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GAO

United States
General Accounting Office
Washington, D.C. 20548

National Security and
International Affairs Division

B-221205

July 23, 1986

The Honorable William V. Roth, Jr.
Chairman, Committee on Governmental Affairs
United States Senate

Dear Mr. Chairman:

As you requested, we reviewed the Department of Defense’s (DOD’s)
implementation of the Defense Acquisition Improvement Program that
was instituted i 1981. It consisted of 32 management nitiatives to
address longstanding problems with major weapon systems acquisition,
including significant cost overruns and schedule slippages In 1983, boD
focused high-level management attention on the mtiatives involving (1)
program stability, (2) multiyear procurement, (3) economic production
rates, (4) realistic budgeting, (5) readiness and support, and (6) competi-
tion. In 1984, pob added an additional initiative involving ways to
enhance the defense industrial base.

We found that although the imitiatives have not fully achieved their
intended results, there have been improvements in the acquisition
process.

poD has achieved cost savings, but their magnitude is uncertain. Also,
claimed savings are sometimes overstated and DOD needs to improve 1ts
estimating and reporting of savings.

DOD seems to have improved its cost and schedule estimating capabili-
ties. However, since most cost growth and schedule slippage problems
have historically occurred after the full-scale development phase,' it is
too early to assess the long-term impact these improvements will have
on the systems that entered this phase during the 1980s after the
improvement program began. A complete assessment would compare
the total acqusition experience of systems beginning development
before the improvement program in the 1970s with those beginning
development after the improvement program in the early 1980s

DOD and the Congress have recently taken actions intended to result in
more reliable and supportable weapons, thus improving readiness.
Whether these actions will actually result in more reliable and support-
able weapons will not be known until they are deployed—10 to 15 years
from now.

'Full-scale development 1s the phase mn the acquisition cycle mn which the program go-ahead decision
1s made based on demonstration and validation of the imtial concept. The deasion as to whether to
produce the weapon system follows full-scale development
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DOD’s industrial base initiative is too recent to have a measurable effect.
However, DOD has incorporated under this mitiative, certain actions to
enhance the industrial base which were begun before this initiative was
announced in 1984. We have recently recommended actions to poD for
improving its management of some of these efforts.

DOD has made little progress in stabilizing weapons acquisition pro-
grams. DOD still needs to budget more realistically, limit the number of
new programs, and eliminate marginal programs.

We could not directly attribute the acquisition improvements noted so
far solely to the initiatives because (1) they have not been fully imple-
mented and (2) other factors outside DOD’s control, such as the state of
the overall economy, influence the acquisition process. We observed
other factors which we believe must be addressed in future improve-
ment efforts, including the need for a continuing top level commitment
to improvement which must be translated into actions and results at the
program office level.

This report provides an overview of the status and results achieved
under the improvement program. A follow-on report will address each
of the 33 initiatives in detail. In addition, we will be reporting separately
on the results of our questionnaires to government and industry pro-
gram managers who provided their perspectives on the improvement
program. We also provide the results of our questionnaire to government
managers in this report where appropriate.

(-

Magnitude of Cost
Savings Uncertain

We believe that DoOD has achieved cost savings and that further savings
are possible if certain initiatives are fully implemented. pob has claimed
cost savings of several billion dollars resulting from the implementation
of several initiatives, including those related to procuring weapons on a
multiyear basis, using more economic production rates (EPRs), increasing
competition, and encouraging investment in the defense industry. How-
ever, the magnitude of cost savings achieved to date is uncertain
because much of the savings are estimated for future years and may be
overly optimistic. Furthermore, the techniques for estimating savings
are sometimes faulty and not well defined, leading to inconsistencies mn
how benefits and cost information are reported.
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DOD’s Estimates of Cost
Savings Are Sometimes
Overly Optimistic

Estimating cost savings associated with pOD’s actions to improve the
acquisition process mnvolves projecting the effect of these actions into
the future since major systems’ acquisition cycles generally span many
years DOD’s estimates are sometimes overly optimistic as shown by the
following examples.

In 1982 poD reported a projected savings of about $1 5 billion antici-
pated from buying weapons produced at more economical rates during
fiscal years 1981 through 1984. However, the actual savings claimed
through fiscal year 1984 were about $1.25 billion, about $260 nulhon, or
17 percent, less than the earlier estimate.

The Industrial Modernization Incentives Program 1s a major effort to
enhance the industrial base and reduce the cost of weapon systems.
Although this program was initiated well before the industrial base initi-
ative was announced, DOD has included this effort under the acquisition
improvement program. We have reported? that program benefits are
uncertain, and that the program’s effectiveness cannot be accurately
measured because some program offices do not document or include in
their weapon systems’ budgets the program’s cost benefits A major
reason for the uncertainties was that projected benefits can change sub-
stantially before actual contractor investment. For example, savings
estimates under this program for the B-1B bomber declined approxi-
mately 94 percent from $400 mullion in June 1983 to $25 million in
March 1985, as the program approached its final phase. Overall, we
found that more than $4 billion of the $6 billion reported savings were
subject to change because they were early projections of expected sav-
ings through the early 1990s.

DOD Needs to Improve Its
Estimating and Reporting of
Cost Savings

Methods for estimating cost savings are imprecise because they entail
forecasting future events and comparing results of actions taken to
what could have occurred had these actions not been taken. However,
DOD can improve its techniques for estimating cost savings We have
found that in some cases DOD’s techniques are faulty, and in other cases,
the Office of the Secretary of Defense (0SD) has not provided adequate
guidance to the military services for estimating and reporting costs, ben-
efits, and savings The following examples 1llustrate these problems

DOD’s estimates of cost savings associated with EPRs are not reduced by
costs incurred when some major systems are funded below economic

2DOD’s Industrial Modernization Incentives Program An Evolving Program Needing Policy and Man-
agement Improvement (GAO/NSIAD-85-131, Sept 6, 1985)
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rates to provide funding for other systems for which EPR savings are
claimed. For example, an early internal working group report dated
November 17, 1983, stated that preliminary fiscal year 1985 budget sub-
mittals had reduced quantity buys on 25 programs below earlier plans,
which could increase the cost of these programs by $3.5 billion. The
report further stated that this amount was not offset against an esti-
mated savings of $2.6 billion, as reported in boD’s May 1983 Economies
and Efficiencies Report. According to DOD, program quantity reductions
can occur for several reasons, such as technical problems, 1n addition to
funding other systems at more economic rates when budgets are
reduced. However, we believe the November 1983 report clearly indi-
cates that DOD reduced program quantities below earher plans primarily
to fund other systems economically, leading to uneconomical production
rates and higher costs for the programs reduced. Consequently, since
these costs have not been considered in determining EPR savings, we
believe the reported savings are too high and could be nonexistent.

DOD can use economic production data more effectively in the budgeting
process. We found that 0SD has not provided adequate guidance to the
military services for computing weapon unit costs associated with alter-
native production rates. This has led to inconsistently reported produc-
tion data, and has limited the data’s usefulness in the budgeting process
for making program comparisons and funding trade-offs. We recently
recommended? steps which the Secretary of Defense should take to
enhance the usefulness of economic production data.

We have recently reported on dual sourcing—a competitive procure-
ment technique which splits contract awards for a product between two
or more sources, with the larger share usually going to the supplier
offering the lower price. Two of our reports* analyzed dual sourcing for
the IR Maverick and the high speed antiradiation missiles (HARM). We
concluded that assumed savings from dual sourcing could not be sub-
stantiated for the Maverick, and that there could be little assurance that
dual sourcing the HARM would be cost effective. We also found that
results of various DOD analyses of the HARM dual sourcing decision
varied widely, and poD had not provided adequate guidance for ana-
lyzing these decisions. Additional guidance will not totally eliminate the
varying results of dual sourcing analyses due to the uncertainties
involved, such as the costs that would have been incurred by the single
supplier had dual sourcing not occurred. Since our reports, 0D has

3DOD Can Use Economic Production Data More Effectively (GAO/NSIAD-86-37, Jan 28, 1986)

4Transmittal letter and statement of facts on the United States Air Force's IR Maverick Program trom
the Director, GAO Institute for Program Evaluation to Senator David Pryor, May 4, 1983, and Anal-
ysis of HARM Procurement Strategies (GAO/NSIAD-83-59, Sept 12, 1983)

Page 4 GAO/NSIAD-86-148 Defense Acquisition Improvement



B-221205

developed a model for analyzing the dual sourcing decision, and was
making 1t available to the military services at the time of our review.
Despite the uncertainties surrounding dual sourcing cost benefits, we
believe that dual sourcing can reduce costs. For example, we reported®
that the Army and Marine Corps had saved $15 million 1n fiscal year
1985 due to competition between two contractors, and that they could
potentially save an additional $20 million in fiscal year 1986. However,
dual sourcing decisions must be carefully analyzed on a case-by-case
basis.

A(uniSiEiOIl Schedules To evaluate DOD’s progress 1n alleviating weapon system schedule slip-
X . pages since the improvement program, we compared the schedule slip-

Are Slipping Less page experience of systems beginning full-scale development before
(1970s) and during (1980s) the improvement program Our analysis
shows that schedules of weapons 1n early development during both
periods slipped when compared with planned estimates. However,
schedule slippages have become smaller for the 1980’s systems. Despite
this, past experience indicates that schedule slippages continue to occur
as systems proceed through and beyond full-scale development. At that
time, unforeseen technical or funding problems begin to occur which
affect initial schedules. Therefore, we analyzed the 1970’s systems
through 1984 as an indicator of what could lie ahead for the 1980’s sys-
tems. This analysis shows that about 30 percent of the total schedule
shippages experienced by the 1970’s systems occurred during the 1980s
(See app. 111 for additional details.)

