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ABSTRACT

Managers and potential managers in the acguisiticn fiel
should £€ird this thesis 4“0 be 2 usaful +ool. It initiax
development of a single refarence <has i1l pzocevide =z
synopsis of current, important topics rslevant <0 federal

+*

acguisition. Individual ~=cpics

T2 divided inzec <he
id g2naral acquisi+icn;

a
focllcwing categories: contracting an
legal; finance, =2conomics and accoun+iag; pccduc+<ican;  and
lcgistics maragesent. A broad iatroduc=ion/defiri-icn is
given in the ini+ial "discussion" sec=ion c¢f sach =cgiec for
a quick review, 1Individual topics are generally ccrnfin=d =¢
three tc fcur pages ¢c provide an overview of <he +*cpic and
mention related concepts. Th2 depth 9of covzrag .o =zach

d

topic shculé be sufficient for a working kncwle

concept in rela%tion tc¢c negotiatior, cost analysis ¢: czher
aspacts ¢f +he acquisition field. A list ocf "resfsrerncas"
and a "pibliography for furtha: study" is suppoiied 3~ =zhe

end cf mcst *opics as an initial step <oward a mors in-2zpth
tudy c¢f <he subject wmatter or <£for applicaticn ~2£f ths
ccncegs =c -he area c¢f concern.
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The Fedsral Governm2at spsnds over $#150 pillion annually
in *he dirsct purchase of properiy and services frcm <he
Frivate sector. Pederal acquisition is accomplished by more
+han 130,000 employees through grea~er <+har 20 aillion
procurament acticns a year. Two sta<ziazes provide thz foun-
dation for ths entire framework of Goavernmarnt cen*tracsing
and +hs authority for issuing =zesgulia<-icas. The Acped
Szrvices E-ccuremen* Act of 1947 appli=zs *o =<hz procnramen<«
activities of the Deparimen% »f D2fzas2 (DOD), <~he ¥Na<inrnal
Acronan=ics and Space Adainistra<tion  (HA33), and <he Coas-
Guazd. Titlas IT and III »f <+he °Fzderal 2-cpsrty and
Adminis+«rative Sarvicas Act of 1949, as zmeadaé (=h= Padzral
Pzoper<y Ac=z), genarally gcvera =hs purchas:z activities of
civil ageacies. In addi«ion <o =hs =Zw> basic procuremen-
sTatutss, cver 4,000 othar lagislaziva provisions diz=c=i;
atfect or irpinge upcen the acquisition preocess. Tha £ield
of acquisition is alsoc affected by matac-ial frenm
related disciplines. Mos+ o0f the subjects dealing with
acquisi<ion ar2 availabls in voluminous acts or ragulaticas

or ir a sul-itude of separa*e and distinct writiangs, Ltooks
and periodicals., Federal and -2la*ed commercial acquisi=zion
exacutives do not have a single refarance 2= <+h2 possant
time to provide them wi«h a brisf syanopsis on a tcpic of
concern and a list of references <£for morz in-depth s=udy if
g0 desizad,
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The purposs of this thesis is <o initiate develcpnrn:int of
o a single reference that will provide a2 synopsis 2f currin<«
3 and impor+an% topics relevant to faderal acguisi+icr. Ih2
term ®"initiate"® mus* be emphasized in that syncpsis

the current and importan*t topics relat=d to *he acquisition

0
S
field is beyond the scope of an individual <thesis ef
Rulings by the Armed Services Board »of Coxtract Ap
(ASBCA) and the United Statas Claims Cour< (USCC) impact =he
field of acquisition management on almost a daily basis as
do changes in commercial business practices, JOVeTrnmeEn=
r2gulations and *he economic environmaenz. As wi‘h any other
reference manual, this thesis will n=22d to b=z uplazed and
supplem=n+ted on at least an annual <cycle in order <¢ re+airn
its value.

Ths tera "zcguisiticn" shall b2 us2d in +his *hzsis in
rlace of the term "procurement”. Procur=sament 1is %o
considersd synonymcus with "conzractiag" as a subset of <he
acquisizicn fuanc*ions. "Acquisi<ion" m2ans the zc
contract with appropria®2d funds of vproper*ty or services by
and fcr +he use ¢f +the Faderal Governma2nt througl

]
s
i
Q
o
Y

h se,
lease, o¢r barter, whe*her +the proparc-ty or services ars
alczady in existence or must be creatad, devslopsd, Zemoxns-
*ra<ed, and =2valuated. Acquisitiosn includes such -elated
fanc+ions as determination of <“he particulaz publi: need,
solicitation, sslection of sources, award of con*trac:s,
contrac+t financing, cont ract performance, and ccn*rac=

administraticn.
The topics selected for initial inclusion and syncpsis
ac2 divided in<o chaptecs under *he following headings;

K Contracting and o-her genaral acguisition subjec*s
-

. Legal

k Finance, =concmics and accounzting

1
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Prcduczion

Logistics managemsnt

Many cf the topics *that are Zncludzd cculd starnd zlene
as the sukject fcr ar in-depth thesis analysis. Heowsvaz, =L

(o]
h

tt2mpt will be made to conderse all “opics to a maximum

m

four rages, not including tablss, 1lists, graphs or charz

n

-

The puzpcse of this limi+* on <h2 d=2p=<h ¢cf <«ovic coverzgs
o ccincide with the average amount of =ime tha= an acguisi-
tion executive is expec*ed +“o have availabls for a bpriaf
cvec-visw cn a subjec= that currently has an impact cn wha-
he is ¢t-ying to acccmplish. The "refzzences" and "kiblica-
raphy fcr further study" included a= thz2 end of mos<t +opics
ace by no means considered “o bs =xhaustive. Their ourpcss
is «c grcvide the "nex* step" *o a @or-e ceaczniratsd s-udy
¢ a particulac- +topic beyend <hs £first s+ep 0f thz gy
providesd, In all cases <the Defers s

m
'
Q
Q
[«
(B

(formerly the Armed Services Procuram2n+< Requ
cthez uninterpre+ed laws cr -zgulazions ars =~ke TOS<T 2uzicr-
izive zzferarncs. Hcwever, <hey arcs ot listed individually
the in+eres=t of brevi-y.
Tcpics 1in each <chap-er acs no= arranged in or
importance. In £fact, bD2causz ¢f +the aumb=zr of n
subjsct classificaticns attached <o som= cf “he <o

are nct even ia alphabetical order. Use 0f *his zefz2r=nce
will Tequire scanning *hz topics under -he c2lzvan= chapwsr
heading fcr location of the topic iden<ifizd as ar indivi-
dual ssc<ion. A topic “ha*t has mul%iple apolica+icn in the
acquisi+icn field such as PERT/CPH, fcr example, is no+*
included wunder the ncrmsal heading of Produczion but is

included ir an area +that emphasizes i+s amuleiplicity,
logis+izcs Managemernt.

12
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Fcr the purpose of 1later updates arnd supplemzrn+ation,
~opics, referances and prepared synopsized topics should b2
forwarded +*o the Acquisition and Contracting Managemsn*

Academic Associate, Department of Administrative Sciences,
Naval Postgraduate School, Monterey, California 93940.
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II. CONTRACTING AND GENERAL ACQUISITIO

=
7]
1Q
It
e
it
in
A

A. THE DoD ACQUISITION INPROVEMENT PROGRAM/CARLUCCI
INITIATIVES

Deputy Sacretary of Defensa2 Frank C. Carlucci issued

a mamczandue on "Imprcving the Acquisition Process" cn April

-

30, 1981, One additional i+tem on "“Izcre2asing Cocmpstizion'
hi

Yy 2
1981. Since that time, sigrnifican* changes hava teen mads

~J
-

was add=d *c the original lis< of 31 initiatives on Ju

in +he planning, vprcgramming, and budgeting system (PPBS)
and *he acquisition fprocsss. However, much remains “o b2
dons to fulfill Secretary of Defanss Caspar W. Weinberger's
Fzomise "*o demouns“rate to *he American +axpayer “hat we can
and will manage our 1largs, cémplex, 3nd critically needed
establishment in a prudact and businssslike amannzz" [Ref.
1]. The major <heme of the changes is to achiave =snhanced
readiness, reduced acquisition costs and shortened acquisi-
“ion time.

2. Acguisitiopr Improvemsnt Actio

I

1) Reaffirm acquisition managemsn“ principles
2) Increase use of Preplanned Product Improveman=
3) Irplement multiyear procuremen*

4) Increase prcgram s+abili=
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5)

6)
7
8)
9)
10)
1)
12)

13)

14)
15)

16)

Ll AU AR AR A i s A} - T T e e e W TN TR T R T W g v,

Ercourage capital investment to enhance
prcduc*ivity

Budget to most likely costs

Use econorical production ratces

Assure appropriate contract type

Improve system suppor+ and r=2adiness

Reduce administrative costs and *ime

Budget for technological zisk

Previde frent-erd funding for tss* har-dwarce

Reduce governmental lagislation related to

acquisition
Reduce number of DOD diractives
Erhanc2 fundiang flexibilicy

P-cvide ccrtractor incentives <o improvs
reliability ard suppors:

Decre2ase DSARC briafing and data r=squiremen<

in

Budget for inflation
Pcrecast business basa condiczioans
Inprovse source selectiorn procass

Develop and use standarc-d opera<=ion and suppcr:
systems
Prcvide more appropriate design-*o-cost goals
Inplament acquisi+tion process dacisions
Rzduce DSAKC milastones

Submi+ MENe wi<h service POM

15
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Rsvise DSAKC membership

X~ 5
N
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g
4
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Retain USDRE as the Defense Acquisition Excescu=zive

4
s ale

28) Raise dollar thresholds £or DSARC csviesw

Integrate LSARC and PPBS procsss

N
O
-

30) Irncrease PM visibility of suppor* rssourcss

31) Improve reliability and support

32) 1Ircrease competition

The 32 acquisition improvement acticns are ficmly
rco=ed in eight fundamental management principles. Thes»
pricciples were stated by Mr. Vincent Puritano, Exscu=ive
Assistant <o tue Deputy Secretary c¢f D2fense, irn 2n acticle
in +he Cctoter 1981 issu= of D2fense/81 {[R=f. 2: pp. 9-19]
as follows:

We must imprcve long-range planning to enhanc2 acquisi-
ticn prcgram s+<ability.

Both 0SD 2ad *he Services must delegate more responsi-
bility,. autrority and accounzabili<y for progr-ams; in
partlculag‘, the erv;ce_grogram manager should have <he
resperesibili+y, authority "and resources adequa%ts <=0
axecu~e efficiantly the program for which he i3 Tespen-
sible.

42 must, 6 =sxamine evcluziona i
lower risk agproach to tech
frontier cf technology.

g, alterna<ives which use a
iogy +taan soluticns at =ie

BH

Wa must achieva mcre sccnomic rates of producticn.

We must realistically cost, budget, and_fully furd in
the Five Year Defense Plan, and Ex-ended Planring Annex,
g:ccurement, logistics and manpower for majo- acquisi-
icn programs.

Readiness .and sustaigabilitg of degloged weapons are
pripacy objectives and must be consiiered from *ne star+
of weaton systam prcgrams,

16
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A strorg industrial base is n
defense.’ The pzIcper arms-1l2
industry should nct be interpre
adversatial.

Defense managers at,  all levels should exparnd <+hei:
effcrts to obtain saximanm conpet tion for thel: ccnzrac-
tual regu’renents.

The publica“*ions of [OD Directive 5000.1 [Ref. 3]
axd OMB Circular A-109 (Rsf. 4] were major achisvemen*s in
the definition and refin=2ment of th2 acquisition process.
Of particular note in both of these documenzs is the s<:zong
emphasis on tailoring <=h:z acguisition process =o yiz2ld <«he
optimum acqguisition strategy. In spite of such Zmprove-
ments, however, Mr. Carlucci's vizw was that in the past =09
much <cmpkasis had Leen put on studying problems and <oc
little on implementing soluticns. Thus, five working groups
were chartered rot +to conduc= y=2t another study of <he
acquisition process tut o lcok at solu<ions *ha+< had been
proposed in the past and determine a3 courss for future
actions. Cut of these study groups' findings and recomnen-
daticnps came the 32 actions desigrad <zo:

a. promote Jecentraliza*+ion and participa+tive

management (ac*iors 17, 24, 26, 27 and 28),

t. improve “he planning and zsxecution of w=2apcrL sys*em

FIcgrams,

1) improve ability to cope with technical

uncertainties (actions 2, 11, 12 and 15),
2) improve planning (actions 4, 7, 25 ard 29),

3) improve costing and exscuziorn cf programs
(actions 6, 8, 18, 19, 20 and 22),

Cc. strengthen the indus+rial base that supports <hs
Cepartaent of Defense (actions 3, 5 and 32y,

17
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d. increase the readiness of wsapon systenms,
particularly in the early stages of “hei:c livss
in +he field (actions 9, 15, 21, 30 and 31), =znad

€. reduce the burdensome aliministrative c—equirsman+*s
that make the acquisi+jion procsss more costly arnd
time-consuming than nec2ssary (actions 10, 13, ani
14) .

4. BReferznces

Brabson, G. Dana "Departmen* ci Defaase Acquisi-=iocn
Improvement Program.” Congcepis, Vol. 4, No. 4, Autum:
1981, f. 5S4.

Puritano, V. "Getting Oursalvas Togsther cr S
s

Acquisition®", Defer

DCD Directive 5000.1, "Major Systems Acquisitions®,
March 29, 1982.

Office cf Federal Procurement 2olicy. "OMB Circular
A-109", Washingten, D. C., April 5, 1976.

5. Bibliography for Further

HJ)

tady

- -

ccncerts. Vol. S, No. 3, Summar 1982, pp. 9-213.
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B. SCCIO~ECONOMIC INFLUENCES ON ACQUISITION

1. Discussic

A sccio-ecorcmic program is designed o0 rpromote,
advancs cr achieve social benefits <through eccnomic and
contractual means. While socio-aconomic pregraas imposed on
the acguisition process can be traced back z=< _zast tc 1876
(pr2fer=nce for American scurces of bur=irng), <the @major
impetus fcr +he policies was <he depression <% <+he 1930s.
At present, the Office of Pederal Procuremen* Policy (OFEP)
lists forty-six current programs, which are summirized a+
the end cf +«his synogsis.

An important gensral arca of conflic: bitwesr acqgui-
sitiecn and mos* socic-economiz programs is competition.
Socio-eccnomic programs act tc limit “he compeniticon cther-

w

{al}
|>.J
IJ

wise availakle and, in this sense, con
objectives. Through 1l=2gislation the n
upon federal contracts +o further its socizal cbjectivs
there is 1little disagresment abou:z +he =nds Gbe
Howzver, tc de*ermire <hat the means are 2fizct
expa2rts agree that a cost-benefit analysis ae
performed cn current and futurs sccio-2ccnomic prograas.

2. Prcgram Impac:i/Burdern

Socio-econcmic programs rcepras=2n% a aulziztudz: of
intzrests and objectives unrzlated <=c acquisi+ion objec-
tives. Therefore, they receive substantial =support froom
protected or benefitted groups but decidedly 1less suppoz*
£rom *he prcgram, user and procursment groups whose proiec:s
may be nmade more difficult, expansive or +time corsuming.
Administration of +the programs, “raining personnel in
program objectives, raquirements and procedur=ss, ard imposi-
tion of support requirsments on con+<rac%crs all ccnttibute

19
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tc *he burdsans. Socio-economic programs with high vazc-=ived
Inrdens have certain common charactaristics.

a. Positive action by acquisition perscnnel Is

required tc accomplish the progranm.

k. Program actions must be docum2n<sd <c provids

proof of ccmpliance.

C. Program actions must b2 Ceported t¢c govsrnaens

agencies €fcr statistical consolidatiorn.

d. Performance objsctives ars established for th:z

specific program.

<, Acgquisi%icn z2czions csaquicz co2o-diznzzion wi<h oz
governmen+ agency other
agency.

In 1972 thé. Commission onrn Governmen: Procureifsnt
(COGP) conducted researck cn how <hs acquisi+ion rrocess is
amployed +o accomplish socio=-economic goals. I+ conclu
that ths cumulative effect of programs alr=ady impcsed cn
the precurement process and the addizioan of <hese ¢
lat2d could ovarburden it to =<he point of “*hrez=:zning
Ekreakdown. As a result, the COGP made -hree reccnmnm
wnich were accepted by both the executive and 1
tranches c¢f *the Federal Goverament. Theses wera [Re
79 :

a. Establish a comprehensive program fcr legislative
and executive branch re2examination c¢f =ha full
range of social and economic programs appliad :c
~he prccuremen+t procass and the adminis*ra<ive
practices followed in +heir applica<ion.

20
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k. Raise %*o0 $10,000 the ainimum contract vaiis a-
which social and economic programs are app.izd =0
the prccurement process.

C. Consider means <o make *“he costs of iaplamsnting
sccial and economic goals :*hrough the procur:zasnt
process more visible.

Since putlication of the COGP repor=, the socio-ecorncmic
Frogram recommendations have no= be2n implemented, except in
the case c¢f the Miller Act (refer to paragraph S. 4.).

4. Eroblems/Recommendations

major problem is that thare is no comaittee in +h»
Congress with jurisdiction cver botha procuremernt and the
various sccio-eccnomic programs. A potantial soluzicn would
be tec eostablish a date for a "sunsez" =ype of review for
each sccic-economic program, develop measurable criztezia fer
evaluating benefits rsceived against ccsts incu-rad, plan zo
modify pregrams follcwing suns2< reviaw 1f achievements ars
noct satisfactory, and consider sa2tting a time limi< £3r zthe
duratic:n of preferenctial trsazmanz. Ad3itionally,
Congressicnal 1leadership shculd rejquize +ha*t oversigh-=
committz3ss analyze the impact of new laws (a2rd amendmpen*s *c
current s%atut23s) on *he acquisition/procursment proc<ess. A
separats sub-committes (possibly under Governman*
Operations) should be established in bec+h +he Senates and
House <¢f Representatives. This sub-commi<*tea would bz
*asked with the respcensibility of svaluating *he 2£ff2c2 of
those laws and aaendments on o%“hsr egquaily im
national obdectives being advanczd <+hrough <he uss of
fedsral contracts aad grants. Finally, <0 iamprove +he
effoctiveress of implementa+ion of programs <ha<= <clear tha
above hurdles, require that all program manageamexn:t and
acquisiticn/rrocuremert personnsl attead shor-

21
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indcctriration briefings on socio=-2conomic programs ia
eff2ct (including a discussion of the history, goals, philo-
sophy, need, and duration of the program).

