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FOREWORD

In April 1994, Section C of the Program Management Course (PMC 94-1) embarked on
a project to review the oversight by Congress of DoD acquisition programs with the aim of
continuous improvement. The section divided into three teams. The charter for Team 1 was to
analyze the pending legislation in the House and Senate concerning acquisition reform to
determine potential impacts on DoD. Team 2 was chartered to examine the recurring formal
oversight documentation required by Congress. And Team 3 was chartered to examine the one-
time reports required by law and committee language. For each team, a learning contract was
developed and signed which summarized the team’s planned objectives, as well as the methods,
resources, schedule and products to be used and/or produced by the team. The final products
for each team includes a series of briefings, an article suitable for publication and a final report.
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PREFACE

The sole intent of this handbook is to
provide instructive, plain language
guidance to assist all program
managers, program offices, and other
activities involved in the preparation,
analysis and defense of Research,
Development, Test and Evaluation
(RDT&E) budget justification
exhibits,

This handbook stresses the impor-
tance of the information requested in
each of the exhibits and provides
step-by-step instructions on the prep-
aration, analysis/scrub of the exhib-
its, and tips on how to defend the
program to higher authority within
the Service, Office of the Secretary
of Defense, and the Congress.

This handbook, by its very nature, is
a living document. Based on past
history, the RDT&E Exhibits change
on an annual basis. Thus. the
reader's feedback is extremely useful
and necessary.

In April 1994, the OSD Comptroller
unveiled a draft revision to Chapter
Five of the Financial Management
Regulation. Several new RDT&E
budget exhibits were developed that
retained useful portions of the then
existing descriptive summary formats
and the RD-2 exhibit and provided

summary level information on
resource planning and budgeting
structure, schedule progress, cost
basis, fiscal status, and the rationale
for evolutionary changes. The
revised exhibits were similar in
concept and format to existing in-
vestment procurement exhibits.
After incorporating comments from
the Services, the OSD Comptroller
revised the initial draft and finalized
the new RDT&E budget exhibits in
May 1994. This Handbook concen-
trates solely on those new exhibits,
the R-1, R-2, and R-3. This hand-

- book and the RDT&E exhibits are

available in electronic format from
the Defense Systems Management
College.

The handbook is provided to you by
Section C, a group of senior O-6 and
GM-1S5s, of the Program Manage-
ment Course 94-1 at the Defense
Systems Management College as a
product of their PROJECT KAIZEN.
KAIZEN is a process of continual

- improvement.

Q The Japanese
kanji

4 characters to
the left
‘\ translate as
s kaizen. The

class's collec-
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tive experience, insights into the pro-
cess, trials, tribulations, and assorted
scars lend an aura of realism to this
document that cannot be purchased
or otherwise obtained by the individ-
ual Program Manager.

The authors would like to thank Jay
Gould for planting and nurturing the
KAIZEN seed, Jack Lynn for his
vision and mentorship during the
handbook preparation, and DSMC
for the forbearance to allow us to en-
rich our educational experience.

CRAIG A. FARR
DENNIS L. RYAN

Ft Belvoir, Virginia
June 1994
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GENERAL

PURPOSE:

Research, Development, Test and
Evaluation (RDT&E) budget exhibits
are among the most highly scruti-
nized budget justifications of all
exhibits reviewed by Service and
Office of the Secretary of Defense
(OSD) Comptroller and the profes-
sional staffs of the four main Con-
gressional defense subcommittees.
Although acquisistion program,
RDT&E funding is relatively small
in comparison with Procurement and
the life cycle Operations and Mainte-
nance (O&M) funding required, it
lays the corner stone for the entire
program. If the system development
is delayed, faulty, or otherwise does
not match the baseline, the
program's entire funding profile for
RDT&E, Procurement, and O&M
can be affected. The RDT&E bud-
get exhibits are the primary informa-
tion source referred to by members
of Congress and their staffs and the .
OSD and Service budget analysts in
making the decisions which impact
your program. These decisions can
accelerate, terminate, delay, decre-
ment, plus-up or otherwise alter the
basic program structure.

If the RDT&E exhibits are incom-
plete, inaccurate, confusing. or

inconsistent with other budgetary and
programmatic information provided
to the Services, OSD or the Con-
gress, the program may be adversely
impacted in error. You can hope
that if errors or inconsistencies are
found you will be offered the oppor-
tunity to explain. More often than
not due to lack of time, adverse
funding action may be taken without
further input. Congressional staffers
enjoy many outside sources of infor-
mation which they will use as
counterpoints to the DoD budget
submissions. At the very least, a
significant portion of the Program
Manager's time and effort will be
spent in justifying his program to a
staffer or budget analyst who thinks
that they have found a wounded or
fat program and identified inappro-
priate use of the taxpayer's dollars.

The DoD Financial Management
Regulation, Volume 2A, Chapter 1,
and Volume 2B, Chapter 5, address-
es the requirements for RDT&E
budget justification and submittal of
the RDT&E exhibits. The Financial
Management Regulation is written at
a high level and the reader is as-
sumed to be experienced in the
preparation of RDT&E exhibits.
Most new Program Managers do not
enjoy that level of experience.
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Hence, the intent of this handbook is
to clarify in understandable terms
which RDT&E exhibits must be pre-
pared, what information they must
possess, sage advice and tips, how to
self examine them as the analyst
will. and share the more common
errors. Although Program Managers
are the primary audience, this hand-
book should prove useful to all those
who must prepare, review, justify,
and scrub RDT&E Budget Exhibits.

USER COMMENTS:

Users of this handbook are requested
and encouraged to provide comments
so that this publication can be both
continually improved and kept
current. The RDT&E exhibits are
revised frequently. both in content,
details, and number. Although the
exhibits underwent radical changes
in 1994, it is quite conceivable that
there will be a maturation process
after the 1994 initial submissions and
thus revision soon afterward. We
request that any comments or sug-
gestions for improvement be for-
warded to the Defense Systems
Management College, Financial
Management Department (FD-FM),
9820 Belvoir Road Suite 638, Ft
Belvoir, Virginia 22060-5565, 703-
805-2631.

SUBMISSION FREQUENCY:

RDT&E exhibits are required three
times during the first year of the
Biennial Budget for Program Objec-
tives Memorandum (POM) submis-
sion, for the Service Budget Estimate
submission to OSD, and for the
President’s Budget submission to
Congress. Although we are required
to prepare Biennial Budgets, actual
documentation inputs have taken on
the nature of an annual submission.
Actual timelines for submission and
review up the Service chain of com-
mands vary from Service to Service.
Although each Service provides
letters of instruction in a more or
less timely manner prior to required
submission dates, waiting until
receipt of a written requirement to
prepare these exhibits generally leads
to long hours, incomplete infor-
mation, and organizational stress.
The best policy is to keep these
exhibits generally updated on a
periodic basis with a preplanned
cycle for preparation and internal
review prior to the usual submission
dates. Living in the reactive mode
rather than the preemptive strike
mode can only lead to unsuccessful
RDT&E budget exhibit submissions.

Budget Preparation:
RDT&E exhibits which support the
transition from Service POMs to

Service Budgets are normally sub-
mitted within 30 days of the POM
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submission by the respective Servic-
es and reflect the program contained
in the Future Years Development
Plan (FYDP), which is based on the
approved Service program. Any
changes such « pricing refinements
or inilation udjustments should be
noted on the exhibits. RDT&E
exhibits must stay within the funded
POM program and not reflect any
"unfunded requirements”. Unfunded
requirements are provided separately
up the Service chain of command for
consideration.

Budget Estimate Submission:

These RDT&E Exhibits are submit-
ted with and support the Services'
Budget Submission to OSD and
subsequent OSD/OMB hearings.
They reflect the same program years
as submitted in the approved FYDP.
Since these exhibits are used by the
OSD staff to evaluate the Service
budget in general and the program in
particular during the OSD Program
Budget Decision (PBD) process, they
are critical and must be both accu-
rate ad informative in terms of
explaining any apparent anomalies
and funding, schedule. or technical
changes.

President's Budget Submission to
Congress:

The President's Budget is generally

locked up by the OSD Comptroller
in the late December timeframe.

The exhibits must be submitted to
OSD in final form in January of
each year and must reflect any
changes to the program as a result of
the OSD Program Budget Decision
(PBD) process. The funding profiles
across the FYDP must match the
funds in the President's Budget.
Recommendations by the profes-
sional staff of the Defense Authori-
zation and Appropriation Committees
and decisions in Congress may be
made solely upon the information
and content of these exhibits. Accu-
racy, completeness, and stand alone
data content is of paramount impor-
tance. This fact cannot be over
emphasized. Since simple errors can
kill a program, they must be pre-
pared error-free.

Figure 1 will show the relative
timeframes for submissions to meet
Service, OSD, and Congressional
requirements. Although the Con-
gressional budget and mark-up cycle
can vary significantly from year to
year, the submission dates of the
Budget Preparation, Budget Esti-
mates, and President's Budget Sub-
mission remain fairly constant.

REQUIRED EXHIBITS:

Although the required exhibits do
not duplicate data, they do tend to
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feed upon one another and must
therefore always be in harmony.
Figure 2 provides a quick reference
guide synopsizing the RDT&E
budget exhibits.

INTERFACE WITH OTHER
PROGRAMMATIC DOCUMEN-
TATION:

Much of the other required docu-
mentation for ACAT [ programs
(Congressional Data Sheets (CDS),
Selected Acquisition Report (SAR).
Acquisition Program Baseline
(APB), Operational Requirements
Document (ORD), Defense Acquisi-
tion Executive Summary (DAES),
etc.) provides data that is either
similar to or duplicates that con-
tained in the RDT&E exhibits. The
required documentation for all
ACAT programs is identified in
DoDI 5000.2. It is imperative that a
thorough analysis of this documen-
tation be accomplished so that there
is consistency b. iween them and the
RDT&E exhibits and any differences
are clearly justified. '

As an example, the SAR and DAES
Reports both contain data that is
required in the R-2 (Mission De-
scription, Program Change Summa-
ry. Other Program Funding Summa-
ry. and Schedule Profile (Acquisi-
tion. Contract, and T&E Mile-
stones)) and the R-3 (Contract Data.

Contractor ldentification, Award
Dates, and Annual Budget Values).

HANDBOOK USAGE:

Examples of each RDT&E exhibit
required for submission to Service
headquarters, OSD, and the Con-
gress are portrayed on the pages
following the narrative description
and completion instructions for each.
Each entry on the exhibits is num-
bered and corresponds to a matching
numbered set of instructions on the
pages immediately preceding.

ELECTRONIC FORMAT:

The OSD Comptroller has neither
specified nor provided a standard
format that could be used for elec-
tronic submission of the required
exhibits. The basic problem is that
the OSD Comptroller offices use a
XEROX computer system with a
proprietary operating system that is
not compatible with MSDOS or
Maclntosh formats. A number of
program offices within the Services
and OSD prepare and transmit these
exhibits in dual (electronic and
paper) formats using one of the more
common word processing or spread-
sheet programs available. Individual
Services have specific requirements
which must be checked. Navy, for
instance, requires RDT&E exhibits
to be submitted in WordPerfect 5.1
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format on hardcopy and either on a
floppy disk cr by electronic data
transfer.

