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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 m 1981. It consisted of 32 management initiatives to 
address longstanding problems with major weapon systems acquisition, 
mcludmg significant cost overruns and schedule slippages In 1983, DOD 
focused high-level management attention on the initiatives involving (1) 
program stability, (2) multiyear procurement, (3) economic production 
rates, (4) realistic budgetmg, (5) readiness and support, and (6) competi- 
tion. In 1984, DOD added an additional mitiative involving ways to 
enhance the defense mdustrial base. 

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

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

l IX)D seems to have improved its cost and schedule estimating capabih- 
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 acquisition experience of systems begmnmg development 
before the improvement program in the 1970s with those beginning 
development after the improvement program m the early 1980s 

. DOD and the Congress have recently taken actions mtended to result in 
more reliable and supportable weapons, thus improvmg 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 is the phase in the acquisition cycle in which the program go-ahead declsmn 
IS made based on dcmonstratlon and vahdation of the mltial concept The deuslon as to whether to 
produce the weapon system follows full-scale development 
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l DOD's mdustrial base initiative is too recent to have a measurable effect. 

However, DOD has incorporated under this uutiative, certain actions to 
enhance the industrial base which were begun before this initiative was 
announced in 1984. We have recently recommended actions to DOD for 
improving its management of some of these efforts. 

9 IKID 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 rmple- 
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 reportmg 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. 

Magnituqe of Cost 
Savings Lh-tcemain 

We believe that DOD has achieved cost savings and that further savings 
are possible if certain initiatives are fully implemented. DOD 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 encouragmg investment in the defense mdustry. How- 
ever, the magmtude 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 estimatmg savings 
are sometimes faulty and not well defined, leading to inconsistencies m 
how benefits and cost information are reported. 
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1)OI)‘s Estimates of Cost 
Saviqgs Are Sometimes 
Overly Optimistic 

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

l In 1982 DOD reported a projected savmgs 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 is a major effort to 
enhance the industrial base and reduce the cost of weapon systems. 
Although this program was initiated well before the mdustrial base initi- 
ative was announced, DOD has included this effort under the acquisition 
improvement program. We have reported2 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 declmed approxl- 
mately 94 percent from $400 million m 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. 

. --_-_ _- - -‘- - 
1101) Needs to Improve Its Methods for estimating cost savings are imprecise because they entail 

Estimating and Reporting of forecasting future events and comparing results of actions taken to * 

Cost Savings 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 (0s~) has not provided adequate 
guidance to the military services for estimating and reportmg costs, ben- 
efits, and savings The following examples illustrate these problems 

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

“DOD’s Industrial Modermzation Incentives Program An Evolvingmram Ncedqm nnd Man- 
ggcmcnt Improvement (GAO/NSIAD-85-131, Sept f&1985) 
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rates to provide funding for other systems for which EPR savmgs 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 agamst an esti- 
mated savings of S2.6 billion, as reported in DOD’S May 1983 Economies 
and Efficiencies Report. According to DOD, program quantity reductions 
can occur for several reasons, such as techmcal problems, in addition to 
funding other systems at more economic rates when budgets are 
reduced. However, we believe the November 1983 report clearly mdi- 
cates that DOD reduced program quantities below earlier 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. 

l DOD can use economic production data more effectively in the budgeting 
process. We found that OSD 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 
recommended3 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 reports4 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 DOD 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, OSD has 

%OD Can Use Economic Production Data More Effectively (GAO/NSIAD-88-37, .Jan 28, 1986) 

4Transmittal letter and statement of facts on the United States Air Force’s IR Maverlck Program from 
the Director, GAO Institute for Program Evaluation to Senator David Pryor, May 4, 1983, and Anal- 
ysis of HARM Procurement Strategy (GAO/NSIAD-83-69, Sept 12, 1983) 
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developed a model for analyzing the dual sourcing decision, and was 
making it 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 milhon in 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 sourcmg decisions must be carefully analyzed on a case-by-case 
basis. 

Acquisition Schedules To evaluate DOD's progress in alleviating weapon system schedule slip- 

Are Slipping Less 
pages since the improvement program, we compared the schedule slip- 
page experience of systems begmnmg full-scale development before 
(1970s) and during (1980s) the improvement program Our analysis 
shows that schedules of weapons in 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 nutial 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 
slippages experienced by the 1970’s systems occurred during the 1980s 
(See app. III for additional details.) 

In implementing the improvement uutiatives, 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 in larger, more eco- 
nomical quantities and improvmg program stability, can also shorten 
the acquisition time 

* 

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

“I’otcntlal Dollar Iieductlons to DOD? E’lscal Year 1986 M1ss11u and the Llghtwelght Multgx~)sc - 
Weapon\ l’roc’urc~ment Programs (GAO/NSIAD-85-138, Sept 9, 1985) 
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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 identified 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. 

Weapons Support and DOD and the Congress have recently taken actions intended to result m 

Readiness Receiving 
Increased Emphasis 

more reliable and supportable weapon systems Several irutiatlves m 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 DOD 
actions have focused on weapons in early development which precedes 
deployment by 10 to 16 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 

“Production of Some Ma~or Weapon Systems Began With Only Limited Berational Test and Evalua- 
bon Results (GAO/NSIAD-85-68, se 19,1985) 
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strategies place emphasis on design requirements for reliability and sup- 
portablllty, have not always resulted m improvements. For example, our 
1985 report7 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 leglslatlon directing DOD to use warranties has provided addl- 
tlonal 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 workmanship. 
We are currently reviewing DOD’S implementation of the warranty 
legislation. 

Defense Industrial Base In *June 1984, the Deputy Secretary of Defense directed that a new 

Enhakements 
industrial base initiative be mstltuted 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 responslve- 
I ness to DOD’S needs. 

IK)I) reported m June 1985 that expenditures for mayor items-equlp- 
mcnt, 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 DOD, this indl- 
cates that the defense industrial base is being enhanced since industry 
investment in major items is a significant measure for gauging improve- 
ments in this area We are evaluating the findings of DOD’S report 
Although maJor investments in the defense industry have increased, our 
preliminary findings indicate that, contrary to DOD’S findings, mvest- 
ments m the nondefense segment may be proportionally greater. 
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Although we cannot lmk any improvements m 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 DOD’S actions under the 
uutlative are long term. However, we have reported8 that several key 
elements related to this mitiatlve can be better managed and that DOD 
can improve its industrial preparedness planning 

-- 

Rate of Cost Growth Is MD has reported substantial progress m reducing the double digit cost 

Declining, but Will 
growth experienced m the early 1980s for major systems acquisitions, 
and has cited a 1984 Congressional Budget Office study to corroborate 

Improvements Its claims. This study, based on the Budget Office’s analyses of DOD 

Conbinue? Selected Acquisition Reports, reported a decline in cost growth from 
around 14 percent in 1980 to 1 percent m 1983 

While our analysis was not strictly comparable to the Budget Office’s, 
we found that maJor weapons beginning full-scale development m 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. III for more discussion.) 

