DoD 7000. 3-G

Chapter 3
COST VARI ANCE ANALYSI S
3-1. GENERAL
a. Definition. Cost variance is the difference between the baseline
cost estimate and the CE of program costs. The baseline for the SARis the
DE unless the SARis submtted prior to Mlestone Il, in which case the PE
IS used.

b. Format. Figure 3-1 portrays a typical Format G, Cost Variance
Anal ysis, and the relationship of the cost figures to Format E, Program
Acquisition Cost. The cost variances are classified and reported according
to the definitions in paragraphs 3-2a. through 3-2.h. The escalation
colum will reflect escalation, both econonic escalation and escal ation
related to program changes, estimated fromthe base year of the program
Al'l other cost data reflected in the Devel opnent, Procurenent, and Con-
struction colums will be expressed in base year constant dollars. The
remar ks shoul d explain concisely but conpletely the cause and circunstances
of each change. These remarks may be physically |ocated in the Remarks
colum or may follow imediately after the table of changes. The explanation
of changes since the previous report, Current Changes, should be specific.
The expl anation of Previous Changes nmay be nore general. The genera
requirements for each line entry are as foll ows:

(1) Devel opnent Estinmate. Enter in the appropriate colums the
applicable costs reflected in colum 1 of the Program Acquisition Cost
section (Format E). The parenthetical entries for escalation reflect
t he amount of economic escalation included in the PE/DE for each appro-
priation and may be shown in the Remarks colum if desired.

(2) previous Changes. For each cost variance category, enter
I n the appropriate col unms the cost vari ances between the PE/DE and the
CE that reflect the cunul ative cost of such changes through the previous
quarter. Corrections to Previous Changes wll be shown as Current Changes.
For exanple, if the previous O her Change of +15 Total should have been
classified as Estimating, the Current Changes would show -15 for G her and
+15 for Estimating with the appropriate base year dollar and escal ation
entries.

(a) Econonmic Changes. As defined in paragraph 3-2a.,
t hese include changes in the CE resulting fromactual escalation different
fromthat previously assuned and fromrevisions to prior assunptions
regarding future escalation. Enter such changes in the Escal ation and Tota
colums and identify the anounts for each appropriation.

{b) Program Changes. These include all types of cost
changes listed in paragraphs 3-2.b. through 3-2.n. Such program changes
wi ||l provide the best estimate of costs including experienced and projected
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escalation. Enter the cost of the program change in base year constant

dol lars by appropriation for each variance category.. Enter theescalation
related to the program change, estimated from the base year, in the Esca-

| ation colum and identify by appropriation. Wen negative program changes
| npact on the current provision for econom c escalation, report escalation

associ ated with these changes as Econom c Change, to the extent such esca-

| ati on was previously reflected in the CE.

(3) Current Changes. For each cost variance category, enter in
the appropriate colums the cost variance between the PE/DE and the CE that
reflects the cost of such changes for the current quarter. The gui dance
provi ded under paragraph 3-1b.(2) for reporting econom c and program
changes in the Previous Changes section applies also to the reporting of
econom ¢ and program changes for the Current Changes section.

(4) Total Changes. Enter in the appropriate colums the sum of
the subtotals for Previous Changes and Current Changes. These shoul d agree
wth the appropriation and escalation totals reported in colum 2 of the
Program Acqui si tion Cost section.

(5) Current Estimate. Enter in the appropriate colums the
applicable costs reflected in colum 3 of the Program Acquisition Cost
section. The DE (3-1Ib.(l)) plus or mnus the Total Changes (3-1Db.(4))
must equal the CE. The parenthetical entries for escalation will reflect
the sum by appropriation, of such entries under the DE (paragraph 3-1b. (1))
and those shown for Previous and Current Changes.

3-2. COST VARI ANCE CATEGORI ES

a. Econom ¢ Change. A change due solely to operation of the econony.
This includes changes in the CE resulting from actual escalation different
fromthat previously assuned and revision of the assunptions regarding future
escal ation. However, changes that are intended to reflect actual escalation
in prior years nust have prior approval of ASD(C).

(1) Econom c changes occur only when indices are changed or when
there is a negative program change (a cost reduction in any category).

(2) Maintenance of an audit trail, whether for SAR purposes or
for docunentation requirenments for program/milestone reviews, requires a
consi stent and unbroken price |level index series fromthe program base year.
Wien actual inflation differs fromthe escalation previously projected, the
i ndex series nmust be revised. 1If the index values for the budget and prior
years change, an adjustnent to both the base year and escal ation dollars
wi |l be required.