Informal discussions with
Congressional staffs of the Defense
Committees have indicated their
personal willingness to accept these
exhibits electronically via floppy
disk. One of the reasons that a
Program Office is often asked to
provide additional data or a copy of
that which has already been submit-
ted is that it is easier and more time
efficient for the staffer to ask a ques-
tion than to go find and wade thru
the voluminous paper that already
exists somewhere on the Hill.
Electronic submission would save
both time and effort.

This handbook and the RDT&E
exhibits are available in electronic
format from the Defense Systems
Management College. The RDT&E
exhibits are provided in an EXCEL
format in order to simplify their
development.

BUDGET APPROVAL:

Recognize that all macro issues
(political environment.
Gramm/Rudman/Hollings seques-
trations, inflation indices adjust-
ments. general reductions. etc.) will
eventually impact your program. Be
aware of which organizations can

impact your program and where in
the budget cycle they can exert
influence. Visit all of the responsi-
ble individuals who will coordinate
or review your budget. Learn what
their pressures are. Do they have an
interest in your program, either
adverse or supportive? Where in the
overall priority order does your
program fall in their point of view?
Ensure that they are knowledgeable
about your program. Invite them to
major reviews or set up a visit to
your major contractor. Be proactive
in the relationship, not reactive.
They have multiple programs to
worry about and generally work the
hot actions first. By the time an
issue regarding your program surfac-
es, their time to deal with it may be
very short. The analyst or action
officer may not have time to consult
you even if he knows who to call.
Suddenly you may be fighting a
rearguard action that could have
been prevented with proper prepara-
tion.

Budget hearings are a fact of life for
the Program Manager. Preparation
is the key to survival. Properly
prepared RDT&E exhibits can elimi-
nate or mitigate a potentially ad-
versarial hearing. Establish a rap-
port with the Service and OSD
budget analyst in advance of the
hearings. Invite him/her to visit the
program office and/or contractor's
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facility. Find out what the analyst's
concerns are. Learn what outside
pressures may be affecting your
program. Be prepared to explain
how and why your current exhibits
are different from any previous
submittals. Find out what questions
were asked at the previous hearings
and if they were answered to the
OSD: budget analyst's satisfaction. It
is possible that answers did not
adequately address the analyst's con-
cerns, but they decided not to pursue
it further at that hearing. If program
funding was decremented or in-
crzased in prior years, find out what
the rationale was by reviewing the
Program Budget Decisions (PBD).

Prepare in advance for the hearing
itself. Rehearse the analyst's ques-
tions and your answers in advance.
Find a devil's advocate to critically
review your sessions. Focus on the
advance questions, but prepare for
other areas that could be addressed
as well. Limit attendance at the
hearing to the absolute minimum (3-
4). Bring any financial or technical
experts necessary to answer the
questions. Do not submit revised
RDT&E exhibits at the hearing!
Have sufficient back-up material
present. Use the back-ups to fully
and completely answer questions as
necessary. Stick to the questions
asked. Do not offer up opinions or
open up new areas of discussion.

10

Argue factual errors, but tread
lightly on opinions. If you do not
have the answers with you or are not
fully conversant in the area of inter-
est, do not attempt to adlib. Provide
the appropriate material as a follow
up to the hearing, but in a timely
manner.

A PBD may be written by the OSD
analyst that decrements or otherwise
adjusts your program. Usually a
draft PBD is distributed before the
fina] version goes forward for sig-
nature. The time allotted to respond
to a PBD is always short, but it can
range from 72 to 2 hours. Always
prepare and submit a reclama. In
preparing your reclama. attack the
rationale behind the adverse action.
Find the weak point in the logic or
opinion and prove it false. Coordi-
nate with your Program Executive
Officer, but do not rely solely on
your Service chain of command.
Enlist the aid of the OSD staff,
either the action officer within Di-
rector, Tactical Systems or Director,
Strategic Systems, USD(A&T), or
the DT&E/OT&E action officers as
appropriate. They can submit a
separate reclama up their chains of
command that supports, echoes, or
complements your position.
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RDT&E BUDGET EXHIBITS

In May 1994, the OSD Comptroller
revised the RDT&E budget justi-
fication exhibits. There will be a
revision to Chapter 5 of the Finan-
cial Management Regulation to re-
flect instructions for these new
exhibits. Appendix A provides
portions of Chapter 5 of the Finan-
cial Management Regulation that
pertain to the R-2 and R-3 exhibits.
The new RDT&E budget exhibits re-
tained useful portions of the then
existing descriptive summary formats
and provided summary level infor-
mation on resource planning and
budgeting structure, schedule prog-
ress, cost basis, fiscal status, and the
rationale for evolutionary changes.
The revised exhibits are similar in
concept and format to existing
investment procurement exhibits.
Indications are that the OSD Comp-
troller intends to require these new
exhibits for use commencing with
the FY 1996 Budget Estimate sub-
mission. o

The OSD Comptroller has stated that
the objectives of these new exhibits
are to provide superior justification
material, streamline the RDT&E
budget examination. standardize
investment budget justification ex-
hibits, and improve utility of
RDT&E program budget informa-
tion.

12

The new exhibits tend to borrow
heavily from the existing Procure-
ment exhibits, even to use of the
same forms while changing "Pro-
curement" to "RDT&E". The
RDT&E exhibits are listed below.
Examples of each RDT&E exhibit
are contained in the pages following
the narrative description and comple-
tion instructions for each. Each
entry on the form is numbered and
corresponds to 2 matching numbered
set of instructions on the pages
preceding.

1. RDT&E Programs (R-1) (Figure
3)

Summary document for presenting
the DoD's annual RDT&E budget to
Congress. Contains all of the
RDT&E Program Elements as line
items. Prepared at the Service level.

2. RDT&E Budget Item Justifi-
cation Sheet (R-2) (Figure 4)

Provides a summary FYDP funding
profile by Program Element and the
projects within, a description of the
program and justification for the
budget year (BY 1) and budget year
plus one (BY2). Prepared by the
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Program Manager.

3.RDT&E Program Element/Project
Cost Breakdown (R-3) (Figure 5)

Allocates each project into
standardized subcategories (hardware
development, equipment acquisition,
software development, test & evalua-
tion. personnel, travel, etc.) with
each subcategory's funding profile
across the FYDP. Prepared by the
Program Manager.
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CONTENT

BUDGET ITEM JUSTI-

FICATION (R-2)

RDTSE BUDGET EXEIBITS

PE/PROJECT COST
BREAKDOWN (R-3)

APPLICABILITY

R_. program ele-
ments & prolects

Budget Activities
4, 5, & 7 only.

Resource sSumdary

FY, CY, BY1l, BY2,
BY2+1, BY2+2, BY2+-
%, BY2+4, Cost to
“omplete, Total
Cost.

PY, CY, BY1l, BY2

Lescribes program,
justifies PY thru
EY2 & Budget Activ-
ity assignment, de-
tails Acquisition
strategy. Speci-
fies major activi-
ries & funding.
Total funding must
match Resource Sum-
mary & R-3,

Not Required

E:plains funding,
schedule & techni-
cal changes from
last submittal

Not Required —q

Related Procure-
ment, MILCON &
KDTsE funding

Not Required

Acg, Eng, T&E, Con-
-ract, etc. mile-
stone time.ine.

Not Required

Program Crnanges
JTaer Funding
Z-nedule Proi-_=

ot Required

Provides WBS format
of cost categories.
Totals match R-2.

o
) .n
e d
("\
[ m
-t
[¢)]
Q
o
¢
1}
[}\
"

Not Reguired

Contract, Govern-
ment, Support &
T&E, funding
splits. Matches R-
2 totals.

LLo.gation/Ercend:

ture Dats

\——_—'—‘—_—'m
:]54
Wi
4
$e
)]
]
ot
]
Q
\
9
[}
mn
(4 4
)
e

PY, CY, BY1l, BY2
obl & exp plans.
Matches R-2 totals.
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FIGURE 2
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RDT&E PROGRAMS R-1)

The R-1 (Figure 3) is the basic
document that presents the total
RDT&E requirements from each
Service/Agency to OSD and then
from OSD to Congress. The lowest
level of detail is at the program ele-
ment level. R-1 exhibits are gener-
ally prepared by the Service/Agency
Comptroller. It is critical. however,
that the funding profiles match those
in the R-2 and R-3 exhibits.

R-1 line items are program elements,
which define a development effort
with specific design, cost, schedule
and capability parameters. All costs
of basic and applied scientific
research, development, test and
evaluation including maintenance,
rehabilitation, and lease/operation of
facilities and equipment are included.
Each R-1 line item also identifies the
program element name and its
budget activity. The R-1 specifies
the appropriation in which each
Program Element belongs.

INFORMATION ON THE R-1

The R-1 exhibit contains the follow-
ing information:

- Program element title and

number, Budget Activity, and
Appropriation.

15

- R-1 line items arranged in
ascending program element
numerical order within
research categories and
grouped by budget activity.

- Total Obligation Authority
(TOA) for the prior fiscal year
(PY), the current year (CY),
budget year one (BY1), and
budget year two (BY2).

- Summaries by (1) Research
Categories, (2) Budget Activi-
ties, and (3) FYDP Programs
for OSD and each of the
Services.

COMMON ERRORS:

I. Incorrect nomenclature, PE
number, budget activity, appropri-
ation, or funding profile.

2. Inconsistency between the exhib-
its. Funding profiles must track
between the R-1, R-2, and R-3
exhibits. The Program Manager
must review the R-1 to ensure that
his version of the Program Element
totals match those in the R-1. Tran-
scription errors have been known to
happen. Do not automatically as-
sume that the R-1 is correct without
checking its validity with the Comp-
troller.
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3.  Too many years. missing
years, years out of sequence.
Funding profiles beyond BY2
entered. Funding profiles attached
to wrong programs. :
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RDT&E BUDGET ITEM JUSTIFICATION SHEET (R-2)

The R-2 (Figure 4) provides a top-
level summary of the Program Ele-
ment with its internal projects. An
R-2 is prepared for each R-1] line
item (i.e., program element). If
there is more than one project within
a program element. an additional,
separate R-2 is prepared for each
project. Use of the landscape format
is required.

INFORMATION ON THE R-2

- A historical (PY). current
(CY), and projected ( BY1,
BY2, BY2+1, BY2+2,
BY2+3, BY2+4) funding
profile.

- Summary listing of the
program element and its
projects.

- Narrative description and
justification of the program
element and each project.

- Explanation of funding, sched-
ule or technical parameter
changes since the last budget
submit.

- Identification and funding pro-
file for related Procurement,
MILCON, and RDT&E
efforts.

18

Tracking mechanism for and
identification of critical pro-
grammatic events.

INSTRUCTIONS FOR PREPA-
RATION OF THE R-2 EXHIBIT:

The paragraph numbers are keyed to
specific areas on the R-2 at Figure
4,

1. DATE: Enter the month and
year of the submission. This will be
the date the submittal is required,
not necessarily the date prepared.

2. APPROPRIATION/BUDGET
ACTIVITY: Enter the Appropri-
ation (RDT&E) and Budget Activity
Number (BA-X). This information
can be found on the R-1 exhibit.
Budget Activities are defined in
Definition of Terms.

3. R-1ITEM NOMENCLA-
TURE: Enter the R-1 line item
number, Program Element Name
(i.e., TOMAHAWK) and number
(i.e., 0604123N).