\ In implementing the improvement mitiatives, the Deputy Secretary of
Defense cited two specific initiatives to shorten acquisition time by alle-
viating schedule slippages—emphasizing preplanned product improve-
ment and obtaining adequate funding for test hardware. However,
several other initiatives, such as acquiring weapons 1n larger, more eco-
nomical quantities and improving program stability, can also shorten
the acquisition time

We could not determine the extent that preplanned improvements have
been 1mplemented because funding for them is not always separately
1dentified in budget documents. According to our questionnaire results,
government managers responding had incorporated or were planning to
mcorporate preplanned improvements mn 38 (about 70 percent) of 54

®Potential Dollar Reductions to DOD’s Fiscal Year 1986 Missile and the Lightweight Muluipurpose
Weapons Procurement Programs (GAO/NSIAD-85-138, Sept 9, 1985)
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Weapons Support and
Readiness Receiving
Increased Emphasis

programs. Most of the 16 program managers with systems in production
incorporating preplanned improvements reported favorable results.

The objective of the initiative to provide adequate front-end funding for
test hardware was to shorten acquisition time without substantially
increasing risks Acquisition time was to be shortened by having enough
test versions of the weapon to permit concurrent rather than sequential
testing of performance, reliability, and other characteristics. We
recently reported® that test schedules of weapon systems were con-
strained, in part, by too few prototypes available for testing. As a result,
expensive retrofits were required to correct problems 1dentified during
operational testing performed after the production decision was made.
DOD has revised its policies to emphasize the importance of having ade-
quate test hardware.

poD and the Congress have recently taken actions intended to result in
more rehiable and supportable weapon systems Several imitiatives in the
acquisition improvement program are intended to improve weapons’
support and readiness. For example, those relating to emphasizing readi-
ness objectives early in the acquisition cycle and giving them equal pri-
ority with the other major acquisition objectives, including cost,
schedule, and performance. These initiatives also address providing con-
tractors with incentives to improve weapon systems reliability and
maintainability, giving weapon systems program managers more control
over support resources, and improving reliability and support for cer-
tain weapons selected for an accelerated acquisition schedule. Whether
these DOD and congressional actions will result in more reliable and sup-
portable weapons can only be conclusively determined when weapons
are deployed. This will not occur for several more years because boD
actions have focused on weapons in early development which precedes
deployment by 10 to 15 years.

DOD actions have focused on revising its acquisition policies to give
weapons support considerations, such as reliability and maintainability,
equal priority with cost, schedule, and performance. According to our
survey of program managers, weapons support is receiving more
emphasis in the acquisition process. Other DOD policy changes, such as
those designed to ensure that weapons with accelerated acquisition

SProduction of Some Major Weapon Systems Began With Only Limited Operational Test and Evalua-
tion Results (GAO/NSIAD-85-68, June 19, 1985)
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Defense Industrial Base
Enhancements

strategies place emphasis on design requirements for reliability and sup-
portability, have not always resulted in improvements. For example, our
1985 report” on this issue concluded that several major systems we
reviewed began production without having adequately demonstrated
that performance requirements, including reliability, were met in a rep-
resentative operational environment. As a result, expensive retrofits
were required to correct problems identified during operational testing
performed after the production decision was made One program, the
Sergeant York, was canceled after 64 weapons costing $1 8 billion had
been produced and delivered because, according to the Secretary of
Defense, independent operational tests showed that the system could
not be relied upon to meet the military threat,

Recent legislation directing DOD to use warranties has provided addi-
tional incentive for contractors to improve reliability. Warranties con-
tractually require contractors to deliver weapon systems that conform
to essential performance requirements as specified in the production
contract, and are free from all defects in materials and workmanshuip.
We are currently reviewing boD’s implementation of the warranty
legislation.

In June 1984, the Deputy Secretary of Defense directed that a new
industrial base initiative be instituted and that it receive high priority
The defense industrial base consists of the private firms and govern-
ment facilities that produce weapon systems and other items for DoD.
The objective of the initiative is to enhance industrial base responsive-
ness to DOD’s needs.

DOD reported in June 1985 that expenditures for major items—equip-
ment, buildings, and land—have increased substantially over the 9
years through 1983, and that this increase has been greater in the
defense sector than in the nondefense sector. According to poD, this indi-
cates that the defense industrial base 1s being enhanced since industry
Ivestment in major 1items is a significant measure for gauging improve-
ments 1n this area We are evaluating the findings of pop’s report
Although major investments in the defense industry have increased, our
prelimmary findings indicate that, contrary to pob’s findings, invest-
ments in the nondefense segment may be proportionally greater.

“See footnote 6
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L

Rate of Cost Growth Is
Declining, but Will
Improvements
Continue?

Although we cannot ink any improvements in the industrial base to the
industrial base initiative under the acquisition improvement program,
we believe that the initiative’s effect has been minimal due to the fact
that this initiative is recent, and the effect of pop’s actions under the
mitiative are long term. However, we have reporteds that several key
clements related to this initiative can be better managed and that poD
can improve its industrial preparedness planning

DOD has reported substantial progress in reducing the double digit cost
growth experienced 1n the early 1980s for major systems acquisitions,
and has cited a 1984 Congressional Budget Office study to corroborate
1ts claims. This study, based on the Budget Office’s analyses of DoOD
Selected Acquisition Reports, reported a decline in cost growth from
around 14 percent in 1980 to 1 percent in 1983

While our analysis was not strictly comparable to the Budget Office’s,
we found that major weapons beginning full-scale development in the
1980s since DOD instituted the improvement program have experienced
cost growth However, our analysis also suggests that the cost growth
for these weapons may be less than the cost growth experienced by
weapons beginning full-scale development in the 1970s before the
improvement program Our analysis shows that cost growth, excluding
inflation, for weapons in early development during the 1980s was less
than the cost growth of comparable weapons in the late 1970s. The
question then becomes whether the improvement in the 1980’s systems
will continue as these weapons are further developed. In the past,
weapons have experienced their most significant cost growth later in
the acquisition process when technical, funding, or other problems have
surfaced. Our analysis of the 1970’s systems shows that over 79 percent
of the cost growth experienced by these systems occurred during the
1980s. Since the comparable period for the 1980’s systems that we ana-
lyzed in early development will occur during the 5-year period after
1984, most of the cost growth could lie ahead for these 1980’s systems.
(See app. II1 for more discussion.)

8DOD Manufacturing Technology Program, Management Is Improving but Benefits Hard to Measure
(GAQ/NSIAD-85-6, Nov 30, 1984) Overview of the Status of the Defense Industrial Base and DOIY's
industrial Preparedness Planmng (GAO/NSIAD-85-69, May 23, 1985). Assessing Production Capabih-
ties and Constraints in_the Defense Industrial Base (GAQ/PEMD-85-3, Apr 4, 1985)
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When the improvement program was announced, the Deputy Secretary
wdentified DOD’s ability to stabilize the acquisition process as the key to
achieving many of the program’s potential benefits. This issue became
the focus of the program’s fourth initiative, and was one of the six areas
cited in 1983 for high level management attention.

We were unable to 1dentify a generally accepted definition of program
stability However, stable programs generally proceed through the
acquisition process on schedule, within cost targets, and meet perform-
ance requirements; unstable programs do not Program instability leads
to uncertainties about the future that foreclose opportunities to achieve
efficiencies in the acquisition process For example, the planning for
production at the factory is done several years in advance of production
to acquire the necessary plant capacity and equipment to produce
needed quantities efficiently. Weapon systems cannot be produced at
the most economical rates when production quantities do not use this
plant capacity effictently. Increased costs and inefficiencies occur when
the quantities being produced result in expensive plant and equipment
being idle. Frequently, production quantities of unstable programs
change from year-to-year, precluding efficient plant use

Despite overall large budget increases and initial top level management
support, the consensus is that little progress has been made 1n stabilizing
the acquisition process. About 45 percent of the program managers
responding to our questionnaire considered their programs unstable as
compared to about 40 percent who considered their programs unstable
at the beginning of fiscal year 1983. Likewise, DOD’s analyses have
shown that about 43 percent of the programs DOD tracks have been
unstable during both fiscal years 1984 and 1985 budgets. In these anal-
yses, DOD considered a program unstable if the planned procurement
quantities 1in the President’s budget request were more than 5 percent
below the quantities projected in the previous year’s budget request.

We beheve that a primary cause of program instability 1s pop’s mability
to submit realistic and affordable defense programs and budgets to the
Congress for the development and procurement of weapon systems DOD
has historically submitted budgets that are optimistic because they have
not always included all expected costs, or provisions for the technolog-
1cal risks associated with acquiring high technology weapons When
overly optimistic budgets are approved by the Congress, often at even
lower levels than requested, program instability can result In these
cases, contractors are unable to fully meet schedules due to inadequate
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funding. To correct this, either additional funds are requested, or sched-
ules are adjusted and programs are cut back to stay within approved
budgets.

Our survey of program managers shows that funding adjustments con-
tribute to program instability. Most of the program managers we sur-
veyed reporting unstable programs attributed this to adjustments by
DOD and the Congress to their system’s 5-year plan and budgets. Con-
versely, most of the managers with stable programs attributed their suc-
cess, in part, to adherence to the 5-year plan and adequate funding
Although the acquisition program includes several initiatives to improve
budgeting, poD has not fully implemented these imtiatives. (See app. IV.)

To improve the stability of the defense acquisition process, DOD recog-
nizes that it must not only budget more realistically, but also establish
priorities so as to limit the number of new programs and terminate low
priority programs. DOD has reported progress in limiting the number of
major new programs. However, we believe this was achieved, 1n part,
because DOD, in 1982, doubled the minimum cost thresholds that define
major systems. Consequently, fewer new starts are considered major
under the revised higher thresholds. According to 0sD, there were 19
major new starts under the new criteria from fiscal years 1983 through
19856. Our analysis using the old criteria showed that there were at least
29, and could have been as many as 43, major new starts. We could not
determine the precise number because the DOD budget documents used in
our analysis did not always specify total estimated program costs. Also,
08D has reported that the inability to cancel low priority programs con-
tinues to be a fundamental obstacle to improving program stability.