(a) If the index value for a prior year increases, the
escal ati on associated with that vyear's base year dollars wll increase. The
increase is an Econom ¢ Change. If the increase is covered by reprogranmi ng
authority, no further variance category entries are required.
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(b} If Total Onligational” Authority is held constant (that
is, if reprogramming is denied for the budget year), the. Econonm ¢ Change nust
be offset by one or nore appropriate. variance category entries. For exanple,
i f the increase is absorbed within existing funding with no change in
quantities, configuration, or major schedule mlestones, an Estinmating Change
is required. This indicates that all planned effort will be acconplished
for less cost than previously estinated.

(c) There is no requirenent to update routinely prior year’s
i ndices. However, when the detailed program cost estinmate is formally
updated, a prior year’s escalation adjustnment may be necessary. Additional
di scussion on this subject is inparagraph 3-4.b.

(3) If ASD(C) approval for the prior year escalation change is
requested, 20 cal endar days should be allowed for the response.

(a) If a prior year escalation change is the result of
appl yi ng published OSD indices,’ which typically include revised val ues
for one or two prior years, no approval authority is required.

(b) If a prior year escalation revision is the result of
a new estimate prepared for a major programor mlestone review, no prior
approval is required if the estimate was revi ewed by the Cost Analysis |nprove-
ment G oup (CAIG) and the program decision was rendered with no outstanding
pertinent cost issues.

(4) When negative program changes occur, the escalation associ ated
with the change is an Econom c Change to the extent the previ ous Economc
Changes were based on the deleted effort. \Wwen circunstances dictate, a
reasonabl e and rational approximtion of the required Econom ¢ Change
adj ustnent is acceptabl e.

b. Program Change Rel ated (pcr) Escal ation. PCR escalation is not a
variance category. It is the escalation conponent of all variance categories
except Economc and is entered in the Escal ati on column of Format G PCR
escalation is the difference between the current dollar estinmate and the
base year dollar estimate of the change, at the tinme the change is made.

Once a PCR escalation entry is nmade, future changes resulting fromrevision
of indices will be reflected in the Econom ¢ Change category even though

such changes may inpact upon a previously calculated PCR escalation. As a
result, subsequent Econom c¢ Changes w |l include a portion that results from
the prior changes in the other variance categories. However, the sum of
Economi ¢ Changes, PCR escalation, and the initial DE provision for escalation
w || always equal the total escalation contained in the CE
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C. Quantity Change. A change in quantity of an end item of equipnent.
Ordinarily, categorization as a Quantity Change will be Ilimted to those
end itens for which unit cost reporting is required and for which cost-
quantity curves” (Format |) have been prepared. All quantity changes will be
based on the original PE or DE cost-quantity curves. The difference between
the cost of the quantity change based on the original cost-quantity curves
and the cost based on the CE cost-quantity curves will be. assigned to
Schedul e, Engi neering, Estimating, and O her categories, as appropriate. This
does not include changes in support itens.

(1) The Quantity Change category is limted to flyaway costs
as defined in DoD Instruction 5000.33 (reference (c)). A change in the
nunber of bases or operational sites funded fromthe mlitary construction
appropriation is classified as a Support Change.

(2) Wien both quantity and schedul e change during the sane re-
porting period, it is generally easier to calculate the quantity change on
the revised schedul e. |f this is done, the PCR escal ati on amount wil|
i ncl ude the Schedul e Change PCR escal ation. Wen the Schedul e Change is
cal cul ated, the associated schedul e PCR escal ation should be subtracted
fromthe Quantity Change PCR escal ation to avoid a double count.

(3) Wien the CE cost-quantity curves are changed during the sane
reporting period as quantity is changed, the prior report CE curves should
be used in the quantity change cal cul ations. The change to the cost-quantity
curves will be made in the Schedule, Engineering, Estimating, or O her
categories as appropriate.

d. Schedul e Change. A change in a procurenent or delivery schedul e,
conpletion date or internediate mlestone for devel opnent or production.
This category includes changes in production rates. Schedul e changes in
support items are not included.

e. Engi neering Change. An alteration in the physical or functional
characteristics of a systemor itemdelivered, to be delivered, or under
devel opnent, after establishnent of such characteristics. This does not
i ncl ude changes in support itens.

f. Estimating Change. A change in program cost due to a correction
of error in preparing the PE or DE, refinenent of a prior CE, or a change in
program or cost estimating assunptions and techniques not provided for in
the Quantity, Engineering, Schedule, or Support variance categories.

