United States General Accounting Office / 30 qqs

' GAO

Report to the Chairmen, Senate and
House Committees on Armed Services

PROCUREMENT
Selected Acquisition
Report: Suggested
Approaches for
Improvement
i

O3C06A






United States

General Accounting Office
n(tfnn’ D.C 2NBA4AR

Washington, D.C. 20648

National Security and
International Affairs Division

B-221486

July 17, 1986

The Honorable Barry M. Goldwater
Chairman, Committee on Armed Services
United States Senate

The Honorable Les Aspin
Chairman, Committee on Armed Services
House of Representatives

Since 1969, Selected Acquisition Reports (SARs) have been the primary
means by which the Department of Defense (DOD) reports the status of
major weapon system acquisitions to the Congress. The SAR 1s a compre-
hensive report that contains information on the cost, schedule, and per-
formance of major weapon systems in comparison with baseline values
established at the demonstration/validation, full-scale development, and
production decision points As of December 31, 1985, there were 97 sAr
programs. The cost for 1 of the 97 programs is classified. Acquisition
cost for the remaining 96 programs 1s approximately $769 billion

Over the 18 years of selected acquisition reporting, the content of the
report has been changed numerous times in an effort to meet the over-
sight needs of oD management and the Congress. To try to make the sar
a more useful and readable status report, DOD revised the sAr format and
deleted considerable data from the December 31, 1984, reports For
example, the length of the SAR for one system was reduced from 26
pages (as of December 31, 1983) to 8 pages (as of December 31, 1984).
Thus revision became the subject of considerable discussion during hear-
ings by the House Armed Services Committee on DOD’s fiscal year 1986
budget request.

The Commuttee expressed concern over the deletion of information it
beheved useful, such as a description of the system and mission. The
revised SARS also deleted information about ceiling price on current con-
tracts which the Committee beheved was needed to understand the gov-
ernment’s liability Because the Committee felt that these revisions
made the SAR less useful, the fiscal year 1986 Defense Authorization Act
required that future sars include the same information content as the
December 1983 sArs. In addition, the Conference Report directed that
we, DOD, and the Congressional Budget Office submit comments and rec-
ommendations to the Congress for improving the saR. The Chairman,
House Armed Services Committee, reiterated this requirement in an
August 6, 1985, letter to us.
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Our analysis considered our prior recommendations which have not yet
been acted on, as well as several other approaches for making the SaRs
easier to use. One such recommendation' was to have the sARs 1dentify
anticipated cost and/or quantity changes. poD identified many practical
problems in implementing this recommendation Therefore, we are now
suggesting that oD provide a general discussion of changes under con-
sideration. Details concerning this approach are discussed in appendix 1.

The other approaches we explored include:

Using graphs to display SAR data elements, such as total program cost,
program unit cost, and total program quantity, to surface trends, iden-
tify matters requiring attention, and make the SAR easier to understand
and use. We also developed cost-quantity curves to track unit cost
changes for authorized and funded units and to measure the current cost
estimate for these units against a baseline estimate.

Developing more meaningful SARr formats that are readily understand-
able in revealing such matters as whether a project is on schedule and
whether it is within its baseline cost estimate or requires additional
resources to complete.

Establishing a new cost baseline estimate when a program undergoes a
major modification. This approach was suggested by the President’s Pri-
vate Sector Survey on Cost Control (PPSSCC) as a more realistic basis for
measuring cost variances. We agree with rebaselining as long as the cost
history of the program is maintained.

Details concerning these approaches are discussed in appendixes I1
through IV. Beyond these approaches, we continue to believe there is a
need to undertake a long-term effort to overhaul the federal govern-
ment’s financial management systems to correct many of the problems
that characterize not only SARs, but other financial management systems
within the government.

The House Armed Services Commuttee staff also asked us to comment on
the reasonableness of current thresholds that trigger the issuance of
unit cost exception reports by Dob to the Congress In appendix V we
discuss the reasonableness of these thresholds in light of current infla-
tion rates.

