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ABSTRACT

Cost overruns continue to plague the weapon systems acquisition pro-
cess, despite repeated efforts over the last twenty years to alleviate the
problem. This paper vreviews the initiatives of the Reagan Administration
to control cost overruns during the last 2-1/2 years and the actions taken
by the Congress to strengthen its oversight role. Particular attention is
directed at the critical need to enhance management incentive and account-
ability at all levels of the acquisition process. If recently instituted
reforms in the Department of Defense fail to control cost overruns, pressure
may grow for a more sweeplng and radical approach. Sefious consideration,
in such an event, might even be given to removing responsibility for weapons
acquisition management from the military services and assigning it to a

civilian-operated supply agency.
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EXECUTIVE SUMMARY

The results of past efforts to reduce cost overruns in major weapon
systems have been almost uniformly regarded as unsuccessful and there is
widespread skepticism regarding Reagan Administration efforts to solve the
problem. A major reason for this, according to knowledgeable analysts, is
that highlevel corrective decisions are not actually implemented at working
levels. This resistance to implementation is a key obstacle to successful
reform of the weapon systems acqulisition process and control of cost growth.
Former Deputy Secretary of Defense Frank C. Carlucci expressed particular
concern in this regard in a year—end report (dated July 15, 1982) on DOD's
acquisition improvement program:

While impatient for improvements, we recognize that
cultural change in a vast organization takes some time.
Qur challenge is to incorporate the initiatives in the
day—-to-day operations and decision processes of the
Department. This requires publicizing the initiatives
to ensure a clear understanding at all levels, as well
as overcoming the normal organizational resistance to
change.

Reform efforts have failed in large part because of the 1lack of
appropriate incentives and requirement for accountability necessary to
ensure proper implementation. Accountability, according to critics, is
diffused throughout the acquisition process. Incentives are non-existent

or improperly directed. As one example, many critics 1insist that the

acquisiton process, 2nccurages and rewards the design of complex and



CRS-vi

expensive systems and penalizes work on simpler and less expensive ones, and
does far too little to ensure high—quality, low-cost performance on the part

of defense contractors. This incentives and accountability "“gap,” it has
been asserted, is found at all levels ~- the Congress and its oversight
committees, the administrative layers of DOD, and the many defense-related
industries and suppliers. There is no single individual or group primarily
responsible for the deficiencies just described.

During the last two years, the Congress has taken some significant
actions to curb the sharply escalating cost of weapon systems. The main
focus has been to impose more stringent DOD reporting requirements on major
weapon systems. Other recent initiatives that deserve mention are (1) the
congressionally-mandated establishment of an Inspector General's office in
DOD to audit and investigate the acquisition activities of the department
and defense contractors; and (2) the Congress' approval of the wider use of
multi-year contracts as a means of encouraging greater efficiency a;d lower
cost in the production of certain weapons systenms.

Without effective congressional oversight, factors that compete with
and undermine considerations of cost and efficiency are likely to prevail.
The Congress 1s particularly important in establishing effective account-
ability throughout the defense acquisition process. Questions have therefore
been raised as to whether the Congress 1s organized and staffed adequately
to carry out its oversight responsibilities in the weapons acquisition area.
Is more analytical capability required? If so, should the requirement be
met by 1ncreasing utilization of supporting agencies, such as the General

Accounting Office and the Congressional Budget O0Cffilce? Is the present
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committee structure best sulted to provide the close oversight needed to
ensure accountability from defense officials as well as others?

There are observers who believe that only major structural change in
the U.S. Government's procedure for buying weapons will solve the problem of
cost overruns. Thus far, advocates of structural change have tended to focus
on relatively modest revision of DOD's existing organization, with the aim
of imparting greater objectivity and effectiveness to its weapons buying
operations. Little or no attention has been directed at more sweeping struc-
tural change outside the current DOD framework -- such as the option of
removing the major responsibility for acquisition management from the military
services and assigning it to a civilian-operated supply agency.

On past occasions when the civilian supply agency concept has surfaced,
most notably during World War I and World War II, it has been rejected by
both military leaders and éresidents. Its future prospects probably depend
to a large extent on whether or not the current acquisition reform efforts

succeed in bringing cost overruns under coatrol.
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I. INTRODUCTION AND OVERVIEW OF THE ISSUE

A. Administration's Decision to Increase Defense Spending

Among the earliest major policy initiatives of the Reagan Administratiom
was the decision to increase sharply the level of defense spending. The
country's new leadership viewed U.S. military preparedness as seriously defi-
cient and in need of strengthening, a condition which had arisen from long-
term neglect during the Vietnam War and subsequent disillusionment with
American military involvement abroad. Not everyone shared the Reagan Admini-
stration's perspective in this regard. 1In the Congress, fundamental questions
of affordability and priority have been raised. Can the couhtry, at this time
of economic stress, afford to direc; such large sums of mbney into military
programs? Are these expenditures justifiable when it means reduced funding for
various social welfare and economic support programs? The controversiality of
the Reagan Administration's defense spending initiative is further heightened

by a long history of defense systems cost overruns.

B. Explanation of the Paper's Purpose, Scope, and Approach

This paper focuses on the continuing need to strengthen the role of man-
agement incentives and accountability throughout the defense acquisition pro-
cess. A common theme in discussions of cost overruns is that both their causes

and potential remedies have been identified, and in some cases policy changes
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have been decreed. The results have been disappointing so far, according to
the critics, because of inadequate implementation at the operating level,
resulting from a totally inadequate incentive structure and system of account-
ability.

This paper provides an overview of present initiatives aimed at bringing
cost overruns under control, and highlights attempts by the Congress and the
Administration to correct deficlencies in management incentive and account-
ability. Questions raised include: What are the broad characteristics and
dimensions of the problem? Why has it been difficult to introduce more
incentive and accountability into the system? How do the present efforts at
reform differ from past efforts? What are the prospects for success? Are

there measures not presently being pursued which could and should be taken?

C. Cost Overruns a Longstanding and Complex Issue

The current interest in cost overruns 1s not a new phenomenon. Concern
over waste and excessive costs has been a predictable feature of each year's
DOD budget debate for decades. Under thé prodding of the Congress, practically
every Secretary of Defense during the last twenty years has attempted to
reform the weapons acquisition process. It is the consensus of those who fol-
low the issue, however, that these efforts have not succeeded very well -- that
cost growth continues to be excessive and detrimental to the proper management
of the defense budget. There 1s disagreement, however, over the actual extent
of cost overruns and whether they have gotten worse in recent years. Senator
William Roth during 1981 hearings on the acquisition process, stated that

cost growth in major weapon systems had "skyrocketed.” He supported his claim
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by citing data showing that the difference between the initial cost estimate
and current cost estimate in any given year for major systems had gone from
an average of 31 percent in 1969 to 190 percent in 1981. 1/ On the other
hand, Alice M. Rivlin, Director of the Congressional Budget Office, testified
before the same committee six months later that:

In fact, the attention paid to cost growth over the past

three decades has apparently met with some success: net

of inflation and adjusted for quantity change, cost

growth in weapons systems during the 1970s was only

about half as great as that during the 1950s and 1960s.