To create an environment which fosters program stability, DOD needs to
establish priorities, budget more realistically, adequately fund the
higher priority programs, begin only major new programs that are
affordable, and terminate low priority programs. We believe these
actions are more 1mperative than ever in today’s environment of
increasing emphasis on budget reductions under the recently passed Bal-
anced Budget and Emergency Deficit Control Act of 1985 (Public Law
99-177), more commonly referred to as the Gramm-Rudman-Hollings
Act,

Another factor which we beheve indirectly hinders stability 1s frequent
personnel changes at the program manager/deputy program manager
level In responding to our questionnaire, 24 (about 31 percent) of the 78
program managers reported that their and their deputies combined
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experience on the program in either of these positions did not cover the
past 2 years

The program managers averaged approximately 27 months experience
on their current program as either the program manager or deputy pro-
gram manager The deputies had approximately 30 months of experi-
ence on their current program as either the deputy or the program
manager. The average experience differed by service as shown in table
1.

Table 1: Avarage Number of Months of
Program Manager Experience

As deputy

As program program  Combined
Current position manager manager experience
Program manager: I
Amy 7191 30 221
Nawy 280 716 356
ArForce 7 93 38 231
Average? 7 7 224 50 27 4
Deputy program manager:
Amy 7 THe 408 424
Navy S o5 210 275
/A\Alf Far_ce’ S W' - 223 9* o 239
Average® 06 295 301

“Averages are weighted to consider the different numbers of managers and programs in each service
The averages are based on 77 program managers and 75 deputies who provided tenure data

These periods of experience are relatively short considering that the
typical weapon systems acquisition cycle spans 10 to 15 years.
According to the Assistant Secretary of Defense for Acquisition and
Logistics, short tenures can lead managers to sacrifice quality of the
weapon system for near-term results. QOur report® dealing with key pro-
gram management personnel discusses tenure options 1n greater detail

In commenting on our report, DOD officials stated that the Congress has
contributed to program mstability by authorizing successively lower
levels of resources below approved planned levels each year since 1981
While the Congress has reduced DoOD’s requests since 1981, the Congress
has also approved what amounts to nearly a 100-percent increase n
DOD’s procurement budget from fiscal years 1980 to 1985—the largest
peacetime increase in this Nation’s history. Furthermore, we believe that

9DOD Acquisition Strengthening Capabihities of Key DOD Personnel in Systems Acquisition (GAO/
NSIAD-86-45, May 12, 1986)
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Other Factors to
Consider in Future
Improvement Efforts

1

DOD must continually seek ways to better manage its acquisition and
budgeting processes in the real environment of economic and fiscal
uncertainties.

Our analysis of the improvement program’s implementation indicates
that the program has improved the acquisition process, and further
improvement will require continued emphasis and monitoring by 0sD top
management, and commitment from the military services to implement
the program. Indicative of what can be accomplished when this occurs
are successes achieved in multiyear procurement, such as savings
resulting from the use of a multiyear contract on various subsystems of
the Air Force’s F-16 aircraft.'o We found that the commitment to the
improvement program has waned. While 1t may not be practical to rein-
vigorate the entire program, bob should renew its efforts to implement
those aspects of the improvement program having the greatest
potential.

During our review, we observed the following factors which any future
improvement program must address to be more successful.

The need for a strong continuing commitment to reform.
The difficulty in translating top level commitment into actions and
results at the program office level.

We believe these factors have hindered the improvement program’s
implementation as discussed below.

Acquisition Improvement
Program Lacks a Strong
Continuing DOD
Commitment

We believe that the mnitial sense of commitment to the improvement pro-
gram has dissipated. A strong poD commitment is particularly crucial to
achieving results because the problems being addressed are long-
standing and not amenable to ready solutions When announcing the
reform package, the Deputy Secretary of Defense made a strong commuit-
ment to implementation. In fact, one of the initiatives was to ensure
implementation of the program. The implementation approach mcluded
establishing plans of action and monitoring progress. We found, how-
ever, that DoD has not carried through with its action plans on most of
the program’s mitiatives, and 1s not monitoring actions to ensure that
results are being achieved

19An Assessment of the Air Force's F-16 Aircraft Multiyear Contract (GAO/NSIAD-86-38, Feb 20,
1986)
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Although poD has made some progress in implementing the program,
mmplementation has not been completed, and consequently, results have
not been fully achieved. If implementation 1s considered to be complete
when action plans have been carried out and mechanisms for monitoring
results established, implementation has not been completed on 23 of the
33 nitiatives which has contributed to objectives having not been fully
met for 29 or about 88 percent of the imitiatives. (See app. IV.) More-
over, the high level management working groups have been disbanded
for two key but unresolved 1ssues involving program stability and real-
1stic budgeting. 0sD had established the working groups to ensure that
results would be achieved under these initiatives. 0sD believed these ini-
tiatives would have the greatest potential for improving the acquisition
process

Program monitoring 1s essential for identifying progress and problems in
implementation and taking corrective action. 0sp has not formally
reported on the program’s status since June 1984, and does not plan

to 1ssue any further reports. In addition, the services no longer report

to 0sD on the status of program implementation. While 0sD is monitor-
ing selected initiatives through the budgeting and major acquisition
decisionmaking process, we believe that the problems associated with
major acquisitions dictate that 0SD more closely monitor its policies and
Initiatives to improve the process.

S -
Difficulty in Translating
Top Level Commitment for
Reform Invo Results at
Program Office Level

An integral part as well as an underlying theme of the improvement pro-
gram was a change in management approach. The change was referred
to as “controlled decentrahzation” and was the focus of the first imtia-
tive Through this initiative, the top level commitment for reform was to
be translated into results at the program office level. More specifically,
program managers were to receive the authority and responsibility nec-
essary for them to manage their programs. Along with this would come
increased accountability for what was actually happening on their pro-
grams. The result was to be a more streamlined, less time-consuming
decisionmaking process for acquiring major weapons with an increased
ability to pinpoint accountability for results.

Despite this initiative, program managers responding to our survey indi-
cated Iittle had changed 1n this area. Most reported that their responsi-
bility was adequate or more than adequate, but one-half reported that
the authority they now have is marginally adequate to very inadequate.
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Our survey of program managers reflects a somewhat mixed perspective
on the program’s effect on the overall acquisition process. About 43 per-
cent of the managers indicated that the program has had a generally
positive effect on improving the efficiency and economy of the acquisi-
tion process. However, more than one-half believed that the program
has made little or no difference in the acquisition process. Furthermore,
the managers listed several improvements still needed, including
reduced management oversight and more authority for program mana-
gers. Making these improvements could improve program stability-—the
majority of program managers responding that their programs were
stable since fiscal year 1983 attributed this, in part, to having appro-

priate levels of authonty and resp0n31b111ty. Furthermore, the improve-

ment nrogram hae reanilted in little or no reduction 1in time snent
ment program nas resuited In 1itiie or ne requction 1n time spent

preparing for major acquisition milestone reviews—the thrust of one

rnitiadicr Angidgnad +a atvanrmlina tha Adamgianmalrsing nranaoag annnrds
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to 17 or 65 percent of the 26 program managers who indicated they had

PRI AU, At oY J——.

prepdreu for these reviews du ring fiscal years 1983 LIlIUUgIl 1985

We believe our survey suggests that the top level commitment to change
did not filter down to the program manager level. This occurred despite
a philosophy of controlled decentralization which was designed to
return significant amounts of responsibility and authority to lower
levels of management. The President’s Blue Ribbon Commission on
Defense Management recently reported!! that defense acquisition has
become encumbered by unproductive layers of management and over-
staffing. The Commission recommended specific actions for shortening
and clarifying the lines of authority to streamline the acquisition
process.

Conclusions

Although DOD has made some progress in implementing the improvement

nurnguname fmanlammantatrinnm hago nat haan anmanlatad nAd annanmiiantlsy

P1IURLalll, llllplUlllCllLdblUll 11ad 1tuUL Uil l..UllllJleCu, anda LulwTyuciiuly,

results have not been fully achieved. A strong continuing DOD commit-
ment to the initiatives is critical to achieving results because the prob-
lems being addressed are longstanding and not amenable to ready
solutions. The commitment to implementation shouid inciude estab-
lishing a mechanism to closely monitor improvement program results so
that problems can be identified and corrective actions taken.

11 An Interim Report to the President by the President’s Blue Ribbon Comrussion on Defense Manage-
ment (Feb 28, 1986)
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Recommendations

Agency Comments

B-221205

We recommend that the Secretary of Defense

identify those specific initiatives which have the greatest potential and
continue focusing top level management attention on implementing
these initiatives;

include among these initiatives a DOD commitment to stabilize and
improve the acquisition process by (1) budgeting more realistically, (2)
limiting the number of new program starts, and (3) eliminating marginal
programs when necessary to fund other programs more efficiently; and
estabhsh reporting mechanisms which will enable 0sD to analyze, in a
timely manner, the progress made in accomplishing the specific actions
to 1mprove the acquisition process so that corrective actions can be
taken when necessary

We provided a draft of this report to DOD for 1ts review and comment
DOD generally agreed with our findings and recommendations and sug-
gested several changes to improve the report. We have incorporated
these changes where appropriate DOD told us that corrective actions
were being planned in response to the recommendations of the Commuis-
sion on Defense Management which parallel our recommendations.

As arranged with your Office, unless you publicly announce its contents
earlier, we plan no further distribution of this report until 30 days from
the date of the report At that time we will send copies to interested
parties and make copies available to others upon request.

Sincerely yours,

Al it 6 LB

Frank C. Conahan
Director
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Appendix |

Letter From the Honorable William V. Roth, Jr.
Chairman, Senate Committee on
Governmental Affairs

.

WILLAM V ROTH Jn DEL. CHAIRMAN

CHARNLES M PERCY ILL. THOMAS F EAGLETON, MO

TED STEVENS ALABKA LAWTON CHILES FLA.

