy (%)

Disagree 10 32.3 32.3

%o opinion 9 29.) 61.3

Agrse 12 38.7 100

TOTAL 31 19)

The last <+two questions in this section dealt with
th2 modernization of production capacity and capability, anid
whather or not the surgs =apability of productisn Juring an
emergency situation woull increass, 0f the <responses
raceived, Su.8% felt that their £firms would be willirng to
improve *their production capacizy as 2 result >f MYP, with
29% disagreeing. In Tegard <o surgs capabili-y, most people
felt *he it would increass, but <that this would be a func-
tisl of the amount of advanced buys financed by the prinme,
ani not totally because of MY2.
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Across the board, evary r2spondent f2lt that tha

benefits accrued by the prime would, in one foram or another,
favorably impac* his fira. This ig evidens:z tha*t most
subcontractors in the aircraft Zadustry perceive a trickla
down effect of pctential banefits from the prims as a result
of implementation of MYP,

3. gituational Apalysis

Section three of tae questininaire asked the respon-
dent to compare twc situatioss coacerned with a lengthy
production run and contract. Situation ope coasisted of 23
prime involved in a lorz-tera proluction program with 13
particular service which had 2an sstina*ed eight vyaar life,
with annual contractingy procedures t> be utilized <£or the
renaininrg production years. This anvironment was to b2
coapared to situation two, which was to be conducted undser
multi-year procedures with the following provisions: 1) a
five year contract lifs, 2) the prime would b2 raimbursed
for materials purchaseid for use up to two years in the
future, 3) *+he cancellation <csiling had provisions o
inzlude rnon-recurring costs, aad 4) *he contract awarded to
the prime was FPI (Pixed 2rice Incantive)., The respondents
vere asked *o compare situation twd ts> situatioa one, ard in
thair opinion estimate th: percentaya change £>r aach cost
involved which they <hink soull rasult. This approach was
taken in order to force tha rTaspondant to apply his percep-
tions of both annual and 4YP 45 a speacific situation, given
only a few parameters. This secstion proviled ths most
enthusiasa and coentroversy and was 1312signed as the hesar+ of
+hs research effort, Pha furdamental goal of the author's
research was *o be abla t5> compare the cost impact of twd
different contracting methd>ds which we2re in practice today.
As stated previously, MYP in order ¢> succeed, aust be able
to show substanrtial cost savings in both material and labor.
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A primary objective in tolay's econsaic erviroament is mora
bang for the buck. The ability t> buy more with a £fixsl
level of funding 4is the ultimats joal of chs govarnaent
contracting officer. The key to whether MYP lives, or dies,
is going to be its ability to save adney, reduca2 costs, and
stretch the DOD procuressnt dollar, To this and, section
three atteapted to solizit the »ds3inions of <+he various
subcontractors laovolvad.

7he first five quastions lealt with th2 percentage
of cos* increase or decreisae in tha production phase of 4he
panufacturing process, 21d the iapact on aiainistration
costs for %he tvwo metholds being compacad. The initial fivo
guastions contained the size possibla responsas as question
22, whick is presented balovw,

Question 22: Direct labor cost per unic produced?

a., 3raater than 3)% increass
be 20 20 3% iasc3ase

€. S %3 158 incraase

d. No zhanje

€. 5 %2 15% delrsase

f. 20 to 32% dacrease

g. 3C2ater tnan 3)% decreass

As can be seen, Juaestion 22 asked whathsr or not
Direct laber costs vpec 1nit prodaced would decrsase or
increase over rthe life 2f the progras, The eajarity of %h2
respondents, (77.4%) £alt that at lsast a 5 td 15 percant
reduction woull rasult. icwever, siz contraceors, or 19.3%
fel* that +there would bs ao <chanje >¢C evgn ar incosase in

labor cos*s. The reason aos%: oftsn jiven for the reduction
was +the length of the praduction zun, 2nd cthe resulting
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stability created by a firm, 1long term commitment both by
DOD and the prime.

Question 23 pertained to manafacturing sverhead cost
per unit produced. The rasults war2 a 71.0% response which
stated a S to 15 percent 3ecraase ia overall costs would be
achieved. A1l of the contrastors who respondsd <felt that
overhead was tha most difficult cost o pin down and there-
fore to accurately estimite. It {3 the on2 acea ia which
th2 largest ""grey" area axis*s., A5 1 resul%, m@dst said yves,
a reduction would occur, but hedgsl as to “h? dzgree and
picked S ¢5 15% primarily becauss it wvas the lowes:
reductior response available.

