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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

DEFENSE DIVISION

B-163074

Dear Mr, Secretary: | ;/

This is our report on prbblems in developing the Corps of Engi-
neers' automated management information system, , : -~

We believe that our review revealed the need for emphasis on
factors governing the responsiveness of a proposed system to the needs
of the organization for a reasonably long period of time. Such emphasis
could be achieved by requiring that this matter be included in the formal
studies prescribed for completion before substantial investments in
equipment for the system .re authorized,

We recommend, therefore, that the existing directives be revised
to include guidance to the proponents of major new automatic data proc-
essing systems concerning the need for documented studies of the fac-
tors affecting the long-range usefulness of the system,

We are encouraged by the attention being given by the Department
to resolving the problems involved in giving appropriate consideration
te the residual values of dissimilar equipment proposed for automatic
data processing systems. We recommend that the Department, in con-
nection with its study of the use of residual values~-or a comparable
alternative--obtain and consider the views of the computer industry
with the objective of developing guidance in this complex area,

Your attention is invited to section 236 of the Legislative Recrga-
nization Act of 1970 which requires that you submit written statements
of the action taken with respect to the above recommendations, The
statements are to be sent to the House and Senate Committees on Gov-
ernment Operations not later than 60 days after the date of this report
and to the House and Senzte Committees on Appropriations in connec-
tion with the first request for appropriations submitted by your agency

. more than 60 days after the date of this report,
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Sincerely Yours,

Z.S. /ﬁ:ﬁ

Director, Defense Division
The Honorable
The Secretary of Defense
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DIGEST

T

WHY THE REVIZW WALS MDD

[§

Prior work by the General Accounting Office (GAQ) showed that the
Corps of Engineers was planning to create a Corps-wide computerized
data system covering technical and business applications. GAO wanted
to know whether the methods used in developing the system and the
guidance furnished by the Army and the Office of the Secretary of De-
fense would result in a system that would be initially responsive to
the needs of the organization and that would remain so for the fore-
seeable future.

FINDINGS AND CONCLUSIONS

Before 1965, Corps divisions and districts could individually develop
their own automatic data processing (ADP) systems and applications.
Those individual efforts were then supplanted by a long-range plan
covering the development of a Corps-wide system during the period No-
vember 1965 through June 1970. During GAO's review the Corps esti-
mated that work under the long-range plan would be substantially com-
pleted by June 1974, about 4 years later than originally estimated.
(See p. 10.)

Tiie Corps' efforts were started before it completed research into the
factors affecting the long-range usefulness of the system. The Corps
4id not start the research studies until 1968, about 2 years after it
had started system development. The studies disclosed problems in
organization, operatig procedures, and policies that could affect
system needs. Directives by the Office of Management and Budget and
by the Army require evaluation of such factors; however, Department
of Defense guidelines are silent on the matter.

The Corps decided not to continue the systematic research envisioned
by the studies. GAO found that the data needed to make informed fudg-
ments about the specific problems or changes needed to overcome them
was not obtained on a systematic basis. At the time of the GAO re-
view, the system impact of the identified problems had not been 1s-
sessed.

GAO believed that the project needed to be reevaluated to reduce the
risk of implementing a system that would have to be continually mod:-
fied, (See pp. 12 to 22.)



The Army purchascd ADP equipment and services valued at about $3 mil-
lion and in a later procurement obtained an option to buy additional,
similar equipment costing about $7.6 million. The mathematical for-
mula used by the Army in the later procurement to make a comparative
rating of vendors' equipment had been superseded about 3 months earlier
by a revised formula in the agency's standard operating procedures.

Use of the new formula might have resulted in another vendor's receiv-
ing a higher rating than that of the one selected. (See p. 28.)

Further, GAQ noted that existing Government regulations did not re-
quire Government agencies. in determining which vendor had offered the
best buy, to give weight to residual value--a quantitative measure of
the continued usefulness of equipment for other applications when it
is no longer needed fecr its original purpose. In this case some of .
the equipment offered by the low bidder had been previously used, had
been out of production for several years, and currently is considered
obsolete by some consultants. The losing bidders proposed to furnish
new equipment. (See pp. 30 to 33.)

R ECONNENDATIONS OR SUGGESTIONS

Considering the lack of a demonstration that the system would serve .
its purpose adequately for an extended period and considering the
failure to follow certain prescribed policies in acquiring equipment
for a prototype installation, GAO suggested that the Department of
Defense reappraise the project before further equipment was pur-
chased.

AGENCY ACTIONS AND UNEESOLVED ISSUES

In response the Department of Defense advised GAO that:

--Its review of the long-range plan of the Corps of Engineers had
confirmed the need for documented studies.

--The Assistant Secretary of the Army (Financial Management) had |
been advised that the studies would have to be completed before
extension of the prototype system.

--A task group had been established to develop and recommend an eco-
nomically sound and relatively simple technique for evaluating dif-
ferences in residual values when dissimilar ADP equipment is of-
fered.

--The Army had amended its procedures to require that in the future
all deviations from prescribed procedures would be documented, re-
viewed by appropriate offices, and entered into the official rec-
ord. (See app. I, p. 39.)



The General Services Administration (GSA) which has certain responsibil-
ities for the acquisition and management of computers in the Federal
Government advised GAO that it agreed that long-range system studies, -
rather than short-range expediency, should form the basis for the acgui-
sition of ADP equipment. (See app. III, p. 44.)

The Office of Management and Budget which has responsibility for estab-
lishing Government-wide ADP volicy stated that residual values should
be a factor in future management decisions relating to the acquisition
of ADP equipment and offered a number of reasons why current regula-
tions did not require consideration of residual values in the procure-
ment of dissimilar equipment. The Office further stated that it was
hopeful that the special studies being made on residual values would
prove to be useful. (See pp. 41 to 43.)

GAO i; recommending that the Secretary of Defense

--revise existing directives to include guidance to the proponents
of major new ADP systems concerning the need for documented studie.
of the factors affecting the long-range usefulness of the system
and

--obtain and consider the views of the computer industry and coor-
dinate the Department's efforts with the Office of Management and
Budget before concluding the study of residual values or a compar-
able alternative.



