THE DEPUTY SECRETARY OF DEFENSE

L
WASHINGTON, D C. 20301

. JUL 27 981

" MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
' " .CHAIRMAN OF THE JOINT CHIEFS OF STAFF
UNDER SECRETARIES OF DEFENSE
ASSISTANT SECRETARIES OF DEFENSE
GENERAL COUNSEL
ASSISTANTS TO THE SECRETARY OF DEFENSE
DIRECTORS OF THE DEFENSE AGENCIES .

SUBJECT: Increasing Competition in the Acquisition Process

The value of competition in the acquisition process is

one of our most widely accepted concepts. We believe that
it. reduces the costs of needed supplics and services, improves
contractor performance, helps to combat rising costs, increases
the industrial base, and cnsures fairness of opportunity for |
award of government contracts. Despite our beliefs and

. efforts at furthering competition, there is a serious concern
that our achievements are not adequate. Many in government
and industry believe that we award too many contracts without
adequate competition. |

{ am therefore asking that managers at all levels renew
their efforts to obtain maximum competition for their con-
tractual requirements. I have directed that my memorandum
dated April 30, 1981, on "Improving the Acquisition Process'™
be amended to add a recommendation on competition. A copy
of that recommendation is attached. It will receive the
‘same intensive implementation and follow-up attention as the
earlisr recommendations:

) Achievement of competition in acquisitién crosses many

_ " functional areas: procurement, program management, engineering,
- financial management, legal, supply, maintenance, and others.
For this reason, individuals who have responsibility for
coordinating these disciplines must become personally involved
to ensure that appropriate plans and procedures are followed.

I request that each Military Department and Defense
Agency having procurement authority establish management
objectives for the enhancement of competition. Please send
your plans for this program to the Under Secretary of
Defense for Research and Engineering within 60 days of the
date of this letter.
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Erank C.“Larfucci
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Recommendation 32

{ SMRFASE COMPFTITION IN THE ACQUISITION PROCESS
T

Competsitston ‘tkn @ basic cornerstone of the free enterprise ayatem. When
applied toqrompbEnment, it assures fairness, avoids favoritism, obtains lower
prices, andeqiistuums better performance. Fallure to obtain competition for
Government nHK¥ArNE “results not only in a loas of these benefits but in a
loss of conBidAmke 2m the integrity and quality of the acquisition process.
Such losses<imur @ wery serious effect on the ability of the DoD to accomplish
{ts basic wedrm. . -

Comperfrfem wsm. be ohbtained only hv meticulous planning and bv the support
of managemme gt m13d leveln. It involves all functional diaciplines aamociated
with the apmmmiaden proceas --— nnt just the procurement or contracting function.
S_peci'al tesmidypoes For enhancing competition have been developed for different
commoditieyenmiamrrricen. Some require additienal early funding to achieve <

" afgnificantensviops in later phanea. Technical og deaign competition may -
supercede yufine wemmiderations durilng advanced or engineering development phasen
for new equi¥peemt. Competition ahould be extended to the extent possible beyond.
initial acgpdaditten and should include life cycle costa.

Recommaiition .~ Req.uire the Services and Defense Agencies to establish

mnagementm_to increase competition by setting objectives.

Advargusges — @111 décreaag contract costs, lmprove performance, avold the

appearance of -fimwezitism, and increase confidence in Defense-procurement.
Disadsrronpe — Increases management conts and lengthens preaward lead -time.
AEM - Direct that acquisition management activities establish

riame:- am ob tiv t tha tition. —
appropriase JpoEET. objec es to e nce gcompe on Frimk C. Carlucel
! © - oppreved: . : JUL 271981
" .<i3femsNeeds More Development:
< X:%wed More Information: = '
“Dmapproved:

]
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THE UNDER SECRETARY OF DEFENSE

WASHINGTON, D C. 20301

RESEARCH AND
ENGINEERING

MEMORANDUM FOR THE SECRETARY OF -DEFENSE
DEPUTY SECRETARY OF DEFPENSE

SUBJECT: Competition in Defense Procurement — ACTION HEHORANﬁUH

“Attached ia a memorandum to the Services and Defenme Agencles requesting
{ncreasned effort to enhance competition in the procurement procens.

Over the pamt 5 years, the dollars of procurement placed under price
. competition have varied from a law of 26 percent in FY 1978 to -a high of
30 percent. in FY 1976. For the first 6 montha of FY 1981, price competition
" was 35 percent. Most of the real improvement reflected in FY 1981 to date
is due to petroleum, which 1is currently in long supply and we are able to
obtain competitive offers for ocur requirements.
- - .

In terma of numbers of procurement actions, we are placing about 40 percent
under competition. The large bulk of these are trangactionu under $10,000, where
we can use simplified procurement procedures (telephonic quotes and short-form
contracts, etc.). ) * . o

Price competition, of course, is not the only competitive category. Pro- ]
curements resulting from technical and denign competition where price 1is only i . .
one factor in the source selection were 10 percent in the first 6 months of
FY 1981--a slight {ncréase over the comparable period in PY 1980. Most of our
major weapon system production contracts are the result of earlier technical
‘and design competition. :

Congreasional committees and individual members have frequently expressed
concern that too many DoD procurements are not gwarded competitively. We must
perform our procurement mimaton efficlently, and competition is our single
most effective approach. We have initiated an effort by the Logistica Manage-
ment Institute to identify in the commodities and services we purchase those
where opportunity to enhance competition exists.

The attached memprandum establishes competition as your 32nd recommendation
for acquisition improvement and it requesta the Services and Defense Agencien
to eatablish management objectives in this ares and initiate plans and pro-
cedures to carry out the objectives. ) '

Recommendation: That you sign the attached memorandum.

. C/“;szp/ﬁi /?/?5191- -

Attachment , -
As stated

. ' y 50335 . .~
Prepared by: Mr. Fisher, x70895, 27 July 1981 y .
-
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THE DEPUTY SECRETARY OF DEFENSE

WASHINGTON D.C. 20301

April 30, 1981

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
CHAIRMAN OF THE.JOINT CHIEFS OF STAFF '
UNDER SECRETARIES OF DEFENSE . - . v
ASSISPANT SECRETARIES OF DEFENSE
GENERAL COUNSEL
ASSISTANTS TO THE SECRETARY OF DEFENSE

SUBJECT: Improving the Acquisition Process

on 2 March 1981, I directed a 30-day assessment of
the Defense acquisition system with the priority objectives
. of reducing cost, making the acquisition process more effi- ‘

_cient, increasing the stability of programs, and decreasing R

the acquisition. time of military hardware. The report, : .
_delivered to me on 31 March 1981, provided many specific

recommendations and posed a number of major isgues for

decision. :

I have discussed the report with the Steering Group,
the Joint Chiefs of Staff, the Service Secretaries, and v
the Under Secretaries and selected Assistant Secretaries of . ’
pDefense. Based on the report and those meetings, the ‘
Secretary and I have decided to make major .changes both in
the acquisition.philosophy and the acquisition process
itself.  We are convinced that we have now a historic and

unique opportunity to significantly improve the Defense )

acquisition system. We ask for your cooperation and assist- o -

ance in carrying out these decisions. ;

’ The acquisition decisions are recorded in detail in the X e
attachments to this memorandum. I would like to highlight ~— .
here the major decisions and their’ implications for DoD in

the following paragraphs. »

DoD Acquisition Management Philosophy

The DoD management philosophy that I described in W
my 27 March 1981 PPBS decision memorandum also applies to ) y\ﬁy
the acquisition policy and process. Through controlled b
decentralization, subordinate’line executives will be held
accouptable for the execution of policy decisions and programs . i
as approved. The review of the acquisition process is a good ) e
example of participative management where the Services and
other DoD staffs, working together, have jointly agreed on

L 43862 \




what should be done. All points of view were considered prior
to decision. Now that decisions are made, the Secretary and
‘1 expect full support of DoD staffs and the Services in :
tmplementation. .

. 4 \ :
. 1 affirm the following acquisition management principles:

1. We must improve lond-range planning to enhance
acquisition program stability. ) -

2. Both OSD and the Services must delegate more
responsibility, authority and accountability for programs;
in particular, the Service program manager should have the
responaibility, authority and resources adequate to execute
efficiently the program for which he is responsible.

. 3. We must examine evolutionary alternatives which
use a lower riak approach to technology than solutions at
the frontier of technology. :

4. We must achieve more economic rates of production.

5. We must realistically cost, budget, and fully
fund in the FYDP and Extended Planning Annex, procurement,
logistics and manpower for -major acquisition programs.

6. Readiness and sustainability of deployed weapons
are primary objectives and must be considered from the start
of weapon system programs.

' 7. A strong industrial base is necessary for a strong
defense. ' The.proper arms-length relationships with industry
. should not be interpreted by DoD or industry as adversarial.

