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House of Representatives,

Committee on Armed Services,

Washington, D.C. November 1, 1988.

MEMORANDUM FOR MEMBERS, COMMITTEE ON ARMED SERVICES

Subject: Materials prepared for the Panels on Defense Policy and

Acquisition Policy on major U.S. Defense Acquisition Commis-

sion Reports.

Attached is a review by the Congressional Research Service on

Major U.S. Commission Reports: A Review of Findings and Recom-

mendations (1949-1988) and Appendices, Volume I. The report re-

views six major executive branch commissions' findings and recom-

mendations to improve weapons procurement.

Les Aspin, Chairman,

Defense Policy Panel

Nicholas Mavroules Chairman,

Acquisition Policy Panel

Enclosure.

Approved for printing: Les Aspin.

(in)

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:4

9
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



FOREWORD

Military procurement reform may indeed be like the weather. As

this volume shows, everyone does talk about it; this report details

six executive branch commissions that have poked and probed the

procurement issue over the last four decades. But, like the weath-

er, no one seems to do much about it; this report shows that the

bulk of the cures proposed as far back as 1948 were still being pro-

posed in 1983 because they had never been implemented.

In early 1988, two panels of the committee, Defense Policy and

Acquisition Policy, initiated a review of previous efforts to

"reform" and improve weapons procurement.

Since World War II, there have been dozens of executive commis-

sions, investigations and reports examining the defense acquisition

system.

The panels asked the Congressional Research Service of the Li-

brary of Congress to prepare an anthology of reform recommenda-

tions. This volume includes the reports of six major executive

branch commissions beginning with the Hoover Commission in

1949 and concluding with the Packard Commission of 1986.

Also included in this volume are the 1953 Hoover Commission

review of the Department of Defense, the 1969 Fitzhugh Commis-

sion review of the organization and management of DOD, thel972

Commission on Government Procurement review of the efficiency

of procurement within the executive branch, and the 1982 Grace

Commission task force report on the efficiency of military procure-

ment.

This volume on defense acquisition, and a companion volume in-

cluding reports focusing more exclusively on the defense acquisi-

tion process, are designed as a reference for the next Congress and

the new Administration as they attempt to restore public confi-

dence to the military procurement system.

Two striking aspects of these examinations of procurement

emerge from the anthology. The first is the regularity with which

many of the same procurement problems reappear time after time.

These issues include the need:

—to increase professionalism of the acquisition work force;

—to streamline regulations;

—to regulate constructively the "revolving door" between gov-

ernment and industry;

—and to restructure the defense acquisition organization.

This continual identification of the same problems prompted the

Fitzhugh Commission to ask, "Why doesn't the patient respond to

treatment?"

The second striking aspect of the anthology is the other side of

the coin—the Defense Department's unflagging resistance to insti-

tutional change. A case in point is the 1953 Hoover Commission

(V)
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VI

recommendation to create a separate defense supply agency to im-

prove the procurement of common defense supplies. This 1953 rec-

ommendation resulted in the creation of what is now the Defense

Logistics Agency, but only nine years later in 1962.

The four recurring issues—professionalism, streamlining regula-

tions, the revolving door, and acquisition organization—require a

closer look.

PROFESSIONALISM OF ACQUISITION PERSONNEL

The 1953 Hoover Commission found that the Defense Depart-

ment had issued a directive intended to address the lack of exper-

tise among its procurement personnel but had made little concrete

progress. The commission made the following recommendations:

1. Strengthen career opportunities;

2. Establish definite criteria for staffing;

3. Increase pay in the upper grades;

4. Confine rotation of military managers to specialized support

areas; and

5. Assign officers to management positions for longer periods.

The 1969 Fitzhugh Commission recommended a military career

field be created for program managers. The Fitzhugh Commission

also recommended increased use of civilians as program managers.

The 1982 Grace Commission called for the development of profes-

sional procurement personnel. The 1986 Packard Commission rec-

ommended increased authority "to establish flexible personnel

management policies necessary to improve defense acquisition."

STREAMLINING REGULATIONS AND STATUTES

The 1972 commission recommended development of a uniform,

government-wide procurement system to overcome the "burden-

some mass and maze of regulations." This was accomplished, in

part, with the establishment of the Office of Federal Procurement

Policy and the development of the Federal Acquisition Regulations

(FARs). The 1982 Grace Commission called on the Department of

Defense to prepare simple procurement policy statements to re-

place the Defense Acquisition Regulations which the commission

found to be overly detailed. The Packard Commission also called

for a recodification of Federal laws governing procurement to sim-

plify existing statutes.

REVOLVING DOOR

The "revolving door" was recognized as a problem as early as the

1953 Hoover Commission, which said the existing conflict of inter-

est laws were too restrictive and should be modified "so that presi-

dential appointees are not forced to liquidate lifetime business eq-

uities in order to accept Federal appointment."

The 1969 Fitzhugh Commission found that prior restraints ad-

versely affected the attractiveness of government service, and that

the emphasis of conflict of interest laws should be redirected

toward prohibiting and punishing specific post-government employ-

ment activities. While the commissions have focused on attracting

qualified people to government service, the public debate has cen-
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VII

tered on how to preclude them from taking advantage of their posi-

tions.

ACQUISITION ORGANIZATION

The 1949 Hoover Commission discussed the benefits to be gained

from a single centralized defense procurement agency for all three

services.

The 1955 Hoover Commission summarized the problem with Pen-

tagon acceptance of a centralized and streamlined defense procure-

ment system when it attempted to sort out who should have the

responsibility of determining "what" to buy and who should have

the responsibility of determining "how" to buy.

The 1969 Fitzhugh Commission called for increased authority for

program managers.

The 1982 Grace Commission noted the "massive duplication of

effort among the services and between the services and OSD." A

total consolidation of day-to-day acquisition functions at the OSD

level was recommended.

The Packard Commission recommended a streamlined defense

acquisition organization in which authority and responsibility

flowed from the Defense Acquisition Executive to the Services. This

new defense acquisition organization has been in place only a few

years, but it is not clear whether, in practice, the Department of

Defense has really streamlined the acquisition process or just

added another layer atop an already burdened structure that was

left intact.

FUTURE AGENDA

Four decades have produced six different commissions with six

reports on the acquisition process. A review of this literature

makes two points clear.

First, contrary to popular wisdom, there has been no shortage of

thought and analysis focused on these problems. The acquisition

process may be vast, but it is not uncharted. We don't need another

Lewis & Clark expedition.

Second, these repeated investigations have come up with similar

proposals for reforming the system. That so many minds reach

similar conclusions does not automatically mean they are right,

but it does give added weight to the proposals.

Perhaps the next executive commission on acquisition should be

created, not to propose the reforms, but to implement them.

Les Aspin, Chairman,

Defense Policy Panel

Nicholas Mavroules, Chairman,

Acquisition Policy Panel
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MAJOR U.S. COMMISSION REPORTS: A REVIEW

OF FINDINGS AND RECOMMENDATIONS (1949-

1988)

I. INTRODUCTION AND OVERVIEW

A. Purpose and Scope

Any comprehensive survey of reports on U.S. defense acquisition

organization and procedures during the 40-year period from 1949 to

1988 encounters a potential problem of overload. The need to be se-

lective becomes immediately apparent. Hundreds of reports—some

broadly focused, others more narrowly so—have been issued. Some

are ground-breaking and innovative in content; others are deriva-

tive. In order to achieve "manageability", we have divided the per-

tinent literature into three categories.

In the first group are six reports issued by major commissions es-

tablished either by the President or the Congress. Included in this

group are reports by the two Hoover Commissions, the Fitzhugh

Commission, the Commission on Government Procurement, the

Grace Commission, and the Packard Commission—as they are

known informally.

The mandates of these six commissions, in all cases, were broad-

ly formulated to cover organization and operations of the entire ex-

ecutive branch, the Department of Defense as a whole, or U.S. Gov-

ernmentwide procurement. Defense acquisition organization and

procedures received significant attention, but were not the sole

(and, in some cases, not even the most important) focus. The level

of authority and extensiveness of effort, however, serve to set these

six commission reports apart from all others. These commission re-

ports are the subject of the present volume—organized as follows:

(1) general commentary; (2) individual summaries of major findings

and recommendations; and, (3) original texts of the commissions'

principal reports (as appendices).

The subject of another potential volume is a somewhat larger

group of reports and studies which focus more exclusively on the

defense acquisition process. While not enjoying the stature of the

six major commission reports, they represent an important source

of information on efforts to improve defense acquisition policy for-

mulation and program implementation. Included in this group are

internal DOD products, the work of "think tanks," congressional

reports, and industry group position papers. As examples, one

might cite the Rockefeller Committee's Report on DOD Organiza-

tion (1953), the Report of the Acquisition Cycle Task Force, Defense

Science Board (1978), and the CSIS report titled "U.S. Defense Ac-

quisition: A Process in Trouble" (1987).