'DOD Needs to Provide More Credible Weapon Systems Cost Estimates to the Congress (GAO/NSIAD-
84-70, May 24, 1984)
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Objectives, Scope, and
Methodology

Our objectives and methodology, in part, are described above. The feasi-
bility of the new approaches examined for making the SAR easier to use
and understand and for tracking unit cost was determined using F-16
program SARs. Other SAR programs with different program characteris-
tics, such as low production quantities, need to be examined to deter-
mine if these approaches have broad applicability. We recognize that
each of the approaches considered would require a major revision to the
SAR.

Our work was conducted between September and November 1985.
During our review, we interviewed cognizant officials from the Office of
the Secretary of Defense and military service headquarters. We pro-
vided a draft of this report to DOD for its review and comment. While
acknowledging that there is a need to improve the SAR, DOD officials
expressed a number of concerns which are discussed in the appendixes.

Improving the sARr will likely require a long-term effort and extensive
coordination. We would be pleased to participate in the effort and pro-
vide whatever additional assistance we can.

As arranged with your Offices, we are sending copies of this report to

the Secretaries of Defense, Army, Navy, and Air Force. We will send
copies to other interested parties upon request.

) 0 Condan,

Frank C. Conahan
Director
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Appendix |

Reporting Potential Program Changes

DOD Comments

For some time, the Congress and 1ts oversight committees have been
concerned about the accuracy, timeliness, completeness, and usefulness
of SAR information. One important concern relates to whether sars could
be more informative about anticipated changes to approved programs.
The sARs are largely historical documents based on the officially
approved program. Thus, they do not reflect anticipated, but not yet
officially approved cost estimate changes, or show quantity changes
under consideration.

In addressing this concern, we previously recommended that the Secre-
tary of Defense ensure that poD disclose the total number of units it is
considering for a program by providing a footnote in the SAR when that
number is different from the approved program reported in the SAR,

poD did not accept our prior recommendation. DOD’s primary basis for
disagreement was that our recommendation would require SARS to report
quantity, cost, and/or schedule changes that have not yet been officially
approved. DoD surfaced many practical problems concerning the
reporting of such information, including the fact that such estimates are
likely to change and that several estimates related to the same antici-
pated change may exist within DOD at the same time

An approach that we believe should be considered to address antici-
pated changes is to continue reporting on the officially approved pro-
gram but to add a narrative section which would describe, in general
terms, matters under consideration which may result in significant cost,
schedule, or quantity changes. This section would provide the Congress
a better perspective on how firm the officially approved program esti-
mates are.

We recognize that potential quantity and schedule changes are reviewed
by numerous organizational levels within DoOD. Accordingly, this narra-
tive section could be initially drafted by the program manager and
reviewed and modified as necessary during the SAR review process.

poD officials had concerns with our suggestion and objected to disclosing
information on changes being considered during internal decisionmaking
processes such as the Planning, Programming, and Budgeting System
and Defense System Acquisition Review Council. Under our suggestion,
poD would not have to disclose specific details surrounding options being
considered. Instead, DOD would only identify, in general terms, the
options being considered that are likely to result in significant cost,
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Appendix I
Reporting Potential Program Changes

schedule, or quantity changes. This information would provide the Con-
gress a more accurate perspective and permit a better overview of major
programs. We continue to believe that such information is needed
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Appendix 11

Graphic Display of SAR Data

SARs provide information on the cost, schedule, and performance of
major defense acquisition programs. Because of the volume of data
reported and the largely tabular format used, SARs are sometimes diffi-
cult to understand. We believe graphic display of cost and quantity data
would make SARs easier to understand and increase their utility.

Using cost and quantity information from sagrs for the F-16 from
December 1975 through December 1984, we developed graphs to demon-
strate how SAR data could be made easier to understand. We did not
determine the full range of graphs that could be developed. Moreover,
other programs—especially those with fewer units—might not be
appropriate for graphic display. We do not include graphs for perform-
ance and schedule data because graphic display of this information for
the F-16 program did not, in our opinion, make it easier to understand
than the current SAR formats.