Question 24 deal: with the area of contract adminis-
tration costs, This was the only question which 3id not
receive a positiwe majority. In fact, 64,51 stated ther?
vollid be no change in tha -osts associated with the adainis-
tration cf an NYP contrace, compar3d <o the alminis«<racion
of an annual buy. The main reasdon jiven was the incraasal
level u¢ reporting requirszl, 123 w12 £act zhat Ganeral anid
Adairigtrasive expenses 1are fa2lirly fixed and would ne+ b2
totaily avoided no mattar what +tha usthcd utilized. Tabls
VI summarizes the results >f questisa 24,

Questions 25 and 25 dealt diractly wita the produce
tion aspecis of the contract and ware aimed at identifying
tha impact of MY? on the matacial and assaably cosis
incurred in association vith zhe sst-up and production line
coz*~, ASs presanted by Captaia Berjans and Captain Elbroch,
of *he Air Porce 1Instituts  of echnology (AFIT) at
Wright-Pa<tarson Air Porcs Base, i1 thelr <=hssis projecs,
wvhich corcentrated orn priae =contrac“dcs, <+his particular
area revealed where the rost sigaificant cost savings coulil
be real:ized. One of th2 goals ot this ©=ces3arch was +>
ascertain if tais same conclusion wis in fact tha cases a*
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TABLE VI
Contract Alministratiosn Costs

Re sponse Absolute Relativa Cuxulative
Freju2acy Frajiancy (%) Frequency (%)

5-15% increase 2 6.5 6.5

No ghaﬁqe 20 54.5 71.0

5= 15% crease 6 19. 4 90.3
20-30% decraase 1 3.2 93.5

<30% decrease 2 6.5 190
TOTAL 31 190

th2 subcontractor level 2ad %> vhat ex%ent, if anry, MNYP
impacted the material aspact of th2 soniracs. As vas tha
case with the AFIT thesis project, all but one of tha2
subcontractors interviewed agreed that the most subs+antial
savings would be realizad in this araa. Howavar, in regard
to set-up and production line costs, the dagree to which NYP
voald be a factor was auch less. Yost felt that there woull
be little 5r 10 change in the costs 3f <he inizial set-up,
and even less of a savinys on tha production 1line izself.
The results of these two questions aire presentad in Tabla
Vii.

During the hearinjys on the cvapability of the defense
industrial base, one of the sin soncerns addrassed was %h2
inabilicy of €first and sazo>nd tier sibconzrac+ars t> pick up
producticn on short nctiza, Ths problem is 2aggrava%ted by
tha fact that @many svbeoatracwors have left the dafans2
market, or have reduced cipacity in the face 5f an unstabls
econony (Ref. S)]. The prasidace >f Jughes Aircraft Company,
in a lattar to RADM Ferrcary, notad that an ipcreased surgs
capability is z signifizant positive facetor of 4YP?, and “h2
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PABLE VII
Material and ?2roduction Line Costs

Response-Q25 Absoulate Relativa cumulative
Frequency Fregjuzacy (%) Prequency (%)

5-15% increase 1 3.2 3.2

No change 1 3.2 6.5

5= 15% decreasse 27 87.1 93.5
20-30% cecrease 2 6.5 100
Response-Q26

No ange 1 38.7 38.7
5-1§§ ggczease lg 48.4 87.1
20-30% decrease 3 9.7 96,8
<30% decrease 1 3.2 100

ability *o rapidly enter into a surg? or mobilization condi-
tion in the second year is enhanced Ref., 13]. Questions 27
arl 28 were developed t> latermine whathar or not the surge
capacity at the subcontractor 1levsl was in fact affected
either posi+tively or negatively, and whather or not the tinme
involved to reach an increassd production rate would be
decreased. Question 27 asked whather the surge capacity
would be increased. Thers was soms uneasiness on the part
of scme respondents, primarily 3us %0 +he fact <tha* tha
increase in surge capability wouli b2 directly propor+ional
<o the amount of advance buys possibl2, and ¢the apount of
long lead i+sms on hand 2t the tiae. The Tesponsas ranged
from greater than a 30F incrsase t> a3 greazer than a 30%
decrease, with *hs majority ia ths2 5 to 15% increas: range.
Oor the cther hand, the responses to Question 238 reveal +tha*
the respondents were a bDit mor2 positive <hat the <time
aspect weculd be reducad. The majocity of the respondents
fel*t tha* a 10 to 20% dscr2ase iIn th2 time required %5 sucgz
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from a peacetime to a wartime production rate would resulz.
Th2 results ¢to questions 27 and 28 are presentad in Tabla
VIII.

