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SELECTED TRENDS IN CONTRACT TYPE USAGE

A. BACKGROUND.

Contracting managers are more effective if they can plan for the future

rather than react to situations as they develop. Trend analysis is frequently

a useful tool in forecasting future conditions and is used here to better

understand expectations for future contracting.

In order to ascertain the existence of contracting trends, it was thought

to be beneficial to collect limited contracting-related data from FY 1975

through FY 1985 and analyze it. In the event trends were shown to exist,

those trends that merited further investigation could be examined in more

detail.,)

B./ OBJECTIVES.

The objectives of this study were to review and analyze contract type data

for possible trends that provide insights or suggest areas for further

investigation.

C. APPROACH.

-The approach was to collect individual historical contract related data

which is summarized by the DD 350 reports. The data was first compiled in

table format. However, to enhance comparison of data points the final results

are presented in line-chart format. These charts were analyzed for trends

and/or inflection points and are presented in this report. An attempt was

then made to explain the causes of the trends and major changes without

expending considerable resources. -- .

D. DATA PRESENTATION.

Data was extracted from the DOD Prime Contract Awards Report which is

published semi-annually by the Office of the Secretary of Defense, Washington

Headquarters Services, Directorate for Information Operations and Reports
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(WHS/DIOR). Specifically, information on dollars spent and number of contract

actions were collected for the Army, Navy, Air Force and the Defense Logistics

Agercy for fiscal years 1975 through 1985. The following charts present

selected trends and comparisons among the services based on the extracted

data.

A major problem for trend analysis was created by the change in reporting

actions in 1982. Prior to 1982 all actions greater than $10,000 were

reported. After 1982, only actions greater than $25,000 were reported. This

change is obvious in many of the attached charts. Nevertheless, charts were

prepared to discern whatever trend information was available from the data.

Charts 1 through 6 focused on various breakdowns of the dollars spent,

while Charts 7 through 12 focused on breakdowns of the number of contractual

actions.

Charts 1 and 2 simply show the total dollars spent on fixed-price

contracts and cost-reimbursement contracts, broken out by the various

services, for the period of time examined.

Chart 3 shows the percent of dollars spent by the various services, on

either fixed-price or cost-reimbursement contracts.

Chart 4 shows the percent of firm-fixed-price price dollars spent by the

Army while chart 5 shows the percent of dollars spent by the Army on

fixed-price contracts other than firm-fixed-price contracts.

Chart 6 shows the percent of dollars the Army spent on cost-reimbursement

contracts, broken out by contract type.

Chart 7 shows the number of fixed-price contract actions broken down by

the various services. Chart 8 shows the same information for

cost-reimbursement contracts.
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Chart 9 is similar to Chart 3 (percent of dollars spent using

fixed-price/cost-reimbursement contracts) except that the focus is on actions

instead of dollars.

Chart 10 shows the percent of firm-fixed-price actions placed by the Army

in relation to all contractual actions. Chart 11 presents similar information

to the previous chart by breaking out the fixed-price contracts, other than

firm-fixed-price, and showing their percent of total actions.

Chart 12 shows the percent of total actions that the Army placed on

cost-reimbursement contracts.

E. DATA ANALYSIS.

As shown in charts I and 2, there has been a substantial increase in total

dollars spent for both fixed-price and cost-reimbursement contracts.

Likewise, the number of actions for both fixed-price and cost-reimbursement

contracts have also increased as shown in charts 7 and 8. This is true across

all three services and DLA, although there are slight variations among

services as to percentage increases.

Generally the data reflects the increase in overall defense spending that

is associated with the 1981 change in the Administration.

As shown in chart 3, the percent of dollars spent on fixed-price contracts

has increased relative to cost-reimbursement contracts for all services.

There has been no change in the DLA percentage, since 100% of these actions

are fixed-price. Chart 4 shows some variability for the Army over time, but a

substantial increase is evident from 52% in FY75 to 66% in FY85.

A further breakout of Army fixed-price contracts in chart 5 shows little

change in percent of dollars spent for redeterminable contracts (about 1%) and

a balancing of incentive fee and economic price adjustment (EPA) contracts

(about 11%). There is an unexplained dramatic decline in EPA contracts in

1979.

3
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Chart 6 reflects the gradual decrease in all cost-reimbursement contracts

other than no fee. Cost-reimbursement (no fee) contracts have been a

relatively constant 2% to 3% over the eleven year period.

The change in dollar reporting threshold is obvious in chart 7, but it

still shows a doubling in number of fixed-price actions for all three services

from FY75 to FY82. This increase may be a reflection of Army policy which

encourages fixed-price contracting or of the Army systems moving into

production and fielding. Despite the change in the reporting threshold,

dollars spent on Army supply contracts have grown from $7,181M in FY 1979 to

$20,760M in FY 1985. During the same period, expenditures on R&D contracts

exhibit a more moderate increase from $1,870M to $2,498M. Chart 8 shows a

similar increase for Navy cost-reimbursement contracts but little change for

the Army and Air Force. These charts give a gross indication of workload and

suggest that a comparison with personnel staffing levels over the same time

period would be appropriate.

Chart 9 shows a slight increase in fixed-price contracts as a percent of

total actions until FY82 and then a slight decrease through FY85 for all three

services. This inflection is probably also due to the change in dollar

reporting threshold. Likewise, the upward trend in Army firm-fixed price

actions is evident in chart 10 through FY82. Charts 11 and 12 break out the

balance of contract types over FY75 to FY85. No dramatic changes are evident.

F. FINDINSS.

This project provides a graphic description of the total dollars spent and

number of contract actions for all services and DLA for FY75 through FY85. It

is unfortunate that the change in action reporting distorts the figures, but

in reviewing the figures the reader must extend the 1982 data and modify as

deemed necessary to find the "true" trends.

The primary findings on contract type trends are:
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o Fixed-price dollars in the Army are up substantially in the 11 year

period - from six billion dollars in FY75 to over 26 billion dollars in FY85

for actions over $25,000.

o At the same time cost-reimbursement dollars have at least doubled.

o The ratio of fixed-price to cost-reimbursement dollars has gradually
U7

increased over these years.

o Firm-fixed-price percent has increased from 52% to at least 65% with

great variability.

o Fixed-price actions roughly doubled from FY75 to FY82 when the

reporting threshold increased.

o The fixed-price percent of actions has increased slightly (with a

corresponding slight decrease in cost-reimbursement actions).

o Firm-fixed-price actions have also increased somewhat as a percent of

total actions.

o The far greater increase in fixed-price and firm-fixed-priced dollars

versus actions indicate that much of this change has been in large value

contracts. This increase could be a reflection of Army R&D policy change or

more likely because of the huge increase in Army supply contracts of more R&D

systems moving into production.

o Curiously no other contract types showed significant trends over the

years, but cost-plus-fixed-fee contracts have shown great variability in

dollars and actions. No new contract types of any kind have been introduced.

This lack of movement in cost-reimbursement contract type in the face of

considerable environmental change may indicate an inertial bias.

o No other inferences can be made without additional research beyond the

mere observation of contract-type data.
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