


















































































































- Convert commercial drawings
into DoD-unique formats

- Respond to govt requests for changes
- Incorporate detail not found in
commercial drawings

Eng Drawings

Cost Driver #9
Cost Impact: .6%

Ttl impact: 3.3%
Top 10:	 5 Sites

DoD Dray ing Requirements

DaD drawing requirements are largely incompatiblewith commercial practice.
Commercial part drawings are not acceptable and must be converted using unique
DoD formats and symbology. Industry urges accept, nce of contractor forn icit
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GovernmentGovernment P pe dministrution

Relevant Provisions

FAR Part 45

Description: FAR Part 45 requires that contractors assume responsibility for maintaining and accounting for government-owned
property. Government property may include real property, material, plant equipment, special tooling and test equipment, and scrap or
salvage material. Compliance costs documented in this regulatory area exclude consideration of benefits resulting twin contractors'
access to the government-owned item, and reflect the difference between the costs associated with administering government-owned
and other (non-government) customer property.

Impact on Business Processes: While more than 40 percent of the compliance costs associated with government property
requirements were found in the operations area, this regulatory area is a significant factor in most major business functions except
quality assurance. Special tooling, special test equipment, specialized machine tools, and calibration equipment account for most of
the government property in the operations area. Frequently, the engineering function also uses government-owned test equipment in
developmental testing. The material management function administers government-furnished equipment (GFE) destined for
incorporation into the production item, and is involved in the procurement of spare parts or services relating to the maintenance of
government-owned equipment throughout the contractor's facility. Finance tracks government-owned real property and maintains the
government-owned property control system. FAR Part 45 imposes many special requirements on contractors, including maintenance
of detailed property records that track equipment use by contract; marking of all government property; compliance with routine and
preventive maintenance schedules; performance of annual physical inventories; and the preparation of an annual report. Contractors
also devote considerable time and effort to obtaining government instructions on the disposal of government-owned equipment at the
conclusion of a contract, including permission to use the equipment on another DoD contract.

Industry Views: In the view of industry, DoD's approach to government property administration involves excessive documentation
and oversight. A major problem is the lack of flexibility in the use of government-owned equipment: contractors complain that they
experience protracted delays when attempting to shift government items to new contracts — frequently they decide to purchase a new
item rather than wait for DoD approval. The annual physical inventories often are not cost effective, as the cost of conducting the
inventory sometimes exceeds the intrinsic value of the government-owned items. Contractors that operate government-owned
facilities argue that DCMAO safety inspections frequently represent an unnecessary duplication of OSHA oversight. Several firms
complained that routine maintenance requirements do not take into consideration real usage rates. Finally, several contractors
observed that DoD's approach to establishing rental prices (based on acquisition costs rather than depreciated value) discourages
contractors from using such equipment for commercial purposes, thus constituting a barrier to defense conversion.
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Government Property Administration

In the view of industry, DoD requirements to document, niaiiitain, and inventory
govit-owned equipment are cumbersome and result in unnecessary costs.
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Key Cost Drivers By Industry Sector

This slide compares the key cost drivers for firms in the electronics/communications, aerospace, and land/mechanical sectors, The
shaded areas represent those regulations or oversight practices that are not on the overall list of top ten cost drivers.

While total compliance costs vary markedly among the three sectors, there is a high degree of commonality regarding those drivers
with the greatest cost impact. For example, TINA and MIL-Q-9858A are among the top five cost drivers in each industry, and both
C/SCS and DoD configuration management requirements are in top five in two out of the three sectors.

There are some notable sector-specific drivers. For example, DoD soldering requirements as expressed in Mil -STD-2000A are a
major cost driver in those electronics-oriented firms that are involved in circuit board assembly. In fact, this standard was the leading
cost driver at one electronics firm where circuit board assembly operations accounted for a large portion of the facility's entire
manufacturing activity.

In the aerospace industry, where contractors' use of government facilities and equipment appears greatest, issues associated with
government property administration were more prevalent. One aerospace site (a LOCO facility) reported considerable regulatory
costs associated with DoD oversight of the contractor's facility modernization program.
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Key Cost Drivers — Change Agents

This slide identifies the source of legislative and/or regulatory authority for each of the top ten cost drivers, and highlights the
institution or institutions with the primary responsibility or capability to implement reforms. In the view of the Project Team, DoD is
the primary change agent for eight of the ten top regulatory cost drivers. DoD can even play an important role in reducing compliance
costs associated with those measures in which Congress has significant involvement — TINA and CAS — by developing and
carrying out streamlined, less instrusive oversight practices.