(1) Contract overruns or underruns and incentives are included
i n Estimting.

(2) Because the SAR is not an original source docunent, any

errors in preparation of the PE or DE as reflected in the source docunent
must be corrected in the SAR through the CE and shown as an Estinmating
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Change. Changes to the SAR PE or DE may be made, with prior ASD (C) approval,
only when an error has been nade (e.g. , typographical) in transferring the

basel ine estimate from the source document to the SAR (see al so para-
graph 2-7. f.)

g. Support Change. Any change in cost, regardl ess of reason,
associ ated with any work breakdown structure el enent not included. in flyaway
cost per DoD Instruction 5000.33 (reference (c)). This will generally in-
clude all cost changes associated with training and training equi pnent,
pecul i ar support equi prent, data, operational or site activation, and
initial spares and repair parts. Construction costs associated solely with
operational or site activation will be categorized el sewhere, except that
a change in construction requirenments (e.g. , nunber of bases) is a Support
Change.

(1) Construction costs associated solely with operational or site
activation generally include real estate, site preparation, construction,
conversion, utilities, and facilities required to house, service, and
| aunch prinme m ssion equipnment to achi eve system operational status. Changes
to these types of construction-funded activities should be categorized
according to the variance category definitions herein except for the
Quantity Change category. A change in the nunber of sites or bases to be
converted or built wll be classified as a Support Change.

(2) The reason for special treatment of operational or site
activation construction costs is to keep fromlosing track of significant
changes in those progranms in which construction costs are a nmaj or conponent
of program acquisition cost.

(3) Construction costs are always precluded fromthe Quantity
Change category. To facilitate analyses where baseline and CE quantity
nornalization are required, the Remarks colum of Format G should identify
t he amount of Support changes related to changes in the nunber of sites or
bases. This figure should be in base year and escal ated dollars and shoul d
be retained in the Previous Changes secti on.

h. O her Changes. A change in program cost for reasons not provided
for in other cost variance categories.

(1) Itenms included in this category include acts of God, work
st oppage, federal or state |aw changes, and other simlar unforeseeable
events. Unforeseeabl e events include extraordinary contractual actions
under the authority of p.1. 85-804 (reference (f)) , except that formaliza-
tion of informal commtnments should be reflected under the other categories,
as appropriate. COher changes are extraordinary occurrences. They are
generally characterized as being:
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(a) Rare occurrences.
(b) An occurrence that would not have been predicted.

{c} An occurrence that is not related to the Governnent’s
pl anni ng, funding, execution, and overall managenent of the program

(2) Only those things whose nature is not known in advance and
which tend to be random are candi dates for the O her category. A higher
t han expected | abor settlenent is not an unusual or extraordi nary occurrence
even though it may not have been predicted. Changes ‘in budget requests
whet her occurring in the PPBS cycle or in Congress are not classified as
Gt her Changes even if a prior authorization or appropriation act is changed.
Such changes are common, fact-of-life occurrences.

(3) It should be clear that use of the Other category is severely
restricted. The tenptation to include in this category anything other than
the specific items nentioned in paragraph 3-2.h. (1) should be resisted.

3-3 ORDER OF COWVPUTATI ON

a. Cause and Effect. DoD Instruction 7000.3 (reference (a)) reqUireS
that variance cal cul ations be nade in a specific order. Before discussing

the order, and reasons for it, some discussion of the relationships between
variance categories and cause and effect wll be useful.

(1) Because there are only seven variance categories, the choosing.
of a category based solely on cause may be difficult. For exanple, if a
budget reduction results in a schedule slip, the cost increase cannot be
categorized in terns of its cause, i.e., the budget cut. The only suitable
category is Schedule which reflects the effect of the change but not the
cause. Simlarly, a design change could lead to a quantity reduction in at
| east two ways. First, if the cost of the design change is |arge enough,
affordability considerations could lead to the quantity reduction.
Second, the design change, regardl ess of cost, could result in a better
system that reduces the nunber of systens required to neet the expected
threat. In either event, it could be argued that the change in quantity
shoul d be shown in the Engineering category since the cause of the quantity
reduction was the design change.