CHANLES McC MATHIAS Js MD  SAM NUNN GA. I
WILLIAM 8 COMEN MAINE JOHN GLENN, OHIO

RS i s Mni
m g 0?::‘:;"“2:8’:0 é:ﬁ\:lg'l"‘gw ‘mu‘ [ 1> 8 nltzd 5 tatzs 5 matz
WILLIAM L ARMEYRONG COLO COMMITTEE ON

JOHN M DUNCAN STAFF DIRECTOR
| MAS SHAPIRO MINORITY STAFF DIRECTOR AND CHIEF COUNSEL GOVERNMENTAL AFFAIRS
WASHINGTON, D C 20510

September 13, 1984

The Honorable Charles Bowsher
Comptroller General of the United States
U. S. General Accounting Office

441 G Street, N. W.

Washington, D, C. 20548

Dear Chuck:

As you know, my Committee has been conducting a series
of hearings over the last several years to review the
effectiveness and efficiency of the Defense Department's
acquisition process. We have reviewed a wide range of specific
problem areas, including such things as 1neffective operational
testing of weapon systems and overpricing of spare parts, as well
as examining the Department's management reform efforts.

One of the matters which has been of great 1nterest to
the Committee 15 the development and 1mplementation of the
Defense Acquisition Improvement Program (DAIP), 1nformally known
as the "Cariuccy Initiratives." These 32 1niti1atives have been
the subject of two general oversight hearings and many of the
speci1fic problem areas i1n the acquisition process reviewed by the
Committee have also i1ncluded some examination of one or more of
the 1ni1tratives.

It has been more than three years since the DAIP was

first developed and 1mplementation began and 1t 1s appropriate
now to begin to assess what effects this reform effort has had on
the acquisition process. In addition, GAO has been reviewing
many of the 1ssues covered by the DAIP over the last few years !
and has developed a great deal of useful information on the many
probiem areas plaguing the defense acquisition process, In light

| of these facts, I am requesting that the General Accounting |
Office begin a review of the Defense Department's Acquisition
Improvement Program to determine how effective these reforms have
been 1n reaching their stated goals of shortening the acquisition
process, 1ncreasing readiness, providing cost savings and
strengthening the 1ndustrial base.

In conducting this review, I would expect the GAO to |
provide an assessment of the effectiveness of the DoD's reform
efforts with special emphasis on problem areas 1n the acquisition

L process 1t has 1dentified through 1ts own reviews. For example, ’
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Letter From the Honorable William V. Roth, Jr.
Chairman, Senate Committee on
Governmental Affairs

The Honorable Charles Bowsher
Page 2
September 13, 1984 |

the GADO has completed several reports and analyses of the Defense
Department's budgeting, cost estimating and cost reporting
process and based on this work should be able to provide 1ts
opinions and views on the Department's progress in these areas.

Before beginning work on this request, 1 would ask that
your auditors contact Mr. Link Hoewing of my staff at 224-4751 to
discuss any problems or questions that may need to be resolved.

1 appreciate your attention to this request and look forward to
the completion of the report.

Sincerely,

-

‘ ;:% sk !
N111iqﬂ,¥. Roth, Jr,
Chairman

WVR /kkp
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Appendix II

Objective, Scope, and Methodology

Our objective was to determine DOD’s progress in improving the process
of acquiring major weapon systems through the Defense Acquisition
Improvement Program More specifically, we reviewed DOD’s progress in
meeting the improvement program’s objectives to achieve cost savings,
shorten the acquisition process, increase readiness, and strengthen the
industrial base

We could not assess the effectiveness of the Defense Acquisition
Improvement Program in accomplishing these objectives because we
could not isolate the program’s effect from the many other factors
affecting the acquisition process. However, we did determine DOD’s prog-
ress and results achieved in implementing each of the 33 mitiatives
included in the improvement program. In addition, we examined the
trends in estimating cost, schedule, and performance of major acquisi-
tions 1n the 1970s and in the 1980s. (See app. lII for further discussion.)
We analyzed cost growth and cost savings as two separate 1ssues
because a weapon system can experience both an overall growth in its
planned costs due to a variety of factors, while also achieving cost sav-
ings due to specific management actions.

We performed our work at several locations in the Washington, D.C,,
area, including 0sD; various headquarters offices of the U.S. Army, U.S.
Air Force, and U.S. Navy; Naval Air Systems Command; and the Air
Force Systems Command. We reviewed various DOD reports and dis-
cussed the status of individual initiatives with key poD officials. In addi-
tion, we reviewed our various reports and other studies related to DoD’s
acquisition process. We also mailed questionnaires to managers of major
acquisition programs to obtain their perspectives on the impact of the
improvement program. Our work was performed in accordance with
generally accepted government auditing standards.

We sent our questionnaire to the government managers of 92 of the 99
major acquisition programs listed on DoD’s December 1984 Selected
Acquisition Reports. We excluded four managers who had assisted us in
pretesting the questionnaire. In addition, three other managers directing
two programs each submitted only one questionnaire each in accordance
with our instructions. We received responses from 78 of the 92 pro-
grams included in our mailout. To ensure that the respondents’ experi-
ence adequately covered the period of the improvement program’s
implementation, we excluded from our analysis 24 of the 78 total
responses in which the program manager’s and the deputy program
manager’s combined experience in these positions on the program did
not cover the last 2 years. We believe that the remaining 54 respondents
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adequately reflect our universe of program managers meeting our
experience criterion because the characteristics of both groups did not
differ significantly.
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Appendix I

A Comparison of the Procurement Experience
of the 1970s and the 1980s

The Defense Acquisition Improvement Program’s goal was to improve
the efficiency of DOD’s acquisition process. This appendix assesses DOD’s
progress in meeting this goal since mitiating the improvement program
in 1981. We 1dentified two basic approaches that could be used to assess
the program’s effect: (1) determine the effect of each initiative on the
acquisttion process or (2) analyze the overall acqusition process to
determine if the efficiency of the process has improved. The first
approach would be difficult because of data limitations and a possible
problem of offsetting effects We concluded that the second approach
was more feasible and used it in our analysis.

Our analysis suggests that weapon systems being developed and pro-
cured during the 1980s have experienced less cost growth and schedule
slippage than systems in the 1970s that were in a comparable phase of
development. More specifically, acquisition costs continue to grow, but
at a slower rate The same 1s true for schedule, that 1s, programs are still
missing milestones, but by fewer months. We cannot conclude that the
1980’s systems will have less overall cost growth and schedule shppages
than the 1970’s systems because the acquisition cycle of the 1980’s sys-
tems will not be complete for several years, and the experiences of the
1970’s suggest that the 1980’s systems are entering a critical period of
development.

Methodology

The methodology used for our analysis was adapted from a 1979 Rand
study! that examined the effectiveness of the Packard Initiatives DoD
instituted 1n the early 1970s to improve the acquisition process. The
Rand study compared the procurement experience of the 1970s to that
of the 1960s to malke its assessment.

We compared acquisition experiences Iin the 1980s to the 1970s. Our
comparative analysis is based on data contained in DOD’s Selected Acqui-
sition Reports? —the only comprehensive summary of acquisition data
avallable. These data are a combination of actual experience as well as
future estimates For the 1980s, to coincide with improvement program
implementation, we selected all systems on DOD’s Selected Acquisitions

’&qu:sntwn Policy Effectiveness Department of Defense Experience 1n the 1970s, Rand Corporation,
Oct 1979

“The Selected Acquisition Reports provide a summary of key cost, schedule, and technical informa-
tion for major weapon systems
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Appendix ITI
A Comparison of the Procurement Experience
of the 1970s and the 1980s

Reports that entered full-scale? development after January 1981. We
excluded all ships from our analysis because, unlike other conventional
weapons, the development and production acquisition phases are not
always distinguishable as separate phases. We compared these systems
with two sets of 1970’s systems. The first set includes systems that
began full-scale development in the 1970s between December 1969 and

+nm Iivdad Ai1n tn dAata noigtanniag
March 1978, except for systems excluded due to data inconsistencies.

The second set includes only those systems that began full-scale devel-
opment after March 1976. For both sets, we used data included on the
Selected Acquisition Reports generated at the time the systems entered
full-scale development and as of December 1979. The second set is more
comparable to the 1980’s sample because both had 4 years or less of
acquisition experience beyond the initiation of the full-scale develop-
ment phase. Table III.1 lists types of equipment by service for the 18
systerms included in the 1980’s sample and table I11.2 shows comparable
data for the 28 systems in the 1970’s sample—including 12 systems in
the second set that are more comparable to the 1980’s sample. (See
app.V for a complete list of these systems.)

Table I1l.1: Numbers and Types of

Systems in the 1980’s Sample Types Army Navy Air Force Total
Commumcatlons/aa'{a ST 2 1 4 7
Arcraft/helicopters 1 2 2 5
MISS“GS - 0 T 1 T MN{-‘ T HVZ
Others o S 1 M__é i 0 - 4
Total " 2 2T
Table 111,2: Numbers and Types of e |
Systems in the 1970’s Sample Types Army Navy Air Force Total
Communications/data 0 3 2 5
Alrcraft/hellcopters T _"2-“ —»—k“—“—wé‘—_“M_W r T ’%
Missiles 7 - 3 T 1 o »Z o -8
Tanks/combat veh|cles S 4 0 o 4
Others D D
Total - 10 8 10 28

We examined three characteristics of procurement-—total program
costs, schedule, and performance. Total program costs include the devel-
opment, procurement, and construction costs to acquire a system. We

3Full-scale development 1s the phase 1n the acquisition cycle in which the program go-ahead decision
15 made based on demonstration and validation of the itial concept The decision as to whether to
produce the weapon system tollows full-scale development
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of the 1970s and the 1980s

adjusted for the effects of inflation and changes to the quantity require-
ments for the weapon systems because such changes are often caused by
forces outside a program. For schedule, we calculated the number of
months from the start of full-scale development to the date milestones
were achieved or expected to be achieved. For performance, we
examined each technical characteristic, such as speed.