In recent years, DoD policymakers have demonstrated strong leadership in emphasizing the need for defense acquisition reform and
for beginning the task of eliminating unnecessary regulation. However, in the view of the industry, this fundamental cultural change
is filtering down to the field only slowly, and at an uneven pace. While some DoD contracting officials, program managers, and
oversight personnel have been enthusiastic in embracing innovative approaches to streamlining the acquisition system and reducing
regulatory compliance costs, in other quarters DoD acquisition personnel have been reluctant to abandon established practices and
procedures. In some cases, this resistance may reflect job insecurity or simply an unwillingness to change; however, most
contractors believe that DoD field personnel often are not fully aware of Pentagon decisions or do not fully understand how to put
these decisions into practice.

Finally, it is important to note that eliminating regulations or military specifications may not always be the complete solution: the
quality, experience, and training of DoD personnel have important impacts on regulatory compliance costs. Some DoD regulations or
specifications may be appropriate in some circumstances and unnecessary in others. In such cases, what is needed is a government
contracting official with the ability to draw such distinctions, as well as the institutional support and incentives to act upon his or her
good judgment.
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DoD has the authority to substantially reduce compliance costs. Further progress
requires continued strong executive leadership AND field level p ementation.

Key Cost D fivers — Change Agents
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Report Outline: Site	 enmmlith. — Regulatory Categories

In previous subsections, we identified the total DoD regulatory oversight compliance costs and analyzed the impact of key cost
drivers. Here, we group our 100+ drivers cited by contractor personnel into seven broad categories: quality assurance; accounting
and finance; contracting and purchasing; engineering; material management, logistics, and property administration; program
management; and data management. The objective is to use these categories to determine the compliance cost impacts of general areas
of regulations, as opposed to specific cost drivers.

It should be noted that the creation of these categories and the grouping of the individual cost drivers within them involve a certain
element of subjectivity. For example, one could choose to group purchasing-related provisions with material management rather than
with contracting, or to combine the engineering and quality categories. While our "DCAA/DCMAO Interaction" clearly iclates both to
finance and quality assurance, we decided to place this cost driver in the finance area. Overall, however, we belteve that the analysis
presented in the following slides provides a fair representation of the general impact of primary areas of regulation and oversight on
contractors' value added costs.
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Compliance Costs Bygulatory Category

This slide shows the compliance cost impact of the seven regulatory categories. According to our ABC data, quality assurance
accounts for one fourth of all regulatory/oversight compliance costs, followed by accounting- and finance-related drivers at 20
percent.

The position of quality assurance as the primary cost driver category is one of the more surprising results of this study. Traditionally,
both DoD and industry circles have tended to place relatively more emphasis on the cost impact of accounting/finance irgulat ions and
the need for regulatory reform in these areas. Possibly, this tendency reflects the high visibility of these regulatory issues within the
contractor's organization. Frequently, chief financial officers must certify cost and pricing data, are directly involved in the
negotiation of overhead rates and forward pricing agreements, and serve as the primary industry point of contact for a variety of
DCAA audits. Quality assurance issues, on the other hand, are often handled further down in the organization — on the factory floor,
engineering test laboratory, receiving dock, etc.

As noted on the previous slide, this analysis is strongly influenced by the approach used in establishing the groupings. For example,
if one were to combine accounting/finance with contracting/purchasing — which, in some ways, are mutually reinforcing areas of
regulation — the consolidated group accounts for one third of total industry compliance costs.

The following slides identify and discuss the primary cost drivers in each regulatory category.
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Quality Itiakance

This slide shows the cost impact distribution of quality assurance-relatedassurance-related regulations and oversight practices. As noted previously,
this regulatory category accounts for 4.1 percent of value added costs, or about 25 percent of total compliance costs.

MIL-Q-9858A is the leading regulatory cost driver in this area accounting for over 40 percent of compliance costs in this quality
assurance regulatory category. Taken together, ten different testing specifications account for almost 20 percent of QA compliance
costs. If we had considered these specifications as a single driver, testing would have been among the five leading cost drivers in
terms of total compliance cost impact.

