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BN April 30, 1981§

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
CHAIRMAN OF THE JOINT CHIEFS OF STARF
UNDER SECRETARIES OF DEFENSE
ASSISTANT 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 assessmedt of

the Defense acquisition system with the priority objectived
of reducing cosd, making the acquisition process more effif
cien§, increasing the stability of prograsi, and decreasﬁﬂg
the acquisition time of military hardwar@. The report,

. delivered to me on 31 March 1981, provided many specific
recommendations and posed a number of major issues for
decision.

I have discussed the report with the Steering Group,
the Joint Chiefs of Staff, the Service Secretaries, and
the Under Secretvaries and selected Assistant Secretaries of
Defense. Based on the repert and those meetings, :gef
Secretary and I have decided %o make major changes boﬁ& in?
the acquisition philosonhv and the accuisition crocesd’

itself. we are ccnvinced that we have now a nistoric and
uUnigue oprortunity co significancly irorcve <he Celense
acquisizion systam. e ask for vour Cocperation anc assist-

ance in carrying out these decisions.

. The acquisition decisions are recorded in detail in theg
attachments to this memorandums I would like to highlight
here the major decisions and their implications for DoD in
the following paragraphs.

DoD Acquisition Manacement Philosoohyd

The DoD management pPhilosophy that I described in
ny 27 March 1981 PPES decision memorandum also applies to
the accuisition policy and process. Through controlled
decentralization, subordirate line executives will be held"
accountabld for the executicn of Policyv decisions and progrin¥
4s apoproved. The raview of the accuisiticn process is a good
example of %ar:ici;a:ive management where the Services and
other DoD staffs, working together, have Jointly agreed on
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whdt 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
implementation.

I affirm the following acquisition management principles§

l. We must improve long-range planning) to enhance
acquisition program stability.:

2. Both OSD and the Services must delegate mored®
responsibility, authority and accountabiljty for programs§
in particular, the Service program managet should have the
responsibility, authority and resources adecuate to execute
efficlently the program for which he is responsible.

3. We must examine evolutionary alternatived) which
use a lower risk approach to technology than solutions at
the frontier of technology.

4. We must achieve more economic rates of productiog.

5. We must realistically cost, budget, and fullyd
fund in the FYDP and Extended Planning Annex, procuremen tfj
logistics and manpower for major acquisition programs.

6. Readiness and sustainability of depléyed weapong
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.

Pl

DoD-QMB 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 befcre final
implementation can take place. 1In 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.

‘DoD-Industry Relationship
i
WhHile DoD should be tough in contract negotiations
as part of the buyer-seller relationship, this does not
mean that relationships between management and industry
should necessarily be adversarial. Industry and government
have a shared responsibility and must assume a new spirit of




coboeration. A healthy, innovative, and competitive
ndustrial capability is a primary national objective.
I direct all top DoD management, in OSD, in JCS, and in

she Services, tc ensure this 1s understood at all levels.

Economies, Efficiencies and Savingg

A-primary objective in streamlining the DoD acqui-
sition process 1is 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.

Decisions to Improve Acquisition Policy and Proces#

The Secretary and I 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 Acquisition Cost

© 1Increase program stability by fully funding ReH
and procurement at levels sufficient to ensure efficient
cost, supportability and schedule performance, and minimizing
changes to the approved program.

© Implement multi-year procurement to improve production?
processes, increase economy-of-scale lot buying, decrease
financial borrowing costs and reduce administrative burden
in contracting.

© 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;

O Promote Services use of economic production rates
to reduceunit costs and decrease acquisition time.

© Require Services to budget to most likely cost to

reduce cost overruns and provide stability.



Shorten Acguisition Time#

© Implement Preplanned Prcduct Improvement to redqu
unit costs and decrease acquisition time.

© Provide adequate "frgnt end" funding for test hardware.

Improve Weapons Support and Readiness

© Stress acquisition strategies that provide incentives
to contractors to attain reliability and maintainability goalsy

O Establish readiness objective®early in development
programs. '

Improve the DSARC Process

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

© Reduce the data and briefings required by the Services
and other DoD staffs..

© Tie the acquisition process more closely to the PPBS.

Implementation of the Decisions

Implementation of the decisions announcéd in this
memorandum is as important as the decisions themselves. Many
decisions, even those within DoD's authority, will take time
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 Defense for Research, Engineering and Acquisition for moni-
toring and follow-up of all decisions in this report. I expect
him to establish an appropriate implementing and reporting
system. The first report will be submitted to me by the end
of May and every month thereafter until further notice.

Both the Secretary and I appreciate the work you and your
staffs have provided during this assessment.

{7

Attachmengs



X X addsn X : X aixempIrej]
3s9] xXoJd butpundg puld 3jJuoad
X adasn X X 1 ) XS Ty
1eot1borouyoay, 103 spund 3abpng
X JHASsSnH X X Sw3ajxI Ianosoaxd O3 Uty pue
3 3S0) 9AT3IRIFISTUTWPY dY3 20npay
X X ({13vdnW)asy X X sssuTpeay pue 31oddns anoadug
X quasn X X ad&y,
3oex3uo) 3jyetradoaddy sanssy
X X Juasn X X sajey uoI3loNpoId OTuwouody
X X X (D)asv X X s3sop A1a)11 3sow 03 3I2bpng
X X q4asn X X K311AT30NnpPOIg 8oueyuy o3
juaw3lsaaul 1e3trde) abeanoougmy
X X X [|(dasvd)asy X X A311Tqe3s wexboxg oseaioul
X Jdasn X X y JUSWAIND0Xgd Ie3AT3TNKW
X qyasn X X juswanoxdwul 3onpoid pauueidaid
X 4dasn X X satdioutad juswabeuey
\I” — - S . - 7 cﬁn
9 TH Zh B G o 301440 0S1Y (MVdA 1) T
0o =9 gv Y o H JTdLS |SSTHONOD AINO Wd AL WaddL
5 ’ — el <
N Mu Q tn N -NOd ST 4O GWOITVYNYUIAILNI: INOT HVEIN
. ~ » T B L — SNOILVANIWWODUY
ST ] NOILOY Q3d1niay 1OV
NOT.LYNTCIMUO,) bV




X Jyasn X X uotTjejuswordw] sanssy ‘gz

X X ayasn X X STe09 350D 03 ubtsaqg
93etradoxddy oa0W aptaoag e

X X Jydasn X X swajlsAs 3a1oddng
pue feuotrijeasdp paepuels 1z

X qJ4asn X ] X S59201d
UoT30913S 9d1nos ay3z aaoxduwy -7

X [3asvd)asy X X sjueyd osusjeq 1oley
e 9sedg ssaursng Hur3lseosrod g1

[I3vd)dsSyY
X X / (0)dsv X X uoTjeyjyur 1oj burjisbpng -gg
X X X X X Jaasn X X sjuawaxtnboy ejeq 3
pue but3isatag Hyvsq 2onpay A |
X X F4Asn X X 31oddns pue Ajr{iqerreoV
jaocadwl 03 soAaTjusaour I03D0eI3U0)  *97
X X X (0)asy X X . A3T1TqTX91d Butpung g7
X quasn X X : S9AT3021T1(Q
aod jo xsqunN 2Yy3 aonpay  tpy
y 3 ¥ q9asn X X Swe1b01d TeIUBWUIIA0D ¢
. .v_+..
T —_ P - wn 1. ; N
S % EB b 6. o | 9440 OsTY (VIR 19 s
hoUo B9 g gt 4149718 mmmmczou_ ATNO Wd 3L WY L
" o N i w -zoﬁwm”_y__ U0 mzobizmmsza ONO'T AVIIN
e e _ ———
v 0 } . ]
n
I e — NOILOV QuuIniday LOVAWT SNOTLYANIWHOD T
MOTLNN LUMHOO)