%OD Manufacturmg Technology&gram. Management Is Imprm but Benefits Hard to Measure 
(GAO/NSIAD-86-6, Nov 30,1984) Overview of the Status of the Defense Industnal Base and DOD’s 
lnduutr~a~aredness Plannmg (GAO/NSIAD-86-69, May 23,1986). Assessing Production Capablb- -- 
&s and Constramts m the Defense Industnal Base (GAO/PEMD-86-3, Apr 4, 1986) 
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DOD Has Made Little When the improvement program was announced, the Deputy Secretary 

Progress in Stabilizing 
identified DOD’S ability to stabilize the acquisition process as the key to 
achieving many of the program’s potential benefits. This issue became 

Weapons Acquisition the focus of the program’s fourth initiative, and was one of the six areas 

Programs cited m 1983 for high level management attention. 

We were unable to identify a generally accepted defuution 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 mstabihty 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 efficiently. Increased costs and inefficiencies occur when 
the quantities being produced result m 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 m 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 begmnmg 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, DOI) considered a program unstable if the planned procurement 
quantities in the President’s budget request were more than 5 percent 
below the quantities proJected in the previous year’s budget request. 

We believe that a primary cause of program mstabihty is IX)D’S inability 
to submit realistic and affordable defense programs and budgets to the 
Congress for the development and procurement of weapon systems bon 
has historically submitted budgets that are optimistic because they have 
not always included all expected costs, or provisions for the technolog- 
ical risks associated with acqun-mg 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 reportmg unstable programs attributed this to adjustments by 
DOD and the Congress to then- 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, DOD has not fully implemented these mitiatives. (See app. IV.) 

To improve the stability of the defense acquisition process, DOD recog- 
nizes that it must not only budget more reahstically, 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, in 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 OSD, there were 19 
major new starts under the new criteria from fiscal years 1983 through 
1986. 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 
determme the precise number because the DOD budget documents used in 
our analysis did not always specify total estimated program costs. Also, 
OSD 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 imperative than ever m 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-l 77), more commonly referred to as the Gramm-Rudman-Hollmgs 
Act. 

Another factor which we believe indirectly hinders stability is 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 e&her the deputy or the program 
manager. The average experience differed by service as shown in table 
1. 

Table 1: /@wage Number of Months of 
Program Manager Experience As deputy 

As program program Combined 
Current position manager manager experience 
Program manage; - 

--_-~---- 
--. - -----.-- -- - -~- .- 

Army 19 1 30 22 1 

Naii ---- 
~- .~ .-.. ----~. -~- __--- 

--.--_. 28 0 
--. 

_. 76 
.~- - .~ 

35 6 

&-Force 193 38 23 1 -_ -- -._-- ~- 
Averagea 22 4 -i0 27 4 -.- -_. -- ~. .-. -. -- -- 
Deputy program manager: ~. -~ -~._- .-~ -~- ~. - 
Army 16 40 8 42 4 

-- - -- Navy 05 27 0 27 5 
kr Force 

--- 
----. -~. -~- - --- . 23 9 23 9 

Avera&p - -~ ---- ------_ 06 - 29 5 -30 1 

dAverages are welghted 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 Assxstant Secretary of Defense for Acquisition and 
Logistics, short tenures can lead managers to sacrifice quality of the 
weapon system for near-term results. Our report9 dealing with key pro- 
gram management personnel discusses tenure options m greater detail 

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

‘DOD Acquwtlon Strengthenmg Capabihtles of Key DOD Personnel m Systems Acqulsltmn (GAO/ _____- 
NSIAD-86-45, May 12, 1986) 
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DOD must continually seek ways to better manage its acquisition and 
budgeting processes in the real environment of economic and fiscal 
uncertainties. 

Other Factors to 
Consider in Future 
Improvement Efforts 

Our analysis of the improvement program’s implementation mdicates 
that the program has improved the acquisition process, and further 
improvement will require contmued emphasis and monitoring by OSD 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.1o We found that the commitment to the 
improvement program has waned. While it may not be practical to rem- 
vigorate the entire program, DOD should renew its efforts to implement 
those aspects of the improvement program having the greatest 
potential. 

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

. The need for a strong continuing commitment to reform. 
w The difficulty m 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 initial sense of commitment to the improvement pro- 
gram has dissipated. A strong DOD 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 commit- 
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 momtormg progress. We found, how- 
ever, that DOD has not carried through with its action plans on most of 
the program’s mitiatives, and is not momtormg actions to ensure that 
results are being achieved 

“‘An Assessment 01 the Air Force’s F-16 An-craft Multiyear Contract (GAO/NSIAD-86-38, Feb 20, 
1986) 
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Although DOD has made some progress in implementing the program, 
implementation has not been completed, and consequently, results have 
not been fully achieved. If implementation is considered to be complete 
when action plans have been carried out and mechanisms for momtormg 
results established, implementation has not been completed on 23 of the 
33 initiatives which has contributed to objectives having not been fully 
met for 29 or about 88 percent of the initiatives. (See app. IV.) More- 
over, the high level management working groups have been disbanded 
for two key but unresolved issues mvolvmg program stability and real- 
istic budgeting. OSD had established the working groups to ensure that 
results would be achieved under these initiatives. OSD believed these ini- 
tiatives would have the greatest potential for improving the acquisition 
process 

Program monitoring is essential for identifying progress and problems m 
implementation and taking corrective action. OSD has not formally 
reported on the program’s status smce June 1984, and does not plan 
to issue any further reports. In addition, the services no longer report 
to OSD on the status of program implementation. While OSD is momtor- 
mg selected initiatives through the budgeting and major acquisition 
decisionmakmg process, we believe that the problems associated with 
major acquisitions dictate that OSD more closely monitor its policies and 
initiatives to improve the process. 

-+- __ _--__--._-____ 

I)ifficulty in Translating An integral part as well as an underlying theme of the improvement pro- 

Top Level Commitment for gram was a change m management approach. The change was referred 

Reform Into Results at to as “controlled decentralization” and was the focus of the first uutia- 

Program Office Level 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- 

A 

essary for them to manage their programs. Along with this would come 
increased accountability for what was actually happening on then- pro- 
grams. The result was to be a more streamlined, less time-consuming 
decisionmaking process for acqulrmg major weapons with an increased 
ability to pinpoint accountability for results. 

Despite this initiative, program managers responding to our survey indi- 
cated little had changed m 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 acqulsl- 
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 then programs were 
stable since fiscal year 1983 attributed this, in part, to having appro- 
priate levels of authonty and responsibility. Furthermore, the improve- 
ment program has resulted in little or no reduction m time spent 
preparing for major acquisition milestone reviews-the thrust of one 
initiative designed to streamline the decrsionmaking process-according 
to 17 or 66 percent of the 26 program managers who indicated they had 
prepared for these reviews during fiscal years 1983 through 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*l 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 acqulsltlon 
process. 

Conclusions Although DOD has made some progress in implementing the improvement 
program, implementation has not been completed, and consequently, 
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 should include estab- 
lishing a mechanism to closely monitor improvement program results so 
that problems can be identified and corrective actions taken. 