Each graph puts SAR data into perspective by showing trends—changes
occurring over time. Trend data often provides useful information that
raises questions about the stability of program quantities, accuracy of
cost estimates, and stability of system design. Current SARs, on the other
hand, provide data in tabular form and show only the baseline estimate,
the current estimate, and the prior year’s current estimate. SARrs focus
primarily on changes occurring since the last reporting period. The
graphs that follow show the effect of quantity and engineering changes
over time on program and unit cost estimates for the F-16 aircraft. In
addition, as shown in figure I1 9, interrelationships between various
aspects of the program can be observed by comparing related graphs.
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Appendix I
Graphic Display of SAR Data

Figure I1.1: Example Graph Showing Total Program Cost (Constant Dollars) -F-16
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Figure 1.1 illustrates the historical trend of total program costs over the
life of the program On a year-to-year basis, 1t shows increases in pro-
gram costs in fiscal year 1975 dollars from the development estimate of
$4.4 billion as of December 31, 1975, to the current estimate of $21 bil-
lion as of December 31, 1984.
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Appendix IT
Graphic Display of SAR Data

Figure 11.2: Example Graph Showing Total Program Unit Cost (Constant Dollars)-F-16
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Figure I1.2 illustrates the historical trend of total program unit cost. On
a year-to-year basis, it shows changes in unit cost in fiscal year 1975
dollars measured against the development estimate of $6.65 million It
also shows that estimated total program unit cost was less than the
development estimate from 1976 through 1979 before sharply
increasing between 1980-81.
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Graphic Display of SAR Data

Flgurd 11.3: Example Graph Showing Total Program Quantity -F-16
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Figure I1.3 shows the historical trend of increases in total program quan-
| tity from the development estimate of 658 aircraft to the current esti-
mate of 2,803 aircraft as of December 31, 1984.
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Appendix II
Graphic Display of SAR Data

Figure 11.4: Example Graph Showing Major Causes of Cost Variances (Constant Dollars) -F-16
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Figure I1.4 shows the major reasons for total program cost growth (1n
constant dollars) that was displayed in figure II.1 Cost growth occurs
when there 1s a variance between the baseline and current estimates of
program costs. There are seven variance categories or reasons for cost
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Appendix I1
Graphic Display of SAR Data

growth, which include: economic,! quantity, schedule,? engineering, cost
estimate changes, support, and other. In figure II.4, estimating, support,
and schedule are included in other. Figure 11.4 is in constant dollars;
therefore, the economic variance is not shown. As shown, engineering
and quantity changes were the major causes of cost growth.

!Changes in the current estimate resulting from actual escalation (inflation) being different than pre-
viously assumed

2Changes in a procurement or delivery schedule, completion date, or intermediate rulestone for devel-
opment or production
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Graphic Display of SAR Data

Figure 11.5: Example Graph Showing Total Program Cost (Current Dollars)-F-16
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Figure I1.5 shows the historical trend of the total program cost estimate

in current dollars from approximately $6.1 billion as of December 31,
1975, to $56.8 billion as of December 31, 1984. Causes for the cost
increases are shown in figure 11.6
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Graphic Display of SAR Data

Figure 11.6: Example Graph Showing Major Causes of Cost Variances (Current Dollars) -F-16
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Figure I1.6 shows the major reasons for total program cost growth (in
current dollars) that was displayed in figure I1.5. It shows, for example,
that in fiscal year 1984, cost growth for the F-16 totaled $50.7 billion
This cost growth consisted of $20.9 bilhon, $17.9 billion, $2.2 billion,
and $9.7 billion, respectively, in quantity, engineering, economic, and
other (support, schedule, estimating, and miscellaneous) changes.