To compare the procurement characteristics of the 1980s with the
1970s, we calculated ratios of these characteristics for each weapon
system in our samples. The use of ratios is a standard technique for
making such comparisons. We compared the current estimates with the
planned estimates of each characteristic for each weapon system. Cur-
rent estimates for the 1980’s sample were as of December 1984, those
for the 1970’s sample were as of December 1979 Planning estimates are
generally determined at the beginning of full-scale development We cal-
culated the ratios by dividing the current estimate by the planning est-
mate. We then averaged these ratios to arrive at a single ratio for each
of the three characteristics for each weapon system Using these aver-
ages, we computed an average ratio for each of the characteristics for
the 1980’s and 1970’s samples, and compared the 1980’s ratios with the
1970’s ratios. The ratios can be interpreted as follows:

A ratio of 1 means that the current estimate and planning estimate are
the same, indicating that the program characteristic is proceeding as
planned.

A ratio less than 1 means that the current estimate is less than the plan-
ning estimate, indicating that the program characteristic is doing better
than planned.

A ratio greater than 1 means that the current estimate exceeds the plan-
ning estimate, indicating that the program characteristic is doing worse
than planned .

Ratios that exceed 1 show improvement by moving toward 1, while
ratios below 1 show improvement by moving further away from 1.
When comparing ratios the lower number is always better.

Our approach has two major limitations

4For some performance characteristics, such as speed, where 1t 1s desirable to have a current estimate
exceeding the planning estimate, we have computed the ratio by dividing the planning estimate by
the current estimate 1n order to be consistent with these interpretations
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of the 1970s and the 1980s

First, we cannot link the results of our analysis exclusively to the
improvement program because of the coincidence of several other fac-
tors which could have favorably affected the acquisition process. These
factors include the recent defense buildup during which programs
received greater funding. This could in turn hmit program stretchouts
and allow the use of more economical order quantities A second factor
18 the improved economic ciimate of the 1980s, particularly lower infla-
tion, which could result in lower costs for systems.

A second limitation is that compared to the acquisition cycle, the
improvement program has existed for only a short period of time. The
acquisition cycle typically spans up to 15 years from the weapon’s con-
ceptual stage until deployment. Yet, we have only 4 years acquisition
experience since the improvement program'’s initiation to analyze its
effect This pont 1s particularly important since cost growth and
schedule slippages can occur over the entire acquisition life of the
system By looking at the first few years of a system’s acquisition life,
we capture only part of the cost, schedule, and performance history. In
an attempt to deal with this problem, we analyzed systems in the 1970s
having approximately the same maturity as those in the 1980s. How-
ever, the limited acquisition experience of the 1980’s systems constrains
our analysis, and a comprehensive comparison cannot be made until the
1980’s systems complete their acquisition cycles.

1980’s Systems Are
Coming Closer to Cost
and Schedule Estimates
Without Sacrificing
Performance

Our analysis suggests that poD is generally coming closer to its planning
estimates in the 1980s than it did in the 1970s. Figure III.1 compares the
1980’s sample with the more comparable 1970’s sample (those beginning
full-scale development after March 1976). Ratios shown in figure III.1
for cost and schedule of the 1980’s sample are smaller than those of the
1970’s sample. The cost ratios declined from 1.14 for the 1970s to 1 for
the 1980s. The schedule ratios show a slightly greater declhine. Conse-
quently, DOD’s estimating in these areas seem to be improving. Although
the performance ratios appear to indicate a worsening situation since
the 1980’s ratio of .96 is somewhat higher than the 1970’s ratio of .94,
the difference is not statistically significant. Therefore, there seems to
be no change 1n estimating performance.

5The differences between the cost ratios of the comparable 1970's and 1980’s samples and the similar
schedule ratios are statistically significant (for a one-tail test) at the 10-percent level The difference
between performance ratios is not statistically sigmificant at the 10-percent level
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A Comparison of the Procurement Experience
of the 19708 and the 1980s

Figure lil.1: Comparable 1970's and
1980's Samples: Cost (in constant

dollars), Schedule, and Performance
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The systems 1n the 1980’s sample are entering a period in their acquisi-
tion cycles during which significant cost growth or schedule slippages
can occur Only 4 years or less have passed since these systems entered

full-scale development. This means that they may not be deployed for
up to another 11 years, nnrmﬁ these later years, weapons have histori-

cally experlenced significant cost growth and schedule slippages as tech-
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whether, and by how much, the cost and schedule ratios shown 1n figure

TIT 1 sy 11 1980’s weanons acaiisiti wrrlac nnntd
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To gain some 1nsight into this question, we further analyzed the acqusi-
tion experiences of the 12 weapon systems 1n our 1970’s sample that

were of comparable development maturity to our 1980°s sample. We
compared cost and schedule ratios for the 1970’s sample at two points—
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December 1979 and December 1984—to see how they changed after
they proceeded beyond the initial 3 to 4 years of full-scale development.

This analysis suggests that the estimated cost and schedule of the 1980’s
sample could worsen during the next few years. The results are pre-

sented in figure II1.2, which shows that the cost ratio using constant dol-
lars® for the comparable 1970’s sample increased from 1.11, as of
December 1979, to 1.52, as of December 1984, indicating that over 79
percent of the cost growth occurred after 1979 Since this 5-year period
for the 1970’s sample roughly equates to the 5-year period from
December 1984 to December 1989 for the 1980’s sample, these results
suggest that the 1980’s systems may experience most of their cost
growth in the future. The schedule ratio increased from 1 21 to 1.30,
indicating that 30 percent of the schedule slippages occurred after 1979
Consequently, we believe that the improvement program and other
actions DOD is taking to improve the acquisition process should be
closely monitored during the remainder of the acquisition cycle

Figure 111.2: Cost (in constant dollars) and
Schedule Ratios for Comparable®
1970’s Sample—Dec. 1979 and Dec.
1984

Ratios

Costs ]

T 1Y

Schedule

05 06 07 0.8 09 10 11 12 13 14 15 16

[:] Dec 1979
:j Dec 1984

“The cost and schedule ratios for December 1979 in figure 111 2 are adjusted for systems not
included in the December 1984 Selected Acquisition Reports This was done to insure a fair
comparison

5Constant dollar measurements exclude the effects of future years’ mflation
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Inflation Is Having Less
Effect During the 1980s

Inflation contributed significantly to the cost growth of the 1970s and
1980s but less so in the 1980s. Figure II1.3 compares the ratios of the
comparable 1970’s and 1980’s samples with and without inflation.
Figures II1.1 and III.2 used constant dollars in computing cost ratios.
Figure II1.3 compares the ratio using current dollars, which reflect the
effect of inflation on cost growth, to the constant dollar ratio. As can be
seen in figure I11.3, the comparable 1970’s cost ratio increases from 1 13
without inflation to 2.26 with inflation, an increase of 100 percent. The
similar figures for the entire 1970s are 1.24 without inflation and 2.54
with inflation, an increase of 105 percent. The 1980’s ratios show a rela-
tively smaller increase from 1 to 1.55, or 65 percent.
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“igure 111.3: Effects of Inflation on - ]
“omparable 1970’s and 1980’s

Samples 26 Ratos

24
22
20

18

16

14

12

10

08

06

04

02

Comparable 1970s® 1980s Entire 1970s

l Without Inflation
[::] With Inflation

4 The 113 cost ratio without inflation 1n this figure differs slightly from the 1 11 cost ratio in figure 111 1
because we excluded 2 systems in figure i1l 3 for which correct data needed for our calculations was
not readily available

DOHCIUSiOIIS Weapon systems being developed and acquired in the 1980s are, so far,

experiencing less cost growth and schedule shppage than comparable
systems did during the 1970s. Although poD is keeping costs and sched-
ules closer to their planning estimates in the 1980s than it did for a com-
parable period of the acquisition cycle in the 1970s, if past experience is
an indicator, most of the cost growth for the 1980’s systems may be yet

Page 29 GAO/NSIAD-86-148 Defense Acquisition Improvement



Appendix I
A Comparison of the Procurement Experience
of the 1970s and the 1980s

to come. Some additional schedule slippages may also occur. In addition,
inflation contributes greatly to cost growth in both the 1970s and the
1980s, but much less so in the 1980s.
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status of Initiatives and Results Achieved as of

August 1985

Resuits
Impiementation achieved
initiatives Full Partial Full Some
1 Principles . X . X
2 Preplanned improvements . X . X
3 Multiyear procurement X . . X
4 —W—P;Saram stability . X . X
5 Capital investment . X . X
6 Budget to most ikely cost . X . X
7 Economic production rates . X . X
8 Contract type X . . X
9 Support and readiness . X . X
10  Admirustrative costs/time . X . X
11 Budget for nsk . X . X
12 Test hardware . X . X B
13 Government legislation . X . X
14 DOD directives . X . X
15 Funding flexibility X . . X
16 Contractor ncentives . X . X
17 Briefing and data requirements X . . X
18  Budget for inflation . X . X
19 Forecast business base . X . X
20  Source selection . X . X
21  Standard systems . X . X
22 Design to cost . X . X
23 implementation . X . X
24  Reduce milestones X . X °
25  Link acquisition/budgeting X . .
26 Acquisition councill X . X .
27  Defense Acquisition Executive X . X .
28  Thresholds for milestone reviews X . X .
29 Integrate acquisition/budgeting X . . X
30 Visibihty of logistics/support . X . X
31 "Fast Track' programs . X . X
32  Competition . X . X
33  Defense industrial base . X . X

3These inihatives will be discussed in detail In a follow-on report
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List of Weapon Systems Included in the

Samples of Appendix III

Type of Weapon System (1980s)