(2) The preceding discussion makes it clear that categorizing
by cause can be difficult or msleading. Sonetines both the cause and the
effect may result in the selection of the same variance category. Wen this
Is not the case, the analyst should give priority to categorizing by effect.

b. Ef fects of Conputation Order. Wth the above caveat in mnd,
the first step in preparing the variance table (Format G is to determ ne
the cost effects of program changes during the reporting period. Once the
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effects have been determ ned, the” analyst is faced wth the probl em of
deciding in which order to conpute the variance categories. Pigures 3-2

and 3-3 show the effect of differing orders of calculation for a sinultaneous
change in quantity and estimating relationships. Item&a in figure. 3-2 shows
the program before change. The area under the curve defined by point P
represents the total program cost of $200. The programw ||l be changed by

i ncreasing the unit costs from $10 to $15 and by decreasing the quantity to
be bought from20 to 15 units. |tem B shows the program after incorporating
only the Estimating Change. The area under the. curve defined by point P
represents $300. The program has grown from $200 to $300, an increase of
$100. The cross-hatched area under the curve shows the change graphically.
Simlarly, item C shows the calculation of the quantity decrease from 20 to
15 units after having incorporated the Estimating Change. The new program
total defined by point P* is now $225, or $75 less than the result of B.
Hence, the quantity variance is $-75 as shown by the cross-hatched area.
Note that the new program after both quantity and estimating changes is
$225, or $25 nmore than the original $200 program The $25 increase is the
net result of the $100 estimating increase and the $75 quantity decrease.
Figure 3-3, itenms A through C, shows the sane program and rel ated changes as
in Figure 3-2, but the Quantity Change is calculated before the estimating
change. Note that the total net change is the sane as in Figure 3-2, but

the amounts of the individual variances are different. Table 3-1 sunmari zes
t he variance category anmounts arrived at by the differing orders of

cal cul ati on. Simlar differences in variance category anmounts, depending

on order of calculation, can be shown for other conbinations of change
categories and for other conbinations of estimating and quantity increases
and decreases. This sinple exanple, however, is sufficient to show the
difficulties that will be encountered in analyzing cost growmh trends if

variances are not conputed consistently fromquarter to quarter and program
to program

ORDER COF VARI ANCE CALCULATI ON

Esti mati ng Quantity
First First
Estimating Variance +100 +75
Quantity Variance -75 -50
Net Program Change +25 +25

TABLE 3-1
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FI GURE 3-3
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C. Estimating Change:

Unit cost increases from $ O to
$15. New program cost for 15 units
at $15 each is $225. Estimat ng
change variance 1is:

$225- $150 = $+75




C. Required Order. Attenpting to establish conputational order on a
case-by-case basis may be subjective” and inconsistent. The problem nust be
resol ved, however, since the order” can yield different category val ues even
t hough the sumtotal of all variances is unchanged. The conputational order
establ i shed below will ensure consistent conputation of Variances and w |
permit conparisons to be nmade on a conparable basis both within and
bet ween prograns.

(1) Econom ¢ Changes are conputed first since” they are due solely
to operation of the econony. This requires that Econonic changes be derived
fromthe CE imedi ately precedi ng the sar where the change is to be reflected.

(2) Quantity Changes are cal cul ated next because current period
engi neering and estimating changes may change the cost-quantity curve
assunptions. As was noted in paragraph 3-2.c. (2), an adjustnent to PCR
escalation may be required if Quantity and Schedul e are changed in the sane
report. |If Quantity Changes are conputed after the Engineering and Esti -
mating categories, the necessary adjustments could becone tedious.

(3) Cal cul ati ng Schedul e Changes next conpletes the definition
of the scope of the current program It also nakes the adjustnent’ of the
Quantity I?CR escal ation straightforward when such adjustment is required.

(4) The next three categories in order of calculation are Engi-
neering, Estimating, and Qther. This order is established for consistency.
There is no specific requirenent for category integrity, as in the case of
Economi ¢ and Quantity, and ease of calculations or adjustnents is not
generally affected by the order of the conputation of these categories.

(5) The Support category is conputed | ast because sone support
items are estimated on relationships to flyaway costs. For exanple, spares
costs may be based on a percentage of flyaway cost.

d. Exceptions. The preceding order of conputation is established
to insure consistency in those instances where order can affect the
magni tude of the variance category. \Wen the magnitude is independent of
order, the analyst may performthe cal culations in whatever order is nost
conveni ent.

e. Summary. Figure 3-4 is a schematic diagram of the variance
cal cul ation requi rements descri bed under subsections 3-2 and 3-3. A detailed
exanpl e of typical variance conputations is contained in Appendix A

