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Madam Chairman and Members of the Panel

I am pleased to be here today to participate in discussions
on the recommendations of the President's Private Sector Survey
on Cost Control (the Commission), headed by Peter S. Grace. 1
have reviewed Mr. Grace's testimony including his identification
of important actions the Congress could pursue in the acquisition
area. GAO has performed extensive work in the acquisition and
procurement area and has provided extensive comments on the
Commission's recommendations—--once as a combined effort with the
Congressional Budget Office (CBO) and once as an independent
assessment of the merits of the recommendations and the validity
of cost savings projections. Our February 19, 1985, 2-volume
report provided our views on nearly 600 issues and over 1400 of

the Commission's 2,478 recommendations.

Before I discuss the areas singled out by Mr. Grace, I would
like to make a few observations. PFirst, I believe it is worth-
while for external bodies such as this Commission and the Packard
Commission to periodically examine federal operations with an eye
toward improving efficiency and effectiveness. 1In this context,
we responded to both Commissions' requests for assistance. We
provided this Commission background information on federal pro-
grams and literally hundreds of previous GAO reports. We believe
further that these periodic external studies should supplement,
rather than substitute for, internal reviews by federal agencies

as well as reviews by internal and external audit organizations.
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Second, I agree strongly with your opening statement on
December 3. In that statement, you pointed out the difficulty of
reaching overall judgements on the quality and value of the
Commission's report in view of the diversity of its proposals and
the fact that reactions have been so varied. I agree that
assessments of the Commission's work should focus on the relative

merits of the individual proposals.

Accordingly, the themes of the report we issued jointly in
February 1984 with CBO and our report in February 1985 were that
many of the Commission's recommendations have merit but that the
basis and reasonableness of the associated savings estimates are
often guestionable. For example, in our February 1985 report, we
found merit in 441 of the 581 issqes we reviewed. Manf of the
detailed recommendations were, in fact, similar to recommenda-
tions we had made in previous reports and testimony. However, we
continued to disagree with many of the policy-oriented recommen-
dations and gquestioned the reasonableness of méhy savings egti-
mates or acknowledged that we had no basis on which to evaluate

them.

To illustrate our earlier work further and to tie it into
the subject matter for these Hearings, I would like to comment on
the acquisition issues. These issues include almost all the
recommendations which form the basis for the important areas

Mr. Grace identified for Congressional action. They include such
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individual topics as procurement stability, regulatory
constréints, dual sourcing, and cost estimating. O0f the 31
acquisition issues, which constituted about $45.6 billion of the
Commission's projected 3-year savings, we found that 29 had
merit--in full or iﬂ part. However, for 21 of the 22 issues
which had projected cost savings, we either disagreed with the
savings projection (3 issues) or found no basis on which to
comment (18 issues). In many cases we found the description of
the cost savings methodology insufficient to allow an
assessment. Stated another way, we agreed with a $132 million
savings projection related to government furnished material;
disagreed with projections totaling $4.5 billion related to dual
sourcing, the Department of Defense (DOD) rates for contract
financing, and independent research and development costs; and

found no basis to comment on the remaining $41.0 billion.

I would also like to note agreement with statements made in
your previous sessions that in an overall sense progress has been
made in addfessing the Commission's recommenda%ions. This pro~
gress, in my view, has resulted because the public awareness has
been heightened; the audit and review work of internal and
external organizations has focused on inefficient and uneconomi-
cal operations and practices; and the Congress and the Executive
Branch have taken numerous actions to address the problems

identified.

Now I would like to turn to Mr. Grace's suggestions. At
last week's hearings, Mr. Grace identified five actions that he

labeled as important actions the Congress could pursue. It




should be noted that most of Mr. Grace's suggestions embody not

one, but several, individual issues in the Commission's report.

(1) Limit the number of new program starts and carry out weapons
programs economically and efficiently by developing
realistic cost estimates and considering the cost of new
programs against the estimate of funds to be available in

the future.

We agree with the Commission's recommendation that priori-
ties be established in order to optimize the procurement of
weapon systems. Accurate cost estimates are, of course, an
important ingredient. Too many weapon systems witih understated
cost estimates_have been proposed ﬁo; the limited funding avail-
able, and this situation has resulted in program stretéhout and

uneconomical production rates.

In my view, the single greatest opportuni%& for significant
savings in Defense lies in the requirements determination pro-
cess. Savings will not be accomplished without some hard decis-
ions on starting individual weapon systems. As everyone knows,
once a program is initiated, it develops its own constituency and
becomes extremely difficult to terminate. 1In the next few years
we will be faced with such budgetary demands as maintaining a 600
ship Navy; maintaining the B-1 fleet while developing and acquir-
ing the Stealth bomber; and continuing the Strategic Defense
Initiative. There are techniques to produce systems more

economically, such as competition, economic production rates,




and multiyear procurement. However, I doubt that the economies
attained in these ways will be sufficient. Tradeoff decisions

will inevitably have to be made and they will not be easy.