4. RESOURCE SUMMARY:

4A. Provide a summary funding
profile (PY, CY, BY1, BY2,
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BY2+1, BY2+2. BY2+3, BY2+4)
for the program element (PE).
Change the PY, CY,. etc. nomen-
clature to the actual fiscal years
being portrayed (FY94, FY95, etc.).
If there is only one project within
the PE, filling out this line (4A) will
be sufficient. If the PE represents a
continuing type effort without a
distinct completion date rather than
an acquisition program with a defi-
nite life, mark the "Cost To Com-
plete” and "Total Cost” as "Continu-
ing"” rather than providing actual
values. With respect to the FYPY
column, if PEs have been combined,
restructured, or realigned and the
prior year was made up of more than
one PE, footnote the box and pro-
vide an explanation identifying the
PEs that were combined, restruc-
tured, or realigned and the funding
involved from each. New starts
must be specifically identified as
such. '

4B. If there are two or more

projects within the PE. provide a
funding profile separately for each
project on the summary program
element R-2. If there are distinct
project initiations and completions,
the "Cost to Complete” and "Total
Cost" values should be provided.
Additionally, prepare a separate R-2
for each project if there are multiple
projects.

19

5. MISSION DESCRIPTION

AND BUDGET ITEM JUSTIFI-
CATION:

a. On the summary program
element R-2, provide a narrative
description/justification for the
program element. Relate the need
and threat and how this program
satisfies the need. The summary
program element R-2 page must
justify why the PE should be or is
assigned to the Budget Activity
indicated in number 2 above.

b. On the project R-2s,
provide a description/justification for
the project in bulletized format. The
lead sheet will be formatted with a
heading similar to page 21 of this
handbook. The descrip-
tion/justification only have to be
provided for the prior year, current
year, and the budget years (PY, CY,
BY1, BY2). Change the PY, CY,
etc. nomenclature to the actual fiscal
years being portrayed (FY94, FYYS,
etc.). Identify three, preferably
more, activities in each fiscal year
and the funding associated with each
activity in the bulletized narrative.
The total of the activities funding
should match the total project funds.
Therefore, identify a sufficient
number of activities to account for
all of the funding requested. Do not
include any unfunded requirements.
If the totals do not match, provide a
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short explanation. Identification of
activities and the associated funding
is another data sort that must relate
to the cost categories and performing
organizations data requested in the
R-3 exhibit. If you are required to
provide an R-3, this identification of
activities funding may be redundant.
Recommend use of a relational
spreadsheet to keep these data sorts
consistent. You may be asked to
explain the relationship between
these three ways of cutting the finan-
cial data. '

c. Provide a succinct explana-
tion of the acquisition, management,
and contracting strategies at the PE
and/or project level as applicable.

6. PROGRAM CHANGE SUM-
MARY: Usually, there will have
been changes made to the funding
profile in the President's Budget by
Congressional marks. changes in
Service priorities, and Comptroller
Program Budget Decisions. Thus,
this section will generally be re-
quired. Developing the financial
data in a spreadsheet application and
then importing it into a word pro-
cessing application for presentation
should save you time initially and
simplify the comparison process in
this submission and future ones.

At the program element and/or
project level, determine if there have

20

been changes in funding, schedule or
technical parameters since the previ-
ous budget submission to OSD/Con-

gress.

Enter in the table for PY, CY,
BY1, BY2 and Total Cost, the
"Previous President's Budget", the
"Appropriated Value" by Congress,
and any other "Adjustments to the
Appropriated Value" made by the
Service or Comptrolier. The net
result on a per fiscal year basis will
be the "Current Budget Sub-
mit/President's Budget".

In the "Change Summary Ex-
planation”, provide a clear and
concise narrative explanation of any
changes in funding, schedule, or
technical parameters. For schedule
or technical parameters, first identify
the change and then the rationale.
Repeat or refer to more detailed
budget information provided in other
budget exhibits. You may refer as
necessary to more detailed reports or
other documentation that is available.
Realize that you may have to provide
this supplementary documentation, if
the OSD Analyst or Congressional
staffer requests them. It may be
more prudent to provide a clear,
concise and stand-alone rationale and
hold the amplifying reports as back-
up material.

7. OTHER PROGRAM FUND-
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ING SUMMARY: Development

programs generally lead to Procure-
ment and Military Construction
(MILCON) requirements. Some
projects may depend on concurrent
developments funded in other
RDT&E program elements. Change
the PY, CY, etc. nomenclature to
the actual fiscal years being por-
traved (FY94. FY95. etc.).

a. Identify the Procurement
funding (specify all P-1 line items
and names) that is tied to this
RDT&E effort. Provide the funding
profile as requested (PY. CY, BY1,
BY2. BY2+1. BY2+2, BY2+3,
BY2+4, Cost to Complete, and
Total Cost).  State "None" if that
applies. Ensure that the funding
lines match what is provided on the
other Appropriation's exhibits.

b. Identity any Military Con-
struction funding by project name
and identifying number that is tied to
this RDT&E effort. Provide the
funding profile as requested (PY.
CY. BYI, BY2, BY2+1. BY2+2,
BY2+3, BY2+4. Cost to Complete.
and Total Cost).  State “None" if
that applies. Ensure that the funding
lines match what is provided on the
other Appropriation's exhibits.

c. Identify related RDT&E
efforts with the PE name and num-
ber. If funding dependencies exist
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between the PEs, provide the fund-
ing profile as requested (PY, CY,
BY1, BY2, BY2+1, BY2+2,
BY2+3, BY2+4, Cost to Complete,
and Total Cost). If there is more
than one related PE, identify all that
are applicable. If no funding depen-
dencies exist, you do not have to
include the funding profile. State
"None" if that applies. Because the
program elements may not fall under
your purview, coordination with
these other program managers is
essential during preparation of these
exhibits.

8. SCHEDULE PROFILE: The
schedule profile is to be completed
for all acquisition programs which
should be identified in Budget Activ-
ities 4, 5, and 7. Provide actual
(i.e., PY, CY) or planned (i.e., CY,
BY1, BY2) event information by
quarter. Change the PY. CY, etc.
nomenclature to the actual fiscal
years being portrayed (FY94, FY95,
etc.). Mark actual events with an
asterisk. Enter a minimum of three
events in each year and especially
any Acquisition Program Baseline
events occurring within the
timeframe. Include major events
regarding acquisition, engineering
(PDR, CDR), test and evaluation,
contracts, etc. For those events that
occur beyond BY2, provide a sepa-
rate list of the major milestones and
test and evaluation events, such as
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Long Lead, LRIP. MSII, MSHIL,
I0C, LFT&E, DT&E
start/complete, IOT&E
start/complete. The concept is to
provide a trackable series of major
events that will then be repeated and
displayed on subsequent RDT&E
budget submissions. thus allowing
the health of the program to be
readily discerned.

Q. Number this page in sequence
and provide the total number of
exhibit pages that are associated with
the R-1 item (i.e.. 9 of 10). Provide
the R-1 line item number below the
page information.

You are not limited to the
pages contained herein. Add
continuation pages as necessary but
include the DATE, APPROPRIA-
TION/BUDGET ACTIVITY. and R-
| ITEM NOMENCLATURE infor-
mation on each page.

10. CLASSIFICATION: Mark
each page in the center at the top
and bottom with the classification of
the page. If the page is unclassified,
mark it "UNCLASSIFIED". The
total program element R-2 shall be
marked with the highest level of
classification of the individual exhib-
its associated with the program. If
the summary program element R-2
contains only unclassified informa-
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tion, mark it additionally with "Un-
classified upon removal of attach-
ments." Bracket all classified mate-
rial at the smallest level (i.e., by the
word, phrase, or sentence). Each
paragraph must have its own classi-
fication. On classified PEs, the
classification and declassification
instructions must be placed on the
first page in the lower left hand
corner. Do not place classifica-
tion/declassification instructions on
every page and do not include as
part of a footer.

COMMON ERRORS:

1.  Wrong nomenclature or PE
number. Check the R-1 exhibit.
Question the Service/Agency/OSD
Comptroller if the R-1 appears 10 be
in error.

2. Inconsistency between the R-1,
R-2 and R-3 exhibits. Funding pro-
files, schedule, narratives must
track.

3. Too many years, missing
years, years out of sequence.

4. Narrative description ot
updated from prior submissions to
reflect current year's status. Should
be able to portray a picture of
accomplishment and progress.

5. Unfunded requirements reflect-
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ed in the narrative. Statement ad-
dressing unfunded requirements tend
to undermine the program and may
leave the impression that the pro-
gram is not executable.

6. Assuming extensive prior
program knowledge in the narrative.
Make the narrative read so that the
"guy off the street” can understand
1t.

7. Not revealing problems. It
1s easy to stress successes in the
program, but the failures and the
plans to overcome them must be
given equal importance. "It's not a
sin to have a problem. It is a sin
not to tell me about it." (RADM
Jeff Metzel, TRIDENT System
Program Manager).

8. Being too specific in the
Schedule Profile. Provide events
within the QUARTER that they will
occur. Keep yourself from having to
explain minor slips that do not
impact the overall program.

9. Funding profiles identified
under Related Programs that do not
match their own specific budget
justification submittals.

10. Improper classification

and classification markings i nmprop-
erly annotated.

23

ITEMS TO BE CHECKED FOR
PROGRAM REVIEW:

1. Does the T&E schedule match
that in the Test and Evaluation
Master Plan? Do the T&E accom-
plishments match those in the DAES
reports or the Congressional T&E
Data Sheets? Is an event implied as
having occurred when it really has-
n't? Do the T&E milestones por-
trayed present the critical T&E
events? Are they the ones that either
must be accomplished or the pro-
gram comes to "all stop".

2. From the exhibits, can a novice
understand...

-- What is being developed?

-- What the system is supposed to
do? '

-- What threat is being countered?

-- What the adverse impacts are if
the system is not available?

-- What other systems it interfaces
with?

-- What other funding is necessary?
-- What the critical milestones are?

3. If any of the budget years are not
funded, explain how the program
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can continue without a break. If a 8. Have separate R-2s been pre-
perceived break occurs, the review- pared for the distinct projects?

ing analyst may not consider the pro-
gram executable.

4. Is the acquisition strategy tied to
the program risk? Can you explain
why a certain contract method and
type is recommended?

5. Fully explain the difference
between previous President's Budget
Submissions and the current
President's Budget Submission. Be
aware that cost growth can be per-
ceived as a program that will contin-
ue to have cost problems. An ana-
lyst may perceive the program to be
unaffordable and recommend termi-
nation. Also, schedule changes
usually impact the funding profile.
If schedules are changed without a
corresponding adjustment to the
funding profile, the funding profile
will be questioned.

6. Are milestones tied to the pro-
gram funding profile and schedule?
Be aware that a disconnect between
funding. schedule. and milestones
will be questioned.

7. Are any unfunded requirements
detailed in the R-2? If so, the ana-
lyst may decide that the program as
presented is not properly funded and
thus inexecutable. Do not list un-
funded requirements.
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- RDT&E PROGRAM ELEMENT/
PROJECT COST BREAKDOWN (R-3)

The R-3 (Figure 5) series exhibits
are required only for projects in
RDT&E Budget Activities 4. S, and
7. A separate R-3 exhibit must be
provided for each project identified
in the summary R-3. If the program
element is not divided into projects,
then the PE itself is defined as a
project for purposes of submitting an
R-3 exhibit. Use of the landscape
format is required. You are not
limited to the three pages contained
herein. Add continuation pages as
necessary but include the DATE,
APPROPRIATION/BUDGET AC-
TIVITY, R-1 ITEM NOMENCLA-
TURE and funding profile informa-
tion on each page.