TABLE VIII
Increased Surge Capacity and Production Rate

Resporse=-Q27 Absoluta Ralativs Cuaulativse
Frequeacy Prejaency (%) Prequency (%)

>30% increase 2 6ed 6.5
20-%0% increase 2 6.5 1249

5«1 increase 17 54.8 67.7

No change 6 19. 4 87.1
5=15% decrease 3 9,7 96,8
>30% decrease 1 3.2 100
Respcnse-Q28

10-15% decrease 18 5841 58.1
15-2%% decrease 5 16,1 74.2
20-25% decrease 3 9.7 83.9
zs-ggg decrease 1 3.% 87.1
30-35% decrease 2 8e2 93.5
35-40% decraase 2 Bed 100

Questions 29 and 30 were prasentad in an attempt to
ascertair if there is a tandency oa the part 5f subcontrac-
tors to avoid 1long-tera projasts or projraas., Th3
overvhelming response from the raspondants was tha% naost
conpanies prefer a long-t3ra progran with a stabls, long-
term commitment, especially in the present environament of 2
pralonged raecession and ain unstabla sarcke<, As a rCesul:
93.5% cf the —respondents disagread with the no+tion <=hat
thair companies would not compete fOor a comtract based on
tha premise that it would 2ntail 1 long productiorn run with
an anticipation c¢f a low profit margyin. Most 3f the compa-
nias involved would accapt a lower profit i1f a stable, 1long
term commitament could be realized. Along th2 saae lines,
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Question 30 asked if the firm involv23d would <choose not t2
coapete for 2 contract wita a long psoduction run because of
being locked into a long-term projac<. 0f the companies
interviewed, 93.5% disagr2ed, on the basis c¢f preferring a
long~-term project with th2 resultant stabiliziny effect on
psoduction, the workforce, and the factories workload. Th2
najority ¢f the contractors responding +o thesz two ques-
tions felt that workload laveling, 2and smoothiag out of the
peaks and vallays of production voluae would be an incantive
*0 engaging in a long-tzra projacre.

The question of constraints to an increased surgs2
capacity were addressed in questions 31 and 32. Question 31
asked whether material would bz a miajor or mindor constraint
to an emergency productiosa surge, aad question 32 addressed
tha issue from the dirsst labor aspect. Jf the ¢£izas
responding, 83.,9% felt that material would be a nmaj
constrain*, and 90.3% falt <chat dirsct 1labor would be 23
miner constraint, The <ccux >f th2 matter seeas +c be ¢
incveased lead times row h21ing sncountared fcr 3 majority of
th? raw materials requirsd in aircraf: produc+ion. Car+ain
ravw materials such as titanium, havz l2ad times approaching
a year, and some forgings and special *ooling raquire 10-12
moaths lead tinme. Thes2 time frazes place 1 tremendous
burden or the production 234 assembly processes involved ia
<he airzcreft industry. As 2 resuls, “he volume of caw
materials on hand and their availabili<y would pose 2 vary
serious problem im incceasing a prolaction lins rate, on
~hse other nhand, 90.3% £21t that iirsct labor would be 3
alnor constraint and woull not pos2 2 major thrsat to stop-
ping an incrsase ir production. The high rate of
unsmpioyment is the major factor. Ti2 lack of axperience of
tha workfo-ce at large, howevsr, was @entioned as 2
significant factor in the s>verall lanor picturs.
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As mentioned praviocously in Chap*er II, the ability
to buy in advance and in EJQ quantitiss, is on2 5f the major
advantages related to the axpanded usa2 of MYP. Question 33
was presented in an attampt to gJuantify th2 amount of
meterial which, in the opinions of tas responda2ats, could be
purchased as advanced bays. Th2 question provided four
responses, which establishad specifiz percentagss which they
felt could apply. The 22rcentages were; a) 10-25%, b)
25-50%, <¢)S50-75%, and 4) 75-90%. All of th2 respondents
felt that a percentage of <th2 matarials involvsd could be
bought ir advance, but that the level of advanced procure-
ment wculd be based on the fuading provided by the
goverramert and the prime. The rasults of question 33 ars
prasented in Table IX.

PABLE IX
Percentage of Material Purchasel as Advanced Buys

Response Absoluts Relativa cumulative
Prequeacy FrsJiancy (%) Fraquency(V)
1 -255 16 51.56 51.6
-75% 4 12.9 96,8
5=-90% 1 3.2 100

The last two questions of ths survey were inser+ed
ir an attempt to determina <the contractors willingness t»
invest in productivity anhancements and to raise <he tach-
nology level of his production facilities to the state of
ths are. The results wer2 as follaws: Questiosn 34, 87.1%
agreed that they would be willing to invest in productiviey
enhancements and equipmane, and 2.7% had no ospinion, To
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quastion 35, 74.2% agre2l that their firm wculd raise its
technology level %o the statz of tha art and 16.1% said,
thay would not, primarily because they thought they wera
already thers.

D. SUMHARY

The main focus of this chaptar aas been to reflect «hs
major opinions of subcontractors r23a-3ding the impact of MYP
on their firm. This was accomplished by examining <he
responses made by subcontrac*ors in the aircraft production
injustry to 2 gquestionnaire preparsi by Air PForce Captains

tave Berjans and Larry Elbroch, and aodified by the au<hor.