1 ‘An Intenm Report to the President by the President’s Blue Ribbon Commission on Defense Manage 
&(Feb 28, 1086) 
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Recommendations 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 

l establish reporting mechanisms which will enable OSD to analyze, in a 
timely manner, the progress made in accomphshmg the specific actions 
to improve the acquisition process so that corrective actions can be 
taken when necessary 

Agency Comments We provided a draft of this report to DOD for its 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 m response to the recommendations of the Comnus- 
slon 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, 

dy a Frank C. Conahan 
Director 
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Letter From the Honorable William V. Roth, Jr. 
Chairman, Senate Committee on 
Governmental Affairs 

COMMllTEE ON 
GOVERNMENTAL AFFAIRS 

WASHINGTON, D C 206 10 

September 13, 1984 

The Honorable Charles Bowsher 
Comptroller General of the United States 
U. S. General Accounting Office 
441 G Street, N. W. 

I Washington, D. C. 20548 

Dear Chuck: 
I 

As you know, my Commlttee has been conducting a series 
of hearings over the last several years to review the 
effectiveness and efficiency of the Defense Department's 

I 
acquisition process. We have reviewed a wide range of specific 
problem areas, including such things as ineffective 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 interest to , 

I 
the Committee is the development and lmplementatlon of the 
Defense Acquisition Improvement Program (DAIP), informally known 
as the "Carlucci Initiatives." These 32 initiatives have been 
the SubJect of two general oversight hearings and many of the 

I 

specific problem areas in the acquisition process reviewed by the 
Committee have also included some examination of one or more of , 

I the initiatives. 

It has been more than three years since the DAIP was 
f irst developed and lmplementatlon began and lt 1s appropriate I I 
n ow to begin to assess what effects this reform effort has had on 
the acquisition process. In addition, GAO has been reviewing 
many of the issues covered by the DAIP over the last few years I 

and has developed a great deal of useful information on the many 
problem 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 

I 

Improvement Program to determine how effective these reforms have 
been in reaching their stated goals of shortening the acquisition I 
process, increasing readiness, providing cost savings and 
strengthening the lndustrlal base. 

In conducting this review, I would expect the GAO to I 
provide an assessment of the effectiveness of the DOD'S reform 
efforts with special emphasis on problem areas in the acql~isitlon 

L 
process lt has identified through its own reviews. For eltample, 

-_- 
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Letter F’rom the Honorable Willlam V. Bath, Jr. 
chairman, Senate Committee on 
Governmental Affah 

The Honorable Charles Bowsher 
Page 2 
September 13, 1984 , 

the GAO 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 its I 

opinions and views on the Department's progress in these areas. 

Before beginning work on this request, I would ask that 
your auditors contact Mr. Link Hoewing of my staff at 224-4751 to 

I discuss any problems or questlons that may need to be resolved. 
1 appreciate your attention to this request and look forward to 

1 

the completion of the report. 

Sincerely, 

WVR/kkp 

, -J< / r 

Wil1iam.Y. Roth, Jr. 
Chairm%n 
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Objective, Scope, and Methodology 

Our objective was to determine DOD'S progress in improving the process 
of acquumg major weapon systems through the Defense Acquisition 
Improvement Program More specifically, we reviewed DOD'S progress m 
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 accomphshmg 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 implementmg each of the 33 untiatives 
included in the improvement program. In addition, we examined the 
trends in estimating cost, schedule, and performance of major acquisi- 
tions m the 1970s and m the 1980s. (See app. III for further discussion.) 
We analyzed cost growth and cost savings as two separate issues 
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, DC., 
area, including OSD; various headquarters offices of the US. Army, US. 
Air Force, and US. 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 DOD 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 64 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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h p?%qxxiso~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 m meetmg this goal since uutiatmg the improvement program 
in 1981. We identified two basic approaches that could be used to assess 
the program’s effect: (1) determine the effect of each initiative on the 
acquisition process or (2) analyze the overall acquisition 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 m 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 is true for schedule, that is, 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 slippages 
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 

I 

The methodology used for our analysis was adapted from a 1979 Rand 
study’ that examined the effectiveness of the Packard Initiatives DOD 

instituted m the early 1970s to improve the acquisition process. The 
Rand study compared the procurement experience of the 1970s to that 
of the 1960s to make its assessment. 

We compared acquisition experiences m the 1980s to the 1970s. Our 
comparative analysis is based on data contained in DOD’S Selected Acqui- 
sition Reports2 -the only comprehensive summary of acquisition data 
available. 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 

’ AcquWlon Polrcy Effectiveness Department of Defense Exp Rand Corporation, 
OX 1979 

“The Select4 A(aqualtlon Heports provide a summary of key cost, schedule, and technical mforma- 
tlon for maJor weapon systems 
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A Comparison of the Procurement Experience 
ofthel970sandthe1980s 

- ---7- 

Reports that entered full-scale3 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 
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 
systems included in the 1980’s sample and table 111.2 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 111.1: Numbers and Types of 
Systema in the 1980’s Sample Types Army Navy Air Force Total 

GmmGcat~on&&GiL3 
-__- ______.-.- _-.-_ 

2 1 4 7 
Alrcraft/hellco$e~~ ~- 

---_- ----. 
1 2 2 5 _ _- -~.~ ~--- _~_- _-_. 

Mwsdes 0 1 1 2 
Others ----- _-- -----.---. 1 3 --- 0 4 
Total 4 7 7 18 

Table lll,2: Numbers and Types of 
System6 in the, 1970’s Sample Types Army Navy Air Force Total 

C&imuiGations/data --__ - 
-- 

-- ---- _---- 0 -- 3 2 5 
Alrcraft/hellcopters 2 2 4 0 I 

Missiles 3 1 4 8 
Tanks/combat vehicles 4 0 0 4 
&hers 1 2 0 3 
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 

‘lFull-scale d(bvelopment 1s the phase in the acqulsltlon cycle m which the program go-ahead decision 
IS made based on demonstration and vahdatlon of the mltlal concept The declslon as to whether to 
produce the weapon system follow? full-scale development 

Page 23 GAO/NSIAD-86-148 Defense Acquisition Improvement 



A Comparison of the Procurement Experience 
ofthe1970sandthel99Os 

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 
197Os, 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 estrmates 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 estl- 
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. 

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

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

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

*For some performance charactenstq such ti speed, where it IS desirable to have a cm-rent estimate 
exceeding the planning estimate, we have computed the ratio by dlvldmg the plannmg estimate by 
the current estimate m order to be consistent with these mterpretatlon? 
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A Comparison of the Procurement Experience 
of the 1970s and the 1990s 

. - . .-- . .-- -_- - _-.~-~-_________- 
. 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 m turn limit program stretchouts 
and allow the use of more economical order quantities A second factor 
is the improved economic climate of the 1980s particularly lower infla- 
tion, which could result m lower costs for systems. 

l A second hmitation 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 point is 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 m 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 DOD 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 declxne. 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 m estimating performance. 

“The chfferences between the cost ratios of the comparable 1970’s and 1980’s samples and the slmllar 
schedule ratios are statistically significant (for a one-tail test) at the lo-percent level The difference 
between performance ratios is not statlstlcally significant at the lo-percent level 
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Figure 111.1: Comparable 1970’s and 
1980’r Samples: Cost (In constant 
dollars), Schedule, and Performance 

12 

Performance 

--A--...,.------ - 

Will Improvements in Cost The systems m the 1980’s sample are entering a period in their acquisi- 

and Schedule Estimating tion cycles during which significant cost growth or schedule slippages * 

Continue? 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. During these later years, weapons have histori- 
cally experienced significant cost growth and schedule slippages as tech- 
nical and other problems surfaced. Consequently, the question becomes 
whether, and by how much, the cost and schedule ratios shown m figure 
III 1 will change as the 1980’s weapons acquisition cycles continue. 

