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Executive Summary

Purpose

This report focuses on the acquisition process of the Department of
Defense (DoD) in the context of key elements that are necessary if pobp is
to manage the process effectively. Many of the elements were included
in the discussion of DOD’s acquisition process during Gao’s July 1988 tes-
timony before the Senate Committee on Armed Services. At the Commit-
tee hearings, the Chairman asked GAO to consider further the elements
needed for an effective acquisition process and report the results of its
work to the Committee. This effort was to review pDoD’s acquisition pro-
cedures, discuss the elements necessary for an effective acquisition pro-
cess with defense experts both within and outside pOD, and take
examples from past reports that illustrate the effect when those ele-
ments are missing from the process.

Background

DOD spends more than $100 billion a year on weapon systems—$375 bil-
lion projected for research, development, test, evaluation, and procure-
ment in fiscal years 1989 through 1991. pob has years of experience in
this process; the modern acquisition system dates back to the early
1960s. Yet, despite the length and intensity of its experience, DOD contin-
ues to experience problems acquiring weapon systems.

Results in Brief

DOD’s acquisition problems have been known for a long time. GAO’s
reports show that DoD has had to deal with the problems of cost growth,
schedule slippage, and performance shortfalls constantly since the
1960s. But the acquisition process is complex and its problems are not
easily resolved. Solving them requires addressing elements that are fun-
damental to an effective acquisition process. These elements relate to
leadership, work force, organization, information, and affordability. A
major factor is enforcing compliance with internal controls.

GAO’s Analysis

DOD is perhaps the largest and most complex organization in the world.
The unprecedented peacetime buildup of defense during the past dec-
ade, coupled with disclosures of excessive prices paid for defense parts,
followed by the procurement scandal and revelations of other fraud,
waste, and abuse has magnified the problems with the acquisition pro-
cess. The public and the Congress have seriously questioned DOD’s abil-
ity to manage its acquisition programs effectively. Cost growth,
extremely long acquisition times, and program stretchouts resulting in
inefficient production rates have been common. Many reforms are
needed. Now, at the beginning of the 1990s, poD will likely have to live
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Executive Summary

with constrained or no growth budgets for some time to come. To main-
tain an effective defense, within the fiscal constraints of the current
budget environment, DOD must address the weaknesses in its acquisition
process. As discussed below, DOD must strengthen each of the elements
that are fundamental to an effective acquisition process if it is to deal
effectively with the many acquisition problems it is now facing.

Leadership

Past efforts at reform have waned without addressing the most difficult
issues. The Office of the Secretary of Defense (0SD) needs to take a
strong leadership position to break down the cultural barriers that have
frustrated past efforts at reform and to encourage the services to work
with 0sD in a team effort to implement acquisition reform. Strong, sus-
tained support from the Secretary of Defense is necessary if the services
are to be convinced to cooperate with 0SD to make the acquisition pro-
cess work.

Work Force

The experts GAO spoke to felt that highly qualified, technically compe-
tent people working together is a key factor in an effective and efficient
acquisition process. However, the ability to attract and retain highly
qualified people, at all levels of the acquisition process, is constrained
by problems with the appointment system, restrictions regarding divest-
iture and post employment, and salary levels.

Organization

Many offices within 0sD and the services have a role in developing poli-
cies, approving programs, monitoring implementation, and assessing the
results of the acquisition process. It is important that these offices work
together as a team to solve common problems in these areas. A strong
organizational concept that has been used by pOD in the past for this
purpose is mirroring. The basis of this concept is that the structure of
0sD and the offices of service secretaries should be similar for major
functions so that the people responsible for the same functions at the
different organizational levels can more easily work together to address
common issues before they become major problems.

Information

Information is vitally important to the oversight function and for
decision-making. A free flow of information, both up and down the
organization, is essential to effective management oversight. Past audits
and GAO’s discussions with officials disclosed problems with the free
flow of information pertaining to major weapon systems acquisition.
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The information has not flowed freely, it has been optimistic, and the
effectiveness of DOD’s major information systems has been mixed. These
problems can have significant adverse impacts on the defense acquisi-
tion process—decision-making is extremely difficult and oversight is
weakened.

Internal Controls

Establishing and maintaining an effective internal control system is an
important management responsibility. Good internal controls are essen-
tial for properly maintaining government business and ensuring full
accountability for the public’s resources. DoD has established a detailed
internal control system and has many regulations, directives, and
instructions that place checks and balances on DOD’s acquisition process.
GAO and other audit agencies have issued a number of reports that show
that DOD needs to strengthen its adherence to the internal controls gov-
erning the acquisition and contracting processes.

Affordability

There are concerns about DOD’s requirements determination process and
the link between DOD’s weapon system decision process and its resource
allocation process. Prior GAO reports show that DOD’s requirements pro-
cess does not adequately consider fiscal constraints. Not considering
those constraints contributes to the problems of unrealistic overall force
goals, unaffordable numbers of weapons, and duplication of systems.
Testimony from the former Under Secretary of Defense for Acquisition
and discussions within the acquisition community show that the link
between the Defense Acquisition Board’s weapon system decision pro-
cess and the DOD resource allocation process is not strong. The resource
decisions are made annually, while the Defense Acquisition Board
makes its decisions at the major milestones that may be years apart. A
milestone decision made by the Defense Acquisition Board this year may
be invalidated by a funding decision made next year.

Current DOD Efforts to
Improve Acquisition

Although the Secretary’s July 1989 Defense Management Report and
the January 1990 update are not specific on implementing their propos-
als in many areas, GAO is encouraged by the parallels between the areas
addressed in that Secretary’s report and the areas GAO believes DOD
should focus on to resolve long-standing acquisition problems. However,
as discussed in this report, highly publicized initiatives have come and
gone without an appreciable sustained impact on the tough management
issues affecting DOD’s acquisition process. The cultures imbedded in DOD,
which often are opposed to change, are difficult to modify. Strong, long-
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Recommendations

Agency Comments

term leadership by the Secretary and teamwork on the part of the ser-
vices, combined with timely and objective information and strong com-
pliance with internal controls, are required to overcome these cultural
barriers and make real, lasting change to the acquisition process.

The observations GAO makes in this report are based on past reports that
contain numerous specific recommendations. This report is intended to
present GAO's and defense experts’ perspectives on the acquisition
process; it is not to repeat recommendations made previously. There-
fore, GAO is making no recommendations in this report.

GAO did not obtain agency comments on this report. However, GAO did
discuss the general content of the report with 0sD and service officials.
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Chapter 1

Introduction

Overview of Defense
Acquisition

The Department of Defense’s (DOD) acquisition process has been the sub-
Jject of discussion and criticism for many years. Over the past 20 years, a
number of major studies have been made of the process and have shown
that the problems experienced today are similar to those of the past.
Our reports on individual weapon systems show that pop has had to
constantly deal with the problems of cost growth, schedule slippage, and
performance shortfalls in the acquisition of major weapon systems since
the 1960s. A number of attempts, such as the Defense Acquisition
Improvement Program (the Carlucci Initiatives) and the President’s Blue
Ribbon Commission on Defense Management (the Packard Commission),
have been made to reform the process, but problems remain.

The unprecedented peacetime buildup of defense during the past dec-
ade, coupled with disclosures of excessive prices paid for defense parts,
followed by the procurement scandal and revelations of other fraud,
waste, and abuse has magnified the problems with the acquisition
process. The public and the Congress have seriously questioned pop’s
ability to effectively manage its acquisition programs. Cost growth,
extremely long acquisition times, and program stretchouts resulting in
inefficient production rates have been common. Many reforms are
needed.

Now, at the beginning of the 1990s, poD will likely have to live with
constrained or no growth budgets for some time to come. To maintain an
effective defense, within the fiscal constraints of the current budget
environment, boD must address the weaknesses in its acquisition pro-
cess. We have testified that certain elements were necessary for DOD to
manage its acquisition system effectively. The Chairman of the Senate
Committee on Armed Services asked us to evaluate these elements and
report our findings to the Committee.

The acquisition mission of DOD is to contract for and oversee the devel-
opment and production of weapon systems, other equipment items, and
services required to accomplish approved military goals and objectives.
Weapon systems, the major products of the defense industry, generally
refer to such technically complex items as aircraft, missiles, ships, and
tanks.

The acquisition of a weapon system may be considered a three-stage

process—development, including planning, research, testing, and evalu-
ation; production, including quality control and manufacturing; and sup-
port, including acquiring replenishment spares and other equipment and
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equipment modifications. DoD describes the acquisition process as pro-
ceeding through a series of management decision points—milestone
decisions—as a system proceeds from a specific requirement to concept
exploration, demonstration and validation, full-scale development, pro-
duction, and finally, deployment and support. The milestones described
in DOD Instruction 5000.2 are

milestone 0 (program initiation/mission-need decision),
milestone I (concept demonstration/validation decision),
milestone II (full-scale development decision),

milestone III (full-rate production decision),

milestone IV (logistics readiness and support review), and
milestone V (major upgrade or system replacement decision).