S. QFPP Recognized Socio-Economic Programs

s==---Programp---------- Authority-----<-ccceo-- Plrpose-------
a. Socic-economic programs +o improve working cecrdiztions
Davis Baccn Act 40 Usc 276a-1 Minimum wag=2s,

to a-5 bznefits, and work

conditions for con-

stouction contracts

Sarvicze Ccn<racet 41 usc 351-7 Minimum wages,

Act benefits, and work
condi+ions for
Sarvice contractTs

Walsh-Hzaley 41 USC 35-45 Minimum wages, hours

Ac* and work condi<ions
for supply contrac*s

Ccntrac= Work Hours 40 USC 328-332 Eigan* hour day,

and Safsty Standard for«y hour wezk €for

laborers and mechanics
on public works

Fair lLabor 29 JsC 201-19 Miaimum wage, maximunm
Standards Act hour standards for

2aployees in commsrce
b. Socic-2cononmic programs to favor disadvantaged grouos

Small business 15 USC 631-647 P-omote conzracting

with small business

22
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Minority btusiness

Products cf blind

and handicapoed

Brison-made

supplies

Equal Employment
Cpportuni+y

Enployment cf
Handicapped

Laber Surplus

Ar2a

D:.sabled and

Vietnam Veterans

Required source

for jewsled bearirngs

Indian self-

daterminaticn
and education
assistance

ST I I S S R WPy

T T T T N

15 USC 631-647

41 0SC ueé

18 USC 4124

EO 11246
EO 11375

29 Us 793

PL 95-89
E. 0. 12073
38 UsC 2012

Policy

PL 93-633

23
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Requires con*racting
aad subcontrac+-ing
wi<h minority ficms

Mandactory purchase of
products made by bling
and handicappeé persons

Mandatory purchase of
certain suoplias from
Fzderal Prison
Industri=s

Prohibi¢s 3iiscrimina-
on, resquirss

affirmative action

Affirmative acrion

for handicappszd

Pr2ference to concerns

ming in labcr

ativa2 ac+ion fecr

m
led azd Viz+nanm
2

Prasarves 3 acbiliza-
tion base for jewel

b2arings

Rsquires prefecence <o
Indian labor and firms
ia carrying cu* pro-
graas for +heir
benefi+
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Buy Agmericar Act

Berry Anendent

Preference for

doma2s%tic hand tcols

Acquisition of

foreign tuses

Erefererce for US
produc<s
Assistance Programs

Prohiti<icn of
construction of
naval vessels in
foreign shipyards

BProhitki<icn on
purchase cf non-
US z*ainless

for Military

41 Usc 10a-4

Annual Appro-

riations Ac:

Annual Appro-

priations Act

PL 90-500
Sec. 40u

10 UsC 2631

PL 96-623

22 UsC 2354

Annual Appro-

tions Act

Annual Appro-

oriations Act
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US products for MAF
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naval vessels or

majcr comporen*s in
foreign shipyaczds

l2ss st2el flatwars

made iz *he US




-

RN
s e e

Calitd

s
’

@
3]

N 4 AR

-

R RN

4

LA ¥

o
*

|

[

ff-
IR
‘

A i e

d. Sozsic-zconcic

quality cf life

Care ¢£f laboratory

animals

Humane slaughtar

of iivestcck

Release cf product
informaticn o

censugpeTs

Recycled ma*terial

Conservation o=

€energy
Clean air a=zd
watszT

Occupaticnal Safsty
and Healzh Act
{OSHA)

Restriction on
conversicn of
beating plants
in Europe

EL 91-579

7 USC 1901-6

EC 11566

PL 94-580

PI 94-163

4z UsSC 1857

29 UsSC 651-6738

Annual Appco-

priations Act

25

4 e . a

(9]
N

!
[0)]
)
jo |
<
’l.
ts
0O
He]
3
i

0
ot
"

i
fus

Raquires humane <“rea*-
men+t of animals in
axperiments

Purchase mea+ only from
suppliers who ccnferm *o
humane standards

Encourags disscsmination
Of governmen* dccuments

of use TO consumers

Reqguires considerazion
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<2 convert heating

plants £from coal <o ¢il
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Miller Act 40 USC 27%a-d
Ccpslarnd "Anti- 18 USC 874
Kickback" Act 40 UsSC 276c
Maybank Amendmen-+ Annual Appro-

rriazicns Ac=

Covznan*t against

con-ingent fees 41 UsC 254 £22 paymencts

e. Sccic-cconomic programs *o achieve cother governman-

Fucpcses

Purchases in DOD policx Prohibit acgnuisizicn of

Communist supplies for putlic use

coun“rias £zom some areas

Balance cf Pclicy Raducs =cffects of ~var-

Eaymants seas purchassas c¢cn
adverse BOP

Exc2ss and near Eolicy Praf=2rence ia award =o

eXCess CUIrency

Non-use cf foreign Policy
flag vessels engaged

in Cutan and North

Vietnam trade

26

10 JsC 2306

Requires performancs i
and payment bonds cn
construc<tion corn<racss

Prohibits kickbacks
from emplovees on
public works

Prohibi“s paymen= c£
differen+tizal by DOD <o
r2lieve ec2nomic
dislocation

Prevants con*ingent

o0ff=rers willing %o t2
paid in excess or near
eXCsSsS currency

Prohibits shioping any

supplies on such
vessals
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L Cfficials nct to 18 USC 43 Probibi“s membzrs of

tenefit Congress frca Henefiz-
;! ~ing from any gcvecn-
o m2nt cor.track
) Gratuities 10 UsC 2207 Right to “srminate a
- contract if gratui+t)
F! was giver tc governamen*

epploye« to ob=ain iz

Convic%t labor Ac+t 18 USC u36 Pronibiss employmernt of
csnvict labo:- orn

govsILmaent COQTIAC*3

Duty free entry of Pclicy Parther =2concmic ccop-
Canadian supplies ara<ion wi-i Tanzds
Pzocuremert of PL 92-582 Pzczcludes price ccmps-
A & E scsrvices tizion fior A & E
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C. GCVERNMENT/CCMMERCIAL DIFFERENCES IN CONTRACTINXG

1.

T ——_——

Discussicn

Eublic and private procursaent are generally

similaz, particularly with respa2ct to the fundamen:z

cita+tion and awvard p-ocesses, but differ iz many azar=as
primarily because of the scvereignty c¢f the gcvernmea* ani
oversight by the public. Buyers and sellers iz *he

Sectcr

are expac+ted tc comply with genzral l=qgal and e=<hicil

ras<raints cecncezning ccmpe=itive behavior arnd prc

acticns in restraint cf trada. Equality between +
and seller in private contracting generally exis*s,
gxc2fpticons ¢f +“hz influsaca2s £ compaciative zi:zs,

strangt

m
as a Lkuyer is the rule maker in virtually alli circums=ances.

h and *echnical knowledge. However, <+2s go

The gcvarnment has the capacity <o wri<e <con*rac<

procuremen*t regulaticns and managament procedu-ss
L ]

ion to

its size and economic s+trength. Futhsrmors,

grocur=2msn*t includes a much higher p-opor<ion of =

research and develcpmentz, and major systems acgui

Siganifican- differences be:ween public and privaze

ment ars discussed in the following subsec<ic:s.

"expres
crder =«

The government contrac+ting officer mus+ hav-:

s auzhori<y", jzlegated via a written warrs

0 cbligate the governmen* and s=nter a con*rac:. Iz

commercial ccatracts, <the Uniform Commac-cial Code

and 2)
cf agen
assume
compara
and may

iden+ifies "agparant authority", wherzby, via
cY, a seller acting in g20d faith may re
*he commercial contracting officer has a

ble with that of similar agen+ts in simila: companies

hold the buyer's company liaple for =+hsir

29
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actions. The governuoent may no+t be ha2li liable unlasz =nsi:
agent actad under expraess authority.

Ccmmercial firms are also subjsct to interpre=a<ions
cf "ipplied" and "customary" authoricy. For examrcls, a
firm's president may be held responsible under a cordi-:ion
cf implied authority for his actions if +the ccmparny hnas
hired him tc "Yrun the business" or do every*hing necasszry
ct proper and wusual ir the ordinary «cours=2 of business.
Ad1i+ionally, a firm's agent may be held respcnsible for his
actions (and ther2by legally obligate his company) under a
condition of cuszomazy authority if most similar =z2gen<s in
similar companies customarily p=cform egquivalen* ac+ticns.

3. Sccic-Bcgonomic Objeczivss

Gevernment ccntracts are often used as instrunmsnts
fcz meeting social and s2conomic objactivas directed ky z=z2gu-
lation or s-atu*t=, Examples includie th2 Small Busina=
(SBA) , “hs Buy American Act, Occupational Satety ard Hezal=n
Act (CSHA) regula=ticns, and the PFull Emplovmsznz Act which
directs buys ¢o Llabor Surplus ar=as.

Thongh a commercial company may formally cor inésr-

pally Fursu= corgporat2 social raspensiblilzies via

4e

centzactual action, tha* puzsuit is no%t direc*ei by law. Tc
facilitats +ax repor+in and subs<an+tiation o¢f <taxatle
deductions, a business firm will usually suppcr* sccial 3ad
economics programs by direct con<ributions.

4. Formal Adver+ising

Gevarnment regulaticns rigidly define agency aczion
in prccuzsments via fcrmal advertising as +to method of soli-
citation, receipt <¢f proposals, irrevocability cf bids,
formal bid opening, public 4display of bid abstrac=s 2ni
apparen= winner acd award. Formal adva-+ising must be used
in all cases except where a2xemp*ion is authorizsd iz
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accordance with the seventeen criteria 1listed in S=ac=ion
IIT, PFart 2 of the Defenss Acquisition Regulations [R=4. J).
The commercial sector utilizes competitive bidding
frequently but does not constrain itself to +these limita-
tiors.

5. Govsrnment Reserved Conrractuil Right

n

The government rTeserves ssveral impor+an: rights
governirng the actions of the coatract parties. Clauses *ha<«
fcrm the "bcilerplate" of the contrac:t 2re not subjsct =o
waiver by +he contracting officar c¢r o0 negoziation. In
fact, under the "Christian Doctrina", <th2 statu<ory clauses
in gcvernment contracts are binding on <he ccrtractor
regardlsss of whather or not <the claus2 is actually w-it*en
¢r incecrperated by reference in th2 contracs. Examples of
*hes= clauses include ¢the Changes Clause, which givas *he
government the unilateral righ® to direct changes in scope
in the contractor's performance; <he Disputes Clause, which
allows <he centracting officer *o maké final d2tearminations
in disputes between par“ies; and zhe Terminaticns Clause,
wvhich gives the gcvernment +he <©ighz, unilatesrally, e
termina<e¢ the contract for conveniance. These rigats =xis*
because of <the sovereignty of the government ard are no:
available tc the private sectcr.

6. Comtracto

Remed-ss

Ir cecmmercial <cransactions contractcers may sus for
kreach of ccntract cr submi< a disputs +to arbitra+ion, if
provide2d for in +*he contract. An unsuccassful bidder has no
appeal avenue unless <here is esvidence of fraud.

Con<ractors have a maze of <c2medies available to
them in ~he field of governmen: con:tracting, due mcszly to
public cversight <c¢f government activities. Lossrs of
formally advertised lids may submi% a protest %0 *h2 General
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Accourting Cffice (GRO). Contractors who ars no-s

vith a ccntracting officer settlemsnt may submi« a

Services Ecard of Cont-act
“he United

ccrntractors

t+h2 Armed

dirzsctly *c Claims Court

Addi+icnally,

hie]

States
seeking extraordirary

ses=ntiali<cy or damage from a goverrnmant
Public Law 85-804
of *he avplicabls servics.

app=als

submi+t a claim under te the

Adjustment Bcard

csn=rac=cr has a numkter of rcut2s available,

sonszact work has rot been complet2d, <h2 contracto:r

right to cease operations.

7. BRefesreng

2

[7]

Aljian, George

Bock Ccmpany,

Fage, Hacry BR.

Banagement.
1980.

Sherman, Stanley \N. erament Procuremert Manag

198 1.

Maryland: Werdcrafters Publicatioas,
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D. PURCHBASING EERPORMANCE HEASUREMENT

1. Ciscussion

Performarce in most areas affectiny Governmen:
procuremen= is quite difficult <o express in guantita+ive
terns. The validity of standards used must be 2ssessed for
each procurzment office indepanden:ly, because they will
vary witlk materials, markzts and vsndors. A g
approach allcws performance to bes svaluated in the <hree
distirc=< categories cf managemznt 2ffort, buyer proficiancy
and procurement 2fficiency ([Ref. 1). Evalua*ion c¢f nanage-
m=nt €ffcrt includes a gqualitative assessment of a numbser of
troad managerial resgcensibilities, such as +hs capatkilitiszs
of personnel, the scundness of *he organiza*ion s=riuciure,
puzchasing rlans, pclicies, procedurss arnd thz adsquacy cf
reports. The evaluation of buysr proficiency is mcre quan-
tita+tive anrd normally is accomplished by matching actual
resul+ts against standards ot tafgets “hat have ©been 2s%gb-
lished as necessary *o achieve agsncy goals. Contrel of
procurement efficiency involves an evaluation »f wcrkloads,
perscnnel u-ilizzation, operating costs, and processing =imss
as related to specific volumes of purchasirg cpzra+tions.
Fzocurement executives should strive to achiave 3 haigh
degree of efficiancy but 10+ at <+<he expense of buyer profi-
ciency, ia that there is a greater opportunity for cost
savings through "smart" buying.

B

2. Qbjsctives

Primary considerations that should be included in
establishing an overall performance measurament critacion
follow.
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a. The crolzscticn shoull compleazn: tThs OIginizzziin's
gcals and cbjectives.

b. The criterion shculd provide adequa“e f£zszdback =0
that progress toward accomplishing objec=ivss can
be measured.

C. The critericn shculd be svalua*ed through “rszni
analysis rather than absoluz2 measur2meni *¢
reflact the uniquensss of eich agency.

d. The criterion shculd bes uszd as a ccnrol device

and managewert <col, and not as an enforcemsn*
wsapon, in ordar *o pre2serve izs accuracy and =c¢
provide a higher quality of critical analysis cf
the impac* of dif ferent indica<zors.

3. Mapagement Effcc:

An evaluation of managament 2fZort is

manageman*t audi+t of +“he procursment functicn and c¢could be
mos“* 2accurately acccomplished4 by scmzons 2%x%2rnal to the
pucchasing area. Purchasing managzment and <::z designateld

evaluator shculd be concerned with “he2 procuramen< s

crganiza<icn, perscrnel, policises,

: and records.

o TL2 scope of the purchases zZask 1is a func%icn c¢f how
;7 importan% management considars procursment in relazion +o
yf +*+he total operation. The location of -he prccurement staff
ﬂ' ir “he ccganizational hierarchy, th2i: participation in *=hs
E‘ formulaticn of policy (ias. favantory lievels, —rceciprcci+y,
Qf make-cr-buy) and the degree of their iavolvement in rzlatsd
ﬁ" activities (i2. participatiorn in s2tting material s<wandards,
;f impact on final value analysis decisions) are indicatcrs cf
g! the sccpe c¢cf the procurement func=ion.

Qf' 34
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The procurerent organization must opsrate 2+ 2
proper level of autherity and resporsibility in c¢rd=zzr <o
generate ccncern for wminimizing =2rcors and to facilitate <he

(o]
th

development cf pride for a jecb “well done", In this era

|J-
0

discussica of centralization versus dscentralization, it
important o remember tha* the grouping of operating activi-
ties must consider func*ional c¢peration, coordina+ion anid
contrcl requirements; and ad:qua<2 Jjob dsscriprtiors should
ke availakle. Addi“icnally, organiza<“ion planning mus< be a
continuing evolu+ion in order to amee+ future needs.

The evaluaticn o¢f purchasing personnel is <izd +o
their initial qualifica*ions and th2 krowledge <ha* is
subsequently attainegd. If comrensation levels are *“c
o “he turnover ra+2 is high for- some >thzr reason, th=2n <hs
degree <c¢f expertise 1is adversely affectzd. Selaction
ctit“eria must be evaluated and job training =shculld bs
included in the planning and prespacation for advancemzn+ and
rzplacement of personnel. ,
‘ The publicaticn and undsrstandability of policiss
and prccedures is the key factor in their evalua*ion. Th=
mechanizaticn and au*tomaticn of all arsas in procursmen*
should te considered in order <o 4inprove efficiesncy and
tetter utilize asse<ts,

An evaluaticn o0f ra2cords and repcrtis mwmust makzs 2
determinaticn of "tco much or *oo licttlaw, Wwhen i+ is
determined that reccrds are adejuat2 and properly main-
tained, their timeliress and meaningfulress <«c¢ *heir
intended audiencs mus* th2n be ascartained.

4. Buyer Proficiency

A number of different performance factors can be
measured to provide a basis for appraising and controlling
buyer prcficiency. However, depending on +the na*ure of the
business and the ma*erials purchased, several fac=crs will
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vary ir their degree cf iamapcrtzncs <o in:dividual ag=srnci:s.
Timelinass, quantity, cost, Jqualiry, scuzc:s 2rnd =-hz l:=vel
cf satisfaction cf supported da2partmencts axs £r24u2ntly used
measurss cf buyer orcficiency.

Furchasirg's impact ¢n production, inventory levels,
product quality (agency imag=z), and produact cost is sigrifi-
cant in this age of ccmplsxity and svec-ializaticn.
Componznt and pisce-part vrocurz2mant (racreased smphasis on
subc¢entracting) is ipcrzasingly beinj] vecferned bty aany
firas and ageancizs. As sourcss for ma--z:131s ar=: declinirng,
it is incumktent upor ths fpurchasing fuac:ioa o eszatlish

v

good wvendor relaticrs and in

. inee « 3 Y 1
scouintial  alzirna-

tivzs., The buying funcrtion ¢f iny drjanizaticn s a s3Tvice
unction and, if «as departzsits D
€ied with —crurchase perfnrmanca, “as. o ot.Cizucy is lsss

than adcsgqua<e.

S. Erocurem=z=n* Efficiency

Internal purchasing Jd=paczaan- ctficisrcy iz a
measure cf the apfpropriate use Of i1vailakl- —«rzscureces.
Maximizing the use ¢f rzsourcss, thouya, way b2 Jetrizzntal
to puyer rrcoficiency. For exaampls, izcc=asing =12 nunktszsr of
frocurement acticns psr buy:r amay haves i s:rinis Zrpact on

*he quality c¢f irdividual ccnzracts.

Fac=tors <tha*t can b2 compared <o <ne numbsar cf bLbnuyers
include the rumber cf contricts issu=xd, th:z umbar of cci==s
placed, the numbsr of modificasiors n2cessary, the arcunt of
dollazs <cbliga=sd and departa=ntal opzrazing ccs<s  p2r
amploye=. Additional factors zthat can ke monitcor:zd ars

abpsz2nt2:ism, 2mployee turnover and =2rror rat:s.

ot

g
(.
g.
L.
F
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6. Speczfic Goveram

Scme 0f the specific criz=zria monitorzd by qgcvern-

men* agsncies ar= the fcllowing:

a. Procurement/Purchase Administrative Lead Time
(PALT) -~The =2lapsed time frcm “he purchassz
raquest receipt to the placement ¢f =-hs ordsr

is a key performance faczor that is compu-ed
and compared o similar organiza=icn

n

k. Wcrkload--The number of compl=ztions, work i=
progress and the backlcg are monitored as
indicators of servic2 providad.

c. Mcdificaticns and changes--The :horougarnese of %h:

original buy ané the adequacy of *he
specifications are a factor in *the nuaber c*=

(]
[e 7}
.

mcdificaticns and chaages raquir

1. Lee, Lanar, Jr. and Dcbler, Dcnald 4. Purchasing a:sd
Mazezials Managempent: Iext ard Casas. McGraw-HIll 3cok
Company, 1977, pp. 474-u86.
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A. THE TRUTH IN NEGCTIATIONS ACT/P. L. 87-653

Public law 87-653 (@lso known as <he Trzuthk in
Nzgo=ia<icns Act T *he H=2ter+ Ach) Wwis enacted in 1362
a

o}
cz2causs Congress feo

ared tha%t contrZactofs WwWeIs ac*t  Lzin
?’ fully hornes*t on propocsad prices during negntia*ions with +he
» Governmsnt. Lawmakers wers concerned that a firm would sign
; a contract and then find ways %o cu+t iis ccs%s and pccka=
E. *he =<savings * as extra profis. Und2r <he T-uth in

u N=gotia+ions Act, the Geovernmsn= is alloswed =5 charae dzfec-

v
3 tive pricing in +th2 criginal contract and =cCscoup ¢ r=vain

The intenpt cf P. L. 87-653 is =t guarant<e %na*
government nego<iatcss come %o the bargaining “able with
assentially +*he sams informa“<ion as “hat possessed by =hz
contrac-cr. This places +the governmen* buyer in a fairer
bargaining position with the contractor (who, risr %O *he
1962 enactment, had superior knowledgz2 of ac=u2l cos+ infor-
mation). The Truth in Negotiation Ac% iz 4
provide a ccontractual, as distinguished €fzom leg
against ccantractors who fail tc disclose accurate cost and
pricing informa<tion cn negotiatsd contrace:s. ?
rassage c¢f +this act, <+he Goverament's only =csc
lagal rsmedy based on fraud.
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The Act es+tablishes <th: <rz2quirement that, for
noncompstitive negotiated contracts or admendmerts *hereto
which exceed $500,000, contractors must furnish govsrrment
buyers complete, accurat=2, and current data cn appropriats
ccs*s. Additionmally, <the Act <requir=ss th2 cortracicers %o
czrtify that, to the best of their knowlsdge and beliesf, 3ll

Daats sum g

cost da~a furnished are current, accurats and complet2, For
con*rac=s with a value betwe2an 3100,000 and $499,999, ccs-
data arce required if requested froom the «ccntrac=cr,

Mgd->~ XN

Hcwaver, *trkey do not hava to be certifi2d. Finally, the Act

providzss thz+ all applicable contrac*s amust con=zain a clzus=s

LalLaN et X e 4
A i

requiring readjustment of the contract price whensaver it can

be shcwan +*hat th2 contracting dazta wa2z2 noacurrsn=, Inaccu-
tatzs cr inccmple*e. These same IZaqiuirsments aoply <c <hs
award of a subcontract at any =ier, wh2rs th2 prime and zach
higher <ier subcecntractor nave bean rsquired %o furnish such
a cartificate, if the price of such subceontrac= is sxpsctad
+ ced $100,000.

The only con<+traczs exemp=ed £zom +his Act 232 <hoss

£0

(l'

where <*he rprice nejotiated is Das=id oa adzquat=z prics
ccmpatizicn, 2stablished catalog == mactkst prices

cial it=ms sold in substan%*ial quanticties <o the general
public c¢r prices set by law or ragula*ion or, ir exceptional
cases, where *he head of the agency determires tha+< <he

requirements may be waivel and states in writing his reascas

for such de«erminat.:rn. An example of a waiver <Is in <he
cas2 cf scle soucce suppliers of critical iteas (i. e. =hs

0il indus*ry) where all suppliers have -=2fused to sign <he
Truth ia Nego-ia“ions forms (DD form 633).
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Tc achieve the objactives of +he Tr-u=zh in

Negotiaticns Act the acquisition manager must:

ae Utilize the data submit+ed by *he ccntractcr in

arriving at a fair and reasonable price,

b. Require *he cortrac*tor to furnish the requirad

certification af+er negotiation,
c., Flace th2 appropria*= clausses in the con=ract, 2nd

d. Dccument the file tc¢ assurs that the records shcw
whether or nc% the da<a submit==2d were ac*tually
relied on by *he acquisition manager in
negotiations (Ytrack-ability").

The burden c¢f proving price iacr2ases caused by

defective cost or pricing data r2s<ts with <the Goveramen+t.
]

If “he ccntractor refuses to agres to anh appropriate price

reduction, the Govarnment must 2stablish:

1 Tha- the da+ta submi<zted by the contzactecr wvers

ncncurrernt, inaccurats or incompls<e,
2) Tha+ the data increased the coniract ovrice, and
3) The dollar amcunt of the iancreass.