To gam some insight into this question, we further analyzed the acquisi- 
tion experiences of the 12 weapon systems m 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 pomts- 
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A Comparison of the Procurement Experience 
of the 1970s and the 1980s 

__. _ _-----_ -____ 
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 111.2, which shows that the cost ratio using constant dol- 
lars” for the comparable 1970’s sample mcreased 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 111.3: Cost (In constant dollars) and 
Schedule Ratios for Comparable0 
1970’8 Sample-Dec. 1979 and Dec. HdllW, 
1984 

Costs 

Schedule i 

05 06 07 0.6 09 10 11 12 13 14 15 16 

I UEX, 1979 

I___] Dee, 1984 

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

%onstant dollar measurementi exclude the effects of future years’ mflatlon 

Page27 GAO/NSIAD-86-148 Defense Acquisition Improvement 



Appendix III 
- 

A Comparbon of the Procurement Experience 
of the 19708 and the 1SSOs 

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 III.3 compares the ratios of the 
comparable 1970’s and 1980’s samples with and without inflation. 
Figures III. 1 and III.2 used constant dollars in computing cost ratios. 
Figure III.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 111.3, 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 55 percent. 
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A Comparison of the Procurement Experience 
of the 1970s and the 1980s 

Vgure 111.3: Efiectr of Inflation on 
Comparable 1970’8 and 1980’8 
Sam&r 

Comparable 1970sa 1990s Entwe 1970s 

The 1 13 cost ratlo without Inflation in this ftgure differs slightly from the 1 11 cost ratio In figure III 1 
because we excluded 2 systems In figure III 3 for which correct data needed for our calculations was 
not readily available 

2onclusions 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 DOD 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 
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to come. Some additional schedule slippages may also occur. In addition, 
inflation contributes greatly to cost growth in both the 1970s and the 
198Os, but much less so in the 1980s. 
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;Gcs of Initiatives and Results Achieved as of 
August 1985 

Initiative8 

Results 
Implementation achieved 
Full Partial Full Some 

1 Principles . X . X 

2 Preplanned imf%vements . X . X ---- ____ 
3 Multiyear procurement X . X --- - __-- 
4 Proaram stability . ; . X 

5 Caprtal investment . X . X 

6 Budget to most likely cost _I --__--- -- 
7 Economrc production rates 

. X . X 

. X . X 
8 Contract type x . . X 

9 Support and readiness . X . X 

10 Admrnrstratrve costs/trme . X . X ____-_-_- 
11 Budaet for risk . X . X 

12 Test hardware -_ --_- ---- 
13 Government legrslatron -.----” 
14 DOD drrectrves 

15 Funding flexrbrlrty 

16 Contractor incenttves 

i7 --~ Briefing and data requirements 

. X . X 

. X . X - --- 

. X . X 

X . X _--__ 
. ; . X --__- 

x l . X 

18 Budget for inflation -- 
19 Forecast business base ---- 
20 Source selectron 

. X . X 

. X . X 

. X . X 

21 Standard systems . X . X 
22 Desrgn to cost . X . X 

23 Implementation -- 
24 Reduce milestones 

. X X 

x . ; e 
25 Link acqursrtron/budqetrna x- .- l X 

26 Acqursrtron councrl x . x l 

27 Defense Acqursrtron Executrve x . x l 
.--- .-- ____-- 
28 Thresholds for milestone reviews x ” x l -- 
29 Integrate acqursrtion/budgetrng x l . X 

30 Vrsrbrlrty of logrstcs/support . X . X 

ii- 
-__ 

“Fast Track” programs . X . X 
32 Competrtron . X . X 

33 Defense industrial base . X . X 

‘These rnrtratrves WIII be discussed In detarl 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/ 

Service 
M&d$ction/ Aircraft/ 

helicopter Missiles Other --__--_____ 
Army ADDS AHIP . RPV 

JTIDS . . . 
-----~- 
Air Force JTIDS T-46A Peacekeeper . 

WWMCCS C-17A . . 
EJS . . . 
CONUS OTH B . . . 

---_ _-- ~-- .~~ 
Navy JTIDS E-6A Trident II ASWSOV\ 

. v-22 . SUBACS 

. . . T45TS -- --_-___ -~. --~ .~ 
Type of Weapon System (1970s) 

Communications/ Tanks/ 
combat 

Service 
iI;I~deection/ Aircraft/ 

helicopter Missiles vehicles Other 
Army . UH-6OA Patriot FVS Copperheat 

. AH-64” HellfIrea M-la . 

. . Rolanda M-198 . 

. . . DIVAD” . 
------- 
Air Force PLSSa A-10 ALCMa . . 

DSCS Ill* F-15 GLCMa . . 
. F-16 Sparrow . . 
. E-3A Sidewinder . . 

-~-_-- 
Navy SURTASS 

TACTASa 
F-18 
LAMPS 

--~-. 
Tomahawka l Captor 

. . 5-inch 
AEGIS MK Ill . . fxoiectilea 

aDenotes systems (12) most comparable to 1980’s systems (See app III ) 
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ASSISTANT SECRETARY OF DEFENSE 

WASHINGTON. 0 C 20301-8000 

ACOUISIlION AND 
LOGISTICS 

(DASD(P)/MSA) 
2 7 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) res onse to the General Accounting 
Office (GAO) Draft Report, “DOD’s DEFENSE A(!QUISITION IMPROVEMENT 
PROGRAM: A STATUS REPORT” dated April 8,1986, (GAO Code 3965071OSD 
Case 6987) The DOD generally agrees with the report’s findings and 
recommendations. Specifically, 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, 

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

DOD Comments 

FINDINGS 

FINDING A Defense Acq_uIsltlonmrovement Pro ram lnltlatwes Have Not Full --- 
~??ik%d%e%&,~there Have Been Improvements. T e GAO reported that (1 In 

-----b. 
--- -. 