INFORMATION ON THE R-3:

- ‘Project costs in a standardized
format similar to a Work
Breakdown Structure.

- A rolling comparison of
budget values taken from the
applicable President’'s Budgets
and budget estimates.

- All the research that the
Comptroller would like to
have accomplished but does
not have the time or
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experience to do.

- Primary and major contracts,
contracted services,
administrative and SETA
support, FFRDC support,
government supporting orga-
nizations and government
furnished property.

- Basic contract data (award
date, funding, Estimate at
Completion (EAC)). Funding
profiles for other support.

- Test and evaluation costs.

- Provides a history and
comparison of planned versus
actual obligations and expendi-
tures.

INSTRUCTIONS FOR PREPA-
RATION OF THE R-3 EXHIBIT:

The paragraph numbers are keyed to
specific areas on the R-3 at Figure
5.

1. DATE: Enter the month and
year of the submission. This will be
the date the submittal is required,
not necessarily the date prepared. It
is important to footnote any data that
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is time sensitive with the actual date
prepared.

2. APPROPRIATION/BUDGET

ACTIVITY: Enter the Appropri-
ation (RDT&E) and Budget Activity
Number (BA-X). Budget Activities
are defined in the Definition of
Terms.

3. R-1 ITEM NOMENCLA-

TURE: Enter the R-1 line item
number, Program Element Name
(i.e.. PATRIOT) and number (i.e.,
0604123A).

4. PROJECT COST BREAK-
DOWN: Provide cost information
allocated to cost categories for the
PY. CY. BY1, and BY?2 fiscal
years. Change the PY. CY, etc.
nomenclature to the actual fiscal
years being portrayed (FY94, FY95,
etc.). The sum total of the funding
profiles by fiscal year for the cost
categories must match the resources
shown on the R-2 exhibits.

5. PROJECT COST CATEGO-

RIES: Sample cost categories are
shown below as the OSD
Comptroller's concept of typical
categories of various defense
RDT&E programs. There is no
requirement to blindly use these
categories. If these sample cost
categories correspond to your

28

program's Work Breakdown Struc-
ture (WBS), then use them individu-
ally or in total. If your program's
WBS supports other categories, use
them. There is no requirement to
use cost categories other than those
used by your program office in
normal program execution. Howev-
er, consistency between budget
submissions is key. They are in-
tended to provide a rolling display of
budget values from one budget
submission to the next for the prior
year, current year, and budget years.
Be aware that "Management Re-
serve” is not an acceptable cost
category. This sorting of the finan-
cial data must track with the "activi-
ties” sort requested in the R-2 exhib-
it. Developing the financial data in
a spreadsheet application and then
importing it into a word processing
application for presentation should
save you time initially and simplify
the comparison process between this
submission and future ones.

Sample Cost Categories:

- Primary Hardware Development
- Ancillary Hardware Development
- Development Support Equipment
Acquisition

- Research Support Equipment Ac-
Quisition

- Software Development

- Licenses

- Systems Engineering
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- Training Development

- Integrated Logistics Support

- Quality Assurance

- Reliability. Maintainability. and
Availability

- Configuration Management

- Technical Data

- Developmental Test and Evaluation
- Operational Test and Evaluation
- Contractor Engineering Support
- Government Engineering Support
- Program Management Support

- Program Management Personnel
- Travel

- Research Personnel

- Miscellaneous (less than 15% of
total)

6. BUDGET ACQUISITION

HISTORY AND PLANNING
INFORMATION: Provide the

. information requested in this section
if any one of the following criteria
applies:

- Designation by the USD(A&T)
as a Major Defense
Acquisition Program, either as
an ACAT ID or ACAT IC, or

- CY or BY I or BY2 funding
revision of greater than plus or
minus 10 percent from the
January FYDP base. or

- Major milestone schedule

change of more than six
months (i.e.. program breach),

29

or

- PY expenditures of less than
35 percent through July of the
current calendar year, or

- PY obligations less than 85
percent through July of the
current calendar year, or

- New programs other than
those created by administrative
actions, such as those created
through breakout or consolida-
tion of previously budgeted
efforts.

Recommendations: (1) Measure
your most recent obligation and
expenditure data against the official
accounting system since this is the
database that the OSD Comptroller
uses. (2) When in doubt, prepare
this section anyway. The applicabil-
ity criteria are rather inclusive. (3)
Developing the financial data in a
spreadsheet application and then
importing it into a word processing
application for presentation should
save you time initially and simplify
the comparison process between this
submission and future ones.

7. PERFORMING ORGANIZA-
TIONS: In this section, identify in-
dividually each contractor or govern-
ment activity receiving more than $1
million in any budget year. Aggre-
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gate those efforts of less than $1
million in each displayed year into a
"miscellaneous" line item. ldentify
the activity's name and location
(city. state). This is one means of
showing the various Congressional
members that DoD funds are benefit-
ing their state or district.

8. CONTRACTOR OR GOV-
ERNMENT PERFORMING AC-
TIVITY: Under the “Product De-
velopment" heading. identify those
efforts that are essential to the devel-
opment, training. operation, and
maintenance of the system being
developed. List all primary con-
tracts, major component contracts,
contracted services, in house sup-
port. and government furnished
property.

Under the "Support Costs and Man-
agement Services” heading, identify
those efforts that support the pro-
gram office and are not related di-
rectly to Product Development or
Test and Evaluation. List the Scien-
tific and Engineering Technical
Assistance (SETA) services, research
studies, Federally Funded Research
and Development Centers (FFRDC),
and administrative and program of-
fice support services.

Under the "Test and Evaluation"
heading. list any efforts to determine
the acceptability of the system, for
example, funds to the Operational

30

Test Agencies or Developmental
Test Organizations, specific range
costs for testing, etc. T&E efforts
as part of a contract or service al-
ready listed in "Product Develop-
ment" or "Support Costs and Man-
agement Services" are not repeated.
As you can see, this will not provide
one value that accounts for all of the
funding (contractor and government)
spent on Test and Evaluation. The
Test and Evaluation Master Plan
does require that the test and evalua-
tion cost be specified.

9. CONTRACT METH.-
OD/TYPE OR FUNDING VEHI-
CLE: Enter the contract method
(SS, C) and contract type (FP,
CPIP, FPl, CPAF, CPFF, FFP).
For non-contracted services (i.e.,
government agencies), enter the
funding vehicle (MIPR, PO, WR,
Allot, Reqn).

10. AWARD OR OBLIGATION

DATE: Enter either: (1) the actual
or projected contract award date, or
(2) the estimated date that the funds
will be obligated to the government
performing activity. Depending on
the funding vehicle, obligation date
may be difticult. This is particularly
true for FFRDCs (IDA, MITRE)
and for reimbursable MIPRs.

11. PERFORMING ACTIVITY
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EAC: Provide for contracts the cur-
rent contractor's estimate and for
government activities the total cost
estimate. This will span more than a
single budget year in most cases.
For contracts, this should match the
C/CSCS and DAES reports.

12. PROIJECT OFFICE EAC:

Enter the Program Manager's best
estimate of total cost of each effort.
For contracts, this should match the
C/CSCS and DAES reports. (Note,
this does not imply that the Perform-
ing Activity's EAC and the Program
Manager's EAC must be equal.)

13. BUDGET YEARS: Enter a
summary total of actual funding for
each effort in all years before the
Prior Year (Total Prior to PY). In
each column dealing with a specific
year (PY, CY, BYI, BY2). enter
actual or budgeted amounts for each
year. Change the PY, CY. etc.
nomenclature to the actual fiscal
years being portrayed (FY94. FY95,
etc.).

14. BUDGET TO COMPLE-

TION: Enter the budgeted amount
to complete each effort for the years
beyond BY2.

15. TOTAL PROGRAM: Enter

the budgeted total amount to be
spent for each effort. (Note: Add
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the row together.)

16. GOVERNMENT FUR-
NISHED PROPERTY: In this

section, identify individually the
property (hardware, software, infor-
mation) which the government is
contractually obligated to furnish a
contractor or government activity.
Identify individually each effort that
exceeds $1 million in any budget
year. Aggregate those efforts of less
than $1 million in each displayed
year into a "miscellaneous" line
item. Subdivide the efforts into the
categories explained under "Per-
forming Organizations" above.
Provide a brief description of the
item and the contractor or govern-
ment activity's name and location
(city, state).

17. Contract Method/Type or
Funding Vehicle: Enter the contract
method (SS, C) and contract type
(FP, CPIP, FPI, CPAF, CPFF,
FFP). For non-contracted services
(i.e., government agencies), enter
the funding vehicle (MIPR, PO,
WR, Allot, Regn).

18. Award or Obligation Date:

Enter either: (1) the actual or pro-
Jjected contract award date, or (2) the
estimated date that the funds will be
obligated to the government per-
forming activity.
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19. Delivery Date: Enter the
estimated date that the GFP will be
delivered to the contractor or activi-

ty. Identify the receiving contractor °

or government activity.

20. Budget Years: Enter a sum-
mary total of actual funding for each
each effort in all years before the
Prior Year (Total Prior to PY). In
each column dealing with a specific
year (PY, CY, BY!], BY2). enter
actual or budgeted amounts for each
year. Change the PY, CY, etc.
nomenclature to the actual fiscal
years being portrayed (FY94 FY95,
etc.).

21. Budget to Completion: Enter
the budgeted amount to complete
each effort for the years beyond
BY2.

22. Total Program: Enter the
budgeted total amount to be spent for
each effort. (Note: Add the row
together.)

23. -For each budget column, enter
the subtotals for “Product Develop-
ment”, Support and Management",
and "Test and Evaluation" in each
fiscal year for the "Performing
Organization” and "Government Fur-
nished Property” separately in the
three categories. The "Test and

32

Evaluation" funding should be con-
sistent with the testing philosophy
detailed in the Test and Evaluation
Master Plan.

24. For each budget column, enter
the grand total in each fiscal year.
This total should match the fiscal re-
sources shown on the project level
R-2.

25. FUNDING PROFILE:
Provide the information requested in
this section for each project that is
funded in excess of $10 million in
either BY1 or BY2. Actual and
planned funding obligation and
expenditure data is to be provided.
Compare program office data against
the official accounting status reports.
If the program office data is more
current, use it instead of the account-
ing status reports. Mark each
quarter showing actual accounting
status report data with an asterisk.
Mark quarters showing actual pro-
gram office data with a double
asterisk.

26. FUNDS PROFILE: Ester
obligation and expenditure actual
data and plans (PY, CY, BY1, and
BY2) for each quarter shown in the
Jeft hand column. The data is by
quarter, not cumulative. Total the
data in the PY, CY, BY] and BY?2
columns. Change the PY, CY, etc.
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nomenclature to the actual fiscal
years being portrayed (FY94, FY95,
etc.). Developing this particular
page in a spreadsheet application
should save you time initially and
simplify the comparison process in
this submission and future ones.

Actual data should be used whenever
possible. It is generally more accu-
rate than the official Status of Funds
Report. Remember that this data is
perishable with a short and finite
life. Footnote this section with a
statement that provides a status date
for the data, such as: "This data is
valid as of day/month/year”.