The forum for issues related to milestone decisions is the Defense Acqui-
sition Board (DaB). The DAB, which is assisted in its work by 10 commit-
tees, is used by DOD components to resolve issues, provide and obtain
guidance, and make recommendations to the Secretary of Defense
through the Defense Acquisition Executive (currently the Under Secre-
tary of Defense for Acquisition (USD(A))) on matters pertaining to the
acquisition process. The DAB makes recommendations to the Defense
Acquisition Executive on milestone decisions for major programs where
such decisions are reserved for approval by the Secretary of Defense.

The Defense Resources Board! is associated with the overall Planning,
Programming, and Budgeting System. The objective of the system is to
provide the operational commanders in chief the best mix of forces,
equipment, and support attainable within fiscal constraints. pop uses
this system to develop its annual budget and to examine and analyze
prior decisions from the viewpoint of the current environment.

Description of the
Offices Responsible
for DOD’s Acquisition
Process

The DOD acquisition process involves various DoOD offices, such as the
Office of the Secretary of Defense (0SD), the service headquarters, major
command headquarters, major subordinate commands, individual labo-
ratories, and other supporting activities, as well as tens of thousands of
prime contractors and hundreds of thousands of suppliers and subcon-
tractors. The poD offices that are primarily responsible for the acquisi-
tion process are the UsD(A), the Under Secretary of the Army, the

'The Defense Resources Board was replaced by the Defense Planning and Resources Board (DPRB) as
part of the actions taken in conjunction with the Defense Management Review.
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Objective, Scope, and
Methodology

Assistant Secretary of the Air Force for Acquisition, and the Under Sec-
retary of the Navy assisted by the Assistant Secretary of the Navy for
Shipbuilding and Logistics and the Assistant Secretary of the Navy for
Research, Engineering, and Systems. The Director of Operational Test
and Evaluation (DOT&E) also plays an important role in acquisitions as a
check on the readiness of the weapon system to proceed to the full-rate
production phase of the process.

The Office of the UsDXA) has 11 groups reporting to it. The USD(A)'s assist-
ants in overseeing the acquisition function include the Assistant Secre-
tary of Defense for Production and Logistics, the Assistant Secretary of
Defense for Command, Control, Communications and Intelligence, and
the Director of Defense Research and Engineering.

Our primary objective was to evaluate DOD’s acquisition process in the
context of the elements necessary to manage the acquisition process
effectively. We were to obtain the perspectives of experts with high
level poD experience to determine if they believed these elements were
important, if they believed the elements were in place in DOD, and, if not,
what would be necessary to establish them. In addition, we discussed
the elements with people involved in the process to determine if the ele-
ments were in place and the extent of problems in those areas.

The elements are

support from the Secretary of Defense so that the 0SD organization can
properly oversee the acquisition function;

knowledgeable people working together as a team,;

a functionally mirrored organizational structure, that is, the service
headquarter’s organizational structure should be the same as 0SD’s orga-
nizational structure so that the people in charge of the same function are
of similar rank and position;

adequate information to allow DOD managers to make informed decisions
and ensure effective management oversight;

an acquisition process and structure that incorporates an effective sys-
tem of checks, balances, and internal controls;

a strong requirements determination process that places affordability
constraints on new programs from the start; and

a strong link between the resource decisions of the resources board and
the program milestone decisions of the DAB.
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Our scope covered the DOD acquisition process for major weapon sys-
tems. The process was reviewed from the top official—the UsD(A)—to
the program office. Our review covered all three services and osb. We
interviewed people in various locations around the country and in the
Washington, D.C., area.

We interviewed people who are involved or had been involved in the
acquisition process. To obtain the opinions of experts outside pop, we
discussed the acquisition process with the chief executive officers of
two major defense contractors, three former Under Secretaries of
Defense for Research and Engineering, and former high level acquisition
officials from the Army, Navy, and Air Force. To get the opinions of
high level officials within DOD, we discussed the process with the USD(A)
and the three Service Acquisition Executives.

To evaluate the checks and balances on the acquisition process, we
reviewed regulations, instructions, and other guidance that governed the
operations of the review groups at the service command levels, the ser-
vice headquarters’ level, and 0sD. We then interviewed the participants
in the review groups to determine their function and to get their opin-
ions on the acquisition process. The other elements were evaluated by
interviewing officials in the three offices that are the primary assistants
to the UsD(a), officials from the Office of Operational Test and Evalua-
tion, officials holding corresponding positions in the service headquar-
ters, the services’ Program Executive Officers, and officials from the
services’ program offices.

To get specific examples showing the problems that occur in the acquisi-
tion process, we reviewed our reports, the reports of other audit organi-
zations, congressional reports, and other publications from various
groups such as the Center for Strategic and International Studies, the
Packard Commission, and the Volcker Commission.

Our work was performed between August 1988 and December 1989 in
accordance with generally accepted government auditing standards.
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Chapter 2

Strong Leadership Is Needed to Sustain a Team
Effort to Resolve DOD’s Acquisition Problems

Elements Needed for
an Effective Team
Approach

The problems in DOD’s acquisition process for major weapon systems are
not new. In our opinion, strong poD leadership is needed to sustain the
long-term effort needed to solve these problems. 0SD needs to take a
strong leadership position to break down poD’s cultural barriers and to
encourage the services to work with 0sD in a team effort to implement
acquisition reform.

There are three elements necessary for establishing an effective team
approach for solving DOD’s acquisition problems. These elements are
support from the Secretary of Defense, knowledgeable people, and a
mirrored organization.

Support From the
Secretary of Defense

Secretary’s Support Helps
Programs Succeed

The need for leadership from the Secretary and for strong support for
0SD by the Secretary has been recognized for a long time. In 1976 we
reported that managing poD’s billion-dollar programs requires strong
central policy direction and executive control by the Secretary. Key
decisions should be subject to close scrutiny to preclude loss of control
by 0sD.

The experts we spoke with said that 0SD needs strong support from the
Secretary so that the services will work with 0SD to address issues. Some
said the service acquisition hierarchy can employ delaying tactics so
that policies they disagree with are not implemented during the 0sD
political appointee’s term in office. We were told that the Carlucci Initia-
tives were weakened by this waiting game.

Support from the Secretary is critical to an effective acquisition process.
The Secretary needs to support strong and aggressive oversight of
acquisition policies and programs by the 0sD staff. Support from the Sec-
retary is necessary to convince the services to work with 0sD as a team
to address issues before they become problems.

We have issued a number of reports that identified the Secretary’s sup-
port as the key factor in the success or failure of a program. DOD’s
response to the over pricing of spare parts in the early 1980s is an
example showing the benefits of clear, strong support for reform
efforts. At the direction of the then Secretary of Defense, each service
and the Defense Logistics Agency initiated programs to address the

! Highlights of a Report on Staffing and Organization of Top-Management Headquarters in the Depart-
ment of Defense (GAO/FPCD-76-35A, Apr. 26, 1976).
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Strong Leadership Is Needed to Sustain a
Team Effort to Resolve DOD's
Acquisition Problems

problem. In 1983, he called for refunds, debarring or suspending con-
tractors, and use of alternative sources—even from other countries—to
eliminate over pricing. He ordered the Inspector General to intensify
audit activity, required the Deputy Secretary of Defense to monitor
ongoing progress, and named a Deputy Assistant Secretary for Spares
Program Management to develop, among other tasks, a strategy for a
continuing focus on spare parts reform.

We reported? on these initiatives in 1987, and although we found prob-
lems, evidence showed that the initiatives were being implemented and
the situation was improving. We credited part of the success to the
attention given to the problem by top boD officials, including the
Secretary.

While the Secretary’s support does not guarantee complete success, we
have reported on the difficulty some managers experienced because
they lacked clear support. For example, interoperability among com-
mand, control, and communication systems of the services has been a
long-standing objective. Our report? on DOD’s efforts to achieve inter-
operability states that one of the major causes of these problems has
been the absence of an effective central enforcement authority and that
the Secretary had not exercised the authority to perform that function.

Knowledgeable People

The cost and complexity of weapon systems and the effect of acquisition
on DOD’s budget and the defense industry require knowledgeable people
in the acquisition process. Professionalizing and retaining the acquisi-
tion work force are critical. In our opinion, pob needs knowledgeable
people at the political appointment level and throughout the acquisition
work force. The experts interviewed supported the idea that highly
qualified, technically competent people working together is a key factor
in an effective and efficient acquisition process. Qualified personnel are
particularly important at the program managerment level because of the
technological complexity of the weapon system development programs
they oversee and the effect of acquisition on DOD’s resources and on the

ZProcurement: Spare Parts Initiatives Air Force Implementation (GAO/NSIAD-87-28, Feb. 13, 1987),
Procurement: Defense Logistics Agency Implementation of the Spare Parts Initiatives (GAO/NSIAD-
87-143, June 1, 1987), Procurement: Army Implementation of the Spare Parts Initiatives (GAO/
NSIAD-87-148, June 8, 1987), and Procurement: Navy Implementation of the Spare Parts Initiatives
(GAO/NSIAD-87-149, June 1, 1987).

nteroperability: DOD’s Efforts to Achieve Interoperability Among C3 Systems (GAO/NSIAD-
87-124, Apr. 27, 1987).
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Strong Leadership Is Needed to Sustain a
Team Effort to Resolve DOD’s
Acquisition Problems

Studies Conclude That the

va v

Political Appointment System
Needs Improvement

Restrictions Affecting Political
Appointment

defense industry. However, the ability to attract and retain highly quali-
fied people at all levels of the acquisition process is constrained by prob-
lems with the appointment system, restrictions regarding divestiture
and post employment, and salary levels.