(l)
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In the third group are reports which, by their narrow focus, as

well as sheer, overwhelming number, are unsuitable for inclusion

in a general survey of this kind. Hundreds of reports during the

post-WW II period have analyzed single aspects of the acquisition

process (e.g., study of price competition in the Department of De-

fense, Logistics Management Institute, 1982), selected weapons pro-

grams (e.g., lessons-learned study of the F-16, Defense Systems

Management College, 1978), or service-centered concerns with orga-

nization and procedure (e.g., Affordable Acquisition Approach

study, U.S. Air Force Systems Command, 1982). Some of these un-

doubtedly contain valuable insights into the working of DOD's ac-

quisition process, and, in certain cases, may have had significant

impact. In general, however, the reports in this group represent a

more restricted level of review and authority than those included

in the first two groups.

A few words are in order concerning the terms "procurement"

and "acquisition" which appear throughout the reports of the six

major commissions. Although "procurement" more accurately de-

scribes the production (as opposed to the research and develop-

ment) phase of the overall "acquisition" process, the terms are fre-

quently used interchangeably. Other than drawing attention to the

point, we have not attempted in the following review and summa-

ries to impose consistency where it does not exist.

B. General Commentary

Before commenting in general terms about the six important

post-World War II commission reports, it is worth noting that con-

cern over military procurement practices goes back to the earliest

days of the nation. In the course of the French and Indian Wars,

there were frequent complaints about high prices and inferior

goods. During the Revolutionary War, Gen. George Washington re-

ferred to war profiteers as "murderers of our cause." It was dis-

closed that procurement officials had purchased goods for the Gov-

ernment from themselves, and practiced nepotism, favoritism, and

various other forms of corruption.

Another example of early concern over acquisition practices was

the establishment of a select committee of Congress in 1861 to in-

quire into allegations of waste and corruption involving military

contracts. For more than a year, the committee investigated the

purchases of arms, horses, blankets, and food, as well as other

items and services. The discovery of extensive waste and fraud

brought demands for stronger laws to curb the abuses.

While such historical parallels and precedents abound, suggest-

ing the possibility of inherent limits in the perfectibility of the de-

fense acquisition process, post-WWII developments exhibit a

number of unique and important differences. First is the increased

significance of weapons acquisition during peacetime, as a result of

the U.S. Government's assumption of the role of principal defender

of democratic values worldwide. Second, and closely related, is the

increasingly vast cost of the above undertaking— resulting, inevita-

bly, in intensified competition with non-defense programs for limit-

ed funds. These post-WW II differences in the economic-political en-

vironment have made U.S. defense acquisition a much more broad-
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ly visible and sustained public policy issue than at any time in the

past.

Indeed, the demand for increased accountability to the public

only now seems to be peaking. Close and critical scrutiny of the de-

fense acquisition system has occurred on three occasions since WW

II—in the early 1960s, from 1969 to 1972, and, most recently,

during the 1980s. The first two reform cycles maintained a general-

ly high level of vitality for approximately two to 3 years each. The

current cycle, however, has lasted 8 years, and shows no sign of sig-

nificant lessening at this time. Such sustained interest and publici-

ty represent something of a double-edged sword. On the one hand,

it keeps Pentagon officials continuously alert to their responsibility

for maintaining an efficient acquisition system. On the other hand,

the defense acquisition issue's high visibility has produced a flood

of "solutions," some of them possibly poorly conceived and likely to

end up doing more harm than good, if implemented.

In addition to growing public awareness, other key discernible

trends of the post-WW II period include an increasing emphasis on

(1) major weapons systems, (2) organizational solutions, and (3) the

role of Congress. In regard to the first of these, the two Hoover

Commissions stressed the need for greater centralization and effi-

ciency in the Government's purchasing systems, civilian and mili-

tary. This was to be accomplished, however, with as little disrup-

tion as possible to the time-honored, traditional service-centered ac-

quisition structure. The first Hoover Commission (1949) urged the

Secretary of Defense to use his oversight mandate to reduce dupli-

cation and increase standardization. But the emphasis here was on

common supplies and not on major systems acquisition. Even when

the second Hoover Commission, 6 years later, recommended fur-

ther action by way of creating a separate, civilian-managed DOD

agency to administer supply and service activities, major weapons

systems were not included within the scope of the plan.

A major shift occurred 15 years later in 1970 when the Blue

Ribbon Defense Panel (Fitzhugh Commission) touched only lightly

on common supply issues. Its attention was directed primarily at

the mounting problems of major system acquisition. The evident

failure of Robert McNamara's attempt during the 1960s to achieve

a leaner and more efficient operation by modeling DOD's system

along the lines of a large successful private corporation contributed

to this reorientation. It is interesting to note, in this connection,

the later Packard Commission's adoption of the same general

premise that the defense acquisition system can be significantly

improved by emulating the organization and procedures in out-

standing commercial programs.

Each major commission subsequent to the Fitzhugh Commission

("Government Procurement," "Grace," and "Packard") has shown

a predominant interest in weapons systems and major related com-

ponents. This is not surprising considering the scale of spending on

these items and the inherent vulnerability of these programs to

cost overruns, delayed delivery, and disappointing technical per-

formance. There has been a noticeable progression in the reports of

the last four commissions toward increasingly detailed examination

of the acquisition process. This is most clearly exemplified, per-

haps, in the concern of both the Commission on Government Pro-
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curement and the Packard Commission over the need to clarify

technical data rights—an issue not addressed by any of the previ-

ous commissions.

On the other hand, the commissions exhibit a clear pattern of re-

visiting certain key issues, such as improving the quality of the ac-

quisition work force, increasing competition, solving the conflict-of-

interest problem, reducing the statutory and regulatory burden, in-

creasing stability of the acquisition process, and emphasizing realis-

tic (operational) tests and evaluation. The working groups/task

forces of these commissions were not ignorant of the findings and

recommendations of previous commissions. Their revisiting of cer-

tain key issues indicates the intractability of these problems, lead-

ing to gradual movement away from reliance primarily on proce-

dural solutions toward increasing interest in major structural or

organizational changes.

In its initial comments about defense acquisition, the Fitzhugh

Commission observed that "the difficulties do not appear to be

amenable to a few simple cure-alls, but require many interrelated

changes in organization and procedure." Its discussion of organiza-

tional change, however, was at a relatively low level of application,

focusing as it did on the program manager's office and the relative

merits of vertical versus matrix management systems. Thirteen

years later, the Grace Commission adopted a more extreme posi-

tion when it proposed the consolidation of the procurement func-

tion (not research and development) into a single agency within the

Department of Defense. It explained that, as its OSD Task Force

analyzed the DOD acquisition process, "it became apparent that

many of the acquisition-related problems are rooted in the depart-

ment's organizational structure."

Similarly, the Packard Commission found that:

Responsibility for acquisition policy has become frag-

mented. There is today no single senior official in the

Office of the Secretary of Defense working full-time to pro-

vide overall supervision of the acquisition system. . . . [T]he

Commission concludes that the demands of the acquisition

system have become so weighty as to require organization-

al change within that office.

The Commission proceeded to recommend the creation of a new

position of Under Secretary of Defense for Acquisition (a so-called

"acquisition czar"). In taking this step, the commission acknowl-

edged that it had considered the more radical proposal of establish-

ing a centralized, civilian-run acquisition agency but judged it to be

inconsistent with the need to maintain a system that was respon-

sive to the technical requirements and demands of the user mili-

tary services.

A major factor contributing to the sustained visibility of the cur-

rent defense acquisition reform movement has been an increasing-

ly involved U.S. Congress. Many members of the major oversight

committees, as well as others, have taken an active interest in

learning about the issues involved and in suggesting ways to im-

prove the way the Department of Defense purchases its goods and

services—especially those involving weapons systems. In this con-
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text, it may be interesting to comment briefly on the views ex-

pressed by the major commissions regarding the role of Congress.

The two Hoover Commissions were cognizant of the congression-

al intent in the early post-WW II period to achieve greater unifica-

tion and efficiency in the operations of the defense establishment.

The first Hoover Commission recommended that Congress broaden

the power of the Secretary of Defense to prepare and execute plans

of reorganization. The second Hoover Commission expressed con-

cern over the apparent "failure of the executive branch to comply

with repeated congressional demands for unification, economy, and

efficiency in the armed services." It identified the defense supply

systems as an outstanding "horrible example," and explained that

its recommendation calling for establishment of a centralized civil-

ian supply agency developed from a recognition of just how deep-

seated and resilient the parochialism was of the military services.