DoD-0OMB and Congress

. Many of the decisions announced in this memorandum
can be implemented within DoD's legislative authority. Some
decisions need to be coordinated with OMB., A number of
recommendations will need Congressional action before final
implementation can take place. In those latter cases, we
will work closely with appropriate Congressional committees
and their staffs to explain and justify our recommendations
for changes to legislative requirements.

poD-Industry Relationship

while DoD shoyld be tough in contract negotiations
as part of the buyer-seller relationship, this does not
mean that relationahips between management and industry
should necessarily be adversarial. Industry and government
have a shared responsibility and must assuma a new spirit of

TR




cooperation. A healthy, innovative, and competitive
industrial capability is a primary national objective.

I direct all top DoD management, in 0SD, in JCS, and in
the Services, to ensure this is understood at all levels.

»

Economies, Efficiencies and Savings

A primary objective in streamlining the DoD acqui-
sition process.is reducing costs. All DoD staffs and .
Service managers should keep this uppermost "in their minds.
We all must be more aggressive and imaginative in looking
for ways to save money throughout all phases of the acquisi-
tion process. I look to each of you to use your enhanced
authority to bring about major savings and improved methods
of operation.

Decjsions to Improve Acquisition Policy and Process

The Secretary and 1 are determined to reduce substan-
tially cost overruns, deploy adequate quantities of needed
systems that are operationally effective and ready, and do
this in ‘the shortest possible time. We are convinced that
the .actions directed in the attachment will significantly
contribute to achieving these objectives. The major deci-
sions for improvement can be summarized in four categories:

Reduce Acgquisition Cost
C Increase program stability by fully funding R&D

and procurement at levels sufficient to ensure efficient ‘
- cost, supportability and schedule performance, and minimizing
changes to the approved prpgram.

0 Implement multi-year procurement to improve production
proceases, lncrease economy-of-scale lot buying, decrease
financial borrowing costs and reduce administrative burden
in contracting. )

0 Reduce administrative costs by simplifying proce-
dures, seeking relief from costly legislative requirements
and reducing the number of DoD regulations and directives.

- © Encourage capital investment to increase productivity
in the defense industry by improved contracting, more reason-
able risk sharing, and increased incentives,

[

0 Promote Services use of economic production rates
_to reduce unit costs and decrease acquisition time.

O Require Services to budget to most likely cost to
raduce cost overruns and provide stability.

[ — r‘"""‘__“ —scT 7 T T '“_‘“'__._‘.'
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"decisions, even those within DoD's authority, will take ‘time

-

.
7

¥,
Shorten Acquisitigh Time N

O Implement Preé&anned Product Improvemeﬁt to reduce

‘unit costs and decrease acquisition time.

. .
v ~ o

O  Provide adeduate "front end” funding for test hardware. . .

Imp;ové Weapons Support and Readiness

O 'Stress acquisition strategies that providé incentives
to contractors to attain reliability and maintainability goals.

O Establish readiness objectives equ? in development ~
programs. .

Improve the DSARC Process

i
O Move toward controlled decentralization of the acquisi-
tion process to the Services.

-

. 0 Reduce ihe data and briefings required by the Services ,
and other DaD staffs. ~ . ' .

0. Tie the acquisition process more closely to the PPBS.

Imglementaticn of the Decisions

Implementation of the decisions anncunced in this
memorandum is as important as the decisions themselves. Many

to implement fully. A large number of DoD managers will have
to take part on a worldwide basis. .

I assign overall responsibility to the Under Secretary .

" of Defensa for.Research, Engineering 4nd Acquisition for moni- "

toring and follow-up of all decisions in this report. 1 expect
him to establish an appropriate implementing and reporting
syastem. The first report will be submitted to me by sthe end : “

of May and every month thereafter until further notiée. : T%%F
Both the Secretary and I appreciate-the work yq'k&nd your ;ﬁ{

staffs have provided during thisa assessment. C A

'''''

kC. Carlucc PO

’

Attachmants
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Recommendation 1

MANAGEMENT PRINCIPLES

The Steering Group recoémends that the Deputy Secretary of
Defense reaffirm the following major acquisition management
principles:

1. An improved statement of long-range Defense pollcy,
strategy and resources will be provided to the Services in order
to establish a framework for military objectives, goals, and
mission planning to enhance program stability.

2. Responsibility, authority and accountability for programs
_should be at the lowest levels of the organization at which a
total view of the program rests,.

3. Service Program Managers should have the responsigility,
authority, resources, and guidelines {goals and thresholds)
adequate to efficiently execute the program. This should
include the system specific acquisition strategy for attainment
of the required operational and readiness capability, and appro-
priate flexibility to tailor the acquisition strategy to estimates
of the development priorities and rlsks.

4., Evoluticnary alternatives which use a lower risk approach
to technology must be examined when new programs are proposed..
Solutions at the frontiers of technology must provide an alternative
which oSfers an evolut1onary approach. Pre-planned Product Improve-
ment (P7I) should become -an .integral part of the:Acquisition Strategy.

5. Achievement of economic rates of production is a fundamental
goal of the acguisition process. - '

6. The Services should plan to realistically budget and fully
fund in the FYDP and .Extended Planning Annex {EPA} the R&D, procure-~
ment, logigtics and manpower costs at the levels necessary to protect™
the acquisition achedule established at program approval points, and
to achieve'acceptable rendiness levels,

7. Improved readiness is a primary objective of the acquisition
process of compdrable importance to reduced unit cost or reduced
acquisjtion time. Resources to achieve readiness will receive the
same emphasid as those required to achieve schedule or performance
objéctives., Include from the start of weapon system programs -
designed-in reliability, maintainability and support.

8. The proper "arms-length” buyer-seller relatzonshxp should
not be interpreted by government or industry as adversarial.  The
DoD should be tough in contract negotiations. But welpons acqui-
sition should be managed on a participating basis using industry
as a full constructive team member. A strong industrial base is
necessary for a strong defense,

Approved: 22 —
ldea Needs More Development:

I Need More. Information: > '
Disapproved:




Reconmendation 2 . .
H -

* PREPLANNED PRODUCT IMPROVEMENT

A revolutionary system development approach which uses new
and untried technology to meet a military threat can offer
dramatic potential payoffs, but frequently ends up with large

cost increases and schedule slippages.

. An evolutionary apptroach offers an alternative which minimizes
technological risk, and consciously inserts advanced technology
through planned upgrades of those.deployed subsystems which offer
the greatest benefits. In this manner the lead ‘time to field

. technological advances can be shortened while an aggressive

scheduling of fielded performance improvements can be expected
during the service life of the systems. This concept is called
Preplanned Product Improvement (P31}, and is commonly used in
commercial industry. e . ‘- B

Récommendation -~:Most new and existing systems should be

partitioned for performénce growth through the application of .
sequential upgrades to Xey subsystems in order to reduce development(:

risk, and take best advantage of technological advance.

Advantages - Can reduce acquisition time, reduce develop-
ment risk amd cost, and ephance fielded performance through the
deployment of upgrades. A revolutionary appreoach can always be.
adopted when the demands of the threat or other compelling

military needs require such an approach.

-~

* Disadvantages - The performance needed to meet a critical
threat may dictate the use of distant technology, but the factors
involved in such a decision are seldom incisive. Therefore, the
choice between alternatives is not likely to be absolutely clear.

Action Required:'l

'~ USDRE, working with the Services, develbp within 30-

days a plan for implementing Preplannéd Product Improvement including

definitions and criteria for application. .

- USDRE requesé the Services, to evaluate ongoing programs
to determine potential for payuff from the application of preplanned
product improvement, and to present results at the next DSARC. :

- ﬁSDﬁE assuge Services have fixed the resﬁonaibfiity for
review of opportunities for product improvement after any system

reaches the field, and to develop a product improvement plan.

Approved: 2 l:

1dea Needs More Develépment:
I Need More Information:
Disapproved:

-l




Recommendation 3

MULTIYEAR PROCUREMENT N

L

Recommendation: Encourage extensive use of multiyear
procurement based upon a case-by-case benefit/risk analysis.

Adyantages: Multiyear procurement could result in average
dollar savings of 10 to 20% in unit procirement cost through
improved economies and efficiencies in production processes,
economy-of-scale lot buying, decreased financial borrowing
costs, better utilization of industrial facilities, and a reduccion
in the administrative burden in the placement and acdministration
of contracta. In addition, the stimulated investment in produstion
equipment will result in lower-defect, higher gquality products.

The market stability will also enhance the continuity of subcen-
tractor supply lines and thereby decrease acguisition time. Surge
capability will also he improved. :

Disadvantagesr» This .funding technique fences in money and .
commits future Congresses. If used to excess, it would significantly
reduce the flexibility of the Secretary of Defense to respond to \
unforeseen changes in the external threat. If a multiyear procure-\
ment was used to lock in a border line program, costs would be 4
increased if the program was cancelled. In order to avoid these
.potential disadvantages, the following criteria are recommended
as general guidelines to scréen potential multiyear candidates:

(1) significant benefit to the Government; (2).stability of
requirements, ‘configuration, and funding; and (3) degree of
ccnfidenc{‘in cost estimates and contractor capabilities.