Page 156 GAO/NSIAD-86-118 SAR



Appendix I
Graphic Display of SAR Data

Figure I1.7: Example Graph Showing Cost-Quantity Curves (Constant Dollars)-F-16
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Graphic Display of SAR Data

Figure I1.7 illustrates a technique for tracking unit production cost esti-
mates using cost-quantity curves. This technique compares the baseline
production unit cost estimate® with the current estimate for congression-
ally authorized and funded units. For the F-16 program, this quantity
was 845 aircraft as of December 31, 1983. If the average unit cost for
these 845 aircraft increased above an established threshold percentage,
4 unit cost exception report would be required. In the above case, as of
December 31, 1983, the average unit cost increase for 845 aircraft
appears to be $200,0004 ($6 5 million versus $6.3 million), or only about
3.2 percent. If, however, the 1,300th aircraft had been authorized and
funded, the increase would be about $1.3 million, or about 22 percent
($7.3 mullion versus $6 million). Specific percentage thresholds for trig-
gering a unit cost exception report would have to be established.

Our 1llustration is consistent with a PPSSCC recommendation that thresh-
olds, similar to those used for reporting projected unit cost increases in
unit cost exception reports, be established for actual unit cost growth.
The PPSSCC believed that this would ensure timely and accurate informa-
tion concerning actual cost increases. If implemented, specific criteria to
require actual unit cost increase reports would have to be developed.

3Since the baseline production estimate was not available, figure II 7 presents the 1979 estimate
{broken hine) and the 1983 estimate (sohd line)

4The numbers in this section are drawn from the chart and are for illustrative purposes only They
may not be the exact numbers
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Graphic Display of SAR Data

Figure 11.8: Example Graph Showing Cost-Quantity Curves (Constant Dollars) -F-16
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Graphic Display of SAR Data

Figure I1.8 shows cost-quantity curves for 1982 and 1983, as well as the
baseline, to identify changes in unit cost. For example, the 1983 estimate
shows that unit cost is expected to decrease, whereas, the 1982 estimate
projected that unit cost would remain relatively constant. Similar graphs
comparing recurring flyaway cost-quantity curves can also be con-
structed from SAR data.®

5Flyaway cost includes the airframe, propulsion equipment, electronics, armament, and other
installed government-furnished equipment
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Graphic Display of SAR Data

Interrelationships
Among SAR Data
Elements

Figure 11.9: Example Graphs Showing Interrelationships Among SAR Data Elements
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Appendix I1
Graphic Display of SAR Data

By looking at the relationships between graphs, questions raised by one
trend can be explained by another. For example:

Increases shown in figure II.1 for total program costs can be explained
by examining the major causes of cost variances shown in figure I1.4.
Figure I1.3 further illustrates one of these causes, the changes in
quantity.

Comparing figure II.1, in constant dollars, to figure IL.5, in current dol-
lars, 1llustrates the impact of inflation on total program cost.

L ;
DOD Comments

poD officials agreed that graphs are useful for understanding data, but
said that it would not be practical to prepare them within the allowed
time for submitting SARs. They also said that the utility of graphs 1s cus-
tomer and situation dependent and suggested that it would be better for
us or the Congressional Budget Office to prepare the charts which could
be tailored to specific congressional requirements at the time.

We believe DOD 1s in the best position to prepare graphics since 1t has
ready and earlier access to the needed information. In our opinion, the
graphs presented in this report are relatively simple and are probably
not as customer or situation dependent as suggested by pobp. If neces-
sary, graphs could be prepared within a short time after saRrs are sub-
mitted to the Congress to avoid delaying SAR preparation
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Appendix Il

Developing More Meaningful SAR Formats

SARS present cost, quantity, schedule, and technical performance esti-
mates for major weapon systems. However, SARs rely on contractor and
other information that does not necessarily tie into the DOD accounting
system, and SAR data is sometimes not comparable or consistent over
time. Moreover, the current SAR is a very complex and lengthy document
that requires substantial time to read and understand Consequently, it
is difficult for users with management and oversight responsibilities to
use SARs in making decisions and trade-off evaluations.