The presidential appointment system hag heen criticized and found to
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need improvement. During 1984 and 1985, the National Academy of
Public Administration evaluated the appointment system and reported*
that the system did not work as well as it should or could and that its
adequacy in meeting the executive staffing needs of the agencies and
departments of the federal government was seriously in doubt. Its
report stated that recruiters for recent presidents often had to go to
their second and third choices before they could find someone willing to
accept an appointment. The Academy made 23 recommendations con-
cerning selection and recruitment, financial disclosure and conflict of
interest, confirmation, orientation, working environment, and the
number of positions,

Other studies, such as the Packard Commission, have evaluated person-
nel issues associated with the acquisition process and agreed with the
Academy. The Packard Commission® noted that significant improve-
ments in the appointment system should be made to improve DOD’s abil-
ity to attract and retain highly qualified people for the acquisition
process. The National Commission on the Public Service (the Volcker
Commission)® recommended that the White House Office of Presidential
Personnel develop qualification statements for all positions and make
appointments based on those merits.

Divestiture of personal holdings to satisfy conflict of interest laws is
considered a sound and necessary practice. However, recognizing the
tax liability on the capital gains resulting from that divestiture can place
a large financial burden on an appointee. The Academy recommended
postponement of capital gains liabilities as one way to address this
problem.

*Leadership in Jeopardy: The Fraying of the Presidential Appointments System, National Academy of
Public Administration, November 1985.

5A Quest for Excellence - Final Report to the President, by the President’s Blue Ribbon Commission on
Defense Management, June 1986.

Leadership for America - Rebuilding the Public Service, the Report of the National Commission on
the Public Service, 1989.
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Strong Leadership Is Needed to Sustain a
Team Effort to Resolve DOD’s
Acquisition Problems

Compensation Is a Major Problem
for DOD Appointees and Career
Service

Improving Key Acquisition Work
Force Personnel

Post-government employment restrictions are considered necessary but
were often mentioned as a problem for potential appointees. Ever
expanding limitations on post-government employment are believed to
be a real deterrent to attracting highly qualified individuals to govern-
ment service.

Salary differentials between the public and private sectors are consid-
ered a problem for both appointees and civil service people. According
to the 0sD Goldwater-Nichols study,” the government executive compen-
sation structure is substantially below that of private industry, particu-
larly for presidential appointees, and the problem is becoming more
severe. According to the 0sD study team, many top level 0SD executives
must accept substantial financial sacrifices in order to enter and remain
in government service. The study points out that the average tenure for
an appointee is 24 months and recommends a longevity bonus system
that would reward long-term service.

It was also generally felt that the civil service pay rates are not compar-
able to industry, which makes it difficult for pop to compete for and
retain employees. The Volcker Commission report points out that pop is
losing its top procurement specialists to contractors who can pay much
more. For example, in the contracting area there is a concern that pob is
losing its good contract negotiators to industry. We were told that sharp
contract negotiators, with 3 to b years experience, can double their sala-
ries by going to industry. The recent salary increase for high level gov-
ernment officials may alleviate this problem to some degree, but the
raise will not resolve problems at the lower grade levels.

Our work has shown a need to better prepare key acquisition personnel
such as program managers and contracting officers. Our 1986 report? on
strengthening the capabilities of acquisition personnel points out three
weaknesses in the career preparation of these people. First, recently
appointed program managers lacked substantial program office and
other diversified acquisition experience, as well as specialized train-
ing—stressed by a tri-service panel of top program managers. Second,
existing military service career programs had various limitations (e.g.,
programs did not identify the types of acquisition experience desired or

"Management Study of the Office of the Secretary of Defense, Deputy Assistant Secretary of Defense
(Administration) Directorate for Organizational and Management Planning, October 1987.

8DOD Acquisition: Strengthening Capabilities of Key Personnel in Systems Acquisition (GAO/
NSTAD-86-45, May 12, 1986).
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Team Effort to Resolve DOD's
Acquisition Problems

permit enough time to obtain and use acquisition experience) and civil-
ians were given few opportunities to be program managers. Third, little
emphasis was placed on providing contracting officers with specialized
experience. We made a number of recommendations addressing these
weaknesses, and DOD concurred with or generally agreed with most of
them.

Other studies confirmed the need to strengthen the capability of pro-
gram managers and contracting officers. The Packard Commission
observed that DOD’s acquisition work force was undertrained, underpaid,
and inexperienced when compared to their private industry counter-
parts. In 1988, the Center for Strategic and International Studies
reported that it was urgent that measures to advance the professional-
ism of uniformed and civilian personnel working in the acquisition sys-
tem—such as modification of conflict of interest laws and divestiture
rules, specialized career paths for military personnel weighing careers in
program management, and reversal of the downward pressure on sala-
ries for civil servants—be implemented.

Mirrored Organization

08D and the services have many offices that have a role in developing
policies, approving programs, monitoring implementation, and assessing
the results of the acquisition process. It is important that these offices
work together as a team to solve common problems in these areas. An
organizational concept that pob has used in the past for this purpose is
mirroring. The basis of this concept is that the structure of the 0sb and
offices of service secretaries should be similar for major functions so
that the people responsible for the same functions at the different orga-
nizational levels can more easily work together to address common
issues before they become major problems.

Our concern is that the changes DOD made to its mirrored organization
have contributed to its acquisition control problems. When the Comp-
troller General testified before the Senate Committee on Armed Services,
he stated that the military departments, in organizing differently, had
given up a very strong organizational structure—one that is mirrored.
The Comptroller General’s opinion of mirroring is supported, for the
higher levels of the acquisition process, by the Packard Commission,
which saw the benefits of functional mirroring and recommended that
the role of the services’ Acquisition Executives mirror that of the
Defense Acquisition Executive.
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Strong Leadership Is Needed to Sustain a
Team Effort to Resolve DOD'’s
Acquisition Problems

Mirrored Acquisition
Organization Proposed but Not
Implemented

The experts we spoke with had mixed opinions on this point. Some
believed that the mirroring concept would be beneficial. It had worked
in the past, providing “functional stovepipes” that carried the func-
tional area down through the organization and, if reestablished, could
provide one focal point in each service for information, policy decisions,
and financial data pertaining to a functional area. Others believed the
key point was knowing their counterpart in the other organizations,
rather than the structure of the organizations.

The Packard Commission, and subsequent legislation and implementing
directives, proposed a streamlined organization for weapon systems
acquisition management. The Commission recommended a new Under
Secretary who would have full-time responsibility for managing the
defense acquisition system. The Commission also recommended that
each service establish a comparable senior position that would work
under the policy guidance of the new Under Secretary for Acquisition.
The role of the service’s Acquisition Executive would mirror that of the
Defense Acquisition Executive.

The.Goldwater-Nichols DOD Reorganization Act of 1986 complemented
the Commission’s recommendations and required the services to reor-
ganize their headquarters acquisition management structures. In our
report® on the military departments’ response to the act, we pointed out
each service organized its acquisition functions differently. The differ-
ent approaches reflect varying interpretations of what an acquisition
activity is and different attitudes toward the role of career civilians. The
Army integrated the functions and staff from the former secretariat and
Army staff acquisition organizations into a new office headed by the
Under Secretary of the Army. The Air Force assigned certain acquisition
functions to the assistant secretary for readiness support rather than
the secretariat acquisition organization, which we concluded in our June
1989 report did not comply with the requirements of the act to create a
single office or entity within the secretariat. We also concluded that the
Navy'’s reorganized structure did not consolidate acquisition authority
into one office or entity because it assigned acquisition responsibilities
to the under secretary and the two assistant secretaries. In our view, the
act does not authorize more than one office in the civilian secretariat to
participate in the acquisition function.

9 Acquisition Reform: Military Departments’ Response to the Reorganization Act (GAQ/
NSIAD-89-70, June 1, 1989).
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Indications of Progress in These
Areas

Past Attempts at
Reform Have Waned

The Secretary’s report to the President and our discussions with pop
officials indicate that efforts are underway to address the areas of a
mirrored organization structure and improving teamwork.

The current Secretary’s report recognizes that the military departments
have taken different approaches to implementing the Commission’s con-
cept and have had varying degrees of success. The report states that
none has fully met the Commission’s purposes and that a review of their
efforts to date indicates a need for revising their acquisition organiza-
tions. According to the report, a single civilian official, at the assistant
secretary level within each military department, will be designated the
Service Acquisition Executive. The acquisition executive will have full-
time responsibility for all service acquisition functions and will manage
all major acquisition programs through Program Executive Officers.
Each of these officers will devote full-time attention to management of
assigned programs and related technical support resources and will be
relieved of other responsibilities. This would establish a mirrored acqui-
sition management structure in the services.

The previous USD(A) encouraged a team approach to problem solving.
This UsD(A) told us that he believed in consensus building and that all the
players should be involved as a team to provide the best solutions to
program management problems. The USD(a) established regular weekly
meetings of the three Service Acquisition Executives to discuss acquisi-
tion issues. These executives told us they considered the weekly meet-
ings very helpful in fostering teamwork and believed the meetings
provided an opportunity to discuss acquisition issues from the individ-
ual services that may affect all of pDoD. Issues discussed included the use
of best-and-final offers, advocacy in program management, and the
authority of the DAB.