The Fitzhugh Commission report, which marks the shifting focus

from "supplies" to "weapons,' had relatively little to say about

Congress' role vis-a-vis defense major systems acquisition. The

Commission on Government Procurement, however, commented at

length on the need for Congress to become a more informed and

effective check and balance in the defense acquisition process. In

order to perform this role well, "Congress should be given the in-

formation and analyses required to understand the need and goals

of new programs in the context of national policy and priorities.

Thereafter," the report goes on to explain, "Congress is in a better

position to monitor all the development, procurement, and required

funds going to programs to meet these needs."

By the time of the Grace and Packard Commissions, the over-

sight role of Congress and the volume of information flowing to

Capitol Hill had expanded so greatly that they, in themselves, had

become an issue. The Grace Commission was sharply critical of the

Congress and its tendency to "micromanage" defense programs.

The Packard Commission pointedly warned that executive branch

efforts to improve the acquisition process would fail "if Congress

does not do its part to improve its role in the process." The com-

mission stated its belief that both the number and magnitude of

changes resulting from congressional review of the defense budget

were excessive and harmful. The most important reform, according

to the commission, was adoption by Congress of biennial budgets

tied to a 5-year plan.

It should be noted, in conclusion, that none of the six major com-

missions surveyed here focused exclusively on defense acquisition

organization and process. The Packard Commission has come clos-

est to meeting such a level of attention. Also, the cyclical or episod-

ic quality of these high-level examinations of DOD's weapons-

buying activity raises seemingly valid questions about the need for

a more permanent review panel or commission. Recent proposals

have called for the creation of an advisory or regulatory commis-

sion on defense acquisition. Such a group, advocates argue, would

provide the expertise and perspective required to help DOD and

the Congress deal constructively with the tensions, if not contradic-

tions, that exist between the drive for greater military effective-

ness, on the one hand, and the drive for greater economic efficien-

cy, on the other.
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H. THE FIRST HOOVER COMMISSION (1949)

In January 1949, Herbert Hoover, Chairman of the Commission

on Organization of the Executive Branch of the Government, trans-

mitted to Congress a series of reports that comprised the final

product of a comprehensive, 18-month examination of executive

branch agencies and operations. One of these reports addressed

issues involving the "National Security Organization." A striking

feature of this report, at least from today's perspective, was its gen-

eral lack of emphasis on matters regarding procurement organiza-

tion and procedure in the Department of Defense.

The study was conducted immediat ly following a major reorga-

nization of the defense establishment (resulting from the enact-

ment of the National Security Act of 1947); therefore, its emphasis

on the Defense Department's overall structural integrity is under-

standable. The Commission found that the national security organi-

zation was "soundly constructed, but is not yet working well." The

problem was attributed, in part, to "the youth of the organization,"

"lack of clear firm policy," and "the continuance of intense inter-

service rivalry."

The Commission's report recommended strengthening the au-

thority of the Secretary of Defense. More specifically, the three

military departments should, under an amendment to the National

Security Act of 1947, be administered by their civilian secretaries

"subject to the authority and direction of the Secretary of De-

fense." In this latter regard, the full authority for the procurement

and management of supplies and material should be vested in the

Secretary of Defense. The Secretary could delegate this authority

to other officers or agencies as he might determine, "with direc-

tions to expedite by all possible means the elimination of costly du-

plication in procurement and waste in utilization among the three

services."

While the Commission's final report touched only lightly on

issues involving defense procurement, the task force working paper

on national security organization (from which the Commission

drew its findings and recommendations) spoke at somewhat greater

length on the need for increased efficiency and economy. Its obser-

vations are pertinent, and in dollar amount somewhat quaint, in

the context of present-day concern over the scale of defense spend-

ing:

"The costs of the military establishment—currently

about $15,000,000,000 a year—appear to be unduly high, in

terms of the ability of the economy to sustain them and of

the actual return in military strength and effective nation-

al security."

"Nowhere is cost consciousness more essential than in

the military establishment—that vast and complex orga-

nism which currently absorbs more than 30 percent of the

annual national budget. The awful cost of reasonable

safety—$1,000,000 to $4,000,000 for a modern bomber, over

$250,000 for a tank, $10,0000,000 to $150,000,000 for a

ship—has put a high premium upon military economy."
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In a section of the working paper titled "Principal Areas of Pos-

sible Economies the task force recommended improvement in

"the military establishment's methods of doing business." It found

that there was substantial duplication in such things as cataloging

and identifying material. It recommended the standardization of

specifications as well as the preparation of common supply cata-

logs. Finally, in light of the Commission's strong emphasis on

greater centralization of authority within the Office of the Secre-

tary of Defense, it is important to note what the task force had to

say about centralizing procurement:

"The efforts of the Munitions Board to concentrate pro-

curement in the hands of single service responsibility

should, in time, result in substantial economies. The over-

whelming weight of evidence presented to the [task force]

was against the formation at this time of a single central-

ized procurement agency for all three services."

In summary, the first Hoover Commission was preoccupied with

the challenge presented by the United States' emergence as the

dominant world power and the necessity, for the first time in the

nation's history, of maintaining a major peacetime military force.

It was concerned about preserving adequate civilian control and co-

ordination of the three military services. It was concerned, also,

about controlling the cost of maintaining such a large military

presence. In this last regard, we find some parallel to today. But,

for the most part, the differences are more significant. The Com-

mission's report contained little or no reference to many issues

that currently dominate debate over weapons acquisition. There

was no engagement in more arcane matters, such as dual sourcing

as a means of achieving greater competition or establishment of an

independent operational testing and evaluation office in the De-

partment of Defense. Its views on military procurement organiza-

tion and process were basic and elemental.

Indeed, perhaps the most striking feature of the first Hoover

Commission report—in regard to defense procurement—is not so

much what it said, but rather what it did not say. It did not in-

clude the Department of Defense in its recommendation for estab-

lishment of a unified Government supply agency for purchase of

common goods and services. Subsequent passage of the Federal

Property and Administrative Services Act of 1949 led to the cre-

ation of the General Services Administration (GSA). As permitted

by law, the Department of Defense was exempted from the require-

ments on the grounds of national security. Furthermore, no effort

was made at this time to apply the concept of unified purchasing of

common supply items to the Department of Defense itself. The

issue of military supply management, it seems, was overshadowed

by other pressing concerns involving the basic organization and

role of the Department of Defense and its constituent units.

III. THE SECOND HOOVER COMMISSION (1955)

The second Hoover Commission was established by Congress in

July 1953. It was instructed to study important functions of the

Government and to recommend changes policy and procedures that
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would "promote economy, efficiency, and improved services in the

transaction of the public business." The Commission completed its

work 2 years later. The report of the Committee on Business Orga-

nization of the Department of Defense contained 19 recommenda-

tions grouped into four major program categories for achieving im-

proved management in the Department of Defense.

A. Program for Improving Business Management

Organization

The basic objective of the Commission's recommendations in this

part was to strengthen coordination and control of management—

in areas such as military requirements planning, logistics, research

and development, personnel, and finance. In an effort to clarify the

respective roles of the top civilian and military officers, the report

states:

Whereas the military Chief of Staff, under the proposed

definition, is responsible for stating hat he needs, how

much, when, and where, the Assistant Secretary for Logis-

tics [includes procurement] should be responsible for

review of how much and for execution, which means how

and how well the operations of the support activities are

conducted, [emphasis in original]

B. Program for Improving the Management of Common

Supplies

This section of the Commission's report is the one most con-

cerned with procurement. Significantly, the emphasis is on

"common supplies" or commercial-type items and does not include

weapon systems and major related components ("military hard

goods"). The study group on Business Organization in DOD consid-

ered four methods for improving coordination of common supplies:

(1) single service or joint agency arrangements, (2) cross-servicing

plans, (3) an integrated supply system, and (4) a single supply and

service agency. According to the task group report, experience with

the first two types of coordination by the Armed Services had re-

vealed not only fragmentary implementation but also a general

failure to achieve benefits anticipated.

The third method, an integrated supply system, would provide a

more complete form of coordinated supply than the first two ar-

rangements. In effect, this plan would assign to a single depart-

ment full responsibility for the procurement, distribution, storage,

and issue of common commodity classifications. While the report

noted various advantages to this approach, it concluded that it pos-

sessed the weaknesses inherent in the other systems: (1) inertia or

strong resistance on the part of the military departments; (2) diffi-

culty in assuring equitable treatment, especially under pressing

mobilization conditions, when one service tries to meet its own

needs and simultaneously furnish the services desired by others;

and (3) resistance to eliminating duplicate staffs, facilities, and dis-

tribution systems.