Our work on weapon systems acquisition has been concerned
with related problems inherent in Defense's current acquisition

process, such as:

~--Low initial cost estimates which lead to continual cost
estimate increases and contribute to program stretchouts

or guantity reductions.

--The "Bow Wave" of funding required to complete ongoing

programs.

--The tendency to stretch out, rather than terminate,

marginal programs. : -

--Inter—-service rivalry and inadequate coordination and

cooperation.

We also believe that improving Defense's planning and
budgeting is a necessary part of anf effort to improve its
acquisition process, but that such improvement is part of a
larger requirement to streamline and strengthen financial

management throughout the federal govenment. In GAO's




recent oversight hearings before the House Committee on

Government Operations, the Comptroller General said, and I quéte:

"In my opinion, the federal government needs to embark on a
major effort to rebuild its system of financial management.
. + o we [GAO] recently issued a two-volume report dealing

with the need for this major overhaul and identifying some

. .
ortant elements of a new financial manag
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system. Many fedefal financial management systems employ
outdated automated equipment and are not designed to and do
not provide timely, reliable, and consistent information
needed by managers, policy officials, and the Congress. A
modern structure for managing government finances will not
cause the budget deficit to disapbear, but it will enable us

to more effectively and efficiently manage our resources and

administer our programs."

Moreover, I take note of the discussion in your previous

sessions concerning the importance of organizational reform to

successful improvement in this area. We need to move to an

organizational structure which will promote better decisionmaking

on overall Defense solutions.

(2)

Increase competition for defense procurement dollars by

ensuring that proper emphasis on dual sourcing is maintained
as outlined in the Defense Authorization Act of 198?. Also,
make wide use of tﬁe spare parts breakout program to reduce

the likelihood of abuses in spare parts procurement.




GAO has always favored competition when it is cost effective
or is conducted for other legitimate purposés-—including dual
sourcing and spare parts breakout. However, we have concluded
that the overall cost effectiveness of dual sourcing is uncertain
and we did not support the Commission's projected cost savings in
this area. We should note that the original objective of dual
sourcing was not to reduce costs through competition, but to
assure an adequate industrial mobilization base. However, we did
agree with the Commission that to make dual sourcing more effec—/
tive there needs to be (1) adequate guidance and methodology for
identifying candidates, (2) adequate evaluation of candidates to
determine suitability, (3) adequate up-front funding, and (4)

revised regulations to permit and encourage the practice.

Regarding the opportunity for economies through greater
spare parts breakout, prior GAO work supports this recommenda-
tion. We concluded that almost all aspects of the specific
Commission proposal in this area were practicai.and could be
implemented within executive branch authority. Commission recom-
mendations included (1) establishment of a formal Air Force
process during the weapon system acquisition phase to obtain the
reprocurement engineering/technical data before the system is
transferred to the Air Force Logistics Command, (2) use of two
methods--technical and economic feasibiliﬁy—-to determine whether
spare parts may be reprocured from other than the prime contrac-
tor, and (3) changes to the Defense Acquisition Regulation to

modify the restrictive and complex language regarding technical




data rights. We were unable, however, to validate the
Commission's estimate of the additional spare parts that could be

competed or of the projected savings.

In addition, we testified before the Senate Committee on
Small Business in April 1984 on thefémall Business Competition
Enhancement Act of 1984. We supported this legislation since it
contained many positive provi;ions for dealing with persistent
causes of noncompetitive procurement and otherwise increasing
competition where it is currently limited, especially for spare

parts and other components.

We issued a report in June 1984 which commented on revisions
to DOD's breakout regulation designed to improve breakout and
competition. We observed that the revised regulation must be
properly implemented with the necessary commitment and resources
to ensure increased opportunities for breakouts  DOD had done
this to some extent with the creation of the Competition Advo- .
cate's Office, which was to provide additional full-time
resources for breakout efforts. We also suggested a reassessment
of a definition used in éhe regulation to increase the possib-

ility for breakout.




(3) Reguire cooperation among the services in the develop-

ment of weapon systems.

GAO has long advocated cooperation both within an individ-
ual service (such as between users and developers) and among the
services (such as when more than one service is involved in a
mission). We have also advocated cooperation with our allies.
Cooperation is necessary in requirements determination, concept
formulation, system development and testing, fielding, and pro-
duct improvement. With cooperation,'problems such as the lack
of communications interface at Granda, mentioned in your earlier

hearings, might have been detected and solved earlier.

The services have missions requiring the use of similar
aircraft, missiles, vehicles, and other high cost systems. It
would seem that considerable savings could be aghieved by using
the same or reasonably common systems. However, our December
1983 report on joint service efforts shows that impediments com-
plicate the acquisition process so that, to that date, there had
been no real successes in the joint acquisition of high cost

major systems. Major impediments included difficulties in:

--getting agreement between or among the services,




--negotiating multiservice requirements, and

--managing and administering joint programs in view of the

intervention at all levels that seemed to occur. -

This track record indicated clearly that even when there is
cooperation and coordination, activities will not be efficient
and effective unless they are conducted in an environment where

the necessary, but tough, decisions are made on a timely basis.

