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Abstract Unlike general industries, the defense industry, one of the nation's most important industries,
has limited demand and requires large budgets and advanced technologies for research and development
and for the production of defense industrial materials. In order to stimulate the defense industry, the
government is implementing a system for designating defense contractors and defense materials,
contracts for defense materials, and the application of incentives in cost accounting. On the other hand,
the existing defense cost structure applies profits to the actual cost of defense contractors. Therefore,
the higher the cost, the greater the profit, thus making it difficult for the contractors to reduce costs.
To this end, the Defense Acquisition Program Administration has made efforts to improve the defense
cost system, and as a result, new rules and enforcement regulations related to defense cost calculation
will apply from 2023. Accordingly, it is expected that the cost analysis tasks and results performed in
the acquisition stage will also change. This study analyzed these areas. As a result of the analysis, labor
costs fell overall, and profits rose, so there was no significant difference in terms of total expenses.
Meanwhile, this study is expected to contribute to strengthening professional capabilities related to cost
analysis in the defense sector and serve as the basis for further research on changes in the defense cost

system.
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Table 1. Comparison of Improvements to Labor Cost

Table 2. Cost Analysis Results of project A(Labor

Cost)
(Unit : Million one)
Cost Analysis Result of Project A
Classification
Al A2 Average
Manufacturing 647 3,434 2,041
Service 20,714 15,715 18,214
Total 21,301 19,149 20,255

Cla.?sifi Before After
cation
Manufac Applicition of labor rates | Application ‘of dfefense
turing y contractor wage unit price
at labor unit price (by Group)
Application of wage rates | Application of defense
by contractor wage unit price
at labor unit price (by Size)
Service |Reflection of indirect labor| Elimination of indirect
cost labor cost
(Direct labor cost x (Consolidation by
Indirect labor ratio ) Overhead expenses)
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Table 3. Cost Simulation Results of Project A(Labor

Cost)
(Unit : Million one)
Cost Simulation Result of Project A
Classification
Al A2 Average
Manufacturing 653 2,733 1,693
Service 11,762 11,165 11,464
Total 12,414 13,899 13,156
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Table 4. Cost Analysis Results of project B(Labor
Cost)
(Unit : Million one)
TE Cost Analysis Result of Project B
Manufacturing 505
Service 1,457
Total 1,962
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Table 5. Cost Simulation Results of Project B(Labor

Cost)
(Unit * Million one)
T2 Cost Simulation Result of Project B
Manufacturing 494
Service 914
Total 1,408
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Table 6. Comparison of Improvements to Profit
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Classification Before Improvement

After Improvement

Basic

Compensation 0.25(Service : 0.7)

Basic compensation rate adjustment coefficient :

Basic compensation rate coefficient : 0.65

Technical risk : 0.5%(Technical cooperation) ~

Risk 1.5%(R&D)
X 6.0%R&D) ~ 2.0%(Technical cooperation)
Compensation | Contract risk : 1%(Mid-term confirmation) ~ 3%(Cost
Manufac reduction)
turing Execution of a contract : application of compensation R&D : R&D cost to sales

rates to material cost

Effort & labor cost, etc.

Export expansion : Considering export amount and
export growth

Compensation

Management : Application in accordance with
accounting and breakdown accounting standards

Promote small & medium enterprises :
Application of 10% of processing cost and localization
cost of parts

Service

Identical to the manufacturing

Application of 33%(Engineering) or 37%(SW
development) of
(Direct labor cost + Overhead expenses)

* Existing investment capital compensation and facility investment compensation are integrated into profits
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Table 7. Cost Analysis Results of project A(Profit)

(Unit : Million one)
Cost Analysis Result of Project A
Classification
Al A2 Average
Manufacturing 2,301 2,500 2,400
Service 3,617 4,139 3,873
Total 6,265 7,403 6,836

Table 8. Cost Simulation Results of Project A(Profit)

(Unit : Million one)
Cost Simulation Result of Project A
Classification
Al A2 Average
Manufacturing 4,001 3,028 3,513
Service 8,345 7,922 8,133
Total 12,693 11,720 12,206
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Table 9. Cost Analysis Results of Project B(Profit)

(Unit : Million one)
Classification Cost Analysis Result of Project B
Manufacturing 779
Service 379
Total 1,158

Q0
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Table 10. Cost Simulation Results of Project B(Profit)

(Unit : Million one)

Classification Cost Simulation Result of Project B

Manufacturing 1,211
649

1,860

Service

Total
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Table 11. Cost Analysis & Simulation Result of Project A

(Unit : Million one)
Cost Analysis Result of Project A Cost Simulation Result of Project A

Classification
Al A2 Average Al A2 Average
Material Cost 57,219 52,681 54,950 57,219 52,681 54,950
Labor Cost 21,361 19,149 20,255 12,414 13,898 13,156
Total Cost 92,086 99,095 95,591 59,713 90,984 90,349
Profit 6,265 7,408 6,836 12,693 11,720 12,206
Total Expenses 98,357 106,515 102,436 102,406 102,716 102,561

Table 12. Cost Analysis & Simulation Result of Project B

(Unit : Million one)
Classification Cost Analysis Result of Project B Cost Simulation Result of Project B
Material Cost 5,366 5,365
Labor Cost 1,962 1,408
Total Cost 10,112 9,528
Profit 1,158 1,860
Total Expenses 11,275 11,388
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