Nevertheless, the typical weapon system entering devel-

opment today can still be expected to experience real

cost growth totaling about 50 percent by the time the

system is introduced into service. 2/
This latter assessment of cost growth reflects adjustments for inflation and
quantity changes, which are presumed not to reflect unfavorably on DOD's
efficiency and performance in the procurement of weapon systems. These two
different appraisals of the cost growth problem reveal the difficulty of
assessing the extent and significance of cost overruns. Many factors interact
to create cost growth. Some are 'uncomntrollable," meaning that DOD and
industry are able to exercise little or no influence on them. An often-cited
example of this is inflation in the general economy. Other factors contribut-

ing to cost growth are 'controllable," such as quantity or specification

changes or inaccurate initial estimates of program costs, and these may or

1/ U.S. Congress. Senate. Committee on Governmental Affairs. Acqui-
sition Process in the Department of Defense. Hearings, 97th Congress, lst
session. October 21, 27, and November 5, 1981. Washington, U.S. Govt. Print.
Off., 1981, »p. 2.

2/ U.S. Congressional Budget Office. Statement of Alice M. Rivlin
before the Senate Committee on Governmental Affairs during hearings on
congressional oversignt of acquisition wmanagement in the Department of
Defense. April 22, 1982. pp. 1-2,
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may not reflect adversely on the integrity and efficiency of DOD/industry
management .

Given the complexity of the problem and past failures to bring cost
growth under control, it may be fitting to ask what prospects exist for the
success of the current endeavor. Pessimists point to the institutional and
behavioral obstacles to significant reform of the acguisition process.
They argue that there is deeply ingrained bias throughout the decisicnmaking
hierarchy for high performance, service-specialized systems, with cost con-
siderations relegated to low priority.

Optimists, on the other hand, while acknowledging past failures, see
hope for successful cost overrun reform in recent economic and political
changes. They point to the recent recession as a significant shift in the
overall setting and one that has made Americans more sensitive than at any
time in almost fifty years to the ways in which their tax dollars are being

spent.
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II. CONTEXT AND CAUSES OF DEFENSE COST OVERRUNS

A. Difference between 'Cost Growth and "Cost Overrun'"

"Cost overrun'" and "cost growth” are closely related but not synonymous.
"Cost overrun" refers to cost in excess of an initial contract estimate or
target figure. It is directly related to estimating error and, as such, is
often the most visible aspect of the large cost growth issue. '"Cost growth"
refers to the general, overall increase in program costs from one generation of
systems to the next. It is possible by means of accurately estimating program
costs in advance, to eliminate cost overruns and still have excessive cost
growth, Furthermore, there are desirable .causes of cost growth, such as
incorporatioﬁ of essential new technology. 3/ This paper examines importané
factors that contribute to both rising costs of major weapon systems and to

the DOD and industry underestimation of these increases.

B. Extent and Significance of Defense Cost Overruns

As previously noted, the extent of the cost overrun problem depends on
how figures are calculated and with what they are compared. For example, a
May 1982 Congressional Budget Office review of DOD's quarterly Selected

Acquisition Report (SAR) dated December 31, 1982, revealed that the 47 major

3/ Power, John R. (Jr.). A Cost Growth Primer. Concepts, Spring 1982.
p. 94,
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defense programs contained in the report experienced the largest quarterly
increase ever reported -- $150.1 billion in current dollars or a 50 percent
increase in a period of only three months. ﬁj However, the decision to
procure additional quantities of the systems listed accounted for 66 percent
of the total; dropping one program and adding another accounted for 19 per-
cent; and only 15 percent or $22.7 billion of the total increase was the
result of cost growth caused by factors other than quantity changes or addi-
tions and deletions of programs. The other factors referred to in the CBO
review were identified as engineering, estimating, schedule, economic, sup-
port, and other changes.

Another means of measuring trends in defense cost overruns 1s to compare
DOD with non-DOD govermment programs. In this respect, many civilian programs
have fared worse than military ones. Figures provided in an April 1982 report
to the Congress by the General(Accounting‘Office reveal that 137 DOD projects
‘did‘better on an average than 239 civilian agency projects sur?eyed.'gf The
average increase in cost from the initial congressional budget estimates was
132 percent for defense programs and 175 percent for non—defense programs.
In the conclusion of its report, GAO recommended that non-defense agencies
be required to establish a reporting system for major acquisition similar to

DOD's as a means of helping to minimize cost growth in civilian projects.

i/ U.S. Congressional Budget Office. A Review of the Department of
Defense December 31, 1981 Selected Acquisition Report (SAR). Special Study,

May 1982. pp. 2-6.

é/ U.S5. General Accounting Office. Status of Major Acquisitions as
of September 30, 1981: Better Reporting Essential to Controlling Cost Growth.
Report NO- MASAD_82-94, April 22, 19820 po 8-
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Despite the fact that defense systems cost overruns are smaller in
scale than overruns in some non-defense areas of procurement, there are
two factors that draw special attention to military programs. At a time
of major cuts in social programs, the "guns versus butter” debate has
become more intense. Also, the sheer magnitude of DOD expenditures is
immense compared to most civilian programs. For example, each new Trident
nuclear missile submarine is expected to cost in the vicinity of $1.5-2
billion, with a total buy of 27 submarines and a total program cost of
over $50 billion. Because of controversiality and scale, therefore, DOD

efficiency is more closely scrutinized than any other federal agency.

C. Principal Causes of Defense Procurement Cost Overruns

There are a number of major causes for cost growth in weapons develop-
ment and production. Five important contributing factoré are identified
in DOD's quarterly Selected Acquisition Reporting (SAR) system. 6/ The
SARs provide information on the cost, schedule; and technical performance
of certain selected defense acquisitions. The reasons listed for cost
growth in individual systems are as follows:

-— Low inflation estimates

—-= Cost estimating errors

~— Procurement schedule slippages
<= Quantity changes

—— Engineering modifications

é/ The legal reporting requirement for SARs was established by sec-
tion 811 (a) of the Department of Defense Appropriation Authorization Act
of 1976 (P.L. 94-106).
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This list is by no means complete, since there are several different levels
of causation to cousider. For example, procurement schedule slippages (#3
on the above list) could result from one or more of the following factors:

-~ Procurement budget instability

-— Lack of competition

-- High risk system design

—- Defense industry inefficiencies

-- Excessive red tape/regulations

—— Poor contract administration

Other than changes in quantity, the great nemesis of cost control in

recent years appears to be unanticipated inflation. CBO Director Alice
Rivlin has stated that unanticipated inflatiom accounted for the largest
share of current-dollar cost overruns. Z/ A more controllable factor
that competes with low inflation estimates as a major contributor to cost
overrruns 1s the practice of continuously upgrading qualitative require-
ments. Ever since the end of World War II, U.S. weapon design strategy
has been to offset enemy or quantitative advantages by seeking and attain—
ing qualitative superiority. It 1is an expensive strategy and one that,
according to critics, has been followed to excess. A late 1979 GAO report
on efforts to curb weapons cost growth concluded with the observation
that: "In our opinion, the desire of U.S. military leaders to push the

state—of-the—art with new concepts and designs has the biggest effect on

costs.” 8/

7/ U.S. Congressional Budget Office. Statement of Alice M. Rivlin,
op. cit., p. 2.

8/ U.S. General Accounting Office. Impediments to Reducing the Costs
of Weapons Systems. Report No. PSAD-80-6, November 8, 1979. p. 23.
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D. Important Role of Incentives and Accountability

Initiatives to control cost overruns, in the opinion of many analysts,
have failed in large part because the defense acquisition process lacks
the appropriate incentives and requirement for accountability which are
necessary to ensure their proper implementation. "Accountability"” refers
to the identification of individuals and organizations and the establishment
of their responsibility for performing certain specified tasks and achieving
successful results. “Incentives” refers to the variety of rewards and
punishments by which accountable individuals and organizations may be
motivated to perform their duties effectively.