DOD's past attempts at reform were met with initial enthusiasm, but,
once the enthusiasm waned, the reform efforts lost their momentum.
Two examples of reform efforts that have waned are the Defense Acqui-
sition Improvement Program and the President’s Blue Ribbon Commis-
sion on Defense Management Reforms. In our opinion, the easier issues
are addressed first—during the time of the initial enthusiasm. When the
reform efforts wane, the more difficult issues are left undone. Strong
0sD leadership, support, and teamwork are needed to sustain these
reform efforts and resolve the difficult issues.
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Defense Acquisition
Improvement Program
(Carlucci Initiatives)

The Defense Acquisition Improvement Program was instituted in 1981.
It consisted of 32 initiatives to address long-standing problems with
major weapon systems acquisition, including significant cost overruns
and schedule slippages. Although DOD took a number of actions to imple-
ment the initiatives, the results were not as great as what was expected.
Our September 1986 report!® stated that most program managers in both
government and private industry reported that the improvement pro-
gram had made little or no difference in the acquisition process. Our
July 1986 report!! concluded that the initial sense of commitment to the
improvement program had dissipated. A strong DOD commitment was
particularly crucial to achieving results because the problems addressed
were long-standing and not amenable to ready solutions. We found that
DOD had not carried through with its action plans on most of the initia-
tives and was not monitoring actions to ensure that results were
achieved.

In October 1988, the Deputy Secretary of Defense wrote us a letter
describing the actions DOD had taken to implement the initiatives. The
letter stated poD’s belief that implementation efforts had been substan-
tial and the positive effects of these efforts in such areas as program
stability, multiyear procurements, and realistic budgeting had been
significant.

However, we believe that other factors contributed to the program sta-
bility poD achieved during the 1980s. That stability resulted, in part,
because the doubling of DOD’s budget provided the environment for more
realistic cost estimates and allowed reserves for unexpected contingen-
cies. However, those realistic estimates and stable programs were tem-
porary. We testified'? on May 10, 1989, that the planned budget
requirements in the Five-Year Defense Plan for 1986-1990 exceeded the
funds budgeted for those years by $555 billion. We pointed out that
DOD’s fiscal years 1988 and 1990 5-year spending plans were reduced by
$311 billion. This was achieved, in part, by terminating, reducing, delay-
ing, and stretching out weapons procurements. We also testified that the
budget figures in the Five-Year Defense Plan faced further reductions of
about $150 billion if the projected funding growth, inflation, and other

10 Acquisition: DOD’s Acquisition Improvement Program—Program Managers’ Views (GAO/
NSTAD-86-193FS, Sept. 30, 1986).

1 Acquisition: DOD’s Defense Acquisition Improvement Program: A Status Report (GAO/
NSTAD-86-148, July 23, 1986).

12Status of Defense Forces and Five-Year Defense Planning and Funding Implications (GAO/T-
NSTAD-89-29, May 10, 1989).
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assumptions were not realized. Such reductions would cause DOD to
again face the tough decision of reducing the number of weapons pro-
grams or allowing program stretchouts, causing instability to once again
become a major issue.

The President’s Blue
Ribbon Commission on
Defense Management
(Packard Commission)
Reforms

Problems similar to those in DOD’s approach to the Carlucci Initiatives
are also seen in the approach DoOD is taking to the Packard Commission
recommendations. DOD has made administrative changes to the acquisi-
tion process—such as establishing the Service Acquisition Executives
and Program Executive Officers—but these changes may not be
substantive,.

For example, one of the Packard Commission’s major recommendations
was to reduce the number of administrative layers by streamlining the
acquisition system. In our report'® on this recommendation, we point out
that the Commission recommended that each military service establish a
three-tier acquisition management system consisting of the Service
Acquisition Executive, the Program Executive Officers, and program
managers. When they established their three-tier acquisition systems,
the services created an acquisition reporting chain in addition to the
existing command chain. Some of the officials in the new acquisition
chain lacked the authority and control of resources needed to make and
implement the full range of acquisition management decisions. Control
of these resources remained with the existing command chains. We
believe that none of the services’ approaches are fully consistent with
the intent of the Commission’s streamlining recommendation nor do they
fully achieve the Commission’s streamlining objective.

Former High Level DOD
Acquisition Officials Not
Satisfied With DOD’s
Efforts to Reform the
Acquisition Process

On September 22, 1987, the first UsD(A) stated before the House Commit-
tee on Armed Services that he did not believe that anyone in 0SD or the
services disagreed with the objectives of the Packard Commission’s rec-
ommendations; however, he believed there was disagreement on how to
interpret and carry the recommendations out, especially if they
impinged on the existing order. He further stated that many in 0SD and
the services preferred to adopt a business as usual approach with no
change or with only modest adjustments to the present proven method
of doing business. He felt this resulted in resistance to changing the
organizations or the functions being performed as acquisition activities.

13 Acquisition Reform: DOD's Efforts to Streamline Its Acquisition System and Reduce Personnel
(GAO/NSTAD-90-21, Nov. 1, 1989).
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He also said he had expected disagreements and some resistance to
change but not to the degree that was experienced.

A former Under Secretary of Defense for Research and Engineering tes-
tified at the same hearings and also expressed concern over the lack of
substantive change. He stated that the whole series of recommendations
that had been made in the acquisition reform area, in his judgment, had
been followed in form but not in substance, and as a result, no discern-
able improvement had occurred in defense acquisition.
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Information is vitally important to the oversight function and for
decision-making. A free flow of information, both up and down the
organization, is essential to ensure that management oversight is effec-
tive and that a system of controls is in place and working. It is linked
closely to the specific internal control standard regarding documentation
that requires written evidence of all pertinent aspects of all significant
events of an agency and that the documentation be available, as well as
easily accessible, for examination.

Past audits and our discussions with officials disclosed problems with
the free flow of information pertaining to major weapon systems acqui-
sition. The information has not flowed freely, it has tended to be opti-
mistic, and the effectiveness of DOD’s major information systems has
been mixed. These problems can have significant adverse effects on the
defense acquisition process—decision-making is extremely difficult and
oversight is weakened. ‘

Experts told us the information flow between 0sD and the services was
not adequate. They said that it was not unusual for career military and
civilian officials within the acquisition process to give limited support to
the UsD(A) and that those officials used their knowledge of the process to
create blocks in information channels. They cited the first usp(ay's
attempt to establish an information base and the successful resistance of
the services to this information system as an example of this problem.

osD staff told us that the services did not always respond to requests for
detailed information or for more consideration of other program alterna-
tives. Some 08D officials were concerned that the information they got
on developmental testing was filtered and inadequate for meaningful
assessments. On the other hand, the service acquisition staffs believe
that 0sD’s requests for detailed information or “raw” test data showed
that 0sD was getting involved with day-to-day management matters. The
service staffs told us that osD did not have the resources or the capabil-
ity to handle all the information available to the program manager.

Staff in the program offices we spoke to were opposed to an on-line,
real-time information system, such as the one proposed by the first
USD(A). They said they are willing to provide 0sD with the necessary
information, but they believe allowing 0SD such access through a real-
time system would result in micromanagement and would raise more
questions than it would answer. 0Sb staff said the services did not refuse
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information requests outright. They said the services delayed the infor-
mation by playing a waiting game or by demanding that osD be very
specific in what it asked for. This was confirmed by the experts we
interviewed, The service representatives we spoke to indicated that osp
should be specific in its requests.

We believe 0sD is, by the nature of its oversight function, entitled to
whatever information it requests. However, to address the concerns of
the services, the 0sD staff and the services should work together to
develop systemic information that would allow effective oversight but
would minimize the reporting burden on ail concerned.

The experts interviewed and our past reports indicate that program
managers and contractors tend to be optimistic in their reporting and do
not promptly disclose problems. We have issued a number of reports on
the Advanced Medium Range Air-to-Air Missile (AMRAAM), which high-
light this situation. This program’s missed milestones and cost increases
were related to understated estimates of risks, schedule, and costs by
both the Air Force and contractors. We noted in one report' that a for-
mer AMRAAM program manager stated that the contractor gave a positive
picture of the missile’s development status, which was conveyed up the
chain of command. It was not until a number of months later that the
program manager learned that the positive picture was inaccurate. We
were told that this was due to the difficulty of obtaining current and
accurate information from the contractor.

Some of the outside experts we interviewed believe that program mana-
gers tend to be optimistic in their reporting. They feel that program
managers are program advocates—their job is to make sure their pro-
grams are successful and it is not in their best interest to surface
problems.

The limitations of the formal information reporting systems have caused
people to develop informal reporting channels in which they rely on
their personal relationships to get the data they need. Officials told us
that this is the best method of obtaining raw data. Program office offi-
cials also acknowledged the existence of informal channels of communi-
cation, particularly on the part of contractors. They said that

!'Missile Procurement: AMRAAM Cost Growth and Schedule Delays (GAQ/NSIAD-87-78, Mar. 10,
1987).
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contractors frequently knew of decisions made in Washington before the
program offices did.