3-4. SPECI AL PROBLEMS

a. Ceneral . It is not unusual for special circunstances or situations
to arise for which DoD Instruction 7000.3 (reference (a)) does not include
specific guidance. Wile a conplete listing of all special situations is
not possible, the followng Iist covers the nbst conmon situations experienced
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to date. When situations arise that are not covered in reference (a) or
in this guide, guidance should be sought fromthe” QASD (C} through the
appropri ate DoD Conponent channels:

b. Revision to Prior Year’s Escalation Estimate. Wen actual inflation
differs fromthe anount originally” projected, as described in subparagraphs
3-2a.(2) and 3-2a.(3), the variance categories may be distorted unless
adjustments are nade in the Econom ¢ Changes category. For example, if
actual inflation is less than that previously estinmated, the program
experiences a real (constant dollar) cost growth unless the program scope
s increased or cost estinmates are decreased accordingly. On the other
hand, if actual inflation is greater than anticipated, the program cannot
be conpleted as planned unless additional funding is obtained. This problem
s not serious when the differences between estimated and actual escal ation
are small. However, when the differences are large, significant distortions
i n variance categories can arise if estimated escalation is not adjusted to
refl ect actuals.

(1) For exanple, if the year 1974 was estimated to require $100
in 1973 constant dollars and inflation was expected to be 5 percent, total
fundi ng woul d have been $105 ($100 X 1.05 = $105). 1If inflation actually
occurred at a 10 percent rate, then only $95.5, in 1973 dollars, was
avail able to the program ($105 + 1.1 = $95.5). Inflation accounted for $9.5
($105 -$95.5)rather than the $5 ($105 - $100) originally provided for.

If al|l planned work was conpl eted, despite the unexpected increase in

inflation, the program nust have been overestimated. The Current Changes
di splay should then show.

(2) An Economi ¢ Change of $+5.0 derived fromthe difference
bet ween the $100 constant FY 73 dollar requirenent inflated by the assunmed

‘5 percent rate and the actual 10 percent rate ($100 X 1.1 - $100 X 1.05 =

$110 - $105 "~ $5).

(b) An Estimating Change of $-4.5 with a PCR escal ation
figure of $-0.5. Since only $105 is available to the program the $+5.0
Econom ¢ Change nust be exactly offset by an Estimating Change which includes
PCR escal ation at the 10 percent rate. Hence, $5.0 =« 1.1 = $4.5 and $4.5 X
0.1 = $0.5. The sumof the resultant $4.5 constant dollar amunt (FY 73%)
and the $0.5 PCR escalation is $5.0 and exactly offsets the Econom ¢ Change.

(2)If sone effort had to be deferred until the next year because
of inflation, the calculations and net variances would be different. Table
3-2illustrates this problemin current and constant 1973 dollars for 2 years.
The table reflects the program before the change. The annual escal ation
rate is also” shown and a single year outlay is assuned.
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1974 1975

Current $ $105 $110. 33
FY 73 $ $100 $100
Annual Rate 5% 5%

100 x 1.05 x 1.05 = 110.3

TABLE 3-2

(3) Table 3-3 shows the sane 2years as they would appear a year
| ater after the actuals for 1974 are known. Escal ation in 1974 was 10

percent, rather than 5 percent, but only the original $105 was appropri ated.

1974 1975
Current $ $105.0 $120. 7
FY 73 $ $95.5 $104.5
Annual Rate 10% 5%

TABLE 3-3

The 1973 constant dol |l ar amount of $104.5, required in 1975, is the result of
rescheduling the $4.5 worth of effort not conpleted in 1974 ($100 - $95.5 =
$4.5). The $120.7 current dollar requirement for 1975 is the result of
inflation applied to the Fy 73 constant dollar requirenment of $104.5 for the
1975 effort. Since inflation was 10 percent in FY 74, rather than the 5 per-
cent originally assumed and is expected to be 5 percent in FY 75, the figure
$120.7 is the product of $104.5 X 1.10 X 1.05. The associ ated Econom ¢ and
Schedul e Change variances are conputed by sunmng the effects for each year
as shown in Table 3-4.

Tot al
1974 1975 Vari ance
Economi ¢ Change $+5.0 $+5. 2 $+10.2
Schedul e Change $-4.5 ($-0.5 FCR $+4.5 ($+0.7 PCR) $ + 0.2 PCR
Net Change $+10 .4
TABLE 3-4
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(a) The total variance ( $10.4) is the result of subtracting
the original current dollar estimate for .1975 of $110 3 (Table 3-2). from
the revised figure of $120.7 (Table 3-3)

(b) The net change for the year 1974 is O since the total
funding has been held at $105. The Economic Change for 1974 is conput ed
first in accordance with the order established in paragraph, 3-3.c. Conputing
the effects due solely to the econony (adjusting the previously assuned
5 percent rate to the 10 percent actual) results in $100 X 1.10 = $110.