———— - e—— - [N S S— - _

e —_— - e ————————————

PRI T QTN HiMd QUIrCCT  rvaits cesrsae -0 T TN T v e e e T



9ATIRUIDITY poaoxddy «

‘1oqwaw TInJ Sse

321YyD I0 Axe32109S 8@05TAI9S o3zvrad

~oxdde Spn{ouT PTNOM 7 “3ITV¥ 4
‘onb snje3s urejuiew 1 31V

q49asn X X dtysaoquaw Ddv¥sad °D

X “ ‘O DUO0}SITTW JUBUNDOP PINOM
Axewuns aat3dixosaqg jruorssoab
-u0). °*SNIW SojeutwIfd :g IV
: ~*Wod butidsooe Aq
SNAW sanoadde 3ogoes *WO4 U3ITh
SNIW S3TWqnS 8dTAIDS T °3IV,

X Fuasn X Juswa3e3lS SPION JUSWATI UOISSTH °d
N
X *$3TIP321035
: 90TAI9S 03 sajeboaroap !Suoi1sTOSp
JoQo9s sajeutwlTd p °*I(V
X (,1II pue ,I) °OM3 O3 SUOTSTDIp
32095 SOONpPOAY f "ITY
X (III pue II) °OM3} O3 SUOTSIO9p
j2goas ssonpay gz "IV
X *991Yy3 03 SuoTISTO3p 3IIgoas
INOJ 3IusI1Ind S20NpPdY T "ITY

=

qIasn X S9UO]SaTTW uUOTSTOag JUYVSA V.

2950

d4014d.10 OST1V (uvaa 1)
AT91S {SSTULNOD KAINO W 3L WHaL -

-NOd S _(imO mZOT.szw&Z L ONOT MV UN NOISIDIQ ¥YOd S3INSSI

- T

as®

(33%d)
dsy
(0)ds¥
3d4dsn

(T3 W)

S95TAISS

- - - NOILOY da3dI1nGay JIONAWLT
ZOZ_/;::zOCU

NOTC I MOT QANGRT (MY GNOTT NAWWO. 1 AOCYW d0 AHYWWNS

-4



BATIPUIDITY ponoxddy,

*sSuUOT3oUNg

‘'t ATV
‘obe3s 3xou
103 Apeox wexboad A3jriaso. pynom
MITADIX DYYsa wexboad popuswwodax
9yl 93INDIXD 03 ¥dd pue JddAd ut aie
$90INOSOI JUITOTIIINS JrY]l aduerINSSE
Aq patuedwosoe aq sweiboad pamora

-91 DYVSA 3IBY} SpPTAOId 7 ITV

"@013

uH UH«,N

24V SQ ounsse qud aae|]

~oexd juasaxd anutjuo)

uoT3eibajul uorsSTOoag Sddd-D¥YSd

X X dd4asn X X 4
’% 08 X4 Ul julwWIIND0AJ d1¢ pue
891049 W00z$ 03 swaisds iol(ew 103
soutTapInb § satqnog :z 3ITV
‘wajzsis
jussaad sanuTjuo) 1 IV Lo
adasn g X X BTIBJITIAD MITA3Y DMVSA *d
*9gyqg se 3agoosdag
23eubTsap pinom iz -3V
, *dava
se Jdasn UutTe3ax prnoM 1 3TV
aMasn X ¥ 2ATINDAdXT UOTITSTnboy asusysg ‘g
o wy B ow & v A0 1410 0SIV . . (MVIA T) "
5 EO %9 o o n 41918 [SSTIONOD!  ATINO ALRC RN I A ISR AR
v - S 7 e | “NOdSHIM b ¥O mzoﬁczmmezw ONOT | vanN =
o = o L B e ] NOISIDAd ¥0d SINSSI
n
e B — NOILOY audinOuu JOVAN |

NOTLVUNITUHOOLD

\

NOTSTOHG H0d SANSST UNVY SHO LLVUNARWOO 1 dOLvn 10 AIVKHWNY



*S9XT3 3o uorjerxodiooutr pue
9xempaey jo ubisop-ax juanbosqns
Aq sweyqoad BuTxXTJ 03 SNOOJ S3ITYS
*SYSTI 90NpPax O3 S3I0IID Juol}

-dn aaxtnbax jou saog :z 3TV
*3xoddns
pue AJTTTYeTIT®@X UT SYST1 ooueieq O3
S8ATUdDOUT pue ’‘S3801INOS21 pue SIATI
-oalqgo ‘yoeoadde j10ddns wsjisks uo

uotstoap Ataes soaxtnbay {1 3ITvs
X HASn X 3xoddns pue A3rytqetr(ad onoadwi -y
*UOTINDIXD
pue Hutpuni ’‘sooanosaa jaoddns
I3A0 3dUINTIUT dIoW iobeurl weaiboig
S9ATb Inq ¢ se swes g [V« o~
‘uotTjonpoxd Ayaes Butaajus
swa3isks 103 WOd Y3ITM saat3oalqo
SSauTpeal pue sjuswaxtnbax asinosax
3xoddns 3Twgns S20T1AI3G 27 3TV
*wa3siks
juasaxd anuIjuod prnoM 1 IV
X TIYHW) ASH X 3 310ddns
Jo 1o13u0) 1obevuen weaboixg ‘9
= —; 7 — MVIK T) a
o =¥ ¥ B S U 4014.10 0S1Y ( -
a »5 55 5 5 A 21015 |SSIUONOD WYL ) *
o ¥ 3 B 5| -Nodsau | Y0 WO|TVN¥TLNI AV AN e o
S a | e L NOISIDEQ ¥Od SANSSI
B 2 NOILOY aay 1003y LOV AR T
NOLLYN1dd000
LOTRI0Ad 404 SANSST ANY  SHO TIVUHAWHO N T OOV 4O AMYWWNS




Recommendation 1.

MANAGEMENT PRINCIPLES.

The Steering Group recommends that the Deputy Secretary of
Defense reaffirm the following major acquisition maragemnent
principles:

1. "An improved statement of long-range Defense oolicy,
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 responsibility,
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 risks.

4. Evolutiorary alternatives which use a:lower risk aporoach
to technology nmust be examined when new programs are proposed.
Solutions at the frontiers of technology must provide an alternative
which offers an evolutionary approach. Pre-planned Product Improve-
ment (P-I) should become an integral part of the Acquisition Strategy.