Contracting personn2l1 skould kzae ex“ensive logs cr diariss
cf nego+iation sessicns, in the =2vent -hat the nego=izticns
are latsr questicned.

Fer the purposes of avaluating *he accuracy,
completaness and currency of cos*t ard p-icing data submi<=zed
in acccrdance with P. L. 87-653, any authorizad reprssainta-
+ive of +*he head of “he agency who is =mployed by +h
1 ch

vicwe

«@®

ot

14}

Govarnment has <+he right +tc perform <th2 revizw un

“"w

expiraticn of three years af<er final pzyment. The r

(b ]

uo
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c=her data cf “he prime or subcontractor in relation ¢ the

ths right to examine all books, rscecrds, documenzs 2ani

(4]

nsgcztiaticn, pricing or performance of <the con*ract or

gubcontract.

Lee, lamar, Jr. and Doblasr, Donald W. Puzchasirg arnd
Yaterials Management: Text and Casebook. McGraw-Hill
Scck Ccompany, 1977.

oen: Procursmsn: Menagem

n
licatioas, 1981,
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E. CCHNTEACTS ADJUSTMENT BOARD/P. L. 85-804

1. Liscussic

Under Public¢ Law 85-804, 50 U. S. Code 1431,
Congress has au*hor:ized extraordinary contrac-ual adijust-
ments %o be made by procuring aczivitizs those authcrized
Ey “he President to use the act) uader limi*ed circuams-
t3nces. The legislation was origizally enac+ed %C
facilitate ~he interests of naational dafensz by p:ovidina
r2lief tc con+tractors from <certain hardstips enccun+ered
#hen con*rac*ing witlt th2 Goverament undar wacttime =meraancy

cenditions [Ref. 1). Contracters may now seck relisf undes
the act teczuse cf +*teir essentiality to rational d=sfens= or
bzscause ¢f +*he d=trimental effact of a governmern* acticnr.

Nermally, for actions of 350,000 or mors,
contract adjus+=msat toard (chairman and <wo to six menb:zcs)
ccnsidezs requests. For actions amounrting to less <+han
$50,0cC0, authority nmay be delsgatad to <+the h=zagd
procuriag activicies, Decisinns relacting *c guestic
law may te z2ppealed. Por decisions ra2iated +*o gquesticrs of
face, hecwzver, <+he boards d=terminazions are final
ccnclusive and <he ccentracter has no avarnus €72r zvD
q. Actions taken are Zszported <5 Congress annually, are
mat* e€rs fcr public record, and ar2 baszd on facts &and sound
Judgeren+., These decisions are administra<ivs [Rzf. 3).

Fer =zelief to be granted under thsz =sssenziality
provisior, a contracter's ccntinuaed pacformance on a defense
con<ract cr continued operation as a source of supply mus*
ke found tc be essential tc¢ the national def=ase. What may
ke required for a determinaticn of "essentializy" will vary
from situaticn tc situaticn and is not bourd by prior
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analysis of what circumstances hav2 besn perceived as giving
rise tc a determinaticn of essent;al;:y by approving au+hor-
itiss in pricor situations.

Wtere a given source is the only practical way <o
meet a defsnse requirsmsnt because of time constrair*s or
uravailakility of ar eccnomical alterna+iv2, assentiality
may be found, although other socurces may otherwise be avai-

lable (Envizcnmental Systems Developmsa:t Corp., NCAB (Feb.
4, 1974) 3 ECR #3). How=ver, whers "2 period of inconveni-
ence and pcssible shor*-+=erm slippag2...buzt no 1long=-term
ajverse effects wers aanticipated," 1o inding of =2ssen-

iali+y was found (As:irepstics Reszarch, Inc., NCAB (Dsc.
24, 1964) 1 ECR #197). Generally, if zhke conseguencss of
not granting relief are acceptabls =0 =he govsrnmsn+<, essszn-
tiality will netr te found (Commercizl Enginserirg znd

[1}]

Manufaccturing Co., AFCAB (Fsb. 8, 1962) 1 ECR #101). Th
desirabili«y of having “he source =zvailable shoald a futurs

need arisz 4did not give risz *o a £ianding of essen=ialixy
(Montross Chemical Divsion ACAB (Dez. 10, 1971) 2 ICR
$149) .

A finding of essen*iali<y may be limitzd to current
con=-racts +then being parformed (Trad Elecz:zonics CcIk..,
AF/NCAB (Fek. 6, 1959) 1 ECR #2) or may ke based or <he
resource <+he ccCmpany represents to meet future nee
(Lasssc, Inc., APCAB (Nov. 25, 1975) 3 ECR #66). Finally,

*,

€essen+tiali+ty vould nct be founi whers ths company dces nc

in fact, have the capabiiity which is claiasd ¢ be zsszn-
tial (Chazlss Payne 2and Associatss, AFCAB (Mazch 1, 1963) 1

ECR #154).

The measure cf zelief Jue <o essentiality is only
limited ty +the purpcse of <he relief. That is, *o *he
ext2nt a company were found to bhe essential, relief could be
gran*ed <to whatever exztent was nec:ssary o <rcs%ain ths
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essential scurce, so long as *the funds were availapbple. The
cause or extent of a company's 1lcss undsr a Govarraent
contract would be irrslevant.

3. cvernment Action

The exac*t natur2 of "Governaent acticen" which may
give rise tc relief being granted will vary frcm si-uation
to situaticn and is npot Dbound by zicr de*ermiratioans.
Guidance can be ctk*ained <+hrouga an analysis of wha<
circumstances have been perceived as giving rise to relief
by aprroving authorities in prior situa+icas.

While an attempt may be m2d: <o characterize +he
Governmant action as sither contractual or scvareign, this
may be difficult and, +hen, <the charactzsriza*icn may nos
even ke det=srmirative (Chack's Maintsenancge Sszvic2 Comrany,

Inc., ACAB (March 1¢, 1962) 2 ECR #30). Hocwever, It is

recognized *hat zhe Govaernment may tak: action iIn the market
place, which action has an effec*% on a par=icular ccn-rac+o:
rd yet 1is no“« the *ype of Government action which will
support & granting c¢f relief (Cochran Wesierr Ccrp., ACAB
(May 3, 1977) 3 ECR #92). Puc+her, <“he Goveraaman*t z2ction
nus- ke the cause of a loss by the con=racror.

Genzrally, +he contractor mus: have been placed in
the pesition of suffering an uanavceidabls loss due *c ac+<iorn
taken by +he Government after contract award and in its rcole
eés *he other contracting party. Losses whic are "assen-
tially <he resul* of business cisks voluntarily undertakan®

will no< support relizf under *his provision (Ccasrtal Siazes
Eetzcleup Cc., NCAB (Jar. 7, 1972) 2 ECR #153).

Relief granted becaus2 of "Goveram=n*t actioa" is
limited +to ac*ual 1loss under th2 con“rac: and dces no+
ex+-2nd “c a loss of [frofits.

ay
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IV. PINANCE, ECONOMICS AND ACCOUNTING

A. FINANCIAL CAPABILITY OF POTENTIAL SOURCES

<

-
P}

Crne of +th2 goals c¢f acguisi+ica managsmen

i

mat2rial delivary in a timely manner. The ficm's capahili=<y
cf being -esponsive is partially a Zunction cf adzqua*s
financing cr the ability “o acquirs financing. A pre-2awarcd
survey cr independert financial analysis is nec

¢zder to estimate the streng*h of “hs firm <hroughou® =u:
con-=ract p2riod, to verify with credi%*ors their willinqness
to prcvide additional funding if nescessary and/or the nacas-~
sity for +he government to provide werking capital.

2. Evaluation

A review of a company's financial posizicn may shos
that a cecntractor has ample finarcial streng+h or show such
an 2xtrame weakness tha+ the company should no* be cornsid-
ered for an award. To estimat=2 the financial capabili<y cf
a firm, procurement fersonnel can mak2 uss of past -sla+ion-
shkips and selected ratios, temparzd by thei: best judgemen<
of changes in fu%ure conditiomns. Some gquan+ita%ive €figures
that should be considersd for reviaw ara:

Trends in
Gross margin ra*io

Sales
Dsbt/equity ra+io

u6
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Return on investment

Cash flow/debt

Wcrking capital needs
Currsnt ratio
Quick cr acid-test ratio
Accounts receivable/payables zucaove:s

Inventcry turnover
v

e items “hat should b2 consid

)
8}
(0]
fo ™
rh
(o)
(3]

TeVview
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[ B )
» B
(7]
[¥e]
c
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ot
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Cz2d4it ratings

=¢ £inancial s-atemen=s

Nc=e

n

¥acke* sharcs
Capi+al asset stability (izase expira=ioas, 2gs, =-2.)

L]
ze-Avatd Surveys

3. Ez=
Mcst of the information above can be ga-her=d during
the pre-award survey (DD Porm 1524-3 of =hs survey packags
is pertinent o finaacial capability). Tha factocs *o b=
3 ccnsidsered in ascer+aining wh2che- a fic-m is <r2sponrsive/

respcnsitle ace

a. degua+te financing,

k. ability o mee+ delivery and spscificatiors,

T

C. satisfactory record of pecformance,

d. sa*isfactcry record of intsgrity,

ST

g €. necessary crganization, and

f. necessary facilitizs and zquipmen=.
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The typs cf evaluztior required <0 determine
“ supplier capability varies with %the na*ure, complexi+ty, =z2nd
E dollar value of the purchase to be mads. For more ccmplex,
igh-dcllar-value purchases the factors +to be appraised are
the adzquacy of equipment, production comn=rol, quali+y
i‘ control and cost control; <“he compe<sace of =echrical and
managerial staffs; <the morale of psrsonnsl in gseneral; <*he
quantity of backordsrs; the willingnass of +he plant +“o
handle <he buyer's crders and work coopsrativzly wi*h his
organization; and <he guality of the kay ma“erials manage-

mea* ac+ivi-ies. Investigation of financial statesments and

” A o :‘. .-'4 VT
‘ PR PAR ) ‘L
1 . - . ! . -

credit ratings can zeveal whether a vandor is clearly inca-
pable cf performing satisfactorily. Financial stability is
esssntial fcr supplisrs <o assure con-inuaity of supply ard
reliakility of rproduct quality. Financially strong firas
are usually, although not always, managerially strong alsc.

Lo aCiitantant]

IR P

4. Ncrking Capital

e
B

Ccntractors are vresponsible for financing +heir
o

- working capital needs during perfcraancs of the ¢

se2k to reducs capital needs <zcthrcugh payments.

a
izs effcrt to =ncourag2 ccape=iziox and tc pro
troades- pcssible competitive basis for its procure
governmant has ~2dopted a pclicy of providing
assistance in ccanection ith i+*s contracts. The tLasic
n and +9
fos-er small business by providing rnscessary funds =-c enable

cbjective is %o support orccurement and produc+ior

coarrac-crs %o perfcrm. Govarnment financing should be
provided only to the extent *that it is reasonably required
~for prcmpt and efficient performance. Fur+~hecmore, i~ is

not c¢rdinarily authorized for purpos2s o%her <+han +he
workinpg capital needs of the contraczor. It normaily is
precluded where the purpose is *o allow faciliziss exparsion
ky a ccntractor.

u8




) AN :"
i Lt

R OARLANCIE S SR afl S 4 o8

Y
$ a—

Dot SR Al i i Jingh Shath Shdh Jief S b i A i P S Ao At Sandh S Sl Sl Medh gl P SN S e

A ccntractor's ability to s2cure workirg cag
from financial institutions withouz govesament 2aid is
enhanced by the Assignment <f Claims Act of 1940. T
sta-ute enables government contrac+ors +to 2ssign <“heir
claims fcr payment under federal <contracts tc banks, trus:
companiss cr o+her financial institutiomns. Governmant
paynents are mads directly to the lend=ar, thereby increasing

assurance cf loan refpayment.

5. Geyernmeant Fipancing

There are fcur mwmethods by which +*he goverrnmen-
Frovides ccatractors with working capital. Listed in thszir
ord=r cf preference ty the government, +they are: custcmacry
progress paymen*s, guaranzeed loans when authorized, unusual
Frogyress payments, and advance payasrn:s

The preferred method, customary progress paymants,
is ncrmally authorized when lead +time from contract award *o
first delivery is six months or, more (fcur months for small
bus:..ness). For large commercial fi-ms ths payment may =qual
85% cf -he “ctal costs incurred or 90% of the cost c¢f labor
ard materials (90% ard 95%, r=spac+ively, for small fkusi-
nesses) but may be a smaller p=rcentag2 at the discre+ticn of
th2 agency.

Although n0ot used 2xtensivaly ia peacetime, ccn+rac-
tcrs invclved in the na+ional defanss may be authorized to
use a guaran+t2ed loan. Under the quaran+zsd loan procsduce,
a firancing institution 1lends %he ne2ded funds dircectly o
ths2 ccatractor cnly after the loaa is guaranteed by +h=
govarnmant. The lcan is quarantae: through -he Pederal
Reserve Bcard on the authorization of =<he procuring acrtivity
and a fee is charged for *his service.

Next in order of prafararnce, a con*ractor gay be
authcrized “o usz unusuwal (or flexlble) progress paymsn<*s.
When this is done, *the governmen=t allows csither a paymen* ir

u9
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excess of +the percentage limitations (stated above) for
custcpary Erogress rayments or a shorter 1lead time <han
raquired for customary progress payments cr both.

The least preferred method of goverrment financin
is +he advance payment plan. This methkc? I <Zinarcing

f

diffsrs fzrorm the other <techrnigues in +hat funds ars pai
into a special bank account in advance of performancs. The
contractor pays contract acccunts by drawing checks orn <the
spacial bank acccun+t. Th2 primary us2s of advance paymen%s
are for firarcing research or rz3seacch and develormen=
contracts with nonprofi+ educational insti<u+ions and for

th2 managewent and operation of governmant-owned plan<s.

6. Eibliocgraphy for Furzhar S:tudy

Aiz Fcrce Institute of Tachnology. Cgnirzack
Admipistration. Vol. 1, Chap*er 9, 1980, pp. 115-126.
Bowlin, Oswald D.; Martin, John D.; and Scott, David F.
Guids to Pinancial Analysis. McGraw-Hill Bcok Ccarany,

Gibzcr, Charles H. "How Industry P=rceives Financial
Ratics." Mafagemen: Accounzing, Vol. LXIII, ©No. 10,
April 1982, p. 13.

Hel€ert, Erich A. Tachnigu3s of PFinx

aan
Iliinois: Richard D. Irwin, Iac., 198

Thcmpson, A. J. and Stricklaad, A. A. +razeqgy arnd
POliCl. B. Po I.' 1981’ pp. 8’19:
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B. WEIGHIED GUIDELINES FOR PROPIT

w—d
.
ic3

zscussicn

Tc achieve ccnsisterncy in rewardiang centrac*crs, via
profit, fcr their effort, risks, investment and cther
special factors in performing govarament contracts, a se- of
standards was necessary. The uniform, systamatic apprcach
enti<+lsd "wz2ightad quidelines" is gsaoz2rally rsquired for DOD
negostiatcrs when cost analysis is wused in arriving at a

[1}]

negotiated agraement on contrac* prics. Weighted guidelines
ar2 a me*+hod of astatlishing profit objectivss which premiszs
highez or lcwer rewards, depending cn the difficul=zy cf
con-ract tacsk, the skills assigrn=2d to psrfeorm “Les “ask, =he
ccst risks assumed, facilities used and other factor

in

i
absesncs of 2deguate comperition. In addizica ¢ Lkeing used

for new ccnsractuval zgreements, weighted guidelines can bs
used in sicuaticns where the establishmer* of the profi=
cbjsctive has a retroactive effect, such as ia the convser-
sion of a lattar con+race, in re*trcactive crics
reds*eraination and in the asgotiatiorn ¢f scme chazge
crid=rs.

When using “be weighted guidzlines mzthod, it ausz
te rewmembered zhat it is a technique Z5- analvsis, =zvalua-

tion and establishmert 0f a profit objactive. Therefe

is used as a tocl for nsgotiation bur is no: an object of
nego+-iaticn itsel?®. The contractor'!s provosal should
include ccs= informa+ion for evaluation and a <total profit
figure. Czsnrractors should noz bz rejuized “c sutbtmi+ <h

e
datails <f their profit obijectivas, but they should ac= bs
prohikited from doing so if they desirs. If <he differznce

between “he contracinr's profis dbdectivs angd the

conzrac=ing officer's prcfi< objeczive 1is a
nc discussicn of individual fac+ors aay bs =zecsssacty. If

51




= O

L 4 o N

..”rr‘rlﬂr

P S VY SN T S 7

*he negc-ia<ing vazszizs' obiscTives az: Talz-=lysly  fars
apart, a disclosure of weigh+«ings and razionale ty
par-ies may be made concerning <hs total as
contractor effort, <contracter risk, facili=ies invss-ment,
and srecial factcrs. By a mutval urderstanding of

of +he respectives posiiions, an ordsrly progressionx to final
agreement should result.

2. Eurpos:

Tc maiantain a strong dsfense effor
coise eccncemy, the bast pusiness capatilizies must be
attrac*zd to defanse work. Since prnfit i=s gsnzzally <ae

rimary mczivating fcrce of business flzas, s il
facing zhe PDepartma2nt of Defense :is =0 utilize the =
motive *tc stimulate effici=nt and sconcmical ccrn+r
performance. For each con“ract in which profi+ is nege=zi-

d as a cseparate el2ment of price, =he goal shculd be 2
tractual arrangemsnt *hat providas high reward
epticnal pe-formance. Profit peclicy is an integral pac-

Ticing pelicy, 2and =he prcfit policy is implemen+=d bv
*h2 use c¢f wsigh*ed quidelines.

When cos= analysis is vperfcrmed, profi=< ccnsidsra-
tion shculd be in accordance with the objec=zives sez for:h
bzlow (Ref. 1). The Government <chould establish a rrofi«
cbjective fcr contract negotiations, which will

a. mctiva<e ccntractors +o undertake mors difficul=-
wcrk r=quiring higher skills and reward <hose who
dc s0;

b. allow the ccntractors an opportunity %o earr

o}
profits commensurate wi*h <he exten* of the ccs=z

risk they are willing <o assune;

C. mctivate .:ntractcrs to provide their cwn

facili+ties and financing and <o establish *heir

52
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a.

t.

Ce.

estaklishing pr

Undesr the fcllowing circumstancss, other me
o

€it cbjectivas may bz ussd:
Architsc%-enginea2ring cen=racss;

Managemant contrac*s for opera<ion ard/cr

iaes;

£acilin

maintenance of Goveraazn=
Ccns=ructicn contracts;

Ccntracts primarily

u
supplied by subcon=rac<+crs;

T2rmination settlements;
Ccst-plus-awa-d-fe2 contracis;
Ccntracts no%

Unusual pricing si+
has been 4

[0
ot
L)
(5]
=]
.J

guidelines me+hod
Such
writing and shall

unsui<table, exc2ptions shall
be authorizs=d by

cont-acting activi=y.

53

expected <o excz22¢ $500,000;

vuations wh2re +hs weigh+<ed
n

competsnce through da2velopment work undsrtaksn at
their cwn risk and zsward those who do so; ari
d. reward contractors for productivity increass=s.

The weighted guidelines method for establishing
profit obfectives is designed <o provide reasonably precise
guidance in accomplishing +the above principlss. This
method, properly agpplied, will =ailer profis tH *he

ircums=ances of s2ach contrac+ in sach a way =ha< long-rtarnge
cost-reduction objectives will be feostzzed and a <Targe2 of
oprofits commensurz2tz with varying circuanszances will b2
achisved for all contrac*ors.