-

Action Required:

a. Gereral Counsel must respond in writing €o Congressman. ?
Daniel's Bill HR 745. '

. b USDRE and ASD(Comptroller} should brief Appropriation and
_Armed Services Congressional Comm.:itees on recommended multiyear
procurement procedures and concepts,

¢. USDRE should prepare special policy memorandum to the
Military Departments for SecD@f signature defining procedures and
requestiro identification of potential FY 83 multiyear procurement
candida -y’ : :
. d. 'USDRE and ASD(Comptroller) should modify DoD Directive
7200.4 and the Defense Acquisition Regulation (DAR) and should
interface with OMB to modify Directive A-1ll as required.

e SecDef will present FY 83 President's Budget containing
. multiyear candidates. .

! Approved: 2& .

Idea Needs More Development:
t 1 Need More Information:
Disapproved:




Recommendation 4 - .

INCREASE PROGRAM STABILITY IN THE ACQUISITION PROCESS

Program instability is inherently costly in both time and
mongy. The 47 major programs covered by the December 31, 1980,
Selected Acquisition Reports (SARs)’ reflected total cost growth
of 129 percent over the Milestone II estimates. Reasons for
growth are economic er inflation {27 percent), gquantity changes’
{26- percent}, estimating changes (18 percent), schedule changes
(15 percent), support changes (7 percent), engineerina changes
(5 percent), and other changes (2 percent). ‘Forty one. (41)
percent of all cost growth.is due to quant&ty and schedule changes.

0f the 47 programs, 19 ‘have had quantity increases, 26
guantity decreases, and 8 are unchanged. Schedule changes have
resulted in reduced costs on 4 programs and increased costs on
41. The most common cause for these changes is financial. The
budget levels and relative priorities of competing programs force
tough decisions to terminate programs, reduce the number of weap- =~
ons, stretch the development program, delay_ planned production or
stretch the planned buy. .

Recommendation: SecDef, OSD and Services should fully fund
the R&D and procurement of major systems at levels necessary to
protect the acquisition schedule established at the time the pro-
gram is baselined, currently Milestone II. Limit stretchrouts
due to funding constraints (except when mandated by the Secretary ’
or -Congress). Establish procedures which will phase the
scheduling of sequential milestones so that manpower "peaks and

" valleys" can be minimized consistent with balancing the risks. 1In
"general, only changes which are directed by changed requirements

or development problems should be made.

. Advantages: Reduces costs and saves time by stabilizing
scnedules, quantities, and production rates. Will enhance the
ability to plan force modernizations. . X

Disadvantagés: Budget flexibility will be reduced,

Action Required: SechDef directs that during program and
budget reviews by OSD (DRB)} the Service Secretaries must expiain
and justify differences between program baselines established at
Milestone II and the quantity and funding in the program or budget
under review. : ] .

ASD(C) and ASD(PA&E) include above direction in FY-83 POM
and Budget Guidance. P

— Approved: _&

Idea Needs More Development:
I Meed More Information:
Disapproved:

.




rRecommendation 5

ENCOURAGE CAPITAL INVESTMENT TO ENHANCE PRODUCTIVITY

Productivity in the defense sector of the U.5. economy has
been lagg3ting, in large part because of low levels of capital
invegtinent compared to U.S. manufacturing in general. Cash flow
problems, tax policy, high'interest rates, and how return on
investment (ROI) tend to limit available investment capital. The
industry views low profits and program instability as precluding
investment in capital equipment. This situatinn has two major
implications: a tendency to shift from defense to commercial =
business, gnd a decrease in funds available for facilitization,

Recommendatién:_ Encourage capital investment,

Advantages: Will increase long-term investments which should
lead to lower unit costs of weapons systems. Increase productivity.

[

Disadvantages: Earlier Government disbursements. Some
reduction in tax revenues.

Action ﬁequired: USDRE should have the prime responsibility -
to implement the following actions working closely with General
Counsel, Legislative Affairs, and the Service Material Commands.

a. General Counsel should support legislative initiatives

. to permit more rapid capital equipment depreciation and to

recognize replacement depreciation costs by amending or repeaiing
Cost Accounting Standard {CAS) 409, “Depreciation of Tangible
Assets." :

b. Structure contracts to permit companies to share in cost

* ‘reductions resulting from -productivity investments., Modify the

Defense Acquisition Regulation (DAR) profit formula. Allow for
award fees inversely proportional to maintainability costs.

c. Increase use and frequency of milestone billings’ and
advanced funding. Expedite paying cycle. '

d. Provide for negotiation of profit levels commepsurate
with risk and contractor investment; ensure that recent profit
pclicy changes are implemented at all levels.

e. 1Instruct the Services of the need to grant equitable
Economic Price Adjustment (EPA) clauses in all appropriate
procurements. Contract price adjustments made in accordance
with EPA provisions showld recognize the impact of inflation on
profits. Ensure that these clauses are extended to subcontractors.

f. 1Increase emphasis on Manufacturing Technology Programs.

g. Provide a consistent policy which will promote innovation
by giving contractors all the economic and comnercial incentives
of the patent system. Provide policies to protéct proprietary
rights and data. . x

h. General Counsel should work to repeal the Vinson-
Trammell Act. ’ .

Approved: .
Idea Needs More Development:
I Need More Information:
Disapproved:
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pecommendation 6

BUNGET TO MOST LIKELY COSTS

Intentionally low initial cost ~stimates are a prime contri-
bution to apparent cost growth. FProgram costs are sometimes pur-
posely understated either because DoD.is forcing a program to fit
available funding rather than the funding it takes to do the job,
or because the contractors are purposely lowering their cost eati-
mates in order to win a contract with hopes of recovering costs pn
follow-on contracts. Either practice is referred to as “buying in.”
when the actual costs become apparent, DoD is severely criticized
for cost overruns and there are insufficient funds available to
procure at economic production rates. Also, the negotiated contract
coast does not include future enqincering changes or post-contract
award negotiations which can drive costs higher.

Recommendation: PRequire the Services to budqget to most likely
or expected costas, including predictable cost increases due to risk.
Provide incentives for acquisition-officers and industry to make
and use realistic cost estimates. '

Advantages: Less cost arowth. More realistic long-term de-
fense acquisition budget. Increased program stability.

Disadvantages: Difficulty in determining if a contractor is
providing realistic estimates. ‘Political difficulty in rejecting
bids that project prices lower than costs. Difficult to budget
funding greater than publicly-known contractual funding. oo

Action Required: ASD(C) require the Services to budget to most
lixely or expected costs including predictable cost increases due to
risk, instead of the contractually agreed-upon cost. USDRE and the
gervices provide incentives for acquisition officers ‘and contractors
to accurately project costs, including financial incentives and per-
formance evaluation .considerations to DoD personnel, and profit in-
centives to induatry to reduce costs.

. Approved: :
idea Needs More Development:
1 .Need More Information:
* Disapproved:

I




Recommendation 7

ECONOMIC PRODUCTION RATES

The cost and time needed to put a weapon system into the
field can be reduced by establishing and sustaining economic
rates of production {i.e., the rate at which unit cost #oesn't '
decreage significantly with further rate increases), Tight
budgets and strong competition between programg have forced
many programs to accept funding levels in the budget which will
not sustain an economic rate of production.

A commitment to economic production rates cannot rule out
sound arguments for lower ({(or higher} rates. For example, the
Services may wish to stretch a program over a number of years ’
in order to preserve a warm production base to permit rapid
mobilization to meet a crisis or war. However, this requires
stockpiling of materials, parts and subsystems to be effective.

Recommendation: Services must use economic production
rates in their proqram and budget requests, or explain and be
prepared to defend the reason why a different rate was selected.

Adyantages: Save time and reduce cost of acquiring new
.saystems.

pisadvantages: Will buy out the total system faster
(shorter production run for a given quantity) with peak funding
competing with other systems, possible workload fluctuations in
certain industries with occasional dead time and possible erosion
of the industrial base. Can increase cost of correcting support
problems. -

Acti R ed: Secretary of Defense establish policy ,
requiring Services to fund programs at economic rates or justify
any differences during budget reviews by OSD and the DRB. USDRE
and ASD(C) include this requirement in the FY 83 proqram and
budget guidance. .

.Approved:

Idea Needs More Development:
"1 Need More Imformation:
Disapproved:

F’
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3 Recommendation 8

ASSURE APPROPRIATE CONTRACT TYPE

Industry has repeatedly, over a long period, expressed serious
concerns about the recurring use of the wrong type of contract. 1In
particular, fixed price contracts are frequently empleoyed for
_RDT&E and early productiof, which have legitimate cost uncertain-
ties. This leads to a high risk situation for the contractors and
to cost overruns for DeoD. Current DoD policies and requlations
give guidance as to the use of appropriate contract types: however,
this quidance is not beinag followed in the field.

Recommendatign: Give the Proaram Managers the responsibility
to tatlor contract types to balance program needs and cost savings
with realistic assesament of an acceptable balance®*hf contractor
and government risk. Recommendation 1/Management Principle 3
states that the Program Managers be given the authority to deter-
mine the specific acquisition strateqy.

Advantages: Precludes a company from being forced to assume .
cost risk beyond their financial ability.

May increase competition if contractor risks
are recognized. .
] -

Gives the Program Managers more flexibility to
accommodate program needs.

