™

Loy . ) e
x‘? A A I

NI NP C Y o ; ST RS
" 866%9 e Jip 3L
- o e . "r == -
L 3

COMPTROLLER GENERAL. OF THE UNITED STATES
WASHINGTON, D.C. 20848

B-163068 ;
O0CT 3 0 1973

The Honorable F. Edward Hebert

[ Chairman, Committec on Armed Services » = V.= ““““\“‘““\!‘N}!\M\e\‘\l’“\“\mm“l

House of Representatives
 Dear Mr. Chairman:

This is in response to a request from your office for a
brief history, including our past and present recommendations _
i and Department of Defense (DOD) actions taken in response to =& .
~~ our recommendations, of the DOD Selected Acquisition Report -
(SAR).

As you know, the SAR improvements resulted not only from
our rccommendations but also from those of the Armed Services 2.cof2®
] and Appropriations Committecs of the Congress as well as DOD Dceolos
& actions. The SAR improvements that we believe warrant early
consideration by your Committee and DOD follow,

1. Precise criteria should be established for adding and
deleting major acquisitions. (See pp. 9 and 10.)

2, Planning and development estimates that may change
should not be deleted for any reason. SARs should
contain a reccord of all estimates so that there is
total visibility and trackability from the program's
inception. (See p. 10.)

3. There is an undue delay in submitting SARs to top man-
agement through DOD. For several years SARs have been
submitted to the Congress nearly 3 months after the
"as of'" dates. (See pp. 3, 4, and 9.)

4. All program costs should be included., A number of
systems under development include only research and
development costs. Progcurement costs are excluded.
Costs for these systems are therefore understated on
SARs, and other systems arc kept bhelow the dollar
criteria for consideration for SARs. (Sce p. 11.)

5. SARs should show a comparison of cost incurred, sched-
ule milestones attained, and technical performance
accomplished with what was planned for the same pe-
riod of time and costs budgeted. (Sec p. 9.)
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ORTGIN AND PURPOSI

DOD Instiuction 7000.3 of Februarv 23, 1908, cstablished
the S requirement.  Before the SAR system was introduced,
there were no summary recurring reports on major geguisitions
and. perfoinance. data. for com-

parisen with prior and subscguent.estimites.

The SAR system's initial purpose was to keep its sponsor,
the Assistant Secretary of Detfense (Comptroller), apprisced of
the progress of selected acquisitions and to comparc this
progress with the planned technical, schedule, and cost per-
formance.

During 1968 the SAR was in an experimental stage; only
cight programs were reported on.  1In carly 1969 the Scecretary
of Detense established an objective that he be advised regu-
larly of the status of major acquisitions. Concurrently the
Chairman ol the Scnate Armed Services Committee concluded
that the Congress should also be regularly informed of the
progress of DOD acquisitions and requested periodic reports
on such programs. After all parties concerned held discus-
sions, they decided that SARs would be used to advise top DOD
management and the Congress of the progress of major acquisi-
tions. As a result of this decision, the SAR became and re-
mains the key recurring summary report {rom project managers
and the services to inform the Secretary of Detense and the
Congress on the progress of major acquisition programs.

INTEREST AND IMPROVEMENTS

Since inception the SAR system has been considerably
~changed and improved. During this time we have worked with
DOD and the congressional committees on improving the system.

CONGRESSTONAL OPINTON OF 111 SAR SYSTEM
The [ollowing statements convey the general congressional
feeling toward the SAR systenm.

The tlonse Committee on Armed Services, in its report
(91st Cong., 2d sess.o), of April 24, 1970, stated:

"With valuable supggestions made by the Comptroller

General, the SAR's are being improved to the point
where they can become a significant aid to better

program management.
BEST DOCUMENT AVAILABLE
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"The manner in which these SAR's are prescented to
the Committec, however, leaves much to be desired.

“Ihe Department of Defense has sometimes arbitrarily
climinated statistical information or otherwise
altered the material submitted to the Committece.”

® * ) % *

“The Committee is, likewise, disturbed by the time-
liness with which these SAR's are submitted to the
Committee by the Department of Defense.  In many
cases the Committee has not received the SAR's,
EoE gntil oas omuch o as three months alter the close
of the reporting period.  This greatly lessens their
eftectiveness to the Committee, particularly during
the period when the annual authorization is boing
considered.”

* % * b *

"In its attempt to gain a more detailed portrait of
military spending, the Committee has become concerned
about the inconsistency of various reporting and es-
timating methods in relation to weapons costs."