CHAPTER 1

DELAY IN DEVELOPING PLANNED SYSTEM

The Committee on Appropriations, House of Representa-
tives, in its report on the Department of Defense (DOD) ap-
Propriation for 1969, expressed concern over the DOD plans
to spend substantial amounts on new computeiized management
Systems. As part of its continuing interest in the develop-
ment of such Systems by Federal agencies, the General Ac-
counting Office (GAO) initiated a review of the activities
of the Army Corps of Engineers in developing a Corps-wide
integrated automatic data processing (ADP) system. During
OUr review we were concerned Primarily with basic manage-
ment policies and procedures which are generally applicable
to the development of major ADP systems. The scope of our
review- is detailed on page 35,

FUNCTIONS AND ORGANIZATION

The Corps, in discharging its extensive responsibili-
ties, spends about $2.3 billion annually, uses 1,590 mili~
tary personnel, and employs 46,500 civilians, Its funds

fice of the Chief of Engineers is responsib’e for overall
direction of the Corps' activities and is assisted by 18
commissions, boards, advisory groups, and various adminis-
trative offices. The Corps is organized into four direc-
torates, 13 divisions, and 10 operating activities. Since

The four directorates are responsible for policy, plan-
ning, and technical liaison activities, as foliows:

Civil Works Directorate--Carries out pProjects directly
authorized by the Congress for rivers, harbors, canals,
and waterways; coordinates ictivities with State and
local Governments..,




Military Construction Directorate-- Carries out projects
for DOD requiring services in the areas of designing,
contracting, sucervising, and inspecting construction.
These activities are conducted with funds provided by
the appropriations of sponsoring agencies,

Real Estate Directorate--Acquires, manages, and dis-
poses of all Army real estate and provides similar
services to the Air Force and other agencies.

Military Engineering Directorate--Performs training,
mobilization logistics, and operational planning and
development for engineer elements of Army forces.

The Civil Works Directorate is responsible to the Congress
through the Secretary of the Army. The other directorates
are responsible to the Secretary of Defense through the
various Army command levels.

The actual work of the Corps is performed by the 13
divisions and the 10 operating activities. The efforts of
each of the 10 operating activities are basically orientad
toward a specific function, such as topographic services
and ballistic missile site construction; but within these
functional areas the activities have semiautonomous respon-
sibilities. The 13 divisions, including three which are out-
side the continental United States, are semiautonomous :
supervisory. offices that have broad responsibilities within
a specified geographical area. They direct the work of 40
subordinate district offices which are primarily respon-
sible for the design and construction of civil and military
facilities.l

Specifically, the districts prepare engineering studies;
develop the design for facilities; construct military-civil
works and other facilities; operate and maintain flood con-
trol, river and harbor facilities, and related installations;

1M'J‘.litary construction is assigned to most, but not all,
continental United States engineer divisions and dis-
tricts,



acquire, manage, and dispose of real estate; award and ad-
minister contracts for construction activities; and perform
other functions as assigned.

The organizational pattern of the divisions or dis-
tricts provides groups of technical personnel for civil
works, military constriction, real estate, or military en-
gineering, as appropriate, and an advisory and administra-
tive staff consisting of such support service groups as
legal counsel, personnel, data processing, accounting, and
others.

NATURE OF SYSTEM DEVELOPMENT PROBLEMS

Prior 1o 1965 the divisions and districts developed
their own ADP systems and acquired equipment when they
could attribute significant moretary savings to its use.
The equipment was used primarily by engineering personnel
to solve technical and scientific problems. The use of ADP
equipment became widespread in the engineering area, but at
that time the Corps did not centrally develop computer ap-
plications for Corps-wide use because of the wide variation
in equipment among the various districts and of their dif-
ferirg missions, sizes, workloads, and types of projects
being designed and constructed.

Over the years the use of ADP for nontechnical appli-
cations increased materially. The principal nontechnical
ADP applications are found in the areas of civil works,
military constructicn, real estate, personnel, civilian
payroll, procurement, finance, cost accounting, property
management, and planning and budgeting. The Corps estimates
that technical applications now account for about half of
its total ADP requirements.

By 1965 the divisions and districts %ad dissimilar ex-
periences in designing and installing ADP equipment and sys-
tems. Some installations were Preparing tc install very
sophisticated equipment and Systems; some were oriented to-
ward solving technical problems and had not acquired much
experience in nonengineering applications; and some had not
acquired any ADP equipment. All the early ADP applications
were developed independently to meet the requirements of
the individual divisions and districts and were not



standardized either Corps-wide or divisionwide. Conse-
quently, a conglomerate of methods or systems was created
or adopted, which varied in detail, structure, scope, de-"
gree of computerization, and methods used to accumulate and
record data.

Studies completed in 1965 indicated that the districts,
rather than the Office of the Chief of Engineers, had taken
the lead in planning, acquiring, and implementing systems
because the Corps did not have a long-range plan for sys-
tems development. The independent approach to systems de-
velopment fostered a number of problems, such as:

--Computers were used by divisions for individual
business reports, and integrated applicacions had
not been developed.

--Project reports were furnished to all organizational
levels and generally provided each level with the
same amount of detail. The reports were no¥ de-
signed for use on a management-by-exception basis.

Further, the studies indicated that the design of the
systems was such that technical personnel at the district
level could not obtain adequate and timely data and there-
fore were maintaining their own cost records independent
of the formally authorized acccunting records.

The Corps' problems with its cost and financial systems
were described by one of its officials,as follows:

“These cost and finance accounting systems gener-
ate data for numerous recurring and one-time re-
ports. The total volume of data contained in
those reports each year is huge. In FY 64 a single
Engineer District *** produced 3,774 pages of re-
quired reports, and OCE [Office of the Chief of Eh-
gineers/ compiled from field feeder reports some
7,264 pages of summary reports. Despite this
large volume of data, much of which has not been
useful to management, there ¥s indication that
management is not being furnished with t’e infor-
mation it does need to insure proper direction and
supervision of the several programs assigned.

i | i .
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Therefore, there is a need at this time of utmost
importance to revise these systems so that they
will produce the data management needs and to elim-
inate, insofar as it is within the authority of the
Chief of Engineers to do so, all data that is not
now, or likely to be in the future, of value to
Management levels in the Corps." ' '

L3

‘To solve thesn ADP problems, the Office of the Chief of
Engineers deci® in late 1965 to develop an Engineer In-
formation and Data System (EIDS). This system was to en-

-~ compass the data requirements of the Office of the Chief of

Engineers and of the divisions and districts for all techni-
cal, business, and management applications. This workload
was to be processed by nine regional data processing cen-
ters,l each consisting of a large central processing unit
located in the diviz.on office and of smaller.computers
located in each of the district offices. The regional cen-
ters were to be interlinked to a central hub in the Wash-
ington, D.C., area which also would serve the needs of the -
Office of the Chief of Engineers.

LONG-RANGE PLAN FOR SYSTEMS DEVELOPMENT

During November 1965 the Office of the Chief of Engi-
neers prepared a long-range plan to serve as the basic
guide through June 1S70 for all actions necessary to de-
velop EIDS. The long-range plan was conceptual in nature
and did not include dates for all the detailed actions nec-
essary for EIDS development. The long-range plan consisted
of five parts which are summarized below.

Part I--Crcate at each district the capability to de-
velop computerized systems to replace aiid streamline
existing manual and semiautomated systems and to op-
erate in-house computers where economically justified.