Disadvantages: Government assumes more cost risk.

Action Required: USDRE establish an 05D, Service, Industry
working group to develop an implementation plan to ensure that
appropriate contract types are ugsed. USDRE and the Service
Secretaries ensure that Program Managers have the responsibility
for determining the appropriate contract type. USDRE should
ensure that the requlations are clear on this point.

?

Approved:

Idea Needs More Development:
I Need More Information:
Disapproved: -
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" Recommendation 9

. IMPROVE SYSTEM SUPPORT AND READINESS

As a result of recurring problems with'weapons system support,
the recent revision of acquisition policies includes a majog em-
phasis on support issues, including reliability, maintenance,
spares, test equipment, and maintenance manpower. These recent
policies are generally sound, are not directly influenced by the
major acquisition process options:presently under consideration
and can be undertaken under any option.

~ To be effective the policies require Secretary of Defense
commitment. The need for this specific commitment results from
the competition among the conflicting objectives of high perform-
ance, lower cost, shorter schedules, better reliability and '
malntenance, an& support.

Recommendation: FEstablish readiness objectives for ecach
development program to include estimates of the readineas level
to be achieved at early fielding and at maturity. Implement
acquisition policy establishing "designed-in" rellability and
readiness capabilities. The implementation must emphasize the
objectives of shortening the overall time to_deliver equipment to
the troops which meet mission and readiness needs: the need forz . -
improved estimates of the R&D and support resources required: and
additionally, ask tWat some force elements(s) be targeted for a
major improvement in deaiqned-in.support capability to be less
dependent on a support tail.

Advantages: Clarifies that improvement in readiness is a
major objective of the Administration, and that implementation
must take place. .

Disadvantages: Will require additional technical effort and
resources early in acquisition programs. ’

A ed: MRA&L draft SecDef policy letter to be
‘issued within thirty days, reaffirming weapons support policy and
objectivea, and tasking the Services to develop implementing

—

guidelines, including procedures, for addressing support early in
Approved:

acquisition programs.
Idea Needs More Development:

I Need More Information: -
Disapproved: '
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A Recommendation 10 ° o
REDUCE THE ADMINISTRATIVE COST AND TIME TO PROCURE'ITEMS

In 1974, less stringent requirements were eatablished for
DOD Contract procedures associated with purchases under 510,000.
The purpose was to reduce both® the time and paperwork costs to
a level commensurate with the value of the item being purchased.
Over the years the tendency of a bureaucracy to take precautions
has .,expanded the paperwork associated with a procurement, and
inflation has reduced the purchasing power of the dollar until
the $10,000 item of 1974 would cost almost twice that much to
purchase today.

A similar inequity exists in the administrative procedures
governing contract funding execution. Department of Defense and
Service procedures place numerous administrative reguirements on
the obligation of funds, They provide unnecessarily cumbersotne
safequards for the public interest, to a certain extent thereby,
thwarting that int st, There is also a general tendency to
apply. the most buraensome procedures, ever. if administrative .
shortcuts are allowed. The DoD is motivating its contract and
fund administrators to avoid the least possibility of criticism
rather than to use economic procedures, )

a. Recommendation: Raise the $10K limit for purchase order
contract use to 525K to accommodate inflation and reduce unneces-

sary paperwork and regview. Letter is enroute from Joint Logistics ~

Commanders to DEPSEC F recommending change. Proposal is cur-
_rently in staffing at OMB for inclusion in the Uniform Procure-
ment System {UPS} and as a legislative initiative.

Action Required;- DEPSECDEF recommend that OMB (OFPP)
initiate changt to 10 USC 2304, :

b. Recommendation: Raise threshold for contractor costing
data inpu¥ from $100K to $500K to accommodate inflation and
reflect current auditing procedures. {Paperwork lcad is such
that only data for contracts over $500K is actually audited

today. )

Action Required: DEPSECDEF recommend that OMB (OFPP)
ihitiate leglslative change to UBC 2306.

c. Recommendation: Raise threshold for Service Secretary

review of Contract Determination and Findingas (D&F) for RDTLE
from $100,000 to $1 million. Current level was aet in mid-
19608. Higher level would still cover 90 + t of .expenditures

{dollars). Higher limit supported by JLC.

-




Action Required: DepSecDef recommendation to OMB (OFPP) for
- approval; subsequent change to Defense Acquisition Regulations (DAR).

. d. Recommendation: Encourage greater use of class (D&Fg) which
allows one DE&F to cover multiple contracts. PReduces total volume

of contracts, which must be reviewed, thus speeding up processing
- time. :

Action Required: USDR&E prepare policy statement encouraging
greater use ot class D&Fs. -

. e. Recommendation: Raise reprogramming thresholds from $2M
to $10M for RDTSE appropriations and from 55M to $25M for procurement.
-Thresholds were set 10 years ago with no inflation accommodation.
Greatly reduces Service flexibility to answer program.

Action Required: Rennw Sechef/NDepSecDef efforts to obtain
Conqressional Commit%tce approval (HASC, SASC, HAC, SAC}.

_ Advantages (all above recommendations): Provides immediate re-
lief Trom unnecessary paperwork burden. Reduces administrative

lead time, which will result in reductions in in-house and industry
overhead cost. Supports a far more efficient Government cash flow

_management.

-

Disadvantages; Less opportunities for legal reviews.

f. Recomﬁéndation: Eliminate the need for non-Secretarial level
DiFs for competitive negotiated contract awards, '

Advantages: Reduced paperwork and administrative lead times.
In conjunction with recommendation C above, to increase D&F thresholds,

‘the D&F requirement would be considerably reduced.

Disadvantages: Many smaller procurement actions would not re
reviewed above program office level.

Action Required: SécDef submit recommended legislation to
review public law.

. ¥ )
g. Overall Action: USDRGE prepare implementation plan and re-
quired SecDef letters within 60 days. Tie cost thresholds to inflation.

-’

Approved:

tdea Needs More Development:
I Need More Information:
Disapproved:
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Recommendation 1l

{NCORPORATE THE USE OF BUDGETED FUNDS
FOR TECHNOLOGICAL RISK

Material development and early prpduction programs are subject
to uncertainties., Program managers o explicitly request funds to
address these uncertainties usually /find these funds deleted
either in the.  DoD PPBS process, by OMB, or by Congress. Then when
such uncertainties occur, undesiralle funding .adjustments are re-
quired or the program must be delayed until the formal funding process
éan respond with additional dollars.

The Army has initiated, and Congress has accepted, a Total Risk
Assessing Cost Estimate (TRACE)} to’ explicitly address program un-
¢certainties in the development of RDTALE budget estimates. The Army
is studying the application of this concept to early production cost
estimates. The other Services lack a similar concept to juatify
reserve funds for dealing with developmental uncertainties.

Recommendation: Increase DoD efforts to quantify risk and
expand the use of budgeted funds to deal with uncertainty. En-
courage all Services to use such budgeting where appropriate.

Advanta eﬁ: Cost estimates will be more realistic over time,
Programs Wl[i be more fully funded and overall programs will be
more stable. .

Disadvantages: Can encburage a more costly treatment of 3
problems that might be solved in other ways (self-fulfilling prophecy}.
Higher initial program estimates would result in fewer programs
within a stated total obligation authority. '

Ll

Action Required: SecDef emphasize the requirement to eval-
vate, quantify and plan for risk. USDRE direct all Services to
budget funds for risk. In particular, each Service should‘'review
the TRACE coricept and either adopt it or propose an alternative
for their use’ to USDRE within 60 days.

+

Approved:

Tdea Needs More Development:
1\Need More Information:
Dhifpproved:

1




Recommendation 12

PROVINE ADEQUATE FRONT END FIU'MDING FOR TEST™ HARDMARE

Weapon system development programs often have too few test
acticles to allow parallel tests for performance, reliability,
etc., and in order to shorten development time without substantially
increasing risks, Procurement of too few test articles forces a
sequential approach whereby the available test articles are
dedicated exclusively to development -testing. Consequently,
operational and other testing cannot be accomplished concurrently
{within acceptable levels of risk) to save time.

In addition to designing for the major performance objecfives,
indreased emphasis .should be placed on designing for reliahility
by providing adequate desian marqgins, while qiving full considera-
tion to adermquate testing, fault isolation and maintainability.
Adequate test hardware should be provided in the program to prrmit

‘carly combined environmental tests of the subsystems and subsequent
system tests, to allow iteration of the desiqn using the test-fix
test process to achieve early desiqn maturity.

Recommendation: Provide, sufficient test hardware to meet
the subsystem, system and software engineers' needs to properly
enqgincer and test development of the end item hardware using
parallel testing to reduce overall schedule time. The number
of test articles must be. defined and explained during preparation
of Service programs and budgets. .

Advantages: Saves time in the total acquisition process by
emphasizing reliability up front and eliminating lengthy and
costly problem identification and correction effort; also allows
realistic concurrent development and operational testing.

Disadvantages: Requires increased front end funding.