The questionnaire sought t> express subcontractor opinion on
various aspects of MYP and its potential iupact. Tha
responses to each of th? sirvey quastions, where applicable,
vere summarized in tablss o5r in narrative form.
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Iv. PRINCIPAL FINDINGS, ZONCLUSIQNS, AND RECOSMENDATIONS

A. FINDINGS AND CONCLUSIONS

The objective of this study was to contribute accurate
data reflecting various subsontrastors opinions on <the
impact of multi-year procurement. The principal findings
and conclusions were derived frcm opinions received during
personal interviews and the questionnaire rasponse data
discussed in the previous chaptar:

1« 1In general, the subcontractors interviewed, perceived
a fall-out of the banefits accrued by the prime in a
multi-year contrasting envicsnment. A1l of <the
contractors who respondad to tha survey axpressed th
cpinion that thair fira would <cealize some form o
benefit from *he implementatisn of MYP at the orinm
contractor level. Th2 main pecints of disagreeman
wvera: how much woulld actually f£flow down to =h
contractor, which arsas woull be affscted the most,
ard the izpact on osverall =o5t reduction. To data,
most of the contractors hava falt a reluctance %n %hs
part of +he priass tc coaplataly relax and let MYP
take its course. There s321s t0 be a wait and se?2

W th ®

»

attitude on the part of th2 oprimes in relation td
Congressional action on rec2n® D0D initiatives in tha
MY? arena, (1.2.: He Re 745, *he PFY 83 DOD
Authorizations B8ill, and Congressional coamittes
action on DOD's PY 34 MYP canlidate list).

2. The area of greatest potential savings wis fel: to b2
in the purchasa o5f EOQ quantities >f  material.
Across the board, each =32d>31tractor -expressed =h2
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opinion that the majority of savings would be real-
ized in the purchas2 of mat=rial in advance, a* now
year prices, and in large quantities. The degree t>
vhich this would b= a factor, is contingent upon th2
level of funding allotted to> the front-end of the
contract for advanc2d procur2mant of long lead items
and rav materials. The kay is to have the prinmes!
investment coversd by either th2 cancellation ceiling
or funded in *he *2rmination liability.

MYP is regarded as a partial solution to slowing the
erosion of the 3afense iniustrial base by both
irdustry 2nd DOD. This will be accomplished prima-
rily by -encouraginy botih primses and subcontractors
to, 2) invest i1 state of the art squipment, b)
expand their businass base, 1ind c) encdurage compa-
nies to enter the lefease aarkatplace for the first
time, These thres resulecs >f the expanded applica-
+ion of MYP wer2 voic2d unarimously by both
governmen+* and indastry aliks,

In nearly all instinces, <contractors iavolved in the
defense industry endorse AYP concepts primarily
because of <the potential s>st savings, and the
increased stability achievsil in 1long-term commit-
ments. In ordsr to substaatiata the <cost savings
possible under MY? as opposai o anrual contracting
methods, one of the rimes involved ian the study
requested three proposils from its subcontractors.
Orne proposal bas=2dq 5n annual czontractinj proceduras,
one proposal baszl on MYP orocedurss, and ons2
proposal based Jn the 2ost =2:.onomical 2and =2fficient
production rate anl purchasinj possiblsa. This proce-
Aure was endors21 by all 3f the subcontraciors
involved primarily becausa ta2 savings wera readily

iéentifiad, <che ovarall benefits of coatracting for
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more than one year were established up front, and tha
prime now had firm pricing 3ata upon which <o bass
its proposal. This approach thus enhancas the entirs
program by avoidiny price fluc*uations on critical
materials, and stabilizing purchasing, scheduling,
and deliveries of raw materisls.

S. The laws and regulations ra33jarding ¢‘he use of MYP
must be changed. This opinion was voizsd by every
contractor interviaweqd, ani most specified +th2
following areas in which chaa3y2 is reguir=d immedi-

i ately: a) Tha caccellatisn c¢eiling should be
. increased ¢o realistisz 1lsvals €for aajor systems
acquisitions. This has b22a alleviatad to som?2

extent by the passage of th2 DOD FY 82 Defens2
Appropriations Act, which raised +he cs3iling <c 109
illion and requiras Congressisnal approval 2n a case
by case basis f£2r any contristor requa2st exceedinag
that ‘amount. b) Inslude c2curring =costs in  tha
cancellation ceiliay. <¢) Iaczaase the 1svel of prog-
ress payments authocized. Thas: last twd polnts wsre
regarded as crucial and must b2 accompanied by <h2
increased cancellation :s2iliag.

6. A majority of ths zontractors f2lt that, as a resul:
of implementation of MYP, th2 surge capacity would be
anhanced, bu*t woull depand lacgely on the amoun< of
advnced buys fundeil and the 1333 times iavolved. Ons
contcactor specifiad <hat th2 surge capaciiy woull
increase most sigaificintly ia the sec2al and third
vears. Additionaliy, the “iaz it would take *o surg2
from a peacetime production ri%ts to a wartime produc-
ticn rate would be greatzly r2duced. Jne Califoraix
fira stated that 1 50% decr2iss in the tiae requiretl
to gear up te top capacity 421131 result, Most of ths3
respondents £el: that a s24duction in <he tinms
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required to rzach wartime production would be
decreased 5 to 15 parcent at l2ast.