1'Ihe regiona' centers will serve 10 divisions located
within the continental United States. One division, how-
ever, does not have any districts; therefore it will be
served by a central processor located in an adjacent di-
vision. ‘



Part II--Select a pilot division where a standardized
~ system for programming, budgeting, accvounting, and . .
management (P-BAMS) will be designed, programmed on a
regionally centralized ccmputer, and debugged by ,
June 30, 1967. This will then be standardized Corps-
wide and installed in all other divisions on an in- S
cremental basis. Concurrently with the design and in- -

stallation of P-BAMS, determine requirements for a

personnel management data system and for the Engineer
Command and Control System and develop a centrally de-
-signed standardized system for each and implement them - -
at the division. '

Part IiI--Standardize technical engineering applica-
tions and program these applications into a centralized
computer with on-line communications from each dis-
trict. Standardize in a pilot division and upon com-
pletion initiate in other divisions insofar as practi-
cable. Develcp on an individual-division basis addi-
tional technical engineering and operations systems
peculiar to the specialized workload of the divisions
concerned.

Part IV--Purchase computer components needed by each
division. Utilize the pilot division's experience
with the fully standardized system specifications
vhich can be made applicable Corps-wiile. Upon com-
pletion of part III in the pilot division, install
identical equipment on an incremental basis in each
division.

Part V--Beginning in March 1968, release leased equip-
ment at division and district level upon conclusion of
systems testing and paralleled operation of the oid
and new system. This part also encompasses the com-
munications tie-in between each division and the cen-
tral hub of EIDS in the Greater Washington area. °

COMPARISON OF ACTUAL PRCGRESS WITH FORECAST

Since the Corps original long-range plan did not list
or include completion dates for all the si.ps necessary to
develop EIDS, we could not make a direct comparison between



actual system progress and forecast progress by individual
development steps. Enough information is available, how-
ever, to show that the project is significantly behind
schedule. For example, the Corps' original long-range plan
stated that P-BAMS would be installed and debugged by

June 30, 1967, and that the entire project would be com-
pleted by June 1970. The Corps established the prototype
regional computer center on March 1, 1970, or about 3 years
later than originally estimated. The center began opera-
tions with existing local systems since Corps-wide stan-
dardized systems had not been developed.

Some of the significant development steps and theif
scheduled completion dates as of the time of our review
follow.

Development steps Completion date

Formulate system goals Mar. 1970
Determine management information require-

ments : Oct. 1970
Design functional systems using existing

designs as bases : Mar. 1971
Develop data bases ‘ May 1971
Develop coding structures for inputting

data Oct. 1971
Implement management information system Apr. 1972
Refine forecasting and simulation tech-

niques June 1973
Install all equipment June 1974

The Corps estimated that the project would be completed by
the end of fiscal year 1974, about 4 years later than orig-
inally scheduled.

Subsequent to the completion of our fieldwork, the
Corps developed a revised plan for completing this under-
taking. Under this plan, which was approved by the Army in
October 1970, an information system will be developed
within each of the major functional areas constituting the
primary operations of the Corps. The six areas covered by
this plan are comptroller, personnel, real estate, civil
works, engineering, and military construction. The Corps

10



has completed development of a prototype finance and ac-
counting subsystem for the comptroller area and expects to
start implementing this module of the overall system by
February 1971. Modules for other areas will be developed,
tested, and implemented on a phased basis with the expecta-

tion that the overall system will be completed by December
1975.
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SYSTEM DEVELOPMENT STARTED BEFORE RESEARCH COMPLETED

One of the basic factors goveining whether systems re-
main responsive to the needs of an organization for a rea-
sonable period of time is the organization's stability in.
missions, goals, objectives, policies, organizational pat-
terns, operating procedures, proolem mixes, and workloads.
Because these elements determine the nature and timing of
management's information needs, it is desirable for organi-
zations to study these elements and to institute any de-
sired changes in advance of development of large-scale in-
formation systems. Defense agencies are required to do this
by a number of Government regulations.

We found that the Corps had not conducted such studies
before initiating EIDS development but instead had relied
on studies made for other purposes; e.g., for obtaining ADP
equipment for one of the divisions and for revising some of
the Corps' accounting practices. After vhe EIDS project was
begun, the Corps initiated the first phase of a brcad man-
agement study and this disclosed widespread dissatisfaction
with the existing mission statements, goals, objec*ives,
policies, organizational patterns, and operating procedures.
The Corps has since decided not to continue this effort,
but action may be taken from time to time on the individual
problems identified in the study. '

We concluded that, if the Corps continued EIDS develop-~
ment in this environment, the Corps would risk either the
continuation of these problems or the implementation of an
information syst=m that would have to be continually modi-
fied to acccmmodate changes in the nature and timing of man-~
agement's information needs. '

GOVERNMENT POLICY REQUIRES STUDIES

The Bureau of the Budget (now the Office of Management
and Budget) issued instructions in 1960, 1961, and 1963, re-
garding the nature -and scope of studies to be performed by
agencies before initiating system development projects.

12



Guidelines issued on March 18, 1960, concerning the planning
for and conduct of studies provided that:

1. Surveys bte made from the point of view of determin-
ing the best method to accomplish the mission and to
expedite the workload and not be mere computeriza- -
tions of manual systems.

2. Surveys define the extent of the ADP problem, the
expected economies and benefits, and the overall ef-
fect on personnel, procedures, and organization.

3. Surveys be authorized by officials with sufficient
authority to effect organizational and procedural
adjustments.

In transmitting these guidelines to executive agencies,
the Director, Bureau of the Budget, stated that a thorough
analytical study should be conducted before decisions were
made on the economic and operational feasibility of any ADP
application.

Bureau of the Budget Circular No. A-54, issued on Octo-
ber 14, 1961, states that decisions to use ADP equipment
must be preceded by and based upon the results of well-
documented studies which provide an adequate factual basis
for concluding that (1) functions or processes for which the
ADP equipment can be used are essential to perform and (2)
the systems, procedures, and methods to be employed in per-
forming these functions or processes have been designed to
achieve the highest practical degree of effectiveness with
optimum efficiency and operational economy.

The Burzam of the Budget provided further guidance in
August 1963 when it issued Circular No. A-61 describing how
agencies could effectively review their ADP programs. This
circular stated that decisions to use ADP equipment ‘should
be based upon a documented system study in which functions
were critically examined to establish that they were respon-
sive to current or projected needs. The circular stated
also that the study should compare the benefits and costs
of the proposed system with the advantages and costs of the
existing system and should explain how the proposed system

13



would contribute to the more effective accomplishment of
program objectives.