Although informal channels may have some value, they should not be a
substitute for formal systems. The information may be timed to put the
provider in the best light, and there is no assurance that the information
is accurate. Informal channels generally do not provide a documented
record of the basis and justification for public decisions, which is neces-
sary if those decisions need to be reviewed or evaluated.

A former USD(A) told us that the information received had improved.
When this usD(a) first assumed the position, the services’ program sum-
maries were optimistic and few, if any, problems were reported. Later,
however, the UsD(A) believed the services began to report more realistic
program status and to emphasize early reporting of problems. One way
the USD(A) and the Service Acquisition Executives tried to reduce over-
optimism was to take program advocacy out of the system. They worked
to make it clear to program managers that they should be managers, not
advocates, of the programs.

DOD’s information problems, however, may not be totally resolved.
Apparently, information is still not forthcoming from the services. For
example, the Secretary of Defense has expressed concern about not
being able to get precise cost data on the B2 bomber program, which has
been criticized for its high cost. If the B2 program is severely curtailed
because of cost, it could become even more difficult to get realistic esti-
mates from program managers, and the tendency to be optimistic in pro-
gram reporting or to withhold information may be reinforced. We
believe accurate reporting will continue to be a problem for 0SD, particu-
larly in a time of tighter funding constraints when the services’
resources are threatened by budget cuts.
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Internal Control
System Requirements

Establishing and maintaining an effective internal control system is an
important management responsibility. Good internal controls are essen-
tial for properly handling government business and ensuring full
accountability for the public’s resources. DOD has established a detailed
internal control system and many regulations, directives, and instruc-
tions place checks and balances on DOD’s acquisition system. We found,
however, that DOD has a problem ensuring compliance with its internal
control system.

An effective internal control system consists of the checks, balances,
and review groups established to ensure that program objectives are
achieved. It also includes the willingness of an organization to comply
with those controls. That willingness to comply should be encouraged or
imposed by management, but it is this factor that is missing at DoD.

The ultimate responsibility for good internal controls rests with manage-
ment. In our ‘‘Standards for Internal Controls in the Federal Govern-
ment,” we point out that internal controls are an integral part of each
system that management uses to regulate and guide its operations. In
this sense, internal controls are management controls. The House Com-
mittee on Government Operations also pointed out in an August 1984
report (House Report 98-937) that the terms “internal controls” and
‘“management controls’” are synonymous. Internal controls are inherent
in the management function.

We have established standards for internal controls, two of which per-
tain to management’s commitment to a control system. Specific Standard
No. b addresses supervision and states “qualified and continuous super-
vision is to be provided to ensure that internal control objectives are
achieved.” General Standard No. 2 addresses supportive attitude and
states “managers and employees are to maintain and demonstrate a pos-
itive and supportive attitude toward internal controls at all times.”

Our prior reports, however, show that DOD management, at various
levels, has not been committed to internal controls. This report contains
a number of examples showing DOD’s decisions not to comply with or
implement management controls. We believe that used properly, these
controls alert managers to problems in time to correct them at an early
stage. But when the controls become merely paperwork exercises and
when managers fail to insist upon their proper use and implementation,
their usefulness is severely diminished.
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In examining internal controls in the acquisition process, we looked at

the controls over the defense acquisition process as a whole and
the controls over contracting activities within the acquisition process.

Overall Acquisition
Process Controls

Service Regulations Complement
Overall Controls

With regard to the overall process, DOD Directive 5000.1 and DOD Instruc-
tion 5000.2 are the primary documents that establish an internal control
system for the defense acquisition process. These documents define the
acquisition process and the managerial policies and procedures that sup-
port and enable it to operate. For example, they define the role of the
people that control or manage the process, from the UsD(A) to the pro-
gram manager. They also define procedures for weapon systems man-
agement through the acquisition process, from program initiation,
through production, and on to system upgrade or replacement. As pro-
grams move through the acquisition process, they are subject to numer-
ous studies, analyses, and reviews that are intended to eliminate or
minimize risks and to ensure they are technically sound, cost effective,
and produced on schedule.

Other directives define independent review activities. DoD Directive
5000.3, for example, establishes policy and guidance for testing and
evaluating weapon systems, provides guidance for preparing and sub-
mitting a Test and Evaluation Master Plan and test reports, and outlines
the responsibilities of the Director of Operational Test and Evaluation
(OT&E). OT&E is a major independent control mechanism and an essential
part of the acquisition process. Test and evaluation results are espe-
cially critical for the milestone III decision. Before a program can
advance beyond low-rate initial production, the DOT&E must report to the
Congress and the Secretary of Defense that the OT&E performed on the
weapon system was adequate and that the results confirmed that the
items were effective.

Each of the services structures its acquisition process based on the guid-
ance in DOD directives and instructions. The service and its subordinate
organizations issue regulations and instructions that amplify DOD proce-
dures to implement the internal acquisition procedures essential to their
operations. The Navy acquisition process shows how the defense acqui-
sition process works and demonstrates how extensive the review pro-
cess is. While we use the Navy for our illustration, we found that the
Army and the Air Force have similar reviews.
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The Navy separates its acquisition programs into four acquisition cate-
gories, which determines the level of the program review authority and
the review procedures. The reviews occur at key acquisition milestone
decision points. Within the Navy, major systems usually go through the
following primary acquisition review forums.

The Acquisition Review Board reviews take place at the command level,
the Naval Air Systems Command, for example. Programs are compre-
hensively appraised to ensure that they are technically, financially,
logistically, and administratively sound, and a determination that the
program is executable is made before programs pass to the next review
level.

The Program Decision Meetings take place at different organizational
levels depending upon the acquisition category of the program. For
example, Acquisition Category IIS programs are those where the meet-
ings take place at the Secretary of the Navy level. At the meeting, pro-
gram progress is reviewed and consideration is given to proceeding to
the next acquisition event or phase.

The DAB is the highest review forum and takes place at the 0sD level. The
program is examined, and issues regarding the program are identified
and discussed. The recommendations of the DAB are presented to the Sec-
retary of Defense by the Defense Acquisition Executive.

pOD Instruction 5000.2 requires the services to prepare certain docu-
ments for each acquisition milestone review. The following are some of
these documents:

A Mission Need Statement that describes the need for a new major
weapon system. The document is used to support a service’s initial
request for funds.

A Decision Coordinating Paper that summarizes the results of the con-
cept demonstration and validation phase. The paper identifies program
alternatives and establishes program cost, schedule, and operational
effectiveness thresholds.

A Cost and Operational Effectiveness Analysis that is used for the first
two milestone phases. The report assesses program operational and cost
effectiveness against mission areas.

A System Concept Paper that summarizes the results of the concept
exploration and definition phase and that describes the acquisition
strategy. The paper includes the thresholds and goals to be met for the
next milestone review.

An Acquisition Plan that addresses all the technical, business manage-
ment, and other significant considerations that will control a program,
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« A Test and Evaluation Master Plan that defines objectives, critical
issues, system characteristics, responsibilities, resources, and schedules
for test and evaluation.

Defense Contracting In addition to the overall acquisition process controls, controls over the

Controls contracting process are included in the Federal Acquisition Regulations
(FAR). The FAR provides uniform policies and procedures that govern the
procurement and contracting operations of all federal agencies. The boOD
FAR Supplement implements and supplements the FAR for DOD con-
tracting. This supplement is, in turn, augmented by service regulations.

The services conduct reviews to assure that the required controls are
implemented effectively. The Navy, for example, reviews program
acquisition plans, justification and approvals for sole-source procure-
ments, pre- and post-negotiation business clearances, and procurement
management. Business clearance reviews are a check to ensure (1) a pro-
posed contract action conforms to good business practices and to Navy
acquisition policies and (2) the established price is fair and reasonable
and justified by written evidence. The Office of the Assistant Secretary
of the Navy (Shipbuilding and Logistics) is responsible for conducting
business clearances for all programs that exceed the business clearance
authority threshold of the Navy’s systems commands. About every 3
years, procurement management review teams from the Contracts and
Business Management Directorate of the Office of the Assistant Secre-
tary of the Navy (Shipbuilding and Logistics) evaluate designated con-
tracting activities for compliance with regulations, efficiency, and
effectiveness. The Army and the Air Force have similar reviews.

In addition, numerous audit groups review the procurement and con-
tracting activities of the services. The service audit agencies and offices
of Inspector General review the efficiency and effectiveness of the con-
tracting activities. The Defense Contract Audit Agency audits defense
contracts, and it provides accounting and financial advice on proposed
and existing contracts and subcontracts to boD procurement and con-
tract administration personnel. The results of these audits are used to
negotiate contract prices and to administer and settle contracts.

Officials Believe the DOD acquisition officials we interviewed indicated that an adequate

Number of Controls Is number of controls were in place over both the overall acquisition pro-

Adequate cess and the contracting process. Some of the officials also believe that
q the numerous controls may adversely affect the acquisition process by
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Adherence to Controls
Should Be
Strengthened

increasing the time it takes to award contracts. One procurement mana-
ger stated that it is extremely difficult to keep up with all the controls,
especially when the laws and regulations are frequently modified. The
procurement manager noted that his contracting officers must comply
with over 240 laws and regulations. |

The Army’s Communications and Electronics Command has reduced the
burden of dealing with the large number of procurement laws and regu-
lations by establishing the position of solicitation ombudsman. The
ombudsman, among other duties, evaluates individual procurement
actions to determine if the Army should waive certain procurement
requirements when such action will clearly save the government time
and money.