5. Achievement of economic rates of production is a fundamental
goal of the acquisition 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, logistics and manpower costs at the levels necessary to protect
the acquisition schedule established at program approval points, and
to achieve acceptable readiness levels.

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

8. ‘The proper "arms-length" buver-seller relationship should
not be interpreted by goverament or industry as adversarial. The
DoD should be tough in contract negotiations. 3ut weapons acgui-
sition should be managed on a participating basis using industry
as a full constructive team member. A strong incdustrial bhase is
necessary for a strong defense.

Approved: %:,‘*
Idea Needs More Develoviient:
S I Need More Information:
‘ Disapproved: [0
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Recommendation 2?7

PREPLANNED PRCDUCT IMPROVEMENT @
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An evolutilonary aporoach offers an alternative which minimizes
technological risx, 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 (P3I), and is commonly used in
commercial industry.

Recommendation - Most new and existing systems should be
partitioned for performance growth through the application of
sequential upgrades to key subsystems in order to reduce development
risk, and take best advantage of technological advance.

Advantages - Can reduce acquisition time, reduce develcp-
ment rilsk and cost, and enhance fielded performance through the
deployment of upgrades. A revolutionary approach can always be
adopted when the demands of the threat or other compelling
military needs require such an approach.

Disadvanta

g - The performance needed to meet a critical
threat may dicta

n

a

S
e the use of distant _ech1ologv, but the factors

involved in suc
choice betz:;n

dacision are seldom incisive. Therefore, the
ernacives 13 not likely to be ansolutely clear.

1

Actiop Recuired:

- USDRE, working with the Services, develop within 30
days a plan for implemgnting Preplanned Product Improvement including
definitions and criteria for application.

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

- USDRE assure Services have fixed the responsibility for
review of opportunities for product improvement after any system
reaches thg field, and to develop a product improvement plan.

__ Approved: ZE

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

{1 .



Recommendasion 3

MULTIYEAR -PROCURIMEINTH

Recommendations Encourage extensive use of multivear
orocurement pasec upon a case-by-case benefit/risk analysis.

Advantaces: Multiyear procurement could result in average
dollar savings of 10 to 20% in unit procurement cost throcugh
improved eccromies. and efficiencies in production grocesses,
econony-of-scale lot buying, decreased financial borrowing
costs, better utilization of industrial facilities, and a recduction
in the administrative burden in the placement and aZministration

f contracts. In addition, the stimulated investment in producticon
equipment will result in lower-defect, higher guality products.
The market stability will also enhance the continuity of subcon-
tractor supply lines and thereby decrease acguisition time. Surge
capability will also be improved.

Disadvantages: This funding technigque 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. 1If a multiyear procure-
ment was used to lock in a border line program, costs would be
increased if the program was cancelled. 1In order to avoid these
potential disadvantages, the following criteria are recommenced
as general guidelines to screen potential multiyear candidates:

(1) significant benefit to the Government; (2) stability of
requirements, ~onfiquration, and funding; and (3) degree of
confidence in cost estimates and contractor capabilities.

Action Reguired:

a. General Counsel must respond in writing to Congressman
Daniel's Bill HR 745.

b. USDRE-and ASD(Comptroller) should brief Appropriation ancd
Armed Se¥vices Congressional Committees on recommended multiyear
procurement procedures and concepts.

c. USDRE should prepare special policy memorandum to the
Military Departments for SecDef signature defining procedures and
requesting identification of potential FY 83 multiyear procurement
candidates.

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-1l as required.

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

7 Approved: 2;:

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

o ——



Recommendation 4

INCREASE PRCGRAM STABILITY IN THE ACQUISITION. PROCISSE

Program instanility is inherently costly in bocth—%ime and
money. The 47 maicr prodrams covered 5w the Decenmber =31, 198C,
Selected Acguisiticn Renorts (SARs) reflected to%tal cost growth
0of 129 percent over the Milestone II estimates Reasons for
growth arg economic or inflation (27 percent), guantity changes
(26 percent), estimating changes (18 percent), schedule changes

(15 percent), support changes (7 percent), engineering changes
(5 percent), and other changes (2 percent). Forty one (41)
percent of all cost growth is due to quantity and schedule changes.

Of the 47 oprograms, 19 have had quantity increases, 20
quantity decreases, and 3 are unchanged. Schedule changes have
resulted in reduced costs on 4 programs and increasec costs on
41. The most common cause for these changes 1is financial. The
budget levels and relative priorities of competing programs force
tough decisions to terminate programs, recduce 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 acguisition schedule established at the time the pro-
gram is baselined, currently Milestone II. Limit stretch-outs
due to funding constraints (except when mancdated 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 reguirements
or development problems should be made. '

Advantages: 2educes costs and saves time by stabilizing -
schedules, guantities, and production rates. Will enhance the
ability to plan force modernizations.

Disadvantages: Budget flexibility will be reduced.

Action Recuired: SecDef directs that during program and
budget reviews by CSD (DRB) the Service Secretaries must explain
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.

- Approved: ‘ﬁi

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

- —



ReCOmiit.i.cac.esa o

ENCOURAG:. CAPITAL INVESTMENT TO ENHANCE PRODJUCTIVITY

Productivity in the defense sector of the U.S. econcmy has
been lagging, in large part Dbecause of low levels of canital
investment comparad to U.5. manufacturing in general., Cash flow
problems, tax zolicy, high interest rates, ancd ~ow’return on
investment (ROI) tend to limit available investment capital. The
industry views low profits and program instabilitvy as precluding
investment in capital equipment. This situation has two major
implicdations: a tendency to shift from defense to commercial
business, and a decrease in funds available for facilitization.

- Recommendation: 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 1n tax revenues.

Action Reguired: 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 repealing
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) protfit formula. Allow for
award fees inversely proportional to maintainability costs.

c. Increase use and frequency of milestone billings and
advanced funding. Expedite paying cvcle.
d. Provide for negotiation of profit levels commensurate

with risk and contractor investment; ensure that recent profit
policy ‘changes are implemented at all levels.

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

£. Increase emphasis on Manufacturing Technology Programs.

g. Provide a consistent gpolicy which will promote innovation
by giving contractors all the economic and commercial incentives

of thg patent system. Provide policies to protect proprietary
rightsf{and data.

. General Counsel should work to repeal the Vinson-
Trazmmell Act. '

"Approved: —1gz‘
Idea Needs More Development:

I Need More Information:
Disapproved:



Recommendation 6

BUDGET TO MOST LIKELY COS™S

Intentionally lcow initial cost estimates are a orime contri-
bution to apparent ccst growth. Program costs are sometimes Sur-
rosely understated elther because DoD is forcing a progran to
available funding rather than the funding it takes to do the iob,
or because the contractors are purposely lowering their cost esti-
mates in order to win a contract with hones of recovering costs on -
‘ollow-on contracts. Either practice is referred to as "buying in."
~hen the actual costs become apparent, DoD is severely criticized
for cost overruns and there 'are insufficient funds available to
vrocure at economic production rates. Also, the negotiated contract
cost does not include future engineering changes or post-contract
award negotiations which can drive costs higher.