Action Required: USDRE ensure that the acquisition strategy
identIfy plans for and funding required to acquire adequate sub-
aystem and system test hardware to reduce overall schedule time

and risks.
Approved: '22:’

l1dea Needs More Development: -
I Need More Information:
_Disapproved:
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- ‘ . Recommendation 13 .

GOVERNMENTAL LEGISLATION RELATED TO ACQUISITION

Over the past decade, the acquisition process has become
overburdened with governmental legislation and requirements.
Individually, these regulations have worthwhile objectives;
collectively, they impose a costly and burdensome requjrement on
industry and the acquisition process.

Recommendation: Seek DoD relief from the more burdensome
requirements of governmental regulations.

Advantages: Less cost to contractors in doing business
with the Government. Reduce program costs. Simpler contracting
procedures. Faster contract awards.

Disallvantages: ' Reduced benefits which are considered impor-
tant national goals. Reguest for relief will certainly spark
debates with the various interested gJroups.

Action Required: USDRLE establish joint OSD; and Service
team to weigh the impact of the various governmental require-
.ments and regulations on the. efficiency and effectiveness of the
total. DoD acquisition and contracting process. Industry and OMB
should participate to the maximum extent possible. A report
should be prepared for the DepSecDef within 45 days.

)
Approved:
e _ ldea Needs Mare Development:
I Need More Information:
Disapprov%g:

IR
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Recommendation 14

[ )
y

G
—~ REDUCE THE NUMBER OF DOD DIRECTIVES

The current acgquisitioh directive refers to 114 (up from
15 in 1971 and 26 in 1977) related directives and instructions.
The Services emulate these directives in implementation with their
own implementing instructions. There is rarely a challenge to
these well-intentioned directions, nor is there a cost-benefit
check performed. 'Program manager .and industry initiatives are
often stilted by overregulation. With each new directive addi-
tional paperwork, manhours and other direct costs are expended
in compliance. Congressional, GAO, industry, 0SD, and OFPP
studies have indicated that contrai%ually imposed management
- systems and data requirements cost cents out of ever
contract dollar. With defense contracting approachinq;SIOO
billion a year, it means that these management-imposed require-
ments, cost approximately $8 billion per year. A 20% improve+
ment would save $116 million per year. :

Recommendation: Peduce the number of directives. Require
that the Defense Acquisition Executive be the sole issuer of DoD
directives related to acquisition. This would not mean that DAF
would draft all such documents, only that DAE would have final
review and releasing authority. .

Advantages: Coordinates requirements and reduces the. issuance
of superfluous directives, Will reduce program costs to the
extent that directives require fdports, data, ¢ocumentation.
Disadvantages: Adds an additional layer to the process of
issuing or revising a directive. Places the DAE in control of
directives for areag of acquisition for which he may have little
expertise. ’

Action Required: USDRE establish a joint. OSD, Service, In-
dustry team to provide récommendations within 90 days to sub-
stantially reduce the number of directives, and the documentation
required in contracts.

Approved: : ,
tdea Needs More Developm.nt:
I Need More Information:
Disapproved:
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Recommendation 15

FUNDING FLEXIBILITY

Program continuity requires that we budget for procurement
. funds more than a year in advance of the actual transition date
~of major acquisition programs from R&D to procurement. Since
most development program schedules are success oriented, some-
times the procurement transition date arrives and the system

is not ready to buy. Because procurement funds have been
budgeted, there is cons.iderable pressure to proceed with pro-,
duction rather than accept program delay. If the Secretary
(and/or Military Departments) had the authority to transfer

these procurement funds to R&D to correct deficiencies without -

the prior approval of OMB and Congress, it could significantly
decreasa the.time- involved in resolving program problems.
Section 734 of P.L. 96-527 (DoD Appropriation Act) provides a
general authority for Transfers, not to excced $750 million
between DoD appropriations. Its use requires a determihation
by SecDef that such’action is in the National Interest and

_ must have prior approval by OMB. Our current reprogramming
arrangements with the Congressional Oversight Committee pro-
vide that any such transfer is of "special interest of the
Congress" 4nd. requires their pricr approéva. in cffect, negat-
_ing the independent use of transfer authority by. the DFpartment.

- The proposal would require the support of the Oversight
Committees and OMB, _Ideally, such approval should be included

the,. general proviglpns of, the Appropriations Act as a sub-
‘section of 734. We will have to.work closely with Congress to
eﬁﬁg;e that this authority would apply only to the movement of
funds programmed for an individual weapon system, and would
not be used to transfer funds between programs.

_ Recommendation: Obtain legislative authority to transfer
individual weapon system Procurement funds to RDT&E.

Advantages: Frovides DoD with more flexibility to resolve
. ‘wWeapon-system funding deficiencies. .

Avoids program delays associated with OMB/
Congressional revieg‘and approval of funding
adjustments. ' .-

—

Maintains program stability by enabling pro-
gram manager -to resolve problems within total
available acquisition funding of the program
involved. ’




. Disadvantages:

Action Required:

' OMB/Congressional visibility occurs after

the fact, -
[ ] .

Could jeopardize current appropriation
and authorization process,

Could jeopardize current reprogramming
arrangements with Congress.

May be destabilizing.

ASD(C), working with the General Counsel, ’

OMB and Congress establish procedures for oD approval of the
transfer of funds in a given fiscal year from Procurement to RDT&E
for ar individual weapon system when the Secretary of Defense
determines tHat it is in the National Interest to do so.

Approved: ° .
Idea Meeds More Development:
I Need More Information:
Disapproved:

\

Q




Recommendatién 16 -

CONTRACTOR INCENTIVES TO IMPROVE RELTABILITY AND SUPPORT '

Industry has said that even though there is recently more atten-
tion paid to "support" in bob solicitations, there is a widespread
belief that performance ard schedule are DoD's principal objec-
tives. There is a need for industry to apply more of their design
talents to reducing reliability. and support problems. Beyond

this a need to improve the identification and specification of
maintenance manpower constraints ‘and for industry to include
these constraints in the designs.

Recommendation: Acquisition strategies should identify the
approaches to incentivize contractor attainment of reliability
and maintainability 4{R&M). goals and reduce maintenance manpower
and skill levels. These should include the approach taken in
the RFP evaluation, as well as specific awards, incentives and
guarantees, such as specific rewards for improving reliability.
The Services should develop greater expertise in support related
contractor incentives through analysis of experience gained on
~ DoD programs.

Improvements should be developed in the method of projecting
critical maintenance manpower skill limitations and translating
these into design constraints and objectives for inclusicn in
RFPs and8 specificatiagns. ’

Advantages: Improves reliability and support. Reduces
maintenance manpower requirements. :

Disadvantages: Incentives other than competition require
additional funds. . . :

Action Required. USDRE working with the Services, develop
guidelines to include the approaches to incentivize contractors
to improve support within 60 days, followed by a USDRE and
Service evaluation of incentives within the next year.

USDRE develop with the Sérvices.uithin one year, improved *
spproaches to translate maintenance manpower 8kill projections
into system design objectives.
- Approved: y
Idea Needs More Development:
I Need More Information:

———————

Disapproved: : . .
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Recommendation 17

CECREASE DSARC BRIEFING AND DATA REQUIREMENTS

During recent years there has been a growing tendency to
centralize the decision process within the DoD. This practice
has multiplied throughout the numerous levels of authority in
each of the Services, and has complicated the review process.
This practice has, i1 and of itself, lengthened the acquisition
cycle; created cost increases due to delays in decisions; con-
fused the authority, responsibility and accountability of the

-designated Services Managers: and has stifled innovation which
could -produce program improvements leadirtg to cost savings.

The principle of decentralizatiocn should be applied to acquisition
management. ' '

Recommendation: Emphasize the requirement to achieve
appropriate delegation of responsibility,'authority'and accounta-
bility to and within each Service for system acquisition to,
reduce the time and effort required for DEARC and Service major
system reviews, : : '

Advantages: Reduced system gost and shorter acquisition
cycles. . More efficient reporting by and within the Services.,
More streamlined program management, More efficient DSARC
and other program reviews. pPotential elimination of layered
management resulting in lean organizatiens.

bisadvantages: Some risk of losing a thorough functional
analysis of the system’because of the elimination of more detailed
reviews. )

Action Required: USDRE make explicit the changed character

and the reduced number of briefings and data for the DSARC review.

Approved:’
Idea Needs’' More Development:
1 Need More Information:
Disapprove:
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Recommendation 18

.
BUDGETING WEAPONS SYSTEMS FOR INFLATION

Historically, inflation predictions have been lesBer
than the actual inflation that come to pasas.  The gituation
has been most severe in major weapon programs that spend out
slowly and extend into those years when inflation estimates
have been poorest. The result is that unpredicted inflation
has cut heavily into real program by as much as $6 or $§7
billion a year. 'In addition to the serious underfunding of
major weapon and other purchases, DoD 'is charged with poor
management because of the amounts of cost growth in current
dollars appearing in reports and tn the process.

_".

t

Recommendation: Review various mqthahs and alternatives '
for budgeting more realistically for injlqtion.