"% % % The Committece has been presented with esti-
mated unit costs tor aircraflt that vary by millions
and millions ot dollars, depending upon what costs
arc included or excluded, or what procurement level
is provided, and, in some cases, on who is making
the estimate. The Committee directs that the De-
partment of Defenwe determine 4 consistent cost
cotimating procedure to be used by all departments
A % % to provide a clear display of total program
costs and unit costs of weapon svstems.

"The Committee 15 also concerned about the lack of
consistent procedurces in making long-range cost
projections, * % % Sipce the fact of inflation is
undeniable, 1t 1o obvious that an alleged cost
prowth will greet the program again next year,

¥ % k& The Committee bhelivves that to make realistic
Tong-range projections which coutd be truly uscful
to the Congress 1t 1s necessary to have some real-
Istie measure ol nflationary trends and the Commit-
tee believes that consistent factors should be used
in all programs, % % %o
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achicving Its promary mission or meceting original
contract specitroation o While the SAR does pro-
vide certarn o wnbo tone x it does not provide
st bicient daty andicating the current status of
the ~vetom deve lopment versn o where it was planned
to be ot that pven pornt oon time."

* > & * kS

"Portormane o characteristics should be tailored to
the specitic key points of the weapon wystoem, rather
than untform performance characteristics for a class
of weapon system. "

* * & % ®

"Current 5ARs Jdo not now show total weapon system
costs, Tor example, the cost of developing and
manufacturing nuclear warheads by the Mtomic Energy
Cormisston (ALC) is not included in the weapon system
cost cven though the warhead and its cost is as per-
tinent as the weapon's propulsion system,'

* B & * ®

"Many of the foregoing changes have been discussed
during hearings last year and this ycar. * * #
Therctore, appropriate changes are to be made in
internal instructional documents and memoranda on
the SAR reporting system to conform to the foregoing
Committce request."”

0SD has told us it has met with the House Committee on
Appropriations regarding the Committee's nceds and desires
for data and SAR improvements. As a result of these discus-
<i1ons, DOD has taken actions to (1) send the Committec ad-
vance copics of SARs betore submitting the final revisions,
(o) provide additional yntormation by ancluding ALC costs in
those HDAF< when applicable, and (5) reflect pertformance char-
dcteristicos in fmture SARS tatlored to specilic key points
ol the svotem rather than uniform characteristics for a class
of weapon v ctems. Otherwise DOD believes the current Dob
Instroction Jeot.s catrolice, the tommittee's desives.  Other
areas of tommittee tntore towrllb be discussed betore changes
are made,

5zST DOCUMENT AVAILABLE
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DOD IMPROVIMENTS IR SARS

Since the SAR system was established an 19208, a great
deal has heen accomplished and the svstem has been consider-
ably chanped,  DOD Instruction 700005 was rcevised in December
oo, June 1970, beptember 1971, and April 1972 to incorporate
changes 1n the standard format and instructions to be followed
by DO components in responding to Sccretary of Defense re-
quirements for summary reporting of technical, schedule, quan-
tity, and cost information concerning major acquisitions,

Some of the principal improvements dre cited below.

Detfinition ol costs
In response 1o the House Armed Services Committee report
of April o1, 1970, pointing out that DOD should provide a
clear display of total program and unit costs of weapon sys-
tems, DO developed a tact sheet concerning weapon system
cost displays. 1t was submitted to the Committece and the
services on May 19, 1970, DOD guidance to the services stated
that the terms detined in the fact sheet should be uniformly
applicd but that bon recognized that some realignment will
he necessary within certain procurement line items to provide
for complete consistenay.

The fact sheet stated:

"% % [{ is now our intent that this special vocab-
ulary shall consist of four (4) terms which, it uni-
formly applied and understood, should go a long way
towards alleviating the difficulties the committee
has experienced.  These terms are 'Flyaway Cost,'’
"Weapon System Cost,' 'Procurement Cost,' and 'Pro-
gram Acquisition Cost,' * * ®u