1981 the DOD rnstrtuted an acqursrtron Improvement pro ram consisting of 32 
management rnrtratrves, (2) In 1983 the DOD focused hlg ?l -level management 
attention on the lnltlatrves rnvolvrng program stabrlrty, multiyear procurement, 
economtc productron rates (EPR), reallstrc budgeting, readiness and support, and 
competmon, and (3) In 1984 the DOD added an lnltratlve to enhance the defense 
Industrial base Based on Its review, rncludrng conducting a survey of program 
managers, the GAO concluded that, although the rnrtlatlves have not fully achieved 
their Intended results, there have been Improvements In the acqursrtron process 
(p 1, GAO Draft Report) 

@ID PosItIon The DOD concurs There have been improvements In the acquisrtion 
processeven though all of the tnltlatlves have not fully achreved their Intended 
results The DOD has had success In most of the lnrtlatlves highlighted for high level 

I 

management attention (e g multlyear procurement, economrc productron rates, 
realrstlc budgeting, and major system new starts) 

The GAO has very little drscussron of the DOD efforts in Increased competrtion in 
thetr draft report Since FY 1980, DOD has Increased the number of annual 
competltlve contracts by 37 percent to over 6 mIllron contracts In FY 1984 alone, 
competltlve dollars awarded Increased to over $53 bllllon, or 43 percent of all 
procurement dollars Another 29 percent was awarded as follow-on dollars to 
prevrously competed contracts Savings from Increased competmon has been 

I 
SI 
o 9 

nlfrcant For example, the Navy was able to fund the complete reactrvatron cost 
the Battleship USS Missouri from savrngs achieved through Increased 

competition 

Perhaps the most Important measure of the success of defense acqursltron during 
the past four years IS simply to consider the growth and modernlzatron of the 
weapons inventory with which the armed forces are equipped The strategic 
modernrzatlon program has provided the DOD with a stron 

R 
nuclear deterrent 

force, and provides for continued deterrence In the future t rough programs such 
as the B-lB, Trident, the Trident D-5 mrssrle, Peacekeeper, Cruise MIsslIes, the Small 
ICBM. and the Advanced Tactical Bomber Non-strategic nuclear forces have been 
enhanced as well through the productron and deployment of the Pershing II and 
Ground Launched Cruise MIsslIes Finally, durrn 

8 
the past four years, conventlonal 

forces have been strengthened and modernize on land, sea, and arr From 479 
ships In FY 1980, the Navy will have enlarged the fleet to 542 ships In FY 1985, with 
addmonal ships ordered and planned to meet our goal of a 600 ship navy In 
addltlon, since FY 1980, the Air Force has more than doubled the Inventory of 
modern fr hter aircraft -- F-l 5s and F-l 6s -- to nearly 1,400 aircraft The M-l tank 
inventory R as Increased from 2 1 to 1,348 during the past four years 

I 
The procurement of major weapon systems has not occurred at the expense of 

the readrness and sustalnabrllty Acqursrtlon management rnrtratlves In these areas 
have contrrbuted to srgnrflcant Improvements For example, the Increases In 
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I 

munrtrons Inventones achreved during the past few years ensure Improved stayrng 
power for our conventronal forces Army munrtrons Inventones are up 14%, Navy 
Inventones are up 58%, Air Force 62% and the Marrne Corps 24% Moreover, since 
FY 1981, the DOD has Increased funding for the dally operation and maintenance of 

1 Its forces by almost 25% In constant dollars As a result, improvements in spare 
parts avarlabllrty have increased the number of tactrcal combat sortres that could be 
flown In Europe by more than 75% In add&on, Navy ships rated “fully” or 
“substantrally” ready has Increased by more than 25% since January 1981 Army 
and Marine Corps equipment avallabrlrty rates have also continued to Increase 

1 
FINDING B DOD Cost Sawn s The GAO found that cost savln 
achieved, bumlr magnrtu e IS uncertain The GAO observe that, because major -----+ 8 

s have been 

1 systems’ acqulsrtron cyclesspan many years, the DOD savings estimates must project 
effects far Into the future The GAO found, however, that the DOD estrmates are 
sometrmes overly optrmlstrc The GAO crted, for example, that actual savrngs the 
DOD claimed from EPRs, for FY 1981 through FY 1984, were $260 mIllron less than 
the DOD projectron of $1 5 bIllIon antlclpated In 1982 The GAO also noted that, for 
the lndustrral Modernrzatron lncentlves Program (IMIP), which IS a major acquisition 
Improvement Inltlatrve, $4 bIllron of the reported overall $6 bIllron 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 PosItron. The DOD partially concurs The GAO correctly states that the 
magnitude of cost savings associated with acqulsltlon Improvement lnrtratrves such 
as economic production rates (EPR) contain a de ree of ImprecIsIon because these 
savings are forecast over the period of time whlc R stretches from contract award to 
s 

1 t rl 
stem delivery, a period which might easily extend five years or more Changes In 
e economy due to such factors as lnflatlon or basic commodity prrce fluctuatrons, 

which are not easily forecast over several years, can affect the estimated savings 
Another major factor IS congressional actlon on the budget Con ressronal 
reductrons to programs whrch have been proposed by DOD to be 9 unded at 
economrc rates have a drrect role In reducing estimated savings In Its example, 
however, the GAO does not lndlcate whether the EPR savrngs estimated by DOD In 
1982 were reduced as a result of economic factors, congressronal action, program 

1 restructurin , 
P 

or other factors such as conflguratlon changes to Improve weapon 
systems per ormance Because of this, It IS rmposslble to determlne whether the 
on 

R 
lnal savrngs estimate was “overly optlmrstlc”and the DOD, therefore, disagrees 

wrt this statement It should be noted that the real Importance of these estimates 
15 not to forecast a precrse level of savrngs but to shovv tiat the Department of 
Defense has taken action to reduce costs through Investments In stable, economic 
productron of major weapon systems 

1 
FINDING C DOD Needs To Improve Its Estlmatlnq And Reportlnq of Cost Savings 

I 

The GAO observed that estrmatlng cost savings assocrated wrth the DOD actions to 
improve the acqursltron process ~sdlfflcult because It Involves projectrng the effect 
of these actions Into the future since major system acqulsmon cycles generally span 

1 many years The GAO found that the DOD can, however, Improve Its technrques for 
estimating future cost savings The GAO concluded that In some cases the DOD 
techniques are faulty, and In others the Offlce of the Secretary of Defense (OSD) had 
not provided adequate guidance to the Mllltary Services for estlmatlng and 

I 

reporting costs, benefits, and savrngs The GAO cited, for example, estimated cost 
savings associated with fundrng some programs at EPRs not berng adlusted when 
other programs were cut below EPRs to provide the sources of funds The GAO also 
found that the DOD can use economic productron data more effectrvely In the 
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budget process The GAO noted, for example, that the OSD had not provided 
adequate uldance for computmg weapon unit costs at alternatlve productlon 
rates, whlc 7l resulted In InconsIstency and, therefore, less useful data In addition, 
while recognlzlng 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, In Its analysis of the DOD claimed 
savln sof $4 7 bIllIon for FY 1981 through FY 1989 due to multlyear contracting, the 
GAO 3 ound that the savings on the Black Hawk and the Multiple Launch Rocket 
System (MLRS) overstated the magnitude of savings by $185 million (or 64 percent) 
(pp 4-7, GAO Draft Report) 

TheDoD strongly disagrees with that DOD PosItIon The DOD partially concurs 
portion ofthe finding dealing with the multlyear contracting because It highlights 
only the Black Hawk and MLRS efforts These are both early efforts and admittedly 
the Army had dlfflculty with fact flndlng and negotiation on the Blackhawk and 
lncluslon of optlons on the MLRS It IS InapproprIate and mlsleadlng to only report 
on these efforts as representative of the entire multiyear procurement effort 