Gilbert W. Fitzhugh, chairman of the Blue Ribbon Defense Panel that
studied the acquisition process in the late 1960s, characterized the prob-
lems of accountability in the Department of Defense as follows:

Everybody is somewhat responsible for everything, and
nobody is complerely responsible for anything. So
there's no way of assigning authority, respomsibility,
and accountability. You can't hold anybody account-
able. There 1s nobody that you can point your finger
to if anything goes wrong, and there is nobody you
can pin a medal on if it goes right, because every-
thing is everybody's business, and as you know, what
is everybody's business is nobody's business. 8/

Another, closely-related theme involves non—existent or improperly
directed incentives. For example, the acquisition process appears to

encourage and reward the design of complex and expensive systems and

penalize work on simpler and less expensive ones. The charge is also made

2/ Quoted in: Masey, Robert J., et al. Improving the Acquisition
System. Concepts, Winter 1981. p. 13,
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that the process does far too little to ensure high-quality, low-cost
performance on the part of defense contractors. It is not clear that
companies which consistently do well are supported while those which repeat-
edly fail find support progressively withheld. 10/

Recently, the directors of both the Congressional Budget Office and the
General Accounting Office urged the Congress to adopt a two-year federal
budgeting and appropriations cycle in order to give itself more time to
oversee the executive branch. Comptroller General Charles A. Bowsher told
the Senate Budget Committee in hearings that: "Program accountability and
oversight are two areas that have languished somewhat in the last two years,
as the budget debate has dominated the business of the Congress.” 11/ He
singled out defense program spending and said that the Congress should
discipline itself with review schedules to determine the effectiveness of
government agencies and programs.

These examples lindicate that the lack of adequate 1inceantives and
accountability exists at all levels of the defense acquisition process,
from the Congress and its oversight committees down through several admin-
istrative layers in the Department of Defense to the large and varied

community of defense~related industries and suppliers.

lg/ Weapons Acquisition: How Faulty is Current System? Congressional
Quarterly Weekly Report, December 18, 1971. p. 2616.

11/ Washington Times, September 22, 1982, p. 3A.
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ITI. CURRENT INITIATIVES TO CURB COST OVERRUNS

A. Congressional Efforts to Improve the Acquisition Process

On Capitol Hill, a three-pronged approach has been adopted to deal
with cost growth. First, DOD reporting requirements on weapons costs have
been refined and expanded to provide the Coungress with more accurate and
timely information on which to base funding decisions. Second, the Congress
has expressed its intention to monitor individual programs more closely
through the increased use of committee staff and legislative support agencles
(GAO and CBO). Third, the congressional reform effort has included passage
of new legislation aimed at improving the efficiency and cost effectiveness
of industry's participation in the defense acquisition process. Perhaps
the most visible provision in this last regard proposed and passed during
the past two years was an amendment to the Department of Defense Authorization
Act of 1981 which permitted increased use of multi-year contracts for the

procurement of certaln major systems.

B. Department of Defense Acquisition Improvement Program

The Reagan Administration initiated a concerted effort to reform DOD
management of weapons programs when it entered office. Formally called the
Defense Acquisition Improvement Program, it became widely and popularly
known as the "Carlucci Initiatives,” after then Deputy Secretary of Defense

Frank C. Carlucci. Following a month of preliminary review and study,
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Deputy Secretary Carlucci announced on April 30, 1981, the decision to make
major changes 1in DOD acquisition philosophy and the acquisition process
itself. A total of 32 initiatives were identified. 12/

These measures fell into several categories designed to (1) promote
decentralization and participative management, (2) improve planning and
execution of weapon systems programs, (3) strengthen the industrial base
that supports the Department of Defense, (4) increase the readiness of weapon
systems, particularly in the early stages of their lives in the field, and
(5) reduce the burdensome administrative requirements that make the acquisi-
tion process more costly and time-consuming. igf

Despite other specific goals, such as improving technical reliability and
reducing long lead-times in delivery of weapon systems, the overriding concern
of the Carlucci initiatives seemed to be that of controlling cost growth.
While the Carlucci initiatives represent a broad and ambitious attack on
the cost overrun problem, kxnowledgeable observers have pointed out that
the ultimate success of the effort will depend greatly on overcoming long-
standing obstacles to implementation. This challenge has been readily
acknowledged by the DOD leadership. During hearings before the Special
Panel on Defense Procurement Procedures in late 1981, Deputy Secretary of

Defense Carluccil told the congressional group that:

12/ The last initiative which aims at increasing competition (#32) was
added to the original list of 31 on July 27, 1981, at the insistence of the
Congress.

lé/ Brabson, G. Dana. Department of Defense Acquisition Improvement
Program. Concepts, Autumn 1981. p. 10.
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When we announced our new initiatives, we recognized
the problem of implementation and admitted it was as
important as the decisions themselves. We recognized
fully that not only had the acquisition process been
studied numerous times, but many of our initiatives
had been tried before and never really got very

far. 14/

No attempt is made in this paper to examine all the specific actions
taken or planned to curb cost overruns. Instead, four of the more important
initiatives will be analyzed, focusing on how each compares with similar
efforts in the past and what provisions they include to overcome longstanding
obstacles to implementation.

The initiative to receive the most attention has been the effort to
achieve more realism in estimating costs. Although greater accuracy in
predicting costs does not in itself overcome the problem of rising prices
for successive generations of weapon systems, it does contribute to a more
economically rational assignment of priority in the purchase of these items.
Budgeting to the most likely cost 1is an important first step along the
path of successful reform of the defense acquisition process.

Other actions and initiatives examined later in this paper include:
(1) enhancement of the DOD program manager's role; (2) lessening the
degree of U.S., reliance on high technology in the development of its

weapon systems; and (3) imposition by the Congress of strict reporting

requirements on weapon costs.

14/ U.S. Congress. Committee on Armed Services. Special Panel on
Defense Procurement Procedures. Defense Procurement Policies and Procedures:
Cost Management and Control. Hearings, $7th Congress, lst session, July 23,
28, 30, September 10, 18, 19, 21, 24, 25, 26, 27, October 7, 15, 20, 27 and
28, 1981. Washington, U.S. Govt. Print. Off., 1981. p. 1086.
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C. Need for More Realism in Estimating Costs

Among the factors widely considered to be most responsible for
cost overruns 1is the practice of making unrealistically low {initial
cost estimates. In testimony before the Senate Committee on Governmental
Affairs on March 23, 1983, Deputy Secretary of Defense W. Paul Thayer

stated that "unrealistic cost estimating is a major cause of cost growth.”
He went on to explain that:
In the past we have been overly optimistic about
the projected outyear costs of programs. The cost
growth that results from this optimism produced
increasing instability, stretch-outs, and more
cost increases. It is a vicious cycle and a
difficult one to reverse. 15/

Although a certain degree of error must be expected, and accepted, as a
natural product of the wuncertainties that accompany the acquisition of
complicated systems over an extended period of time, there is almost unanimous
agreement among defense analysts that the magnitude of error far exceeds such
justifiable limits. Indeed, it is widely acknowledged that program costs are
often purposely underestimated eilther because the contractors are lowering
their cost estimates in order to win a contract with hopes of recovering costs
on follow-on contracts (a practice known as “buying-in") or because DOD is
forcing a program to fit available funding rather than providing the funding

it takes to do the job. 16/

15/ U.S. Congress. Senate. Committee on Governmental Affairs. Manage-
ment of the Department of Defense. Hearing, 98th Congress, lst session, Part
1, March 23, 1983. Washington, U.S. Govt. Print. Off., 1983. p. 66,

ié/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memorandum ¢ :the iecretsries of the military departments and others on the
subject of improving the acquisition process; with attached recommendation
and issues for decision, April 30, 1981. p. 6 (attachment).
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It is widely believed that both the executive and legislative branches
of government have permitted unrealistically low initial estimates for pro-
grams so that the programs can be approved. A noted authority on the defense
acquisition process, Jacques 5. Gansler, points out that:

As a result, when costs begin to grow, other programs
are cut back, or the specific program is stretched
out. This in turn causes further cost increases
across the board and creates further cutbacks, and

on and on. The solution would be to use realistic
numbers in the first place; but that is extremely
difficult because many other programs either could
not be initiated, or would have to be terminated
(both difficult actioms). 17/

Past and present Administrations have focused their reform efforts on
two broad aspects of the cost estimating process:

-- strengthening the role of independent estimators in the overall
process; and

-— improving the formulas by which program cost estimates are calculated.