We and other audit agencies have issued a number of reports that
demonstrate DOD’s need to strengthen its adherence to the internal con-
trols governing the acquisition and contracting processes. The following
sections are examples, taken from those reports, that show that pop did
not always comply with the checks and balances in its internal control
system.

Required Analyses Not
Done

One of the primary considerations at milestone V (the major upgrade or
system replacement decision) is the potential need for modifications and
upgrades to meet changes in the threat through increased system capa-
bilities. The significant decision is whether the deficiencies are so criti-
cal that major modifications, retirement, or a new start are warranted.

Our report! on the A-7 aircraft upgrade program—the A-7 PLUS—
stated that the Air Force had not identified the specific operational
requirements the upgrade had to meet, even though the Air Force had
already contracted for two prototypes to study the engineering feasibil-
ity of changes. The contract for the prototypes required performance
capabilities that, in effect, were no better than those of the existing A-7.
The criterion that the contractor had to meet was that the upgrade
would not degrade the existing A-7’s performance. The Air Force had
not evaluated the aircraft’s mission effectiveness or interdiction require-
ments. The Air Force explained that it had not done so because (1) it did
not have the operational requirements when the decision was made,

IClose Air Support: U pgraded A-7 Aircraft’s Mission Effectiveness and Total Cost Unknown (GAO/
NSIAD-88-210, Sept. 2, 1988).
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(2) it did not have the resources for an evaluation, and (3) it believed
the evaluation was not needed because the upgrade would probably
meet most requirements. We recommended that the Secretary of the Air
Force evaluate the A-7 PLUS’ mission effectiveness against the latest
scenarios and related mission requirements. We pointed out that the
results of the evaluations could be used to assess the aircraft’s cost
effectiveness in performing the close air support and battlefield air
interdiction missions, as required by Public Law 100-180. pob concurred
and stated that the Air Force would perform the evaluation.

poD Instruction 5000.2 states that program alternative trade-offs,
including trade-offs of the need for new development programs versus
buying or adapting existing systems, should be primary considerations
in the milestone I decision (concept demonstration/validation). Our
report? on the Air Force's C-27 tactical airlift proposal pointed out that
program alternative trade-offs had not been adequately considered
when planning for a new airlift system. Our analysis showed that the
transfer of additional C-130s and helicopters to the U.S. Southern Com-
mand and some reduction of the Military Airlift Command’s peacetime
restriction on the use of C-130s could have substituted for a new airlift
system. On February 18, 1988, the Secretary of Defense announced that
the C-27 program had been terminated because mission requirements
could be satisfied through the use of existing resources.

Current and Complete
Information Not Provided

A 1987 Air Force Audit Agency report? stated that information needed
to support milestone decisions was not current and complete for eight of
nine systems reviewed; yet, these systems were approved for the next
acquisition phase. Specifically, on three systems, testing was not per-
formed or not completed sufficiently before the systems were permitted
to proceed to the next acquisition milestone phase. Two of these systems
(Aerial Gunnery Target Sets and Multiple Receivers) later experienced
problems after entering production. In addition, on eight systems, the
program management plans, the integrated logistics support plans, or
the Test and Evaluation Master Plans were either not prepared or not
updated to reflect program changes. On one system, the cost estimate
was not updated to reflect actual program plans,

“Tactical Airlift: Observations Concerning the Air Force’s C-27 Proposal (GAO/NSIAD-88-124,
Apr. 29, 1988).

3DOD-Wide Audit, In-Process Reviews for Non-Major Systems (AFAA Project 6066412, Apr. 17,
1987).
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A July 1987 report* by the poD Inspector General summarized the
Inspector General’s findings regarding the effectiveness of the Defense
Systems Acquisition Review Council (now the pDaB). That report stated
that “the recommendations contained in our three prior summary
reports remain valid and unaccomplished.” Those reports summarized
the Inspector General’s findings on specific weapon system reviews by
the Review Council and included such recommendations as

+ enforce the pop 5000 series instructions for timely submission of com-
plete and accurate review council program documentation,

» ensure that the services are adequately funding approved programs,

» require the services to provide written justifications for implementing
accelerated acquisition strategies, and

« direct the services to implement the provisions and intent of pob Direc-
tive 5000.1 and poD Instruction 5000.2 for fully documenting the justifi- *
cation for major system new start.

The July 1987 report was discussed in the‘September 28, 1988, testi-
mony of the Inspector General before the Senate Committee on Armed
Services. The Inspector General said that: ‘

“Although improvements have been made, our reviews indicate that certain prob-
lems persist....We are finding a continued need for more rigorous enforcement of
existing acquisition policy and better implementation of the specific audit recom-
mendations made previously to improve the effectiveness of the decision making
process.”

Cost Effectiveness Not poD Instruction 5000.2 requires that cost and operational effectiveness

Evaluated analyses be provided to the DAB in support of milestones I and II. In our
June 1988 report’ on the acquisition of the Army’s Line-of-Sight For-
ward Heavy Air Defense System, we reported that in 1986 the Army
had initiated a cost and operational effectiveness analysis for the entire
Forward Area Air Defense System, of which the line-of-sight system is a
part, but had not completed the analysis. According to the study team
leader, the study focused on examining requirements rather than con-
ducting a true cost and operational effectiveness analysis because reli-
able cost data for the forward area system elements were not available,
preventing a cost-effectiveness comparison with alternative systems.

4Summary Report on the Audit of the Effectiveness of the Defense Systems Acquisition Review
v Council (DSARC) Process—FY 1986 (DOD/Inspector General Report No. 87-193, July 17, 1987).

SWeapon Systems: Acquisition of the Army’s Line-of-Sight Forward Heavy Air Defense System
(GAO/NSIAD-88-198, June 30, 1988).
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Our reportt on the Army’s Command and Control System Common Hard-
ware and Software acquisition program noted that the Army had not
made a full cost and operational effectiveness analysis. The Army stated
that making this analysis would delay the acquisition and that a full
analysis was not required because it believed the regulation only applied
to major systems acquisitions and that this program was not a major
system acquisition. However, the UsSD(A) designated that this was, in fact,
a major system acquisition and that applicable major system acquisition
guidance would be applied to it. We concluded that the required cost and
operational effectiveness analysis should be done for such major acqui-
sitions and that the potential size and risks of this program warranted
such an analysis.

OT&E Shortcomings

DOD testing groups sometimes fail to examine programs adequately,
point out deficiencies, or conduct testing in a timely manner. In 1985, we
reported’ that because significant portions of planned OT&E were only
partially completed on the five systems we reviewed, those systems
began production without having adequately demonstrated whether
performance requirements were met in a representative operational
environment. For example, at the time production began on the F/A-18
aircraft, it had not undergone critical aspects of planned Or&E that were
called for in the program schedule because of the system’s immature
development at that time, We pointed out that expensive retrofits were
required on F/A-18 production models to correct problems identified
during operational testing, which was performed after the production
decision was made. We also found that operational test results omitted
from or misrepresented in Congressional Data Sheets created misleading
impressions of a weapon system’s demonstrated performance
capabilities.

Several years later, we reported® that each of the official reports to the
Congress from DOT&E that we reviewed contained incomplete or inaccu-
rate statements. In addition, the majority of DOT&E’s favorable overall
assessments of testing adequacy, system effectiveness, and suitability
were not supported by the evidence. The omissions, inaccuracies, and

Battlefield Automation: Better Justification and Testing Needed for Common Computer Acquisition
(GAO/IMTEC-88-12, Dec. 31, 1987).

"Production of Some Major Weapon Systems Began With Only Limited Operational Test and Evalua-
tion Results (GAO/NSTAD-86-68, June 19, 1985).

8Weapons Testing: Quality of DOD Operational Testing and Reporting (GAO/PEMD-88-32BR,
July 26, 1988).
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overall assessments consistently resulted in a more favorable presenta-
tion to the Congress of test adequacy and system performance than war-
ranted by the facts. We concluded that for major, conventional systems
that reached the full production milestone by the end of fiscal year
1987, DOT&E’s dissemination of information to the Congress had not pro-
vided the complete and accurate picture of weapon system performance
that the Congress needed to make weapon funding decisions.

Our more recent work shows that Or&E is not always done on a timely
basis. Our May 1989 report? states that the Navy usually did not con-
duct or&E before decisions were made to begin full-scale development or
low-rate initial production of weapon systems as generally called for by
DoD policy. For that report we reviewed 19 Navy systems to determine
whether OT&E was conducted in support of early acquisition decisions.
This included 10 full-scale development decisions and 10 low-rate pro-
duction decisions. OT&E was not conducted before any of the 10 full-scale
development decisions and was conducted before only 3 of the 10 low-
rate initial production decisions. For three of the systems that had not
been operationally tested, the Navy’s Or&E force prepared operational
assessments to support initial production decisions. Two of these assess-
ments were so limited that the or&E force could not project the systems’
potential effectiveness or suitability.

