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April 30, 1996 

The Honorable Charles E. Grassley 
The Honorable William V. Roth, Jr. 
United States Senate 

At your request, we reviewed the accuracy of the data and methodologies employed 
in the Department of Defense ongoing study, The Anatomv of Decline. The study, 
which is being conducted within the Department’s Office of Program Analysis and 
Evah.tation (PA&E), compares planned budgets and quantities for individual 
procurement items to actual budgets and quantities over two decades. These 
comparisons show that the Department is generally optimistic in its weapon system 
estimates in that actual procurement quantities and budgets for individual items are 
generally less than planned quantities and budgets. These optimistic planning 
estimates contribute to instability in procurement programs and ultimately higher 
unit costs than origi.naUy planned. Although the study has not been formally 
published, the results have been distributed and briefed extensively within and 
outside the Department. 

According to the study’s author, the data have been extracted electronically from 
the Department’s Future Years Defense Program (FYDP) procurement annexes back 
to 1983.’ Therefore, the 1983 through 2001 data include not only major weapon 
systems but all items in the procurement annexes, such as vehicles and equipment. 
According to the author, the data between 1976 and 1982 in the study’s database 
were entered manually from original FYDP procurement annexes. Data for these 
years include major weapon systems only. 

The study is an effort within PA&E with contractor support. Although the study 
began in the late 197Os, contractor support began in 1992. The study’s database is 
updated each year to extend trend data for existing programs and add new. 
procurement items. Through December 1996, the Department had incurred 

‘DOD’s FYDP consists of a basic F’YDP and three annexes. The three annexes 
provide more detailed information in the areas of procurement; research, 
development, test, and evahration; and military construction, respectively. 
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contractor costs of about $240,000 to develop, maintain, and operate the computer 
database, which supports the study. 

To review data accuracy, we requested and received a copy of the study’s computer 
database and supporting program. For selected years, we electronically compared 
the budget and quantity data for alI items included in the study’s database with the 
Department’s FYDP database. We compared all the data for the 1990 FYDP years 
(1988-1994) and the 1996 FYDP years (1994-2001). We found no material difference. 
between the data in the study’s database and the Department’s FYDP database. 

The study’s methodologies compare planned budgets and quantities for procurement 
items to actual budgets and quantities from one annual procurement annex to the 
next, and calculates unit costs for these items. The study’s computer program is 
designed to perform the comparisons and calculations and display the results in a 
graphic format. The program is also designed to display the results in current or 
constant dollars. The following three figures illustrate the types of displays 
produced by the program. The first two show that actual procurement quantities 
and budgets for the Advanced Medium Range Air-to-Air Missile were considerably 
less than planned quantities and budgets in the fiscal years 1986, 1986, and 1987 
FYDPs. The third figure shows that the actual average unit cost for the missile 
increased as a result. The figures show data for only a few of the years during 
which this missile was procured. 
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Figure 1: Comparison of Planned Procurement Quantities to Actual Quantities 
Procured for the Advanced Medium Range Air-to-Air Missile 
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Figure 2: Comparison of Planned Procurement Budgets to Actual Budgets for the 
Advanced Medium Range Air-to-Air Missile 
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F’igure 3: Comparison of Planned to Actual Average Annual Unit Costs for the 
Advanced Medium Range Air-to-Air Missile 
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To analyze the study’s methodologies, we selected five weapon systems and verified 
that the treatment of the various cost components (i.e., basic estimates, advanced 
procurement estimates, and initial spares estimates) were consistent from year to 
year. Also, using the FYDP data for all of the years the five systems were procured, 
we graphically displayed the data using a computer software program that is 
different from the study’s program. The graphic presentations using our program 
and the study’s program were consistent. Moreover, we calculated unit cost results 
and compared these results with those in the study. We found no material 
problems with the methodologies. 
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We found a few instances where the study could be improved. For example, the 
study’s results could be more accurate by using the Department’s historical 
procurement annex data to capture actual budgets for some items such as 
shipbuilding. The annual FYDPs provide funding estimates for the budget year for 
which funds are being requested, at least the 4 years following it, and the 2 years 
preceding it. For shipbuilding, which can take a number of years, actual budgets 
can be adjusted for as many as 7 prior years. Although the annual FYDP would not 
reflect adjustments this far back, the historical FYDP would. The study’s author 
agreed to implement this and other minor improvements. 

As a further verification, we discussed the study with the Director and senior 
officials of PA&E. They confirmed that the data are taken directly from the 
Department’s annual FYDPs and is complete and accurate. They also stated that 
the methodologies used to calculate the average unit costs displays and other 
mathematical formulas, such as constant dollar values, are reasonable, correct, and 
used in other Department reports. Further, the Director said the study, as a whole, 
has been subject to the same quality controls and supervisory reviews as other 
PA&E studies. Moreover, the Director said that, in his view, the most important 
point regarding The Anatomv of Decline is not the data or particular methodologies 
employed, but how the Department can best respond to the relevant issues raised ‘- 
the study. Some of those issues were addressed by the Secretary of Defense in his 
letter to you dated August 3, 1996. For example, the Secretary stated that the 
optimism in weapon system estimates has been documented in several other 
Department-sponsored studies and that all parallel The Anatomv of Decline 
conclusions that cost and funding projections tend to be overly optimistic, 
particularly in the earliest phases of the weapons acquisition cycle. 
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Our work was conducted in accordance with generally accepted government 
auditing standards. The Department reviewed a draft of this letter and offered no 
changes. We are providing copies of this letter to the Secretary of Defense. The 
information for this report was developed by Robert L. Pelletier, H. Donald 
Campbell, Kenneth A. Mann, and Edna Thea F&k. 

If you or your staff have any questions on the information provided, please call me 
on (202) 6123604. 

Richard Davis, 
Director, National Security 

Analysis 

(701061) 
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