Remember that although RDT&E
funds are two year funds, it is in-
tended that they be used (obligated)
within the first year they are appro-
priated. OSD Comptroller guide-
lines are that 98 percent of RDT&E
funds should be obligated by the end
of the first year with 57 percent
expended. Mid-year and other
reviews will look to see that the
obligation/expenditure profile is on
track to meet these end of year
guidelines. It is not uncommon for
tests. contracts, etc. to slip into the
first quarter of the second year due
to circumstances beyond the control
of the Program Manager. This is
usually allowable given that the
rationale for these slips (non-obliga-
tions) is presented. The natural
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tendency for the analyst is to view
these slips as recurring and having a
linear effect on the program and then
to adjust the funding profile accord-
ingly. It is incumbent upon the
Program Manager to accurately
define and defend the financial effect
of any program slips.

27. Number this page in sequence
and provide the total number of
exhibit pages that are associated with
the R-1 item (i.e., 9 of 10). Provide
the R-1 line item number below the
page information.

You are not limited to the
three pages contained herein. Add
continuation pages as necessary but
include the DATE, APPROPRIA-
TION/BUDGET ACTIVITY, R-1
ITEM NOMENCLATURE and
funding profile information on each

page.

28. CLASSIFICATION: Mark
each page in the center at the top
and bottom with the classification of
the page. If the page is unclassified,
mark it "UNCLASSIFIED". Brack-
et all classified material at the small-
est level (i.e., by the word, phrase,
or sentence). Each paragraph must
have its own classification. On
classified PEs, the classification and
declassification instructu\ions must
be placed on the first page in the
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lower left hand corner. Do not
place classification/declassification
instructions on every page and do
not include as part of a footer.

COMMON ERRORS:

1. Wrong nomenclature or PE
number. Check the R-1 exhibit.
Question the Service/ Agency/OSD
Comptroller if the R-1 appears to be
in error.

2. Inconsistency between the R-1,
R-2 and R-3 exhibits. Funding pro-
files. schedule, narratives must
track.

3. Too many years. missing years.
years out of sequence.

4. Oversimplification or overexpan-
sion of the cost categories. Strike a
balance in use of cost categories.
Use those that adequately define the
program and can be tracked using
the accounting system or WBS that
is already in place.

5. Totals of the individual cost
categories (Section A) not matching
the R-2 fiscal resources. Every
doflar in the R-2 must be allocated
to a cost category.

6. Not using the obliga-

tion/expenditure data that is most
advantageous to your program. Use
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actuals either from the Status of
Funds Report or from your own
data, since formal posting usually
lags reality by six or more months.
Remember to clearly identify what
data you are using.

7. Being overly optimistic when
specifying award or obligation dates.
Provide dates that support your fund-
ing profile, yet allow leeway for the
inevitable delays that can occur when
awarding contracts. Be aware of the
obligation pattern differences be-
tween reimbursable and direct cite
MIPRs.

8. Being too specific in assigning
dates. Provide dates within the
QUARTER that they will occur. All
dates can slip within a quarter due to
unforeseen circumstances. Keep
yourself from having to explain
minor slips that do not impact the
overall program.

9. Totals of the performing organi-
zations and government furnished
property (Section B) not matching
the R-2 fiscal resources. Every dol-
lar in the R-2 must be allocated
within Section B. Although this
sounds simple, cross allocation
between the R-2 and Sections A & B
of the R-3 will be a difficult and
tedious task. Suggest the use of a
relational spreadsheet to keep track
of these different ways of allocating
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the budget.

ITEMS TO BE CHECKED FOR
PROGRAM REVIEW:

1. Check prior year obligation rates
of the individual cost elements as a
basis for budget year costing. '

2. Do the obligation and expendi-
ture rates meet or exceed those
expected by OSD Comptroller
guidelines? If they do not meet
guidelines, explanations are re-
quired. The analyst may begin to
believe that the program is
overfunded and reduce the program
accordingly.

3. Are program slips, as indicated
in the obligation and expenditure
data, adequately explained? Are the
financial effects to the funding pro-
file determined? The natural tenden-
cy for the analyst is to view these
slips as recurring and having a linear
effect on the program and then to
adjust the funding profile accord-
ingly. It is incumbent upon the
Program Manager to accurately
define and defend the financial effect
of any program slips.

4. Ensure that the total of the pro-
gram cost categories adds up to the
total program cost. If the totals are
less than the amounts on the R-2, the
program will be reduced accord-
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ingly.

5. Similarly, the total project costs
shown in the Budget Acquisition
History and Planning Information
must add up to the amounts on the
R-2. If the totals are less than the
amounts on the R-2, the program
will be reduced accordingly.

6. Check for cost variations in the
Project Cost Categories. Variation
should be explained. Also note that
the "Miscellaneous" category will be
questioned since it can contain up to
15% of the program funds. Have a
further breakdown of the category
separately available.

7. When reviewing the funding
profile, remember that obligation
and expenditure rates should be
within the current OSD guidance. If
they are not, it will be questioned.
Also note that the Incremental Fund-
ing Policy that addresses cost must
be adhered to or the funding may be
reduced for the current or budget
years.

8. What is the relationship between
funding totals and delineation con-
tained in the "Program Cost Catego-
ries", “"Budget Acquisition History"
areas of the R-3 and the "Mission
Description" activities of the R-2?

9. Be able to define the relationship
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between "Government Furnished
Property” of the R-3 and "Other
Prog. am Funding Summary" and
“Schedule Profile" of the R-2. How
critical is this GFP to the success of
the program? If other funding
sources are involved, the criticality
must be identified to keep the analyst
from adjusting that funding source
and inadvertently impacting your
program.

10. Do the "Performing Activity
EAC" and the "Project Office EAC"
match those found in the DAES
Reports? If not, be prepared to
provide an explanation. This could
alert the analyst to significant un-
funded program requirements.

36
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GENERIC BUDGET SCRUB QUESTIONS

1. Consistency, Consistency, Con-
sistency! When different documents
portray different pictures and are
inconsistent in their funding levels or
profiles, it is a natural question
target for the budget analyst. Since
the different acquisition documents
are prepared and submitted at varied
times of the year, it is natural that
there will be some minor variation
between them.

2. Truthfulness! Program setbacks
and test failures are not secrets and
will always be found out. Do not

treat them as such. If the analyst

has other available data that defines
problem areas, he will look for it in
the provided documentation as well.

3. Is the test program realistic as
defined? Do the test events, DT,
LFT&E, and IOT&E support the
milestone schedule? Is there ade-
quate time allowed for analysis and
reporting of test events, DT, LFT,
and IOT&E before milestone deci-
sions are required? Have the techni-
cal and operational performance
parameters been demonstrated? Is
adequate funding identified for the
test and evaluation (DT, LFT&E.
IOT&E) programs?

4. Are the "Related Programs"
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funding profiles accurate? Do they
match their respective budget justifi-
cation submittals? Frequently, last
minute adjustments to funding pro-
files are not fully disseminated to
everyone who might have a concern.

5. Principal Issue Areas:

Program Pricing:

Are the program costs reason-
able and sufficient? Is the RDT&E
phased properly? Have the
OSD/OMB escalation indices been
factored in? What is the rationale
for dollar fluctuations between
years? Is there adequate explanation
for non-recurring costs?

Program Phasing:

Is there RDT&E/Production
concurrency and what is the ratio-
nale? Are the Milestone/LRIP
approvals phased properly? Does
the test schedule support the phas-
ing? Do any major obligations (i.e.,
contracts) occur in the fourth quar-
ter? If so, they may be at risk.

Program Funding Profile:

Is there consistency with the
approved Acquisition Baseline?
What is the explanation for any
funding spikes?
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‘Program Execution:

Does the obliga-
tion/expenditure plan meet
OSD/OMB guidelines? What is the
likelihood of funding obligations
slipping into the next fiscal year?
Does the DAES report project
underrun/overrun on prior year
contracts?

6. Compare the current R-2 and R-3

.ibits against the previous submis-
- .ns. Highlight any differences or
new data. These elements should be
explained within the exhibit itself. If
they are not, the analyst. will certain-
ly request an explanation.

7. Similarly, compare the current
R-2 and R-3 exhibits with any data
that has been provided to Congres-
sional staffers or is a matter of
public record. This is another op-
portunity to explain differences and
program changes.

8. Is the RDT&E funding profile
and milestones phased to prevent
concurrency between RDT&E efforts
and production contracting? Fund-
ing for production may be deferred
if concurrency occurs.

9. Question third and fourth quarter
contract awards. Program funds
may be deleted for the particular
year and funded with the next years'
dollars where more appropriate.

42

10. Identify the documented basis of
the requirement (i.e., JMNS, Con-
gressional direction, ORD, etc.). If
the requirements document has not
been approved, the budget may be at
risk.

11. Is the program budgeted to the
most likely cost? The challenge is to
find the pure management reserve.
Excess funding will be deleted from

the program.

12. What is the basis of the esti-
mates for all the program cost cate-
gories? Logical cost estimates with
specific tasks must be identified
upon request in order to support the
budget request. Question the "Mis-
cellaneous" category, particularly if
it approaches 15% of the total fund-

ing.

13. Is the current year program
being executed on schedule? How
was the execution of the prior year?

I4. Are there any abnormalities in
the funding profiles for the program
cost categories or performing organi-
zations? Are continuing support
efforts level funded? If there are
peaks, what is the rationale? This
can indicate that no actual plan exists
and will be questioned.

15. Question "Government Fur-
nished Property” in the R-3. Do
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these come from development or
completed efforts funded in another
program, Program Element, or
appropriation? Are these other
funding sources, if any, identified in
the "Other Program Funding Sum-
mary" of the R-2? Are there appro-
priate milestones identified in the
"Schedule Profile" of the R-2?

16. The funding totals and delinea-
tion contained in the "Program Cost
Categories", "Budget Acquisition
History" areas of the R-3 and the
"Mission Description” activities of
the R-2 give you three different
views of where the program funding
is being spent. What is the relation-
ship between them and is there a
defendable methodology for allo-
cating costs?

17. Are values provided in the
"Cost to Complete” columns? If
not, what is the rationale for using
“Continuing"?

18. How does the contract perfor-
mance data compare to that provided
in the DAES Reports? Are there
indications that the program is
underfunded due to contract over-
runs?

19. Simply put. are there errors in
transcribing the funding profiles and
totals from page to page and R-1 to
R-2 to R-3?
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20. Management rsserve should
never be separately identified.
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TERMS AND DEFINITIONS

BY| Budget year which
immediately follows the
current fiscal year

BY2 The second budget year
following the current
year (i.e.. CY= 94,
BY1=95, BY2=96)

CYy The current fiscal
year .

DT&E Development Test

and Evaluation

EAC Estimate at Completion

Exp Expenditures

IOT&E Initial Operational
Test and Evalua-
tion

LFT&E Live Fire Test and
Evaluation

Obs Obligations

PE Program Element

PY ' Prior year

WBS Work Breakdown

Structure

Contract Method

SS Sole Source

C Competitive

Contract Type

FP Fixed Price

CPIP Cost Plus Incentive Fee

FPI Fixed Price Incentive

CPAF Cost Plus Award Fee

CPFF Cost Plus Fixed Fee
FFP Firm Fixed Price

Funding Vehicle

MIPR Military Inter-

departmental Purchase Request
PO Project Order

WR Work Request

Allot Allotment

Regn Requisition

BUDGET ACTIVITIES

Budget Activity 1: This program is
funded under BASIC RESEARCH
because it encompasses scientific
study and experimentation directed
towards increasing knowledge and
understanding in broad fields directly
related to PSD/SERVICE needs.