DOD Instruction 7041.3, "Economic Analysis of DOD In-
vestments," covers the latter requirement, but DOD direc-
tives do not specifically cover the requirement that sys-
tems be responsive to projected needs. The Department of
the Army, however, has issued regulations incorporating the
assence of the guidelines issued by the Bureau of the Bud-
get and prescribing the procedures to be followed in obtain-
ing approval from Headquarters, Department of the Army, for
developing automated information and data systems. These
procedures provide that analyses be made of the missions of
the activity. The Army regulation states that:

"Analysis should be made from the point of view
_cermining the best method to accomplish the
mession and to expedite processing of the work-
load, and not of merely substituting an elec-
tronic computer for current methods. In examin-
ing these methods, it must not be assumed that
every operation being performed is essential to
the overall mission of the organization, to a
segment of the organization, or that the opera-
tion is authorized. *** Conversely, consider-
ation should also be given to the addition of a
process not now being performed but which should
be performed, and the establishment of essential
records and reports not heretofore maintained."

DEVELOPMENT STARTED WITHOUT
ADEQUATE RESEARCH

The developmen* plan for the EIDS project was based
primarily on two studies completed by the Corps' contractors
in 1965. The first study was performed by Arthur D. Little,
Inc., for one of the Corps' divisions and was limited in
scope to the activities of that division. A second study,
performed by Arthur Young & Company for the Office of the
Chief of Engineers, was directed primarily toward an evalua-
tion of the financial management system. These contractors
1ecommended that the Corps establish regional computer cen-
ters and an integrated P-BAMS. '

14
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The scope of the work perfoymed by these contractors
under the Corps' study contract¥ did not include an overall
reassessment of the Corps' missions, goals, objectives, poli-
cies, or organizational patterns. Furthermore, the studies
did not cover other aspects of EIDS, including the person-
nel management system and the Corps' command and control
system.

The Corps did not supplement these studies by research-
ing other cpecific planning elements. For exsuple, the
Corps' plan was assembled without prior determinations of
(1) whether management information- requirements were con-
sistent with future organizational objectives, (2) how
quickly various personnel needed to be furnished with vari-
ous kinds of information, or (3) which organizations should
be responsible for developing each major subsystem (P-BAMS,
command and control, engineering and technical, and person-
nel). 1In addition, the Corps did not identify and describe
all tae major development tasks or their sequence, timing,
or interrelationships.

1s



RESEARCH DISCLOSED NUMEROUS “PROBLEMS

: Our: review showed that in April 1968 the Chief of En-

* gineers authorized the Engineer Strategic Studies Group to
perform a management anilysis of the Corps of Engineers.
The purpose of this urdertaking, known as the MACE study,
was to ident:ify, an:lyze, and solve problems in current
~operations and management systems in the Office of the
Chief of Fngineers-and in the division -and distriect offices,
Project justification documents state that previous Corps
studies have been limited in breadth either to single major
organizational areas, such as civil works, or to specific
resources and functions that affect all organizational ele-
ments and that the current project would be the first com-
prehensive analysis of the Corps on a total-entity basis.

The first phase of this study, completed in November
1968, was an overview of operations throughout the Corps to
identify, for further investigation, specific problems that
were impeding resource use and mission accomplishment. 1In
the course of this work, 110 separate dissatisfactions and
problems were compiled.

The following examples show dissatisfactions which
could have a significant impact on the EIDS project.

1. Civil works

a. The basic civil works and field organization
structures need evaluation in terms of (1) today's
communications and transportation, (2) necessity
for present levels of organization and assign-
ments of -functions, and (3) delegation of author-

ity.

b. The research and development program in civil
works lacks the necessary cohesive, coordinated,
and responsive structure to relate the program
to the Corps' needs.

2, Military constructidh, _

a. The Corps lacks a formal Corps-wide policy to en-
able all its relevant experience to be brought to

16



bear in improving the design process. This lack
causes individual districts to experience every
- pitfall for themselves. : . '

b. A new architect-engineer design:system should be -
developed because the present rigid method of
design of standard construction makes no use of
such creative concepts as functional multiuse
buildings, design for maintainability, and reli-
ability, or future technology. '

¢. Existing reporting systems do not permit manage-
ment to forecast technological needs, to estab-
lish research strategy, or to evaluate research
productivity.

We were told that the Corps had considered performing
a second phase of this study either by Corps personnel or by
contracting with management consulting firms. We were in-
formed that the Corps' discussions with these firms centered
"around questions of the apprupriateness of the Corps' orga-
nizational structure, procedures, and systems as they re-
jlated to its anticipated future environment. We were advised
that the Corps had decided not to continue the studies in
detail, not to make decisions on proposed changes, and not
to prepare implementation plans because the cost and person-
nel requirements were higher than the Corps was willing to
devote to the project. Action may be taken from time to
time, however, on tle individual problems identified. At
the time of our review, the Corps had not formally assessed
the individual impact of these problems on EIDS.

Our review also revealed that the Chief of Engineers
later restated tlie goals of the organization and directed,
in April 1969, that plans be developed for attaining these
riew goals. The following examples illustrate some of the
new goals established for Corps organizations. oo

1. Engineer‘Comgtroller

Improving the evaluation of mission performance--
Develop improved methods for informing the Chief of
Engineers of the adequacy of the Corps' mission
performance, including the selection of - key

17




indicators and control factors for major activities
that influence the effective accomplxshment of the

Corps' mission.

Military Ehgineerg_g ‘

Establish system for monitoring engineer reguire—

ments--Establish and operate a 'closed loop" system

for obtaining .engineer requirements through techni-

cal channels from the field, for evaluating and
forwarding tiese to the appropriate agency for ac-
tion, for monitoring progress, and for reporting
back to the field. This system wouid include engi-
neer staff sections,



CONCLUSIONS

The success of a long-term undertaking--such ag the
EIDS project--depends-upon-the willingness and ability of
an agency to apply, to project development, managemeant
criteria which are compatible with the long-term character
of the project. Thus long-rang> solutions thould be sought
for all aspects of a project and the quick solution offered
by expediency should be avoided.

greater emphasis, at the start of this effort, on long-
range solutions for the EIDS project. The Corps did not
perform sufficient research, in our opinion, to adequately
plan development of EIDS. Subsequent research indicates
that a number of aspects of the Corps' activities may be in
need of internal readjustment. The Corps must now decide
whether it should define and incorporate needed readjust-
lents into its overall Management System before Proceeding
further or should risk continuation of Potential problems
for an indefinite future period. The latter is the vexa-
tious condition that System research seeks to avoid.

the needs of the organization or that it will be acceptable
in the foreseeable future. 1In addition, large portions of
the development effort may be wasted and completion of the
Project may be delayed significantly. In this case the
lack of a demonstration of System durability, or long-range
usefulness, and the agency's failure to follow prescribed
policies in acquiring the equipment (see ch. 3) raise ga
reasonable doubt about,expandingAthe-EIDS-prototype to’
other installations. - -
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We believe that this case demonstrates a need for
guidance concerning the durability of ADP systems. The de-
velopment of new systems is too important and expensive to
‘leave unanswered the question of whether the system propn-
nent has conducted sufficient research irto the factors af-
fecting the long-range usefulness of ©,.. system. Existing
DOD guidelines are silent on this aspect of research prece-
dent to ADP systems design.