The fourth option—a separate supply and service agency—was

favored by the Commission. It would provide, according to its
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report, the highest degree of integration. While opponents of the

plan argued "that each department should have control over a sup-

port system which is completely responsive to its own needs," the

task force concluded that all objections could be avoided "by care-

fully defining the role of such an agency." Accordingly, the Com-

mission recommended that:

Congress should enact legislation establishing a separate

civilian-managed agency, reporting to the Secretary of De-

fense, to administer common supply and service activities.

C. Program for Improving Management Personnel

A considerable part of this section of the report is devoted to

"support activities" which include supply/procurement functions.

In its comments, the task force on Business Organization in DOD

quotes from the report of another participating group, the task

force on surplus property. The observation will have a familiar

ring for those following the current defense procurement debate.

In this age of technological warfare, something must be

added to the strictly military strategy; that something is

the know-how of business and industry in the management

of materiel, with due regard to the ability of the economy

to carry the load. It would seem that the missing link is a

permanent, experienced business organization.

This need was recognized, noted the Business Organization task

force, by the Secretary of Defense in 1952 when he issued a direc-

tive (4000.8) providing that:

Within each military department, a definitive program

will be established for the recruitment and training of

competent military and civilian personnel to serve in the

areas of procurement, production, warehousing, and distri-

bution of supplies and equipment, and related supply func-

tions. Rotation, promotion, and assignment policies within

each military department will be adapted to assure the

most effective use of trained personnel within these areas.

Despite this strong emphasis on the need for specialized compe-

tence in support activities, the Commission found little evidence of

success in achieving the stated goal. It recommended the following

corrective measures: (1) strengthen career opportunities in support

activities including procurement; (2) establish definite criteria for

determining military and civilian staffing; (3) provide for increased

pay in the upper grades; (4) confine rotation of military managers

to specialized support areas; and (5) assign officers to management

positions for longer periods of time.

Another personnel-related recommendation involved conflict of

interest laws which the Commission found too restrictive. They

should be modified "so that presidential appointees are not forced

to liquidate lifetime business equities in order to accept Federal ap-

pointment." It might be noted that, although this point has been

mentioned on more recent occasion, the historical trend has been

for the statutory requirements to become increasingly stringent.
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D. Program for Improving Financial Management

In this section of the report, the Commission noted the need for

improving financial controls, particularly in the area of procure-

ment (which, at the time, accounted for almost one-half of all de-

fense dollars spent).

The most significant recommendation of the second Hoover Com-

mission in matters of defense procurement was the proposal to es-

tablish a single DOD-wide supply agency. Subsequent legislation

authorized the unified procurement and management, under civil-

ian control, of common-use defense supplies such as food, clothing,

and fuel. In this area, as well as some others, the Commission went

considerably further than the first Hoover Commission in looking

at procurement organization and procedure. Yet, it is a far cry

from the level of detailed scrutiny to which DOD business activities

are being subjected today. This is particularly the case in regard to

weapon systems procurement.

IV. THE FITZHUGH COMMISSION (1970)

The Blue Ribbon Defense Panel was appointed by the President

and the Secretary of Defense in July 1969 and instructed to study,

report, and make recommendations on the organization and man-

agement of the Department of Defense. Within this broad charter,

DOD's research and development efforts as well as its procurement

policies and practices were identified as subject areas deserving

special attention by the panel. In the preface to its report, the Fitz-

hugh Commission (so named after its chairman, Gilbert W. Fitz-

hugh) noted that its effort was the "first broad-scale study of the

Department of Defense in many years—in fact since the two

[Hoover] commissions ..."

The absence of a major commission study for 15 years may have

been the consequence of President Kennedy's appointment of

Robert McNamara as Secretary of Defense. Concern over cost over-

runs, performance short-comings, and missed deadlines prompted

the new Kennedy Administration to undertake a major review and

overhaul of the weapons acquisition process. The solution, accord-

ing to the prevailing view, was to adopt a more business-like ap-

proach. Secretary of Defense McNamara, the former president of

the Ford Motor Co., brought just that kind of experience and man-

agement philosophy to the Pentagon job. It was not until the late

1960s, when McNamara-inspired changes themselves came under

increasingly heavy fire, that the need for a new study commission

to look at DOD's operations, including weapons acquisition, may

have become clearly apparent.

The major findings and recommendations of the Fitzhugh Com-

mission on acquisition-related matters were based on several sepa-

rate staff studies included as appendices to the main report. In

both sweep and detail, its examination of DOD's organization and

operations far exceeds that of the two Hoover commissions. The

Fitzhugh Commission's work is also different in that its primary

focus in the acquisition area is on weapons rather than common-

item supplies.

The Fitzhugh Commission report found, in general, that the poli-

cies of the Department on development and acquisition of weapons
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and other hardware had contributed to serious cost overruns,

schedule slippages, and performance deficiencies. Furthermore, it

observed that "the difficulties do not appear amenable to a few

simple cure-alls, but require many interrelated changes in organi-

zation and procedure." In this finding, as well as in many of its

more specific comments, the Commission report addressed issues

only too familiar to people who have followed the 1980s acquisition

reform debate. It called for increased operational testing and eval-

uation, greater emphasis on career and professional development,

clearer and more equitable conflict-of-interest laws, expanded use

of competitive prototyping, avoidance of excessive "gold-plating,"

increased authority for weapon program managers, improved reli-

ability in cost estimating, and so on.

Because of similarity and possible relevance to the current

debate, four major categories of the Fitzhugh Commission's reform

proposals are reviewed below. The original text is used to the

extent possible consistent with the goal of presenting a clear and

concise summary.

A. Operational Test and Evaluation

Findings: Operational test and evaluation has been too infre-

quent, poorly designed, and generally inadequate.

Recommendations: A Defense Test Agency should be created to

perform the functions of overview of all Defense test and evalua-

tion, designing or reviewing of designs for test, monitoring and

evaluation of the entire Defense test program, and conducting tests

and evaluations as required, with particular emphasis on oper-

ational testing, and on systems and equipments which span Service

lines. The Defense Test Agency should be under the supervision of

a civilian Director, reporting to the Secretary of Defense through

the Deputy Secretary of Defense for Evaluation [whose responsibil-

ities also include DOD systems analysis and internal audit and in-

spection services].

B. Career and Professional Development

Findings: The promotion and rotation systems of the Military

Services do not facilitate career development in the technical and

professional activities, such as research and development, procure-

ment, intelligence, communications, and automatic data processing.

Recommendations: Specialist careers should be established for of-

ficers in such staff, technical and professional fields as research,

development, intelligence, communications, automatic data process-

ing and procurement . . . The duration of assignments for officers

should be increased, and should be as responsive to the require-

ments of the job as to the career plan of the officer. Officers contin-

ued on assignment for this reason should not be disadvantaged in

opportunity for promotion.

C. Research and Development

Recommendations: A new development policy for weapons sys-

tems and other hardware should be formulated and promulgated to

cause a reduction of technical risks through demonstrated hard-
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ware before full-scale development, and to provide the needed flexi-

bility in acquisition strategies. The new policy should provide for:

(1) exploratory and advanced development of selected

sub-systems and components independent of the develop-

ment of the weapon systems;

(2) the use of Government laboratories and contractors

to develop selected sub-systems and components on a long

term level of effort basis;

(3) more use of competitive prototypes and less reliance

on paper studies;

(4) selected lengthening of production schedules, keeping

the system in production over a greater period of time;

(5) a general rule against concurrent development and

production efforts, with the production decision deferred

until successful demonstration of developmental proto-

types;

(6) continued trade-off between new weapon systems and

modifications to existing weapon systems currently in pro-

duction;

(7) stricter limitations of elements of systems to essen-

tials to eliminate "gold-plating;"

(8) flexibility in the selecting type of contract most ap-

propriate for development and the assessment of the tech-

nical risks involved;

(9) flexibility in the application of a requirement for

formal contract definition, in recognition of its inapplica-

bility to many developments;

(10) assurance of such matters as maintainability, reli-

ability, etc., by means other than detailed documentation

by contractors as a part of the design proposal;

(11) appropriate planning early in the development cycle

for subsequent test and evaluation and effective transition

to the test and evaluation phase; and

(12) a prohibition on total package procurement.

