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COMPTROLLFR GENERALSSS TR UNITED STATES

~ . WASHINGTON D C  20%54%

January 3, 1974

The Honorable William Proxrire
Chairman, Subcomrittee o»m Prinrities ; %La’ ﬁ;jg

o sl emie T

LM096793

Dear Mr. Chairman:

On Xovember 14, 1973, we testified before your Subcommittee
on several matters including the aspplication of should-cost con-
cepts by the ~ilitary services. Mr. A. E, Fitzzerald appecared
bYefore the Subcormittee on “November 17, 1973, an-, anong other
matters, presented hie views on +the subiect +° shouldecost. In
his prepared =-atement, Mr. Fitzrera.d statern tnat:

'"Je «now that intense pressure has heen app’'ird
by the 2.mtractors, some e.crents o: the Jepart-
ment »f Defense and the CAU to swi<cch ¢ pnas'.s
in the should-cost approach fror a guirk, incls’'ve,
quantitative assessment o' savings potértial to a
crawn-out, vaguc, qualltative rtrev.ew o cuntractisor
operations."

Mr, Fitzgerald also expressed the belie{ tha- "the emasculating
switch of emphasis is all but complete” and -uggested that the
Subcommittee consider withdrawing its encorzsement of the 'new-
look" should-cost approach.

We strongly disagree with the statement that the General
Accounting 0%flce applied pressuryce to switch emphasis in the
should=-co=t approach alon; ithe iines suggested by Mr. Fltzperald.
Although it is net possible <o nrecisely quatify the additlonal
benefits derived from the use o the should=root approach, we
believe “here s great note-tial for the Covernment to benef
from the proper appiicazion f ghoyldmcogt Concentd. A3 ctated [n
our veports »n the Army and the Alr Force. we bHe.iove e nhouid-
cost studles have strenvthencd the Coveranent's hargainirg posi-
tiors ancd have contributed te the negotiation of lower couatract

prices than mignt otherwise have hecn achieved.
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Our reports contaln 2 numder o recommencet.ons desizned
to encourage imprevements in the rilltary services' use of the
approach and to make tne stucies even norve productive in toe
future., For examp.z2, we sJgppestec 'Pat the s.ov.<-cost teams
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place greater c:phasis on analvzir ; the cortractors! OWO*a*:o;:
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e p 5‘)—»57.:
ef f ciency and °A -aQLCe foSta. oo .8 way we e ove the
teams will be in o oetter position to chal‘en o° the eff clency
of the contracters' operations ant %o previde specific cton-
structive suggestions to realize cost reductions. We a.so
suggested that the military services improve thelr practices for
moilitoring progress by the coatractors in imp.ementing improve-
ments in those areas identified by the should-cost teams as in
need of attention. We De..eve these steps will provide a better
basis for quantifying the savings rvesulting from actions takern on
the should-cost teams' recomiencations.

In considering the merits of the should-cost approach, i-
should be understood that ip most cases tne m!litary services use
should=cost studier 38 an extens.on of thelr tradit’onal cost
analysis efforts %o evaluate the reasonablencus of coniractore’
proposed prices. The studiecs are used to develop Gover mient
negetiation ob ectives which rece;nize the poter _ja’ =oructions
in propesed rosts hased on sroject.ons of past experience as wel!
as recuctionz in areac wheres rac teams faeel sre Zontractor car
substantial’y improve currsnt aper tionr. Sore of the tcams' ldeac
for improvin, ovberations and re-duc . cos%s c.n e app. e¢ irme-
élately with a pavoff cur.o- the *erm of the c(ur-ent contract.
Others require cxprrimentation or -"anges in p.ant and equipment
requiring sorie tlmc to accomplish and ney have coniy a srmali effect
on the costs incurved on the current contract. Still others may
prove imoractical when examined in nreater denth. Under these
circumstances, % is almost Ipossible 7o isolate and price ovs
with any precis‘on the e’fect ol 21l should~cost proposalz on the
final contract p~ices.

We believe the continued interrest shown by your Suhcormittee
in the use of the should-cost approach has been extremely import-
tant ‘n oncourarning the Zepartment of Defense to takne a move active
role in reviewirs the eff c’encyv and economy of the gperation. of
its contracinrs,
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We: request that this letter be included in the record of
the recent hearings of your Sudbcormittee in order to clar.fv
the position of the CGenera. Accounting Office o= -his matter,

% yours, :
Tt o 4 /EJ/

Comptroller General
of the United States
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