The problems cited above generally characterize current financial man-
agement reporting in the federal government We believe it will take a
long-term effort to correct these problems. In our report, Managing the
Cost of Government: Building an Effective Financial Management Struc-
ture (GAO/AFMD-85-35 and 85-35A, February 1985), we outlined the key
elements of a modern financial management structure for producing
clear, consistent, and reliable project reports. We also suggested a
revised saR format which could be produced within a modern financial
management system.

Data 1n the revised SAR based on this new format would tie directly into
DOD’s accounting system which would, 1n turn, tie directly into contrac-
tors’ accounting systems. SARs would also be based on accrual rather
than cash accounting and would report the actual cost' of work accom-
plished. Actual cost to date information reported in the SAR would be
consistent with contractors’ records.

Such sars would disclose, in a more concise and accurate way, the cost
impact of schedule slippages and program changes and make it easier
for members of the Congress and executive branch officials to quickly
determine the status of major weapon systems These officials would
have the information they need to see a project’s actual cost to date,
how this compares to previous estimates, how much money has been
spent, and what it has been used for. An example of a summary project
report based upon this concept is shown 1n figure IIL.1.

1By actual cost, we mean cost based on the accrual method of accounting When using the accrual
basis, revenues are recognmzed when earned, and costs are recognized when resources are consumed
For example, inventory 15 considered to be a program cost at the time 1t 15 used 1n operations, not
when 1t 15 ordered (obhgation basis) or paid for (cash basis)
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Developing More Meaningful SAR Formats

Figure I1l.1: Example Project Report

Project Report
Trident Submarine Construction
10/31/83
PROJECT STATUS
Actual Estimate Total Over (+) Scheduled Months
Planned Cost o Cost to Under (—)  Completion  Under (—)
Phases Cost To Date  Complete  Complete  Planned Date Over (+)
Dollars in billions
Research and Development $16 520 $0 $20 $+4 8/82 +2
Testing and Evaluation 4 3 0 3 -1 1/83
Design 10 1 0 11 +1 9/83 +1/
Procurement 70 10 65 73 +5 10/85 +24
5100 $M4 565 5109’ s+9’
FUNDING STATUS
Apprepristions Obligationss
Number Description Date Amount Amount Unobligated
Dollars in billions
XXXXXX Research and Development 10/81 520 $20 30
Testing and Evaluation
(FY82)
XXXXXX Research and Development 2/82 3 3 0
Testing and Evaluation
(FY82 Supplemental)
XXXXXX Shipbuilding and Conversion 10/82 10 10 0
(FY83)
XXXXXX Shipbuilding and Conversion 4/83 1 1 0
(FY83 Supplemental)
XXXXXX Shipbuilding and Conversion 10783 _7 35 35
(FY84)
Totals 35104 369 333
Current Estimate To Complete 109’
over (+) s
under (—) $+5
'Planned cost 1v complete the project
1Current esitmate c;f total cost to complete the project
sEsumatie to plete exceeds pl d cosis by 9
4Shows that the procurement phase is running two months over schedule
sShows additional budget authority s needed 1o complete the project
6Shows status of obligations by appropnations
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Developing More Meaningful SAR Formats

Since current accounting systems cannot produce cost data in this
manner, we developed an interim format using the expenditure and obli-
gation data currently reported in the SAR. (See figure I11.2.) A SAR in this
format would allow DOD officials and members of the Congress to
quickly assess

program expenditures to date,

estimated resources needed to complete the project,
estimated cost for each phase of the project,

expected start and completion dates for each phase, and
all appropriated funding sources for the project.