Before reviewing these two areas in detail, it is important to describe
the cost estimating procedure. Each service program manager (PM) generates,
with the aid of his staff, the initial cost estimate for the weapon system
under his purview. It is done as part of the on—going DSARC (Defense Systems
Acquisition Review Council) decision-making process, which includes consider-
ation of many other aspects of the program, such as mission need, capability,
technical risks and solutions, support plans, and contractual strategies.

Concurrent with the PM's development of his cost estimate, a second life-cycle-

cost estimate is generated by an independent unit within the same service.

ll/ Gansler, Jacques S. Can the Defense Industry Respound to the
Reagan initiacives? International Security, Spring 1582. p. 109.
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The ground rules and basic assumptions (e.g., performance characteristics,
design features, quantities, schedules, etc.) established by the PM are also
used by the independent cost analyst. However, the approach and methodology
employed to generate program cost estimates by the independent group may
differ. For example, the PM may compute his estimate using the "engineering

"

method,” which relies on summarizing the estimated costs of detailed compo-

nents of a system. On the other hand, the independent cost unit may choose
to utilize the "statistical/parametric method,"” which proceeds by extrapolat-
ing costs from the actual costs of previous systems and correlating these
costs with different characteristics of the new system.

At each major program decision point, or "milestone,” all aspects of the
particular weapon system are reviewed by the DSARC. The military depart-
ment concerned is required to submit two program cost estimates —— one prepared

"by the relevant program manager and another by the independent cost unit
within the department. Prior to the meeting of the DSARC, however, the two
estimates are presented to the Cost Analysis Improvement Group (CAIG), an
organization within the Office of the Secretary of Defense whose primary
responsibility is to review service cost estimates and provide a second
level of independent analysis. A memorandum for the DSARC is prepared by
the CAIG with its evaluation of the two service estimates. As pointed out
by Milton A. Margolis, current chairman of the CAIG, the independent assess-
ments by his organization and the military department are intended to encourage
the preparation of a realistic and accurate estimate on the part of the

program manager. They may also serve as the basis for an actual revision of
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the PM's estimate. lé/ If substantial disagreement exists over the estimated
cost of a program, the DSARC chairman may requést the program manager to
reassess and, if necessary, revise projected cost figures. The final respon-
sibility, however, remains with the program manager, whose estimate on the
cost of a program is the one reflected in the DOD budget submission to the

Congress.

1. Strengthening Role of Independent Estimators

A significant step taken in response to the need to ensure more accurate
estimates occurred in June 1973 when the Cost Analysis Improvement Group (CAIG)
was established. The CAIG was given the dual function of reviewing service
cost estimates and fostering defense—-wide improvements in military cost anal-
ysis capabilities. Information provided by witnesses at congressional hear-
ings indicates that, as a rule, the CAIG's independent estimates have proven
over the years to be more aécurate than service generated figures where the two
have differed. lg/ Neverthelesé, it appears these estimates were frequently
ignored or rejected by the program managers who were held individually respon—
sible for the specified programs.

The current DOD leadership has moved to strengthen the CAIG as an indepen-
dent cost review group. At the same time, the service-level independent cost

analysis groups have been given more influence than before. The most important

l§/ Margolis, Milton A. Improving Cost Estimating in the Department of
Defense. Concepts, Spring 1981. »p. 7.

19/ U.S. Congress. Senate. Committee on Governmental Affairs. Acqui-
sition Process in the Department of Defense, op. cit., pp. 18-56.
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evidence of this is the new requirement that program managers must not ounly
consider independent cost estimates in establishing their budget estimates but
also justify the use of an estimate lower than the independent one. The ser-
vice secretaries, in turn, are required to provide an explanation of any
decision leading to a choice of a budget based on the lowest estimate (inde-
pendent or program manager's), and to provide plans for ensuring the lower
figure is met. gg/ These requirements have forced participants in the weapons
acquisition process to pay closer attention to cost estimates and the need
for greater accuracy.

As a result of recent initiatives, the CAIG has also begun to review the
costs of more weapouns programs than before. Previously, it had restricted its
reviews to those programs nearing key DSARC milestones. Under new DOD direc-
tives it has begun to focus on a much wider array of programs. However, the
increased workload of the CAIG as well as the justification reports réquifed
from the PMs and sérvice gecretaries in connection with their decisions on
cost estimates appears to have created, at least in the short run, a substan-
tial burden on existing staff. DOD cost estimating organizations need not
only more personnel but also individuals well trained in the arcane field of

defense systems cost analysis. As J. Ronald Fox stressed in Arming America:

How the U.S. Buys Weapons (1974):

20/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memorandum to the secretaries of the military departments and others regarding
guidance on the acquisition improvement program (AIP); with attached second
year—-end report of the Acquisition Improvement Steering Group. June 8, 1983.
p. 10 (attachment).
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Adequate cost estimating capability depends on the avail-
ability of people and methods for making cost estimates.

It also depends on the responsiveness of these people and
methods to the needs of the decisionmakers in the services
and the Office of the Secretary of Defense. Cost estimates
-- whether for new advanced technology systeas, or for
changes in systems already in existence —-- are not state-
ments of fact. Rather they are judgments of the cost of
work to be performed under certain specified conditionms.
Consequently, if a decisionmaker is to consider an estimate
reliable at any stage of the acquisition process, he must
have confidence in the judgement of the estimator and the
likelihood that the specified conditions will occur. gl/

2. Improving Cost Estimating Methodologies

Improving analytical methods for calculating the 1life-cycle costs of
weapon systems has been an important concern within DOD for some time. Annual
cost analysis symposiums have been sponsored to enhance the professional devel-
opment of cost analysts and to promote more effective performance of the cost
analysis function. The Defense Systems Management College at Fort Belvoir,
Virginia, stresses cost analysis techniques as part of iﬁs comprehensive
training program for participants 1in the acquisition process. Despite the
considerable attention it has received over the years, it is widely acknowl-
edged that estimating the cost of complex, technologically advanced weapouns
remains an imperfect science, particularly in the early stages of systems
design and development. There are simply too many unknowns and too few
directly comparable conditions with other systems to achieve any reasonable
degree of accuracy without also factoring into the computations the element

of risk or uncertainty.

g;/ Fox, J. Ronald. Arming America: How the U.S. Buys Weapons.
Cambridge, MA, Harvard University Press, 1974. p. 154.
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This need has been recognized by DOD as reflected in Carlucci initiative
#11, which recommended increased efforts to quantify risk and expand the use of
budgeted funds to deal with uncertainty. All the services have been directed
to review the Army's concept for risk budgeting and either adopt it or propose
an alternative method. Introduced in 1974, the Army's TRACE program quanti-
fies risk and includes funds in the budget to cover the estimated cost associ-
ated with risk. These risk funds are currently held at the service headquar-
ters or at a command level and distributed to the program manager as needed.