The use of the multlyear (MYP) contracting technique on major systems and 
programs, which employs economic order quantity (EOQ), continues to be a 
successful approach that results In both savings and stablllty This year the 
Department has proposed seven candidate programs which could save a little over 
two bIllIon dollars These programs Include the followlng candidates UHIEH-60 
Airframe (follow-on to an exlstlng MYP), F/A-l8 alrcraft, Patrlot, Stinger, Harm 
(Joint Navy/Air Force Program) mIsslIe program, MK-45 gun mount, and defense 
support program Since the lnltlal use of MYP In 1982, the Department has 
submltted 60 multlyear candldates rn 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 candldates were approved 

Implementing more economic productlon rates IS another Important 
management cnltlatlve which can provide slgnlflcant savings and reduce the time 
required to complete the Inventory objective for a major weapon system The 
Department has ldentlfled a range of economic productlon rates for major 
programs, and systematlcally examines whether current and planned productlon 
falls within the most efficient range In Instances In which productlon rates are 
Inefficient, DOD often Increases productlon rates to a more efflclent level, thereby 
reducing unit costs and provldlng Increased quantities of equipment In a shorter 
time span In FY 1983, DOD achieved $2 3 bllllon 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 misslIe 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 lncreaslngly dlfflcult to Implement 
more economic productlon rates which require addltlonal 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 )dld not say some programs were stretched so as to fund others at more 
economic rates as Indicated by the GAO EPR savings are ad usted each year If a 
program for which savings are reported IS subsequently re cl uced In rate, savings are 
recalculated reflecting the changed quantltles lnstructlons were Issued to the 
Services by the Defense Resources Board on March 31, 1986, on submlttlng 
economic productlon rate (EPR ) data on major systems The InstructIons call for 
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drsplayrng the unrt cost at several dtfferent rates m the program objectrve 
memoranda submitted at the start of the yearly budget cycle The unrt productron 
costs are to be submrtted In terms of unit procurement costs as defined In DOD 
Instructron 5000 33, paragraph D 4 d However, one protrayal or defrmtron IS not 
appropriate for all categones of equipment or equipment within one category 
Some InconsIstency IS necessary In the Interest of accumulatrng the most relevent set 
of costs that reflect varratlon with rate The Services are permitted to portray other 
unit procurement cost if an explanation is given 

FINDING D’ AC uwtlon Schedules Are Sllpplnq Less The GAO analysis of schedule 
slrppages srnce DOD un ertoomhe Improvement program showed that, In _p_r-- 
comparrson wrth the 1970s systems, the 1980s systems had smaller slrppages 
Desprte thrs apparant Improvement, the GAO cautioned that (Judging by the 
experience of the earlier programs) some addrtronal schedule slippages can be 
expected as the 1980s systems proceed through and beyond full-scale 
developoment The GAO observed that In rmplementrng the Improvement 
Inrtratlves, the Deputy Secretary of Defense cited two speclfrc rnrtratlves to shorten 
acqulstlon trme -- emphaslzlng preplanned product Improvement and obtaining 
adequate fundln for test hardware With respect to preplanned Improvements, 
the GAO was una % le to determine the extent of their Impact because funding for 
them IS not always separately rdentrfred In budget documents The GAO reported, 
however, that most of the program managers responding to Its questlonnalre cited 
thus Inmauve as having favorable results With respect to obtaining adequate test 
hardware, the GAO cited another of Its reports as concludrng that test schedules for 
weapon systems were constrained, In part, by too few prototypes, despite the 
lnmatrve to correct this (p 2, pp 8-9, pp 28-37, GAO Draft Report) 

DOD PosItIon. The DOD concurs It should also be noted that the Packard ---- 
CornmIssIon (p 18, “A Formula for Actron”) has made slmrlar recommendations that 
would Increase the use of technology to extend the life of exlstrng platforms and 
early operatlonal testing of prototype hardware 

FINDING E. Weapons’ Support Readmess Recewnqlncreased Em hasls The GAO 
observed that the DOD and the Con resshavently ta en actions Intended to 

% 

--+ 

result In more reliable and supporta le weapon systems The GAO reported that 
several of the acqursrtlon Improvement rnrtlatlves were Intended to Improve 
support and readiness (These Include emphasrzrng readiness early In the 
acqursrtron cycle and glvlng It equal prrorrty with other major acqursmon objectIves, 
rncludrng cost, schedule and performance ) These lnrtlatlves also address provldlng 
contractors with rncentlves to Improve rellabrllty and malntalnabrlrty (R&M), and 
the rnltlatlve to give program managers more control over support resources Based 
on its survey of program managers, the GAO concluded that support IS receiving 
more emphasis The GAO further concluded, however, based on other prior reports, 
that lnltratlves to Improve relrabllrty and support for certain weapon systems with 
accelerated acqulsmon schedules have not always resulted In Improvements While 
noting recent legrslatron has provided addltronal Incentives to contractors to 
improve relrablllty, the GAO concluded that whether DOD and Congressional 
actions will actually result In more reliable and supportable weapon systems can 
only be conclusively determined when weapons are deployed 
Draft Report) 

(p 2, pp 9-11, GAO 

DOD Position. The DOD concurs However, It should be noted that the GAO 
statement that “rmtratrves to Improve rellabrlrt 
systems with accelerated acqulsltron schedules K 

and support for certain weapon 
ave not always resulted In 
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Improvements” IS somewhat mlsleadlng The systems cited by GAO as a basis for 
this finding were started before the acqulsrtlon Improvement rnltlatlves and could 
not be expected to be affected by this lnrtlatlve 

FINDING F Defense industrial BaseEnhancements The GAO reported that, In I- 
rnmatlng the Defense lndustrlal Base Enhancements, the Deputy Secretary of 
Defense directed that It receive high prrorlty The GAO noted that, In June 1985, 
the DOD reported expenditures for major Itemsequrpment, bulldrn s, and land-- 
had Increased substantially over the 9 years through 1983, and that t a IS Increase had 
been greater In the defense than In the non-defense sectors The GAO noted, 
however, that It’s prelrmrnary frndrngs Indicated the Increase In the non-defense 
segment may be proportionately greater Due to Its recent rmplementatron, the 
GAO concluded that the effect of the lndustnal Base lnrtlatlve has been mrnrmal 
The GAO also concluded that several key elements that are related to this rnltlatrve 
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 anaequlpment assets alone are an adequate measure of lndustrlal base 
enhancements Investmentscould level out while lndustrral responsiveness IS 
rmprovtng The Introduction of new manufacturing technrques could make 
slgnrflcant Improvements with mInImal Investments Reductions In lead time and 
productrvlty Improvementsshould be included as measures of lndustrlal base 
enhancement It 1s suggested that the “Defense Financial and Investment Review 
(DFAIR)” be speclfled In reference to a June 1985 DOD report 

DOD does not consider Its actlons as “mrnrmal” as the GAO report suggests 
Three points substantiate this conclusron First, DOD has not only taken major steps 
to make lndustrral preparedness a normal conslderatron In the acqulsrtlon process, 
but has also centralized policy mana 
lndustnal Base Program Element In t ?I 

ement through the creation of a core 
e PPBS system Several programs that directly 

Impact the rndustrlal base have been combined Into a single program that ensures 
lndustrral base pollcres are cohesive 