MIL-STD-2000A, the general specification on soldering for circuit board assemblies, is a major cost driver for electronics firms
heavily involved in the manufacture of circuit boards. This specification imposes intensive inspection procedures, and even
establishes requirements for the solder finish which, in the view of industry, provides little or no value added to the performance or
reliability of the final product. At the four electronics-oriented company sites included in the study sample, the costs of complying
with MIL-STD-2000A alone accounted for more than 1 percent of value added costs. However, since this specification had no impact
in the six sites that are not involved in electronics manufacturing, the ten site average for MIL-STD-2000A is only about 0.5 percent
of value added costs, twelfth on the list of leading cost drivers.

The DoD quality assurance program uses a two-tiered system. MIL-Q-9858A is the umbrella quality assurance specification that
applies to most major contractors. However, some small DoD contracts refer only to the specification for the Standard Inspection
System (MIL-I-45208). Contractors subject to MIL-Q-9858A must also comply with MIL-I-45208. (In fact, MIL-1-45208 is cited in
the MIL-Q-9858A specification.) Thus, inspection-related compliance costs normally were captured under MIL-Q-9858A. However,
for contracts subject to MIL-I-45208 outside of the MIL-Q-9858A umbrella, these costs were collected under MIL-I-45208.
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Accoutt	 ance

For the ten firms in the study sample, accounting/finance-related regulations represent 3.4 percent of value added costs, or about 20
percent of the total DoD cost premium. Three cost drivers — TINA, DCAA/DCMAO interaction, and CAS — account for more than
three quarters of the compliance costs in this regulatory category. Farb of these drivers is on the "top ten" list and accordingly is
addressed in detail in a previous section of this report. The Project Team found relatively few programs impacted by MIL-STD-
I 567A, Work Measurement Reporting.

The Project Team recognizes that the placement of DCAA/DCMAO interaction in this category is somewhat unfortunate, since
DCMAO oversight clearly relates to quality assurance, not accounting/finance. In retrospect, we should have established two codes.
— one for on-site DCAA, one for DCMAO interaction — and collected those costs separately. With moderate effort, it may be
possible at a later date to extract the DCMAO costs through the review of individual worksheets.
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Engrntvrtng

The engineering regulatory category accounts for an average of 2.9 percent of contractors' value added, or 17 percent of all
compliance costs. Approximately half of all engineering-related compliance costs are associated with configuration control and
military drawing requirements, which rank fourth and ninth respectively in the list of "top ten" cost drivers.

The remainder of engineering-related compliance costs are spread among approximately 30 DoD standards and specifications. Some
contractor personnel argued that MIL-STD-499A (the systems development specification) and DoD-STD-2167A (the software
development standard) require a highly structured, sequential approach to system/software development, and discourages rapid
prototyping — a practice gaining increasing favor in the conunercial sector. Others maintained that these specifications provide. a
logical framework that is necessary for successful execution of complex DoD programs (although even the advocates complain about
the extensive documentation requirements).

The bar labelled "Other" represents the compliance costs associated with a range of 24 DoD standards and specifications. Most of
these requirements apply to specific military products, and have little impact on other product areas.
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Half of all engineering-related compliance costs are associated with configuration
control and military drawings.
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Contrac__Allirurchasing

For the ten site sample, contracting/purchasing regulations and oversight increase contractors' value added costs by 2.3',e, or about
13 percent of the total DoD cost premium. As noted above, contract-specific requirements are a major cost driver, representing (me
third of the regulatory costs in this category.

Proposal preparation, including attendance at bidder's conferences and other pre-solicitation activities, is the sCCOIlli I; u' st cost
driver in the contracting/purchasing area. In the view of industry, DoD requests for proposal (RFPs) compel contractors to develop
proposals that are far more detailed and voluminous than those required in the commercial sector. There was also broad agreement
that government RFPs are often unclear or contradictory, complicating the task of developing the proposal.

The Contractor Purchasing System Review (CPSR) appears to have a major impact on most procurement departments in the defense
industry. This review is conducted on an annual basis by DCMAO personnel, and involves a comprehensive examination of the
contractor's subcontract/purchase order award process, its procedures for ensuring that suppliers comply with DoD quality
requirements, and other procurement procedures. Many contractors questioned whether DoD obtains significant benefits from CPSR,
and urges at the very least the CPSR be made less frequent.