Communications/

data/detection/ Alrcraft/
Service systems helicopter Misgiles Other
Army ADDS AHIP . RPV
JTIDS . . .
Air Force JTIDS T-46A Peacekeeper .
WWMCCS C-17A . .
EJS . L] .
CONUS OTH B . . .
Navy JTIDS E-BA Trndent il ASWSOW
. V-22 . SUBACS
B . . .  T45Ts
Type of Weapon System (1970s)
Communications/ Tanks/
data/detection/  Aircraft/ combat
Service systems helicopter Missiles vehicles  Other
Army . UH-60A Patriot FVS Copperheat
. AH-642 Helifire? M-12 D
. . Roland? M-198 .
o . . . DIVAD? e
Air Force PLSS? A-10 ALCM? . .
DSCS lIig F-15 GLCwme . .
. F-16 Sparrow . .
B . E-3A Sidewinder s e
Navy SURTASS F-18 Tomahawk? . Captor
TACTAS? LAMPS . . 5-inch
AEGIS MK i} . . projectie®

8Denotes systems (12) most comparable to 1980's systems (See app il )
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DOD Comments

ASSISTANT SECRETARY OF DEFENSE

WASHINGTON, D C 20301-8000

ACQUISITION AND
LOGISTICS

(DASD(P)/MSA)

27 JUN 1986

Mr. Frank C. Conahan, Director

National Security and International Affairs Division
U.S General Accounting Office

Washington, D C 20548

Dear Mr Conahan

This is the Department of Defense (DoD) response to the General Accounting
Office (GAO) Draft Report, “DOD’s DEFENSE ACQUISITION IMPROVEMENT
PROGRAM: A STATUS REPORT"” dated April 8, 1986, (GAO Code 396507/0SD
Case 6987) The DoD generally agrees with the report’s findings and
recommendations. Soecifically, the DoD concurs with five of the findings and
partially concurs with the remaining five of the findings The Department concurs
with all three of the GAO recommendations.

Specific DoD comments to GAO findings and recommendations are attached
The opportunity to comment on this draft report is appreciated.

Sincerely,
~ \
‘-N—_\anw |G t(.l -
James P. Wade, Jr

Attachment

!
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Nowonp 1

GAO DRAFT REPORT - Dated April 8,1986
GAQ Code 396507/0SD Case 6987
DoD Comments

FINDINGS

FINDING A Defense Acquisition Improvement Program Initiatives Have Not Fully
Achieved Results But There Have Been Improvements. The GAO reported that (1) in
1987 the DoD instituted an acquisition improvement program consisting of 32
management initiatives, (2)1n 1983 the DoD focused high-level management
attention on the initiatives involving program stability, multiyear procurement,
economic production rates (EPR), realistic budgeting, readiness and support, and
competition, and (3)1n 1984 the DoD added an initiative to enhance the defense
industnal base Based on its review, mcluding conducting a survey of program
managers, the GAO concluded that, although the initiatives have not fully achieved
their intended results, there have been improvements in the acquisition process

(p 1, GAQ Draft Report)

DOD Position The DoD concurs There have been improvements in the acquisition
process even though all of the initiatives have not fully achieved their intended
results The DoD has had success in most of the initiatives highlighted for high level
management attention (e g multiyear procurement, economic production rates,
realistic budgeting, and major system new starts)

The GAO has very httle discussion of the DoD efforts in increased competition in
thetr draft report Since FY 1980, DoD has increased the number of annual
competitive contracts by 37 percent to over 6 milhon contracts InFY 1984 alone,
competitive dollars awarded increased to over $53 billion, or 43 percent of all
procurement dollars Another 29 percent was awarded as follow-on dollars to
previously competed contracts Savings from increased competition has been
sl?mfncant For example, the Navy was able to fund the complete reactivation cost
of the Battleship USS Missouri from savings achieved through increased
competition

Perhaps the most important measure of the success of defense acquisition during
the past four years is ssmply to consider the growth and modernization of the
weapons inventory with which the armed forces are equipped The strategic
modernization program has provided the DoD with a strong nuclear deterrent
force, and provides for continued deterrence in the future through programs such
as the B-1B, Trnident, the Trident D-5 mussile, Peacekeeper, Cruise Missiles, the Small
ICBM, and the Advanced Tactical Bomber Non-strategic nuclear forces have been
enhanced as well through the production and deployment of the Pershing Il and
Ground Launched Cruise Missiles Finally, during the past four years, conventional
forces have been strengthened and modernized on land, sea, and air From 479
ships in FY 1980, the Navy will have enlarged the fleet to 542 ships in FY 1985, with
additional ships ordered and planned to meet our goal of a 600 ship navy In
addition, since FY 1980, the Air Force has more than doubled the inventory of
modern fighter aircraft -- F-15s and F-16s -- to nearly 1,400 aircraft The M-1 tank
inventory hasincreased from 21 to 1,348 during the past four years

The procurement of major weapon systems has not occurred at the expense of
the readiness and sustainability Acquisition management initiatives in these areas
have contributed to significant improvements For example, the increases in
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munitions inventories achieved during the past few years ensure improved staying
power for our conventional forces Army munitions inventories are up 14%, Navy
inventories are up 58%, Air Force 62% and the Marine Corps 24% Moreover, since
FY 1981, the DoD has increased funding for the daily operation and maintenance of
its forces by almost 25% 1n constant dollars  As a result, improvements in spare
parts availability have increased the number of tactical combat sorties that could be
flown in Europe by mare than 75% In addition, Navy ships rated “fully” or
“substantially” ready has increased by more than 25% since January 1981 Army
and Marine Corps equipment availability rates have also continued to increase

FINDINGB DoD CostSavings The GAO found that cost savings have been
achieved, but their magnitude 1s uncertain The GAO observed that, because major
systems’ acquisition cycles span many years, the DoD savings estimates must project
effects far into the future The GAO found, however, that the DoD estimates are
sometimes overly optimistic The GAO cited, for example, that actual savings the
DoD claimed from EPRs, for FY 1981 through FY 1984, were $260 million less than
the DoD projection of $1 5 billion anticipated in 1982 The GAO also noted that, for
the Industrial Modernization Incentives Pragram (IMIP), which 1s a major acquisition
improvement initiative, $4 billion of the reported overall $6 billion savings were
subject to change because they were early projections of expected savings through
the 1990s {(p 1, pp 3-4, GAO Draft Report)

DoD Position. The DoD partially concurs The GAO correctly states that the
magnitude of cost savings associated with acquisition improvement initiatives such
as economic production rates (EPR) contain a degree of imprecision because these
savings are forecast over the period of time which stretches from contract award to
sr\stem delivery, a period which might easily extend five years or more Changesin
the economy due to such factors as inflation or basic commodity price fluctuations,
which are not easily forecast over several years, can affect the estimated savings
Another major factor s congressional action on the budget Congressional
reductions 1o programs which have been proposed by DoD to be funded at
economic rates have a direct role in reducing estimated savings In its example,
however, the GAO does not indicate whether the EPR savings estimated by DoD in
1982 were reduced as a result of economic factors, congressional action, program
restructuring, or other factors such as configuration changes to improve weapon
systems performance Because of this, it 1s impossible to determine whether the
onginal savings estimate was “overly optimistic”and the DoD , therefore, disagrees
with this statement [t should be noted that the real importance of these estimates
1snot to forecast a precise leve! of savings but to show tnat the Department of
Defense has taken action to reduce costs through investments in stable, economic
production of major weapon systems

FINDING C DoD Needs To Improve Its Estimating And Reporting of Cost Savings
The GAO observed that estimating cost savings associated with the DoD actions to
improve the acquisition process is difficult because it involves projecting the effect
of these actionsinto the future since major system acquisition cycles generally span
many years The GAO found that the DoD can, however, improve its techmques for
estimating future cost savings The GAO concluded thatin socme cases the DoD
techniques are faulty, and in others the Office of the Secretary of Defense (OSD) had
not provided adequate guidance to the Military Services for estimating and
reporting costs, benefits, and savings The GAO cited, for example, estimated cost
savings assoclated with funding some programs at EPRs not being adjusted when
other programs were cut below EPRs to provide the sources of funds The GAO also
found that the DoD can use economic production data more effectively in the
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budget process The GAO noted, for example, that the OSD had not provided
adequate guidance for computing weapon unit costs at alternative production
rates, which resulted in inconsistency and, therefore, less useful data In addition,
while recognizing that dual sourcing can reduce unit costs, the GAO observed that
two of its prior reports concluded that savings from dual sourcing HARM and
Maverick could not be substantiated Finally, inits analysis of the DoD claimed

savings of $4 7 billion for FY 1981 through FY 1989 due to multiyear contracting, the
GAO found that the savings on the Black Hawk and the Multiple Launch Rocket
System (MLRS) overstated the magnitude of savings by $185 muliion (or 64 percent)
Nowonpp 3to5 (pp 4-7, GAO Draft Report)

DoD Position The DoD partially concurs TheDoD strongly disagrees with that
portion of the finding dealing with the multiyear contracting because i1t highlights
only the Black Hawk and MLRS efforts These are both early efforts and admittedly
the Army had difficulty with fact finding and negotiation on the Blackhawk and
inclusion of options on the MLRS It isinappropriate and misleading to only report
on these efforts as representative of the entire multiyear procurement effort

The use of the multiyear (MYP) contracting technique on major systems and
programs, which employs economic arder quantity (EOQ), continues to be a
successful approach that results in both savings and stability  This year the
Department has proposed seven candidate programs which could save a ittle over
two billion dollars These programs inciude the following candidates UH/EH-60
Airframe (follow-on to an existing MYP), F/A-18 aircraft, Patriot, Stinger, Harm
(Joint Navy/Air Force Program) mussile program, MK-45 gun mount, and defense
support program Since the initial use of MYP in 1982, the Department has
submitted 60 multiyear candidates in prior budgets and Congress has approved 40
of these programs The 40 approved programs carry a potential savings value of 6 1
billion dollars Last year eight out of ten candidates were approved