In an additional effort to make SARs easier to use and understand, we
developed a new sAR format for cost variance reporting. (See figure
I11.3.) These formats were developed using information from the
December 31, 1983, F-16 SAR.
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Developing More Meaningful SAR Formats

Figure 111.2: Example Program Status Formats

I F-16 PROGRAM STATUS HY PHASE
(as ot Lecember 31, 1983, In current dollars)

I Veve ) , Actual Estimate Over (+) Orlg, Current

estimate expend, to Total under (=) comp, comp, Number of unlts
Phases (1979) 1o date comp lete cost dev, est, date date Dev, Current Change
l comsvnenmenrnannewwee (M} ilonsg)
Hesoarch, devel
test & eval, 3 578,6 3$1,001,9 $ 302.% § 1,504,4 $+ 745,8 N/A N/A 8 8 v}
I Procurement 3,798,2 8,016,7 4u,598,4  48,615,1 +44,816,9 N/A N/A 050 2,651  +2,001
Wnlt cost) ( 5.,8) ( 18.3) (r 14,5
l Uperatlons &
supportd,
Operatlons &
Malntenance N/A N/A N/A N/A
Personne | N/A N/A N/A N/A
faclilties N/A N/A N/A N/A
Total Progrem § N/A 3 N/A 3 N/A $ N/A
nems ansn ases suss

F=16 PRUGRAM S5TATUS BY APPROPRIATION
(as ot December 31, 1983, In current do}lars)

Approprlations to date

Current Needed Tota)
Account Unitquldated Unobli- budget to progrem
nmber Appropriation kxpendeo obllgations gated Total request complete estimete
(militons)
Hesearch, devel., $1,001,9 ) 24,7 3 106,5 3% 1,153,1 3 83,4 3 87,9 $ 1,304,4
test & eval,
! Procurement 8,016,7 2,989,6 2,683,1  13,689,4 4,145,4  30,780,3 48,615,1
Operatlons &
malntenance N/A N/A N/A N/A N/A N/A N/A :
Personne | N/A N/A N/A N/A N/A N/A N/A
¢ Militery
constructlon N/A N/A N/A N/A N/A N/A N/A
Totats $ N/A 3 N/A $ N/A $ N/A $ N/A $ N/A 3 N/A
“aws L1 Ll1] “nas LA L LS L1t L] L 1] WANS
Over (+) or under (=) origlnal estimate 3 N/A
N/A = Data not reported {n Uscembar 31, 1983, F=16 SAR.
[ 2These cost categorles were selected tor !llustrat!ve purposes and represent major categories of weapons system costs,
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Figure I11.3: Example Cost Variance Analysis Format

F=10_COST VARIANCE ANALYSIS
{

1. 10aR%)
i, 1305

Status. 12/31/82 Change. 12/31/8Z to 12/31/83
Changes Total
Develop, Chenges Intla- Total this Intia- changes Total
Lost Varlance estimete 1O gate tion Total estl- perioca tlon this prog.
by Cetegory (197%) (1975 §) eadjust. changes mate (1975 3) adjust, period estl,
(m!iilons)
Resesarch, devel,
test & evaluation:
Economlc s - $ - $ 18,33 183 8 - S - 3 -2,5% -2,5 § -
Yuentiry - - - - - - - - -
Schedule - - Al ol - - - - -
tnglneering - £30,0 183,.6 415,6 - 3.3 3.9 7.2 -
Estimating - -22,7 20,6 - 2,1 - 6.6 9.1 15,7 -
Support - Wi 25,9 154,9 - - - - -
Other - 15,5 51 20,6 - - - - -

Totsl $ 578,6 § 3238 % 3816 % 7054 $1,284,0°8 9.9 § 10.5 $ 20.4 3 1,304.4

HProcurement,
Economlc $ - 5 - $3,P2,28 5,%L,28 - $ - $ 6844 § 684,89 -
Quant!ity - 5,634,7 9,181.5 14,816,2 - 1,434,7 3,108,1 4,542,8 -
Schedu le - 312,4 1,189,8 1,9%2,2 - - - - -
Englneering - 3,440, 6,332,9 9,773,0 - 1,065.,0 2,291,7 3,35,7 -
Estimating - =330,8 221,% -109.3 - =701,9 -1,431,6 -2,153,5% -
Support -~ 3 0%0.5 4,720,6 7,777.1 - 672.6 V,311,8 1,984.4 -
Other - 24,6 11.2 35.8 - - - - -