- . : -
.
-

Required Action: Comptroller and PALE develop in more

-

: detail the various alternatives addressing the inflation issue

as related to planning and budgeting for major acquisition
programs and provide a decision paper to the Deputy Secretary
of Defqnse within 30 days; discuss draft options with OMB and
appropriate Congressional staff, .

-

Approved:
Idea Needs More Development:
I Need More Information:

- Disapproved:

IF




-y "

Recommrndation 19
FORECASTING OF BUSINESS BASE CONDITION AT

: -MAJOR DEFENSE PLANTS

»

The business base at key defense plants is not adequately
considered in DoD program development. Cross-Service impacts and
the affects of non-DoD work distorts business base projections and
seriously increases overhead costs. This has caused large cost
grpwth for certain weapons systems. Too little consideration is
givén to this factor in DoD planning and decision-making.

2

Recommendation: The Services will increase the effort to co-
ordinate programming information that affects other Service over-
head costs at given defense plants. Program offices will provide
program projections to plant representatives so that overall
business projections can be made available to the Services for
planning and budgetinqg.

Advantages: Better cost estimates and lower cort to the
qovernmant ., --Frovides-more realistic costs and stability. .

Action Reguired: Contract Administration functions will be
directed to maintain a business base projection, and government
offices will be directed to support this effort and utilize these
data in planning and budgeting. The OSD Cost Analysis Improvement
Group (CAIG) will maintain a data exchange for the Services to
assist in improved forecasting. '

Approved:
. Idea Needs More Development:
. I Need More Information:
Disapproved:

1R
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. Recommendation 20

IMPROVE THE SQURCE SELECTION PROCESS

Some DoD competitively-selected contractors have performed
poorly. 1In some instances, source selection criteria do not
sufficiently take into account past performance or plans for
future phases of a program. Also, the credibility and realism

- of contractor cost proposals are not always challenged.

Recommendation: Improve the source selection process to
place added emphasis on past performance, schedule realism,
facilitization plans and cost credibility. De-emphasize the
importance of lowest proposed cost. Devote more attention to
evaluating contractors' performarice during and at the time of
contract completior. Provide award fee contract structure to
encourage good performance. This both provides an incentive ’
for good performance, and a measurec of contractor performance
to be used in future source evaluations. Establish quality
ratings where possible and ensure these past performance ratings
are available for use by source selection personnel.

Advantages: Eliminate poor performers, eliminate proposals
that are unrealistically priced, thereby reducing the risk of
buy-ins.

Disadvantages: May limit competition. Will be difficult to
implement and apply fairly. .

.

Action Required: USDRE modify the source selection directive,
DobD 7105.62, to.emphasize the objectives stated above. USDRE

establish a DoD system for recording, documenting and sharing

.contractor performance.

Approved:

Idea Needs More Development:
I Need More Information:
Disapproved:

——
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Recommendation 21

DEVELOP AND USE STANDARD CPERATIONAL AND SUPPORT SYSTEMS

New subsystems and support systems are developed that are
peculiar to specific weapon .systems, yet have many performance
features in common with other systems. Use of standard, off-
the-shelf subsystems and/or. support systems for some of the long
lead time items can reduce development time.

Recommendation: Identify and develop standard subsystems
and support systems or their technology {(independent of weapon
systems) to meet projected weapon system needs. Support a
program of weapon support R&D to put diagnostic, repair, and
logistic technolngy on the shelf.

Advantages: Farlier deployment with lower risk. Enhanced
supportability. Reduction in operating costs. .

' ]

Disadvantages: Standard systems or technology may not Be

best match for the weapon system needs. Requires increased:
funding to implement. Could be overemphasized.

Action Reqhired: USDRE workinhg with the Services submits
a proposed program for FY.82 and beyond within six months,

-

Approved:
1dea Needs More Development:
I Need More Information:

Disapproved:




Recommendation 22

PROVIDE MOPE APPROPRIATE DESIGN TO COST COALS

Design to Cost (DTC) fee awards are made as a result of
paper analysis. There is little or no tie to actual costs in
production. DTC incentive fees and 'awards are payable during
and at the conclusion of Full-Scale Development. Award is based
on the forecasted average cost for the produgtion quantity.

Recormendation: Provide appreopriate incentives to industry
by assoclating fee awards to actual costs achieved during the
early production runs. .

' Advantages: ~Ties award to ﬁreal" achievement. Makes DTC
meaningfuI. -

Disadvantages: Changes in program (rates, quantity, in-
flation,etc.) complicate .analysis of results. Longer time
between DTC™:ffort and award payment.

Action Required: Insure program managers and contracting
officers develop contract terms and procedures to provide for
the payment of Design to Cost (DTC) awards and incentives based’
upon costs actually achieved during early production runs. Base
payments on demonstration that initial costs are on track with
DTC goal for total forecasted- production.

Approved: 2!::

Idea Needs More Development:
1 Need Moye Information:
Disapprove:




Recommendation 23

ASSURE IMPLEMENTATION OF ACQUISITION PROCESS DECISIONS

The acquisition process has been studied many times by many
organizations. Mosat of the recommendations presented here have heen
made before. However, few of these recommendations have-been imple-
nented, Congress, GAO, OMB, OFPP, industry, and OSD have continu-
ously criticized the Services for not following DODD 5000.1 and DODI
5000.2. A recent Navy acquisition study reviewed the implementation
status of past acquisition process studies and found that of 50
recurrent recommendations, some progress is perceived to, have occur-
red in 29 and almost no progress is perceived to have occurred in
the remainder.

A difficulty with implementing recommendations regarding the
acquisition process is the great number of players involved to make
implementation succeed. This Pequires persistent, intensive, fol-
low-up erffort to.nake sure that the reccommendations really do take
hold. The most common rrason for non-implementation is simply that
relentless, actigggon the part of top management s not taken to
insure that recommendations are, indeed, implemerm®ed. OS5D has, in
the past, focused a great amount of management attention on policy
development and resolution. However, OSD has not monitored imple-
mentation of the policies on a program basis. - )

Since potential decisions could lead to major changes to the
process and even to DoD organizations and their roles, it will be
difficult for the existing DoD organizations to execute changes
without high level attention by the SecDef and DepSecDef. Elimina-
tion of the complexity inhexent in the current process is masked
unless the many different types of changes are considered in terms
of the aggregate administrative and reporting load generated.

A fundamental determination which is required for each decision
is whether implementation should reflect centralized control under.
0sD or decentralization to the Services. 1In selected areas a uni-
formity of action across Services may be desired.

Recommendation: Ensuré that a determined management translates
approved recommendations into implementable direction and] fixes
responsibility so that management has visibility of the tions
taken. ~

Advantages: This plan will not succeed without a well planned,
intensive, high viaibility, relentless implementation phase. With-
out this effort, this report will degenerate into another study.

Disadvantages: Implementation will require a priority and
time commitment from all levels of management ranging from the
SecDef to the Program Manager for a number of years.

Action Required: a. hssign overall rzﬁponsfbility to USDRE
for monitoring and follow-up of all decisions made in this report.

. b. USDRE will assign a prime responsibility
for action on every recommendation and decision in this report. In
'geppral. these assignments have been specified under the "Action

.

Required” sections; however, in certain cases specific action res-
porsibilities will be defined in the immediate future.
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c. USDRE should consider utilizing a working
group containing 0SD and Service representatives to assist in imple-
) mentation.

L

e

. d. USDRE should consider utilizing a number

of creative techniques to translate the intent of these recommenda-
tions to all levels. This could include formal training sessions,
conferences, video taped Fraining films, articles, and policy letters.

e. Both the SecDef and the DepSecDef must
maintain a personal interest in ensuring that the changes are imple=-
mented, that there is continuous action to improve the acquisition
process, that periodic reviews take place, and that all Services and
0SD staff be made aware of the SecDef priority interest on this

subject. _ _
Aﬁproved: ‘ é&

" Idea Needs More Development:
Need More Information: '
. Disapproved: -
-
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~MAJOR ISSUES FOR DRCISION R , .

This section presents for decision the major issues identi-
fied in the Defense Systems Acquisition Review.

A. TIssue: WHAT SHOULD BE THE SECDEF ({DSARC) DECISION MILESTONE3?
r .

The current process provides four discrete SecDef decision
points., All of the alternatives discussed below retain the
current’ "milestone" process structure. However, all alterna-
tives either de-emphasize or reduce the number of formal OSD
level milestone reviews and SecDef decisions. Under some
alternatives certain milestone reviews are delegated to the
Service Secretaries. The Secretary of Defense decision author-
ity and acquisition policy responsibilities are maintained and
exercised through the PPBS process and/or by invoking explicit
disapproval of proposed Service program acquisition decisions
at any stage in the cycle., There are four alternatives shown
schematically on page

Alternatibe Oné (Page‘D-ll) reduces the current four discrete
SecDef decision milestones to three (with flexibility for only
two) by altering Milestone Zero. .

Milestone Zero SecDef review and decisionéts accomplished through
the apnual P%anning{ Programming and Budgeting System,(PPBS).-

Although Milestone I is retained, a SecDef decision would gen-
.erally be necessary only when a program requires a significant
prototype {Advanced Development) phase. Wwhen held, Milestone I
documentation would be reduced. .