N

-

Recommendation: Require the Services to budget to most likely
or expected costs, including predictable cost increases due to risk.
Provide incentives for acquisition officers and industry to make
and use realistic cost estimates:

Advantages: Less cost growth. 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
noids that project prices lower than costs. Difficult to budget

funding greater than publicly-known contractual funding.

Action Reguired: ASD(C) require the Services to budget to most
Likely or expected costs including predictable cost increases due to
isk, instead oI the contractually agreed-uron cost. USDRE and the
ervices provide incentives for acguisition officers and contractors
to accurately oroject costs, including financial incentives and rer-
formance evaluation considerations to DoD personnel, and profit in-
centives to industry to reduce costs.

Approved: 2 E

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

1Y :
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Recommendation 7

ECONOMIC PRODUCTION -RATES

The cost and time needed to Put a weapon systen into the
field can be reduced by establishing argd Sustailning economic
rates of production (i.e., the rate at which unit cost doesn't
decrease significantly with further rate increases). Tight
budgets ‘and strong competition between programs 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. rFor example, the
Services may wish to stretch a program over a number of vears
in order to preserve g3 warm production base to permit rapid
mobilization to meet a crisis Oor war. However, this requires
stockpiling of materials, parts and subsystems to be effective.

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

Advantages: <cSave time and reduce cost of acquiring new
systems. :
Disadvantages: WwWill buy out the tota! SyYystem faster

(shorter vproduction run for a given guanti+tyv) with peak fundirng
competing with other Systems, possible workloagd fluctuations in
certain industries with occasional dead tire ang possible erosion

of the industrial base. Can increase cost of correcting support
problems.

Action Reaguired: Secretary of Defense establish policy
requirintg Services to fund brograms 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 program and
budget guidance. :

Approved: 2?1'/

Idea Needs More Development:
I Need More Imformation:
Disapproved:
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Recommendation & !

ASSURE APPROPRIATE CONTRACT Tyo:’

Industry has repeatedly, over a long period, expressed serious
concerns about the recurring use of the wrong type of contract. In
particular, fixed price contracts are freguently employed for
RDT&E and early production, which have legitimate cost uncertain-
ties. This leads to a high risk situation for the contrac-ors and
to cost overruns for DoD. Current DoD policies and regulations
give guidance as to the use of appropriate contract types: however,
this guidance is not being followed in the field.

Recomnmendation: Give the Program Manacers the responsibility
to tailor contract types to balance program needs and cost savings
with realistic assessment of an acceptable balance of contractor
and government risk. Recommendation l1/Management Principle 3
states that the Program Managers be given the authority to deter-
mine the specific acquisition strategy.

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 Reauired: USDRE establish an OSD, Service, Indust
working group o develop an 1mplementation rlan to ensure tha
appropriate contract types are used. USDRE ané the Service
Secretaries ensure that Program Managers have the respornsibility
for determining the appropriate contract type. VUSDRE should

ensure that the reqgulations are clear on.this point.

Approved: Z

Idea Needs More Development:
I Need More Information:
Disapproved:
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Recommercdation 9

IiiPROVE SYSTE!! SUPPART AMD RSADINTSS +

As a result of recurring oroblems with wearons svstem suprort,
the recent revision of acguisition policies includes a Tajor em-
phasis on support issues, including reliability, Talnterarce,
spares, test equipment, and maintenance rmanpower. These recent
policigs are generally sound, are not directly influenced bv 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 ard
maintenance, and support.

Recommendation: Establish readiness objectives for each
development program to include estimates of the readiness level
to be achieved at early fielding and at maturity. Implement
acquisition policy establishing "designed-in" reliability 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 for
improved estimates of the R&D and supoort resources required: and
additionally, ask that some force elements(s): be targeted for a
major improvement in designed-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. ‘

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

‘Action Required: MRA&L draft SecDef policy letter to be
issued within thirty days, reaffirming weapons support policy and
objectives, and tasking the Services to develop implementing
guidelines, 1including procedures for acdressing support early in
acquisition programs.

Approved: ' A?ﬁl’

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




, ‘ Recommendat&cn 10

REDUCE THE ADMINISTRATIVE COST AVD TIME TO PROCURE ITEMS

T

- §
In 1974, less stringent reguirements were establicshed for

DOD Contract crocedures associlated with curchases uncder $12,000.

The purgose was tc reduce both the time and oacerwork costs to

a level commensurate with the value of the i1tem being purchased.
Over the years the tendency of a bureaucracy to take precau+tions
has expanded the paperwcrk associated with a procurement, and
inflation has reduced the purchasing power of the cdollar 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. Devartment of Defense and
Service procedures place numerous administrative reguirements on
the obligation of funds. They provide unnecessarily cumbersome
safegquards for the public interest, to a certain extent thereby,
thwarting that interest. There is also a general tendency to
apply the most burdensome procedures, even if administrative
shortcuts are allowed. The DoD is motivating 1its contract and
fund administrators to avoid the least possibility of criticism
rather than to use economic procedures.

a. Recommendation: Raise the $10K limit for opurchase order
contract use to $25K to accommodate inflation and reduce unneces-
sary paperwork and review. Letter 1s enroute from Joint Logistics
Commanders to DEPSECDEF recommending change. Proposal 1s cur-
rently in staffing at OMB for inclusion in the Uniform Procure-
ment System (UPS) and as a legislative initilative.

Action Recguired: DEPSECDEF recommend that OMB (OFPP)
initiate chance to 10 USC 2304,

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

Action Required: DEPSECDEF recommend that OMB (OFPP)
initiate legislative change to usC 2306.

c. Recommendation: Raise threshold for Service Secretary
review of Contract Determination and Findings (D&F) for RDT&E
from $100,000 to Sl million. Current level was set in mid-
1960s. i;gher level would still cover 90 + % of expenditures
(dollars)\ Higher limit supported by JLC.

19
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Action Recuired: DepSecDef recommencation to OMB (OFPP) for
approval; subseguent change to Defense acgulsition Pegulations (DAR).

d. Recommendation: Encourange greater use of class (D&Fs) which
allows one D&F to cover multinle contracts. Peduces total wvolume
of contracts which must be reviewed, tnus speeding up processing
time.

Action Regquired: USDR&E prepare policy statement encouraging
greater use of class D&Fs.

e. Recommendation: Raise reprogramming thresholds from $2M
to S10M for RDT&E appropriations and from $SM to $25M for procurement.
Thresholds were set 10 years ago with no inflation accommodation.
Greatly reduces Service flexibility to answer program.

Action Reguired: Renew SecDef/DepSecDef efforts to obtain
Congressional Committee approval (HASC, SASC, HAC, SAQC).

Advantages (all above recommendations): Provides immediate re-
lief from unnecessary paperwork burden. Reduces administrative
lead time, which will result in reductions in in-house and industry

.overhead cost. Supponrts a far more efficient Government cash flow

management,

Disadvantages: Less opportunities for legéi reviews.

f. Recommendation: Eliminate the need “or non-Secretarial level
D&Fs for competitive negotiated contract awards. :

Advantages: Reduced paperwork and administrative. lead times.
In conjunction with recommendation C above, to increase D&t thresholés,
the D&F requirement would be considerably recuced.