Contracting Regulations
Not Followed

We have reported on DOD’s lack of adherence to important contracting
regulations or to internal controls over the contracting process. In one
report,” we noted that a substantial number of unpriced contracts had
not been definitized within the usual 180-day limit prescribed by DoOD
procurement regulations. We reported that DOD’s use of these contracts
reached its highest level ever in September 1985, with contracts valued
at about $28 billion. Many of the contracts remained undefinitized for
long periods of time. Among the contracts sampled in our study, 45 per-
cent of the value of unpriced contracts had not been definitized a year
or more after the contracts had been placed. We pointed out that delays
in pricing contracts place the government in an unfavorable negotiating
position, shift cost risk from the contractor to the government, and
reduce contractor incentive to control cost.

Navy Weapons Testing: Defense Policy on Early Operational Testing (GAO/NSIAD-89-98, May 8,
1989).

10Contract Pricing: DOD's Use of Unpriced Contracts (GAO/NSIAD-87-91, Apr. 30, 1987).
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In our report!! on selected federal agencies’ compliance with the Compe-
tition in Contracting Act, we reported on the resuits of a review of seven
procuring activities (five in DOD, one in the National Aeronautics and
Space Administration, and one in the Department of Energy). Our
review showed that the agencies’ procedures often provided less assur-
ance than the act intended with regard to allowing, whenever appropri-
ate, competition from all sources capable of meeting the government’s
needs. Also, compliance problems relating to written justifications for
other than full and open competition were widespread and needed to be
corrected.

Defective Pricing

A number of our reports on defective pricing stated that defense con-
tractors, on the contracts reviewed, did not comply with the Truth in
Negotiations Act, Public Law 87-653, as amended. For example, in our
report,'? we state that:

“The target price for contract modification PO0003 was overstated by $1,008,854,
including overhead and profit, because [the contractor] did not disclose accurate,
complete, and current material pricing information for seven material items.”

The 29 defective pricing reports we issued over the past 3 years all illus-
trate this compliance problem. The total dollar amount of the defective
pricing we reported exceeds $51 million.

The House Committee on Government Operations also studied defective
pricing and concluded in its October 1988 report' that:

“Overpriced noncompetitive contracts are substantial and wide spread, producing
millions of dollars in windfall profits to contractors at the American taxpayers’
expense. These excess profits result chiefly from contractors’ noncompliance with
the Truth in Negotiations Act and deficient cost estimating systems. Existing laws
and regulations are adequate to deal with these problems, but the Secretary of
Defense needs to be more aggressive in ensuring compliance and recovering unwar-
ranted gains when noncompliance is identified.”

" Procurement: Better Compliance With the Competition in Contracting Act Is Needed (GAO/
NSIAD-87-145, Aug. 26, 1987).

12Contract Pricing: GBU-15 Bomb Components Overpricing (GAQ/NSIAD-89-10, Nov. 2, 1988).

1Continuing Violations of the Truth in Negotiations Act and Estimating System Deficiencies Result in
Excess Contractor Profits —the Sixtieth Report by the Committee on Government Operations (House
Report 100-1026, Oct. 3, 1988).

Page 34 GAO/NSIAD-90-90 Elements for Effective Management



Chapter 4
Compliance With Internal Control Checks
and Balances Should Be Strengthened

Independent Cost
Estimates Need
Improvement

Conclusions

Another area showing the lack of compliance with controls is indepen-
dent cost estimating, an important check on the cost of weapon systems.
The Inspector General issued a report!4 in 1989 that stated the services’
independent cost estimates, for seven weapon systems sampled, omitted
over $13.3 billion of system life-cycle costs. The services’ buying com-
mands estimated the total life-cycle costs of the systems to be $70 bil-
lion. The Inspector General found that portions of independent cost
estimates included costs derived from the program office estimate and
that organizational influence affected two independent cost estimates. It
also found that independent cost estimates were not comprehensive and
did not comply with the DOD definition of life-cycle costs.

The acquisition system has many checks and balances in place. So many,
in fact, that some people felt that complying with all the administrative
requirements slowed down acquisition and wasted money. However, DOD
must strike a balance between a rigorous set of checks and balances and
the safety they provide, in terms of guaranteeing appropriate expendi-
ture of the public’s funds, and the costs of compliance, in terms of delay-
ing a program. We believe that in the public arena one should err on the
side of safety. To ensure that the government is satisfying the require-
ments of its position of public trust, compliance with a strong and com-
plete set of checks and balances is necessary.

14Report on the Audit of Independent Cost Estimating for Major Systems (DOD/Ispector General
Report No. 89-055, Feb. 24, 1989),
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Requirements

Two of the elements in an effective acquisition process relate to
affordability. They address DOD’s requirements process and the lack of a
strong link between the DAB weapon system decision process and the
DRB (now the DPRB) resource allocation process.

The experts we spoke with believed two aspects of DOD’s acquisition
requirements process needed improvement. The first concerns assessing
the need for a new weapon system to fill a gap or deficiency in the
Nation’s capabilities (the front-end requirement). The second addresses
establishing the performance specifications of a weapon system. The
experts were concerned that there are too many requirements for the
funds available and performance specifications are too demanding and
costly.

poD’s Defense Management Review included changes to the require-
ments approval process. The Joint Requirements and Oversight Council,
chaired by the Vice Chairman of the Joint Chiefs of Staff and comprised
of the Vice Chiefs of Staff of the services, is to review all new weapons
program starts. The Council reviews the validity of mission needs identi-
fied by the services, indicates a joint priority for meeting those needs,
and forwards an approved mission need statement to the USD(A).

Assessing the Need for
New Requirements

Unrealistic Force Goals

We spoke to experts who believe DOD is trying to buy more weapon sys-
tems than it can afford. Our past reports show that DOD’s requirements
process does not adequately consider fiscal constraints in setting force
goals, determining numbers of weapons to buy, and acquiring new sys-
tems. This leads to unrealistic overall force goals, unaffordable weapons
procurements, and duplicative weapon systems.

The Air Force’s 40-wing tactical aircraft plan provides an illustration of
the problem with unrealistic overall force goals. In 1987 we reported’
that the Air Force’s plan to modernize and expand its tactical fighter
force from 36 wings to 40 wings may not be affordable. The plan was
premised on continued real growth in defense spending. We pointed out
that budget trends and projections indicated that such continued
increases were not likely, that the tactical Air Force’s share of the Air
Force budget was not likely to increase, and that the tactical aircraft
programs would be competing with higher priority programs, such as

! Aircraft Procurement: Status and Cost of Air Force Fighter Procurement (GAO/NSIAD-87-121,
Apr. 14, 1987).
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Some programs establish quantities of weapons that may not be afforda-
ble within the budgeted funds. This problem is shown by the Army’s
LHX helicopter program. In 1986 we reported? that the projected availa-
ble funding would fall short of LHX requirements in 1997 and during
several other peak production years. In 1987 we reported? that in order
to buy 4,500 aircraft and replace the current fleet as quickly as possible,
the Army planned to procure as many as 480 LHX aircraft per year. In
those peak production years, the Army estimated the LHX program
could require up to $6 billion a year (in escalated dollars). During that
same period, many other Army systems would be competing for the lim-
ited amount of funds that would be available for programs funded from
the Army’s procurement appropriation. A preliminary Army analysis
showed that assuming no real growth annually in available funds, the
procurement account could be short over $100 billion cumulatively from
fiscal years 1987 through 2000. Peak LHX production, as planned,
would occur in the late 1990s. With such large funding shortages being
projected, it was likely the Army would either cancel or stretch out some
other weapon system programs if it was to buy the LHX at the planned
rate.

Our 1988 report! showed that the program has experienced the conse-
quences of the Army’s lack of consideration of affordability. June 1988
cost and quantity reductions reflected changes the Army made to
respond to the DAB’s conclusion that the LHX was “no longer a viable
program for affordability reasons.” The Army significantly scaled the
program back, most notably by deleting the utility version of the air-
craft and consequently reducing quantities from 4,292 to 2,096. How-
ever, affordability is still a problem. Our 1988 report noted that
program costs were still likely to increase. We reported that, according
to poD’s funding projections through the year 2006, there was not
enough procurement money available to produce the LHX at planned

“Weapon Systems: Issues Concerning the Army’s Light Helicopter Family Program (GAQ/
NSTAD-86-121, May 22, 1986).

*Weapons Systems: Status of the Army’s Light Helicopter Family Program (GAO/NSIAD-87-117FS,
Mar. 13, 1987).

4Light Helicopter Program: Risks Facing the Program Raise Doubts About the Army’s Acquisition
Strategy (GAO/NSIAD-89-72, Dec. 23, 1988).
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Duplication of Systems

The Secretary Is Taking Steps to
Improve the Requirements
Process

rates and that the reduced production rates would extend the program
schedule, which would result in cost increases.

The requirements process has not eliminated duplicate system develop-
ment by the services. This problem is illustrated in our October 1985
report’ on proliferation of combat jammers. That report addresses two
jammer programs—the Air Force ALQ-131 and the jointly developed
Navy/Air Force ALQ-165 (the ASPJ). The cost to procure these pro-
grams was expected to exceed $6 billion. We reported that one common
jammer in pod and internal configurations could satisfy interservice
needs for tactical fighter aircraft. We pointed out that the Air Force had
not taken advantage of the opportunity to reduce proliferation of elec-
tronic combat systems as intended by the Congress. Instead of vigor-
ously pursuing use of the jointly developed ASPJ, the Air Force had
increased use of its own ALQ-131 and other service unique jammers.