Total 33,798,2 $12,131,5 $25,019.7 $37,751.2 341,549,.5 $2,470.4 3 4,595.Z 37,065.6 $48,015.1

Operations &

! support
tconomlc s - 3 N/A 3 N/A $ N/A $ - $ N/A $ N/A $ N/A $ -
Quantlty - N/A N/A N/A - N/A N/A N/A -
Schedu le - N/A N/A N/A - N/A N/A N/A -
Englneering - N/A N/A N/A - N/A N/A N/A -
estimeting - N/A N/A N/A - N/A N/A N/A -
Uther - N/A N/A N/A - N/A N/A N/A N/A
Total N/A N/A N/A N/A N/A N/A N/A N/A N/A

Totasl
progrem $ N/A $ N/A $ N/A $ N/A $ N/A $ N/A $ N/A $ N/A S N/A

N/A = Data not reported In the Uecember 31, 1983, F-16 SAR,
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Developing More Meaningful SAR Formats

DOD Comments

During recent hearings before the Grace Commission Panel of the House
Armed Services Committee, a Committee member expressed interest 1n
developing a new sAR format consisting of an executive summary fol-
lowed by a number of attachments which would provide greater detail
on cost, schedule, and performance data. This member believed that
such a format would make the SAR easier to read and understand for
those with differing levels of interest and knowledge about individual
weapon systems. We believe this concept is consistent with efforts to
improve the SAR and warrants consideration as an approach for
increasing the SAR’s utility. The sample SAR formats included in this
report are complementary to this idea and would be useful either as part
of the executive summary or as appendixes

DOD’s comments on the long-term prospects for a modern financial
accounting structure—including SARs tied into DOD’s accounting systems
which, in turn, would be tied into contractors’ accounting systems—
were that the SAR reflects DOD’s budgeting system and will probably con-
tinue to do so. Accordingly, DOD believes that to the extent that the
budgeting system is changed in the future to tie into accounting records
at any level, the SAR will probably reflect those changes

pop officials had no objection to SAR format changes if the Congress
wanted to revise them. DOD noted that it has repeatedly encouraged the
Congress to suggest such improvements. DoD emphasized that stabilizing
SAR formats and content should be a paramount objective in any
improvement effort.

poD officials opposed the idea of modifying the SAR to include an execu-
tive summary with attachments They expressed the view that the
major problem with the current sAR is that it is too voluminous to be a
useful management report. Since it is already a summary of the ‘“‘mas-
sive budget justification materials currently provided to Congress,” DOD
objected to an executive summary because it would be a “summary of a
summary.” pobp officials felt a better approach would be to reduce the
data content of the current sAr to the minimum necessary to summarize
program status.

While the exact nature of an executive summary approach has yet to be
defined, DOD agrees that a shorter, easier to understand document is nec-
essary if the SAR is to be an effective oversight tool. DoD would solve this
problem by shortening the sAr. The concept proposed by the Committee
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Developing More Meaningful SAR Formats

member would accomplish this through an executive summary. Imple-
menting DOD’s suggestion of shortening the sAR would result in some of
the current detailed information being dropped.

Under the executive summary approach, the summary would provide
top level managers a quick overview of the program and the detailed
attachments would be available to other users for analyzing different
aspects of the program at detailed levels. This approach could result in a
SAR which is longer than the current SAR, but the increased length may
be justified. We believe any increased length would need to be evaluated
against the increased utility.
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Program Rebaselining

At present, DOD can rebaseline major weapon system programs at major
program decision points; that is, demonstration/validation, full-scale
development, and production. The purpose of establishing a new base-
line is to provide a more realistic basis for measuring cost variances. In
its August 1983 report, ppsscCc recommended that bop should also
rebaseline programs that undergo major modifications. We agree that
the revised estimate would provide a more meaningful basis for tracking
cost growth, However, when a new baseline 1s established due to a major
modification, we believe a clear historical track of the program’s acqui-
sition costs should be maintained.