3. Excsptio:zs

-hecds fo:

ma*erial

and
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If the contracting officer wmakzs a w
naticn +tat <the Ericing situation mzets arny cf <hs
circumstances set forth above and <ha* applica+icr 2f <he
weighted guidelines will —=result in an inequitabls prcfis
cbjesctive, other methods for establishing the pr

L]
o}
(k)

tive may be used. These me+hods shall be suppc:ted in a
manner similar to that used in *hs weighted guidelines (i.
e., by a prcfit factcr breakdcwn and documenzation of profi=
objsctivzs). However, inves=taent or o+ther factcrs +*ha=
wculd not be applicable *o <the con*rac%t shall bes zxcluded
from the profit objective determination. It 1s intended
that the me+hods will result In profit objectives Zor ncnca-
pital invensive contracts +hat ace b2low =-hose generally
devalcped fcr capital inzensive centzzz=z [P=24, 1),

4. Wsight Range

hn

The currcen*t weigh* =ranges (percentagss) ¢or <he

factors to be considered in cas2s £for which prcfi= is +%c be
spacifically negotiated are includad in *he Defernse
Acquisition Circular #76-23 of 26 February 198C ani lis+ed

in the fcllcwing table [R2f, 1].
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turing RED Sezvices
CONTRACTCR EFFORT
Material Acquisition
Subcontract itaas 1-5% 1-5% 1-5%
Furchased parts 1-4 1-4 1-4
Cther material 1-4 1-4 1-4
Engineerirng
Cirect labor 9-15 9-15 N/A
Manufacturing
Cirec*t labor 5-9 5-9 N/A
Services
Cicect labor N/A N/A 5-13
Cverhead N/A N/A 4-3
Other
General Management 6-8 5-8 6-8
CONTRACTCR RISK 3-8 6-7 0-4
FACILITIES INVESTMENT 16-20 N/A N,A
SPECIAL FACTIORS
Independent development 1-4 1-4 /A
Cther * * *
Eroductivity % N/A N/A

*ranpge cf -5 <o +5%

**xscme percentage of cos- reduction

5. BReporting

A "Repor+ of Individual Con=ract Profi+ Plaa" (DD
Ferm 1499) mwmust be prepared by tha con*rac«ing cffice for
cach negctiation of a con<ractual aqgreemen* invclving a
separats cost and profit +hat “*cgecher <tofal 3500,000 ot
mors. The form and associated corntract £ilss are *o bs
submitted within 10 days of =<he end c¢f the wmorn+h cf ac-ion
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_E: to individual service activities in accordance wi=h =3z
Defense Acgquisition Circular #76-23 ([Raf. 1].
%
‘ 6. Befarences
1. Defenss Acguisiticn Circular. Number 76-23, 26 February
1980.
7. Eibliography for Further Study
Air Fcrce Institute 0f Technclogy. Contracs
Administration. Vol. 1, Chapter 4, 1980.
- Dsfsnse Acguisiticn Circulaz. Number 76-23, 26 FzbInacy
:“ 1980.
3. Dgf:nse Acguisizicn Ragulations. 1 July 1976, caciqraph
3-808.2-6.
Govarnment Contracts R2porter. Armed Services
Exocursmen:t Regulation Manwal for Conirac: PBricizg.
[ ]
g Illinois: Ccmmarce Clearing House, Inc., 1975.
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C. CAS 403/ALLOCATION O

t. LCiscussion

The purpose cf
establish criteria fecr
home office to the seg
Allocation f

segment®s share

contrel.
of kcne
+her final cost objecti
of Business Unit General
Ccs< Chbijectives.

Cost Accounting
cf alloca*ticn *echnigues
relationship between hom
segments. Thesse relati
gories as presznted in t

1.

2. Dizs

13

Expensss

Exp=nses incurred

allocatzd diractly to ¢
prac+ical.

3. Indirect

Experse

Fxpensas dincurr

relaticnship <+to those

objective basis should b
Focls and
Four identif

cen~ralized service func

expense
available.

specific ac=ivities of s
cular s2qgments or grcups

accruals. The Standard

L IS SISy S PO Y SO L S, Y

allocated on

P S S W S

P HOME OFPICE EXPENSES TO SEGMENTS

this Cost Accounting Stardard iIis tc

the alloca%tion of thes exparses of a

men%ts (business uni+s) under its
cn

t
.

som segmants and realloca+i o]

(o7}

to con*rac+~s an
CAS 410/A1liocz2=:2n

and Administrazive Expsnhse %0 Fineal

office expeasss

vas is covered by

-3

Standard 403 =stablishes a h
based 2n th2 beneficial or cau

2 office 2xpenses and “he rceceiving

cnships ar=2 divided in%to *hres cate-
he following three subsecticns [R:f.

for specific s shculd be

e
hose s=gmants =<2 the maximam ex“2n-=

S with Qbjeciive

hllocation Bases

2d for various segmen+s and whese

segments can be measured o©n sche

€ grouped in 1sgical anéd homogenecus

the most objzc=-ive lPasis
ied catagcries of these cxpernsss are
staff

line managz=men=<

+ions, management of cer<ain
agments,
of segments and cen+-al paymzn+s or

sets forth 2 hiszzarchy of allccation
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+echniques and suggests several <ctypes of alloca+icn tases
for +this second ca<+egory of home office expenses. Th2
re+thods or techniques suggested support the thrusz of <he

Standard, which requires that home office exvenses cshall b=
allocat2d on the basis of the beneficial or causal rela<ion-
ship bhetween suppor+ting and =receiving activi+iss. The
bierarchy of allocation techniquas can bs summarized as
fcllcecus:

a. A mecasure cf the activicy ¢f “Le crganiza-icn
performing the function. Supporting fanc=ions
are usually labor-criznted, machine-crier+esd,
cr space-oriented.

k. A measure cf the ou=<pu= of tha supperting
function, in -“erms of the units of send produc+
produced.

C. A measure cf the ac¢tivi<y of the segments
receiving the service.

4. Besidual Experses

Residual expenses ace vthcse which acte Incurred =o
manage the organizaticn as a whole and have no iden+ifiable
rela“icnshitr +*o any spscific segment oOr s=gmsn+*s. The
aggregate of such expensss must be allccatzd to =segmants
either (1) cn the basis of a three-factor fcrmula cr (2) c¢n
any tasis represen%ative of *he <total activiz nf +h=
segments. The three-factor formula is required when torzal
residual expenses exceed stated proporticns ¢f “he aggrsgats
cperating revenuss of all segments for “he previons fiscal
year, as follows:

3.35% cf the first 3100 million
0.95% c£ +he nex* $200 million
0.30% of the next £2.7 billion
C.20% of all amcunts over §3 billion
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5. <Thrss Pactor Formula
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The three factor formula is consider:d “c =Zssul<- in
appropriate allocations of the residual expsnses ¢f ncme
cffices {[Bef. 2}. t takes into account three broad araas
cf managegent concern: <the employszes of the organizaricn,
*he business volume, and the capital iavested in “kz organi-
zatiorn, The percentage <¢f the residual sxpsenses
allocat=z4d %4 =&any <segment pursuant =2 <+he thr
fermula is “he arithmetical averag2 of the £following <hre=
g2rcentages for “h= same perisd:

a. The nercentage of the segueac's payroll dclilliars <c
tne total fpayroll dollars cf all segments,
k. The percantage of the segment's operating revenue

ct

¢ the total opzerating rsvenue of 21l segments.

o}

cr *his purpose, the operaziag revenue cf any
egm2n*t shall include amoun<s charged ¢ cther

in

n

eqe2n+s ard shall be reduced by amounts chargsd

o

7 o3her segments for purchases.

Ce. The percentage of *he average as+ book valus cf
+he sum of the segmea“'s *angilbkle capi<al assets
plus inventcries to th2 total average net bo
value of such assets of all sszgments. Prcgs
held primarily for leasing to others shall t
2xcluded from the computation. The avs-age n=*

”x

becok value shall be the average of =he ne+« Lkoc
valu2 at +*he beginning of ths organizazicn's
fiscal year and the net book valus at the zni of
+he year.
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The primary coatractcr complaint akout CAS 403 ig
that it is overly c-ioid wi+h respect <=0 residua. expensss.
The Bceing Ccmpany appealed to the Armad Services Board of
Conrtrac* Appeals (ASECA) a con<racting officer's dzacisicn on
their "head count allocatioa methcd" for state and 1lccal
taxes (1977). The appsal was denied on the basis of a lack
cf causal or beneficial <ffect for the allocation, =2s was 2a
potion f£cr reconsidera*ion by Boeing. Interprervazicn so. 1
(45 Fedz=ral Register 13721, 3/3/80) <clarifies CA3 403 ir
rszgard =¢ state and lccal income taxes by directing tha~ the
fraction allocat=2d <c segments mus:t be calculazed fpursu1an<
to a fcrmula prescrited by the stats statute on the frac:ion
of <tctal corporate income subject <to “ax. Many c¢ther
disputes are in process cecncerniang the inapplicabilizy of
the three facter formula in :ll circums*ances.

1. Aercsrace Indus*tries Asscciation of America, Inc. A
Compendium cf Cecst Accounting Szandards' Impac: Uporn

ss. Washingroa, D. C., 1979,

2. Cocs:t Accounting S*andards Guids. Commzrcs Clearing
1

Aerospace Industries Association of Amsrica, Inc.
Supmary Apalysis: Second [Evaluation Cocnference Ccst
Acccunting Standards Board. Washingten, D. C., 1978.
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D. CAS 4(Q9/DEPRECIATICN OF TANGIEL3Z CAPITAL ASSETS

1. Discussion

ﬁ; The purpecse of Cost Accoua+ing Standard 409 is to
= provide «criteria for assigning costs of tangible carirtal
Fl assets *c cost accourting periods and for ccnsistent alloca-
3% tion of thcse costs to cost nbjec:tivsas. The =standard is
kassd on the ccncept that deprecia<zion should be & cszascn-
L ablz measure 0f +the expiraticn of service potan+tial c€ <he
NI “angikle assets subject to deprsciation. Standard 409 does
Lot reguire th2 use of any specific method of depr=cia+icn.
However, CAS 409 does t=rd ¢tc favor ac+ivity and s+*c-aight-

line methods. The wmethod employed foz £irarncial accour+iag
mus* ke used unless that method doss n>% reasonably reflicc+

expec*ed consumpticn ¢f servicas o- th: methed Is unaccsp-
table for Pederal income tax ocurpusas., The Boaréd in i+%s

prefatory ccmments stated (Ref. 1]

It is r¢“ the intent of <hks bcard %o _intzoduce uncszr-
tainty into contract negcziation ind s=°*;=meu-
enccutaging challenge cf corzraczors! spraciation
methods, JI£ the method selscte is also used for
external finarcial re orting ~aad is agceppabls Ipr
incoms *ax purposes, the Bcald'z expsctaticn is -ha= It
will te accepted. ‘

The Cos* Accounting tandazds Boardéd scugh= *o
achieva a practical degrzse of uniformizy and consistsncy in
fixed assz* depreciation accounting <cechniques with +his
ccst acccunting standard. Howsver, CAS 409 was the fi=st
s*andard no* approved unanimously by the Board. Mr. Charles
A. Dana, the Board's one industc-y repr2senta*ive, dissented
and his subsequent resignation from =ths Bcard has £c-equently
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been at+tributed to his fundamental disagreament W
promulgation. Additionally, the proposed stande
revised and republished in +he Fed2ral Regis=er afzer
inritial adverse respcnses to its publicazion wer C

Even with the promulgation of CAS 409, <“he contro-
versy was nc* ended. A new Cos Accounting Standard dces
not become effective as soon 2s it is prcamulgated. I+ may
ke -“ejected by a Jjcint resoluticn o0f beth aouses cf ths
Ccngress within sixty days of corntinuous session af+er the
date cf promulgation. To date, no such joint resolu=zicn has
ever Leen passad. Hewever, committees c¢f bhoth the Senats
and the House cf Representa*tives did hold L=z2arings «cn CAS
409, with a view toward detsrmining whather iz mijzh+ impcse

an unreascnaktle burdern on the dsfersa inpdustry. e acziom
was *ak=n by either house, however; 2and +the S<andard 4ij3
tzcome 2ffective as law---but only afzsr a leng 1nd contc-
cversial prccess. And +the ccn<roversy has s:ill rnct died.
(Ref. 2].

3. BRecords o Suppor: Service L-vss -

The service lives of assets (-“hsir zxpec+%:d periods
of usefulness) must ke support=4 by recozds »f p
men= or Wwi+thdrawal from active use £
However, past o2xperience may be modifieg. Factors +tha* can
ke used fcr modification include bc<h changes in expsc*ed
physical usage, such as chang2s in the guantity and quality
cf cutput, and changss in expeczed sconomic cerdizicons, such
as *echnical or sccnomic obsolescencs. IZ the =cequirad
rscords are no*t availabl2 when “he requir-amen<s of =the stan-
dard mus+ firs+t be followed, the information must be
developed from curzent and historical fixed asset records
and be available follcwing the second fiscal year af%er thas
dats. If special circumstances warran:t, a shcrter estipa+ed
service 1life of an asset @may be negctia-ed by <he
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contrac=ing pacr%ies if a sherter 1if: can ke rcrazcozily
pr2dicted. Assets fcr which fhz contriacior nas no 4avail

data ¢r pricr experienc2? must bs assigned

8Y)
n
B
t

based on a projection of =xpect2d uszfulness; how
service life cannot te less than the asszt guidelirse peciod
(mid-range) published by the Internal R=zve vice
of any suck alternative lives must ceass as SocCh AS a
ccntractcr can develop sarvice lives supprortsd by its zcwn
experiencs.

The Boar¢ recognizsd tha*t fcr som:z coapanies addi-
tional ccsts would be incurrzd to impleaesn* the standard and

the cne-time analy+tical =2ffort. Howavar, it was thas

La]

i
contention that thesz administra+tivz costs, whsn reascnatly
managed in light of the purgcss tc o= 327Tvsd, &30z w2173 el
bty the likelihood of ket~ ~:1::z.1:<ut ot deprzcia+tion ccst

than was previously availabls.

4. Scuzces cf Cecoropvarsy
Industry's iritial ccmplainrs about CAS 409 cur<ared
aroand lcngsr write-cfr pericds oo iss:ts and =ne  31ldi-

tl03al record keepinq T

1Y

Gquired, I= @13 argusd py industry
that suct requircements would ra2sult in prolcngsed cost recog-
nitice, ignore the =2c¢cnomic z=aliries 2% Iafla<ion, rfprco7ida
lit~1le incertive fcr compania2s to <con+tracs wizh <ho
Gov=rnmznt tecause »% =hz Standard's impact 21 =2aruings a

cash flow, and erode the prcductivity 9 Gov:izInmznt con<rac-

-

tors.

Studies to ¢atz havs shcwn tna<= thar2 has t2<p no
rajor financial impact associated wi%ta <h: iamplementaticn of
CAS 409 ([Ref. 2 and 13i]. However, thar: is no clear indica-
tion c¢f hcw auch ovarhzad rat2s hava incrzasa2d Lecause of
pcssitle adéiticral administrative costs aand <ha= the atten-
dant 1incr2ase in “he costs oOf Govaramert contracts hava

tzan.
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used for *ax and cecntract costing purposes wers T« 1
c

i
rh g

increased with passage of the Economic Recovery T=2x

Hh

'l

1
1981. The accelerated cost recovery system (ACRS) define

n

~

four categories of capital assets, wiz CCST IE€CCVer
alloved cver periods of 3, 5, 10, and 15 years-=--much
shorter times than rreviously allowed. Indus<ctyv telisv

that disputes in negctiations have increased in numtez, an
attzmpts *¢ al=er +*he Cost Accounting S+tandards will

con=inuz *c be made [Ref. 3]).

1. Ccsz Acccunting Standards Guide. Commezrce Clearin

2. Kline, Jdack C. and Fremgen, James M. "The Impact 2f
Ccst Accounting Standard 409 on “he Defanse Indus-ry“.
Na<icrnal Contract Maragemert Journal. Vel. 15, Issu=

2, Winter 1982.

3. Aercspace Industries Associz+ion of America, Inc. A
Compendium cf Ccst Accoun=ing Sztandards' Impac: Uron
the Erocurement Prccess. Washington, D. C., 1979,

6. Bibliography for Further Study

L

Mcsier, Mndrew P. "Enhancing Productivity Through
o)

u
Increased Capital Inves*menzt". Concapts. Vol. 5, Ne.

3, Summer 1982, pp. 197.
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E. CAS 410/ALLOCATICN OF G & A TO COST OBJECTIVES

1. Liscussion

Ccst Accounting S+tandard 410 (Allocazion cf Business
Oni%* CGzsneral and Administrative Expanses <*0 Final Cost
Cbjsctives) provides criteria fcr <ae iden=zifica=icn and
alloca*icn cf costs pertinant to <+the ovserall managzment and
administration of a tusiness unit on & bzneficizal cr causal
ra2lationship. The Cost Accoun*ing Standards Bcard's cbjec-
tives in prcmulgating <his S*andard were to limiz genaral
and adminis+<ra~ive expanses =0 thcse ralated zc
maaragement and administration of the business uri+ as a
whole and to require <cheir allocation by a bass <tha+
preasures +the +tozal activity of the business unit duzing 2
cost acccunting pericd [Ref. 1). As with =he otha:z cos=
accoun~-ing standards, <«he Board alsc sought <¢ Incz=zase *he
cbisctivity and comparability of ccst data (R=f. 2).

Criginally proposed in Septembss 1974, a ravisad
rreposal was issued in Sep=uember 1975. It includzl =wc
2al*=2rpra<ive methods for +transition from a cosz of sales
ailecca*inn base to a cost input base. A variation ¢f on: of
+rke al+ercna*ives was ultimata2ly selsc+2d for <+“hese final
varsicn of CAS 410 in April 1976 and iacluded a methed for
record transitionrn.

Scme of *the wmajor aspscis of CAS 410 are:

a. The general and adminis<rative sxpenss pool mus<t
be allocated +o £inal cost »bjec-ivas by means cf
a cost input base, ei“her c¢n a to*al cost inpu-,
a valu2-added cost iaput, cr a single elsmen= ccs*
inpu~ basis (in descending order of pr=fec-znce) as
is most approp-ia%e in *ha circums%ances.

k. The practice of maintaining s=2parate pocls for

selling and marketing 2xpsrnse, Independent cesearch
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ard 4evelopnment expense (IRED), bid and propcsal
exprense (BE&P) and general and adminiszrativs
2eXpeénss may continue or the contractor may ccmbine
them, if they are all properly allocated over the
same base. IRED and BEP ccsts are +*he subject cf
Czst Accounting Standard 420.

C. I-ems produced for ianventory must be includsd only
once in +he compu<tation of the genzral aad
administra+ive alloca<ion basz feor <h b)
wrich *Leyvy are produc2d. G & A s=xpens2s ray b3
allocated to that inventory zi+her :in
in which it is produc2d or in th
i® is used in final ccz== objeCtives. This agpzct

o0f *he Stardard is coverad in detail In zszfsrsence

3

.

Q.
[ ]

)
\U

eral and administrazive

(l‘

XDensSes Are Lnarrowly
defined tc¢ include anly such zxpens £or gszneral

management and adminis*ration which have nc

dizzctly measurable relationship to particular
ccst okjectives.

2. G=zasrai and Admipnistrative

Expanss Defini-:i-2

th
§s
o]

General and administrative expznse is 4

o

=4 as any
managemsnt, financial, and other expernse incurre: by or
allocated +~ a business unit and which is fcr the general
anagement and administration of th2 businsss unit as a
whole [Ref. 3]. G & A expens2 does not include <thcse
managemsnt =xpanses that can be mcre direc+ly alloca<=zd by a2
tase cther <han a «c¢cst input base rt2presen-ing <he =crtal
activity c¢f a business during a cost accounting pericd. A
business unit's general and administrative expensszs ares %o

QO
-
ot

include *he follcwing homs offics a2xpenses alloca+sd <
in acccrdance with CAS 403:
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a. Costs allocated directly for =he managaran=< of zhs
sgecific ssagpant,
k. Line management costs allocable to more “haz crne

segmen*, arnd
C. Rssidual expenses.

Home cffice centralized ssrvice functions, s*afi nma
cf specific activities cf segments, and csatral a u
however, wmust be allocated %*o “h2 appropriate cos=t ¢t
tives ¢f the segment c¢n the basis 2f a beneficial ¢ a
relationshicg. Only if no such relationship is iden=if

can thase zxpenses Lt2 inc.uded in *“he segmenz's G & A

3. Cest Ipput Allocation Bas

i

CAS 410 pr-ohibits the wuse of a sales or ccs= of
sales allccation base for (G & A expenses. The S*andard
authorizes <he use cf <hre« cos- inputz bases and <he one
szl2c*ted <chould best =epresent <%he <total ac=ivity cf 2

typical cecst acceunting veriod.

a. A +0*al cos* input base is gensrally acczpz2bl=: as
an appropriate measure ¢f the *otal activizy cf a
business unit. Cost iapu* iacludes 211 expenses
wnich are no:t in the G § A expense pool and ars no+
part of a ccmbined pool of G & A experses and other
expenses allocz*ed using =“hs same allsca*icn base.

k. Value-added cost inou: is precper when iInclusicn of
material and subcon“rac* costs would significan<ly
distort the relationship of 2xpenses %o benafi-s
received. A value-added base is *to%al cost input
less material and subcontract costs.
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C. A singles el:=m=n+- cost iopnt bass, such a=z di:z:zct
lator, is propar wh:n it r=2fl2cts tctal activiwy
better than either ¢f ths two praviocus methcds.

4. Transiticn xc th

(7

Cost Icpuc Bas

w

A business unit usiag a cos= oOf sal2s or sal:ss base
grior tc the a2ffective da*ts 5f£ <ne Standard or pricr to
accepting a CAS covered contract may choose to uss the tran-
siticp methed set ou* ian Appendix A4 of <he Starndard. Tha
transiticn method is cptional, howz2ver; A4 businz=ss unit may
chocse tc proceed with an immediat2 changaovzr to the usz of
1 cost-input base fcr allocatiny & & A4 <o all «ccst ctkijec-
+ivas ard se2k 2quitable adjusta:znts uadsr pre-existing

cLtTlactE.