The Office of the Assistant Secretary of Defense (Comp-
troller) has responsibility for the review and approval of
major new systems. It would seem appropriate for this Of-
fice to obtain from the system proponent, before authoriz-
ing a development project, a statement describing the scope
and nature of the research performed, the problems existing,
and the probable effect of these problems on the long-range
usefulness of the system.

AGENCY COMMENTS AND ACTION TAKEN

A draft of this report was furnished to DOD. Drafts
were also furnished to the Bureau of tne Budget and the Gen-
eral Services Administration because these agencies are pri-
marily responsible for ADP policy and procurement matters.
The General Services Administration advised us that it con-
curred with our views that long-range system. studies,
rather than short-range expediency, should form the basis
for the acquisition of ADP equipment (see app. III). We
were advised informally that the Offise of Management and
Budget did not specifically comment on this matter because
we were citing an illustration of noncompliance with an
existing policy and were not recommending a change in pol-
icy. ‘

The Office of the Assistant Secretary of Defense (Comp-
troller) advised us that, as a result of a number of
changes that had occurred, it planned to review the Corps'
entire long-range plan and that, at the conclusion of this
review, DOD would be in a better position to comment on the
Corps'. future plans (see app. I).

That Office reviewed the Corps' long-range plan in
June 1970 in accordance with the guidelines in its
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instructions recently adoptec to provide for better control
over authorizations for new svstem development projects.l
-Under these guidelines, System proponents are required to
demonstrate te~hnical, operational, and economic feasibility
at early star : f the Project. The reviey disclosed that
the Corps net - to improve und complete the documentation

tem durability, and the approach being used to standardize
engineering applizations between and among engineer divi-
sions.

The Assistant Secretary of Defense (Comptroller) in-
d th

foimed the Assistant Secretary of the Army (Financial Man-

Altnough t* s action Séems to provide assurance that
the Corps' system will have to be responsive to the agencv's -
future needs before additional equipment is acquired, we

1DOD Instruction 5010.27, "Management of Automated Data
Systems DeVeIOpment,"‘dated July 8, 1970.
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' CHAPTER 3

FACTORS NOT CONSTDERED IN ACQUIRING ADP EQUIPMENT

ties of later model equipment. The Corps, however, awarded
a contract for EIDS equipment while the EIDS system was in
the process of being designed and developed. The equipment
was purchased under workload specifications Prepared from -
- obsolete local Systems rather than under workload specificg-
‘tions fo. the standardized EIDS which was then under devel-

opment. (See p. 25.)

In selecting the successful vendor, the Army used a
mathematical formula_for evaluating elements of the various
Proposals, such as price and performance. The formula used
was in the Army's standard operating procedures in the
early procurement stages but had since been replaced by an
improved formuia. Had the Army used the improved formula,
a different vendor might have been assigned the highest
overall score, which might have resulted in award of the
contract to a different vendor. (See p. 28.)

Government regulations in effect from the time of this
procurement to the present have not required, in the selec-
tion process, that consideration be given to differences
in residual values.--usefulness for other purposes when no
longer needed for its original purpose--of dissimilar ADP
equipment when determining which vendor has offered the
best buy. The need for a Government policy on residual .
'values for use in future procurements of computers is indi-
‘cated by factors in this case; i.e., that some of the equip-
ment offered by the low bidder had been Previously : sed,
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that it had been out.of production for several years, that
the equipment selected has since been classified as obsolete -
by consultants to the Blue Ribbon Defense Panel, and that
there is a probability that large quantities of used equip-
ment will be offered to the Government when the new equip-
ment series recently announced by equipment manufacturers
becomes gencrally available. (See PP. 30 to 33.)

STATUS OF EQUIPMENT CONTRACT

In June 1968 the Corps awarded a contract to the Gen-
eral Electric Company to purchase 11 GE 225 computers that
the Corps had been leasing and to provide for other ADP
services having a total value of about $3 million. Also,
in May 1969 the General Electric Company was awarded a con-
tract to provide the ADP equipment for EIDS. The equipment
to be furnished included GE 425 computers for use by eight
Corps divisions and GE 225 computers for use by 33 dis-
tricts and one division. The equipment would be provided
during fiscal years 1971-75 under options of the contract
which, if exercised, permit the Corps to purchase or lease
the ADP equipment. .If the Corps elects to purchase all the
equipment, the cost to the Government will be about
$7.6 million. Maintenance and communication costs are es-
timated to total about $600,000 annually.

We were informed by the Corps that the ADP equipment
for EIDS was installed in March 1970 at a prototype instal-
lation and that it would be leased by the Corps for about
1 year. The purpose of this prototyvpe installation is to
permit the Corps to test, study, and evaluate (1) the re-
gional computer center concept, (2) P-BAMS when development
work is finished on this portion of EIDS, and (3) standard-
ization of technical applications. - Upon successful comple-
tion of the prototype test, the Corps will extend P-BAMS to
other divisions and districts and provide each with the
Same equipment. '

The contract for EIDS equipment was awarded to the
General Electric Company under negotiated contracting pro-
cedures after proposals had been obtained from four poten-
~ tial suppliers. In evaluating the prices quoted by the




four bidders, the Army calculated that the cost to the
Government - to acquire the equipment from the Gereral Elec-
tric Company was about $1.4 million, or about 15 percent

- less than the cost to acquir. equipment offered by any of
the other vendors. This w primarily because some of the
ADP equipment offered by ’ .e General Electric Company had
been used previously whereas the other vendors offered new
and more sophisticated machines belonging to a later equip-
ment series. The GE 225 computer was manufactured during
the period 1960-67, Under the request for proposals issued
by the Army, used ADP eJuipment was acceptable and any of
the vendors could have offered such equipment.

24



EQUIPMENT CONTRACTED FOR BEFORE

SYSTEMS WERE DEVELOPED

On July 29, 1966, the Secretary of Defense issued a mem-
orandum to the heads of all Defense components, stating
that:

1. Defense agenciles must insist on systems which sat-
isfy the total management and operating requirements
and which exploit the unique capabilities of the
computer. :

2. Defense agencies, prior to computer selection, must
develop and issue system specifications which ade-
quately describe tne work to be performed and which
will result in the selection of computers which can
satisfy the requirements of that specification.

3. Defense agencies should not be forced to acquire
additional units at later dates or to replace com-
puters prematurely because the equipment was se- _
lected on the basis of inadequate system specifica-
tions.

4. Defense agencies must select and acquire new or re-
placement computers only after systems have been re-
designed to make full use of the improved capabili-
ties nf later model hardware and then only when
there are proven cost benefits. In these cases,
systems redesign and programming should be accom-
plished prior to delivery of any equipment.