Implementing more economic production rates s another important
management initiative which can provide significant savings and reduce the time
required to complete the inventory objective for a major weapon system The
Department has identified a range of economic production rates for major
! programs, and systematically examines whether current and planned production
falls within the most efficientrange Ininstances in which production rates are
inefficient, DoD often increases production rates to a more efficient level, thereby
reducing unit costs and providing increased quantities of equipment in a shorter
time span InFY 1983, DoD achieved $2 3 brlhon in unit cost savings for 18 programs
by producing them at rates that take advantage of economies of scale For
example, the Aim-9M Air-to-Air missile unit cost was reduced from $178,000 in FY
1981 to $83,000 when the procurement quantity was increased six-fold
Unfortunately, budget reductions below planned levels have eroded these savings
during the past three years It has also become increasingly difficult to implement
mote economic production rates which require additional near-term resources in
order to achieve long term savings

The DoD paper dated November 17, 1983, referred to ( on page 6 of the draft
GAO report )did not say some programs were stretched so as to fund others at more
economic rates as indicated by the GAO EPR savings are adjusted each year If a
program for which savings are reported is subsequently reduced in rate, savings are
recalculated reflecting the changed quantities Instructions were 1ssued to the
Services by the Defense Resources Board on March 31, 1986, on submitting
economic production rate (EPR ) data on major systems The instructions call for

Now on p 4
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displaying the unit cost at several different rates in the program objective
memoranda submitted at the start of the yearly budget cycle The unit production
costs are to be submitted in terms of unit procurement costs as defined 1n DoD
Instruction 5000 33, paragraph D 4 d However, one protrayal or defimtion is not
appropnate for all categories of equipment or equipment within one category
Some inconsistency is necessary in the interest of accumulating the most relevent set
of costs that reflect variation with rate The Services are permitted to portray other
unit procurement cost if an explanation i1s given

FINDING D Acquisition Schedules Are Slipping Less The GAO analysis of schedule
slippages since DoD undertook the improvement program showed that, in
comparison with the 1970s systems, the 1980s systems had smaller shippages
Despite this apparant improvement, the GAQ cautioned that (judging by the
experience of the earlier programs) some additional schedule slippages can be
expected as the 1980s systems proceed through and beyond full-scale
developoment The GAO observed that in implementing the improvement
initiatives, the Deputy Secretary of Defense cited two specific inttiatives to shorten
acquistion time -- emphasizing preplanned product improvement and obtaining
adequate funding for test hardware With respect to preplanned improvements,
the GAO was unable to determine the extent of their impact because funding for
them is not always separately identified in budget documents The GAO reported,
however, that most of the program managers responding to its questionnaire cited
this intiative as having favorable results With respect to obtaining adequate test
hardware, the GAO cited another of its reports as concluding that test schedules for
weapon systems were constrained, in part, by too few prototypes, despite the

Now on pp 1,56, and 22 ' initiative to correct this (p 2, pp 8-9, pp 28-37, GAO Draft Report)

to 30

DoD Position. The DoD concurs Itshould also be noted that the Packard
Commussion (p 18, “A Formula for Action”) has made similar recommendations that
would increase the use of technology to extend the life of existing platforms and

early operational testing of prototype hardware

, FINDING E. Weapons’ Support Readiness Receiving increased Emphasis The GAO
| observed that the DoD and the Congress have recently taken actions intended to
resultin more reliable and supportable weapon systems The GAQO reported that
several of the acquisition improvement initiatives were intended to improve
support and readiness (These include emphasizing readiness early in the
acquisition cycle and giving 1t equal priority with other major acquisition objectives,
including cost, schedule and performance ) These initiatives also address providing
contractors with incentives to improve reliability and maintainability (R&M), and
the initiative to give program managers more contro! over support resources Based
on its survey of program managers, the GAO concluded that supportisreceiving
more emphasis The GAO further concluded, however, based on other prior reports,
that initiatives to improve reliability and support for certain weapon systems with
accelerated acquisition schedules have not always resulted in improvements While
noting recent legislation has provided additional incentives to contractors to
improve reliability, the GAQ concluded that whether DoD and Congressional
actions will actually result in more reliable and supportabie weapon systems can
lowonpp 1and6to7 only be conclusively determined when weapons are deployed (p 2,pp 9-11, GAO
Draft Report)

DoD Position' The DoD concurs However, it should be noted that the GAO
statement that “initiatives to improve reliability and support for certain weapon
systems with accelerated acquisition schedules have not always resulted in
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‘ improvements” 1s somewhat misleading The systems cited by GAO as a basis for
this finding were started before the acquisition improvement initiatives and could
not be expected to be affected by this initiative

FINDING F Defense Industrial Base Enhancements The GAO reported that, in
smitiating the Defense Industnal Base Enhancements, the Deputy Secretary of

: Defense directed that it receive high priority The GAO noted that, in June 1985,
the DoD reported expenditures for major items--equipment, buildings, and land--

' had increased substantially over the 9 years through 1983, and that this increase had

been greater in the defense than in the non-defense sectors The GAO noted,
however, that it's preliminary findings indicated the increase in the non-defense
segment may be proportionately greater Due to itsrecent implementation, the
GAO concluded that the effect of the Industrial Base initiative has been minimal
The GAO also concluded that several key elements that are related to this initiative
Now cnpp 2and 7 to 8 could be better managed (p 2,pp 11-12, GAO Draft Report)

DoD Position The DoD partially concurs The DoD does not agree that investments
in plant and equipment assets alone are an adequate measure of industrial base
enhancements Investments could level out while industrial responsiveness is
improving The introduction of new manufacturing techniques could make
significant improvements with minimal investments Reductions in lead time and
productivity improvements should be included as measures of industnal base
enhancement Itissuggested that the “Defense Financal and Investment Review
(DFAIR)” be specified in reference to a June 1985 DoD report

DoD does not consider its actions as "minimal” as the GAO report suggests
Three points substantiate this conclusion First, DoD has not only taken major steps
to make industrial preparedness a normal consideration in the acquisition process,
but has also centralized policy mana%ement through the creation of a core
Industrial Base Program Element in the PPBS system Several programs that directly
impact the industrial base have been combined into a single program that ensures
industnal base policies are cohesive

An annual production base analysis identifies and analyzes critical systems and

| components to determine the bottlenecks that hinder production efficiency and
industry’s ability to rapidly accelerate production during national emergencies The
TOW 2 missile 1s an example of an item that can now be rapidly accelerated as a
result of a one time minimum investment Planning ensures investments in the
industrial base are considered in determining the best mix of war reserves and
hardware to achieve affordable defense

The Manufacturing Technology Program (MANTECH) has resulted in tangible
benefits that are much more than minimal The purposes of MANTECH are to help
transition manufacturing R&D into production, to help reduce manufacturing costs,
enhance product quahity and to also improve the industrial base MANTECH's major
purpose 1s to develop generic process technology to complement major investments
' in product development For example, a recent Air Force study of 75 projects (out of
several hundred completed since the program began) validates that for every dollar
invested in MANTECH, the Air Force will achieve an average cost avoidance of $14
More importantly, these projects represent technical breakthroughs in Iiterally all
manufacturing areas Without MANTECH technical gainsin the field of low
observables, engine manufacturing, inspection techniques, and lightweight
material development, many current Air Force weapon systems would not exist  In
1984 DoD established a Manufacturing Technology Information Center to distribute
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the technologies developed under the program throughout the private sector of
American industry

The Industrial Modernization Incentives Program (IMIP) 1s another example that
points out that tremendous gains and enhancements to the Industnal Base are
being made IMIP represents a joint venture between the government and industry
to accelerate the implementation of modern equipment and management
techniques within the industrial base IMIP benefits are equally impressive to those
of MANTECH The Air Force, for example, has encouraged $8 in modernization
investment by private industry for every $1 expended by the DoD and estimates
their implementation of the program will produce over $3 billion in manufacturing
cost avoidance The issuance of DoD Directive 5000 44, “Industrial Modernization
Incentives Program,” on April 16, 1986, represents a major achievement in
transitioning IMIP from the test phase to an established acquisition tool IMIP
projects are also disseminated to all American industry

FINDING G Rate of Cost Growth [s Declining But Will improvements Continue?
The GAO observed that the DoD has reported substantial reduction in the double
digit cost growth of the early 1980s, citing a Congressional Budget Office analysis of
DoD Selected Acquisition Reports showing a decline in cost growth from around 14
percentin 1980 to 1 percent in 1983 The GAO reported its analysis suggested that,
for major weapons beginning full-scale development in the 1980s the cost growth
may have in fact, been less than the cost growth experienced by weapons beginning
full-scale development in the 1970s The GAO observed, however, that, in the past,
weapons have experienced their most significant cost growth laterin the
acquisition process when technical, fun(ﬁng, or other problems have surfaced (The
GAO noted that over 73 percent of the cost growth experienced by the 1970s
systems occurred during the 1980s ) TheGAO, therefore, concluded that, since the
comparable period for the 1980s systems it analyzed will occur during the 5-year
period after 1984, most of the cost growth could lie ahead for the 1980s systems

(pp 12-13, GAO Draft Report)

DoD Position: The DoD concurs There are, however, indications that the decrease
in cost growth reported by the CBO has continued Extending the CBO analysis
through the current December 1985 Selected Acquisition Reports (SARs) shows that
the decline in cost growth has now reached the point where costs are no longer
growing at all and?\ave in fact declined since last years’ estimate by nearly one
percent This continuing trend 1s very encouraging and is an indication of some
success in DoD management efforts to bring weapon system cost growth under
control Itisrecognized, of course, that the DoD cannot predict the future with
unerring certainty