5. Scurces cf Ccpntroversy

Irdustry complaints apont CAS 410 csater arcund chs

U7}

-
-

$o-

tzelief that the Standard is ov:rly rigid in gwidzlinszs,

dces not ccrsider gererally acceptzd acccuating principles
(6AAF) in 1ts requircment for us:z of a ccs<t input kase and
complicates nego+iaticns. The Defzns

(DCAA) anéd the Ccuncil

c
Associaticns (COCSIA) have p=st

2 Zontract Audit Agszacy
fans2 and 3pac: Industry
tionsd tae CASB for interprz-
+a*icrns in the areas ¢f governaant Zuraished aat:=rial (GFYM),
intz2r-szgment transfesrs, and thz 152 2 tha value-added and
single-=lement ccst input bases ia orl:sr to aveoid litiga-
tion. In rasponse t¢ both organiza*iosns, =-he CASB rerlied
that the S<andard ard furth=r icformaticn providaad Ly +he
LOD CAS Wcrking Grcupg paper 78-21 (DOD 4G 78-21) ware surffi-
ciznt and a formal intarpretation was not rejuir=d.

63




T

’ T‘-'—'

s 7 ¥ P@O

1. Aderospace Industriss Associaticn of America, Inc. A
Compendiua 22 (Cost Accounting Standards'! Impacz Ugon
the Erocurement Process. Washingtor, D. C., 1979,

2. Anderson, Lane K. 2and Smi+h, Howazd G. "Urnd=rstandin
o)

Cost Accounting Standard 419", RES:
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Panagement Journal. Vol. 15, Issue 2, Wiater 1982.
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F. CAS 414/INTEREST COST ON PACILITIES CAPITAL

1. LDiscussion

Ccst Accounting Standard 414 (Cost of HMcney 2as an
Element of the Cost of Facilicties Capital) €s+ablishes
criteria for the measurement and allocation ¢f the c
capital committed to facilities (i. <., impu*ed In<sr-e¢sm on
+he 3investment in +*hose facilizies) as 13n elemsnt of
contract cost. Until 1976, <+he Depar+tment of Deferss digd
not reccgnrize in*erest as an allowabl2 contract cos<. CAS
414 provides for the explicit recogai<ion < *he «c¢nez 2
monsy for <facilities capital. The Departmen= of Defznse
coordinatzd changes in precfit pclicy ard cost princ
with promulgation of the Standard and provided for zecceg
tion c€ facilities irvestment ir rszaching a prz-ns 0
profit okjective under ths weighted guideline mz+hecad, How
contracts negotiated with +the use o0f cost analysis include

ccnsideration in both cost and profit of interest <n facili-
ties and madicr =quipment invesiment. The purpcse c¢I -his
considera*ticn is te:

a. Reward contrac*ors for facili-y inveszmen«s.

k. Motivate ircresased precductivizy and rzducsd costs
through the use of modern manufacturin

technology.

C. Recognize the impac*t of fluctuating intsres=
rates.

d. Previda for consistzncy and facilitats comrparisons
between firms as regards “he amcua= of iaveszg2nt
required +c adequartely perfora Governmnen+
contracts.,
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The amount of coniractor ianvestmen* in facili<izss *9
suppcrt ccnrtract performance and ths ac=u2al cost cf wzcney *o
finance that investwent must be da2termined. The +“92%tal

facilities capital (both tangible and intangible <capital
assets) associa*ed with s2ach indirect «cost pocl is firsz
this
<hzs

iden+tifieqg, and then an imputed interest cost fo:

1Y

t

amount is allocated *0 contracts on th2 same basis a
indirec* costs. '

-
-

o
9

The actual ccst of money for a con+racter is

27

i
ban

A

determine. A f£irm's capi“al structur2 usually include

n

Hh

loans, ccrpcrate stoacks, and corporate bonds. The cos

W

[ g

o
€n

(2]

mon2y fcr <«he firm for sach o0f +hess 1is probably diffe
from the <c¢+hers, and different bond issues Ar loaas will

'

lik=21y have different interast ra:es. Fur+her, *he cosz of
st cckhclders! equity is an imputed intar R
adopted the rat= determined by the Sscretary of Trsasury
pursuan= to Public law 92-41 as <the cocs: of mcney £for- all
centracicrs. Ths rate is astablishe

313 Deczmbker 31) and publisheé iIn the Ps=deral Rsgis*er. I-=
approxigzates +he in%erest <ra*2 on 1a=w comm=arcial lcans

[T
(7]]
D
B
w
)
o'
=]
3
=
[V
b
'
g
—
[
bt
3
1]
yy
(o)

matuzing in five yzars.

3. F

g

csduras

The con*tractcr is responsible Zfor develoring, as a
par< c¢f the cost preposal, an sstimace of +hs Faciliziszs
Cepi%al Ccst of Mcney for each prepos=2d4 con+tracs. Teo do
this, <*“he contractcr develops Facilitiss Capizal Cost »f
Mcney PFactors <through <he us2 of <the Cost Accsunting
Standards Board-Cost of Money Factors (CASB-CMF) form and
th2n uses these facters to determire the Facilities Capirtal
Cost of Money for an individual proposal.

A
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Tc assist ir the application orf objzctive Ccs= of
Money Factors to the contracts, th2 Goverament has develcged
LD Fcrw 1861 (Contract Pacilitiss Capital and Cos*t of
Mon=2y). Tkhrough use of +*his fora, the purchasinag office can
datzreire the applicabl2 Facilities Capital Cost «cf Money
for each tLturden center and sum them t3 find <the ckjective
Facilities Capital Ccst of Moneay for tha centrace.

Frofit or facilities investmant is based wupon the
Pacilities Capital Ewmploy=sd on *h=2 con<rac*. Iz additicr *o
det2rmining the Cos*t of vYonsy, the purchasing office must
dst2reine the imputed value of capi=al employsd c¢r the
coa=ract fo:r the purpos=ss c¢f the prcfit objz2ctiva. Sinc2
the tctal ccst of pmon2y is determianed by mul<iplying the
imputed ccst of soney rit2 by <+hes net book valus o€ assats,
the value cf asssts epplcyed on a contract can be dstsrained
bty dividing ta2 contract <Cost of ¥oney Ly =h2 samz mcrey
rata. This value fcr <Contract Facili=izs Capi%al Eaployed
is entzrsd in line 17 of tha W#eightzd Guida2lines Prafis
Cbjactive fcrﬁ (CD Fcrm 1547) and assigned an appropriate
grofit wzight (currently 16% =-o 20%), ia accoctdancs with *“he
k2igkta2d Guidelires.

4, Scurces cf Ccntogversy

Industry comfplaints about CAS 414 initially centared
*

azoungé hz manrcer c¢f handling r=seirch and develcpment

axp=nses, bid and prcposal sxpanses, and interast ccsts for
capital assets under ccnsStruction., Cost Accounting
Szandards 417 (Cost cf Mon2y as  an EBla2ament cf the Ccst of
Carital Asse*s Under Construction) ani 420 (Accounting for
Ind2penlent Rasearch and Develcpmant Costs and Bii and
Froposal Costs) served to clarify <hssz issu=s.

Mcre recen+tly, in times c¢f high and rapidly fluctu-
a*ing inter:st rates, indus%ry coamplaia“s with CAS 414 hava

teer. ccncecned witk <he shortfall Dbetwsen <h2 Tr2asury
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promulgated interest ratz and the rat2 that contrac=cIs Qusz
pay on their temporary and 1long-term 3Juipment and tuilding
borrowings. La%e Governmen“ prograss paymsnts of <we to
four we=2ks or more cause vendors to have a "substan+tial"®
investment 3in recaivables and inven<tories in crdsr +to
satisfy con*ract perfcrmance rsquiremsats, This tempcrary
investmant is believed to hav2 a draw-down effect c¢cn ths

funds available for capi*al assets.

S. Eibliography for Fur:ther Study

ries Association of America, Inc. A
Cosz Accounzing Stzapdards! Impact JUpo:n
reocurement Procass. Aashingz=on, D. C., 1979.

ﬁ Ccst Acccunting Standarids Guid:. Commerce Cleacinc
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A. THE MAKE OR BUY LCECISION

1. Discussion

A firm's objective is «c arrive at make-or-buy édsci-
siors whcse composite eoffect rmaximizes %he “iliza*icn cf
its productive, managerial, and financial capabilities. The
contrac=or has th2 tasic responsibility £cr make-cr-tuy
decisiors. Therefcre, the conztractor's reccmmenia<icns
should te accepted unless <+hey advarsely affect +hs
Govzrnment's interests (i.e. repressant the high cost alzer-
native) c¢r are inccnsistent with Governmen= policy (i.e.
potzntial subcontractor has been dzbarraed or suspendzd).
Govarnazantal monetary and fiscal policies are ext=rrnal
factors tha+* may influence make-or-buy decisions.

2. Ccnsractor Changes

it

2 zhs Make-or-Buy Progzam

Tn a going ccncern, past manag=rial Jecisions zstab-

[
=2

ish +*h2 current operatiang pa%tern. Within a particular
e

P
a

0

ra*ional pattern, make-or-buy invastigations can crigi-

o

=]

2 in cne of several ways. The development of a new
produc* or the <substantial modification of an o0ld <c¢ne is a
typical situvatien requiring a make-or-buy iIrnvestiga<+icn.
Unsatisfactcry supplier performance for parts origirally
purchased is a second situa*ion <+<hat gives rise %o
make-cr~-tuy investigations, Occasionally a firm's value
analysis program uncovers a purchased pac+* whcse cecst is

T4
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disprcpoz*icnate to its valu=a., Periods of significan=z salss
growth <¢r sales Adac¢line also gJgenerate situations tha=
initiat2: make-or-buy analysis. The =eondency tcward "maka"
decisicns in order <o stabilize production ané wcrk force
fluctuation is usually greater in small firms than in largser
cnes [Rsf. 1: pp. 314}, The make-or-buy dscision can also
be influsenced by the labor rzlations climats wizhin a firm.
However, any changes to a previously n2go+iated make-crt-tuy
Frogram must be aprroved in writiag by <=ths contracting
officer.

k
czn bs grcuped I fwc neTal categceriss. The firss ca-ze-
gory 1inciudes parts £for which <the using €£i-m currently
possess2s *he n=cassary major production pozential. With
cnly a small capital cutlay for %=coling and minor equipmant,
the firm can mak 4 c category

1

2 eact of thess par<s. The seco

includes par+s whic sirg firm cannot rrcd t
existing opera<ions without a sizable additional invaszaan:
in *oclirng and facilitizs, Any "make" al<srna=iv u

a significan*t cagital inves<marn%t b2comes a mattsr o &
product de*ermination, because it 15 disec*ly =zelatsd <+

long-range ccmpany okbjectives and financizl plans.

._J

a. Cost considerations (

part)

ess exp2nsive %o make th2

k. Desire *o intsegrate plan~ opsrations

C. roductive use of excess plan= capacity «c h=21lp

atsorb fixed costs

d. Nzed to exert direct contsol over pxcduc+tion
and/or guality
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ge. Desire to maintain a stable workforce (in periods

of declining sales)

Par=t

5. Considerations Which Faw:

13}

Buying

[

e Suppliers resea-ch and specialized kncw~hcw

k. Ccst considerations (le@ss expensive tc buy *hs:
part)

c. Srall volume c2quiremencs

d. Limited prcduction facilitiss

W

-
-

@D
(3]
‘J.
o]
o7}
n

S maintaia a s<able workforcz (in

o

e. D
0

h
r
n o

rising salss)

Q

f. Desire to wmaintain a mulzipis-scurce pclicy

6. BRsguiremsznt

W)
(17}

As a general guideline, -h2 nake-cr-buy prcgram
should no* include items cr work effor<s «costing lsss than
cne rpercent 9of <he =otal estimated contract o
5500,000, whichever is l2ss (R2f. 2: pp. 131).

Information with respect o prospsctive con“rac+o:rs'
make-cr-buy programs is required in nsgotiazed procur=2msrs
excapt:

8. When a propcsed contract has a *otal estimats
value of lass than $1 million, unless the
con*racting cfficer specifically dets=rmines
that such informa“ion is appropriate,

t. in research and development contracts, unless the
contract is for prototypes or hardwace 2nd i+ can
reasonably te anticipa*ed that significant
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follow-on quantities 5% %*hs prcduc= will b=

prccured,

;',‘» ) C. when the contracting officer daternines that <he
= price is based on adequate price competition, c¢n
o established catalog or marke* prices of ccmmsrcial
ii items scld in substantial guantities to <h=a

general public, or on prices 32+ by law or
requlation, cr

- d. whzn *he contracting officer determines that <he
L‘_ work is not complex.
- The prospectivs con“ractcr @musST fu-nish ~he

£-1lowing wi*h the prcposed maks-or~buy procram:

TS a. a descripticr by which =ach major i<em can be

. identified,

- b. a recommendaticn tc maks or =u buy each such i:en
W £ ]

T defer the dzcisiorn,

C. 2 l1list of +he proposed suzccnzzactors, if kacwrn,
ﬁ including lccation and sizs classificatiorn,
h d. designation of the plan%s or 3divisions in which zhs
?‘ contrac+tor proposes *o make *the Item, iacludirng
.- whethar the facility is in or neaz a s=ction cf

concentrated uramployment or undersmplcymen%, and

e. sufficient addi<«ional information %o psrmit the
contrac%ing officer to =2valua<2 “he proposzd

Erogram.

The make-or-buy prograas, as apcrov
ccnzracting officer, normally are included only in ¢
reimbursement coniracts. Evan for <cost <c2imburse
con-c-ac*s, <here are 2xceptions:

a. applicable ccst-sharing contrac<s,
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b. applicable ccst-plus-incentiva-fsz (CEIF)
contracts, and

€. ircentive contracts to which the price z2djustimert
provisions are z2pplicable.

& 1. Les, LlLamar, Jr. and Dobler, Donald W. Purchazing and
-
T Bazzzials Managem2a:: Tsxt z2nd Casss. McSoaw-HIL1 Beok

mpany, 1977.

4

I
o

) 2. Air Force Institute of Technology. Con*rac:
r‘ Administration. Vol. 1, Chaptsr 13, 1989, ©». 130-132.
b 8. Eibliography for Fuzinz: S:udy
s Gansler, Jacques S. The Da2fsansz Induszry.
X Massachuset“s: The MIT Press, 1980.

Office of Management and Budge=. "OMB Cizcula= A=76."

1979,
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B. PRE-ELANNED FRODUCT INPROVEMENT

1. DRiscussic

The concept c¢€ Pra2-Planned Product Imprcv=anm
involves the orderly, time phased inzroduc+icn
mental systsm capability to accommodate preojectzd ¢
thrszat or %o reduce risk in initial fielding of
The weapons system acquisition stratsgy *ha* has
effect in the United States since the 1950's has
deveiop and deploy systems a*t the frontier of te
This acquisition strategy uses high-risk =zchrno
fraquen<ly resul*s in a lengthening of the acguisi
and an increase in *+otal cost. P31 is desigred t

“he tims required +o £i=21d new weapon systems by usir

“iv2ly maturz technology ini<ially and plzaren
incorgporaticn of advanc=d technologies after 4hs
deployed.

2. DCD Acguisiticn Impzrovam=ant Progzam

— ——— )

One of the Initia<lves set for<h in D=pucy
£ Defzanss Frank C. Carlucci's memorandum of April
to imprcve ths acquisition program addressed +h
tionary acquisition concgepst of pre-plannszd
imp-rovement. The concept will require a2xtensivz ea
niang, 2as early as the conceptual phase, wish =
+*zchnclogy development, design <zca2quirements fc
gzowth of the system, manufacturing, and integra-=ed
support ccensiderations., The planning will 2lss re
idern+ification of funding requiremen%s <o support 4
the technclcgies and system upgrades. The objectiv

are;
a. Shor%en the acquisition and deployment ti
new system or incremantal capabili:y.
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k. Rzduce overall zcguisi=zicn, Z-pz-a=zad, &.. .7 .i-
cests.
c. Extend useful lifs of equipment.

d. Ccmbat military obsolescencse

€. Reduce technical, cos%, and schedule risk.

f. Accomplish orderly growth from Znicial to ma=ure

system reliability.

1]

v
ot
iy
[N
[
1))
(e

q. Reduce logistics and support prctlzn

wi+th new material introduc=ion.

3. Implsmentaticn Szatus
Ideally, +he concept of P3I should be applied *c a
n2w system at program initiation, when it can be a dzsiga
mechanism. To accomfplish this the azchitecrurs of th: tasic

system mus% be sufficien*ly flaxible =0 acccmmodats mcdularc
changes, P3I should bes considered for oagoing systems ornly
when the syst2ms have a high d2gre=2 of modulazi*y and grcwth
pc=2n+ial., Programs which have alrszady uzilized ths ccncsp*
cf P31 inclugde:

@a. The missile *ub=s for “he Tridan< subma

"
§-
'3
D
.
-3
i
1}

tubes were constructzd 83 inches ir dizme<er
although <he Trident I missils was dnly 70 Ziaches
in diameter. This spacing requirement was usz2i1 ¢
allov for the Trident II missile without major

ra+rofi~« to *he submarine.

b. Ths space, weight, and powsr rsquirements fc:
la“er incorgporation of a pressurization unit on
+he new Army/Macine Corps Light A-mored Vshicle.
The uni+% will allsw “h2 vehicle %c operats mcce
effectively ir 2 nucl2arz, biological, or chamical
envircnaent

80
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4. B3I Advantagss
! a. Reduce tachnological risk.
k. Allow for earlier deploymern* of supvor*ablsz
systams.
l C. Increase the opportunity for subsyszem competition
v if interfacss between primary and ctitical

subsystems are managed wall.

d. Inprove field p2rformance/reliabllizy, since
changes could be thcroughly t:sted fi-s-=,

€. Reduce the logistics support bu-dens caused by

dz2pendence cn "cutting-edgas" t2chknolegy.

RTINS

f. Allow an increase in +he 2ffsctive opsraticral
1li% of a weapon system th-ough long-term
schaduled, programmed and budge=ed upgradss.

a. Increas2d non--2curcsing costs ~wing “c <ns
continued enginsering devalopmaat of sys:tza

upgrades aftar production of thk2 basic systzam.

k. Allowanc2 for spacs, w2ight, power, cooling a:zd

we
other provisions will increass the complexi<y c¢f

configuraticn control.

c. Increased funding visibilizy following plan
identification in <h2 PPBS cycle and the FYDP
gives decision-make-s the opportuni=y %o trina
the program and use the funds for o5<hzr puzrcses.
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C. LEARNING (INMPROVEMENT) CURVE

1. Discussic

The learning curve (also callzd ths imprc
c

curve, ccst or time reducticn curve, or experizn

was adopted from the kzown fact tha* individuals perfcrming
repe+titive tasks exhibit a3 rate of improvsment dusz c
incr2aszd familiarity wi<h such tasks. A& Govzrnaent commis-
sioned study by the Stanford Research Insti=zu=zs [Ref. 1]
confirmszd ~he fact *hat cumulative di-sct lab cs:  per

o 0O
L]
Q

unit declinss by a ccnstant rate or psrcantage
sivzly dcutbled quantities of unizs producad. In cther
words, the a2umbar of diract labor hours necessary tc vrcduc
tke <seccnd or doubled Juantity haz b=2en shswn, <cn  ths
average, =o be only 70% to 90% of “he hours -=2quired for the
pravicus unit.

Mat=srial costs can also raflsct improvzmen+t =h-ougkh
repetitive purchases. The material cucve, ¢cn *ths average,

2
211 exhibit a material cost of 90% to 99% of tha matzrial
cosT cn the previous unit, depending upon *the prrduct being
purchased.

In acquisiticn, <he l2arning curve is probably mc¢st
useful in across-the-table nego+iations as a starting pcin=
for pricing a zew l+em, In addizicn to providing "buyec's
insurance® against overchargiag, <the l2arning curve is also
us2d effsctively by toth government and commercial buvers in
develcping (1) target c¢costs £or new preducts, 2)
mak2-cr-buy information, (3) delivery schedules, and (4)
progress payments <o vendors [Ref. 2].
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The man prigarily responsiblz for establiching che
learning curve as a cost measurem=nt device in *he aircraf%
industry is T. P. Wright. His articlz ([Ref. 3] p2 ring
the idea (later known as the cuaulativa averags cr Ncrthrop
theory) was pubiished in +h= Journal of Aercnautical
Sciences in Febrvary, 1936, under <*he +*itle MFac*o
Affecting the Ceost of Alrplanas". Wright's £indirngs indi-

gt2d4 that, as *“h=2 nrumb=sr of aircraf: produced in seguence
increased, the average direct labecT ZInput per aircraf:
decreas2d in a =reqular and predictabls pat%=zrn. Both
aircraf= companies and the Governmant bscams ir+tersstzad in

+he Tegular zni

(I3
L}

ceiicetzble nazuse oI prooducticn cest rsiuc-
tion tecauss, among other considerations, *he ph o}

implied +bhaz, during a *ime of mcbiliza<ion, a fix

cation of laber and facilities could be expected =0 prcduce
grea*er and greater quantitiss of def2ns=s products in =2ach
succsssive +ime period..

Puring +*+ha «early days c€ World #ar TII, FErs=s

[ B+

s
cosevel* surpriszed “he na+tion with ths statement <«ha+ <the
'nized States wculd produce 50,000 aizplanes. Many p

criticized ~h2 CFresiden+='s statemen: decauzz vcroduc*icn in
+he aizcraf+ indus+<ry at that <=ime

w
comparison wita this figure. The Pr=2sident

s With *he assis-

*ance of his planners, knew how <o g=: the vlant and th2

equipment in cpara*icn, and he knew wha= =-he rpa<iorn's

producticn rate could be. The principal <technique used for

making +his determirazion was the zarning curve. Fo:
e

example, by applying *he indus+ry avsra curve, ©planner

3
can ga&t the manpower rsquirements for a given numb2r of
airplanzs. Orce they establish the manpower r=2quirements
ard “he uni+s tc be produced, they can project <he plan+

capaci«y <ha+ will te nseded, th2 amount o€ matectial *%has

34
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must ke crderad, <ths payroll and overhead costs, and aany
cther p-cducticn expensas. [2=2f. 1].