"The terms "Flvaway Cost, ' 'Weapon System Cost,' and
"Procurcenent Cost?! have application to the appro-
priation. within the "Procurement Title!' of the DOD
Authorisation and Appropriation Brlls.  The basic
method (or presenting piaciremnent ruquircmcntb 1s the
Weapon o otenm Laine Ttem ba~tang (Lxhahit P-1) for

the Appropriations hibl and its counterpart Scection
P12 Weapon System Line Jtem Listing for the Author-
izatron Fall. 1t i+ rntended that the line item
should rnclude all procurcment casts required to ac-
quire and initially deploy a weapon system eacept

for 1ts complement of initial spares, which is budg-
cted as part ol a separate Fine 1tem covering all
initial spares for all ~vstems.  Within the individual
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weapon system line item, those costs which are re-
Lated 1o the prodoction of a usable end item of
mititary hardware are commonly reterred to as "Iy -
dway Losts ! IThis term has evolved mn o connection
with arreralt and missile programs, althoupgh it
should bhe nnderstood that it cquates to what could
he called "Rollaway' in the case of vehicles or
"Sarlaway ! in the casce ot ships. It includes the
coot of the basic unit to be fabricated (airframe,
hull, chassis, cote.), the propulsion equipment, clec-
tronics, ordnance, and other installed government
furnished equipment.

"The batance of the individual weapon system line
ittem contains those peculiar procurcment costs re-
quited to deploy a system, such as pground support
cquipment, training cquipment, publications, tech-
nical data, contractor technical services, cte.  The
sum of these two scyments within the line item is
referrved to as 'Weapon System Cost.' As stated
above, in order to arrive at the total amount within
the Procurement Title related to the acquisition of
a weapon system, we must add the associated initial
spares to the 'Weapon System Cost.'  The sum of
these two amounts represents the '"Procurement Cost!
which appears in the program acquisition cost sec-
tion of the Selected Acquisition Report (SAR). This
section of the SAR also contains those 'Rescarch,
Development, Test, and Evaluation (R,D,T4h) " and
'Military Construction (MILCON)' costs related to
the acquisition of a weapons system.  The sum of the
RDTHE, MILCON, and 'Procurement Cost! represents the
term 'Program Acquisition Cost,'"

Application of inflation

Also, in response to the Secrcetary of Defense's (Comp-
troller's) report of April 21, 1970, pointing out that some
realistrc measure of inflationary trends is necessary, DOD
issucd o memorandwn on June 30, 1970, entitled "Weapon Sys-
tem Costing." It stated, in part:

"cost estimates will reflect the best estimates of
the amounts ultimately to be paid, specifically in-
corporating anticipated changes in tuture prices.
Wherever practicable, this will be accomplished on
the basis of specific data applicable ta a given
svstem, considering such factors as contract provi-
sions, labor agreements, productivity und quantity
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chanoes, and the oxtent to which material is on

hand or under bixed praice contract. in other
caves, 1t owie b be necessary to base 00 estiuates
on lorecasts ol changes in price tevel- "

* * X * *

"Ihe pricing policies set forth in this memorandum
will be reflected * % % in the SAR's as of Septem-
ber 30, 1970 % % * v

Changes in data prescntation

The SAR has been revised numerous times to provide for
casicr reading and analvsis.  The initial SARs prepared in
1908 and 19069 did not identify the program cost variance ex-
plicitly, and, as a result, cost growth could not be segre-
gated by 1ts various causes. Our February 6, 1970, report
tB-103058) suppested that DOD give increased attention to the
problem of identifyving specific cost growth factors. Conse-
quently bDOD revised its instructions on Jdune 12, 1970, to
providc nine catepgorics of cost variance lor use in the SAR

system.

In 1970 and 1971 SARs were rather voluminous, some with
60 pages or more. DOD, recognizing that management does not
have the time to review and analvze such documents, revised
DO Instruction 7000.3 on September 13, 1971, to provide
that no SAR would have more than 13 pages unless the Assistant
seeretary of Defense (Comptroller) grants a special waiver
and that 10 pages or less is desirable.

On May 25, 1972, the Assistant Secretary of Defense
(Comptroller) issucd new reporting requirements for the Lo-
gpintic support/Additional Procurement Cost scction of the SAR.
This letter stated, in part, that in the interest of uniform-
rty and charifying and <implitying the reporting requirement,
only moditi-ation and component improvement costs will be re-
ported.  Jhe instructions also stated that the period covered
by these conts will be from program anception through cither
the Tast year ot the Five Year Defense Program or the last
year ot proouarement ot the basic system, whichever is later,

OUR BVALUATTONS OF SAR 5Y5TIM
In 1969 we became involved in cvaluating the SAR system

and working with DOD and congressional committees on improv -
tny it.

ko sT DOOURIINT pyR A T
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Results of our initial review of the system, undertaken
in Aupust 1909, vere published in our report entitled "Status
ot the dcquisition of “elected Major Weapon Systems'

(BT suss, bebo o u, TS0y,

That report concluded that the system, in concept, repre-
sented o meaninpiul manasement tool for measuring and track-
ing the prosress of major acquisttions.  Like any new report-
ing svstem, the SAR svstem had some scrious shortcomings.  SARs
had taited to show such significant intformation as (1) a com-
parison of demonstrated performance with that specified in the
contract, () the status of key subsystems esscential to mis-
ston accomplishment, (33 costs incurred in relationship to the
costs planned to be incurred, (1) significant pending deci-
stons that may aflect the program, and (5) a comparison of
quantities delivered with those scheduled to be delivered at
the same time.