Budget Activity 2: This program is
budgeted within the EXPLORATO-
RY DEVELOPMENT Budget Activ-
ity because it investigates technolog-
ical adavances with possible applica-
tions toward solution of specific
military problems, short of a major
deveolopment effort.

Budget Activity 3: This program is
budgeted within the ADVANCED
DEVELOPMENT Budget Activity
because it encompasses design,
development, simulation, or experi-
mental testing or prototype hardware
to validate technological feasibility
and concept of operations and reduce
technological risk prior to initiation
of a new acquisition program or
transition to an ongoing acquisition
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program.

Budget Activity 4: This program is
funded under DEMONSTRATION
& VALIDATION because it devel-
ops and integrates hardware for
experimental tests related to specific
ship or aircraft applications.

Budget Activity 5: This program is
funded under ENGINEERING &
MANUFACTURING DEVELOP-
MENT because it encompasses
engineering and manufacturing
development of new end-items prior
to production approval decision.

Budget Activity 6: This program is
funded under RDT&E MANAGE-
MENT SUPPORT because it sup-
ports the operations and installations
required for general research and
development use.

Budget Activity 7: This program is
funded under OPERATIONAL
SYSTEMS DEVELOPMENT be-
cause it encompasses engineering
and manufactyring development for
upgrade of existing. operational
systems.

a5
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APPENDIX A

FINANCIAL MANAGEMENT REGULATION
CHAPTER §

Instructions
Exhibit R-2

General: An R-2 exhibit page shall be prepared for each R-1 line item in the
format illustrated. Also, one or more R-2 pages shall be prepared for each
project within a program element. These pages shall be printed on 8 1/2 by 11

inch paper in landscape format.

Classification: Each page shall be marked in the center at the top and bottom
with the classification of that page. Classified material shall be bracketed. The
total program element page shall be marked with the highest level of
classification of pages associated with that program element. If this total
program element page includes only unclassified information, it shall be further

' marked, "Unclassified upon removal of attachments."

Date: The month and year of submission of the exhibit shall be identified.

Appropriation/Budget Activity: The Service or Agency appropriation and the
budget activity shall be identified.

R-1 Item Nomenclature: The name of the R-1 line item shall be identified.

Program Element Number: The number of the program element shall be
identified.

Project Number and Nomenclature: The project number and nomenclature shall
be identified on each separate project R-2 page.

Resource Summary: The total program element R-2 page shall include a fiscal
resource summary total for the program element and, if there is more than one
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project in that program element. a fiscal resource summary for each project in
that program element. Each project R-2 page shall include a resource summary
for that project. If program elemen? restructuring and project realignment
diminishes the value of cumulative fiscal resource information for FYPY, this
column shall be footnoted with an explanation of the program elements that
were restructured and realigned. If this program element represents continuing
similar efforts without distinct program or project initiations and completions,
the "To Complete” and "Total Cost" columns shall be marked “Continuing."”

A. Mission Description and Budget Item Justification: The total program
element R-2 page shall include a description and justification of the efforts
included in the program element. Each project R-2 page shall include a
description and justification of the efforts of that project. Project justification
narratives shall be included for the prior year, the current year, and the budget
years. Project justification narratives shall be in bulletized format. At least
three, and preferably more, activities shall be identified for each project in each
fiscal year, and the funding associated with each of these activities shall be
identified in the bulletized narrative. The total of funding reflected in the
bulletized narratives should match the total of project funding.

Justification for Budget Activity Assignment: The total program element R-2
page shall include a justification for the assignment of that program element to
the budget activity indicated on that page.

Acquisition Strategy: An explanation of acquisition, management. and
contracting strategies shall be provided for each project.

B. Program Change Summary: If there have been changes 1o total program
element or project funding. schedule, or technical parameters since the previous
budget submission, the R-2 exhibit shall include a concise narrative summary
explanation of changes in the total program element or project funding,
schedule, or technical parameters since the previous budget submission shall be
provided. This explanation may repeat or refer to the more detailed information
provided in the other budget exhibits for the program or project. Also, this
explanation may refer to more detailed reports or other documentation that may
be available.

C. Other Program Funding Summary: Development projects ofteh lead to
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subsequent development phases, production, and military construction. Also,
some projects may depend on concurrent development in other projects. These
related efforts and the funding profiles for other appropriation efforts shall be
identified by appropriation. budget activity, and R-1, program element, and P-1
line item numbers. If there are funding dependicies among related research,
development, test and evaluation programs, the funding profiles for these related

programs shall be included.

D. Schedule Profile: The schedule profile is required for acquisition programs.
Actual or planned event information shall be provided for each of the four fiscal
years shown on each R-2 exhibit. Actual events shall be marked with an
asterisk. At least three events shall be provided in each year, and all acquisition
program baseline events in the four years displayed shall be included. A list,
with estimated fiscal year and quarter, of all planned major milestones and test
and evaluation events, such as LRIP approval, Milestone III, 10C,
Developmental Test and Evaluation, and Operational Test and Evaluation that
are beyond BY2 shall be provided. The same events shall be retained from one
budget submission to the next so that project progression can be seen as each
succeeding budget submission advances into subsequent years.

Continuation pages may be used as necessary.
R-1 Item Number: The R-] item number shall be identified.

Page: the exhibit page number and total number of exhibit pages associated
with the R-1 item shall be identified.
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Instructions
Exhibit R-3

General: The R-3 series exhibits are required only for projects in research,
Development, Test and Evaluation Appropriations Budget Activities 4, 5, and 7.
A separate R-3 exhibit shall be prepared for each project in an applicable R-1
line item in the format illustrated. these exiibits shall be printed on 8 1/2 by 1]
inch paper in landscape format. If a program element is not divided into
projects, then the program element itself is defined as a project for purposes of
submitting an R-3 exhibit. and the R-3 exhibit and instructions apply to the
entire program element.

Classification: Each page shall be marked in the center at the top and bottom
with the classification of that page. Classified material shall be bracketed.

Date: The month and year of submission of the exhibit shall be identified.

Appropriation/Budget Activity: The Service or Agency appropriation and the
budget activity shall be identified.

R-1 Item Nomenclature: The name of the R-1 line item shall be identified.

Program Element Number: The number of the program element shall be
identified.

Project Number and Nomenclature: The project number and nomenclature shall
be identified on each separate project R-2 page.

Section A: Project Cost Breakdown: Project cost information shall be provided
for each project for the four fiscal years shown on the R-3 exhibit with project
costs broken down into cost categories.

Cost Category: Sample cost categories are shown below that are typical of
various types of defense research and development efforts. Costs shall be
distributed among categories in accordance with the work breakdown structure
used by the project office in project execution. The illustrated sample cost
categories may be used if these correspond to the project work breakdown
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structure, however there is no requirement to use cost categories other than
those used by the project office in projection execution. Sample cost categories
not used in project execution need not be included in the exhibit for that project.

Sample Cost Categories:

- Primary Hardware Development

- Ancillary Hardware Development

- Development Support Equipment Acquisition
- Research Support Equipment Acquisition
- Software Development

- Licenses

- Systems Engineering

- Training Development

- Integrated Logistics Support

- Quality Assurance

- Reliability, Maintainability, and Availability
- Configuration Management

- Technical Data

- Developmental Test and Evaluation

- Operational Test and Evaluation

- Contractor Engineering Support

- Government Engineering Support

- Program Management Support

- Program Management Personnel

- Travel

- Research Personnel

- Miscellaneous (less than 15% of total)

Section B. Budget Acquisition History and Planning: This section shall be
provided for each project that meets one or more of the following criteria:

a. Designation by the USD(A&T) as a Major Defense Acquisition
Program, either as an ACAT ID or ACAT IC, or

b:  CY or BY! or BY2 funding revision of greater than plus or minus
10 percent from the January FYDP base, or
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C. Major milestone schedule change of more than six months (i.e.,
program breach), or

d. PY expenditures of less than 35 percent through July of the current
calendar year, or

e. PY obligations less than 85 percent through July of the current
calendar year, or

f. New programs other than those created by administrative actions,
such as those created through breakout or consolidation of previously budgeted

efforts.

Information Categories: Information is divided into three categories as follows:

Product Development: All efrots associated with the delivery of a fully
integrated system that are in direct support of the system and essential to the
dcvelopment, training, operation, and maintenance of the system. Includes all
efforts directly supporting system development and delivery to include primary
contracts, major component contracts, contracted services, in house support, and
government furnished property. Contracts or government efforts over $1
million in any displayed budget year shall be reported individually.

Support Costs and Management Services: Efforts not directly associated with
the delivery of the primary product, including technical engineering services,
research studies, and technical support not related directly: to product
development or to testing and evaluation. All efforts associated with services
provided in support of program office management and administration processes
such as: program oversight, resource justification, budget and programming,
milestone and schedule tracking. Federally Funded Research and Development
Centers (FFRDCs) are in this category. Contracts or government efforts over
$1 million in any displayed budget year shall be reported individually.

Test and Evaluation: Efforts (other than those included within contracts or
government efforts included above) associated with engineering or support
activities to determine the acceptability of a system, subsystem, or component.
Contracts or government efforts over $1 million in any displayed budget year
shall be reported individually.
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Performing Organizations: This portion of the exhibit shall identify each
contractor and government activity effort in excess of one million dollars in any
of the displayed years. Efforts of less than one million years in all of the
displayed years may be aggregated together in a "miscellaneous” line item. The
performing activity name and location shall be identified.

Contract Method/Type or Funding Vehicle: The following codes shall be
used to identify the contract method and type and funding vehicle:

Contract Method:
SS Sole Source
C Competitive

Contract Type:

FP Fixed Price
CPIP Cost Plus Incentive Fee
FPIl Fixed Price Incentive

CPAF Cost Plus Award Fee
CPFF Cost Plus Fixed Fee
FFP Firm Fixed Price

Funding Vehicle:
MIPR Military Interdepartmental Purchase Request

PO Project Order
WR Work Request
Allot Allotment
Regn Requisition

Award Date: Provide actual or estimated date of contract award or the
estimated date that funds will be obligated to government performing
activities in the Budget Year.

Performing Activity Estimate at Completion: Provide the current
contractor or government performing activity estimate of the total cost of
the effort.

Project Office Estimate at Completion: Provide the program manager's
best estimate of the total cost of the effort.
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Total Prior to PY: Provide actual amounts for the total of ali years
before the prior year.

Budget PY through BY2: Provide actual or budget amounts for each year
for prior year. current year, budget year I, and budget year 2.

Budget to Complete: Provide the amount required to complete this effort
beyond budget year 2.

Total Program: Provide the total of all budgeted funds for PY-1 and
prior through budget to complete.

Government Furnished Property: Property, such as hardware, software, or
information, which the government is contractually obligated to furnish a
contractor or government performing activity shall be identified. Efforts of less
than one million years in all of the displayed years may be aggregated together
in a "miscellaneous” line item. Provide a brief identification of the item to be

provided, and the contractor or government activity providing the item.

Contract Method/Type or Funding Vehicle: Provide method of
transferring funds to this activity, from those identified under "Contract

Method/Type" or from "Funding Vehicle" above.

Obligation Date: Provide actual or estimated date that award or
obligation is incurred.

Delivery Date: Provide estimated date that the government furnished
property will be provided to the requiring contractor or activity. Provide
the name of the requiring contractor or activity.

Total Prior to PY: Provide actual amounts for the total of all years
before the prior year.