Milestone II and III reviews. would continue to be conducted by
_the DSARC with final approval action by the SecDef. Any pre-

r post-Milestone III reviews deemed necessary would be held at
- & he Service level except under unusual circumstances. .

- ‘Pro: - Reduced administrative burden.
- 1Increased flexibility
- 1Initial development program reviews and
decisions are speeded.

- Con: - May be pefceived as a lessining of secDef
" control. ‘
Alternaiive Two (Page D-16) reduces the number of formal Secbef
DSARC reviews to Milestones 1I and IIT.

Milestone 0 would be reviewed by 0$D during PPBS as in
Alternative One above. -

A

Milestone I would be delegated to the Service Secretaries.
gecDef authority and oversight is maintained through notifica-
tion of Service decisions with veto/disapproval authority if
necessary. '

o, e BT
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Milestones II and III receive a full DSARC review and DSARC approval.

- Pro:. - Further delegation of. program reaponsibilit?_ahd
reduction in administrative burden. '
- Front-end process is speeded as in Alternative One.

- Con: - Further reduction in SecDef control over acquisi-
tion of major programs at front-end; may restrict
SecDef ability to redirect due to program momentum.
- May not be considered proper implementation of
A-109 with regard to Milestone I (A=109 requires
 SecDef to retain decision authority at the four
Mileatone Decisions}.

Alternative Three (Page D-19) reduces the SecDef decision mile-
stones to two, but ensures full SecDef involvement in major program
initiation, and improved program definition for program go-ahead.
The first decision point, "Requirements validation: (equivalent
to combination of Zero and One), serves as a full DSARC/SecDef
review and approval of major program initiation including threat,
weapons concept, risk and schedule, readiness, and affordability
goals. At this point a specific "not-to-exceed” dollar threshold
‘is estabii;%gﬂﬁwhich sets the funding to carry the program through
Concept dation and early Full-Scale Development activity up to
the second decision point, "Full-Scale Development and Production.”
The goals to be athieved by, and the timing of the second SecDef
decision point are defined at the first decision point.

The Program Go-Ahead, second SecDef decision point, occurs some-=
what later than Milestone I1-in a "normal" program schecule, and
{ts is selected to coincide with Preliminary Design Review. SecDef
retains source veto/disapproval of a Service proposed action and
program plans which shall include Full-Scale Development and Pro-
duction, the program plan for Test and Evaluation, Support and
Readiness, and the total acquisition strategy. :

The production program review is delegated to the Service Secretary
if there are no major changes to the program approved at the second
decision point by the SecDef. ) ' .

- Pro: - The administrative burden is reduced by fewer

.. 0SD level reviews.

- . ®he review levels are linked more closely to
major expenditure increases.

- Program commitment is delayed until program
technical, performance and cost factors are
more accurately determined.

- pProvides more efficient transition between
development. and production.

: ¢

- con: - Same Cons as above; .in addition the divergence
: from A-109 language is more acute.

- No separate SecDef production decision required.

28
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Alternative Four {(Page D-24) eliminates all SecDef decision
milestones and delegates total program review respcnaibility
to the Service Secretaries. The DSARC could be invoked at
secDef discretion but generally the SecDef would exercise con-
trol and decision autheority on a by-exception veto/disapproval
basis. Milestone Zero would be conducted through the PPBS
process as described.Earlier.

- Pro: - This alternative goes the furthest toward
decentralization and reduction in adminis-
trative burden.

- Con: - SecDef direct control of major acqbibitions is

substantially reduced. Perceived violation of
the intent of A-109 as regards agency head
v responsibility.

Action: USDRE revise DoD Directives 5000.1/2 apprbpriate to
alternative selected.

Decision:
_Current: {(Four SecDef Milestone Daecisions)

Alternative 1: (Three SecDef Milestone Decisions)

Alternative 2: (Two.SecDef Milestone Decisionsa)
Alternative 3r (Two SecDef Milestone Decisions)

Alternative 4: (Zero SecDef Milestoné Decisions)-

ACQUISITION PROCESS ALTERNATIVES:

1 1
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B. lssue: SHOULD MENS BE ELIMINATED/REVISED?

Problem: The Mission Element Need Statement (MENS) is an
internal :DoD document used to support the SecDef .decision at
Milestone Q. The MENS i% required by DoD implementation of
OME Circular A-109 (1976) regquirements toc state needs in terms
of mission and that SecDef should certify the need. The MENS
was to be 5 pages or less. 1In practice staffing has increased
and detailed justification information often requested by OSD
has contributed directly to perceptions of growth in the °
"front end" of the acquisition.cycle. There are 30 MENS
currently approved.

Alternative One would require submission of the MENS (shortened e
ror as currently required) no later than with the Service POM v
thus' linking the acquisition and PPBS process, SecDef approval
of MENS would be by acceptxng POM in the absence of BPElelC
disapproval,

- Pro: =~ Consfsteﬁt with reduced SecDef review options.
- Better integration of acquisition and PPBS
processes as "new starts” would he reviewed
) in the context of the full Service/DoD budget
- formulation process. -

-~ SecDef decision authority retained, but
exercised by exception in the budget process.

- Con: =~ Some reduction in SecDef visibility and |
" influence over preliminary program plans.

Alternative Two would eliminate MENS document entirely;
Congressional .Descriptive Summary (and other POM documenta-.
tion already required) would document Milestone 0.

- Pro: - Reduced paperwork, simplified program
. documentation.

- Con: = MENS has been given considerable visibility
) : . ‘in OFPP, OMB, and GAQC, could be viewed as
circumvention of A-109 though MENS not
specifically required by A-109. -

[}

Action Requifred:. USDRE revise DoD Directive 5000.1/DoD
Instruction 5000.2 appropriate for alternative selected.

Decision: 3

Alternative 1 __M

Alternative 2
I Need More Information
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Ce. Issue: SHOULD DSARC MEMBERSHIP BE REVISED?

Problem: Service Secrctaries. have statutory responsibility for
the execution of.contractual and financial responsibilities for
their departments, yet they are not voting members of the DSARC.
Service Chiefs also have no vote although they will be respon-
sible for developing and operating the systems under consideration.

Alternative One would maintain current membersnip. (USDRE,

Chairmans USDP; ASDIC); ASD(MRA&L);
in special cases}).

plus others
- Pro:

- Con:

Alternative Two would include the appfopriate Service Secretary
or Service Chief as full members of DSARC.

- Pro: -

-

- Con: -

Could place the DSARC in a position-of recommend-
ing a position that is contradictory to that of
the Service line executive responsible to the
" SecDef without explicitly reflecting the Service

position.

ASD (PALE); Chairman, JCS;

_ Retains DSARC as a SecDef staff advisory council.

-

-provide SecDef with a broader advisurylcouncil.
Reduces adversary nature of current procedure.

Reduce the independence of the DSARC aﬁvPSb

advisor to SecDef.
Increases the size'of the DSARC.

. . !
Action Required: USDRE revision of DoD Instruction 5000.2

‘required.

Decision:

.

Alternative 1

Alternative 2 I

I Need More Information

————————————
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D. Issue: WHO SHOULD BE T DEFFNAE ACQUISITION EXECUTIVE (DAE)?

»

Problem: Current policy requires that a DAE be designated by
the SecDef to be the principal advisor ard staff assistant for
the acquisition of defense systems and equipment. The USDRE is.
designated the DAE. However, the scope of the function en-
compasses procurement of material to support and sustain the
force. There is continuing competition between modernization
readiness, maintenance of forces and sustainability. The USDRE
has primary staff responsibility for force modernization effcrts
of DobD. ;

nlternative One would retain USDRE as the DAE.

7 .

- Pror - The USDRE is clearly the OSD executive with the
greatest technjcal knowledge and systems develo-
opment expertise.

- Con: - Primary USDRE responsibility is developing

weapon systems as opposed to operating, main-
taining, or supporting the military force.

.-~ The effort to rationalize and fund competing
programs suffers because USDRE could be an
RED proponent himself. i

Alternative Two would designate DepSecDef as DAE.

L ]

- Pro: - Improved balance between modernizing and oper-
ating the force:and a more coherent, defense
program could result from having DepSecDef
chair both the DRB and the DSARC.

- Con: - Increases the level of DepSecDef involvement in
the acquisition process. USDRE is the OSD
technical and system development expert.

(3

Declsion:

Alternative 1
Alternative 2
I Need More Information

3z
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E. Issue: WHAT SHOULD BE TIF CRITERION FOR SYSTEMS FRREVILWED BY
DSARC?

Problem: Currently, there are-over 50 major programs designated
for DSARC review. Although dollar thresholds (currently S$S100M
RDTLE or $500M procurement in FY 1980 $) are "guidelines," they
are generally the rule of thumb used - -toc select major programs.
Major program designa;ion is derived by subjective judgment based
upon joint Service payticipation, estimated funding, manpower and
support requirements, risk, politics, and other Secretary of
Defense interests™~

Alternative One would continue present system. - 9

- Pro: -~ The current system allows flexibility in
designation, and does not force uncontentious
programs to become major strictly because of
large inwestment. .
v _ :

- Con: - The largely subjective criteria causes un-
certainty, and may be susceptible teo an
arbitrary designation,

Alternative Two increases dollar guidelines for major system

designation to $200M RDT&E and $1B procurement in FY 80 §.