Results of our sccond review of the SAR system, under-
taken in August 1970, were published in our report centitled
"Acquisition of Major Weapon Systems' (B-163058, Mar. 18,
1971) . That review confirmed that improvements had been made
since our {irst report was issuced but that improvements were
still needed.  We concluded that SAR still did not (1) con-
tain a summary regarding overall acceptability of the weapon
for its miwsion, (2) recognize the relationship of other
weapon systems complementary to the system, or (3) reflect
the status of programs.

In August 1971 we initiated our third review of the SAR
system, which was directed toward evaluating its value to
management.  While DOD was continuing to improve the system,
two principal problems identificd related to changing base-
lincs (or measuring progress and credibility of cost esti-
mates.  We concluded that static baselines should be reported
and maintained in the SAR and that complete and realistic
cost estimiates were neceded.  Both are essential in evaluating
the propress of major acquisitions and in making decisions on
the svatem's lutme progress.  In addition, we concluded that
(1) a recurving problem wias the aindue delay in submitting
SARs to top management through Bobh and (') the criteria for
designating weapon svstem. for SAI reporting should be reas-
sessed, to dmprove management visibility on additional major
weapon systems. The conclusions were published in our report
entitled "Acquisition of Major Weapon Systems'" (B-1063058,
July 17, 1972}).

In February and March 1973 we issued 68 staff studies
to the Congress evaluating SARs on applicable systems. An

9
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analysis of our work andicates that more precise criteria
Should be establiahed tor ancluding major acquisitions for
Ao reportaing. Dab I T tron 0005 provides that SARS

are requirved tor all prosvaws Jdesrgnated as omajor by the Sec-
yetary of betenne and will usuatly be those programs which
teqiire a total of 350 mitlion for RDTHE or $200 million for
procurement.  Other svetems not gualifying under these dotlar
guidelines may he designated for SAR coverage by the Secre-
tary.

Though criteria for SAR reporting should include dollar
limitations, the above dollar crviteria by themselves may pre-
clude systems critical to the national defense From being in-
cluded or cven from being considered for SAR reporting solely
on the basis of minimom Jdollar bimitations. Thus the urgency
ol necd should also be included 1n the criteria for SAR re-
porting. In addition, tactors should be included in the cri-
teria to specify when in the acquisition process systems
should he added or deleted.

DOD has no farmal process for deciding whether a major
system should be included in the SAR system. We were informed
that systems arce suclected for the SAR system on the basis of
recommendations from the scervices or 0SD and/or on the basis
ot interest in a system by the Congress or GAO.

Establishing and monitoring baselines for major acqui-
sitions continues to be vne of the most significant problems
which must be resolved to improve the SAR as a key informa-
tion report. 1o measure program progress, management must
have a baseline. M the ontset of any program, a planning
estimate is established and periodically changes as the program
progresses.,  The initial planning estimates could be reported
as ranges of dollars. Once the planning estimate becomes
static, it should not be changed and should remain on the SAR
for tracking purposes,

A similar approach could be taken with the development
estimate, It could be Tabeled as "initial"™ and stated as
ranges of probable cost untal the development contract was
awarded.,  Subuequently, the development estimate should re-
main static,

Mding a production estimate to SARs should also be con-
sidered.  This would be "initral™ until the production phase
bepins, just alter DSARC THE, and would become static once
the production contract is awarded,

PSi Lo cal AVAIL
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Phe corrent estimate thyonuph completion would remain as

in. Thrs approach shoutd be talen with the Logistic Support/
VWibrtronal Precurement cont section of SARL.

In this manner, the estimates would be more meaningful
SAR readors and users. There would be preater visibility

cver the dite of the procram because historical tracking would

cnhanced.

Also certain SARs prepared for systems in the carly

stages of acquisition did not show procurement costs.  SARS
should include all program costs, even in these carly stagpes.,

As you know, we are continuing to monitor a number of

major acquisitions and will make further supvestions to DOD
and the Congress to improve SARs.

We trust that this information will satisfy your needs.
Sincerely yours,
s
//‘/ 7 %\f
PR . v, /v-—uvﬁ*’/ o
Comptroller General
of the United States
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