While the Competition in Contracting Act, the Buy American Act, and small/disadvantaged business programs have relatively little
impact on contractors' value added costs, several firms emphasized that these provisions have a major impact on matetial cost,
quality, and availability. Moreover, industry argues that these requirements (particularly CICA) inhibit the development of strategic
alliances with suppliers, despite DoD rhetoric embracing the need for closer relationships among prime contractors, subcontractors,
and suppliers.
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Logistics, Material Manage	 & Government Property

Cost drivers in the logistics, material management, and government property category represent 1.8 percent of value added, or alxnit
10 percent of total compliance costs. The material management accounting system (MMAS) and government property administration
account for about half of the impact of this regulatory category. These cost drivers are discussed in detail in a previous section of this
report.

Shipping documentation appears to be a significant cost driver for contractors that ship a wide variety of products to DoD customers,
usually in small lots. Compliance costs in this area were particularly high at sites that are strongly oriented toward the commercial
market. Contractors note that DoD requires completion of various government-unique forms such as the Government Bill of Lading
(GBL) and DD Form 250, which are more extensive than the documentation required for the shipment of products to commercial
customers.

There was widespread agreement among contractor personnel involved in the packaging of defense items that DoD packaging
requirements are frequently excessive. Packaging for defense items undergo the same contracting and oversight process that is
imposed on the items themselves. Contractors must submit a packaging plan (conforming to MIL-STD-1367A, MIL-STD-2073-1/2,
or other DoD packaging standards) with the original proposal along with a detailed cost estimate for its implementation. Packaging
materials purchased from suppliers must go through receiving inspection. Finished packages are also subject to inspection prior to
shipment. In many cases, packaging materials are extremely expensive (since our ABC assessments addressed only value added
costs, these material costs were not captured). Several company representatives noted that DoD packaging requirements compel
contractors to design packages for the most severe conditions, even when in practice the package is unlikely to be exposed to such
conditions.
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r gran'	 lagement

Whance costs associated with this regulatory category accoullePraverage for 1.6% of value added, or about 9 percent of tild
regulatory cost impact. C/SCS, the leading driver in the program management category, is discussed in detail on pages 22-22a.
Technical Reviewsand Audits (MIL-STD-1521) refers to program reviews and other technical interaction between the contractor and
the DoD program cffice. Several contractors indicate that they devote considerable time and attention to preparing status briefings for
their DoD custorne•s. According to some industry representatives, those program offices that place the greatest emphasis on frequent
formal reviews tend to have the least understanding of and substantive involvement in the technical issues facing the contractor.
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Program Management

Taken together, C/SCS and MIL-STD-1521 account for over 80 percent o f
compliance costs associated with this regulatory category.
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Data Management

The data management regulatory category accounts on average for 0.8 percent of contractors' value added costs, or about .1 percent of
total compliance costs. Contract Data Requirement List (CDRL) items account for two thirds of these costs. According to industry,
DoD contracting officials often impose a range of CDRLs that provide little or no benefit to DoD. Several contractors observed that
CDRLs are sometimes "lifted" mechanically from old contracts and transferred to follow-on contracts with little effort on the part of
the contracting official to determine whether the previous requirements are appropriate to current circumstances.

Technical publication standards also represent a significant problem, particularly for contractors which have a range of lDoD
customers. Company representatives indicate that technical publication standards vary significantly among the Armed Services, and
even buying commands of the same Service sometimes have different technical publication standards.
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Report Outline: Site 	 rResults Business Functions

In previous sections of this report, we examined the site assessment data from three perspectives. First, from the top-level
perspective, we identified the average regulatory impact for the 10 site sample, as well as for several subsets of that sample. Second,
we highlighted the key regulatory cost drivers and analyzed their impact on contractors' activities. Finally, we assessed the cost
impact of various categories of regulatory cost drivers and examined the composition of these categories.

Here, we focus on the impact of DoD regulations and oversight on contractors' major business functions. This analysis contributes to
a fuller understanding of factors that contribute to high compliance costs, and to an appreciation of the pervasive impacts of many
regulatory cost drivers on contractors' organization.
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