In figure IV.1, we demonstrate one method for establishing a revised
baseline. This method was selected for demonstration purposes only. We
chose to have the revised baseline include all program units. This
method may be appropriate when the modification is to be retrofitted to
earlier units. The exact methodology for rebaselining would have to be
carefully considered and designed. The following concerns raised by DoD
officials would have to be resolved before finalizing the methodology:

Defining the nature of a modification that would qualify for
rebaselining.

Developing procedures on how to establish a new baseline, that is,
whether the new baseline should be based on all program units or only
on those units that are modified.

Allocating research and development costs between the original and
modified systems.

Deciding how, whether, and if so, to report on both the earlier and modi-
fied systems within the same SAR.
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Figure IV.1: Example Graph Showing Program Rebaselining -F-16
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UNIT COST ESTIMATE AS OF 1980
IN CONSTANT 1975 DOLLARS
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As shown in figure IV.1, a large cost variance exists between the devel-
opment estimate for program unit cost (solid line) and the December 31,
1984, current estimate (broken line). This variance, in part, 1s the result
of modification and engineering changes to the aircraft. Because the
development estimate was based on a less complex aircraft, it may no
longer be a meaningful basis for measuring cost variances. To establish
a more realistic benchmark for measuring cost growth, we have imposed
a new baseline (dotted line), starting the year the modification was
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Program Rebaselining

approved. The baseline was created by converting the current year esti-
mate for the year in which the modification was approved into base
year 1975 dollars. As figure IV.1 shows, the new baseline reduces the
reported unit cost variance by approximately $260,000. Another option,
as implied on page 29, would be to establish a new baseline which would
include only the new modified aircraft units.

poD officials agreed that it would be desirable to rebaseline for major
system modifications. However, DOD stated that it had previously been
turned down by the Congress on proposals to rebaseline several aircraft
programs.

DOD Comments
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Reasonableness of Thresholds for
Exception Reporting

DOD Comments

We were asked by the House Armed Services Committee to comment on
the reasonableness of the current thresholds that trigger unit cost
exception reports.

The Defense Authorization Act, 1982 (Public Law 97-86), required the
service secretaries to submit unit cost exception reports to the Congress.
Exception reports are initially required when either the total program
acquisition unit cost or the current procurement unit cost increases by
15 percent over the exception reporting baselines. Baselines are the esti-
mates in the first SAR for the program or the annual SAR (normally as of
December 31) from the preceding fiscal year. The exception report
includes numerous data elements, including an explanation for the
increase and action taken or proposed to control future cost growth.
Additional exception reports are required for any subsequent 5-percent
increase in either unit cost estimate. For a 25-percent projected increase
in either unit cost, the act requires the Secretary of Defense to certify in
an exception report to the Congress that, among other things, the system
is essential to national security. Public Law 97-252 extended this
requirement indefinitely.

As previously discussed, unit cost estimate changes can result from
numerous factors, including quantity changes, actual costs that differ
from previous estimates, and revised estimates for future costs. Current
inflation estimates that differ from baseline estimates vary the amount
of other cost growth that can be permitted before unit cost exception
reports are required. For example, if current inflation estimates are
higher than corresponding baseline inflation estimates, the level of other
cost growth that would result 1n exception reporting would be less than
15 percent. Conversely, if current inflation estimates were lower than
corresponding baseline inflation estimates, the level of other cost
growth that would result in exception reporting would be greater than
15 percent.

Accordingly, we believe that consideration should be given to estab-
lishing unit cost reporting thresholds for cost increases related to factors
other than inflation. One possibility would be to establish constant
dollar thresholds in addition to the existing current dollar thresholds.

Our draft report contained a different suggestion which called for
annual adjustments to the thresholds reflecting changing inflation
levels. DOD officials expressed the view that this method would be
unnecessarily complex and suggested constant dollar thresholds as an
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Exception Reporting

alternative. We agree, but as stated above, constant dollar thresholds
should supplement, rather than replace, the existing current dollar
thresholds. In this manner, some visibility and accountability is retained
for the quality of baseline inflation estimates.
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