In the second year-end report on DOD's acquisition improvement program,
dated June 8, 1983, specific action to develop procedures to budget for
technological risk was declared to have been implemented by the services. The
report explains that the Army and Navy have succeeded in instituting TRACE;
in the case of the Air Force similar techniques have been used for quantifying
risk, but funding is held -at the program manager's level. 22/

Much concern has been expressed over the difficulty of ensuring the full
benefits of this initiative because DOD and congressional budget reviewers
have tended to look upon TRACE funds as fair game for deletion in their
constant battle to trim the defense budget. Thus, OSD and service leaders
are being urged not only to exercise self-restraint but also to work with the
congressional authorization and appropriation committees to win their accept-

ance of risk budget requests.

22/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memorandum dated June 8, 1983 ... , op. cit., p. 16 (attachment).
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Even 1if the effects of risk and uncertainty are calculated successfully,
the problem of inaccurate cost estimates is .far from solved. The entire
incentive system, in the view of wany analysts, does not support desired
goals of reducing cost overruns. Initial cost estimates are kept low to
increase the chances of funding for weapons felt to be crucial to national
security. Responsible officilals are aware from past experience that they
will be rewarded more for the quality and timeliness of the weapons than for
holding down costs. Likewise, defense firms are inclined to be less than
honest with their initial cost estimates. The practice of “"buying—in" is
endemic and coantractors know thaf they will not be penalized by the U.S.
Government fo; providing misleading figures. Most defense analysts concur
that substantial and continuing pressure from the Congress 1is needed if
there is to be any chance of positive change in the area of incentives; the
instigutional inertia and resistance to change is considerable'——-both in

DOD and in the business world.

D. Other Examples of Important Initiatives -

1. Enhance DOD Program Manager's Role

One of the basic principles of DOD's acquisition improvement plan is
more delegation of responsibility and acc0uﬁtability for weapons programs.
The acquisition process, in the view of many analysts, 1s much too diverse
and complex to be managed on a highly centralized basis. Authority is to be
delegated to the military services to a much greater degree, with a concom-

itant placement of accountability upon specific individuals. 22/

23/ Augustine, Norman R. Just How Good/Bad Is the Defense Acquisition
Process. Government Executive, February 1982. p. 32,
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In the 1950s the management of weapons acquisition was a substantially
decentralized process. The results were discouraging. Consequently, during
the 1960s and 1970s, successive Administrations sought to tighten control
over key aspects of the process. The Reagan Administration is convinced,
however, that past attempts at establishing detailed, centralized control --
especially by DOD's civilian research and engineering community —— have done
more harm than good. Thus, DOD is now intent on implementing what is called
"controlled decentralization,” under which subordinate executives, espe-
cially service wmanagers, will be held accountable for implementation of
policy decisions reached by the Secretary of Defense. As explained by former
Deputy Secretary of Defense Carlucci, the key individual in the process, the
program manager, should be given "authority and resources adequate to execute
efficientlyrthe program for which he is responsible.” 24/

The program manager 1s the focal point of U.S. Government and industry
interaction in the development and production of a particular weapon system.
He is the principal decisionmaker, acting within the broad guidance given to
him, on the techmical and financial aspects of the entire program -— not
only the end product but also spares and supplies, maintenance procedures,
and training of personnel.

The effort to enhance program manager clout is intended to achieve, among
other things, greater accountability for curbing cost growth in weapons
systems. This expectation, however, faces two difficulties. First, program

i ot ot it e e i et v e

24/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memordandum dated April 30, 1981 ... , op. cit., p. 2 (memo).
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manager careers are linked to their respective military services, where cost
considerations are subordinated to technical performance and delivery sched~-
ule. Unless military officer promotion criteria are changed to protect
managers from adverse evaluations arising from unpopular decisions regarding
weapons programs, it 1s unrealistic to expect an elevated level of cost
consciousness on their part. A 1979 GAO study on cost growth underscored
the pressures on program managers to downplay cost factors in their decisions.
It reported that:

Weapons operational performance and delivery performance

are paramount in the minds of DOD program managers and

directors, and their careers ride on these priorities.

These factors generally overshadowed cost concerns and,

since DOD priorities are usually made quite clear to a

contractor, the contractor has reason to rank produc-

tivity improvement and cost reduction as subordinate

objectives. 25/

Second, program managers are handicapped by short tours of duty. Manag-
ing a major weapons acquisition program is a complex and demanding assignment
that requires more than a year to gain familiarity with the requirements and
issues. Yet, program managers -— like other military officers -- are routinely
reassigned at the end of two or three years and replaced by new, relatively
inexperienced officers. Currently, the average tour 1s about 3 years, while
the average development time of a program is between 8 to 15 years, with
major acquisition milestones occurring approximately every 4 years. Such

short tours of duty not only fail to take advantage of experience and contin-

uity, but also result in the dilution of accountability. By the time mistakes

- i 2 ot i e ot et 2

25/ U.S. General Accounting Office. Impediments to Reducing the Costs
of Weapons Systems, op. cit., p. 8.
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nave been uncovered, the individual résponsible for them has been reassigned
to another post.

Many witnesses in congressional hearings have stressed the need for
more competent and dedicated people in the ranks of program managers.
Norman Augustine has wurged that all members of this group be required,
prior to their assignment, to receive training at the Defense Systems
Management College and to serve one tour as a deputy program manager.
Furthermore, he believes program managers should be kept in place longer
than three years. 26/

Some critics have called for legislative and administrative action,
to provide necessary career incentives and protection. Others insist that
the only way to guarantee an adequate cadre of program managers is to employ
civilians in the key positions.

"No other element in current DOD efforts to curb cost overruns mofe
clearly reflects the inherent dilemmas and difficulty of reforming the acqui-
sition process than the effort to strengthen the program managers' role.
In 1969, Deputy Secretary of Defense David Packard, much like his successor
in later years, Frank Carlucci, moved to upgrade the quality of program
managers by increasing their authority and prestige. The Packard initiative
failed to take root. It seems likely, therefore, that the present effort to
strengthen program managers will depend for its success not so much on formal

declarations of intent as on concrete actions taken to neutralize the

26/ Augustine, op. cit., p. 28/.
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unsympathetic conditions that continue to dominate the management of PM
careers. Such neutralization would give program managers, as a group, a
better chance to gain the experience, authority, and incentive to exercise
effective leadership.

2. Decrease Emphasis on High Technology

The pursuit of new technology has long been a driving force behind the
U.S. weapons acquisition process. The emphasis on high risk technologies
often results 1in lengthening delivery schedules and increased costs. The
United States has scought to compensate for its inferiority in numbers com-
pared with the Soviet Union by procuring high quality and high performance
weapons. While few would argue with the country's need to maintain its
technological edge, increasing numbers of defense analysts have expressed
concern over what they counsider to be excessive reliance on high technology.

One of the most critical examinations of the high-technology issue 1is
contained in a study by DOD's Franklin C. Spinney titled "Defense Facts of
Life.” 27/ His thesis is that the 1increasing complexity of weapons has led
to sharply rising costs which, in turn, have had an immediate effect on the
number of weapons that can be afforded. The decline in numbers produced is
accompanied by a second effect, namely, a decline in performance reliability.
There are so many complex and relatively untested subsystems involved that

malfunctions occur frequently.