FINDINGH DoD Has Made Little Progress In Stablhzun%Weapons Acquisition
Programs. The GAO observed that program instabiity leads to uncertainties about
the 1uture and forecloses opportunities for efficiencies (The GAO cited, for
example, planning for production plant capacity 1sdone several years in advance,
and changes in production quantities can create idle plant capacity and, therefore,
inefficiencies ) The GAO found that over 45 percent of the program managers it
surveyed considered their programs had been unstable since FY 1983, as compared
to about 40 percent who considered these programs unstable in FY 1983 Likewise,
the GAO uited DoD analysis showing about 43 percent of the programs the DoD
tracks to be unstable during both the FY 1984 and FY 1985 budgets The GAO
concluded that a primary cause of program instability i1s the inability of the DoD to
submit realistic and affordable defense budgets, and that DoD budgets are
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Now on pp 2and 9to 12

historically optimistic because they do not include all expected costs or sufficient
provision for technical risks The GAO further concluded that when overly
optimistic budgets are approved by the Congress, often at even lower levels than
requested, program instability can result The GAO found that most program
managers reporting unstable programs in the GAO survey attributed the instability

to adjustments by the DoD and the Congress to their systems’ 5-year plans and
hudaets The GAQ renoarted the DoD recoanizes that tao imprave c'r;xhlh'ry 1t must
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budget more realistically and also that it must establish priorities so as to limit the
numgber of new programs and terminate low priority programs The GAO
concluded, however, that some of the progress the DoD has reported in imiting the
number of major new programs s accounted for by the DoD doubling the minimum
cost thresholds that define major systems (The GAO reported that according to the
old criteria there would have been 29 to 44 new starts from FY 1983 through FY
1985, whereas DoD acknowledges only 19 under the new criteria ) The GAO also
found that 25 of the 79 program managers responding reported that the combined
experience on the program of themselves and their deputies did not cover the past
two years, and the average time program managers had spent on the program, as
program managers or deputies, was 27 1 months The GAO concluded that the
consensus of program managers was that there had been little progress in
stabilhizing the acquisition process The GAO also concluded that to create a stable
environment DoD needs to establish priorities, budget more realistically,
adequately fund the higher priority programs, begin only new programs that are
affordable, and speaifically terminate all remaining programs which are of reduced
service Finally, the GAO concluded that frequent personnel changes at the
program manager/deputy program manager leve! indirectly hinders stability (p 1
pp 13-17, GAO Draft Report)

DoD Position. The DoD partially concurs The GAO discussion of idle plant capacity
contributing to increased cost Is perhaps not the best example since 1dle plant s not
an allowable contract cost DoD agrees that an underutilized plant will increase
inefficiencies and indirectly contribute to cost

The GAO also overlooked the success of multiyear procurements as an indication
of increased stability for selected weapon systems Multiyear procurement has been
a very iImportant part of our acquisttion reform program Economic lot buym?,
rather than purchasing weapon systems on an annual basis can result in signiticant
long-termsavings Congress has approved, and the DoD has implemented 40
multiyear procurement contracts which represent about $6 1 billion in savings We
requested multiyear procurement for 7 programs in the FY 1987 budget for an
additional estimated savings of $2 1 billion

In addition,the Cost Analysis and Improvement Group {CAIG) does an intensive
independent review of 20 to 30 major weapaons annually as an attempt to venfy the
realism of cost estimates This CAIG review was not acknowledged in the GAO draft
report

The GAO reported that there were at least 29 major system new starts or as many
as 44 n the period FY 83-85 vice 19 new starts identified by OSD Since the specific
programsin the GAO range of 29 to 44 programs were not identified by name, 1t s
difficult to comment on this finding

The DoD efforts to achieve greater cost savings through improved program
stabihity, however, have repeatedly foundered on the shoals of the annual
congressional budget review process Each year, since 1981, the Congress has
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authorized successively lower levels of resources below approved planned levels As
aresult, the Department has had to confront many difficult choices between
stretching out programs and incurring higher costs, or reducing or cancelling a
weapon system which, regardliess of cost, may be critical to military security
Appropriately, the DoD has chosen the most prudent path to ensure security and
has had to incur some higher program costs Mareover, the Congress has
destabihized many defense programs directly through the byzantine process of the
annual line-item review of the defense budget It simply doesn’t make sense in
times where the budget 1s tight to add to the affordability problem by arbitranly
increasing costs through destabiflizing programs DoD continues to support the idea
of a two year budget cycle as a means to help reduce costly program instability

FINDING | Acquisition Improvement Lacks A Strong Continuing DD Commitment
The GAO found that the strong commitment, with which the Deputy Secretary of
Defense initiated the acquisition improvement program, had waned Although the
implementation approach included establishing plans of action for and monitoring
progress of the initiatives, the GAO found that DoD had not carried through on its
action plans for most initiatives, and 1s not monitoring actions The GAO found, for
instance that implementation had not been completed on 25 of 33 1nitiatives
(action plans carned out and monitoring programs estabhshed), and that this
contributed to objectives having not been fully met for 29 of the initiatives
Moreover, the GAO found that high-level management working groups had been
disbanded for two key unresolvedgwsues, (1) program stability ang(Z) realistic
budgeting Further, the GAO found that OSD had not reported on the status of the
overall program since June 1984, although program monitoring is essential for
identifying problems and corrective actions The GAO concluded that although
DoD had made some progress in implementing the program, mplementation had
not been completed, and, consequently, results had not been fully achieved The
GAO also concluded that a strong, continuing DoD commitment to the initiatives is
critical to achieving results because the problems being addressed are long-standing
and not amenable to ready solutions In addition, the GAO concluded that further
| savings are possible if certain initiatives are fully implemented Finally, the GAO
concluded that the commitment to implement should include establishing a
mechanism to closely monitor improvement program results so that problems can
low on pp 2 and 12to 14 be identified and corrective actions taken (p 3, pp 18-19,p 21, GAO Draft Report)

DoD Position: The DoD partially concurs The DAIP made major changes in both the
acquisition philosophy and process DoD no longer tracks each individual initiative
However, there continues to be senior level management involvement in multiyear
procurement, economic production rates, major new starts, weapon support
readiness, and competition when the Defense Resources Board annually reviews the
Service budgets and when the DSARC reviews selected major weapon systems at
predetermined milestone points These initiatives, which were selected as being the
most important for the Deputy Secretary of Defense to concentrate on, continue to
be tracked and implemented through the DSARC and PPBS processes

FINDING J. Difficulty In Translating Top Level Commitment To Reform into Results
At Program Office Level. The GAO reported that through "controlled
decentralization” program managers were to receive the authority and
responsibility necessary to manage their programs The GAO found, however, little
had changed in this area most reported that responsibility was adequate, but
approximately 51 percent said that authority was marginally adequate to very
inadequate The GAO reported that program managers listed improvements still
needed as including decreased management oversight and more authonity for
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Nowonpp 13to 14

Nowonp 15

Nowonp 15

program managers The GAO survey indicated that 43 percent of the program
managers indicated there had been a positive affect from the acquisition
improvement program, while 57 percent saw httle or no difference in the
acquisition process The GAO concluded that the survey suggests that top level
commitment to change did not filter down to the program manager level

{pp 20-21, GAO Draft Report)

DoD Position: The DoD concurs It should be noted that much of the thrust of the
DATP was to decentralize much management responsibility to the Services This
makes an assessment of the situation somewhat difficult for OSD to make in a
detailed fashion It hasbeen noted, for example, that the streamlining of the
DSARC has not apprecably reduced the number of briefings that a Program
Manager must give since most (1 e 90% or more) of the briefings occur within the
Service hierarchy The Packard Commission has made a recommendation to shorten
the “reporting chain” from the Program Manager to the senior decasionmaker and
this is currently under consideration

RECOMMENDATIONS

RECOMMENDATION 1 The GAO recommended that the Secretary of Defense
identify those specific Initiatives which have the greatest potential and continue
focusing top level management attention on implementing these initiatives (p 22,
GAO Draft Report)

DoD Position: The DoD concurs This recommendation has already been
accomplished Asthe GAO noted in Finding A, high level management attention
has been focussed on program stability, multiyear procurement, economic
production rates, realistic budgeting, readiness/support, competition, and the
industrial base The DoD continues to address these areas in both the PPBS and
DSARC processes

A substantial number of the AIP initiatives are also included in the Packard
Commussion recommendations The Secretary of Defense has requested Packard
implementation reports by July 1, 1986 to include recommendations, draft
directives, and required legislation to correct deficiencies in existing law  This
Secretary of Defense memo highlights off-the-shelf purchasing, prototyping,
market place competition, baselining for major weapons, and multiyear
procurement for high priority systems Following a decision by the Secretary of
Defense on these Packard implementation reports this summer, implementation
will take place

RECOMMENDATION 2. The GAO recommended that the Secretary of Defense
include among these initiatives a DoD commitment to stabilize and improve the
acquisition process by (1) budgeting more realistically, (2) limiting the number of
new program starts, and (3) eliminating marginal programs when necessary to fund
other programs more efficently (p 22, GAQ Draft Report)

DOD Position' The DoD concurs Current DODD 5000 1 policy addresses both the
major system new process and affordability The Defense Acquisition Executive
annually reviews all major new starts with the DSARC and DRB principals and makes
appropriate deaisions limiting new program starts and eliminating marginal
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programs The CAIG annually reviews the cost reatism of 20-30 selected major
systems

The April 1, 1986 Secretary of Defense memo mentioned above instructs OSD to
"reflect full consideration of the findings and recommendations of the Interim
Report of the Commission on Defense Management” (Packard report) The Packard
report discusses the problem of understated costs, overstated requirements, and
lack of realistic budget estimates As a result of these Packard recommendations
there will be emphasis on these problems

RECOMMENDATION 3: The GAO recommended that the Secretary of Defense
establish reporting mechanisms which will enable OSD to analyze in a timely
manner, the progress made in accomplishing the specific actions to improve the
acquisition process so that corrective actions can be taken when necessary (p 22,
GAO Draft Report)

DoD Position The DoD concurs Asnoted in the DoD response to recommendation
1the PPBS (with its' Defense Resources Board) and the DSARC are existing reporting
mechanisms that are currently performing this function The President directed on
April 2, 1986 that DoD 1ssue a directive establishing an Under Secretary of Defense
for Acquisition and designating him as Defense Acquisition Executive It is expected
that the Defense Acquisition Executive will continue to use both the PPBS and
DSARCin thisrole Anydecisions regarding additional special reporting will be
determined by the new Defense Acquisition Executive
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