The most significaa+ findingy vwas not 2van addressed
in the survey its2lf but was voiced in one form or
another by every firm dinterviewed. This was the
issue of overall awarensss JSf the multi-year £funding
and contracting pracess in g2n2ral. Mo>st buyers at
the subcontractor level are nd>* familiar with ths
fundamental requir:aents and procedurss involved in
executing a3 multi-year <contrack, On2 2xecutivea
statad that he was the only one in the company who
knew enough about 1YP to n23ydtiate a =contrace with
the prinme. This 1ad placed 1 tremendous administra-
tive burden on himself 2121 th2 company. Most
ccntractors believad that th2 primary reasons for
+his situation wara: a) tha short times in which M¥P
has been in existence and b231 utilized to dats, b) 12
lack of ccamitment by DOD to MYP procelures, ¢) 12
lack of formal traiaing in MYP procedures by both DOD
and indus+ry, and 1) 2 wait and see attitude on tha
part of industry conceraiay <*he future of MYP,
Several respondants £3lt that <they perceived an
atmosphere of hesitatisn and sericus misgivings on
the part of Congress as thi2 root cause Of *the
prablsa. In any s1se, md3t of the contractors fals
that too much had happened, too fast, in regard to
the implementation >f MYP. Industry is waiting ani
va“ching for a change ir tha2 attitude of DOD and
Congra2ss pertaininy %o §YP. Jn<il this occurs, <=hs
defense ccentractor will not 1aks a major investmens
in making MYP work.
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B.

RECOMMENDATIONS

1.

DOD should review the 3oals and objectives of MYP,
and determine what priority it should have in rela-
tion +to other DOD policiss. DOD nsz2ds to give
industry and Congra2ss, a cl2ar signal as to where it
stands on the futurs usz of NYP, If th2 priority is
present, then 2a formal training program should b=
initiated by the 2Jffice of I'a2 Secretary of Defensa
(0SD). Th2 participa“isn o5f 35D is critical, becauss
+he apparent interast by D30 leadership makes <h=
importance of such a move 1 zlear signal to both
industry and Conjress. Without this sign of 12
comnitment from DOD, tha wait and see attitude on th2
part of industry will contiaue, and <Zongressional
teluctance and hasitation will deepen.

DOD should lend its support 223 influence2 to legisla-
tion concerning M4Y¥P. Phe 2stablishment 2f 2 body o€
law specifically 1ddressing 4YP is a biasic require-
ment to its success and growta. This would create 21
formal, concre+e foundation updn which thz industrial
marketplace could 1iepend. The resultan<t stability
would enhance the transition >f MYP int> the fors-
front of the DOD acjuisi*ion process.

I+ is racommendei that furthar zesearch be sonduc=el
in rega-d %o other industriss, such as shipbuilding,
tc determine the iapact of 4YP on the subcontrac-ors
involved, It is clear that th2 aircraft induscry is
receiving benefits f-oa *ha implementation of MYP,
but further study i3 r2juirad >f other industries ani
different levels > the subsontractor commurity o
ascertain the extent to which MYP has affected thei:
business. duch more rasearch i3 needed a< =whe lowsr
levels, which woull irzludes the smallsc firms which
supply *he first a1l second tisr subcen4ractors.
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Although ¢the survay did ast directly addrsss this
issue, <*the author recoamenis that a liak be created
between the MYP acjyiisition pracess and the Planning,
Programing and Buijeting 3System (PPBS), currerntly
utilized in buigat foramulation. This would adi
stability by avoiiing soa2 of <the last wminuts
slashing and infijatiny now the case in firalizing
+he President's bulget submission to Coajress. Ther2
must be an interfacs betwesn shat is contained In %th2
Five VY=2ar Defeas2 Plan (FY{OP), *ha President's
budget, +he DOD Aathorizatiosas bill, and what *hz2
Army, Navy, or Air Force actually want to buy and
when they want t> have it operaticnal.

DOD should pursue tne approval of legislation now in
committee, H.R. 745, whizh 2stablishes new thresh-
31ds and realisti: limitatisas on the ase of MYP,
Specifically, the follo>winy arsas should be consid-
ered as minimunm: a) psrmiasntly raiss the linmi: eon
“he cancellation c2iling, b) riise the lavel of prog-
ress paymancs, cy includ2 rscurring sos+«s ip <h2
cencellation ceiliay, d 4incocporate a so=czal profi:

-

factor for MY2 coatracts £ ragognize the increaseld
risks involvad in some casas. These changes shoull
be aimed at helpiay scme of zhs smallsr suocontrac-
tors who are zoatinually f2eling *“n2 pinch of
ir€lation apnd tha high carrying costs of inventory
and assets, These smallar companias must borrow at 1
highar ra+s of intarest than >rime con=rac=ors Jue o
their less prefaraatial fiaaancziai positcior. They
have fower financial resourcss available and nmust
turn over their assets mocs frequen+ly and reduce
debt r-%ios ¢c avoid the high cost of zapital, 1£
the defense iInduszrial bass is <o b2 rebuilt ani
3

strengthened, cha "lie=l juys" will have =0 be
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ARRENRIZ )
SURVEY QUESTIONNAIRE

A, SECTION I

This section is prisarily conceraed with your background
and experience, and your firms history in dealing with a
prime involved in a dsfensa contrast.