The Secretary’s Defense Management report recognized the need to
improve the requirements process and placed increased emphasis on the
Joint Requirements Oversight Council review. According to the report,
the Council will review all deficiencies that may necessitate the start of
a new major weapon system before consideration in the DAB. In addition,
the usD(a) will coordinate the funding of Concept Direction Studies,
which the UsD(A) will authorize at milestone 0. Resources for these stud-
ies may come from one or more of the military departments, a central
fund controlled by the USD(A), or both. The report adds that particular
care will be exercised at milestone I to ensure that concept approval is
given to no more new programs than long-term resources available to
DOD will support.

These steps are in the right direction, but we believe that affordability
of new starts should be explicitly addressed. ‘“Exercising particular
care’” does not appear strong enough to have a significant effect on pon’s
affordability problems. We also believe that if the uUsD(A) is to have a
firm grip on the acquisition process, then the USD(A) should be the one
who controls, rather than coordinates, the funding for the Concept
Direction Studies that are to be the initial step in a new weapon system
acquisition. In addition, the affordability and cost effectiveness of the
weapon systems should be explicitly addressed at every decision point.

5 An Opportunity to Reduce Proliferation and Improve Acquisition Strategy for Electronic Combat
Jammers [Unclassified Executive Summary] (GAO/C-NSIAD-86-1, Oct. 8, 1985).
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Another aspect of the requirements problem is that cost does not appear
to be a consideration when performance specifications for a system are
established. The November 1988 report¢ from the Johns Hopkins For-
eign Policy Institute and the Center for Strategic and International Stud-
ies pointed out this problem when it stated:

“In many cases, reducing performance requirements by 5 to 10 percent could proba-
bly reduce the cost of weapons by 30 to 50 percent, permitting the procurement of
much larger numbers of only slightly less capable weapons.”

In addition, when a weapon system is having difficulty meeting its per-
formance goals, DOD tends to spend what is necessary to reach those
goals without questioning whether the additional performance is worth
the cost. This issue is addressed in a February 1986 report’ from RAND,
which discussed cost increases, schedule slippages, and performance
shortfalls, and which stated:

“These findings support the conventional wisdom that when acquisition problems
arise, cost is the constraint most easily relaxed and schedule is next, whereas per-
formance goals are adhered to most closely.”

In our interviews with DoD experts, a former Under Secretary of Defense
for Research and Engineering discussed the Air Force tactical fighter,
the F-15, as an example of this problem. One of the F-15’s performance
goals was that the aircraft fly at Mach 2.5. When the F-15 was first
delivered it had a top speed of Mach 2.4. We were told that the program
manager insisted that the Mach 2.5 speed be achieved and several hun-
dred million dollars were spent to meet that goal and get the additional
Mach 0.1 speed. This was a situation where a trade-off analysis would
have been beneficial.

“Making Defense Reform Work, a joint project of The Johns Hopkins Foreign Policy Institute and the
Center for Strategic and International Studies, November 1988.

7Improving the Military Acquisition Process RAND, R-3373-AF/RC, February 1986.
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The link between the DAB weapon system decision process and the
resource allocation process is not strong. The problem is that resource
decisions are made annually, while the DAB makes its decisions at the
major milestones, which may be years apart. A milestone decision made
by the DAB this year may be invalidated by a funding decision next year.

The DAB makes recommendations to the Secretary of Defense at the mile-
stone decisions for major weapon systems. It considers a weapon system
affordable if a service has programmed, or can program, sufficient
resources to support the system’s projected development, testing, pro-
duction, fielding, and support requirements. On the other hand, the
resources board annually decides what to include in DOD’s budget. The
resources board is faced with the reality of allocating Dop’s limited
resources to many programs. The DAB deals in a more theoretical world
where it approves each system based on its merits alone.

The key person linking the two boards is the UsD(A). The USD(A) is a mem-
ber of the resources board and the Chairman of the DAB. The USD(A) is the
acquisition person who can raise issues regarding the effect of the
resource decisions on the longer term decisions of the DAB. The other two
common members responsible for providing a link between the two
boards are the Assistant Secretary of Defense for Program Analysis and
Evaluation and the pobp Comptroller. DOD’s acquisition regulations also
provide a mechanism for a service head to advise the Defense Acquisi-
tion Executive (the UsD(A)) if the resources board’s decision adversely
affects a service’s acquisition plan. But in practice, the services’ pro-
gram managers tend to absorb the budget cuts rather than complain,
through the chain of command, to the resource board. The major effect
of the disconnect is funding instability with the attendant problems of
uneconomic production rates, program stretchouts, and cutting impor-
tant program tasks—such as testing, prototyping, and design and devel-
opment competition.

The first UsD(a) felt very strongly about this problem. In a October 31,
1986, plan for the “Implementation of the Defense Acquisition System
Reorganization,” the USD(A) stated:

“The Joint Requirements Management Board (JRMB),? under the previous chair-
manship of the Under Secretary of Defense for Research and Engineering, sponsored
programmatic decisions without true budgetary considerations. The DRB with the

8The name of the Joint Requirements Management Board was changed to the DAB.
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Director, PA&E [Program Analysis and Evaluation] as executive secretary also spon-
sored programmatic decisions which in some instances did not harmonize with those
decisions already made within the JRMB process. Significant resource decisions are
also made during the budget review, led by the DOD Comptroller, which materially
modify JRMB decisions. This situation creates the disconnect between the JRMB and
PPBS processes. This existing DOD acquisition management process fragments
resource and programmatic decision making.”

DOD’s acquisition professionals also discussed this problem during the
“Acquisition Leadership ‘88" conference held at Fort Belvoir, Virginia,
on July 14, 1988. They recommended that:

“Defense Acquisition Board decisions on resources should be treated more like ‘con-
tracts’ and be less prone to Defense Resource Board/Planning, Programing and
Budgeting System revisions. Programs, once ‘baselined,’ should be allowed to pro-
ceed without disruption.”

Recent DOD Efforts to
Address Affordability

The Secretary’s report? to the President recognized the need to improve
the link between the resource allocation process and the weapon system
acquisition approval process. The report stated that ‘“‘under the pres-
sures of the annual budget cycle, consideration of broad policies and
development of guidance on high-priority objectives all too often have
been neglected, and decisions made instead on a short-term, issue-by-
issue basis not well-suited to optimizing the use of available defense
resources.”

The report includes steps to address this problem by strengthening the
USD(A)Y's role. For example:

The usD(A) is made a key participant in all phases of the Planning, Pro-
gramming, and Budgeting System.

The UsD(A) will serve as a key advisor to the Secretary and the Deputy
Secretary on resource decisions affecting acquisition program baselines.
The Deputy Secretary and the secretaries of the military departments
will ensure that the UsD(A) and the Service Acquisition Executives are
more active participants in the program and budget cycles at both DOD
and service levels. These senior acquisition officials are to serve as key
advisors on resource decisions affecting the baselines of major acquisi-
tion programs and on alternatives that may mitigate the impact of such
actions.

“Defense Management - Report to the President by the Secretary of Defense, July 1989.
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Conclusions

In conjunction with the pob Comptroller, the usp(a) or the Principal Dep-
uty will exercise so-called apportionment authority with respect to
funding for programs passing through successive milestone reviews in
order to ensure demonstrable attainment of minimum required accom-
plishments established in revised DOD directives and the successful com-
pletion of all additional exit criteria levied on programs as a result of
previous DAB reviews.

Replacing the Defense Resources Board with the DPRB to help develop
stronger links between national defense policies and the resources allo-
cated to specific programs and forces.

We believe that buying more weapon systems than can be afforded with
the available resources is the basis for many of the acquisition problems
facing poD today. This chronic lack of adequate funding causes the ser-
vices to be very protective of the resources they are allocated. The pro-
gram managers are in turn very protective of their programs. Any sign
of weakness could cause 0SD, the service headquarters, or the Congress
to take funds from the program. In such an environment it is difficult to
expect a program manager or a service to admit to a problem before
expending every effort to resolve it “‘in house.” As a result, reporting
tends to be optimistic.

The Secretary of Defense has to be able to make the hard decisions
regarding the performance of weapon systems. It is difficult to argue
that performance should not be at the highest level possible. But to
ensure that expenditures for performance are reasonable, the value of
marginal increases in performance must be traded off against their cost.

We believe that resolving the disconnect between acquisition decisions
and resource decisions is a difficult problem. Solving the problem will
require DOD to comply with the acquisition procedures laid out in its
5000 series of directives and instructions—starting with establishing
reasonable and affordable requirements. DOD should set priorities on the
basis of need and affordability and match its needs with the available
financial resources. Once a valid need is identified, an acquisition strat-
egy should be developed that allows the system to be produced at an
economic rate—many programs are now acquired at rates far less than
the economic production rate. Once the DAB approves the acquisition
strategy, the program should be provided with stable funding, and then
should be protected, to the extent possible, from disruptions caused by
the funding decisions of the resources board.
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