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

¢

Action Reguired: SecDef submit recommended legislation to
review public law.

g. Overall Action: USDRSE prepare implementation plan and re-

quired SecDef letters within 60 days. Tie cost thresholds to inflation.

Approved:

.. Idea Needs More Development:
I Need More Information:
Disapproved:
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Recommendation 11

INCORPORATE TH
FOR TECHM

Material develocment and early production srograms are subliect
o uncertainties. Program managers who exodlicitly reguest Iunds to
address these uncertainties usually find these Zunds deleted
either in the DoD PPBS process, by OMB, or bv Congress. Then when

~uch uncertainties occur, undesirable funding adjustments are re-
~uired or the program must be delayed until the formal funding process
:an respond with additional dollars.

The Army has initiated, and Congress has accepted, a Total Risk
issessing Cost Zstimate (TRACE) to explicitly address program un-
certainties in the development of RDT&E budget estimates. The Army
is studying the application of this concept to early nroduction cost
ostimates. The other Services lack a similar concept to justify
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.

Advantages: Cost estimates will be more realistic over time.
Programs will be more fully funded and overall programs will be
nore stable.

Disadvantages: Can encourage a more costly treatment of
croblems that might be solved in other ways (self-fulfilling prophecy) .
4‘gher initial program estimates would result in fewer programs
within a stated total obligation authority.

Action .Pequired: SecDef emphasize the reguirement to eval-
zate, quantity and plan for risk. USDRE direct all Services to
budget funds rfor risk. In particular, each Service should review
the TRACE concept and either adopt it or propose an alternative
for their use to USDRE within 60 days.

Approved:

Idea Needs More Development:
I Need More Information:
Disapproved:
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Recommenﬁation 12

PROVIDE ADECUATI 'FRONT ZXND FUNDING FOR TEST HARNWARE

¢

Weapon system development programs often have too few test
acticles to allow carallel tests for periormance, reliabilitv,

ctc., and in order to shorten development time without substantially
increasing risxs. Procurement of too few test articles forces a
sequential aporoach whereby the available test articles are
dedicated exclusively to development testing. Conseguently,

operational and other testing cannot be accomplished concurrently
(within acceptable levels of risk) to save time.

In addition to designing for the major performance objectives,
increased emphasis should be olaced on designing for reliabhility
by providing adequate design margins, while givineg full considera-
tion to adequate testing, fault isolation and maintainability.
Adequate test hardware should be orovided in the program to permit
early combined environmental tests of the subsystems and subsequent
system tests, to allow iteration of the design using the test-fix
test process to achieve early design maturity. _
Recommendation: Provide sufficient test hardware to meet
the subsystem, system and software engineers' needs to proverly
engineer and test development of the ené¢ item hardware using
parallel testing to reduce overall schedule time. The number
of test articles must be defined and explained: dur ng preparation
of Service programs and budgets.

Advantages: Saves time in the total acguisition 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: Reguires increased front end funding.

Action Rezuired: USDRE ensure that the acquisition strategy
identify plans for and funding reguired to acgquire adequate sub-.
system and system test hardware to reduce overall schedule time

and risks.
Approved: 22;’

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




Recommeﬁdation 13

GOVERNMENTAL LEGISLATION RELATED TO ACQUISITION

over the past decade, the acquisition process has beccme
orburdened with governmental legislation and reguirements.
yiividually, these regulations have worthwhile objectives;
-1 lectively, they impose a costly and burdensome reqguirement on
.dustry and the acquisition process.

s
/ly
cC
i -

Recommendation: Seek_DoD relief from the more burdensome
recuirements of governmental regulations. - e -

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

Disadvantages: Reduced benefits which are considered impcr-
tant national goals. Reguest for relief will certainly spark
3. hates with the various interested groups.

Action Reguired: USDR&E establish joint OSD and Service
teom to weigh the ilmpact of the various governmental require-
ne:.ts-and regulations on the efficiency and effectiveness of the
- +21 DoD acquisition and contracting process. Industry and OMB
_rould participate to the maximum extent possible. A report
srould be prepared for the DepSecDef within 45 days. :

Approved: : . agg; S

Idea Needs More Development:
" I Need More Information:
Disapproved:
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Pecommendation 13

REDUCE THE NUMBER OF DOD DIRECTIVES /

The current acguisition directive refers to 114 (up from
15 1n 1971 and 26 in 1977) related directives and instructions.
The Services emulate these directives in implementation with their
own impdementing 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 expenced
in compliance. Congressional, G20, industry, 0SD, and OFPP
studies have indicated that contractuallv imposed management
systems and data reguirements cost 8 cents out of every
contract dollar. With defense contracting approaching $10¢C
billion a yvear, it means that these management-imposed reguire-
ments cost approximately S$8 billion per vear. A 20% improve-
ment would save $116 million per year.

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

Advantages: Coordinates requirements and reduces the issuance
of superfluous directives. Will reduce grogram costs to the
extent that directives require reports, data, documenrntation.

Disadvantages: Adds an additional laver to the process of
1ssuing or rewvising a directive. Places the DAT in control of
directives for areas of acquisition for which he may nhave little
expertise.

Action Reguired: USDPE establish a joint CSD, Service, In-
dustry team to prowide recommendations within 90 days to sub-
stantially reduce the number of directives, and the documentatiocn

required in contracts.

Approved: :
Idea Yeeds More Develooment:
I Need !ore Information:
Disapproved:
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Recommendation 15
FUNDING ELEXIBILITY !

Progcram continuity requlires that we budget for nrocurement
funds more than a vear in advance of the actual transition date
of major acquisition nrograms from RGD to procurement. Since
most development nrogram schedules are success oriented, some-
times the procurement transition date arrives and the svsten

is not ready to buy. Because procurement tunds have been
budgeted, there is considerable pressure to nrcceed with pro-
duction rather than accept program delay. If the Secretary

(and/or Military Departments) had the authority to transfer
these procurement funds to RGD to correct deficiencies without
the prior approval of OMB and Congress, it could significantly
decrease the time involved in resolving program problems.
Section 734 of P.L. 96-527 (DoD loproprlatlon Act) provides a
general authority for Transfers, not to exceed $7 aO million
between DoD appropriations. [ts use requires a determination
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' and requires their prior approval, in effect, negat-
ing the independent use of transfer authority by the Department.

The proposal would require the support of the Oversight
Committees and OM3. Ideally, such approval shquld be included
in the general provisicns of the Appronriations: Act as a sub-
section of 734. We will have to work closelv with Congress to
ensure that this authority would apply only to the movement of
funds programmed for an individual weapon svstem, and would
not be used to transfer funds between programs.

Recommendation: Obtain legislative authority to transfer
individual weapcn system Procurement funds to RDTHE.

Advdntages: Provides DoD with more flexibility to resolve
weapon system funding deficiencies.

Avoids program delays associated with OMB/
Congressional review and aporoval of funding
adjustments.

Maintains program stability by enabling pro-

gram manager to resolve Droble"~ within total
available acquisition funding of the program

involved

28



Disadvantages: OMB/Congressional visibility occurs after
the fact.

Could jeopardize current appropriation
and authorization process.