The Wright curve worksd very well as lcng as <here
was mass prcduction cf items with li*=ls or no change in
configuraticn. After Wworld War II, th= trend chang<d teo
smaller quantities, dras+<ic configuratioa charngss, breaks in
production, and other changes that caused the Wright curve
projections on a cumulative average slope *c produces ques-
tionakls answers. Industry during <+he 1950's was beccming
discouraged with the 1learninag curve concept because i+ &did
not fit +he new circumstances —ha* *h2 irpdusirial werld wacs
facing. In the lat=sz part of *he dacade, 2 uni: imp
men:t curve was develcped by Bo2ing aand zes-orzd confidencs
ir +<he curvss, In +he Wrigh“ curve, <he cumulativs ivs-agz
cost (nr hcurs) per uni+ produceé declines by 2 fixed
percentage as total quantities produced successsively double.
For example, wi*h an 807% learning curve, 1if the fizst four
units prcduced have a cumulativ:z av2arage cost of $500 ger
uni+, <+he first eigh* units will hav2 a cumulazive avsrags
cost of 3400 psr uni+t. In <hs Bo2irg uni% curve, i+ is +he
cos< cf£ <he 1last uni+t produced af*sr <+<he “o2tal gquarn=ity
produced has decubled tha« declines by a fixsd psrcsn-age.
For examgple, with an 80% learning curve, if the specific
unit cost of the fouzrth unit was 3500, <he uixi+ ccst ¢f =zhs
eighth unit will be $u00.

The Boeing «curve projects the unit curve as 12
straight line, whereas tn2 Wright curv: projec=s *“he cumula-
tiv2 average curve as a straight lin2 (A 1learning "“curve"
becomes a straight line when it is plot=<ed on lcg-log paper.
There is nc anomaly in calling it a curve whez i: is a
straight line; ir ma*hematical terminology 2 straight line
is a particular case of a curve, having a curva=ur:s of
zeroc) . For +the sage learning curve percen*age ths slcpe
will be flatter using <he Boeing *thsory resulting In a
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greater cumulative +otal hour <r2quir=2ment for suktsequen+
doublings than would occur undar the Wright zhecry.

3. Censideratig

a Use

7
TES

Tte primary purpose for dsveleping =he learniag

curve as a pricing tccl is to permit one rzdict the coest

ot
O

of future oproduction. The pradiction is based upon the
o assumgticn (not always <true) +=ha* th2 ruture will Ez like
the paszt. In terms of the 1learaniag cuzve theocy, <his
assump*icn means that the cost (hours) of doubled guantities
will ccntinue to decrease by some constant percentage. Tha

learning curve methcd providas a r2ascrable apprcach =c¢
predictirg the future 3if the historicil data approximatz a
s*raight-line trend. The farther historical da*a poin%s 1li

1)

from the trend line, the less confidenc:z should be placed in

. the pradiction. To factor out some =2xtrana2o0us Itsas it is
L kest <*¢ use @manhours <cather than dollars. The la+=<ar
contain additiornal variables, thes effzcts of 4infla*icn or

H' '
e

d=fla+ion (wage rate changes), waic are &bsent in  <th=

R

former. The line cf best fit «can <ha2n be c¢~<asztruct=3d by

Y
oyt e

what is known as least squarss regression analysis

With actval learning curve da=a, practically all
slopes will lie te+*ween 50% and 100%. Siopss steaper than
50% are almost never obsarved and slcpsa:

AR
[H]
u]
1
i
o
o
W
3]
("'
er
w
L3
—h
<
O
|

- represen< disimprovamert. For lesarning curves, +whe steerper
tha slope, the grea*er the =-a+t2 of l2arning and +hes smallsr

i ¥

the percentage figure by which *he slope is <represen+zd.
Thus, a 70% slope is steeper than a 75% slope.
Many experts now agree that many factors other fhan

ARG

workers' learning affect the rats of improvement. These

e . .

" include new types cf tooling, improved scrap rates, 1less
= spoilage, more effective plart 1layou:, bet+ter msthcds and
% proceduzes of operating, improved managa2ment and administra-
t! tion, and nev mechanization and au+oma=ion.

R
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A pDefense Ccntract Audit Agency publicaticn (DCAALP
7641.14) crovides information on mor= than 440 4isarning
curve applications, c¢ovsring a broad spectrum cf weafpon
syst2ms, subsystems and othar items. Addi‘tionally, in 19étL,
Winfred Hi-chmann stated in <+the Harvard Busingss Eeview
tha%*, "No matter wha+* products you manufacture cr what <yps
cf operaticn you manage, -here is a good possibilicy gou cean
profit frcm *hes learning curve" [Ref. 4].

The learning curve can be used effzctively Fky both

*ar:

governmer+ and commercial firms in devaloping gs: cests
for new products. + is an invaluable aid in =sstabliishing
an ini+ial supplier-tuyer basis for arziviag az a fair sche-

dul=s c¢f prices for futur:s or-dscs,

A ccmparison cf separate lsarniang curvas £o
buyer's firm and his supplier's firm can help *he buyer
dscide whether tc make or buy a specific part, particrlacly
when his cwn plant is opera<ing w211 bealcw a
Projec*ticns on *“he 1learning curvas will t=1l1 <the ‘tuyer
whether hs »r +h=2 supplier will hav2 lowsr average ¢
the number cf urnits reed24. .

Since the 1learning curve can bs wuszd -0 £crecast
labor time required, i+ is possible “o estimate how 1a
unitsz a vendor can produce over a spscified <time w
given 1labor fozce. This informa<ion <can bz =x
helpful to *+he buyer in scheduling daliveriss, ir plarnin
hiz owr firm's production, and iz iden<ifying sugpliscs wh
cbvicusly carnot meet desired dzlivary schesdulss.

Since <the learning <curvs r2ilects changing labo:
cos~s, i+t provides a basis for figuring a supplisr's finan-
cial cogmitment on any given auaber c¢f uaics. This
informa~icn is important, bacause suppliscs cft2a cperatz in
the red durirg the initial part of a prociucticn run, until
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lzarning can reduce a?erage cost below the averags prica.
Buyers can pminimize supplier hardship by using =he lzzrnin
curve to br=2ak down an order into two cr more prc
lots---cach with successively lower avsrage pricss---and
then S22t up progress payments based on =he supplisr's ccsts.

5. pitfall

fct
o
E-d

void

In using learnin curvas buyers must bs alers +o
g9 g v Y

the fcllcwing prceblars [Ref. 2). .

a. Ncnuniform leacning rates. If a s<raigk+ lins
cannot be fitted to the historicial 3a<z2
reasonably well, the =echniquz should nozt be
ucsed.

k. Low-labocr-content i<oms. If mos< work on a new
item involves machins time, where outru=< *ends
¢ be determinad by machine capacity, there is

little oppcrtunity for continued lezarning.

C. Small payoffs. Gathering and plotting da%ta 2n=ail
much *ime and 2ffort. Thus, <he lsarning curve
should be used only whacs +thsre is zn sxp
cf a reascrable payoft.

d. Inco-rect learning rat2s. Data are unique *%c the
firm involved and should not be applied to
ancther firm.

€. Estaplished items. As most of the learning was
already done cn previous work, any additiocnal cos*
reduct ion may well be negligible.

f. Production breaks. No consiszen%ly reliable
m2thod exists for predicting “he amcurn* of
lsarning +hat will be lost as a resul: of
produc+ion brsaks. However, if any impact
impact from a production break exists, %hse
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1.

3.

4.

greatest imctac:t Wwouald = 5o dirsct labc:o
learning (i. ¢., learning re=zrogressicn)ard
the lcast impact would be on me*hods
improvements developed during the initial
production run. A Teturn *to uni* one as +hs
starting pcint for a follow-on ordsr o:
contract is unrsasonabls.
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VI. LOGISIICS MANAGEMENT
A. MABKET RESEARCH AND ANALYSIS
1. EDiscussicn
Beycnd recogrition c¢f anz immediate n=ed,
activities seldom grasp the economic or techrnical
tions of a given acquisitiorn. The contracting cf

+herefoc-e, is

+he market «c¢ develor data tha*t may help *he
and fu*ure needs

be made

mine cuczrent and poinzt up

wvhere changes n1eed to or wherce

advanced planning is necessary.

L b i duate Jieth S s Shage Zhade s a4

tasked with conducting an applicable ssarch

This marka<z

M seh et Snaen bl HiSa 2 de A A

requesting
rami<ica-
c‘-,.l

of
activi-y de<zr-
pcssiblsz arczas
mete dexailed

resesarch ca:x

also heslp zhe <contracting cfficer d=szermine +he typs of
con-ract to use and how best =o serv2 <he customer agshncy
needs.
2. Ihs Purpcse of Marke: Reseazch in :he Acguisition
Process
Nc raquest fcr procureaent action should bs taksz at
face value, It is the duty of the conzrac<ing cfficer %o

help
neads.

and advise <the rsquestcr in +h2

One of the many tcols
is markst research. Some of
officer will

will te:

“he quastiorns

seek tc answer when

industry capabilities?

93

conducting +he

fulfillmen* of its

tha coniracting cfficar uses

~h2 contracting
research

Is the requiremen% r2alistic in light of curreat
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k. Car the requirement bs fulfillzd by
neans/methcds/mat erials other than *hose ac*ually
called for?

C. What simple/complex manufacturing procasses are
involved and what are the associatsd lsad %imes?

d. How much should t+he item cost?

€. Whc are the supplisrs best equipped %o dc the

work?

£f. Are standard products/materials availables o 3o
the work?

In response *tc a request for procur=men: actiecn, =2
car2fully ccnducted market research effcw- %ill - % whstaer
¢z nct the given industry can meet thz needs of the zzque-

[

StoT,. If industry cannot meet the rcegusestors' needs,
perhaps tecaus> of delivary 1l1l=ad ime problems baszd crn ths
scope of <+“he work *tc be dore or zachnical 1limita<ioans in

dasign c¢r performance <requis-zamenzts or a amvrzad of c*her
reasons, +*he contracting officer will have =he abili<y and
the informa<ion at harnd + approach %*hz reqguestirg ac=ivit
and suggest possiblse cptions for *he modification or ravi-
sion o0f the specifications to conform %o the indus+<cy's
es, Further, the research will yiz=ld vaczicus
strengths and wsaknéesses of <+<he applicabls industry (oT
firm). These data may be used to tailor the requiremsnt =c
take full advantage cf cost and perfcrmance b2anefits darived
rom a ccncentration on indus*ry s<rsngths while aveoiding
putting tcoe much emphasis on aresas wha2re industry is weak
and, hence, cost inefficient. Much of the %ime past experi-
e€nce with <he market (that is, having completed relevant
market research in +he pas*) will show the «contracting
officer tha+ the immedia%2 requiremen% car be satisfied by a
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methcd or i*em not known to the requastiang activi<y. Svern
when the methods and materials are known, the con+trcac*ing
officer may be in a positicn to propose alterrativzs me*+hcds

——
. 3 M
. e e e

ERCN e

cr materials based or his intima<zs knowledge of the market,

its price trends arnd technological devslcpmen+s.

BADMMESN
[T T
R

A review of manufacturing processes callzd for, th=
lavel of skill required and +he amount of available capacity
needed will allcw +*he contracting officer tc determine ths
number of suppliers available, <“hos2 willirg and abls to
competz, +the level cf risk they ars willipg tc or should be

askz2d to assum2, the nesd for discussions bhased on the levsl

cf ccopetence in the industry and the complexity of tha work

[o ¥

involved, and industrys'! overall ability <o £ill +hs nse
These considerations will allow th=z contracting cfficer %o

determirne which +ype of contract is b3st suited +o te used
- for the parzicular piccur=ment.

3. Markst 5ssearch Preplanning

t- Ererlanning is the key *o0 effsctive markat cesearch.

f-

= Naturally there are gany procurcements tha+t do not zaquir= an

?3 in-depth market research ac+ion. Mos=, hewsvar, Involvs
mach moc-e *“han *the Jelivery of an =nd-produc=. Through

early plarning the rsquestor and ths coa=racting officer n
share cact c*hers erpertise and knowladge. The marke+ can
ag the procurement<

..l.

ke research=d with an eye *oward *ailcr
package along “h2 most cost-effective, 2fficien~ and benefi-

- cial lines industry bas 0o cffer. By coupling pr=splanning
ff with an effective wmarket vrzas=zarch <effort, many of th=
:} pitfalls, such as inadequate specifications, compressed
ki delivery scheduless, improper contract =-ype, unsatisifac+-cry
F’ suppliers, and ccst-inefficient terms and conditions, can be
Ej significantly reduced cr totally elimina*ed.

9

1

P P S P S U W S L S W AP A P S P o S S S o T P S S _J




Ll R A i CaaNe A AR MEE s e aae res gl AN S s 4 T ———— S —— S ———————

. wd—”‘j

4.

=

the

£

arkst

[€ 3

Rey Faczcers

| F)
({=]
c
o

(I)

t Research

S
= 2=2&

Market res.rch has a number of advantag=es, but i%* alsc nas

a raquired precedent in onder to be efiective.

T’_"’/"“““’.E““ .'
oot Lt .

a. Shows industry's strargths and weaknesses
k. Reduces risk of inadaguat2 specifications or
}: ccntract tyge
- . -
= C. Allows taking full advantage cf irdustry
a
L - capabilities
L
- d. Reduces cost-inefficency through ccncentrazicr cn
n s-rengths
E! €. Pzcvid:s fcr flaxibiiizy in zhe fulfillmenzt oF
& requirzmen=s
- f. Provides historical dasz on w#hich =o build fu*urs
- .
- rzquirements
« !
- g. Improvss accuracy of 1=2ad tiaz projec+ticns
- h. Frevidas fcr aacurata list of qualified scuzces
- i. Requires sclid preplanning to be effective

Fcx, J. Ronald. rming Ama2cica. Massachuset+s: Harvard
University Eress, 1974,

Lee, lamar, Jr., and Dobler, Donald W. Eurchasirg and
Maczszials Mapagemen:: Tert and Casas. McGraw-Hill Bceok
Company, 1977.

Sherman, Stanley N. Goveramart Pzocuzamen: Mapagsmsnt.
Maryland: Wcrdcrafters Pubiications, 1981.
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B. PERT ANLC CPHM

3
3
b
3
»tu .
1. [Liscussion

{_' FERT (Program Evalua<tion and Review Techniguz) 1is
rff used for managing the time (duratinzn) «f projects and was

develcped in 1958 by +*the U. S. Navy €£or mnuss on the
- Intarcontinental Ballistic Missle Prograa ([R=f. 1. cPH
1 (Ccitical Path Method) is us2d for managing both the time
P
* and ccs of projects and was develcped in 1955 by Du Pont
& and Remington Rand tc manage complax plarn: maintenance prch-
;;? lems ([Ref. 2}. FERT aad CPM ar: irzended %o idesntity
E;j schadule and cecst slippages early in the project c¢cycls so
3{; that correctiva2 acticn can bz teken ir tims %o meat the
e final time and cost ctijectives.

charts, milcstone charts, manag=ment con-rel charzs,

fERT and CPM auga=nt oth2- managdement aids., Phasing
1i

balance (LCB) networks, Gantt charts and bar char<s
rrincipally for rpresenting the s+atuc of an cvecall
PERT and CPM poiant cur peten=ial =-cuble speits b
actuallvy cccur, bu+, more importzn<ly, they ace pl

n FERT,
+th-o2e estimates are used to derive a weichted average of <he

procedures in addition to being cor=rnl =scls.

expected completicn time frcm a probability distribu+ticn of

ccmpleticn timss. Therefcre, PERT i35 cornsidered a prcbapnil-

;‘; is+tic +*ocl. In CPM, theze is only orne =2stima<e of durazicng

P that is, CPM is 2 deterministic zocl. The seccnd Adifferance
is =hat CPM aliows an explicit estimate of costs in addi<icn

t a

and ccatrecl of +*ime, CPM can be used to ccn=rol both *he

a
me. Thus, while PERT is basically

(o]
‘-'
e

tocl fcr planairng

time and the cost of +he prcjecz=. [Ref. 2].

The ideas behind PERT and CPM have wide aprlica=icn
and can ke used in si*uations as diverse &s managing cffice
papervwork £low and the cons“ructicn of major buildings.
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2. Ckjective
FERT and CPM attsmpt to answer <-he fecllowing jJozsticns:

a. Wwhich activities ares critical? That is, whkich
must be ccrpleted on time to ke=2p the pro-ect
on schedulas?

k. Wahich activitia2s are noncritical?

c. Hcw much £1lexibilicy does managameszt have in
€executing the gnoncritical ac=iviti:s?
d. What is the earliest 2xp=ct=2d complilezion date fcr

the precject?

€. what is ths best way *c¢ harndla delays tha+t ars

[9)

dztected during =2xecuticn of the pr

jict?

In 3d4diticn, PERT can be nsed %o answer Jussticns such as:

3. Wtat is the chance cf complating a vrocizct Ty a

dzsired date?

a. What is ths least-ccst way o sxpeiizs the

ccepleticn c¢cf a preject?

E. What is the shortes~ possitl

w

time for a prciect

2 b2 coample<ed? 3
3. Erogram Eenefi‘s
In additicn to the fact that several goverrnmen=
agencies requice th2 submission of a PERT or CPM plan with a
kija, thar= ace several advantaqgas associated wi“th |using

tha2sea analytical methcds.
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The use of PERT and CPM forcas managemen* t¢< rtlan
in detail and to define wha=: must be dons *o

accomplish the project's objectives on <ime.

Management is forced to plan and maks coamitments
regarding zxecution times and complztior da=es.

The methods also provide for batter communica%ion
among <*he -various depar+mencs

and bet

in an organiza“io:z

veen suppliers azd ths goverament agency.

The number of critical activiziss in a ne=werx is
J-
[

only a small portion of the %*o0tal activities.

the cris
nt

rzcord keeping 2nd raports) concantra*ing

of
+he use of an efficie

Identification ical activities enabl

s
oni%“oring system (@ainly
?nly an
“he critical ac

zivitias,

The critical activitizs are a1lso more liksly

Once iden<ifiad,

“c
bscome proklem areas.
contingency plans may be devised.

Emrloying FERT or CEd 2nablas managsme:xnc

ve uFs

”w

risources gore wisely by sxaminazion of =:

overall plan. Redources can be transfarrszd *o

bcttleneck c¢r trouble areas f£rom other

activities.

The PERT and CPM4 methods enable management =c
fcllow up and correct deviatioas f£rem scheduls as
minimize

scen as they ara2 detected and, tkhus,

delays.
PERT and CEM can be 2asily undsr
prtevide a method for visual
Therzefore,

stood because *they
iziag an ertire prcject.
marnagenms.at can explain th2 %ools *o

supervisors and employses in such a way “ha% *he

chances of implementatica aze improved.
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Large projscts can be planned by computers in

O
h

seconds, and comaputers are now even capable
diagramming th2 networks.

i. PERT and CFM allowv management to check the
effectiveness and etficiency of alternative ways
of executing projec:s.

4. Sitages of Analysis

The use of PERT or CPM involves <hree major s-=agss:

fcrmulaticn, planning, and monitoring arnd con*rol. Each
w.

stage includes a numker of stsps which aze prsszn=ed bzlc

Fcrrulation
a. Analyze *he project and br=ak it dcwn inzto
specific activi“*ies and evants.
b. Detarmine the ssquence cf ac<ivizies and

events.

C. Construc*t a diagraa (ne<work) of +*he gprcij=c+.

d. Estimats time dura<ions (alsn cosT, in CPI) cof

all ac+ivi+i=ss,

Flanning

a. Compute the sarlies% and thez la*test dates.

b. Pird the slack in avants; idsn¢ify critical

evants,

C. Pind the slack in activitias and idantify

critical activi+ies.

Find the critical path.

37

PERT and CEM are easily adaptable tc compuzzz ass3.
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Mcni+oring and Cecnz:ccl

2. Monitor critical activitiss

comrare progress

to plan.
2 b. Identify deviations from the plan.
c. Replan if necessary.
d. Transfer resources to lagging ac<«ivities.

Idertificaticn of critical evsats 3and activisies
enables management to exercis:z be%tar con=rcl of the prejd
ky using a management-by-2xcsption philosophy. In addi«

to transferring resouzczs to critical activitiiss, managem

O

may ccrrect delays by other actions such as the follcwing:

a. Relaxing the *+2chnical specifica*ions or +hsz

required quality.

ﬁ k. Changing the scope of the project by reducing =he
desired goals and, consequently, thz2 amoun= of
werk,

- C. Changing :he sequencing of activitias,

1. Pouring additional r2sources intc <he proi=ct.
. Bxpediting activitias by various iaceantives.

£. Starting activities while p-2ceding cnes are s+ill
being completed.