Budget PY through BY2: Provide actual or budget amounts for each year
for prior year. current year. budget year 1, and budget year 2.

Budget to Complete: Provide the amount required to complete this effort
beyond budget year 2.

A8 DRAFT JUNE 1, 1994




Total Program: Provide the total of all budgeted funds for PY-| and
prior through budget to complete.

Subtotals of Performing Organizations and Government Furnished Property
funding amounts for each year shall be provided for Product Development,
Support and Management. and Test and Evaluation. A grand total for each year
shall be provided. This grand total should match the fiscal resources shown on

the R-2 exhibit for the project.

Section C. Funding Profile: This section shall be provided for each project
that is funded in excess of $10 million in either budget year | or budget year 2.
Actual and planned funding obligation and expenditure information shall be
provided for each quarter shown on the R-3. Actual information may be in
accordance with program office information if this information is more current
than the information reflected in the accounting status reports. Quarters with
actual information shall be marked with an asterisk. Quarters with actual
information in accordance with program office information shall be marked with

a double asterisk.

R-1 Item Number: The R-1 item number shall be identified.

Page: the exhibit page number and total number of exhibit pages associated
with the R-1 item shall be identified.
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The views expressed are those of ihe authors and do not reflect the official policy or
position of the Department of Defense or the United States Government.




PREFACE

This report culminates the efforts of 12 students from Program Managers Course
(PMC) 94-1, Section C. This is the first of what is envisioned to be a continuing
Defense Systems Management College (DSMC) project. The research had two primary
objectives. First, applying the lessons of group dynamics and teaming. Second,
determining what impact the acquisition reform legislation would ultimately have on the
Program Manager (PM).

Numerous individuals contributed to our success in accomplishing both of the above
objectives. We appreciate the efforts of all the DSMC staff for their patience and many
hours of assistance in completing the Kaizen project. In particular, we would like to
thank Tom Dolan, George Kirkorian Wilson Summers, Jay Gould, Craig Lush, and
Bruce Warner. Last, but certainly not least, our special thanks to CAPT Dan Brown
whose patience and forebearance, with the new ground plowed by our section, made
Kaizen a reality. '
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CHAPTER 1
KAIZEN INTRODUCTION
INTRODUCTION
Kaizen Team 1 investigated the acquisition reform legislation presently under
consideration by Codgress. The team consists of the following students from the

Program Manager's course (PMC 94-1):

John Preisel, Team Leader
Dave LaRochelle, Co-Team Leader
Jim Colombo

Rob Freedman

Tom Golart

Ginny Kobler

Sue Lumpkins

Tal Manvel

Jim Penick

Joe Rivamonte

Kit Stewart

Mark Tutten

As members of the class's senior section, th:;roup has a diverse background and
significant acquisition experience. Each of the services, plus another defense agency, is
represented in the group. Team members bring ideas and experience from various
types of acquisition organizations, including logistics centers, depots, laboratories,

engineering organizations, and major program offices.

Team 1 analyzed the acquisition reform legislative vehicles that are presently being
considered by Congress. Since the team is composed of acquisition practitioners, they
developed a learning contract (Appendix B) to evaluate the effects of the proposed
legislation from the program manager's (PM) viewpoint. The legislation analyzed

included:




S 1587: Glenn Bill
HR 2238: Conyers-Clinger
HR 3586: Bilbray Bill

LEGISLATIVE ANALYSIS PROCESS:

The acquisition reform legislation process can be described as a time lapse photograph
of a moving train whose final stop is not yet in sight. Congress is expected to pass a bill
on acquisition reform by the end of calendar year 1994. Our analysis is therefore based
on the latest available Congressional markup and a projection of where this train is

going. Figure 1 shows the overall process.

Research

Report . _que( .R.eY'.e\.N.
and Briefing Presentations
Preparation Discussion of Issues

Impact on PMO

Figure 1. Legislation Analysis Process

The rich documentation of the Report of the Acquisition Law Advisory Panel to the

United State Congress dated January 1993, also known as the 800 Panel Report,
2




established the baseline reference for this study. While some special interest items are
currently under consideration in the legislation, major emphasis was placed on the 800
Panel Report recommendations which forms the body for all proposed bills. The primary
focus of the analysis is to evaluate the impact of the legislation on the Program Manager.
Our examination is based on a side-by-side comparison of S 1587 (Sen.’s Glenn, Nunn,
and Bingaman), HR 3586 (Rep. Bilbray), HR 2238 (Rep.'s Conyers and Clinger) and the
Administration position which was an OMB/OFP markup of S 1587. Supplemental
insight was gained through group and individual interviews with responsible parties ir:
OSD, DSMC, the Brookings Institute, Aerospace Industry Association (AlA), and the
Industrial College of the Armed Forces (ICAF). This was done despite the dynamic
nature of the markup process which found the bills and their sponsors active in
committee reviews and hearings. Because the Senate bill was written against existing
statutes, it was also necessary to reference Uf Code, FAR, and associated DFARS
clauses and assess their implication. i

All research and analysis were subject to formal group reviews and discussions. A key
element in these presentations was the related real life experiences of the study team
members. By comparing the major thrusts of the 800 Panel recommendations and
existing laws against the proposed legislation section by section, it was possible to
evaluate the effect on DOD programs and the net impact on the program managers. This

report summarizes the consensus positions developed during these sessions.

CONCLUSION

Team 1 gained an enormous amount of knowledge about group dynamics as well as how

proposed legislation will impart the everyday life of a program manager. Having set the




framework for how we approached our KAIZEN study, Chapter 2 introduces the facts

behind past attempts to reform and streamline the acquisition process.
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CHAPTER 2
BACKGROUND
INTRODUCTION

The Presidents’ Blue Ribbon Commission on Defense Management headed by Mr. David

Packard is the forerunner to current acquisition reform initiatives. Initially, the Packard
Commission made the recommendation that the federal laws governing procurement be

| recodified. However, sweeping legis! Jes did not take place. In June 1989,
Secretary of Defense Dick Cheney presented a plan in his Defense Management Review
(DMR) to implement the recommendations of the Packard Commission and provide a
framework for continuing improvements in the Department of Defense Acquisition
process. As part of the National Defense Authorization Act for FY 91, Congress
recognized that the time had come to rationalize, codify and streamline the body of
acquisition and procurement laws. In order {&&stablish a structured, disciplined
approach, Section 800 of the Act directed the Under Secretary of Defense for Acquisition |
to establish a panel of government and private sector experts, thereafter called the 800
panel. Their charter was to review all laws affecting DoD procurement "with a view to
streamlining the defense acquisition process" and issue a report which was delivered by
the Secretary of Defense to Congress in January 1993.1 The report was designed to be
a practical plan of action which would, if followed, eliminate unnecessary laws, ensure
financial and ethical integrity and protect the best interests of the Department of Defense
(DoD). The panel also prepared a list of changes to the appropriate acquisition codes,

‘through proposing draft legislation.




800 PANEL MEMBERSHIP

The Commandant of the Defense Systems Management College (DSMC) was selected
to chair the 800 Panel. Additional membership consisted of DoD officials responsible for
enacting and enforcing procurement law, members of industry responsible for
contractual and financial dealings of their respective companies, a member from the
Aerospace Industries Association and a George Washington University Professor of
Law. Attached to the Panel was a Task Force comprised of DSMC staff as well as DoD

military and civilians.
LEGISLATION

Three proposed pieces of legislation were available to the Kaizen Project Team for
comparison. Senate Bill S 1587, called the Federal Acquisition Streamlining Act of
1993, was introduced by John Glenn, D-Ohid;"Sam Nunn, D-Ga., and Jeff Bingaman, D-
N.M. Its goal was to implement many of the reforms recommended by the 800 Panel.
Doing so would expedite the acquisition of commercial components and systems, and
reduce the paperwork and oversight burden that slows the procurement process and
drives up the overall cost of the system. This legislation was approved by the Senate
Governmental Affairs Committee and the Senate Armed Services Committee. It has

undergone one markup and been referred to the Committee on Small Business.

HR 3586 is the House of Representative version of an attempt to enact procurement
reform. It was introduced as "Defense Acquisition Reform Act of 1993" on November 22,
1993 by Rep. James H. Bilbray , D-Nev. who is chairman of the Subcommittee on

Procurement, Taxation, and Tourism of the Committee on Small Business.




HR 2238, the Conyers/Clinger Amendment was introduced by Rep. John Conyers, D-
Mich. and Rep. William F. Clinger, Jr. R-Pa. An unsuccessful attempt was made to
attach it to HR 3400, the National Performance Review Bill, in November 1993. The

amendment was ruled out of order by the House Rules Committee.

S 1587 has been endorsed by President Clinton, although it did not include all the
recommendations proposed by the 800 Panel. The Administration took a pragmatic view
of the political process, opting to obtain a degree of acquisition reform which they
believe to be achievable. In supporting a bill introduced by powerful Senate Committee
Chairmen, the Administration has strong support in the Senate and are assured of a

higher probability of success.
CONCLUSION

These related reform bills are the foundation¥¥or the analysis in the following chapters.
Will we finally see acquisition reform, or only think we are making progress? To
determine this, we needed to fully understand the relationship between the 800 panel's

recommendations and the proposed legislation.




ENDNOTES
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1. DoD Acquisition Law Advisory Panel. (March 1993). Report: Executive Summary:
Streamlining Defense Acquisition Laws. DSMC Press, Washington DC: U.S.
Government Printing Office, ISBN 0-16-041750-3, p. 1.




CHAPTER 3
800 PANEL ASSUMPTIONS AND MOTIVATIONS

INTRODUCTION

As stated before, the Packard Commission did a thorough analysis of the major

problems in defense acquisition. One of the major recommendations conclude:
"...that Congress work with the Administration to recodify Federal laws governing
procurement into a single, consistent, and greatly simplified procurement statute." 1
Although the Packard Commission did not achieve the sweeping changes it sought, it did
provide the springboard for the 800 Panel to “...take the general principles set forth in
these studies and prepare a pragmatic, workable set of recommended changes to the

laws." 2
MOTIVATION OF THE 800 PANEL o

At their first meeting, the 800 Panel agreed that the Section 800 of the National Defense

Authorization Act of 1991 provided four goals:

1) Streamline the defense acquisition process and prepare a proposed code of
relevant acquisition laws.

2) Eliminate acquisition laws that are unnecessary for the establishment and
administration of the buyer and seller relationships in procurement.

3) Ensure the continuing financial and ethicai integrity of defense procurement
programs.

4) Protect the best interests of DoD.3

After months of hearings involving testimony from the acquisition community as well as

the general public, the Panel was able to focus on ten acquisition law objectives.




1) ldentify broad policy requirements while relegating detailed implementing
methods to regulations.

2) Promote financial and ethical integrity.

3) Establish a balance between an efficient process and
a) Full and open access to the procurement process and
b) Socioeconomic policies.

4) Facilitate government access to commercial technologies and skills in the
marketplace to develop new technologies.

5) Facilitate the purchase of commercial products or services at commercial
prices.

6) Integrate the production of both commercial and government-unique products
in a single business without altering their commercial accounting or business
practices.

7) Promote the development and preservation of a defense industrial base.
8) Provide fair and quick resolution of procurement disputes.
9) Encourage the exercise of sound judgrﬁé’ﬁt.