EZ/ Spinney, Franklin C. Defense Facts of Life. ([Staff paper prepared
for internal use, U.3. Department of Defense]. December 5, 1980. 356 »p.
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Spinney and others have emphasized the particularly devastating effect
on cost of what is described as the "last five percent syndrome.” 1In the
hearings conducted by the Special Panel on Defense Procurement Procedures,
several of the witnesses stressed the point that, generally, the last 5
percent improvement in a system's performance may result in a 30 to 50 percent
increase in its cost. They all agreed that dedication to such a high level
of perfection was, in most cases, excessive and indefensible. Criticism of
the military's high technology emphasis is thus not an argument against
technology itself, but against an extreme devotion to it that aggravates
problems of affordability and readiness.

The General Accounting Office has identified the U.S.'s high technology
policy as not only a major contributing factor to the cost overrun problem,
but possibly even the single most important cost driver. Its explanation of
how this occurs is summarized as follows:

The drive for greater capability usually means complex
electronics, avionics, fire control systems, and so
forth, that keep adding to the cost in three ways.
First, the research, development and test costs are
driven up by the need to design, test, and integrate
the complex subsystems to make them all work together
to do the job that 1s desired. Secondly, the cost

of procuring these items for production is extremely
high, pushing the production costs way up. Third, and
probably the greatest cost, is the high maintenance
and support costs of the deployed system's complex
equipment. These costs, which can be many times those

of acquisition, are often overlooked during the
acquisition cycle. 28/

gg/ U.S. General Accounting Office. Impediments to Reducing the Costs
of Weapons Systems, op. cit., pp. 8-9.
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The high-technology emphasis of the U.S. defense community has been
recognized for many’years. In testimony before the Congress in late 1971,
William B. McLean, technical director of the Naval Undersea Center, San
Diego, California, declared that the acquisition process rewarded the
design of complex and expensive systems and penalized work on simpler and,
therefore, less expensive ones. He criticized the budgetary process in
this context as "a ritual with no content.” 29/

Department of Defense leaders, however, have rejected such characteri-
zations of the high technology issue as "facile” and "simplistic.” They
reject the contention that shifting away from the present "superior quality”
approach in weapons acquisition would produce significant cost savings.
Indeed, they argue that it would most probably lead to an overall increase,
after all operating, maintenance, and support costs were computed. A
technologically simpler system may be cheaper in isolation, but the costs
associated with providing additional personnel, training, and support for
the increased number required are 1likely to equal, if not exceed, the
alternative, techmnologically advanced system. Furthermore, as Secretary
of Defense Caspar Weinberger noted‘ in a September 12, 1983 statement,
critics of high technolcgy may be seen as putting cost savings before

human lives. 29/ For example, in combat, cheaper, less sophisticated,

22/ Weapons Acquisition: How Faulty is Current System, Congressional
Quarterly Weekly Report, op. cit., p. 2616.

30/ Washington Post, September 13, 1983. p. Al2. For an article that
presents the arguments in favor of a "superior"” technology approach to
weapons acquisition, see: Walker, Forrest E., Jr. Paradox and False Econ-

omy: Military Reform and High Technology. Air University Review. May-June
1983, opp. 11-23.
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easier-to-maintain aircraft could be expected to suffer a substantially
greater incidence of attritiom.

In his April 30, 1981 memorandum on "Improving the Acquisition Process,”
then Deputy Secretary of Defense Carluccl acknowledged the need to change
DOD's approach to technological innovation. He stressed the importance of
examining evolutionary alternatives which use a lower risk approach than
solutions at the "frontier” of technology. This evolutionary approach, as
explained in various official communications, offers an alternative which
mimimizes technological risk and maximizes planned upgrading of already-
deployed subsystems which offer the greatest benefits. In this manner,
weapon systems cost may be reduced, lead time may be shortened, and reli-
ability may be improved. The concept 1s referred to in Defense Department
circles as Preplanned Product Improvement (P3I). 31/

P31 is not an entirely new idea to the U.S. military. The approach has
been used in the past with a variety of weapon systems, such as the shoulder-
fired anti—-aircraft missile Stinger. The latter was designed from the outset
to accept, at a later date, an advanced guidance system not avallable at the
time of initial development. 32/

The major obstacle to wider adoption of the P31 principle, according to
critics, has been the wmindset of the acquisition community -— the users,

engineers, and contractors. The first group, consisting of the uniformed

él/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memorandum dated April 30, 1981 ..., op. cit., p. 2 (attachment).

32/ ©Elkins, Marlene M. P31 -- Help in Reducing Weapons Systems Costs.
Concepts, Spring 1582. p. 108.
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services, tends to view requirements in terms of desired technology. Its
needs are defined in terms of what 1s “better” rather than "good enough.”
The result of this orientation is that features are added to a system in
advance of their being economically reasonable. The second group 1is the
engineering community, which generally exhibits great enthusiasm for pursuing
the leading edge of technology. Reputations are made on the basis of major
breakthrough. Engineers are therefore inclined to over-design a system,
expecting to overcome difficulties that wmight arise during the development
stage. The third group i1s made up of defense contractors, whose competition
leads to proposals that push the state—-of-the-art, since it is well known
that the govermment itself is biased in that direction. 22/

In the second year—end review of DOD's acquisition improvement program
(dated June 8, 1983), progress on the implementation of the P31 efforts
was reported. A number of gpecific systems, such as the JVX tilt rotor
aircraft and the 120mm gun for the M-l tank, were cited as evidence of this
progress. It was also pointed out that, during the past year, DOD executives
have been examining the 15 FY 1983 and 10 FY 1984 new weapon systems program
starts for P31 application. In these programs the potential for later
incorporation of new and advanced characteristics 1is being built into the
design. The report, however, openly admitted that the P31 initiative is
confronted by two lingering problems. These are (1) a philosophical bias

within DOD and the contractor community which impedes full implementation,

33/ 1Ibid., p. 106.
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and, (2) a lack of adequate 1initial funding required by greater front-end
costs and possible performance penalties. gﬁ/

3. Impose Strict Reporting Requirements

The main focus of congressional initiative to curb the sharply escalat-
ing cost of weapons systems has been to impose more stringent DOD reporting
requirements. Two years ago many critics considered the current cost report-
ing system, known as the Selected Acquisition Report (SAR) system, as seri-
ously inadequate. It presented each system program manager's current "best
estimate"” of key performance, schedule, and cost goals, compared these esti-
mates with baseline figures established at the time the program was approved
for full-scale development, and explained all variances from the baseline. 35/
In cougressional hearings witnesses testified that data in the SARs was often
out of date and that potential cost growth in many programs could, and should,
be identified much earlier. Also, inform;tion'was presented which indicated
that DOD was excluding certain weapons systems from the SAR by declining to
classify them as "major.”

Steps have been taken in subsequent months to strengthen and refine the
laws governing DOD reporting requirements. In the FY 1983 DOD Authorization
Act, the Secretary of Defense's latitude as to which programs were to be
included in SARs was reduced. He is now compelled to include any program

34/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memorandum dated June 8, 1983..., op. cit., p. 3 (attachment).

35/ U.S. Congressional Budget Office. Statement of Alice M. Rivlin,
op. cit., p. 3.