5. Bsfsrences

1. Air Fcrce Institute of Techrnology. Contrac

I+

Administratiop. Vol. 1, Chaptar 13, 1980.
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ARPENDIX A
COST ACCOUNTING STANDARDS

A. DISCUSSION

The Cost Accoun+ing Standards Board was established in
1970 undsr zuthority <f amendments o *he Defansz P u

Ac- and -emain2d in cperation until funding wes i

in Octobsr of 1980. Th2 Comptrcller Ganeral of ths Uni<sd
States served as Chairman of <+hs Beoard and agoci-:xd four
addi+ional members. Membars apoointed => -2z 2wzzd in
two frem *hs accounting profession (cae 2f whom was pa
larly kozc#ledgjeable about *he cost accounting rckl
small business), ons rapresenting iandustry, arnd cn
depaz+maut or agency of the Fad4sral Goveramsnt a
with th2 ccnsen% of +*he head of *hs departtmen= or
concernzd. Nine+<een standards were appzcvad and prom
by the Board.

B. REQUIREMENT TO CCNMPLY

ct
8
}I
3
e d
=
[tH]

(XS

Tha standards are apolicable =0 contractors W
following criteria:

1. The contzact is a nsgotiated contrac=+;

T T,

competitively awarded contrac=s are no%
ccvered.

AT AR
PRI

2. Contracts lass “han $500,000, contrac+s €or

D 4y

products with an established marke* price and

100
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contracts fecr products that have pricss fixed

by law are not coverad.

3. Nagotiated contracts awarded to a small business

firm or a firm in a labor surplus ar2a are not
covered.

4. A waiver may be grant2d4 to a sole source
centractor who refuses to submit a Disclosure
S+tatemen%t (Form CASB-DS-1).

. If a centractor's total negotia=2ed goveramen+t
ccntract businass is less <han $10 milliorn
arnually or lass than 10% of total corperate
sales, tha con%rac*cr is 21igible for modifiad
ccverage where only CAS 401 and 402 muszt be
complied with,

C. SYNOPSIS OF EFPECTIVE COST ACCOUNTING STANDARDS

401--Consistency in Estimating, Accumulating, and Repor<iag

Purpcss: To insuzs that <cach contractort's prac<ices us24
in sstimating costs for a preoposal ar2 consisteat with ccst
accounting gfrac*ices used Dby him in accumula+ting 2and
reporting actual costs.

Effec*ive Date: 1 July 1972

402--Consistency in Allocating Costs Incurrei for +he same
Purpose
Purposs: To require that cach type 2f cost is allecca+ed

orly cnce and on only one basis %0 any con=ract c¢I c+the:
cos- cbijective.
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Effective Date: 1 July 1972

403-~-Allocation of Hcme Office Expenses to Segments

Purpose: To estaklish c¢riteriz for alloca<icn of thz
expenses ¢f a hcme cffice “o the sagmsnts of the organiza-
tion on the basis of th=s benaficial or causal relatiorship

ketween the exvens2s and *he riceiving segmenzs.

th
vk
D
3]
w
o

Effzctivs Date: 1 July 1973, Contrac=ozI?'s FY a

w

Septenmbsr 197

404--Capi*alizaticn cf Tangibla Assets

Purpose: Requires +hat, for purposas cf cos:t measuremsn+,

-

m
cortractors ss*ablish and adhers tc¢ policies with rsspect =¢
capi=aliza*icn of tangible ass:=ts whnich satisfy criteria

forth h=srein.
*

Effactive Date: 1 July 1973, Contractor's FY c¢n or sf«=z 1

Cctcher 1973

405--Accoun<ing for Unal.icwalblz Costs

Purpcse: To facilitata the r2qo%iation, audit, administra-
tion, and ssttlement cf ccntrac*s by establishing guidzalines
covarting

(1) id2ntification cf costs spacifically described as unal-

lowable at the time such costs first became definsd cr
authoritatively designated as unallowable and

i (2) ths cost accounting treatment t¢ be accorded such iden-
fﬁ +ified unallcwable ccsts.

x Effective Date: 1 Aapril 1974

-
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406--Cost Accounting Pericd
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Purpose: Tc provide criteria for “he 32lection of <«

periods to be used as cost accounting weriods for cc
cos* estimating, accumulating, and -tepor+ing.

Effactive Data: 1 July 1974, Coatrzctor's next FY bsgin-
ning after receipt o¢f a contract +to which +his CAS is
applicable.

407--Usa of Standard Costs for Diract !MNaterial and Direct
labor

Purpeose: To provide criteria under w«hich <s=an
may ke used for estima*ing, accuaaulaziag, and reper+ing
costs of direct ma*terial and direct labor; and “c¢ previge
criteriz relating to the establishm2n: 2f s*+andards, accumu-
laticn of standard ccsts, and accumula-=ion 2and disposition

of variances from standac-d costs.

Effac*ive Date: 1 Cctober 1974, C&nwzactor's naxt FY after
rec2ipt cf 2 contract to which <his CAS is aprlicabls.

408--Accounting for Costs of Compensa%ed Persannel Abs=nce

S
Purpcse: Tc imrrove and provid=2 unifscwity in the measure-

asnt cf ccsts of vaca+tion, sick leave, holilay, and cther

ccmpensated pecsonal absance for cost accaun*ting pericdi.

Effective Date: 1 July 1975, Con<zac=<or's n=xt FY bsgin-
ning af+er <+he receipt of a contract %o which this C2S is
applicable.
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409-~Cepreciation of Targibls Assets

Purpose: To cprovide critsria and guidance for 2ssigni
costs of tangibl= capital assets <0 c¢os+ acccuanzting pesriods
and fcr allocating such costs to cost objectives wi<hin su
pariods.

Effective Date: 1 July 1975, Con*t-actor's a23X* FY after

the receipt cf a contract ¢o which this CAS is anniicabls.

410-~-Allocation of Eusiness Uait G & A Expsnss to Icst

Cbjectives
Purpcse: To provide criteria for *h2 allccazion cf a g:oup
ef business uni%t =2xpenses commonly identifizd as G 3 A

exosnse kased on their beneficial or causal relaticnshiy to
business unit final ccst objactives.

Effactive Date: 1 Cctob=2r 1976

411--Acccun+ing for Acquisition Cost of Material

Purpose: To provide criteris for th2 acccun=ing £cx acqui-
n

-2 uss of

siticn ccsts of matarial, including provisicnz o
inventory ccsting m=2+thods.

Effective Da*e: 1 January 1976

412--Compesition and Measurement of Pensicn Ccsts

Purpose: To provide for determining and measuring *he
ccmpenents of pernsicr cost.

Effective Date: 1 January 1976
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413--Adjustment and Allocation of Pansion Cosz

Purpose: To provide quidance for adjusting ovensicn ccst by

assigning actuarial gains and 1loss@®s to cost accourn*ing
p2riods. The s*andard also provides the bases ¢ca which
pansicn ccst shall be allocated to segments cf ar crqa:i:a-
tion.

Effective Date:1d March 1978

414--Ccst of Money as an Element of <h2 Cest of Pacilizies
Capi+al

Purpose: To =astablish critsria for thz measuremsn= znd
allocation of the cost of capital commit=<=d =n facilizies acs

an 2lemen* cf ccntract cost.

Effzctive Date: 1 Ccobar 1976

415-~-Acccun+ing for the Cost c¢f Defsrrzd Compensaticn
Purocs=: To provide critaria for the
coest cf deferred ccmpensation 2and ths
ccs* to ccst acccurnting pericds.

Effective Date: 10 July 1977

416--Acccun+ing for Insurance Costs

(=1
]
{1
2
7
¥
ll
O
'
| e

Purpcse: To provide critsria for th: meas nsy-
rance costs, the assignmant of such cests Lo cest acceour-ing
per Ject

icds, and their allocaticn t¢ cost obj

Effective Date: 10 July 1976
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417--Ccst of Money as an Elemsnt of the Cost cf Carizal

Assets Under Cons%ruction

Purpose: To establish criteria for =he measuremen= cf <he
cost cf meney attributable to capital a2ss2ts under censtruc-
tion, fatrication or dsvelopment as an element of *he ccs+
cf thcse assets.

Effactive Date: 15 Decembzr 1980

3 418--allccation of Direct and Indirsc: Costs
Purpose: To (a) gzovide for consis<ant Jeterminaxicn of

dirsct and indirect costs, (b) provids criteri

LA AR o fo e

a
accumulation of indirsct costs, including service cerntsr zad
sverhead costs, in indirect cos< pools, 2ard (c) pocovids
quidanc? relating to the selection >f alloca=zion rbases tzsed
¢cn the beneficial or causal relationship between an indicecs

cost pocl and cost okjectives.

Ef€factive Daze: 20 S=2ptember 1980

420--Acccun+ing for 1Independent Research and Davelopmen:
Costs and Bid and Prcposal Cos%s
Purpcse: To provide criteria for th=2 accumula=ion of inde-

pendent resszarch and devalopment costs and bid and propcsal

cos“s and for the allocation of such ceszs to <ccst otjec-

tives based on the beneficial or causal celaticnship be*ween

TV

such ccsts and cost cbjectives.

Effective Date: 15 March 1980

h 2

v ow v -
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APPENDIX B
CERTIFIED PROFESSIONAL CONTRACTS HANAGER (CPCHM)

Test (uesticns

A. DISCUSSION

fo date (Mar 1983) <herz have been fou-te=rn CPCM examina-
tions conducted by +he National <Contract Manpagem=nt
Association (NCMA). The examination 3ivides as follows for

th2 ques*ticns included below:
'. Gensral Exam (moraing)

RPzgqnizad quastions---two out of “*hree must be answered.

Gzneral questions---any <hzxzee out c¢€ five or six mus: be

answered.

leqgal

Finance, Economics aand Accounting
Froduc+*ioa

Ccatracting

logistics Manag=smen<+
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Each category ncrmally has fzom 4-8 gquastio

2]

b4

tions must b2 answered wi<hin “hese coas=rzi

X

]

Any taree gilesticns from oae catagory.

Cn2 selesction each from any two o+-hsar categeriss.

g

3. Ksy o Questicn Nupbering

Cat2g9¢Ty---GEN (Generaly, LEG (Legal), FEA (EFinance,

Economics and Acccunting), PRO (Production), CON

(Contrac+ing) and LM (Logistics Manageman+).

Exam No.---The number I *hrougan XIV is the =xzm whzr: t

questjon last appeared (Exam XIV was givan irn  YNevsank
1982) .

Fzequency~---The number in parentheses is the nunczz ~f =:igs
the quastior has appeared omn previcu:s :xaus {(in  *~he fo
givsn cr in an equivalen+ form).
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. B. GENERAL QUESTIONS

GEN-XIV-(1) -—-The okjective of a good procursmsnt organiza-
+ion is to obtain what the agency needs %*o carry ou* its
issiecn, on time, and at a reasonable prics. Discuss *he
rolz of market analysis and research ian achieving <+his
cbjective bcth from the standpoint of product or service
quality ard prica.

GEN-XIV~- (5) ----Discuss 2thical b2navior in procurszm==t.
Include the potential £or abus2 by suppliers, =c&g
personnzl, design engineers, buysrs, contract neg
and administraters, inspectors, and =thosz whe r=2
storz, stock, =2and 3issu2 materials to users. What g
law c¢r standards fcr ¢zhical behavior are availakls Efor
purchasing in th2 privatz and public saczor?

GEN-XIV-(3)-—-Industrzy and government are to a great extent

.

crganiz=d a2long functionz2l! 1linas. In order *> concen=rate
panagemant atten+tion cn specific products or fasks *o assu
successful ccomplation of a complex projsct which may fail in
a routins treatm=ant, ocganizations nave ipfussd +h: projecs
managenan+t conceprt. Brisfly describe the project management
concept ir a tradi+icnal functional or-ganization, hew i+
interfaces with +he functional elemsnts, its pctential, and
tha vpossible pc-oblewms i+t can crea*e for <he ccn<racs
manager.

GEN-XIV- (1) -—-Dascribe organizational conflicz of inierss+

’

and thsz competing interests involved ir th=® Governmeni's

0

FEVCH l"—_ll'l
RAX R

(MO AS IR IR 4.8 SRR SRR GRS (i § 2

effort «c ottain maximum benefit from competiticn.

GEN=-XIV- (1) ~——=Discuss <he assentials axnd benefi«s of
advanca procurement rlanaing--both £rom +*he standpcint of
+the +ctal procurement orogram of a procuring activicty and
from the standpoint c¢f iandividual procuremen<s.
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GEN-XIV- (6) ~—-Discuss what can be donz %c erhance <hz ccle,

professicnal startus, arger intzrest, and rewards of tha2
purchasing cfficer ia irdustry or the contracting officer in
Governmant in terms cf training, educa:ion and develctmental

éxperiences.

GEN-XIV-(11) —-=In addition to r=3quiring conzractors =7 meat*
its prccurement objectives, <the Federal Government of+er
includes in its contracts social azd/or eccnomic objectives.
Such objectives may be orly indirasctly <cslated <c  the
procuremer- cbjective. Identify five suchk sccial arndyor
economic policies and discuss <ach ir %2rms cf effec+ive-
ness, prcpriety and ccst.

GEN-XIII- (9)-—-Identify and briefly dzscribe =<he v
fuacticas one would sxpect <“o £ind wunder <he 1

mat=rials mapagement in the induscrial envircnman<.

GEN-XI~--(4) ~=——~WHhat ars

management concept?

“he ma<erials

oF
s o
[17]
[8]
o
(-}
m
(9]
(44
ja
<¢
)]
Ui
(0]
+Hh

GEN-XIII- (S5)---Discuss the =zole of the <ccn=zrac=ing officer

iz Pederal procurement, citing recent s*udies and rsccmman-

daticns ccncerning his roie, <2md2%2ncy and effec-iveress.

Explain his relationship ® other managemen<= functicns in
+

0
govarnmsnt and his relationship

GEN-XIII- (2)---Ycu ars: rasponsible for sstabliishing perfor-
mance measurement critsria for :veluating a purchasing
depar+*msnt. Select eith=2r a commeccial £izm 2r a Goverrmen=®
rgarization and briefly d=ascribe thr23 cf th2 mest imper-
tant perfcrmance measursasent critaria.

GEN-XII- (1) --——-There has been an impra2ssicn conveyed tc the
public that there is a polarizatiorn Dbetweern tusiress and
gcvernmen%, and *hat public policy advarsely affecis

mm
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business. It would appear *theve is i
ness tlcck with commcn interests dafending
govarnmsnt which is dinimical *o its int2:ozst. T a
or Tecent events which would support or oppose <+hsz abecve
inpression apd your views as *o whether :tbers i
gcvernment ccncern ir the behavior or conduct of

GEN-XII-(10)=--Our industrial productivi*y ia rscen*t years
has nct &empeasured up +o the progress 2xperiincsl by cther
deav21lcpsd na+ions, scme of which w2 aszisteld 2fter Wo

II. This has reduced our coampetitive stae-as in interna-
tional =rads=. What do you p=arcsivs ¢ he the underlying
causes for cur reduced productivity?

GEN-XI-- (3) -—-Recently a congrassional ceviagw 0f car
defense irdustrial ttase rsvealad an unasal<hv situa
daclining rroductivity growth, 23iag facilities and
machinery, shortages in criterial ma-erciais, prolong

times, and skilled labor shcrtages. What 4o you p

@D
"

c
+he gcverament can dc¢ to coxrect this cenditien and Imgprovs
industrial respoasiveness?

GEN-XII- (6) -=<-Identify and briefly discuss <12 primary
differsncss between commercial con=racts and Governmenc

contrac<s,

GEN-XII- (0) ----It appears that in the 0. <. infla
persist for the forseeable future. Dcing osusinzess ia an
irflationary eccnomy raises numec-ous roblams, Discuss
problem aress, with emphasis on probl=zms in *he purchasing

area.

GEN-XI--(0) -—~-The Spall Business Adminis<ra%ion has defined
social dJisadvantage with <rsspec: <0 its Section 8(a)
program. What elemer*s must one dsmonstrate +*o e¢s+ablish a
convincing case of sccial disadvantage?
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GEN-XI-- (1) ----An Agr=ement on Goveramsnt Proc
eigned in the spring cf 1979 as a parcz of thz n
trade negotiation and was approvad by Corgrass d
lawv 96-39. It forsees a basis for mutual -=au
intsrpaticnal trade barriers in gov c b
Exacutive Ordec 12260 was issuyed <+o implemen* thz zgreement
which in 2ffaect prohibits discrimina
suppliers of countries party =0 <h
men: frocurement process. The Depar
u

a n3w Part 16 tc the D2fanss Acquisition Regulatica “¢ pu-
*he executive order ir«o effoc=t. Discuss <*hz irceaci o¥
these acticrs ¢n the Buy American Ack, Sgall FEBusiness
Programs, war materials, cons=zruc:ion, R & D, secvicss,

labor Surplus Ar=a set asides, and balaace of paymzn=:s,

GEN-XI--(0) -—~-There 1is often a sentiaant expreszel <+ha:*
gcvernment chould b2 rur lika a business with scund husiness
managemant practices. Discuss =he problems govarnaern: would
L]
e

encounter in such management practices wi*h rasp
cbjec+tive, organization, coordinating and con*rolling.
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C. LEGAIL QUESTIONS

LEG~XIV~-(5) ~—-What is the purpose of the requiremer+t irn <he
Con=-ract Lisputes Ac* that the con*ractor certify his claia?
Wha= is *he role of certification in t2rms of (a) ac:ticans <o
be =aken by the contracting officer, (b) +the con*rac=or's
right, if any, %o collect interest, and (¢) the contractor's
right =c arpeal to +he Board of Contract Appeals o- <he
Unizad Sta*ss Court cf Claiams.

LEG-XIV~- (0) -=—=-As of October 1, 1982, 4o new couc+ts €orm=g,
enti+led ths Uni*ed Stat2s Court of Appeals for the Federal

(o1

Circuit and ths Unita tates Claims Court. Dezcribe =he
make up and func-=ic: <£ these courts ir relacicr *o (2) the
United Statss Court of Claims as it existed bsfore Octcber
1, 1682, and (b) <+he contractor or bidder's riga*ts %tc =usz

for injunctive re=lief against “he Gover:zment.

[
=]
1)}
[«1)
. »
(1}
n

LEG-XIV~ (5) ----What are the Government's rights and ¢

@
m
Ha
[11]
L)
o
[

in +he 1Inspection Clause which appears in <“he
Erovisions (SF32) of a Government con*rac=?

LEG-XIV~ (7) ~~--~-A centractor had submi<tzd 5 vouchers
amounting to $50,000 in to*al for materials and services
rendered under a fixed rate contract plus materials a< ccst.
The Gevernment rpaid one of “he vouchers din “hs amount of
510,000 and upon receipt of information of irregulari=iess
from an inspector the centracting officer requested an audi=
and withlkeld payaent cn the other 4 vouchers. The audito:s
found “nat the ccn4ractor's books of accounts ws:
erly maintained and with great difficul-y rscens

+t o®
(3]
[«

m Q O
ct
h
Q.
ct
2
(1]

cos=s fcr materials and services to b2 535,000 :irn
$50,0C0. Thereupon the con+<racting officer “ernina+
con*ract and refused %c pay any amoun“ on “he basis th
claims are fcrfeited due zo fraudulsnt billings. The
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auditcr's repart indicated clearly <hat tha billiangs were
the result cf gross negligence ard iInsptness in mairzaining
proper records. The coatractor sued for br2ach of con*ract
and the Govz=mmment counterclaimzd fraud and scught penalties
for viclaticrs of the Palse Claims Ac=:. Discuss th2 rela-

tive merits of the par+*ies' claims and counterclaims and
your adjudication of the matter.

LEG-XIII-(8)-—--Cit2 2anrd discuss =zhe significan= diffsrencss

0

regarding the lavw of agency as it appiiss <o officials of
the FPederal Government and representatives c¢f priva*te fizms.
LEG-XIII-(0)=--In a firm fixed price con*r2ct <calling for
supplies tc be delivered in accordance wi*th a3 <sp=acifiad
sch2dule, *the contractor is 1late. As ~he <contracting
cfficer, what are your considerations in ds<ermining a

proper course of acticn for “he gecveramant?

LEG-XIII-(7)---Identify <the contrac=ual adjustmen*s which
may arise under PF. L. 85-804 (extraordinary relizf). Why dc
we have this authority?

LEG-XIII-(1)=—-A bidder hand carriszd his bid =0 an zgency
and did nct comply with instructions in <hs IFB =zc

addres

the bid tc “he dasignated room <€or bid opening and idsntify
m
a

cn “he envelope *“ha*t it containas a bii wi-h =-he IF3 rnumbsr.
The bidder asked the guard for the loca“ion of ths tidders
room. The guarzd dirscted <+h2 bidd2c «o +hz wmaterials
receiving c¢ffice where <+*he bidder lzft his bid with the
recaptionis~. The receptionist +took <he bid and gave +h=
tiddez a receipt for hand carried documents. The bid was
delivered after bid opening <0 th2 desigrna=ed buysr.

Discuss *he responsibilities of the bidd=r ina <the delivery
of 2 tid and wh=sther this is a late bid or mishardli=g by
the gcvernment.
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LEG-XIII-(12)--S*a*z cocreiszly <th: <«
3

ccligaticns cf 33 zztadlisa=d by the Changes Ci:xtss.