D. Program or Project Management

Recommendations: The effectiveness of program or project man-

agement should be improved by:

(1) establishing a career specialty code for Program Man-

agers in each Military Service and developing selection

and training criteria that will ensure the availability of an

adequate number of qualified officers. The criteria should

emphasize achieving a reasonable balance between the

needs for knowledge of operational requirements and expe-

rience in management;

(2) increasing the use of trained civilian personnel as

program managers;

(3) providing authority commensurate with the assigned

responsibility and more direct reporting lines for program

managers, particularly those operating in matrix organiza-

tional arrangements; and
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(4) giving the Program Manager directive authority, sub-

ject to applicable laws and regulations, over the contract-

ing officer, and clarifying the fact that the contract audi-

tor acts in an advisory role.

The Fitzhugh Commission report contains many other interest-

ing and pertinent observations about the DOD acquisition process.

On management of common supply activities (the subject of much

attention by the second Hoover Commission), the Fitzhugh Com-

mission notes that attempts to achieve greater efficiency by means

short of consolidating the function within a single agency fell short

of expectations. A Defense Supply Agency (DSA) had been estab-

lished and became operational on January 1, 1962, when it as-

sumed responsibility for managing a restricted number of commod-

ities. By 1970, DSA was managing about one-half the item count in

the total defense supply inventory.

Although filled with recommendations for "action," the Fitzhugh

Commission report also urged restraint in some of the reform-relat-

ed areas. For example, the Selected Acquisition Report (SAR)

system was a relatively recent management tool, at the time, for

reporting original and current estimates of program costs, sched-

ule, and performance to top DOD management and the Congress.

The Commission expressed concern that the "overwhelming con-

centration" appeared to be on cost and schedule—to the possible

detriment of quality and mission performance.

In the area of conflict-of-interest, a subject that is very much at

the center of current controversy, the Fitzhugh Commission identi-

fied two fundamental approaches to dealing with the situation: (1)

the imposition of prior restraint on employment by certain classes

of personnel, and (2) the prohibition of specific post-employment ac-

tivity, enforced by penalties for violation. The Commission argued

that the prior-restraint approach would adversely affect the attrac-

tiveness of military careers or Government service and, therefore,

the emphasis of conflict-of-interest statutes should be directed

toward prohibiting and punishing specific post-Government em-

ployment activities.

V. THE COMMISSION ON GOVERNMENT PROCUREMENT

(1972)

The Commission on Government Procurement was established by

Congress in November 1969 to study and recommend methods "to

promote the economy, efficiency and effectiveness" of procurement

by the executive branch of the Federal Government. Its period of

operation roughly paralleled that of the Fitzhugh Commission,

though its work was not completed until late 1972. The twelve

members of the Commission included two Representatives, two

Senators, two members of the executive branch, the U.S. Comptrol-

ler General, and several members of the public.

A. General Procurement Considerations

The Commission's initial finding was that "There is a void in

policy leadership and responsibility and a fragmented and out-

moded statutory base." Accordingly, the Commission recommended
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the establishment of the Office of Federal Procurement Policy,

within the Office of Management and Budget (OMB). Such an office

was created by statute in 1974, and has been functioning ever

since. The report identified the following major attributes of the

office:

—It should be independent of any agency with procuring re-

sponsibility.

—It should operate on a plane above the procurement agencies

and have directive rather than merely advisory authority.

—It must be responsive to the procurement policy decisions of

Congress.

—It should consist of a small, highly competent cadre of sea-

soned procurement experts.

The Commission report noted that military procurement was

governed by the Armed Services Procurement Act of 1947, whereas

most civilian procurement came under the Federal Property and

Administrative Services Act of 1949, and that there were inconsist-

encies between the two statutes. Thus, the Commission recom-

mended that legislation be enacted to eliminate the inconsistencies.

Even more confusing and inconsistent, according to the Commis-

sion, was the "burdensome mass and maze of regulations." It rec-

ommended the development of a uniform, Governmentwide system,

under direction of the Office of Federal Procurement Policy.

Other significant recommendations made in the "General Pro-

curement Considerations" section of Volume I included:

(1) enactment of legislation to authorize the use of com-

petitive negotiations as an alternative to formal advertis-

ing [the Competition in Contracting Act of 1984 finally en-

acted this into law];

(2) raising the $2,500 threshold for procurements subject

to numerous socio-economic restrictions [some of these

thresholds have been revised];

(3) authorizing expanded use of multi-year contracts

[this has taken place];

(4) formalizing policy set forth in OMB Circular A-76

that encourages the Government to rely on the private

sector for needed goods and services;

(5) improved planning by the executive branch and Con-

gress for the efficient and economical procurement of

goods and services by eliminating delays in submitting and

considering authorization and appropriations requests [this

theme was later taken up by the Packard Commission, and

some of these "streamlining" recommendations have been

enacted into law];

(6) restricting the furnishing of new Government produc-

tion facilities to contractors as well as providing them with

incentives to acquire their own facilities;

(7) establishing new standards for measuring the success

of Government procuring agency use of small businesses—

not just statistical percentages.
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B. Acquisition of Research and Development

The Commission report identified the dual objectives in the ac-

quisition of research and development: (1) supporting the nation's

technological base, and (2) acquiring the capability for producing

new products and performing new services. In its recommenda-

tions, emphasis was placed on basic, innovative research and the

sharing of new ideas among Government agencies. Similarly, the

report called for a more cooperative industry-Government relation-

ship which maximized the creative energies of U.S. suppliers.

The Commission expressed concern over the Government's allow-

able cost policy as it applied to suppliers' claims for reimbursement

of indirect expenses, such as those connected with independent re-

search and development (IR&D) and bid and proposal (B&P) efforts.

IR&D is conducted to advance the technological capability of the

company, whereas B&P is conducted to convince a buyer the com-

pany is the most capable supplier for the particular need. The

Commission concluded that those firms that performed 50 percent

or more of their work in the commercial marketplace or under

fixed-price Government contracts had the motivation to control in-

direct costs and, therefore, no administrative control by the Gov-

ernment was required.

C. Acquisition of Major Systems

While the Commission's terms of reference included the procure-

ment activities of the entire executive branch, it devoted consider-

able attention to defense programs, and in particular to DOD's ac-

quisition of new major systems. In this connection, the Commission

report stated at the outset that: "The need to improve major

system acquisition has been apparent from the succession of cost

overruns, claims, contested awards, buy-ins, bail-outs, and defective

systems that have drawn criticism to many programs in recent

years."

(1) Needs and Goals for New Programs. The Commission

declared that determining the needs and goals for a new

program was the first vital area for improving system ac-

quisition. It pointed out decisions made at this early stage

have far-reaching consequences. More specifically:

DOD policy currently delegates the responsibility for de-

ciding the needs and goals to each of the military services.

Although new technological opportunities cannot be ig-

nored, too often the focus has been on the system product

and not on its purpose. The results have been to prema-

turely lock-in to a single system approach without giving

adequate attention to why a new level of capability is

needed in the first place and what it is worth before less

costly system alternatives are eliminated.

Accordingly, the Commission recommended steps for achieving

greater control and coordination of the requirements determination

process-in both the executive and legislative branches. It stressed

the need for Congress to assert itself more fully in the early stages

of the budget process with an annual review of agency missions, ca-
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pabilities, deficiencies, and the needs and goals for new acquisition

programs.

(2) Exploring Alternative Systems. The Commission

stated that funds spent on development of alternative sys-

tems served as insurance against the possibility of a pre-

mature and potentially costly choice involving only one

system. Therefore, the Commission issued recommenda-

tions to: (1) create alternative system candidates; (2) fi-

nance the exploration of alternative systems; and (3) main-

tain competition between contractors exploring alternative

systems. Of particular concern to the Commission was the

need to encourage increased participation by smaller,

growing firms in the procurement process, since they often

exhibit greater initiative and more innovative technical

approaches for a new system than large, established com-

panies.

(3) System Implementation/Testing.

While acknowledging the benefits of competition in all stages of

the acquisition process, including final production, the Commission

noted that the cost to maintain competition throughout rises sub-

stantially. Thus, systems entering production and deployment nor-

mally do so under an evolved monopoly situation, with only a

single system and contractor to meet the agency need. To avoid a

situation in which this single source cannot supply the system as

planned under the terms of the contract, the Commission recom-

mended that procuring agencies and Congress withhold approval

for full production and use of new systems until the need has been

reconfirmed and system performance has been tested and evaluat-

ed in an environment closely approximating the operational condi-

tions. The Commission report contained other pertinent concerns

too numerous to discuss in detail. These included the need to:

—alleviate the problem of management layering and excessive

staff reviews;

—develop a Governmentwide policy on technical data;

—extend the Truth in Negotiations Act and the Renegotiation

Act to all Government procurement agencies; and,

—strengthen each agency's cost estimating capability.