CRS-31

estimated to require an eventual total expenditure for research, development,

test, and evaluation of more than $200 million or an eventual total expendi-
ture for procurement of more than $1 billion. This language is intended to
ensure the inclusion in the SARs of a larger number of defense programs at
an earlier stage in the acquisition process than has been the case in past
years. 36/

Additional demands were imposed on DOD by the so-called "Nunn amendment,"”
which created an "exception” reporting requirement (im contrast to the quar-
terly or “periodic” SARs) for FY 1982. Sponsored by Senator Sam Nunn and
attached to the FY 1982 DOD Authorization Act (P.L. 97-86, section 917), the
amendment took the March 1981 SAR projections as its base~line for weapons
costs. For any weapon that exceeded by more than 15 percent the projections
for either (1) the current procurement unit cost or (2) the total program
acquisition unit cost, the Nunn amendment required the secretary of the
military service buying the weapon to give the Congress a written report
within 30 days explaining the reason for the increase, the names of the
military and civilian officlals responsible for the program, and actions
taken or planned to control future cost increases.

For any weapon exceeding either of the cost thresholds by more than 25
percent, the Secretary of Defense also had to certify to the Congress within

30 days the military necessity of the weapon and identify alternative systems.

36/ U.S. Congress. House. Department of Defense Authorization Act of

1983. Conference Report [Report No. 97-749], 97th Congress, 2nd session,
August 16, 1982. Washington, U.S. Govt. Print. Off., p. 24.
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This reporting requirement was made effective for one year on a trial basis.
The main purpose of this amendment was to 1ncrease further the Congress'
awareness of cost growth in time to take appropriate action.

In more recent action, the provisions of the original Nunn amendment
were extended indefinitely and the unit cost report triggering mechanism
broadened in scope and impact. Following the recommendations of the House's
Special Panel on Defense Procurement Procedures, the Department of Defense
Authorization Act for FY 1983 contained language which obligates the program
manager for each major weapon system to submit a report to the service secre-
tary when there is reason to believe that there has been a 15 percent increase
in contract cost or program unit cost. Based on the program manager's
report, the service secretary is required to submit a program cost assessment
report to the Congress. The new provisions further require additional reports
from the program managers and service secretaries for every 5 percent increase
above the original 15 percent cost growth in contract cost or program unit
cost. 21/ The effect of this language is to apply pressure directly not
only to the top level of DOD administration, but also to the lower levels of
management, where initial and key decisions are made regarding major systems
acquisition.

The Selected. Acquisition Reports (SARs) and the unit cost exception
reports represent the major thrust of recent congressional action to expand
legislative oversight of weapons acquisition and curb cost growth. Other

initiatives include (1) establishment of an Office of the DOD Inspector

37/ 1Ibid., pp. 26-30C.
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General to initiate, conduct, and supervise audits and investigations relat-
ing to the prevention and detection of fraud, waste, and abuse in the pro-
grams and operations of the department; and (2) requiring DOD to provide an
annual report to the Congress on efforts to improve the functioning of its
audit and investigative services as a means of reducing waste, fraud, and
abuse. 38/

These recent congressional actions are seen by many as essential to the
success of any campaign to bring cost overruns under control. The leading
role of the Congress is particularly important in establishing a legitimate
and effective framework for accountability throughout the acquisition pro-
cess. Thus, the current emphasis on weapons cost reporting serves two func-
tions. It provides the Congress with timely and accurate information upon
which to base critical funding and programming decisions. At the same time,
it underscores the Congress' deep concern over the c§st overrun problem and

its determination to see that something is done to correct the situation.

E. Status of the Defense Acquisition Improvement Program

In submitting the first year—-end report on the acquisition improvement
program to the secretaries of the military departments and others, former

Deputy Secretary of Defense Carlucci expressed restrained optimism. He said

38/ The Department of Defense was not required by the Inspector General
Act of 1978 to establish an Office of Inspector General because it was felt
that an independent inspector could interfere with the chain of command and
possibly compromise national security. The Department of Defense Authoriza-
tion Act for FY 1983, however, amended the 1978 Act to provide for an Inspec—
tor General in the Department of Defense under the general supervision of
the Secretarv of Defense.



CRS-34

that progress had been made, but "it 1s also clear that we have some way to
go before the 32 initiatives have become part of the daily way of doing
business in the Department of Defense.” 39/ Of particular concern to him
was the need to push down the policies developed at top management le§els to
the working level in each service. Oversight of the implementation process
was assigned to a permanent Acquisition Improvement Steering Group, chaired
by the Deputy Under Secretary of Defense for Acquisition Management and
including as its other members the principal military and civilian acquisition
officers. Six working groups were formed within the Steering Group framework
to focus on topical areas identified as key to implementation of the reform
effort:

—— Program Stability

-~ Multi-Year Contracting

-~ Preplanned Product Improvement

-~ Cost Growth

-~ Support and Readiness

==~ Competition

Each of these topical areas and the initiatives identified with them have

an impact, to one degree or another, on the cost growth of weapon systems.
The cost growth working group, however, was given the responsibility for
eight initiatives which, perhaps, have the most direct and immediate impact.
These initiatives fall into two major categories: those which lead to more
realistic baseline cost estimates or budgets; and those which contribute to

DOD's ability to control acquisition costs through contract selection and

award.

32/ U.S. Department of Defense. Deputy Secretary of Defense. Internal

1

memorandum dated July 15, 1982 ..., op. cit., p. 1 {(memo).
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In the second year-end report, dated June 8, 1983, O0SD executives made
no general claims of success or, for that matter, lack of success. It was
pointed out, however, that 13 of the initiatives had been implemented and
required only periodic monitoring. Nine of the initiatives showed varying
degrees of progress but required further implementing action by the Office of
the Secretary of Defense and service staffs. The report also identified six
major areas that would receive the personal attention and emphasis of the new
Deputy Secretary of Defense, W. Paul Thayer. These six areas, identified
below, were chosen because they were ‘thought not only to be the most challeng~
ing of the acquisition improvement program initiatives, but also the omes
that held the most promise of significant cost savings. ﬁg/

-— Program stability

-— Economic production rates
-- Multi-year procurement

- Realistic budgeting

-- Readiness and support

~- Encouraging competition

Meaningful measurement of the results of the cost growth initiatives, as
well as many of those associated with the other topical areas, is difficult
at this relatively early stage. It will take another year or two, in the

opinion of most knowledgeable observers, before sufficient evidence becomes

available to permit any kind of reliable assesément.

ig/ U.S. Department of Defense. Deputy Secretary of Defense. Internal
memorandum dated June 8, 1983 ..., op. cit., p. 41 (attachment).
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However, skepticism is quite widespread even now because, as many see
it, successful implementation of the initiatives will require extraordinary
management action on a wholesale, systematic basis. It is the institutional
barriers to just such action that have produced wariness, if not outright
pessimism. One senior member of industry explained in an interview that
similar initiatives had been introduced by previous Administrations but, as
soon as the players who participated in the reform effort left govermment
service, the old bureaucratic process and perspective took over and things
ended up back where they started. Others concur with the observation made by
Leonard Sullivan, a former high level Department of Defense cfficial, that
the big problem with acquisition reform is that "it has a natural period far
longer than the attention span of either the Congress or the appointed exec-

utive under the President.” 41/

é}/ Grading the Carlucci Directive: An Interview with Leonard Sullivan
on Improving the Defense Acquisition Process. Armed Forces Journal, August
1981, p. 38.
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IV. INCENTIVES AND ACCOUNTABILITY: AN APPRAISAL

A. Performance and Profit as Paramount Considerations

In reviewing DOD's and industry's role 1in the acquisition process, it
is hard to find evidence that their basic outlook 1s sympathetic to giving
cost reduction top priority. While not indifferent to measures of cost,
since higher costs often translate into fewer "buys,” the first order of
priority for the military is to achleve and maintain a technological edge.
Presumably, this is an orientatiom that the public should not only expect,
but encourage, 1in those who are assigned responsibility for defending U.S.
gecurity interests. Similarly, industry's preoccupation with profit and its
tendency to charge whatever the traffic will bear is not a new development.