1« Which ansver belowv bast describes your area >f
responibility in thas firm .

a. Materials Manager 3. Program Manager
b. Financial Manageament £f. Marketing

c. Contracts/Purchasing

d. Ergineering/R &6 O

2. Whick choice below bes- describas your position within
the firm?

a. Executive
b. Niddle Managenment
C. Supervisor

3. Por hcv many years hive you bs3an in your present posi-

«iomn?
a. less *han 1 year e. 13 t> 17 years
be 1 t0 U4 years £, 18 t> 25 years
C. 5 %0 8 years g. ovar 25 years
de 9 *0 12 yaoars

5%
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S.

6.

8.

How many years have y>1 been eaployed by your firm?
a. less than 5 years 2, 20 t> 25 years

b. 5 to 10 years £. ovar 25 years

c. 10 to 15 years

de 15 to 20 years

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

a. yes b. no

If sc, for how many ysars has your firm actad in *his
capacity?

a. less than 5 years Ce 10 t> 15 years

be 5 0 10 years d. ovar 15 years

What percentage of yosi: firms businpess is governmen<

0r DOD relazaed?

a, less than 10% de 50 t> 75%
b. 10 to 25% a, 75 3 100%
Ce 25 to 509

How many years have y>1 persoanally been i.ivdolved ip
the defense industry or heid a position in a firm
deaiing with the defease iidustry?

a. less “han 5 years de 15 t> 20 years
b. 5 to 10 years e, 20 t> 25 years
C. 10 to 15 years f. over 25 years
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9. In your current position, which 2f the following
activities consumes th2 most tim2?

a. Supervising

b. Planning

C. Meetings with Government Raps.

d. Meetings wvwith Prims Contractor Reps.
e. Budgeting

10. Hag your firm aver dealt with a Prime involved in a
multi-year contract bafore?

a., yes b. no

11. Have you ever dealt with a Prime involved in a multi-
year contract before?

a. yes b. 0o

B. SECTION II

The following questions relats to *hs conceptuzl
benefits related to aulti-yea: procucsaserct, and “heir impact

o2 your fira. Please selact ¢tia responsa that bes*
describes your firms exparience {1 this area. All of %he
quastions are based on tha following premisa:

Inplemerntation of nmuiti-year procucament at the rime
contractor lavel will hava the follosing impact on ay £izm:

"1
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12. Will reduce average unit cost ovar the lifs

13.

14.

15.

16.

prograam.

a. Disagree
b. No opinion
C. Agree

Will increase standariization.

a. Disagres
b. No opinion
C. AgTee

Will reduce contract alministration costs.

a. Disagree .
b. No opinion
C. Agree

Will result in reducel labor costs.

a. Disagree
b. No opinion
C. Agree

Willi increase productivity.

a. Disagree
b, No opinion
C. Agree
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17.

18.

19.

20.

Will stabilize your workforce.

a. Disagres
b. No opinion
C. Agrae

Will stabilize your pro>duction manpower loading
requirements.

a. Disagree
b. Nc opinion
c. Agree

Will increase modernization of production capability
and capacity.

a. Disagres
b. Nc opinion
C. Agree

Will Tesult in ay fira competiag for more dafense
related business.

a., Disagree
b. Yo opinion
C. Agree

53




e T sttt & e S e

21, Will increase the surya2 capability of production during
an emergency situation.

a. Disagres
b. No opinion
C. Agree

C. SECTION III

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

Situation I: Your firm is a subcon%ractor %o a Prime
ergaged in a long <term production program #ith the Air
Force/Navy. The pacticular service involvad astimates
andther eight years of production lifa. You anticipate that
arnual contracting will ba used for the remainiagy production
yaars,

Situaticn YI: The sam2 situation as irn I axists, excap*
that the Air ForcesNavy has offered the Prims a asultie-year
contract with <the folloeing provisions; a2 five yesar
contract, Air Force/Navy will reimburse the Priae for nmateac-
ials purchased for wuse up to two ysacs in <“he futurs, <+ho
cancellation ceiling has provisions to cover iosn-reacurring
costs, and *he contract asarded is F2I.

The responses below reprasanat percentage changas for
each <ype of cost involved. Basad on <+tha situations
prasented above please astimate “hs cost iapact tha+t woulld
result In comparing Situation II (MYP) %o Situation I
(annual buy).
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22.

23.

24,

25.

26,

Direct labor cost per unit producad?