D. Acquisition of Commercial Products

The Commission indicated the need for reappraising fundamen-

tal policy concerning commercial products procurement and for the

establishment of a continuous oversight function (spearheaded by

OFPP) to review agency policies. These and other related recom-

mendations of the Commission, while relevant to the military pro-

curement of common supply items, contained little that is notewor-

thy in the context of this particular review. An exception to this

general appraisal, however, was the Commission's discussion of the

concept of total cost. It pointed out the tendency of Government of-

ficials to focus on the initial price paid to the supplier rather than

the total long-run cost of satisfying a Government requirement (i.e.,

including maintenance, spare parts, etc.) The cost of support activi-

ties tended to be "invisible" and, therefore, ignored. The Commis-
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sion concluded that procurement decisions needed to be based on

the total economic costs of various alternatives in order to insure

that products were acquired with optimum economy and effective-

ness.

VI. THE GRACE COMMISSION (1983)

President Reagan established the President's Private Sector

Survey on Cost Control (PPSSCC), otherwise known as the Grace

Commission, in June 1982. An executive committee comprised of

high level executives from many of the nation's leading corpora-

tions was formed under the chairmanship of J. Peter Grace. The

commission was organized into 36 "task forces," with each task

force assigned to study a specific department, agency, or operation-

al function cutting across the purview of Government. The overall

objective of the Grace Commission was to identify opportunities for

increased management efficiency and reduced costs ''achievable by

executive action or legislation."

One of the Commission's task forces, the Task Force on the

Office of the Secretary of Defense (OSD Task Force), analyzed man-

agement efficiency and cost saving opportunities in the Depart-

ment of Defense. Its findings and recommendations on acquisition

agree in important respects with the views expressed in the reports

of three related service task forces. The OSD task force estimated

that, if fully implemented, improved management of the weapons

acquisition process could result in a 3-year savings of $18.3 billion,

or 40 percent of the total projected savings ($44.8 billion) for all De-

partment of Defense operations. The OSD Task Force grouped its

findings and recommendations on DOD acquisition into nine sub-

ject headings. Those, as well as two other subjects unrelated to

major weapons procurement, are summarized below.

A. Improved Organization of the Acquisition Function

The task force report asserted that many of the acquisition-relat-

ed problems were rooted in DOD's organizational structure. The

report pointed to "massive duplication of effort among the services

and between the services and OSD." The OSD Task Force recom-

mended total consolidation of day-to-day acquisition functions at

the OSD level. Under this proposal, the research and engineering

functions would be assigned to the Under Secretary of Defense for

Research and Engineering, and the procurement and production

functions would be assigned to a new Under Secretary of Defense

for Acquisition. The services would continue to determine mission

needs, carry out test and evaluation, and exercise the right of final

approval.

However, recognizing the difficulties of implementing such

sweeping organizational reform, the task force suggested three pro-

gressively advanced alternatives leading up to the preferred solu-

tion: (1) a uniform system of procurement within the existing de-

centralized, service-centered structure; (2) a "single manager" ap-

proach whereby similar systems would be procured by a single

office or group within the most logical service; and (3) consolidation

of day-to-day procurement and production functions into a single
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agency within OSD (the services would retain responsibility for re-

search and engineering functions).

B. Defense Contract Administration Consolidation

The Department of Defense's management approach to contract

administration, according to the OSD Task Force, permitted wide

variations in procedures between the Defense Contract Administra-

tion Service at the OSD-level and the various related components

at the service level. The Commission recommended that all con-

tract administration should be consolidated at the OSD-level to ac-

complish three goals: (1) provide a single method of contract admin-

istration practices; (2) facilitate training, transfer, progression, and

direction of contract administration personnel; and (3) reduce head-

quarters and overhead costs.

C. Regulatory Constraints

The OSD Task Force called for appropriate action to simplify the

complex regulatory system which governs the acquisition of weap-

ons systems. It proposed that, where feasible, overly detailed De-

fense Acquisition Regulations (DAR) should be replaced with policy

statements which provide general guidelines for DOD procurement

actions. Also, professional procurement personnel capable of oper-

ating within these broadly stated guidelines should be developed.

D. Independent Research and Development Costs

The OSD Task Force criticized the elaborate and time-consuming

technical review process involved in DOD's reimbursement policy

for independent research and development (IR&D) costs. The pur-

pose of the review process was to insure that only defense-related

IR&D costs were being claimed. The task force called for the elimi-

nation of technical review, arguing that IR&D costs should be re-

coverable in the same manner as other bona fide overhead ex-

penses. Competitive forces should be allowed to operate to control

IR&D costs, "subject to the test of reasonableness and audit in the

same manner as other elements of overhead."

E. Department of Defense Laboratories

The OSD Task Force called for improved data exchange between

DOD laboratories and the military services, so that information on

emerging technology developments could be better integrated into

the appropriate phases of the weapons acquisition process. Addi-

tionally, more effective coordination of research programs among

the laboratories was needed to eliminate duplication of staff and

research efforts. Finally, the OSD Task Force recommended that

the DOD laboratories should phase out their involvement in the

later stages of the development cycle.

F. Common Parts and Standards

The OSD Task Force called for the increased use of standardized

parts in weapons systems and the decreased use of military specifi-

cations. Procurement personnel should be "more selective" in re-

quiring "only those military specifications that relate to the par-
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ticular need of the end item being procured." Also, adequate fund-

ing should be provided to carry out cross-service military hardware

design standardization studies as an integral part of the weapons

acquisition process."

G. Major Weapons System New Starts

The OSD Task Force recommended stricter entry requirements

for new systems and imposition of limits on the number of new

weapons programs started each year. Before a new start is ap-

proved, an estimate should be made of the projected cost of that

new weapons system through production. DOD should then consid-

er the impact of that incremental cost on the overall acquisition

process, in view of the limited funds that would be available for

that new system and other major systems already being developed

or produced. "Limits on new starts would ensure that there are

sufficient funds to carry out all weapons programs economically

and efficiently."

H. Estimating Weapons Systems Costs

The OSD Task Force urged the Secretary of Defense to "establish

procedures to ensure more accurate estimates of weapons costs in

order to permit better planning and reduce cost overruns." Specifi-

cally, cost estimates should be made separately for the develop-

ment and production phases of weapons systems. Responsibility for

analyzing the affordability of weapons systems should be assigned

to the DOD Comptroller. Higher estimates submitted by either the

OSD Cost Analysis Improvement Group (CAIG) or the program

management office should be used when budgeting the acquisition

of a weapons system. A new production cost baseline should be es-

tablished at Milestone III, the decision point to proceed into pro-

duction. As an incentive to contractors to estimate costs more real-

istically, "contracts should be used which require contractors to

absorb a greater share of cost overruns." Finally, DOD budget data

should not be released to contractors in the pre-award stage, be-

cause such disclosures encourage contractors to "underbid their

own internal estimates so as not to exceed DOD budget limits.

I. Instability of the Weapons Acquisition Process

"The Department of Defense should commit to a stable 5-year

spending plan for the acquisition of weapons systems at economical

production rates. DOD should focus the attention of Congress on

any significant increase in costs that would result from proposals

to change the 5-year plan." Critical to achieving this program sta-

bility is DOD's ability to relate the financial affordability of pro-

posed systems with the defense need for the system. Such efforts to

"interlock affordability and need would help prevent starting new

systems that cannot be funded in economical production quantities

during the entire production cycle."

The Grace Commission also emphasized the importance of mul-

tiyear procurement as a vehicle for accomplishing program stabili-

ty and minimizing attendant cost growth. Under the annual basis

of procurement, the commission pointed out, the quantities of sys-
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terns purchased can vary significantly from year to year. It called

for the use of multiyear procurement on a wider and more regular

basis.

In light of interest shown toward the management of common

supply items and the contracting-out (OMB A-76) program by pre-

vious commissions, the Grace Commission's findings on these two

subjects deserve brief comment.

J. Transfer of Consumable Inventory Items

The OSD Task Force pointed out that a "two-world system has

become more or less formalized with regard to consumables: DLA

[Defense Logistics Agency] manages commodity items, while the

services retain more complex, weapons systems related items." The

task force claimed that DLA had proven its ability to manage suc-

cessfully consumable items with statistically superior results, and

therefore recommended that 900,000 of the 1.2 million inventory

items then being managed by the services be transferred to DLA.

K. Implementation of OMB Circular A-76

The A-76 program, as explained by the OSD Task Force, is a

Governmentwide incentive program to encourage Government

agencies to contract out when the private sector can provide cer-

tain goods and services more economically. The task force called

for the removal of various legislative requirements that served to

restrict DOD's implementation of the program.