Moreover, since the services appear to be fundamentally
opposed to joint programs and merging of their requirements,
- evaluation of joint program candidates should consider the

following guidelines:

--Essential service doctrines should not be unduly com-

promised.

--The programs should still be malleable, that is, not too

far down the development road at merger time.
--Military effectiveness should not be unduly lessened.

--The potential for economies should be persuasive.
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--There should be conspicious support by the Congress, the
Office of the Secretary of Defense, the top military

officers, and the Joint Chiefs of Staff.

(4) Strengthen the role of the Program Manager in the pro-

curement process,

Mr. Grace observed that "There is no incentive for the Pro- .

gram Manager to objectively evaluate the merits of his weapons
system." He attributed this condition to the fact that a Prog-
ram Manager's " . . . success or failure is judged by the
effectiveness with which he can push his system along the devel-
opment and acquisition path." He also commented on the need to
place greater emphasis ". . . on the Program Managef as an .
important function, not only to advocate the development of a
defense system, but as a manager with sufficient stature,
authority, and incentive to pursue savings where possible and
even to terminate an ineffective system or contract before it

travels too far down the development pipeline.”
The specific Commission recommendations dealing with this
issue pointed our numerous problems faced by the Program

Manager, including:

--Inadequate support from parent commands.
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--Frequent mismatches between the Program Manager's respon-

sibility, authority, and accountability.

-~Diversion of the Program Manager's attention away from
managing the program to satisfying briefing and other

information requests from all levels.

We believe these issue are longstanding and that the ser-
vices have been unable to deal with them effectively. 1In
theory, the Program Manager is chartered with a great deal of
authority and responsibility. However, in practice the
Congress, 0SD, the services, and the Systems Commands have not
usually given the Programm Manager the latitude to run the

- program.

While we agree with the Commission's ideas on improving the
lot of the Program Manager, and clearly see the.need for greater
support, we believe higher levels cannot be expected to relin-
quish their decisionmaking authority easily. Some balance must
be found which gives the Program Manager authority and responsi-
bility for program decisions. Yet, higher authorities should

review these decisions based on a broader perspective.
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We are nearing completion of a major review of key person-
nel--primarily program managers and contracting officers--in the
early stages of Defense acquisition programs. Consistent with
General Sylvester's comments on December 5, we have found that
external influences often limit program managers ability to
manage programs. These influences include preprogram decisions,

unstable commitments or requirements; insufficient up-front
funding, and external management direction. We also found
problems in role definitions, acquisition strategy criteria, and

career programs.

We plan to address issues such as (1) clarifying roles,
résponsibilities, and timing of assignments; (2) providing
criteria and accountability for developing competitive
strategies, and (3) strengthening career development and
incentives. Por example, specific issues related to career
paths concern (1) tieing the tenure of program managers to
tangible results (but in any case not to be less than 4 years or
completion of a major program milestone), (2) identifying the
desired acquisition experience within the career field, (3)
identifying types of program manager positions for which
civilians should be considered, (4) selecting program managers
based on demonstrated performance, (5) reserving General Officer
and Senior Executive Service positions for acquisition managers,

(6) expanding the coverage of the civilian acquisition career
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program, (7) broadening the experience and training requirements
for major system contracting personnel, (8) developing specific
education, experience, or other criteria for appointment as a
system contract officer, (%) providing career incentives for
system contracting personnel by allowing them to enter other
acquisition fields through development and opportunity, and (10)
evaluating reclassification of system contracting personnel from
administrative to professional after the roles have been clari-

fied and qualification criteria established.

(5) Eliminate impediments to effective procurement and
contracting out of commercial functions in the Defense
Department in accordance with stated Federal policy.

/ e
AOMB Circular A-76).

Reliance on the private sector for commercial products and
services has been federal policy since 1955, but without wide-
spread éompliance by agencies. At least nine individual Commis-
sion issues were related to full implementation of OMB Circular
A-76. 1In responding to those issues in our February 1985
report, we agreed with the Commission that legislation would be
beneficial in encouraging more consistent and widespread compli-
ance with the A-76 policy. Moreover, since 1978, we have
advocated that the Congress legislate a national policy of

reliance on the private section for the government's goods and
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services. Several bills have been introduced but none have been
enacted. We also acknowledged that the Congress has passed
legislation which limits implementation by precluding some
agencies from contracting out certain commercial functions
because of the potential impact, such as in areas like national

security and veterans activities.

We issued a report in July 1985 which summarized informa-
tion on A-76 from previous GAO and other reports. We reported

that:

--Although contract costs increased in functions contracted

out, savings were usually realized.

~-~Savings were generally attributable to contractors using

fewer employees and paying them lower wages.

-=Most employees obtained other federal jobs when func-

tions in which they were working were contracted out.
That concludes my discussion of the five specific actions

Mr. Grace identified. I would be happy to answer any questions

you have.
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