10) Permit the use of already existing data.4

With these objectives in mind, the Panel divided into six working groups to review the

600 plus DOD-related procurement laws. Each working group consisted of a Panel

member from the private sector and one from the public sector. They solicited comments

from the acquisition community and other interested parties, often with the use of the

Federal Register notices and questionnaires. Public meetings were held with interested

parties from both the public and private sector invited to speak. This dialogue between

the Panel, the acquisition community and the public was particularly helpful in framing

recommendations. The tentative decisions reached throughout this review phase were

then reviewed by the Panel at the conclusion of its deliberations.

5
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Of the 600 plus laws reviewed by the Panel, nearly 300 were recommended for repeal,
deletion or amendment. This resulted from the Panel focusing on changes that would
streamline the defense acquisition process when dollars are expected to be fewer, work

forces smaller, and threat to our national security less urgent.s
RECOMMENDATIONS OF THE 800 PANEL.

The Panel initiatives concentrated in three areas:

Commercial items: Strong recommendations were made to improve DOD's
access to commercial technologies.

Streamlining: Challenged by many participants in the review, the Panel focused
on consolidating and simplifying statutes in every area of its review.

Simplified Acquisition: To anticipate the effect of current and future personnel
reductions on the acquisi}ion work force, there is a clear need to trim the
administrative overhead.

vy
COMMERCIAL ITEMS

The Department of Defense uses many commercial products, but is prevented by
numerous statutory requirements from buying those products like private customers.
The Panel made it a priority to reduce restrictive barriers. This effort lead to the following
proposals:

1) Stronger policy language favoring the use of commercial and non
developmental items in Title 10 of the US Code Section 2301.

2) A new definition of commercial items in Title 10 of the US Code Section 2302.

3) An expanded exemption for "adequate price competition” in the Truth in
Negotiations Act, Title 10 of the US Code Section 2306a, which applies to
commercial items; and relief from inappropriate requirements for cost or pricing
data when a competitively awarded-contract for commercial items or services is
modified.

11




4) New exemptions to technical data requirements in commercial item acquisitions
in Title 10 of the US Code Section 2320.

5) A new structure for "Buy American" restrictions in a proposed new chapter on
Defense Trade and Cooperation.

6) A new subchapter for commercial item acquisitions which:

a) Creates a revised rule structure

b) Provides for exemptions from statutes that create barriers to the use of
commercial items

¢) Includes provisions on pri%ing, documentation and audit rights tailored for
commercial item acquisition.

Considered the centerpiece of its efforts for reform, the "commercialization" of the DOD
procurement process required that the Panel spend extra effort in defining what a
commercial item was. Because one definition was an administrative necessity, and
needed to exempt items so defined from the reach of those statutes and regulations

.

creating barriers, a commercial item was defined as:

Property, other than real property, which: (i) is sold or licensed to the general
public for other than government purposes; (ii) has not been sold or licensed to
the general public, but is developed or is being developed primarily for use for
other than government purposes; (iii) is comprised of a combination of commercial
items, or of services and commercial items, of the type customarily combined and
sold in combination to the general public;®

The Panel choose to focus on "property” verses "services" because it believed that
statutes primarily create barriers to the acquisition of manufactured products. In
general, such statutes disrupt established manufacturing methods, sources of supply,

and personnel practices.10
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STREAMLINING AND SIMPLIFIED ACQUISITION THRESHOLD

There is an inverse relationship in DOD contracting between the value of the contract
and the number of contracting actions. More precisely, of contracting actions over $25K,
50% of them are les$ than $1 ook. 11 The Panel recognized that there was a real
potential for streamlining the procurement process if the current small purchase
threshold of $25K was raised to $100K. To ensure that small business was not
adversely affected by this increase, the Panel recommended that the current small
business reservation established by Title 15 of the US Code Section 644(j) be extended
up to the simplified acquisition threshold. By substituting a uniform threshold for the
application of all socioeconomic provisions in place of the many differing thresholds
which exist today, contracting officers will be able to not only conserve contract
administrative resources and concentrate on contracts over $100K, but also not have to
look into the swamp of regulations to determ?ﬁé what procedures must be used. There

are over 30 laws requiring clauses in contracts at various levels below $1OOK12

Thus, the Panel recommended a four part strategy:
1) Establish a simplified acquisition threshold at $100K.
2) Adjust existing statutory floors to not less than $100K.
3) Reserve Small Business puri:hases to $100K threshold.

4) Simplify and modernize contract notice procedures.

The Panel believed that in raising the small business threshold to $100K to match the
simplified acquisition threshold, it was reasonable to expect that at least two small
businesses will continue to compete and be competitive in price and quality.13 By
pushing technology into the practice of the Commerce Business Daily (CBD) system,

and by mandating an electronic bulletin board providing immediate access to all who
13




own a personal computer tied into a network, a significant reduction in transaction time

should occur.

As part of its mandate to recommend the elimination of statutes unnecessary to the
buyer/seller relationship, the Panel made a courageous effort to categorize the negative
impact of the socioeconomic laws upon DoD contracting. They found 114
socioeconomic statutes mandating a potpourri of requirements that add both cost and
significant barriers to commercial-military integration.14 With this in mind, ihe Panel

recommended the following:

1) Congress should replace the inconsistent and uncodified small business
legislation with a comprehensive and consistent small business code.

2) The new code should make provision for access by small business to capital,
training, and management support.

3) The Secretary of Defense should appoint a committee for advice on small
business. .

4) Congress should amend Section 8(a) of the Small Business Act to allow direct
contracts between DOD and small business.

In the area of contract administration, the Panel found fertile ground for many
improvements. There are 14 statutes, codified in Title 10, 40, and 41, which provide the

fundamental framework for the system of competitive procurement in DoD. 15

Central to DoD procurement is Section 2304 of Title 10 of the US Code: Contracts:

Competition Requirements. The major recommendation of the Panel is to delete the
authority and rule structure for agreements for advisory and assistance services and
replace it with a new section that would recognize the need for contracts that do not

procure or specify a firm quantity of supplies or services. 16

14




With respect to cost and pricing data requirements required by Section 2306(a), the
Truth in Negotiations Act, commonly called "TINA", the Pane! made three significant
recommendations to provide more flexibility in the cost and pricing accounting
requirements:

1) Maintain the application threshold at $500K.

2) Add an exception for modifications to contracts when the modification exceeds
the threshold but does not change the commercial item or service to a
noncommerical item or service, or the modification is issued solely to purchase a
commercial item or service.

3) Expand and clarify the exception for adequate price competition when (1) the
price is fair and reasonable, (2) the item made for the marketplace will be used by
the government. 1

Finally, in the area of bid protest, the Panel recommended that a single forum for
protests could provide reasonable access to the reasons for adverse actions and that

protests could be resolved in a fair and efﬁciéﬁi‘manner. A single forum would go far in

reducing the overlapping, duplicative and conflicting protest procedures now in practice.
CONCLUSION

The effort of the panel was impressively thorough. The size and extent of statutory laws
involved in federal acquisition was eye-opening. The care in which the Panel
documented the background and practice of each statute was particularly enlightening.
In particular, the Panel should be commended for the recommendations it made
concerning the heavy baggage to federal procurers of the socio-economic laws. Until all
the recommendations of the Panel are considered by the Congress, no further studies
will be needed. The Panel has done the Department of Defense real service with its
exhaustive study and it should be the cornerstone of acquisition reform for the

foreseeable future.
15




Chapter 4 discusses some of the more salient aspects of the 800 Panel
recommendations as proposed in current legislation as well as how they will positively

impact program managers.

at
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CHAPTER 4
POSITIVE ASPECTS OF S 1587
INTRODUCTION

As discussed in the previous chapters, the current proposed acquisition reform
legislation is neither all inclusive nor is it the sweeping panacea so desired by the
defense acquisition community. However, it does start a long and laborious process that
over time and with future maceration's, might provide program managers with better
acquisition guidelines. It may also provide the flexibility to predict more realistic costs,

schedule and performance criteria early in the life of a major weapon system.

S 1587's recommendations are based primarily on the findings of the Department of
Defense Acquisition Law Advisory Panel better known as the "800 Panel."! Their
findings and recommendations focus more on ciefense pn;ocurement and contract
management issues than those acquisition iss:ues that affect weapon system
development. This chapter is a synopsis of the positive changes in current acquisition
reform. In an indirect fashion, these changes have a positive impact on a prbgram
manager's ability through simplifying procedures used mostly by the contracting
community to administer his/her acquisition program. The reform actions are discussed
by what the old policy did or did not do and how the proposed legislation changes the

old policy.
REFORM ACTIONS
Decisions on Frivolous Protests

Under the provisions of U.S. Title 31, any interested party has the right to protest the
government's decision to consider or award a contract under full and open contract
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competition. In most cases, these protests are entered into in good faith and have
reasonable merit. When protests happen, they are expensive and an enormous amount
of time is spent by the government and the recipient contractor to prepare the data to
defend a particular contract decision.2 In the past, the financial burden was the
govermnment's and recipient contractor's responsibility. However, there are times when
an interested party, for whatever reason, files a frivolous protest (the protest has no

merit or the interested party knowingly files for reasons other than in good faith).

To reduce the incidents of frivolous protests, proposed legislation makes those parties
liable for the costs associated with the frivolous protest when it's determined that protest
has no merit or not entered into in good faith. This legislation does not pertain to those
protests dismissed by the GAO at the beginning of the protest process. This helps
program management by reducing the costs and time to deal with frivolous protests.

5
Contract Claims: Certification
Presently there are two conflicting statutes dealing with claims certification - the Contract
Disputes Act (CDA) and U.S. Title 10, Section 2410. On one hand, Section 2410
requires that a senior ranking company official must certify that claims over $100,000 are
submitted in good faith and that all supporting data is accurate and complete to the best
of the official's knowledge and belief. On the other hand, the CDA had no such
requirement as to the status, identity, or the position of the eligible certifying official. The
two different standards caused confusion when claims were submitted under both U.S.
Title 10 and the CDA.3

However, the CDA was updated to include a broader definition of who is authorized to

certify contract claims. In addition, the Defense Authorization Act of 1993 authorized the
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Secretary of Defense to include regulations in the FAR that a contractor claim be
certified according to the CDA. Repealing the provisions of U.S. Title 10 would eliminate
the problems associated with the two conflicting statutory requirements. This change
also simplifies the procedures used in processing claims and reduces the program

manager's administrative time and costs.4

Reducing Requirement For Competitive Prototyping and Competitive Alternate

Sources

The repeal of Competitive Prototyping and Competitive Alternative Sources represent a
positive impact area.5 Current DoD development and production environments do not
lend themselves to a unilateral - one size fits all - acquisition strategy. The basis for
these type of laws stem from Congressional desire to mandate risk management
strategies forcing DoD to consider alternativ% Lnethodologies that are not widely used.
Over time, these laws not only compete against proven acquisition methods but tend to
strangulate the creativity of the program management process and risk management
viability. This overabundance of laws and regulations have resulted in an 0SD oversight

function.

To the program manager, the repeal of these laws provides greater flexibility to follow
the logical path for program acquisition instead of justifying why all the wrong paths
should not be followed. These repeals will not eliminate the methodology to investigate
whether these acquisition strategiés should be followed. However, they eliminate the
laborious and time consuming reporting requirements that take the management process
away from the Program Managers' chain-of-command and put it into the political
process. Further, these repeals are an important departure from the usual methodology

10 seemingly eliminate requirements by allowing for waiver approvals. Wai