VII. THE PACKARD COMMISSION (1986)

The President's Blue Ribbon Commission on Defense Manage-

ment, generally known as the Packard Commission, was estab-

lished by President Reagan on July 15, 1985. It considered a

number of fairly diverse problems involving the Department of De-

fense, prominent among which was reviewing the adequacy of de-

fense acquisition organization and procedures. The members of the

commission included 16 persons with extensive experience and na-

tional reputations in industry, Government, and national defense.

The President designated David Packard as the commission's chair-

man.

As with previous commissions, several task forces were organized

to study and report on discrete areas of policy concern. The most

pertinent of these, for the purposes of this review, was the Acquisi-

tion Task Force which issued its report titled "A Formula for

Action: A Report to the President on Defense Acquisition" in April

1986. The final Packard Commission report, released in June 1986,

included findings and recommendations on acquisition substantial-

ly the same as in the task force report—with the exception of addi-

tional recommendations relating to rights in technical data and in-

dustrial mobilization.

The Packard Commission issued a long list of findings and rec-

ommendations grouped under eleven broad categories. A single

compelling theme underlies the Packard Commission's long list of

recommendations for improving the defense acquisition process,

and that is the need for DOD to broadly emulate the procedures
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used in outstanding commercial programs. "In a few programs,"

the report stated, "DOD has demonstrated that this can be done.

The challenge is to extend the correct management techniques to

all defense acquisitions and more widely realize the attendant ben-

efits in schedule and costs." The Commission's list of acquisition re-

lated findings and recommendations were grouped under eleven

major headings.

A. Streamline Acquisition Organization and Procedures

In order to establish unambiguous authority for overall acquisi-

tion policy, clear accountability for acquisition execution, and plain

lines of command for those with program management responsibil-

ities, the Commission suggested the following five related actions:

(1) creation by statute of a new position of Under Secre-

tary of Defense for Acquisition (Defense Acquisition Execu-

tive);

(2) establishment in the Army, Navy, and Air Force of

comparable senior positions (Service Acquisition Execu-

tives) filled by top-level civilian Presidential appointees—

the Commission's views at this point in the report concern-

ing full consolidation of the acquisition function is worth

quoting: The Commission considered recommendations to

consolidate all defense acquisition activities under the De-

fense Acquisition Executive [Under Secretary of Defense

for Acquisition], but concluded that such centralization

would not serve the cause of reducing the bureaucracy, be-

cause it would tend to separate further the acquisition

staff from the military user. We believe that it is impor-

tant to maintain the Services' traditional role in managing

new weapon programs;

(3) appointment of several Program Executive Officers

(PEO) by each Service Acquisition Executive;

(4) recodification of Federal laws governing procurement

into a single, greatly simplified statute applicable Govern-

mentwide;

(5) reduction by DOD of the number of acquisition per-

sonnel.

B. Use Technology to Reduce Cost

The Commission called for increased emphasis on building and

testing prototype systems "to demonstrate that new technology can

substantially improve military capability, and to provide a basis for

realistic cost estimates prior to full-scale development decisions."

The Commission further recommended that the Defense Advanced

Research Projects Agency should engage in prototyping and other

advanced development work on joint programs and in areas not

adequately emphasized by the services.

C. Balance Cost and Performance

The Commission called for a restructured Joint Requirements

and Management Board (JRMB) to assume a more active role in all

joint programs and in all major service programs. The JRMB

90-185 0-88-2
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would be responsible for "two decisions commonly made in indus-

try, but not now an explicit part of DOD's decision making proc-

ess." These were the "affordability" decision and the "make-or-

buy" decision.

D. Stabilize Programs

The Commission recommended two fundamental ways of enhanc-

ing program stability. First, it called for institutionalizing the prac-

tice of "baselining" major weapon systems at the beginning of full-

scale engineering development. The term "baselining" means es-

tablishing agreement on cost, schedule, specifications, and other

factors critical to program success. Second, it urged DOD and Con-

gress to expand the use of multi-year procurement for high-priority

systems.

E. Expand the Use of Commercial Products

The Commission recommended that DOD make greater use of

components, systems, and services available "off-the-shelf." "It

should develop new or custom-made items only when it has been

established that those readily available are clearly inadequate to

meet military requirement."

F. Increase the Use of Competition

It was important, the Commission declared, for DOD to focus on

achieving more effective competition modeled after the procure-

ment techniques used in industry, stressing quality and established

performance as well as price.

G. Clarify the Need for Technical Data Rights

The Commission noted the delicate balance between the Govern-

ment's requirement for technical data and the benefits of protect-

ing the private sector's proprietary rights to such data. In the Com-

mission's view, DOD should adopt a policy that permits a contrac-

tor to retain ownership of data if it has provided not only "all" but

even "significant" funding for development.

H. Enhance the Quality of Acquisition Personnel

The Commission recommended that the Secretary of Defense be

given increased authority "to establish flexible personnel manage-

ment policies necessary to improve defense acquisition." Among

the steps that should be taken was creation of an alternate system

to include senior acquisition personnel and contracting officers, as

well as scientists and engineers.

I. Improve the Capability for Industrial Mobilization

The Commission called for the establishment of a comprehensive

national industrial responsiveness policy for times of potential

emergencies. The DOD and Service Acquisition Executives, it fur-

ther stated, should consider such mobilization guidance in formu-

lating and implementing acquisition policy.
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J. Government-Industry Accountability

Among other recommendations included in the Packard Commis-

sion report were the following concerned with industry and Gov-

ernment accountability. The Commission stressed the need for:

(1) continued aggressive enforcement of civil and crimi-

nal law governing defense acquisition;

(2) defense contractors to promulgate and "vigilantly"

enforce codes of ethics;

(3) DOD to vigorously administer current ethics regula-

tions;

(4) better coordination of oversight of defense contractors

among DOD agencies and Congress;

(5) Government actions to foster contractor self-govern-

ance;

(6) limiting suspension and debarment only to cases

where a contractor is found to lack "present responsibil-

ity"—such actions should not be taken punitively.

K. DOD-CONGRESSIONAL DEFENSE BUDGET PROCESS

Finally, the Packard Commission issued as series of recommen-

dations aimed at improving the defense budget process. The one

most closely associated with the acquisition process called for the

President to submit to Congress a 2-year budget and a 5-year plan.

Congress would be asked to approve the 2-year budget, authorizing

and appropriating funding for major weapon systems at the two

key milestones of full-scale engineering development and high-rate

production.
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The National Security

Organization

A report to the Congress by the Commission on

Organization of the Executive Branch of

the Government, February 1949
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The Commission on Organization of The

Executive Branch of the Government

Herbert Hoover, Chairman

Dean Acheson, Vice Chairman

Arthur S. Flemming John H. McClellan

James Forrestal James K. Pollock

George H. Mead Clarence J. Brown

George D. Aiken Carter Manasco

Joseph P. Kennedy James H. Rowe, Jr.

Letter of Transmittal

Washington, D. C.

15 February 1949.

Dear Sirs: In accordance with Public Law 162, Eightieth

Congress, approved July 7, 1947, the Commission on Or-

ganization of the Executive Branch of the Government

submits herewith its report on the National Security

Organization, and, separately, as appendix G, a part of the

report of the task force assigned to examine this segment

of the executive branch.

Secretary of Defense James Forrestal, a member of this

Commission, took no part in the preparation or consideration

of this report.

The Commission wishes to express its appreciation for the N>

work of its task force and for the cooperation of the members

of the National Security Organization and other departments

and agencies concerned with this report.

Respectfully,

Chairman,

The Honorable

The President of the Senate.

The Honorable

The Speaker of the House of Representatives.
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The National Security Organization

World conditions demand that the United States maintain

a strong National Security Organization.

This need results directly from the total disruption of the

old balance of power among nations, and from new forms

of communications and warfare which have impaired

America's ocean-moated isolation. Ours is a need for defense

and our military strength must be predicated upon the

degree of menace which we face. At present outlook, the

United States' need for a strong Military Establishment is

obvious.

In the past, the United States has maintained merely a

nominal Army and Air Force, and its Navy has been sharply

limited. The assumption was that war, and international

crises which could result in war, would be rare and that there

would always be ample time to build a strong military force

around this permanent cadre. Now the United States, in

the forefront of world affairs, must continuously deal with

political and economic pressures.

The maintenance of a huge military force and of enormous

military budgets in peacetime poses a severe problem. It

introduces a new element into our social and political life;

this spending, both as a drain on the taxpayers and as pur-

chasing power, can vitally affect our economy. The degree

NOTE. Secretary of Defenie Jamei Forratal took no part in the preparation

or consideration of this report.
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of our success in achieving efficiency of military operations

and planning, economy in execution, and proper relationship

of this new force to our political and economic fabric can

make the difference between democracy and totalitarianism,

both for our Nation, and for the whole world.