Not only do key DOD and industry personnel view the acquisition process
with relative indifference to the system's ultimate cost, they also tend to
support and reinforce each other's institutional attitudes and interests.
Thus, the incidence of wmilitary personnel, éarticularly those with exper—
ience and knowledge of systems acquisition, finding employment with private
contractors upon retirement is high. 42/ At the same time, defense industry

has been the source of recruitment for many individuals who have occupied key

ﬁg/ Reed, Leon S. Military Maneuvers: Analysis of the Interchange of
Personnel between Defense Contractors and the Department of Defense. New
York, N.Y., Council on Economic Priorities, 1975. 85 p.
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government positions connected with. weapons- development and production. The
net result is what some analysts see as an environment in which cost reduction
receives low priority attention compared to performance. and profit. To expect
individuals in DOD or industry to act otherwise on a voluntary and unsupervised
basis may well be naive and unrealistic, given human nature. Thus, arguably,
any modification of their orientation and behavior in regard to standards of
performance and return on investment would probably have to be imposed by an

external, higher authority.

B. Congressional Motives and Responsibilities Examined

That higher authority, of course, exists in the Congress, with its legis-
lative oversight and appropriation responsibilities. However, the motives of
the Congress regarding weapon systems acquistion are mixed and many. Arguments
in favor of cost reduction can be at odds with obligations to constitutents as
well as to provide for the natioan's security. Theré are few Members who do
not have in their district, or state, defense industries and a substantial
labor force dependent on doing business with the U.S. Government. Given these
circumstances, there has not been a great deal of incentive in the past to
challenge unrealistically low estimates on weapons costs provided by DOD and
industry. The situation may have changed, however, because of the recent
recession and accompanying budgetary problems.

The depressed economy and unsettled feelings of the electorate may combine
to act as a major stimulus to reform of the acquisition process. It is this
external enviroument that most distinguishes the present reform effort from

ast ones and provides some basis for optimism abcut the outccme. By makin
P L



CRS-39

cost conscilousness a high priority concern that can compete for the first time
on even terms with performance and profit, the recession may have opened the

door to constructive change and eventual success.

C. How to Ensure Continuity of the Cost Control Effort

The expanded reporting requirements levied on DOD by the Congress have
done much to strengthen its oversight role. By making it clear that weapon
systems cost is goling to be monitored more closely, a greater degree of
deterrence has been introduced into the process. Congress also has begun to

utilize more extensively the services of the General Accounting Office and

)

/

A /
the Congressional Budget O0ffice. At the urging of the Congress, CBO hasi\

established a cost estimating unit to review on a continuing basis the quar-

terly Selected Acquisition Reports submitted by DOD. Other cost overrun

L

reform initiatives might also benefit from similar scrutiny from legislative
agencies. Potential candidates for this kind of special attention might be
a weapon system technology group (in the Office of Technology Assessﬁent)
and a program manager career evaluation group (GAO). 1If legislative branch
agencies do not seem to be appropriate for such monitoring, then groups
might be formed within one of the principal oversight committees.

No area of intended reform confronts more barriers to success than that
involving DOD's program managers. How does one hold the program manager
accountable for the rising cost of the system for which he has responsibility?
What kinds of incentives are needed to offset service affiliation and other
factors that push concern for cost into the background? The role of the

program manager provides a key illustration of DOD's difficulty in reforming
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the acquisition process. The trend in recent years has been toward central-
ization of authority, with the result being a system with multiple layers of
review and micro-management. In the case of program managers, the evidence
suggests that there has been a distinct diminishing of their sense of respon-
sibility, since all major decisions about a program were made by someone at
a higher level. According to testimony in congressional hearings, program
managers were encouraged to become "leaners,” accepting their lack of
control and taking comfort in the widespread diffusion of responsibility.

The Reagan Administration has begun the process of reversing this
policy by emphasizing the delegation of greater responsibility to program
managers. While decentralization is a necessary step in making program
managers more effective, it may not be sufficient by itself. It does not
eliminate concern, for example, over the program managers' close ties to
their respective military services and their ability to exercise independent
judgement. Various solutions to this latter problem have been proposed,
among them being the following: (1) protect military program managers so
they can act independently of the services without risk to their careers;
(2) employ civilians in the position of program manager as means of circum-
venting the above problem; and (3) attach ranking civilians to work alongside
the military program managers to keep an eye on cost —— "cost control commis-
gars.” Each solution requires fundamental changes which have been opposed
stroungly by the services.

Given the great number of players involved in the acquisition process,
success in contrclling cost overruns will require not only an intensive
commitment of staff resources, but also persistent follow-up efforts at

£ manugement <5 1ake 2ur2 that acst contral fnfsniardves take
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root. For the current acquisition reform effort to be successful, there
would almost certainly have to be major changes in both organization and
process. These changes, in turn, would require the high—-level attention and
long-term support of both DOD officials and members of the congressional

oversight committees.

D. 1Is There Need for More Fundamental Structural Change?

There are analysts who believe that only major structural change in the
U.S. Government's procedure for buying weapons will solve the problem of
cost overruns. Thus far, advocates of structural change have tended to
focus on DOD's organization alone —-- with the aim of imparting greater objec—
tivity and effectiveness to its weapons—buying operations. Examples of this
orientation and its results are the establishment of the Cost Analysis Improve-

ment Group (1973) and the Defense Resources Board (1979). 43/ Other more

recent exémples are (1) the designation of "competition advocates” by the
military services and the Defense Logistics Agency in order to promote com—
petition in weapons contracts, and (2) the establishment of the Office of
the DOD Inspector General to provide a more centralized and stronger audit
and investigative capability.

Currently, a number of other organizafional initiatives are being pur-

sued to further improve the DOD acquisition process. A provision of the

é}j The Defense Resources Board was created to ensure more effective
integration of service program objectives and DOD budget consideration.
Membership comprises the Deputy Secretary of Defense as Chairman plus other
top DOD civilian managers, and a senior representative from the OQffice of
Management and Budget. The only military delegate to the Board is the JCS
Chairman.
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DOD fiscal year 1984 authorization act ﬁi/ creates an independent office to
oversee the operational testing and evaluation of new weapons. The office,
headed by a civilian director, will have broad powers to design and approve
test procedures, participate in the decisions to build various weapons,
and report to the Congress on any that do not perform well. In its report
covering the management of the Defense Department, the President's Private
Sector Survey on Cost Control has urged that the military services be stripped
of much of thelr weapons—buying authority and that this responsibility be
assigned to a newly created position of Under Secretary of Defense for Acqui-
sition Management. Such a step would help, according to the report's explan-
ation, to eliminate "massive duplication” in weapons purchases. It would
also provide for greater management independence and objectivity throughout
the entire acquisition cycle. .

Theée examples do not exhaust the list of proposed structural changes
aimed at strengthening the way DOD buys weapons. Almost all current initi-
atives, it should be noted, share a common trait, namely, their restricted
scope. Little or no attention has been directed at the potential need for
more sweeping structural change, such as the possibility of shifting the
regsponsibility for acquisition management from the military services to a
civilian-operated supply agency.

The civilian supply agency concept is one that has surfaced periodically
in this country, particularly during the first half of the present century.

44/ P.L. 98-94, signed inco law by che President on September 24, 1983.