An annual productlon base analysis ldentrfres and analyzes crrtlcal systems and 
components to determine the bottlenecks that hinder productlon effrclency and 
Industry’s ablllty to rapidly accelerate productron during natlonal emergencies The 
TOW 2 mlssrle IS an example of an Item that can now be rapidly accelerated as a 
result of a one time mlnlmum Investment Planning ensures Investments In the 
rndustrral base are considered In determrnlng 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 mlnlmal The purposes of MANTECH are to help 
transition manufacturing R&D into productlon, to help reduce manufacturing costs, 
enhance product quality and to also improve the lndustrlal base MANTECH’s major 
purpose IS 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 WIII achieve an avera e cost avoidance of $14 
More Importantly, these projects represent technlcal 9, brea throughs In llterally all 
manufactunng areas Without MANTECH technical gains In the field of low 
observables, engine manufacturing, InspectIon techniques, and llghtwelght 
material development, many current Air Force weapon systems would not exist In 
1984 DOD established a Manufacturing Technology lnformatlon Center to distribute 
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1 the technologies developed under the program throughout the prrvate sector of 
Amencan Industry 

The lndustrral Modernrzabon lncentrves Program (IMIP) IS another example that 
points out that tremendous gains and enhancements to the lndustrral Base are 
being made IMIP represents a joint venture between the government and Industry 
to accelerate the rmplementatlon of modern equipment and management 
techniques within the lndustrral base IMIP benefits are equally rmpresslve to those 
of MANTECH The Air Force, for example, has encouraged $8 in modernlzatlon 
Investment by private Industry for every $1 expended by the DOD and estimates 
their lmplementatron of the program will produce over $3 brlllon In manufacturing 
cost avoidance The issuance of DOD Directive 5000 44, “lndustrral Modernization 
lncentlves Program,” on April 16, 1986, represents a major achievement in 
transmonrng IMIP from the test phase to an established acqulsrtron tool IMIP 
projects are also drssemrnated to all American Industry 

FINDING G Rate of Cost Growth Is Declmlcq E&t WIII improvements Contmuel 
The GAO observed%X%e DOD has reportedsubstantlal reduction In the double 
digit cost growth of the early 198Os, crting a Congressional Budget Offlce analysis of 
DOD Selected Acquismon Reportsshowrng a decline In cost growth from around 14 
percent In 1980 to 1 percent 111 1983 The GAO reported Itsanalysrssuggested 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 beglnnrng 
full-scale development In the 1970s The GAO observed, however, that, In the past, 
weapons have experienced therr most SI 

B 
nlflcant cost growth later In the 

acqursrtron process when technical, fun Ing, or other problems have surfaced (The 
GAO noted that over 73 percent of the cost growth expenenced by the 1970s 
systems occurred during the 1980s ) TheGAO, therefore, concluded that, since the 
comparable period for the 1980ssystems It analyzed will occur dunng the S-year 
period after 1984, most of the cost growth could Ire ahead for the 1980s systems 
(pp 12-13, GAO Draft Report) 

!I@ Positton: The DOD concurs There are, however, rndlcatlons that the decrease 
in cost 
throug f 

rowth reported by the CBO has contrnued Extending the CBO analysis 
the current December 1985 Selected Acquisition Reports (SARs) shows that 

the decline In cost rowth 
growing at all and R 

has now reached the point where costs are no longer 
ave In fact declined since last years’ estimate by near1 

Y 
one 

percent This contlnurng trend IS very encouraging and IS an lndrcatlon o some 
success In DOD management efforts to bnng weapon system cost growth under 
control It IS recognized, of course, that the DOD cannot predict the future with 
unerring certainty 

FINDING H DOD Has Made Llttle Proqress In Stabkzmg Weapons Acquisition 
Prosrams. The GAO observed that proqram lnstabllltv leads to uncertalntres about 
the future and forecloses opportun’rtle<for effrclencrhs (The GAO cited, for 
example, planning for productron plant capacity lsdone several years In advance, 
and changes In productron quantmes can create Idle plant capacity and, therefore, 
lneffrclencres ) The GAO found that over 45 percent of the program managers It 
surveyed consldered therr programs had been unstable since FY 1983, as compared 
to about 40 percent who consrdered these programs unstable In FY 1983 Likewise, 
the GAO cited DOD analysis showrng about 43 percent of the programs the DOD 
tracks to be unstable dunng both the FY 1984 and FY 1985 bud 

% 
ets The GAO 

concluded that a primary cause of program InstabIlIty IS the Ina llrty of the DOD to 
submit reallstlc and affordable defense budgets, and that DOD budgets are 
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hlstorlcally optlmlstlc because they do not Include all expected costs or sufficient 
provision for technical risks The GAO further concluded that when overly 
optlmlstlc budgets are approved by the Congress, often at even lower levels than 
requested, program InstabIlIty can result The GAO found that most program 
managers reportin 

3\ 
unstable programs In the GAO survey attributed the InstabIlIty 

to adjustments by t e DOD and the Congress to their systems’ S-year plans and 
budgets The GAO reported the DOD recognizes that to Improve stability it must 
bud et more reallstlcally and also that It must establish prlorltles so as to limit the 

% num er of new programs and terminate low prlorlty programs The GAO 
concluded, however, that some of the progress the DOD has reported In llmltlng the 
number of major new programs 15 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 
stablllzlng the acqulsltlon process The GAO also concluded that to create a stable 
environment DOD needs to establish prlorltles, budget more reallstlcally, 
adequately fund the higher prlorlty programs, begin only new pro rams that are 
affordable, and speclflcally terminate all remaining programs whlc z are of reduced 
service FInally, the GAO concluded that frequent personnel changes at the 
program manager/deputy program manager level IndIrectly hinders stablllty (p 1 
pp 13-I 7, GAO Draft Report) 

DOD Position. The DOD partially concurs The GAO dlscusslon of Idle plant capacity 
zntrlbutlng to Increased cost IS perhaps not the best example since Idle plant IS not 
an allowable contract cost DOD agrees that an underutlllzed plant will increase 
IneffIcIencIes and IndIrectly contribute to cost 

The GAO also overlooked the success of multlyear procurements as an Indlcatlon 
of Increased stablllty for selected weapon systems Multiyear procurement has been 
a very Important part of our acqulsltlon reform program Economic lot buyln , 
rather than purchasing weapon systems on an annual basis can result In SI 
long-term savings Congress has approved, and the DOD has jmplemente 3 

3 nl lcant 
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 
addltlonal estimated savings of $2 1 bIllIon 

In addltlon,the Cost Analysis and Improvement Group (CAIG) does an Intensive 
Independent review of 20 to 30 major weapons annually as an attempt to verify the 
realism of cost estimates This CAIG review was not acknowledged tn the GAO draft 
report 

The GAO reported that there were at least 29 major system new starts or as many 
as 44 In the period FY 83-85 vice 19 new starts Identified by OSD Since the specific 
programs In the GAO range of 29 to 44 programs were not Identified by name, It IS 
dlfflcult to comment on this finding 