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

Manufacturing overheal cost per init?

a. Greater than 30% iicrease 2, 5 %o 15% decrease
be 20 to 30% increase £. 20 to 30X decrease
Ce 5 0o 15% increasa J. Greater than 30%
d. No change decreasa

Contract adainistration costs?

a. Grea*er than 30X increase 3. 5 to 15% decrease
be 20 to 30% increase £. 20 to 30X decrease
C. 5 to 15% increass J. Greater than 30%
d. No change decrease

Material and assembly sost per uait?

a. Grea*ar than 30X iicrease 2. 5 *o0 15% decrease
be 20 to 30% increass f. 20 ®o 3)% decrease
C. 5 to 15% increase 3. Greater than 30%
d. No changa deacreass

Set up and production lins costs?

a. Grea*ter than 30X increase 3. 5 *0 15% decreas2
b. 20 to 307 increase f. 20 to 3)% decrease
Ce 5 t0 15% increase J. Greater than 30% 3
d. No changa dacreass
62
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27.

28.

29.

30.

Increased surge capacity?

a. Greater thar 30% increase
b. 20 %0 30% increase

C. 5 to 15% increase

d. No change

2. 5 to 15% decrsase

f. 20 to 30 decrease

g. Greater than 30%
decreasa

In comparing Situation II &9 Sitiation I, the tima it
would *ake t¢ surge from a peacstime to a wartime pro-

duction rate would be decreasel?

a. 10 to 15% 1. 25 to 3R
be 15 to 209 2. 30 to 35%
C. 20 *o 25% £. 35 to ud%

Your firm would not coapers for 1 subcontrast involving

a long production run because it
profis margin,

a. Disagree
b. AgTes
¢. Yo opinion

anticipates a low

Your firm would chodsa not to coapete for a subcon+ract
involving a long production run because of being locked

into a long term projacv?

a. Disagree
b. Agree
Cc. No opinpion
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31.

32,

33.

3.

35.

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

a. A minor constraint
b, No factor
C. A major constraint

How much of a constraint would dicac% labor be in an
emergency production surge?

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

What percentage of matarial coulil be purchased as
advanced buys?

2. 10 to 25%
b. 25 to 50%
€. 50 to 75%
d. 75 to 90%

Your firms vwillingness ¢o invest in productivity
enhancements would increass.

a. Disagree
b. No opiaion
C. Agree

Your firm would raise the techol>ojy level of its pro-
duction facilities to the stata >f the are+,

a. Disagres
b. N¢ opinion
C. Agres
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ARRENDIX B
COMPAN IES SURVEYED

| Ganeral Electric Company
Armament Systems Department
Lakeside Avenue

Barlington, VT. 05401

National Waterlift Pneumo Corporation
2220 Palmer Avenue
Kalamazoo, MI. 49001

Menasco Manufacturing Company
T2 s Division
Bo>x 7656 Sylvania Sta.

! Fort worth, TX. 76111

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

Airesearch Manufaceturing Company
Division cf “he Garrett Corporation
2525 West 190%th St.

Tsrrancs, CA. 90509
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Hamilton Standard Division
United rechnologies
Bradley PField

Windsor Locks, CT. 06096

Northrop Corpcration
Precisisn Products Divisien
130 Morse St.

Norwood, MA. 02062

Brunswizk Corporation
150 Johnston Rd.
Marion, VA. 26354

Westirghouse Electric Corporatiosn
P.0. Box 989
Lina, OH. 45802

Lear Siegler, Inc.
17600 Broadway
Maple Haighrs, OH. 44137

Delco Zlectrorics

Ganeral Motors Corporation
6767 Holillster Ave.
Galeta, CA. 93017

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

For+ Wayne, IN. 46803

Novatronics, Inc.

P.0. Box 878

50 S.W. 12th St.

Pompano Beach, PLA. 33063

Siamonds Precision
Instrument Systems Division
Panton Rd.

Vargennas, VT. 05491

Gondyear Aerospace Corporation
Alzcraf: Wheal & Brake Division
Departmant 955, Plant C

1210 Massillon R4.

Akron, JH. 44315

Aarcspace Avionics, Inc.
Alrport International Place
110 wilbur Place

8>hemia, NY. 11716

Systron Donner
Iner4ial Division
2700 Systron Dr.
Concord, CA. 94518




Sargent-Fletcher Company
9400 E. Flair Dr.
El Monte, CA. 91731

Rosemount Inc.
12001 N. W. 78th St.
Eden Prairie, MN. 55344

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

Jo C. Carter Company
617 HWe 17th S*.
Costa Mesa, CA. 92627

Sargen: Industries
2533 E. S8Sth st.
Huntirgton Park, CA. 90255

Arrowhend
4411 Katella Ave,
L:s Alaaitos, CA. 90720

Garret rurbine ®ngine Company
111 S. 34th St.
Phoenix, 42. 85010

Cleveland Preumatic Company
3781 E. 77¢th St.
Cievae.and, OH. 44105
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Borg Warner
7500 Tyrone Ave.
Van Nuys, CA. 91409