Could jeonmardize current reorogramming
arrangements with Congress.

May be destabilizing.

Action Required: ASD(C), working with the General Counsel,
OMB and Congress establish procedures for DoD approval of the ,
transfer of funds in a given fiscal year from Procuremen:t to RDT&E
for an individual weapon system when the Secretary of Defense
determines that it is in the National Interest to do so.

Appro&ed: 23;:’“

Idea Needs More Develovment:
I Need More Information:
Disapproved:
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Recommendation 16

QONTRACTOR TNCENTIVES TO IMPROVE RELIABILITY :ND supponT’

Industry has said thzt even though there i1s recerntly T@Fre Itten-
tion paid to "support'" 1n DoD solicitatiors, there 1s I widesoread
belief that performance and schecdule are CoD'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 icdentify the
approaches to incentivize contractor attainment of reliability
and maintainability (R&M) goals and reduce maintenance manpcwer
and skill levels. These should incluce the approacnh taken 1in
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 inclusion in
RrFPs and specifications.

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
guideliness 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 Services, within one year, improved
approaches to translate maintenance manpower skill projecticns
into system design objectives.

Approved: '221/’

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

T
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Recommendation 17

et n

DECREASE DSARC BRIEFING AND DATA REQUIRE!I'SNTS

ndenc
centralize the decision process within the DoD. This ora
has multiplied throughout the numerous levels of authorit,
each of the Services, and has complicated the review proces
This practice has, in and of itself, lengthened the acguisition
cycle; created cost increases due to delays in decisions; con-
fused the authority, responsibility and accountability of the
designated Services Managers; and has stifled innovaticn which
could produce program improvements leading to cost savings.

The principle of decentralization should be applied to acguisition
management.

During recent vyears there has been a Srowing tend

=

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

Advantages: Reduced system cost and shorter acquisition
cycles. More efficient reporting by and within the Services.
More streamlined program management. More efficient DSARC

and other program reviews. Potential elimination of layered
management resulting in lean organizations.

Disadvantages: Some risk of losing a thorough -functional
analysis oI 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:
I Need More Informaticn:
Disapprove:
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Recommendation 18

BUDGETING WEAPONS SYSTEMS FOR INFLATION g

Historically, inflation predictions have been lesser
than the actual inflation that come to pass. The situation
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 in the process.

Recommendation: Review various methods and alternatives
for budgeting more realistically for inflationm.

, Required Action: Comptroller and PA&E develop in more
detail the various alternatives addressing the inflation issue
as related to planning and budgeting for major acquisition
programs and provide a decilsion paper to the Deputy Secretary
of Defense within 30 days; discuss draft options with OMB and
appropriate Congressional staff.

Approved: 22%‘31‘

Idea Needs More Development:
I Need More Information:
" Disapproved:
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Recommencation
FORECASTING OF BUSIHUESS B

MAJOR JarFiN5E
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The business base at key defense plants is not adecuatelv
considered in DoD program develogment. Cross-Service impacts and
the efiects of non-DoD work distorts business base proiections and
seriously increases overhead costs. This has caused large cost
growth for certain weapons systems. Too little consideration 1is
given to .this factor in DoD planning and decision-making.

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 preovide
program projections to plant representatives so that overall
business projections can be made available to the Services for
planning and budgeting.

Advantages: Better cost estimates and lower cost to the
government. Provides more realistic costs and stability.

Action Required: 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 0SD Cost 2nalvsis Improvement
Group (CAIG) will maintain a data exchange for the Services to
assist 1in 1improved forecasting.

Approved:

Idea Needs More Development:
I Need More Information:
Disapproved:
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Recommendation 20

IMPROVE THE SOURCE SELECTION PROCES S,

Some DoD competitively-selected contractors have verformed
coorly. In scme Instances, source selection criteria <o not
sufficliently take into account past perfcrmance 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
nlace added emphasis on past performance, schedule realism,
facilitization plans and cost credibility. De-emphasize the?
importance of lowest proposed costf. Devote more attention to
evaluating contractors' performance during and at the time of
contract completion. Provide award fee contract structure to
cncourage good performance. This both provides an incentive
for good performance, and a measure of contractor performance
to be used in future source evaluations. Establish guality
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 Reqguired: USDRE modify the source selection directive,
DoDD 4105.62, to emphasize the objectives stated above. USDRE
astablish a DoD system for recording, cdccumenting and sharing
contractor performance,

. Approved: 2%:

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




Recommendation 21

DEVELOP AND USE STANDARD OPERATIONAL AND SUPPORT SYSTEMS 4

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 subsvstems 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 technology on the shelf.

Advantages: Earlier 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 Recuired: USDRE working with the Services submits
a proposed program for FY 82 and beyond within six months,

Approved:

Idea Needs More Development:
I Need More Information:
Disapproved:
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Recommendation 22

PROVIDE MOPE APPROPRIATE DESIGN TO C2S™ rOALS

Design to Cost (DTC) fee awards are nmade 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 ccnclusion of Full-Scale Development. Aaward is based
on the forecasted average cost for the production guantity.

Recommendation: Provide appropriate incentives to industry
by associating fee awards to actual costs achieved during the
early production runs.

Advantages: Ties award to "real" achievement. Makes DTC
meaningful.

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

Action Reguired: Insure program managers and contracting
officers develop contract terms and procedures to orovide 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 afe on track with
DTC goal for total forecasted production.

Approved: 2@:'

Idea Needs More Development;:
I Need More Information:
Disapprove:
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CISIONS 4

The acguisition process has been studied manvy times by many
organizations Most of the recommenZations nresentel here have oteen
made beiore. However, few of these recommendations have been imple-
mented. Congress, GAO, OMB, CFPP, industryv, and 023D have con=:inu-
cusly criticized the Services for not following I3DD 5000.1 ané DODI
5000.2. A recent Navy acquisition study reviewed the implementation

status of past acguisition process studies and found *hat of 50
recurrent recormendations, 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
acguisition process 1s the great number of players involved to make
implementation succeed. This requires persistent, intensive, fol-
low-up effort to make sure that the recommendations really do take
hold. The most common reason for non-implementation is simply that
relentless action on the part of top management is not taken to
insure that recommendations are, indeed, implemented. OSD 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 DépSecDef. Elimina-
tion of the complexity inherent in the current+ process 1is 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 recuired
is whether implementation should reflect centralize
OSD or decentralization to the Services. In selec+
formity of action across Services may pe desired.

o
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Recommendation: Ensure that a determined management translates
approved recommendations into implementable direction and fixes
responsibility so that management has visibility of the actions
taken.

Advantages: This plan will not succeed without a well planned,
intensive, nigh visibility, relentless implementation phase. With~
out’ this effort, this revort will degenerate into zanother study.

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

A

Actiom Reguired: a. Assign overall responsibility to USDRE

for monitoring and tollow-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. 1In
general, these assignments have been specified under the "Action
Required" sections; however, in certain cases specific action res-
ponsibilitiesywill be defined in the immediate future.
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_ c. WUSDRT should consider util zing a worltins
group containing OSD and Service regresentatives to assist in imple-

montatior.