The DOD efforts to achieve greater cost ravings through Improved program 
stability, 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 
a result, the Department has had to confront many dlfflcult choices between I 

stretchlng out programsand IncurrIng higher costs, or reducing or cancelling a 
weapon system which, regardless 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 Moreover, the Congress has 
destabilized many defense programs directly through the byzantlne process of the 
annual line-item review of the defense budget It simply doesn’t make sense In 
times where the budget IS tight to add to the affordablllty problem by arbitrarily 
Increasing costs through destablllzlng programs DOD continues to support the Idea 
of a two year budget cycle as a means to help reduce costly program InstabIlIty 

FINDING I Acqulsltlon Improvement Lacks A Stronq Contmumq DOD Commitmen> --- 
T7ie GAO found that the strong commltr-%ht, with which the Deputy Secretary of 
Defense Initiated the acqulsltliin Improvement program, had waned Although the 
lmplementatlon approach Included establlshlng plans of action for and monltorlng 
progress of the Inltlatlves, the GAO found that DOD had not carried through on Its 
action plans for most Inltlatlves, and IS not monltorlng actions The GAO found, for 
Instance that lmplementatlon had not been completed on 25 of 33 lnltlatlves 
(action plans carried out and monltorlng programs establlshed), and that this 
contributed to objectIves haven not been fully met for 29 of the lnltlatlves 
Moreover, the GAO found that I h-level management working 

5 3 
roups had been 

disbanded for two key unresolve Issues, (1) program stablllty an (2) realistic 
budgeting Further, the GAO found that OSD had not reported on the status of the 
overall program since June 1984, although program monltorlng IS essential for 
ldentlfylng problems and corrective actlons The GAO concluded that although 
DOD had made some progress In lmplementlng the program, lmplementatlon had 
not been completed, and, consequently, results had not been fully achieved The 
GAO also concluded that a strong, contlnulng DOD commitment to the lnltlatlves IS 
crltlcal to achieving results because the problems being addressed are long-standlng 
and not amenable to ready solutions In addition, the GAO concluded that further 
savings are possible If certain lnltlatlves are fully Implemented Finally, the GAO 
concluded that the commitment to Implement should Include establlshlng a 
mechanism to closely monitor Improvement program results so that problems can 
be Identified and corrective actlons taken (p 3, pp 18-19, p 21, GAO Draft Report) lowonpp 2and12to14 

DOD Position: The DOD partially concurs The DAIP made major than es In both the 
acqulsltlon philosophy and process DOD no longer tracks each lndlvl 8 ual lnltlatlve 
However, there continues to be senior level management Involvement In multlyear 
procurement, economic productlon rates, major new starts, weapon support 
readiness, and competltlon when the Defense Resources Board annually revlews the 
Service budgets and when the DSARC reviews selected major weapon s stems at 
predetermined mllestone points These Inltlatlves, which were selecte CY 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 1. Difficulty In Translatmg Top Level Commitment To Reform into Results 
At Proqram Office Level. The GAO reported that through “controlleY _____--- 
decentrallzatlon” program managers were to receive the authority and 
responslblllty necessary to manage their programs 
had changed In this area 

The GAO found, however, llttle 
most reported that responslblllty was adequate, but 

approximately 51 percent said that authority was marglnally adequate to very 
Inadequate The GAO reported that program managers listed Improvements still 
needed as lncludlng decreased management oversight and more authority for 
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Nowon p 15 

Nowonp 15 

DOD PosItIon* The DOD concurs Current DODD 5000 1 policy addresses both the 
major system new process and affordablllty The Defense Acqulsltlon Executive 
annually reviews all major new starts with the DSARC and DRB prlnclpals and makes 
appropriate declslons llmltlng new program starts and ellmlnatlng marginal 5 . 

program managers The GAO survey lndlcated that 43 percent of the program 
managers Indicated there had been a posmve affect from the acqulsltlon 
Improvement program, while 57 percent saw little or no difference In the 
acqulsltlon process The GAO concluded that the survey suggests that top level 
commrtment 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 
DAIP was to decentralize much management responslblllty to the Services This 
makes an assessment of the sltuatlon somewhat dlfflcult for OSD to make In a 
detarled fashion It has been noted, for example, that the streamllnlng of the 
DSARC has not appreciably reduced the number of brleflngs that a Program 
Manager must give since most (I e 90% or more) of the brleflngs occur wlthln the 
Service hierarchy The Packard CornmIssIon has made a recommendation to shorten 
the “reporting chain” from the Program Manager to the senior declslonmaker and 
this IS currently under conslderdtlon 

RECOMMENDATIONS 

RECOMMENDATION 1 The GAO recommended that the Secretary of Defense 
rdentrfy those spec;f;;-mmatlves which have the greatest potential and continue 
focusing top level management attention on lmplementlng these inltlatlves (p 22, 
GAO Draft Report) 

DOD PosItion: The DOD concurs This recommendation has already been 
accompllshed As the GAO noted In FIndIng A, high level management attention 
has been focussed on program stablllty, multlyear procurement, economic 
productton rates, reallstlc budgeting, readiness/support, competltlon, and the 
lndustrlal base The DOD continues to address these areas In both the PPBS and 
DSARC processes 

A substantial number of the AIP lnltlatlves are also Included In the Packard 
Commission recommendations The Secretary of Defense has requested Packard 
lmplementatlon reports by July 1, 1986 to Include recommendations, draft 
drrectlves, and required leglslatlon to correct deflclencles In existing law This 
Secretary of Defense memo highlights off-the-shelf purchasing, prototyplng, 
market place competltlon, baselining for major weapons, and multlyear 
procurement for high prlorlty systems Following a declslon by the Secretary of 
Defense on these Packard lmplementatlon reports this summer, lmplementatlon 
will take place 

RECOMMENDATION 2. The GAO recommended that the Secretary of Defense 
Include among these lnltlatlves a DOD commitment to stabilize and Improve the 
acquisition process by (1) budgeting more reallstlcally, (2) llmltlng the number of 
new program starts, and (3) ellmlnatlng marginal programs when necessary to fund 
other programs more efflclently (p 22, GAO Draft Report) 
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Nowonp 15 

programs The CAIG annually reviews the cost realism of 20-30 selected major 
I 

systems 

The April 1, 1986 Secretary of Defense memo mentloned above instructs OSD to 
“reflect full conslderatlon of the flndlngs and recommendations of the Interim 
Report of the CornmIssIon on Defense Management” (Packard report) The Packard 
report discusser the problem of understated costs, overstated requirements, and I 

lack of reallstlc budget estimates As a result of these Packard recommend&Ions 
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 accompllshlng the speclflc actions to Improve the 
acqulsltlon process so that corrective actions can be taken when necessary 
GAO Draft Report) 

(p 22, 

DOD Pos~$pfl The DOD concurs As noted In the DOD response to recommendation 
-the (with Its’ Defense Resources Board) and the DSARC are existing reporting 
mechanisms that are currently performlng this function The President dlrected on 
April 2, 1986 that DOD Issue a dlrectlve establlshrng an Under Secretary of Defense 
for Acqulsltlon and deslgnatlng him as Defense Acquisition Executive It IS expected 
that the Defense Acqulsitlon Executive WIII continue to use both the PPBS and 
DSARC In this role Any declslons regarding addltlonal special reportlng WIII be 
determlned by the new Defense Acqulsltlon Executive 
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