FY 2003 INFLATION GUIDANCE
1. New inflation indices have been developed from factors recently issued by the Department of Defense (DOD). These indices are for use in the presentation of the Fiscal Year (FY) 2004/Fy 2005 President's Budget and supporting congressional justification materials, the FY 2005-FY 2009 Program Objective Memoranda (POM), Selected Acquisition Reports for December FY 2002, unit cost reports, and other cost estimates.

2. All inflation tables, except the Consolidated Military Pay (CMPA) and the Civilian Pay (CP) tables can be found on http://www.asafm.army.mil/pubs/inflate/inflationIndices.xls . The latter two will appear only on the AMC RM ON-LINE web site with all other required AMC indices. In addition, RM ON-LINE will include the outlay rates for selected indices. 

3. Each inflation table includes the display of DOD historical compound and composite deflators on the same page as the outyear inflation indices. The deflators reflect the most recent historical data as published by the DOD Comptroller in the "National Defense Budget Estimates for FY 2002". Detailed application procedures for these tables appear in paragraph 6 below. To adjust previous estimates for inflation, first deflate with the last indices used to prepare the estimate, and then re-inflate using the enclosed indices (examples appear in paragraph 6 below). Specific appropriation guidance is as follows:

A. Research, Development, Test, and Evaluation, Army (RDTEA): These indices are for inflating both budget and life cycle cost estimates. Apply these indices to all RDTEA requirements.

B. Procurement Appropriations (PAs): Use these indices for procurement of Aircraft (APA), Missiles (MIPA), Weapons and Tracked Combat Vehicles (WTCV), Ammunition (AMMO), and Other Procurement, Army (OPA) system requirements. 

· Inflate all procurements for both budget and life cycle cost estimates. 

· For modifications, Production Base Support (PBS) (see paragraph 4), and materiel changes (see paragraph 5), apply the indices which relate to the PA providing the source of funds. For procurement programs not covered by a specific table, use the OPA indices. 

· Consider estimates derived from contractors and suppliers as: 

· Constant dollars if the estimate is for labor and overhead at the prevailing labor rates, or is for off-the-shelf or catalogue items, or is a vendor quote with terms requiring payment within the fiscal year. 

· Current (inflated) dollars if the contractor or supplier states that prices account for future inflation or the contract terms specify payment beyond the end of the base year. Remove prior inflation before applying new indices or converting estimates to another base year. First divide the current dollar estimate(s) by the appropriate composite index (that which was originally used). This will convert to a base-year constant dollar figure(s); then apply the appropriate new inflation indices. 

C. Consolidated Military Personnel, Army (CMPA): These indices are for use in preparation of weapon system, life cycle cost estimates only. They represent an averaging of pay and non-pay escalation and outlay rates with weights equal to the cost shares of the pay and non-pay portions. The Army Budget Office and the U.S. Army Cost and Economic Analysis Center have reviewed and approved the methodology for application in cost estimates but not budget submissions. 

D. Operation and Maintenance, Army (OMA): These indices are for use in life cycle cost estimates; use of the OMA indices also applies to secondary items (replenishment spares/replenishment repair parts). Use these indices for that portion of the OMA appropriation not covered by special guidance on pay raises; Army or Defense Working Capital Fund rates; Petroleum, Oil and Lubricant prices; and utilities.

E. Military Construction, Army (MCA): Use these indices in conjunction with local adjustment factors and guidance contained in AR 415-17, Empirical Cost Estimates for Military Construction and Cost Adjustment Factors, and TM5-800-4, Cost Estimating for Military Programming.

4. Inflate PBS using the indices for the appropriation that provides the source of funds regardless of the item or the nature of the procurement. For example, in developing an ammunition PBS estimate, apply the ammunition appropriation indices and not OPA and/or military construction indices. 

5. Inflate the Materiel Change Information Reports (MCIRs) with the indices for the appropriation that provides the source of funds. The Office of Deputy Chief of Staff for Research, Development, and Acquisition, HQ AMC, issues additional instructions pertaining to MCIRs. 

6. Application of Inflation Tables.

A. General: Each of the appropriation tables incorporates the latest DOD escalation factors and outlay rates. Paragraphs 6-B and 6-C below, describe how you should use the columns entitled "compound" and "composite" for any given base year. The following examples refer to the RDTE Appropriation, base year FY 2003 and are applicable to each appropriation and any base year. The previously used "deflators" are in the compound column and reflect historical experience for FY 2002 and prior. The deflators for base year 2003 begin with 0.4185 in FY 1978 and end with 1.0000 in FY 2003. Each base year for each appropriation contains its own set of deflators. The compound indices for FY 2003 and the future reflect the new escalation rates based on revised economic assumptions. 

B. Compound Indices: Use the compound indices to change from one constant dollar base to another. To change from an FY 2018 constant dollar to a FY 2003 constant dollar, divide by 1.2953. If your estimate is in any one of the four provided base years, use that base year to update your estimate to the constant dollar stream you require. For instance, to change from the FY 2003 base year to another constant dollar base, multiply the FY 2003 constant dollar value by the factor for the year to which you wish to change. To change to 1993 constant dollars, multiply by 0.8703. To change to constant FY 2004, multiply your FY 2003 constant dollar value by 1.0150. If your values are in some constant year dollar and you wish to change it to base year FY 2003, divide the dollar value by its fiscal year factor. Thus, to change from an FY 1993 constant dollar estimate or an FY 1993 actual expenditure to an  FY 2003 constant dollar or base year FY 2003 value, divide by the compound index for      FY 1993 (i.e.; 0.8703). 

C. Composite Indices: Use composite indices to change a constant dollar value to a current dollar value. For example, to change from an FY 2003 base year constant dollar value to current year FY 2018 dollars, multiply the FY 2003 dollar by the index 1.3145. If you have current dollars expressed as appropriations or obligations (therefore not actual expenditures), you must first remove the effect of inflation caused by the outlay rates inherent in current year dollars. Therefore, first divide the current dollar value by the appropriate composite index to place it into base year dollars. For instance, $5.00 obligated in FY 1993 is equivalent to $5.65 ($5.00/0.8848) in constant FY 2003 dollars. Once this is accomplished, then you may inflate this value to current dollars by multiplying by the appropriate composite index as described above.

D. Summary: The following rules summarize the application of the indices in paragraphs 6-B and 6-C.

· To express base year FY 2003 dollars as constant dollars for another year, multiply by the compound factor for the year in question. 

· To express base year FY 2003 dollars as current dollars for another year, multiply by the composite factor for the year in question. 

· To express constant dollars for a given year as base year FY 2003 dollars, divide by that year's compound index.

· To express current dollars for a given year as base year FY 2003 dollars, divide by that year's composite index.
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