' ‘ d. USDRE should consider utilizing a nurker
of creative technigues to translate the intent 0f “hese recormenda-
tions to all levels. This could irclucde formal training sessions,
conferences, video taped training films, articles, and policy letters

e. Both the SecDef and the DepSecDef nus

ust
maintain a personal interest in ensuring that the chances are imple-
mented, that there is continuous action to imorove the acguisition
orocess, that reriodic reviews take place, and that all Services and

JSD staff be made aware of the SecDef priority interest cn this

subject.
Approved: 42?:

Idea Needs More Development:
Need More Information:
Disapproved:



E MAJOR ISSUES FOR DECISION ‘

This section presents for <decision the major issues idenmcj-
fied in the Defense Systems cguisition Review.

A Issue: "IHAT SHOULD BE THE SECDEF (D3ARC) DECTSITT MILISTONESA
The current process provides four discrete SechDef decision
points. All of the alternatives discussed below retain the
currenft "milestone” process structure. However, all alterna-
tives either de-emphasize or reduce the number of formal 0OSD
level milestone reviews and SecDef decisions. Under some
alternatives certain milestone reviews are delegated to the
Service Secretaries. The Secretary of Defense cCecision author-
ity and acquisition policy responsibilities are maintained and
exercised through the PPBS process and/or by invoking explicit
disapproval of proposed Service program acqgulsition decis:ions
at any stage in the cycle. There are four alternatives shown
schematically on page .

Alternative One (Page D-11) reduces the current four discrete
SecDef decision milestones to three (with flexibility for only
two) by altering Milestone Zero.

Milestone Zero SecDef review and decision is accomplished through
the annual Planning, Programming and Budgeting System (PPBS).

Although Milestone I is retained, a SecDef decision would gen-
erally be necessary only when a program reguires a significant
prototype (Advanced Develorment) phase. Vhen held, Milestone I
documentation would be reduced.

Milestone IT and III reviews would continue to be conducted ov
the DSARC with final acoroval action by the Seclef. ' aAny gre-
or post-Milestone III reviews deemed necessarv would be held at
the Service level except under unusual circumstances.

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

- Con: - May be perceived as a lessining of SecDef
control.

Alternative Two (Page D-16) reduces the number of formal SecDef
DSARC reviews to Milestones II and III.

Milestogne 0 would be reviewed by 0SD during PPBS as in
Alternative One above.

lilestone I would be delegated to the Service Sccretaries.,
SecDef authority and oversight is maintained through notifica-

tion of Service decisions with veto/disapproval authority if
necessary.
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Milestones II and III receive a full DSARC review and DSARC approval.

« Pro: - Further delegation of program responsibility and
reduction 1in administrative burden.
- Front-end process 1is speecded as in Alternative One.

- Con: - Further reducticn in SecDef control over acguisi-
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
Milestone Declsions).

Alternative Three (Page D-19) reduces the SecDef decision mile-
stones to two, but ensures full SecDef involvement in major orogran
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 established which sets the funding to carry the program through
Concept Validation and early Full-Scale Development activity up to
the second decision point, "Full-Scale Development and Production.”
The goals to be achieved by, and the timing of the seconé SecDef
decision point are defined at the first decision point.

The Program Go-Ahead, second SecDef decision point, occurs some-
what later than Milestone II in a "normal" program schedule, and - '
it i1s selected to coincide with Preliminary Design Reviews. 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 tae total acgquisition strategy.

The productdon program review is delegated to the Service Secretary
1f 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
0OSD level reviews.

- The 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.

~ Provides more efficient transition between

i development and prcduction.

- Con:- - Same Cons as above; in addition the divergence
from A-109 language is more acute.
- . No separate SecDef production decision required.

it
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‘Afternative Four (Page D-24) eliminates all SecDef decision
milestcones and delegates total program review responsibility
to the Service Secretarilies. The DSARC could be invoked at
SecDef discreticn but generally the SecDef would exercise con-
trol and decision authority on a by-excection veto/cdisappreval
basls. Milestone Zero would be conducted through the PP3S
process as described earlier.

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

- Con: - SecDef direct control of major acquisitions is
substantially reduced. Perceived violation of
the intent of A-109 as regards agency head
responsibility.

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

Decision:
Current: (Four SecDef Milestone Decisions)
Alternative 1: (Three SecDef Milestone Decisions)
Alternative 2: (Two SecDef Milestone Deci§ions)
Alternative 3: (Two SecDef Milestone Decisions) ;22;;;
Alternative 4: (Zero SecDef Milestone Decisions)
ACQUISITION PROCESS ALTERNATIVES
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B. Issue: SHOULD MENSVEE.ELIMINATED/REVISED?:%

Propblem: The Mission Element Need Statement (MENS) 1is an
int2rnal DoD document used to suzzoort the SecDef <ecision at
Milestone 0. The MENS 1s reguired by DoD implementation of
OMB Circular a-109 (1976) requirements to state needs in terms
of mission and that SecDef should certify the need. The INS
was to be-5 pages or less. In practice staffing has increased

and detailed justification information often recuested by 0SD
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
or as currently recuired) no later than with the Service PQOM
thus linking the acquisition and PPBS process. SecDef approval
of MENS would be by accepting POM in the absence of specific
disapproval.

- Pro: - Consistent with reduced SecDef review options.
‘- Better integration of acquisition and PPBS
processes as "new starts" would be 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;
Congress:ipnal Descriptive Summary (anc 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 GAO, could be viewed as
circumvention of A-109 though MENS not
specifically required by A-109.

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

. . <
Decisiony

. Alternative 1 di;/‘_

Alternative 2
I Need More Information
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C. Issue: SHOULD DSARC MEMBERSIIIP BE REVISED?;

Problem: Service Secretaries have statutory responsibility for

the execution of contractual ard financial resmonsxollltles 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 membership. (USDRE,
Chairman; USDP; ASD(CJ; ASD(MRA&L); ASD(PA&E); Chairman, JCS;
plus others in special cases).

- Pro: - Retains DSARC as a SecDef staff advisory council.

- Con: - Could place the DSARC in a position of recommend-
ing a position that is contradlctory to that of
the Service line executive responsible to the
SecDef without explicitly reflecting the Service
position.

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

- Pro: - Provide SecDef with a broader advisory council.
- Reduces adversary nature of current procedure.

- Con: - Reduce the independence of the DSARC as 0OSD
advisor to SecDhef.
- Increases the size of the DSARC.

Action Required: USDRE revision of DoD Instruction 5000.2
required.

. Y
Decision:

Alternative 1
Alternative 2 -
I Need More Information v
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D. Issue: WHC SHOULD: BE THE "DEFTNSE ACQUISITICN EXECUTIVE (DAE) 7

L3

»

Problem: Current policy reqguires that a DAE be designated by
the SechDef to be the nrincipal advisor and staff assistant <or
the acguisition of defense systems and equicment. The USDPE is
designated the DAL. However, the sccne of the Zunction en-
compasses procurement of material to supnort and sustain the
force. There is continuing competition between modernizat:ion
readiness, maintenance of forces and sustainability. The USDRE
has primary staff responsibility for force modernization effort
of DoD.