LEG-XII~- (4)-—-~List ard =2=2xplain th2 significant wmat=z2rs to
shich the decision maker should direct his attenticn when he

i3 considering taking defaul® action.

LEG-XII-(5)-—-What changas we-e brought about by ths
contract Cisputes Act cf 19782 Contrast this2 procedures

with commercial arbitraticn.

LEG-XI--{0)-—~-A fixed price contract was tarminat:d :Ior
default cr ~he rasis that gerformanc: <l:zarl inrdicatsd ar
inability *9 as:t a contractual dalivary schadule. The
agancy resclicitsd thke raguiremeat. Bzfor=s the clcsiag date

for receipt of rogcsals th= aganc detarminzd +*hat <*h=
P P

Q.

cause fcr *h2 dsfaul*t had b2en corrsc*el arn delivery
expa2cted under a new procur2ment would be lat:r +than the
delivery expacted €from the dafaultsd contracter. Discuss
whe<her the agency can canczl tha soclicitatiosn c¢f ths rapro-

cur2men+- ané rainsta*te the dafaulz2d coan*rac=.

LEG-XI--(2) ~==--Pricr %o receips of a fipal paymsn® cf an
invoice undfr a £ixed price contract tas contractor sent a
l=t%er asserting a claim for a constructivs change. The
claim was nct processed bu« the £final paymsnt Was 3subse-
gquently fprocessed, and the contractor accept:zd  *the check.
Then the ccntractor submitt=zd anothzcz <claim based c¢n a

ot

cons“ructive charnge. hat ar2 +he rignhts c¢f ths cca*ractor

W
ir pursuing to<h claims?

LEG-XI--(7)-——=-A ccatractor whan submitting a prcposal
failed tc present tru2 data under tha MTgu+th in
Negotia<icns" Act (P. L. 87-653) and ta2 con=rac=t was n24o0-
tia=ed cn the basis cf iacorract data. At a later audic i+
was detarmined <here was an oveipricing of 30F%, and the
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coatraczcr by ~hat *ime submi<ted 5 invoices for paya2r=t »f
partial deliveriss. The last invoice for the final dzliveary
¥was nac* paid to cffset in par+ the overpricing. This matcer

was ultimately referred to the U. S. Attorney af<er the
contractcr refused ¢c rsimburse th2 govarnmen-=. Ths U. S.
=+orney krought suit undar tha PFalse Claims Ac=+. Discuss

the merits of the action by the U. S. At*orney and the
possikles penalties *he ccn*ractor may suffar frem such
actlior.

LZG~-XI-=- (1) -—-Discuss the rights of unsuccessful low offes-
rcrs *2 gain access to proposal evaluations and details of

awa-de2'=s proposals under the Preedom of Informatiorn Act.

LEG-XI-~-(0) -——-A contractcr presen-=2d 2 claim for 2 change.
*3r

Theze was & pretracted nzgotiation oa the change. Af+=zr a
settlepent had been negotiated tha governmant da2layed in

ce g 3 modificatior and by thke <%ime ths <ccr=ractor
cculd submi< an invoice fer payment s2ven months had passed
since settlement and another month was coasumed =o sffect

thie raymernt. The ccntractor claims interest €rom ths da<s
of the charge. Discuss the exzten%, if any, o»f “he cca%rac-
zcr's gnzitlement to intarast.
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D. FINANCE, ECONOMICS AND ACCOUNTING QUESTICNS

FEA-XIV-(7) ~=-=-Price: structurad by industry ircludz a

orofit+t factor. Diizcuss the underlying ccnsidera=icns in
detsraining a fair a:d reascnable profir.

FEA-XIV-(5) ----Overh«ad accourting d=als with =the measure-
meat and allocation c¢f costs not dicsctly asscc

tha product. Describe various “echrigues for ov
centrel ard indicate why thase %echniguzs =<2nd <tc
from technigues €for control of direct ma=erial, 4
and cther direc+t costs.

FEA-XIV-{1) ~=—~~X Company Jeveloped 2 na2w product which ccsz
33 @millicn iz R & D. I- has a capzci-=y =c¢C
12,30C¢,000 units du-ing *he year. i~

assures manageaent ~-hat “he ita2m is ho%, +he public will

o
o
[or

it can Dbe expaczed “h2 en=ize procduc=ion

p.

Jump a%

-

il. The company has a fixed ma

’.J
/1]
(D

I
capacity wil ufacturing

ol
cverhead cf $6,0¢0,9C0 per year arnd $3,J00,000 f£ixed geraral
and adaminis<-ra-ive expensas. I+ is 2s=ipa+tzd s=2n

costs In manufactuzing overhead will be 50% of di a
cos<s and the s2mi-variable costs in G & A will b= 10% of
total manufacturing costs. It wculd like tc r=cou a
D costs during the firs+ year. It 2s<imazss +he average
cos=- cf direct labor would be 31 per unit and 32

for ma+=rial. Tae company's objective is zc pake a
of $7,20C,000 on the product for <th2 year. At what
price must it sell 2ach unit “o at=aia th2 objective?

FEA-XIII-(1)—-Derfine direct and indirzct cost and <explain
why and hcw the “wo typss of cost are =r-eazed differen+ly in

a contractor's accoun*ing systena.
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o PEA-XIII-({1)=—=-Included in the indirect cost accour+<s is arn
;. item of rental payments. This <contractor leased ar 2ntire
E; : facility for 20 yeacs. Tane teirms of tha lease provided for
if 50% of the +total rent to be paid duzing the first S years
;; ard the remaining SO0% over *‘he residual 15 years. In dster-
.' mining <reasonable and allocab.l.e cecsts, considering cos*

accounting standard 404 ard cost prianciples covaring r=antal
costs, %*c what exten< would ycu allow rsatal payments?

L FEA-XIII-(1)---Expiairn bcw +thz concepz of a "fair and
reasonable" price is validated for a formally =2dver+tised as
opposed *0o a negotia*ed Goveramsnt coniracrt.

FEA-XIII-(4) —-As a nego+-ia+tor for a commsrcial firm, how

would vyour nego*tia*ion strazegy diffsr if your fizm is

economically part of (a) 3an oligopoly, (b) an effac+ivs
monopcly, or (c) a large competitiva markst?

s

FEA-XIIT-(6)---An analysis of th2 currsat finzancial position

M SO

is required to detersine the financial capability of a firm.
. Indicate how you wculd determine the ability of 2 ira to

ey

m2e: its financial orligaticnms. Us2 both quantita<ive arnd

I

gqualitazive analysis.

FEA-XII-(6) ~=——-Unrd2r wha* <occnditions can a firm ¢
di€feren+ pricses for the same product <0 *hs same *ype of
customer?

FEA-XII- (2)~----In cost analysis, ons of =he cost saniriss +

be aralyzed and <evaluated is deprecia<ion. Thz “wec methcods
in coamon use for figquring devraciation are the "straight-
line me+«hcd", and the "sum-of-the-year's digits methogd".
How d¢ the methods differ? Which 7islds the higher ne+
Fresent value? As the buyer, would it make any diffarsace
tc you which method “he vandcr used?

oy _-.r;r'r.-"'.?‘n'l'i:'l:b‘, v

CarChe()
..
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FEA-XII- (0)----The Ccngress of tae United Sta“es appropri-
1

ates monies for procurem=nt £ anrnually. The mcries

e a
are designated as "cne-yesar", Ypulti-years" and "nc-yecar®.
Discuss the significancz of =his ir Federal prccurszment

pTogramning, contracting, and contract adm.inistratior.

FEA-XII- (3) ----Differsntiate bs-we2an price analysis and cost
aralysis as used in evaluaticn of proposals ia gcvernment
p-ocur<ment. What general considerations govern *he sslzc-
tion c¢f the appropria*e analytical avsroacs?

FEA-XI-- (1) ----Pzocuremen= is o 2 Wways +h= govarn-

ne h
menz's <fiscal policy affects +h2 =zconony. Discuss how
to

o-her me~hcds of

ot
[N
<

£€

[}
W

c ¢ 1s vpreccursmen“ as conpar<d

gcvarrmert spending.

PEA-XI--(0) -—-Scme crganizations es*eblish cbjectives and
tudget fcr a period precjecting requireaen:s and ths cos= of
mat2rials uigd in producing z product. 'They =hen ccmpars
actual cecsts with the budgeted <costs. Performances is
mesasured Lty means of variancsz accounn+*s. What dc2s a vaczi-
ance acccunt show and what shor-comings can yocu D

e
using a materials budget for performancs a:asuremaa=
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E. CCNTRACTING QUESTIONS

CON-XIV- (7)-—-What defines a ‘"cocupestitive zangsa"? Wha<t
factors shoculd be ccnsidered in =2xcluding zan <ffzror from
the "“competitive range'?

CON-X1IV- (3)~---Distinguish the "functional" specification
from the "performance" specification. Discuss the £
kility c¢f wusing bcth <types of specifications in c¢ne
con*trac*.

CON=-XIV-(7) ----Explain the Cost-Plus-Award-resa ccrn+rack.
Specify its essential provisions and <explain how it diffars
from ths Cost-Plus-Incentive-Peoe con*ract and +hs princirpal
advantages and disadvantages for ths managesr.

CON-XIV-(Q) -——~0Under what condi=ions would Gecvernment
Froperty fcrm a basis for al+ering *he pzica agreement
during perfcrmance of a Goveramant contrac=<?

CON-XIII- (4)---As a negotiator for =i<h2z <h= Jovernmant o
a commercial firm, ycu are prspariag =5 1eg9o=ia*e wi=h vcuz
ccunterpart, Wha+ elements ace iapcr-ant =¢ you ia dezer-
mining what motivata2s your "orobonan:"?

CON-XIII- (7)-—--Ccmpare +<he irm-Pixzd-pzicse and
Cost-flus-FPixed-Pee contracts. Expiain spvecific wmajor

differences and similarities and why vycu =ainc¢ thszy a:zs
importan+.

CON-XIII-(7)~-—~-Describe &a contractor's respcnsibilizy for
government owned prcpecty and ths coaditioas under which
there is relief of 1liability for such property.

CON-XIII-(1)---Identify several dimper=tant aspects the
Government contracting office should consider in reviewiag a
contrac=or's proposed subcentract £ozr the purgose of
gran<ing consent.
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CON-XII-(0) --~~-Discuss the decisic to c¢rgate 2 szacond
source, What are the principal coasideraticns? If =he

obja2ct being procured is technically complex, seccrnd scurce
creatioa can be 3ifficult. Why?

CON-XII- (0)----The Federal Government visws inspec=icn,
acceptance and warranties cf products and serv
rantly than <the private sector--and the clau
Gecvarnment centract zeflect +h2se diffarences. 1Id
pajor differences and discuss the rationalsz fcr =ham.

CON-XII- (2) ----List +he Key dacisions prccure

w
o]
ot
&
Y
1]
W

Yo

"
t1
o

]
make during their plaaning and preparation =ffor+s f£cr ne

&

contractual undertakings.

CON-XII- (0)-—-One of the <functions carried cut as wpaz: o~
procursment and contract managsment is revi=sw and arcwtoval
cf ccrntract ac+ions. Id=ntify <h

subject to review. CLCiscuss the cbjectiv
the questions pertinent <o <each typ2 of action yocu idsazi-

fied.

CON-XII-(2) -—=-As a Governmen*t nsgntia<or, how wculd v:u:
negotiation strateqgy di€ffer when dealing with 2 con%rac=or
ir “he fcllowing si<uations?

a. scle source contractor

k. ccmpstitive environmen=
c. cligopclistic firm
d. requla+ed industry

CON-XI-- (0) ----Some <contractors pcssass facili+iess under
facilities con*racts for uas=2 on specific gcv
contracts. Discuss the ramifications on “he in+-znded
thosa facilities for awards under consideration under an IFS
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ard negotiation resulting frcm a RPP issued by an anrzlizted
agency.

CON-XI-~-(0) ----You are a con*tracting ofiicer who awarcéad a

.,l
ct
1]
=1

«cucking cortract and a short time later you observa an
ir the newspaper that the <con%tractor was coxvic-zi £ a
corrugticn of a government employee in a*temp<ing “o
ence, obstruct and impsde the due adminis=ration of Jus:i
Do ycu ccnsider that it is incumbent fcr you to tak:z the

necassary action to terminate your contract? Give ths rtasis

£or ycur decisicn.

CON-XI--(7)-—-In a comp2titive negoitiatsd procursment on a
fixed price basis thers was a proctast on *he award of a
contract +c the successful offeror on <the basis «has a
proticn ¢f +h:s propcsal was non rCesponsive. Dis
propziety ¢f such prctest and the basis for your dis

cf *he rpro*est considering it was wmade wizhin +the r:Iof
tim2 limitations.

CON-XI-- (1) --—--Recently new regulations were issued zs pac=

¢f the Federal Procursment R2agulations par+z2ining %o <zhe
acquisizion of automatic data procassing equipmerz, ccmmer-
cially available sof*ware, main*enance ssrvicas and suprlias

ent is

bty govercmernt agencies and cortractors. To what ext
an agency ccntracting officer fres to acquire <hese
Discuss the policies, procedures and selection critesrie
con=rac=ing officer is requized to <follow in fulfilling
procuremsnt ragquest for those items.

CON~-XI-- (1) -=-~-What are the datrimental effects, in <he
procurement or acquisition process, of a specifica%icn or
work statement which lacks clarity or sufficieat definitive
ragquirements?
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F. PRODUCTION QUESTIONS

ERO-XIV-(0) --—~-A numker of Japaness firms have gone 0 ar
inventory system termed "just ia time", (inccming materials
arrive at the plant-just in time to be installed 2ani used in
the production lire). What changes wculd be reguirad in the
firm's rrccurement and production systems tc iamplement this
concept?

PRO-XIV- (8) ~=--Wha* are *he primary <lements of a firm's
quality assurancz pregram? Discuss =h2 pu-pese and cela-

W

S in <hz firza,

tionshir cf *hese elements t0 other activitl

FRO-XIV-(3) -—-What is =he fundamental cbjactive of v2lus
analysis in controlling matercialis? Describe +“he rhases

included in an overall value analysis study.

PRO-XIV-(3) -==--Define five analy%*zcal, commoaly uscsd msthcds

cf nrecduc+icn planning, scheduling aad coatrol. Briafly
discuss their basic characteristics and advantages/
disadvantages.

ERO-XIII- (8) —-Factory automation, cocmputer aided 3Jezsian/

computsr aided manufacturing (Cab/CAlN) and robectics arsz
revolutionizing the 9oroduction preocsss. Miscues =nese

changes in technology and their impact ¢a the procuramant/
con*racting process.

FRO-XIII-(8)---Various maethods have b22n developed tc graph-
ically pcrtray scheduling in production planning. Ancng

those me+hods are:
milestone char+ing

B (P4 QN

.

bar graph charting

Gant+t charting

L e P A I e
e B N

+

line o€ balanc=2 charting.
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2Z3T and CEX
a) Briefly discuss the basic characteristics and it use
cf each cf *he above methods.

b) What advantage does PERT or CPM offer over “he cthsr
methods?

FRO-XIII-(11)~-Discuss ~hz factors which are considzred in a
Make c¢r PBuy decision by an industrial organizaticn angé a
Government agency. Consider the similarities and diffzr-

ences.

ERO-XIII- (0)---Comparce quality assurance and inspsction/
acca2ptance testirng.

tRO-XII- (5) ~=-~=-Discuss the use of iavantorisz in a marufac-
turing etvironment. Address your answWaer to the typ=2s and
func=icrnal purposes of inventories.

PRO-(II- (2) -—-Discuss the significance of "lead %*ime" ir
rrodiction and inventory plarning and control. What are zhe
compenents ¢f lead time? To what ex:z2nt can 1lead “izs be
manaqged?

“RO-¥I--(5) ----Dsscrite and illustrate =he following:
1) Acceptance sampling by a+ttribuzes.
k) Acceptance sampling by variables

fFRO-XI--(4) ----Discuss “he placement of Produc=icrn Ccrntrol
in an organiza+ion having manufacturing and ma<2-ials
depaztmzn*s. Under which circums“anc2s wculd it bz mes<
beneficial *o hav2 Froduction Control under ei+har of the
respective functions?

FRO-X1--(3) --~-The first unit -equizes 100 hours c¢£f lator
and $1,000 cf ma*erials. Ther2 is an 80% learning cucvs on
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labor and 90% 1lsarning curve on mazerials.

the dizect costs of € urits
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G. LCGISTICS MANAGEX¥ENT QUBSTIONS

LM-~XIV-(7) -—-Descrilte ard illustrate the applicatica cf an
operations research/syst=ms aralysis m=2thod (i. e. Jueuing
theory, inventory thecry, 1lirear programming, Monte Carlo,
search theory, etc.) to the solution of a prccuremen<
ranagement cr systems acquisition probianm.

IM--XIV~(2) ~—-This compary has *hre2 plants waich preoduces
the =quipment at the sare costs. It has crders fcrz th=
iden+ical equipment from ¥, Y, and Z, FOB dastinazic:. I+

is up <%c¢ distribution managemen: *o descida =he lcwss*
rouring rat=ern cost *¢c fill <{hes2 orders sizcs transpeo-ta-
tion <costs dzpend on the shipping SCinm=deszinz-iza
combiraticn and only one unit czn D32

plact. Ths shipping costs from each plant <

cus-orers acze as follcus:

CUStomerS==-~-~cc-c-ccccr e cmee - Plant

L LR L P e R 2-emmmmecmemeee 3

see=Xee-memcemm e e == 5 200~ m o= - 300 === 34592
bl SRR e DD D LDt b AT e s 400-===-===>-=-- 320
et AL LRt ~====500-~~=c=cw---- 350 -~~c==smme- 229

From which plants would you ship the thr2e units =¢ X, Y and
Z to at-ain the lowest pattern cost?

L4~--XIV~-(3) -—-What is produc*t suppor+t or provisicning, and
what are some of *he basic issues “ha=z must be resclvad in
det2rmining how %*o support a pisce of 2quipmant?

LM-~-XIV-(8) -—-Explain and 3illustrat2 how the markezirng
functicn differs in marketing <o governmen+ and iIn marke=ing
#0 indus4rial customers. Wha+ ars <the similaritiss i€ any?
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LM~--XITI-(1)-~--Discuss the Economic Order Quanzti=zy (ECQ)
model as a “echnique of inventory ranagement. Wha< is the
general formula+ion of the wmecdel (what 2len
included) and how is the formula employed to reduce ccsts?

€nNtTs are

LM--XIII-(1) —-Briefly describa five <functions performed by

the traffic/transportation manager in a manufacturing firm.

L4--XIII~-(9) —-Many manufacturerss fcllow a policy of market

sagmantation as one aspec: of marketing szcatsegy.

a) Explain the implemenctaticn of such a policy.
x

b) Wha+% social aad sconomic <faczors proviie =the enviren-

man= for market segmentation?
) Wha+ limitations 30 you s23 in this strazagy?

I¥4--XIII~-(4)-—=-What role shculd markatr research (by =ne
putchasing activity such as “ha2 Federal Supply S=rvics) play
in deterrining +he government's requirzments, the typs of
contracst to usa2, and how bes% *¢ serve <+he customsr agen-

ciest! needs?

LM--XII~- (0) -—~-Logis*ics manacement smplovs the ~2arm
"custcmer service level"M, 4hat 3rs <the main elements?
Indicat: +«he importan* characteris=ics 2f zach. Givs exam-
tles cf s*andards of service. Is the ccncep= cof cus*cner

n business s<cter legis-

'J.

service level equally applicabie
tics and pubtlic s2ctor logis<tics?

LM--XII- (%) ----What fac%ors would y~u consider in detzr-
aining whether to establish an 3ia-hcuse depc< capability <c
maintain, repai:- ¢z rehabilitate <equipm2nt as oprosad +«o
contractor services at <he governmen* facility or send <he
equipment *c a contractor facility?
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LM--XI~-~-(2) -=——-The de*tails of logistics ia a tusiness varias
with thes type of business and hcw managsmen* perceivas its
e

N
o
1]
H
M
[+)]
(3]

scope and decisions included <+her=si:z. towevsr,

functions which are common in all typss of marufacturirng to

o
some degree. Thesa ar2 customer sscvicas, inventcries,
czder prccessing and information sys:2nms, and transperta-
tion. Describe these functions and how they achiavz an
cbjective of management in succsssfully acquiring ard main-
taining a customer base in the mark2* aad a profi«abls

Izturn on investment.

L4--XI--(0) -~=--As a logis*tics managaza:c ycu should be

corncernad with +he cost of goods from =he <=ime prcduc=ion

Eims =has - - . e
IIRLI3ass =T -0 go=nT O

-
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frequently teyond that to a 1iimited dsgr<s whese war-anzies
apply. Identifv the various costs involved ir this prccess

with a brief explanation ¢f “h2 conta2nts of such cests.

[N
n

LY¥--XI-- 1) --=-Why

system and what are i*s +wo impor=an* functions?

it advantagsous %o hzve a 3tcrage

L4-~-XI-~-(8) --=--The Huggy Beac- Co. plans to produces 50,000
huggy te=ars and sell +them for $5 =ach. If th= company has a
$50,0C0 fixed cost £or such produc=ticn zun, and if va-iatkls
costs are 33 psr bear, how wmany bears niast be sold %¢c br=ak
even?
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