The Corps developed its equipment specification and
contracted for the equipment on the basis of the engineering
and business workloads experienced by the installation se-
lected to serve as the prototype for the regional computer.
center and used the installation's local systems and non-
standardized procedures. The systems mentioned in the EIDS
long-range plan had not been developed at the conclusion of
our fieldwork, so their impact un the specification could

- not reasonably be estimated. Further, the computer programs
for EIDS had not been prepared as of February 1970.



Contracting for equipment under these circumstances
Seems to preclude an optimum match of equipment to systems

~and worklouad and, in,our.opinion,vis not- consistent with
the above—mentioned»Defense policy. o '

Agency comments and our evaluation

nished us with the reasons submitted by the Army for deviat-
ing from DOD's current Prescribed procedures for selecting
equipment. (See app. I.) The Army stated, in essence, that:

We recognize that a necessary condition to system de-
sign is the determination in generic terms of an appropriate
equipment configuration including the selection of input and
output methods and such devices as punched cards, tapes, or
visual displays. After the system pProponent has reached a
fipal decision on equipment configuration, the design of the
System can be completed. The fact that the agency was re-
quired to determine the equipment configuration for design
purposes does not, however, constitute Justification for the

We do not agree that the System described in the pro-
curement specification was an accurate projection of future
workload requirements, Prior to the issuance of the procure-
ment speciffcation, the Corps (1) had not completed system
research and resolved basic questions concerning its future
goals, policies, and Procedures, (2) had not standardized
and reevaluated engineering requirements, and (3) had not
Stated requirements for other portions of EIDS, including
command, control, and personnel. There is a strong
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probability that.equipment acquired under such conditions

will not provide an optimum match between the equipment and
the workload.
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PRESCRIBED FORMULA NOT USED
IN EQUIPMENT'SELECTION _

The ADP equipment Specification indicated that the
Army's Computer Systems Support and Evaluation Command would
develop an overall score fror each of the Proposed equipment

configuraticns and would use this score in selecting the
equipment. Personne] of the command have advised us that

Piaining why the Prescribed procedure was not followed and
indicating that the deviation occurred with the knowledge
and approwal of the managers of the agency,

Processing time, Thus the formula used did not measure ef-
ficiency in terms of a relationship between the maximum and

Our calculations showed that, if the newly prescribed
formula had bteen used, one or more of the other vendors

eificiency factop to have given it g4 higher overall score
than that of the General Electric Company,
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Agency comments and action taken

The Assistant Secretary of Defense (Comptroller) ad-
vised us that the Army had amended the standard operating
pProcedures used by its computer selecticn office to require
that all future deviations from prescribed procedures be
documented, reviewed by appropriate functional offices prior
to submission for approval, and entered into the official
record of the solicitation and award.

The Assistant Secretary of Defense (Comptroller) ad-
vised us also that the Army had furnished the following ex-
planation of why the prescribed formula had not been used
in this case.

"The currently prescribed formula for scor-
ing ADPE efficiency was not used at the time of
selection because this scoring procedure was de-
veloped after the Request For Proposal (RFP) in
question had been issued to industry, This new
procedure established a requirement fer includ-
ing certain parameters in RFPs for proper appli-
cation of the scoring formula, The formula that
was used in.the evaluation of the Corps project
was in accordance with prescribed procedures
used at the time the RFP was issued to industry."
(See app. I.)

According to Army records, the proposal request was
issued to industry in Janvary 1568 and the four competing
vendors were resolicited by the Army on December 20, 1968,
or 3 months after the date that the new scoring procedure
was established. Thus, although the Assistant Secretary's
explanation is tecihnically correct, we believe that there
was nothing to preclude use of the new procedure,



RESIDUAL VALUE OfF ADP EQUIPMENT

.NOT RECOGNIZED

-~ We noted during our review that the residual value of
the respective equipment was not recognized or used during
the selection process, "Residual value, as used herein, is

a quantitative measure of the continued usefulness of equip-
‘ment for other applications when it is no longer needed for
its original purpose,

years. Frequently, this useful life is longer than the pe-
riod that the equipment is needed for the purpose for which
initially acquired. At the time of its replacement, the
equipment may be transferred to another use within the Gov-
ernment, traded in for new equipment, or sold.

Since the residual value may be quite large, it seems
reasonable that it should be given some recognition at the
time that the equipment is purchased. It seems particularly
relevant to take residual value into account when the cost
of competing equipment is being evaluated and when certain
of the equipment offered has a much greater usefulness for
other applications--residual value--than that of competing
equipment.

This circumstance applied in the case of the equipment
acquired for EIDS. As mentioned above, the General Electric
Company offered used equipment whereas the other bidders of-
fered new and more sophisticated machines belonging to a
later series. Government regulations do not require that
consideration be given to residual value in evaluating the
competing bids. Thus, in making the award to the General
Electric Company without considering residual value, the
Army was fol owing its normal Practice and existing policy
directives of DOD and the Bureau of the Budget.

Subsequent to the completion of our fieldwork, on
July 1, 1970, the Blue Ribbon Defense Panel issued its re-
port to the President and the Secretary of Defense. During
its consideration of ADP within DOD, the Blue Ribbon Defense
Panel received an indeperndent analysis Prepared by
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consultants and published portions of the consultant's re-
port as appendix I to the Panel's report. According to

this document, the consultants found that DOD had in its ADP
inventory several machines which would be considered obsa-
lete by most computer personnel. The General Electric Com-
pany GE 225 computer that the Corps contracted for was in-
cluded in this category. 1In the judgment of the consultants,
these machines were no longer capable of performing work ef-
ficiently. It should be noted that, in publishing the find-
ings of these consultants, the Panel stated that it did not
necessarily endorse each of the consultant's findings and
recommendations.

Our studies indicate that ADP equipment does have a
substantial residual value after 5 years and, in some cases,
after 10 years or more. Further, the probable residual
values differ greatly by type of machine, degree of sophis-
tication, and manufacturer.

Although to date DOD generally has not sold equipment
'no longer needed for its original application, residual
value should not necessarily be ignored indefinitely. When
a DOD agency decides that it no longer needs a particular
piece of ADP equipment, alternative uses can be sought if
the equipment is not obsolete. The equipment may be put to
another use within DOD or transferred through the General
Services Administration to another agency. In the latter
case the General Services Administration may lease the equip-
ment, the lease charges being based on the fair market value
of the equipment at the time that the lease is negotiated.
This seems to confirm the existance of a residual value and
its relevancy to ADP equipment selection. Further, even
when alternative uses for equipment are found within DOD,
it seems prudent that, in selecting the best alternative ap-
plication, cost-versus-benefit studies should be made. If
such studies are to be realistic, a residual value should be
assigned to the equipment. .