Alternative One would retain USDRE as the DAE.

- Pro: - The USDRE is clearly the 0SD executive with the
greatest technical knowledge and systems cdevelo-
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
R&D proponent himself. :

Alternative Two would designate DepSecDef as DAE.

- Pro: - Improved balance between mocernizing and orer-
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 acguisition process. USDRE is the 0SD
technical and system development expert.

) Alternative 1 ;;&:”j

Alternative 2 -
I Need More Information

Decision:
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E. Issue: WHAT SHQULD BE THE CRITERION FOR SYSTEMS REVIEWED B¢

DSARC %~
Proplem: <Currently, there are over 50 major orograms designated
for DSARC review. Althouch dollar threcholls (currently $100:M
RDT&E or $500!M orocurement in FY 1980 S) are ‘guidelires," they

are generally the rule of thumb used to select major programs.
Major program designation is derived by subjective Jucgmert based-
upon joint Service participation, estimated funding, mannower and
support requirements, risk, politics, and other Secretary of
Defense interests.

Alternative One would continue present system.

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

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

Alternative Two increases dollar guidelines for major system
designation to $200M RDT&E and $1B procurement in FY 80 S,

- Pro: - The number of Service DSARCs and DSARC would
be reduced approximately 253% 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 Reguired: USDRE revise DoD Directive 5000.1/DoD
Instruction 5000.2 ,if Alternative Two is adopted.

Decision:

Alternative 1
Alternative 2 “X_~
I Need More Information 4




F.. Issue: HOW SHCULD. . THE DSARC/PPBS DECISION B3I INTEGRATED? ;

Proolem: It has been the perception that a DSARC endcrseneint
ancd subsequent Saclef aoproval commits the SecDes f/Service to
fund the pnrogram as aporoved. This has led to confusion as to
program status and stability. The DSARC process reviews sincle
programs at significant milestones to determine readiness to
proceed ‘to the next ghase. It is not feasible in that context
to assess’ the financing of a major program vis a vis other
Defense requirements. In contrast, the PP3S addresses all
programs within a resource allocation framework without an -
in-depth review of technical issues and program structure. -
This "disconnect," the lack of explicit resource commitment

(including sunport 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 durlng POM/budget
development.
- Con: - Fosters program instabilities when DSARC program

is not supported in PPBS cvcle.
- May void contract with lndustry,

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 recommencded. DSIARC
review would certify the program readv to nroceed to the next
acquisition stage. Affordability in the aggregate would he g

function..0of the PPBS process.

- Pro: - This would lead to DSARC encorsement 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 functions of the DSARC. }
This also makes DepSecDef the Acquisition Executive.

- Pro: - Decisions made by single body; no need to
revisit in another forum.

- Forges a closer linkage between the acquisition
process and the PPBS.

[
v

- Con: - Current DRP membership not octimal for techrnical
program reviews.
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,Action Parrrnd: Alternative 2--DAFE enforce current DoD
Tirective 5o00.1 arfordability policy and USDRE revise $000.1
to strengthen pclicy and eliminate confusion.

j -~ .

Alternative 32--USDRE revise DoD Directive
5000.1/DoD Imstruction 5000.2 to reflect changes in role arcd
membershiov of DRB.

Decisidn:

Alternative 1 _
Alternative 2 ‘H
Alternative 3 v

I Need More Information




'G! TIssuc: PROGRAM MAMAGER CONTROL OVER LOGISTICS AND.SUPPQRT

PESCURCES
¢
Problem: Three prograrmming and budgeting =roblers are Jisi
centives for orogram managers to provide system support aﬁd
readiness.
1. Support pro~ram and budget recuirements are baced on

experience related measures (unrelated to readiress) instead
of a system's support requirements and readiness Iactors.

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. YNormally budget decisions in these
accounts occur without visibility of the impact on indivicdual
system's support or readiness.

3. Budget execution. Some weapon support funds (spares,
training, depot) are controlled by Service activities not
responsible to the program manager. Scmetimes priorities do
not match the program 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. Cnce decisions
are made on his system's support, they may be altered by an-
other activity during budget execution. This is 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 apoly 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/erperience related measures to review system sunport
pregram 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 addressec.
-~ - Little program manager input to support budget
- execution.
367
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eAlternative Two wcould have Services submit with the POM supnort
rescurce rezuirements and readiness objectives, by wearon system,
for systems entering/or in early nroduct:ion. Direct 0SD %o rave
a single review of support associated with individual systems.

Pro:
Gives more PPBS visibility of the combined effects of major
support decisions on readiness objectives.

Removes PPBS disincentives by reducing independent budget/

PPBS decisions without visibility of effect on program as a
whole.

decision process.
Con:
Some extra work for the reviewers.

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-
sponsibility.

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 Reguired: - ASD(MRA&L) letter to Services stating 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.

4
Decisionf Alternative 1
- Alternative 2

— Alternative 3
I Need More Information

—

- | 32//



. Issue: IMPROVING RELINBILITY AND SUPPCRT FOR SHORTEN

=D
’ ACQUISITION CYCLE
Problem: TIn response to serious readirness and reliability orob-

lems in many of the svstems we now operate, thers ravwesoeen
increases in Service and 0OSD efforts to define rellabrl:ity

support objectives and to demonstrate thelr acceorplisnment

to major productlon commlitment. Recent acqulsition zolic:ie
include this increased emphasis.

3
o~
PN

IL.or
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The new focus on shortening the development process 1s poten-
tially in conflict with initiatives to improve reliability and
support. Whereas the fastest acquisition approach involves
initiating production prior to test of developrment models, the
highest confidence of achieving reliability and other support
goals in fielded hardware involves iterative cesigr and testing
before high rate production. A balance must be struck on each
program. Many of the serious problems in current systems
result from not striking the correct balance.

For those systems which are run on a fast track, there are re-
quirements for additional early funding to design in reliability
and support characteristics - including the need to pay this
- price in parallel or competing developments. Additional irn-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
efforts compared to performance objectives, and the current
shortage of in-house talent to address these problems, specific
top management attention, priority and stress on support re-
sources 1s needed.

Alterrnative One modifies the current acguisition procedures to
require a specific early decision (circa Milestorne 1 on many
programs}, 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 strategy prepared by the Program Manager. This
should include an 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.

Farly decision on degree of concurrency sets 1in

motion long lead steps to reduce support risks.
- Results in conscious decision to balance all the

Yo objectives in the light of Service and DoD

priorities. '

= - Gets additional early resource needs consicered.

- Provides clear support objectives to PM.

- Pro:
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-~ Con: - Will reguire more up-front furds. Will be
i viewed by scme as addressing support too early.

- Additional resgonsibility for PM (but the
clear decisions may te helpful).

Alternative Two shifts more of the focus to fixing reliability
ana support proolens 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: -~ Easier 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 Reguired (If Alternative One is selected): USDRE issue
guidance adding early assessment of support options to the
current procedures. This could be part of a decision on over-
all acquisition strateqgy. Additionally request the Services
to revise and develop support related planning guidelines.

Alternative 1 2(_’ .

Alternative 2
I Need More Information

Decision:
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