Aircraft Porous Media Inc.
6301 49th Sst.
North Pinellas Park, FLA. 33565

Kalsy Hayes Company
P.0. Box 1288
Springfield, OH. 45501

Bandix Alrcraft

Brake & Strut Division
3520 W. Westmoor St.
South Band, IN. 46624

Fagt-West Industries
22 Central Dr.
Farminglale, NY. 11735

AMI Industries Inc.
Bircraft Mechanics Division
P.0. Box 370

C>loradd Sprirngs, Cd. 80901

Rockwell Interna*ional

Collins Telecomsunications Prolicts Division
855-35<h St. NE

Csdar Rapids, IA. 52498

67

PR N




Ganeral Electric Corpoeration
50 Pordam Road
Wilaington, MA. 01887

L3az Siegler
32 Pairfield Place
West Caldwell, NJ. 07006

Spercry Plight Systems Division
21111 N. 19th Ave.
Phoenix, a2. 385027

¥2tal Besllows Corporation
20960 Knapp St.
Chatsvor+h, CA. 91311

Bendix Air Transport Avionics hivision
2150 N, 62nd S*,

P.J. Box 941y

Fort lauderdale, PLA. 33310

3andix Corporation
Rt. U6
Taterboro, NJ. 07608

Ozone In‘us*ries Inc.
131=-32 101st St.
Ozone 2ark, NY. 11416
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Teledyns Hydropower
10-12 Pine Court
New Rochelle, NY. 10801

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

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

Taleflex Inc.
Church Rrd.
NorTh Wales, PA. 19454

Barber-Colemer Company
1354 Ciifford Ave.
Rockfori, IL. 61111

Crane Company
3000 Winona Ave.
Burbank, CiA, 91504
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2.

3.

4.

7.

ARRENOIX ¢
COMMON DEPINITIONS

Piscal Year Punding - Iotal funding provided from one
Jctober to the next, to cover raguirements for all
program years.

Program Year FPunding =~ Sum of all advanced procure-
aent funding and instaat year TJd 1seded <o produce
final product deliveries.

fulti-Year Advanced Procucement Funding - Punding
required to cover 1long lead itams plus aconomic
orderir~ quantities.

Persination Liability - Obligatisns resulting from
conmittments made by coztractors arnd subcontractors
that will be incurred should teraiaation cccur.

>ancelilation ceiling - nfuarded Tecaination
Liabiiiey.

Full Funding - PFull soverage <¢> the <*araination
liability curve,

Total Obligation Authority (TOA) - Total funding
aythority for a given fiscal ysar (advanced procura-
1ent ¢ instant year end item.

Advance Procurement - 41 exceptis>a allowad by DOD
directive 7200.4 to Apnual PFuniing which allows
procurenent of long lealdtime compoasnts in advance of
the fiscal year in whizh <+he end itsm is procured.
(Currtently wmade only <ior reasons of leadtime and
usually limited to one y2ar).

70

U S

[T

o —




R

[,

T . e

10.

11,

12.

13.

14,

15.

16.

Buy-in - Acceptance by a contractor of an abnormally
low profit factor on a1 initial award *c ensure 2
din. (Fith aspirations of mors reasonable profit
factors on subsequent £>1low=-on procurements of the
same systea).

Zancellation - Applies solely to malti-year contracts
and is not synonomous with tarmination. It is the
righ* of +he Goverr.ent to liscontinue a multi-year
son%rac® at +he end of a fiscal yzar and for =all
subsequent fiscal years.

Expenditura Punding ~ Oriering a soacific requirement
guantity at <the beginning of 2 aulti-year con%ract
and funding contractor >bligations an a yearly hasis.

Incremental Punding ~ Funds are not availabls at +ime
of contract award <¢o cover the total astimatad cost
to ccomplete dalivery in a €inishad and militarily
usable form. '

Yuiti-Year Contract - A con<ract utilizing multi-yea:
precurement procedurass. Currently 1limi<ed by ¢the
Defense Acquisitior Regulation (DAR).

Yulti-year Funding - Conyressional authorizations and
appropriations which cover more than one fiscal year.

Yulti-year Drocureament - A 3=:aaric tera which
describes procedures for acquiring needed itams ovar
several years <hrough on2 contrazt, The intent i3 %o
lower cos*ts th-ough economiaes of ssile.

Nor=-recurziny Costs =~ Productis>n <cos*s which are
fncurred on a2 one =ime basis anpil umor<ized sver the
pericd of the multi-ysar contract.
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17. Recurring Costs =~ Production costs which entar into
the product such as matarial and labor.

18. Level Unit Price - The DAR requirazment for tha price
9f each unit produced unler a aulti-year contract to
be the same, (exceptions are allowed for design/
specifications changes or ¢£or aconomic price
adjustments made pursuant to 1 <clause in the
Sontract).
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