Also, it should be noted that DOD and Office of Manage-
ment and Budget policy directives provide for considering
residual value in cost-benefit studies to be used in deter-
mining the relative economy of purchasing or leasing ADP
equipment. ' '
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Thus existing policy provides for considering the valt
~of ADP equioment in deciding whether to buy or lease the

substantial quantities of used eéquipment will be available
for reuse and resale. Consideration of residual values in

sound basis for distinguishing between the economically bes:
buy and the low-price obsolete machine. 1In addition, the

It therefore would seem desirable to consider residual
value--or 3 comparably weighted alternative--in selecting
from the equipment offered by competing suppliers that which
would be the most advantageous to the Government.

Agency comments and our evaluation

The Assistant Secretary of Defense (Comptroller) ad- -
vised us that DOD had established a task group with the ob-

is offered by manufacturers. The Assistant Secretary stated
that the final report of the task group had not been com-
pPleted but that we would be able to obtain a copy of the re-
Port upon its completion. (See app. I.)

The Office of Management and Budget advised us that re-
sidual values should be a factor to cons'der in future ac-
quisition of ADP equipment. The Office stated that it had
arranged to obtain data from special studies and other

--Residual values were subject to change because of nu-
merous factors, such as 2ge, popularity, market con-
ditions, and suppliers' status.
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two things, First, there is a difficulty in obtaining a rel-
atively sound set of values corresponding to the amount to
be reslized at some distant time from the sale of a piece of
used ADP equipment. Since the equipment is not gererally

DOD ta-k 8TOUpP is in the direction of g sound technique to
Satisfy the latter Purpose. '

Second, equipment manufacturers couniqg be expected to

Protest if the residual-valye technique implemented by the
Government provided g3 built-in unfair “dvantage to a partic-

We recommend that Dop obtain and consider the views of
the compuyter industry apg Coordinate the Department'g
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efforts with the Office of Managemerit and Budget before

coricluding the study of residual values or a comparable al-
ternative, - ' 7 o
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' CHAPTER 4
SCOPE OF REVIEW

We reviewed effcrts by the Office of the Chief of En-
gineers to develop EIDS in relation to system development
concepts, policies, principles, and procedures contained in
DOD directives and memoranda, Department of the Army regu-
lations, and Bureau of the Budget circulars and bulletins,

Specifically, we reviewed Study reports prepared by
Arthur D, Little, Inc., Arthur Young & Companv, and other
study groups; the documents used in obtaining Department of
the Army approval of the EIDS project; the Corps' long-
range plan; equipment specifications, proposals, and con-
tracts; and related memoranda and correspondence., Also, we
discussed the development of EIDS with management officials
of DOD, the Department of the Army, the Office of the Chief
of Engineers, divisions of the Corps, and various ADP equip-
ment suppliers, We did not make a detailed review of the
subsystems being designed for EIDS,

During our review, which was performed during the pe~ .
riod May 1968 through February 1970, we visited the follow-
ing locations.

Department‘of the Army:
Management Information Systems Directorate, Wash-
irgton, D,C,
U.S. Army Computer Systems Support and Evaluation
Command,Washington, D.C.
Corps of Engineers: |
Office of the Chief of Engineers, Washingtor., D.C,
Division offices located in Dallas, Texas; New
York, N.Y.; Cineinnati, Ohio; and San Franciseo,
California
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RV ASEISTANY SECRETARY OF DIFENSE
LEL SN 7Y WASHINGTOK, 0.C.  283%)

tORPIM L

10 JUN 1970

Mr. C. M. Builey
Director, Defeucze Divirion

U. 5. Genersl fLecwunting Office

Dear Kr. Bedley:

This lettier responds to your request for couments on the draft
report reviewing ihe efforts of the Arry Corns of Ingincers Lo develop
an integrated information ana wita systen (03D Cese ¥32101). This
office epprecintes bath the extensive review rnde ty vour office and
the rercommenditions rage 85 a result cf that review.

-~

rod vhizh r2y have alterea
& result of 4hege

“Tpe of Ingineers Long
his review wo showld ho
ts &nd future conputing

Currently, a number of chirges have oceur
the situation ceseorined within tiec report. 4s
chantes, wy office rluns to review Lac entire
Range Plan {n rig-Jure. AT the conclusisn of
ir 2 position 1o ccnvent wor: fully on the sto
»lans for the Corps of Engineers.

Q
*
&
>

~
-
t
4
-

The erclosure vrovides the reasons svimitted by the Arnv for de-
vialing frém the eurrently preseribed procediics for selroting Auto-
matle Data Froceriing suirsent (ADPR).  She Arzy Lss advised tuils oflice
tuat the scleztion office oended 1o stenouvd OParuéting verozcdures to
regaive that sil futuve devieiions from Freseribed procedires ere docu-.
Lented, revieved by the erprerrinte fonetionzl offices erisr tu submig-
sion for approwval, ard enterzd jnto thue officc) record.

~

This offfee zzrees with your recomuencation that Lhe ALER sclec-
ticn proscdure. Ve cxprndsd Lo fuelude o technicue for eviluating dif-
ferences in resicucl valve vhcre dissimiler 219077 i offered by
manufecturars., To this *ud, a tuzk Lrouy was esztublisned on Febvruary 13,
1570, under tio tidzrse of the Department of Defense o Policy
Committee. VUhjle tre Tinel reosrt o tre tagx group has not beer come
Pleted;, fto cblictives : re L3 C2velap and rercmmend a techuique vajeh
is bolh econazizally sound T relutively sizdle to £pply. Merdhers of
yowr offize nave beoen contucted to discuss tale jesue. Shovld you de-
eire, & corr of %ho firsl repost cuan te made wvajlable ot vomplction.‘

Sincerely,

BEST DOCUMENT Avayag, N o LT i
. * 4

g th T
- (adl
Lae2ostre ben, nrn:i5;
: Progty ,
'CK‘-":'.': IV ke e, -~y A
‘_,m“.tmﬂ R R AN s .
L SeCretary o3 Dosesn- '
tSecrctury o; sofenno (Cc:»puo:mﬂ
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Enclosure

In an effert to save approximately 2 years' time and stay on sched-
ule with tae Corps of Yngincers Loag Hange Plan, the Armny sclected
equipment for a prototype installation prior to completion of redesign
of the ADP systom., A coatract with Arthur Yourng and Company to redee-
sign the exiuting Corps of ¥nzineers Accourting System ints a Program-
Budget Accounting lManagement System (P-BA4G) was let in July 1966 and
¥as cxpected to produce a conpletely redesipned system by Karch 1068.