- Pro: - The number of Service -DSARCs and DSARC woéuld
. be reduced approximately 25% while still
insuring review of the most expensive major
-, systems:
‘=" Uncertainty and the opportunity for arbitrary,
unnecessary designation are reduced.

-+ Con:’ - Reduces number of major systems of significant
investment not reviewed at Secretary of
Defense level.

Action Required: USDRE revise DoD Directive 5000.1/DoD
Instruction 5000.2 if Alternative Two is adopted.

1
Decision:

Alternative 1.

Alternative 2 gz
I Need More Information

-
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F. Issue: HQW SHOULD THE DSARC/PPRS DECISION BE INTEGRATED?

Problem: It has been the perception that a DIARC endorsement
and subsequent .SzcDef approval commits the SecDef/Service to
fund the program as approved. This has led to confusion as n
_program status and stability. The DSARC process reviews sinqic
programs at significant mijestones to determine readiness to
proceed to the next phase. It is rnot feasible in that context
to assess the financing of a major program vis a vis other
Defense requirements. In contrast, the PPBS addresses all
programs within a resource allcoccation framework without an
in-depth review of technical issues and program structure.

This "disconnect,” the lack of explicit resource commitment
(including support and manpower) resulting from a successful
DSARC review and subsequent SecDef approval, is frequently cited
as a flaw in the acquisition process. ’

Alternative One continues present practice.

- Pro:- - Allows funding decisions during POM/budget
development. .
- Con: - Fosters program instabilities when DSARC program

is not supported in PPBS cycle.
- May void contract with industry.

Alternative Two resolves the interface problems by providing that
programs reviewed by the DSARC will be accompanied by assurance
that sufficient agreed to resources are in the FYDP and EPA or
can be programmed to execute the program as recommended. DSARC
review would certify the program ready to proceed to the next
acquisition stage. Affordability in the aggregate would be a
function of the PPBS process.

- Pro: - This would lead to DSARC endorsement of fiscally
executable programs and fosters program
stability through resource commitment. .
- Con: - Funding constraints may be set without regard.to
technical issues.
Alternative Three has the DRB assume the fiunctions of the DSARC.
This also makes DepSecDef the Acquisition Executive,
- Pro: - Decisions made by single body; no need to
- revisit in ahother forum.
- Forges a closer linkage between the acquisition
process and the PPBS. R
- Con: - Current DRP membership not optimal for technical .

program reviews.

-
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Action Required: Alternative 2--DAFE enforce current DoD
Directive 5000.1 affordability policy and USDRE revise 5000.1
to strengthen policy and eliminate confusion.

Alternative 3--USDRE revise DoD Directive
5000.1/DcD Instruction 5000.2 to reflect changes in role and
membership of DRB. :

. ‘
Decision:

Alternative .1 . -
Alternative 2 :Zg;f .
Alternative 3

I Need More Information
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G. Issue: DPROCRAM- MAMAGER CONTROL OVER LOGISTICS AND SUPPORT
g RESCURCES
Problem:. Three proqramminn and budgeting problems are fdisin-

centives for program managers to provide system support snd
readiness.

1. Support program and budget requirements are based on
experience related measures (unrelated to readiness) instead
of a system's support requirements and readiness factors.

2. Budget review by appropriation categories. The fielding
of a weapons system involves several appropriations: R&D,
procurement, military construction, operation and maintenance
and military personnel. Yormally budget decisions in these
accounts occur without visibility of the impact on individual
system's support or. readiness,

3. Budget execution. Some weapan support funds (spares,
training, depot) are controlled by Service activities not
responsible to the) program manager. Sometimes priorities do
not match the progtam manager's and funds are diverted to fund
other requirements. :

The Program Manager may not know of or participate in PPBS
decisions which impact on his system's support. Once decisions
are made his system's support, they may be altered by an-
other activity during budget execution.. Thisgis particularly
critical early in FSED as well as during the transition to pro-
duction when large initial support resources are spent. At any
given time, there would be an estimated 15-20 weapons total
involved in transition. Procurement of spares with contracts
separate from the system production contract increases spares
costs.

OPTIONS: Alternatives .2 and 3 below would apply to selected
weapon systems, those nearing production or in early production
(15-20 systems). A two year trial is recommended for the
selected alternative.

Alternative One would continue present management system (use
traditional/experience related measures to review system support
program and budget requirements; review budget by appropriation
categories. ' '

- Pro: - No cost of -change.

- Con: - Disincentives for program manager to provide
‘system support readiness remain. Budget review
and budget execution problems are not addressed.

. . - Little program manager input to support budget

" execution.




Alternative Two would have Services submit with the POM support - '
resource requirements and readiness objectives, by weapon system,

for systems entering/or in early ‘production. Direct 0SD to have

a single review of support associated with individual systems.

Pro:
Gives more PPBS visibility of the combined effects of ra’‘or
! support decisions on readinéss objectives.

Removes- PPBRS disincentives by reducing independent budget/
pPBS decisions without visibility of effect on program as a
whole,

Would move in the direction of a more mission oriented budget
decision process. .

Con:
Some extra work for the feviewers.

Alternative Three is the same as two but would additionally de-
velop procedures to give the PM more control of support resources,
funding and execution. Services would develop implementing
approaches to deal with the problems identified on this issue.

The basic option should give the Program Manager a voice in support
resource allocation and budget execution process through in-
creased and centralized resource visibility and coordination by

the PM on changes to his plans.

Pro:

Giving the Program Manager a voice (or coordination) in major
support resource decisions for his program would improve re-
spongibility. , '

Con:

A moderate step requires procedural changes and may or' may not
be effective. More direct control of many resources would un-
balance the overall use of logistic resources by the Service.

Action Required: ASD(MRA&L} letter to Services atating objectives

to give more incentives to PM. ASD(MRA&L) would work with the '
Services to define and evaluate implementing options., Initial

letter can be prepared within 30 days,

Decision: Alternative 1
. Alternative 2
Alternative 1

I Need More Information _ .
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H. 1Issue: TIMPROVING RELIABILITY AND SUPPORT FOR SHORTENED'
ACQUISITION CYCLE : .

Problem: In response to serious readiness and reliability prob-
lems in many Jf the systems we now operate, there have been
increases in Service and 0SD efforts to define reliability uand
support objectives and to demonstrate their accomplishment prior
te major production commitment. Recent acquisition policies
include this increased emphasis.

\ .
The new focus on shortening the development process is poten-
tially in conflict with initiatives to improve reliability and
support. Whereas the fastest acquisition approach involves
initiating production prior to test of development models, the
highest confidence of achieving reliability and other support
qoals in fielded hardware-involves iterative design and testing
before high rate production. A balance must be struck on each
program. Many of the serious problems in current systems
result from ftlot striking the correct balance.

For those systems which are run on a fast track, there are re-
quirements for additional early funding tb design in reliability
and support characteristics - imcluding the need to pay this
price in parallel or competing developments. Additicnal in-house
talent must be brought to bear, and industry incentives need to
be applied to avoid previously experienced support problems.

Because of the relative priority of reliability and support
efforta compared to performance objecdtives, and the current
shortage of in-house talent to address these problems, specific
top management- attention, priority and stress on support re-
sources is needed. .

Alternative One modifies the current acquisition procedures to -
require a specific early decision (circa Milestone 1 con many
progmams) on the approach, additional resources and incentives
which will be used to balance the risks in the reliability and
support area on each program. The vehicle for decision can be
an acquisition strateqy prepared by the Program Manager. This
should include &n option which goes as far as possible in extra
efforts (design, parallel testing, contractual) to increase the
likelihood of achievement of support objectives on concurrent
programs. ’ . ‘

- Pro: - Early decision on degree of concurrency sets in
motion long lead steps to reduce support risks.
- - “Rbsults in consciocus decision to balance all the
7{' -objectives in the light of Service and DoD
priorities. . .
. Gets additional early resource needs considered.
- Provides clear support cbjectives to PM,




_ Con: - Will require more up-front funds. Will be
viewed by some as addressing support too early.
- Additional responsibility for PM {but the
clear decisions may be helpful) .’

Alternative Two shifts more of the focus to fixing reliability
and support problems experienced in fielding the system by
subsequent redesign of production hardware and incorporation of

fixes. Rely more on interim contractor support while problems
are belng fixed. :

- Pro: - FEasier to do. .
- Leaves program manager freer to make the
trade-offs without Service involvement.

- Con:

Requires more funds to fix later. Historically —
difficult to get funds for major fixes. Less
likelihood of avoiding support problems.

- Congress will criticize the early fielding
problems.

Action Requjred (If Alternative One is selected): USDRE issue
guidance adding early assessment of support options to the
current procedures. This could be part of a declislon on over-
‘all acquisition strategy. Additionally request the Services
to revise and develop support related planning guidelines.

LY

Decisjion:

Alternative 1 29:

: Alternative 2
I Need More Information