Since our original current dollar estimate for 1974 was $105, the Economc
change is $+5 ($110 - $105). Now, since only $105 is. received, $5 worth

of effort nust be rescheduled. Note that since the $5 to be reschedul ed

is the difference between two current dollar figures, it nust itself be in
current dollars. Since the inflation rate” is 10 percent, the constant dollar
val ue of the work being rescheduled is $5.0 + 1.1 or $4:5. The difference
between the $5.0 in current dollars and the $4.5 constant dollar value is
$0.5 and is the PCR escal ation.

(c) The Econom c Change for 1975 nmust be conputed solely on
the basis of inflation. This neans that the work being rescheduled from

1974 is not involved in this calculation. The current dollar figure
originally estimated for 1975 was $110.3 based on a 5 percent rate assunption
for 1974 and 1975 ($100 X 1.05 X 1.05 = $110.3 from Table 3-2). Using the
revised 1974 rate of 10 percent yields $115.5 ($100 X 1.1 X 1.05). The

di fference between the $115.5 and the $110.3 is $+5.2 and is shown in

Tabl e 3-4 as the Econom c Change for 1975. The Schedul e Change for 1975

is determined by noving the $4.5 constant dollar figure from 1974 to 1975

and escalating ($4.5 X 1.10 X 1.05 = $5.2; $5.2 - $4.5 “$0.7 PCR).

(d) The sum of the Econom c conponents is $+10.2 ($5.0 +
$5.2). The Schedule sumis +0.2 ($-4.5 - $0.5 + $4.5 + $0.7). The tota

Econom ¢ and Schedul e Change is, $10.4 ($10.2 + $0.2) and is in agreenent
wi t h subparagraph 3-4.b. (3) (a).

(e) Notice that the Schedul e Change in constant dollars is
O but there is a $0.2 Schedul e increase due to PCR escal ati on caused by the

net escal ation inpact of reducing 1974 effort by $4.5 and moving it to 1975.
Had there been fixed or semvariable charges which differed between 1974 and
1975, sone constant dollar growth woul d have been experienced.

(f) If no prior year adjustnent had been made to reflect
actual escal ation experienced in 1974, the total Econom c variance woul d

have been only $5.2 (the 1975 Econom ¢ Change) rather than the $10.2 shown
in Table 3-4. Sone other category, probably Estinmating or Schedul e, would
have shown an increase of $4.5 plus $0.7 PCR escalation. This would have
understated the true inpact of inflation and substituted a real cost growth.
In general, adjustnent of prior year escalation, W thout a change in scope
of work or a change in the total programestimate, will require an Economc
Change and a change in the Schedule or Estimating category, or both.
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C. Escal ation and Fi xed Price 'Contracts. [Escalation associated with
firmfixed price (FFP) contracts should not be changed after the contract
has been awarded unless the escalation change is associated with a contract
change. Since the contract value does not change w th. subsequent changes in
actual or predicted escalation, there should be no change reflected in the
SAR.  Escal ation adjustnents for costs associated with fixed price escalation
(FPE) contracts should be nmade to reflect those escal ati on adjustnents that
have been accepted by the governnent. Some judgnment should be exercised in
applying these rules. |If FFP and FPE contracts are small relative to the
total remai ning program separate escal ation adjustnments need not be made if
the effort required is great and the increase in accuracy is negligible.

d. Clains. Wien a claimis reflected in the SAR, the figure should be
treated as a constant dollar relative to the year in which the work subject
to claimwas done. Therefore, the constant dollar value is not necessarily
associated with the year in which the claimis settled or funded. 1In addition,
the claimamunt reflected in the sar should be assigned to variance cate-
gories in accordance wth the basis of the claimand consistent with SAR

vari ance category definitions.. For exanple, if the basis for the claimis a
desi gn change, the variance is an Engineering Change. |If the basis is
schedul e slip and abnormal inflation, the appropriate anounts shoul d be
assigned to the Econom c and Schedule categories. |If the claimis settled

for an anount other than that originally submtted and a specific breakdown
is not known, it should be allocated in the sarR in proportion to the original
cl ai m amount with adjustments for any costs specifically disallowed.
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