By mid-19€7 slipiage in this contract effort cade it obvious that re-
desimn of the system would not be completed on schedule. At this time

& situation cxisted whereby design of P-BAMS was belng hampered by the
fact that the ALPD conifiguration could not be specified, and computer
procurenent wis oveing delcycd by lack of @ redesigned ADP system. There-
fore, selection of hardvare was begun in iioverber 1967 based on existing
accounting systens mndificd by the F8AMS concepts which had been devel-
oped up to that time. The Department of Army Menagement Information
Syslems Directorate, the Corps of Fugineers end the systsms contractor
concursed in the decision {9 proceed with herdvare selection on the basis
that the system described in the ADPE specifications equaicd the com-
puter workloud that would be required by the redesipned system.

The currently prescribed formula for scoring ADPE efficiency was
not used 2t the tine of selection because Lhis scoring procedure was
developed efter the Request For Proposal (Rr¥P) in question hid been
issucd to infustry. This new procedure estallished a requirenent for
including certain parencters in PFPs for proper applicaztion of the scor-
ing formda. Tne fermula tnat was used in the evaluation of the Corps
project was in iccordsnie with prescribed procedures used at the time
the FF? was issucd to industry.

BEST DOCUMEN TA VAILABLE
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EXECUTIVE OFFICE OF THE PRESIDENT

BUREAU OF THE sURGET
WASHINGTON, D.C. 20503

MAY 28 1970

‘: . . . [ 1

Director, cruss bomision BEST DOCUMENT AVAILABLE
U.S, General Accounting Office

Washington, D.C. 20548

Lear Mr. Samuelson:

On March 26 you invited comments on a draft report entitled
"Review of efforts by the Corps of Engineers to develop cn
integrated information and cdata system." Included in the
draft report is a rccomnendation that policies on the selce-
tion of cc.iputers should be modified to provide for the
consideration of residual values. )

The objective of your recomrendation is to assure the sclec-
tion of the lowest cost aliernative by considering the
estimated value of tho equipment at the end of the reriod of
use as well as the initial procurcment cost. This i. consis-
tent with the general policy in Luvrezu of the Budget Circular
No. A-5¢ which states that selections will be based on c¢guip-
rent capability and lowest overall cost. Howaver, we have
not, in this policy, specifically identificd residual valucs
as one of the factors to be consicdored in determining the
lowest ovcrall cost. We foresee a number of perplexing
problems if we were to do so.

As pointed out in your report, residval values can differ
-greatly &mong ecuiprent models. They are affected by age,
popularity, actual and potential technolocical obsolescence,
market conditions, and even by the commetitive and finwncial
status of the supplier. PFor thesc reasons, we have resisted
the use of an arbitrary formula as a unifors raciicnism for
coimputing residuwal valuer on different models. Further,

there is no broud basc of induztry experience or gencrally
accepted guidelines which enable us to issces al) of those
factors ard project an estirncted residua) value for a ¢iven
model four to six years into the future with any degree of
confidence that the estimate would hold ur.  Uithout such
expcrience and industiry quidelines to support our cstirates,
procurcment decisions that raflected an indovendent, nubjec~
tive jurdgmeat on the probable residual valve of eash offoror's
equiprent cculd become the turget of continuing protests by .
the losing vendors that would be dif{ficult to resolve.
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Also, in forccasting such residual values, it is probable that
relatively higher values would be assigned to computcrs with
the greatest degree of popularity, in the same vein that the
more popular auvtomobiles usually command higher trade-in
allowances. This would tend to establish a built-in competi-
tive advantage in favor of tho most popular manufacturer in
each instance, and would perpetuate his predominance to the
detriment of others. Under existing circumstances we do not
believe this to be in the best longer-range interests of the
Government or the computer industry. ' -

Your report notes that the Government has already recognized
the relcvancy of residual values to proper management of
computer equipment in (a) the General Service Administration's
practicc of placing a fair market value on excess equipment
that is transferrcd from one agency to another, and {b) purchase
versus lease decisions under Circular A-54. With regard to
fair market values, these are, of course, determined by the
General Services Administration on tho basis of current
conditions and a knowm market, and do not involve the more -
difficult judgment of estimating future values. With regard
to purchase versus lease decisions, you are aware that, for
the reasons stated above, we have not yet found it feasible

to establish definitive gquidelines for estimating residual
values and implementing the policy on a uniform and consistent
" basis. o

We are hopeful that it will become possible to establish
accepiable means for projecting residual values because, as .
you point out,. they should be a faclLor in management decisions.
The experiences of leasing companies, who have thus far =
generally linited theix activities to relatively low-risk -
situations, the em2rgence of a uced equipment marketing '
industry, the experiences in the excess redistribution program
and the results of special studics being made on this problem
may prove useful in this regerd. Further, current efforts to
move toward competitive procurcment based on a supplier's :
offer of a firm pricec over the anticipated life of the system °
may provide the omportunity for including consideration of

the supplier's own assessment of & residual value in that
price. '

We appreciate th- opportunity to comment upon this matter..
Sincerely, : T

<::§>1**4=/iz.zj£4142;~124;.

Yrmes R, &oVJestinger

BES‘ . S
Leting Diyector | ' TDOCUMEN T AVA/LAB[E -
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UNITED STATES OF AMERICA

GENERAL SFRVICES ADMINISTRATION
WASHINGTON, D.C. 20405

JUN 9 1970

Honorable Elmer B. Staats
Comptroller General of the
United States

General Accounting Office
Washington, DC 20548

Dear Mr. Staats:

This is in reply to your letter of March 27, 1970, which asks us for
comments on your draft report relating to the efforts of the Army Corps
of Engineers to develop an integrated information and data system.,

We havesread your draft report with great interest. We are, of course,
in no position to comment on the factual findings. However, we have set
- forth in the enclosure to this letter our observations which relate to
the policies against which your factual findings have been measured.

We hope that our comments will be of assistance to you. If you have any
questions in respect to our comments, please do not hesitate to contact
us.

Sincerely,

Robert 1, Euizig

Adwinistrautor
Enclosure

BE
ST DOCUMENT AVAILABLE
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Comments Relating to the General Accounting Office!s Draft Report on
the Efforts of the Arm Corps of Engineers to Develop an Integrated
Information and Data System

l. We concur that under normal conditions a thorough and, to the extent
possible, long range systems study rather than short range expediency
should be the basis for the acquisition of automatic data processing
equipment (ADPE), This policy guidance has existed in Bureau of the
Budget Circular A-54 and Bureay of the Budget Bulletin 606 for many
years. In our opinion, this guidance remains valid,

2. The determination and use of residual value in respect to ADPE,
although also provided for in BOB Circular A-54, is quite complex, No
reasonably broad base of historical data is available at pPresent which
would permit us to draw valid conclusions, We hesitate, therefore, to
concur with your recommendation that under all conditions "in situations

3. While evaluation and/or selection criteria may, and indeed should
vary from time to time, the application of the basic principles expressed
in Bureau of the Budget Circular A-54 (i, e., capability to meet the
systems specifications and least overall cost) should be the guidelines
followed in the selection of ADPE. We believe that this principle also

is well founded,
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