Military strength and efficiency is important, but it is only

one element of national security. National strength depends

upon economic, political, and human values. We must,

therefore, assure ourselves that the military arm of Govern-

ment, in its new strength, will not grow up as a thing apart

, In particular, it must be unequivocally under the direction of

the executive branch and fully accountable to the President,

the Congress, and the people.

Throughout its history, the United States has been fearful

of military cliques and has thrown up safeguards against this

threat to democratic government. Under the Constitution,

we have subordinated the military to civilian control by mak-

ing the President Commander in Chief of the armed forces,

and by installing civilian secretaries to direct the departments.

The pressure of events has resulted in a budget of approxi-

mately $15,000,000,000 in the current fiscal year, more than a

third of all Federal appropriations, and large military budg-

ets must be the expectation for the immediate future. Un-

der these circumstances, the Nation must make very sure that

means of exercising civilian control are strong and effective.

We repeat, that under these circumstances, we must hold the

military rigidly accountable to the President, the Congress,

and the people. We must do this not only to safeguard our

2

democratic traditions against militarism, but to insure that

military policy shall be in close accord with national needs

and national welfare; and also to insure that the huge military

budget shall be used with efficiency, and that costs shall be

commensurate with actual needs without damaging or de-

stroying our national economy.

At present, we can be sure of none of these things.
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and the Joint Chiefs of Staff and the Central Intelligence

Agency.

Some part of these weaknesses undoubtedly can be traced

to the newness of the operation, but the Commission believes

that they show serious organizational defects. The lack of

central authority in the direction of the National Military

Establishment, the rigid statutory structure established under

the act, and divided responsibility, have resulted in a failure

to assert clear civilian control over the armed forces.

Over-All Department Management

In our first report we have urged that the foundation of

good departmental administration requires that the Secre-

tary have authority from the Congress to organize and con-

trol his organization, and that separate authorities to com-

ponent subordinates be eliminated.

In our Report on the Budget we propose a new form of

"performance" budget for all departments. We also pro-

pose that each department or agency keep its own administra-

tive accounts in the manner prescribed by an Accountant

General in the Treasury and subject to the approval and audit

of the Comptroller General.1 The Commission also recom-

mends that personnel recruitment be performed by the De-

partment (except possibly in the lower grades), subject to

standards and methods of merit selection to be proposed by

the Department, but with the approval and enforcement of

the Civil Service Commission.* The Commission likewise

1 Report on Budgeting and Accounting.

1 Report on Personnel Management.

6

recommends elsewhere that the procurement of supplies

peculiar to the Department be decentralized into the Depart-

ment, under standards and methods established in the Office

of General Services.8 The items of common use would of

course be handled by the latter office. Further, we propose

that the Department should strengthen its management

research unit, working in cooperation with a comparable

staff unit under the Office of the Budget.1

Civilian Control and Accountability

In its study of the executive branch the Commission has

established certain principles that must underlie systems of

organization in order to assure the three essentials of good

Government management: efficiency, economy, and clear

accountability to the Congress and the people.

These principles call for centralization of authority and

control in the President and the department heads, for clear

lines of command and accountability, and for provision of

adequate staff for policy formulation and for supervision of

operation. Without these, the President and the department

heads cannot exercise positive control and hence cannot be

held responsible by the Congress and the people for failures

or deficiencies of performance.

In the establishment of the present organization for national

security, these principles have been repeatedly violated.

1 Report on the Office of General Services.

'Report on General Management of the Executive Branch.
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a. The President's authority has been curtailed by

statutory stipulation of the membership and duties of

both the National Security Council and the National

Security Resources Board—the Cabinet committees

concerned with vital defense policies.

b. The authority of the Secretary of Defense, and

hence the control of the President, is weak and heavily

qualified by the provisions of the act of 1947 which

set up a rigid structure of federation rather than

unification.

c. In direct proportion to the limitations and con-

fusions of authority among their civilian superiors, the

military are left free of civilian control.

The Commission's report on departmental management6

has pointed out the weaknesses and fallacies of a department

in which statutory authority is delegated to subordinate units,

and the department head is left with only the most general

supervisory powers over policies, operations, and budgets.

In such cases, the department head cannot enforce consistent

policies and obtain the necessary efficiency and economy.

Nor can he be held strictly accountable since he lacks authority

to carry out the mandates of determined policy. The Na-

tional Military Establishment as set up under the act of 1947,

is perilously close to the weakest type of department

The Secretary of Defense, at present, has only "general"

authority over the service departments—the Army, Navy, and

Air Force. He cannot hire and fire subordinates except on

'See report on General Management of the Executive Branch.

his immediate staff. Almost all appointive power not in the

President's hands is in that of the subordinate service secre-

taries. The powers of the Secretary of Defense over the

budget for the National Military Establishment, and over

expenditures, are inadequate. He is inadequately provided

with staff and has no authority to reorganize the Establish-

ment, most of whose machinery is rigidly prescribed by

statute.

The principle of federation, rather than firm unification,

is implicit in the statutory provision that "all powers and

duties relating to such departments (the Army, Navy, and

Air Force) and not specifically conferred upon the Secretary

of Defense" are reserved to the departments. The pattern

does not cease at that point. Within the service departments,

subordinate units—such as the Corps of Engineers in the

Army insofar as its civilian functions are concerned—have

direct authority from the Congress exclusive of control even

by their own secretaries.

Moreover, the service secretaries are given specific authority

to resist the supervision of the Secretary of Defense in budget-

ary matters by appealing over his head to the President or to

the Director of the Budget. The service secretaries set with

the Secretary of Defense on the National Security Council

and can "out vote" him in that body's deliberations. They

have more staff for planning and execution and, in fact,

operate as almost fully autonomous units.

Under these circumstances centralized civilian control

scarcely exists. Each military branch follows its own pur-

8

9
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poses and, due both to the weakness of the Defense Secre-

tary's powers and to the confusion of authority over them, has

very much a free hand. In effect, divided responsibility

means no responsibility. Civilian control thus depends

directly upon the Congress whose chief mechanism is the

tightening or loosening of the purse strings. In the present

unsatisfactory state of military budget practices and pro-

cedure, the effectiveness of this mechanism in the hands of

the Congress is highly attenuated.

In the period ahead when national security will demand

a large military budget, this time-honored device for sub-

ordinating the military to civilian control will be ineffective.

The remedy must be sought through organization of the

executive branch to establish firm lines of authority and

accountability. Otherwise, civilian control will continue to

be a label instead of a reality.

What is true of the National Military Establishment is

equally true of the operations of the Joint Chiefs of Staff.

Three of the four members arc spokesmen for separate service

arms. The Secretary of Defense, and his viewpoint for the

unified Establishment as a whole, is not represented in their

deliberations. Thus, though the Secretary of Defense is,

under the act, the principal assistant to the President, in

military matters, he cannot, as a practical matter, maintain

effective civilian control over this most powerful of military

units. The Joint Chiefs of Staff, as a unit, report to two

officials—the Secretary of Defense and the President. As

individuals, they report to the President, the Secretary of

10

Defense, and the service secretaries. Each will tend to

answer much more to the service secretary who is his direct

superior than to the single policies of a unified Establishment.

Here, too, it is clear that divided responsibility and alle-

giance are tantamount to an almost complete absence of

control. Under this system, the Joint Chiefs of Staff are

virtually a law unto themselves, as evidenced in the fact

that their activities are not well-coordinated with intra-

Military Establishment operations, nor with the policy work

of the Cabinet councils. The Joint Chiefs of Staff, like the

rest of the National Military Establishment, are not firmly

under civilian control.

Budget and Expenditure

The present budget of the armed forces represents about

$100 per capita for the Nation, as contrasted with some $2.25

before the First World War. Our task force reports that

the current preliminary budget estimates of the three mili-

tary departments for the fiscal year 1950 were for more than

$30,000,000,000.

Such a budget would be justifiable only if the Nation were

actually involved in warfare. It would require a sharp reduc-

tion in production for civilian consumption, precipitate the

need for controls over the economy and enormously increase

inflationary pressures. It reflects a lack of realistic under-

standing by the three military departments of the economic

and social factors of national security.

Moreover, military budgets are not drawn with careful

822472°-
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consciousness of cost factors. For example, an examination

of the 1950 budget revealed estimates requesting moderniza-

tion of 102 more tanks of a certain type than the Army actually

possessed. In another case, a misplaced figure added some

$30,000,000 to budget estimates.

The committee which examined into these matters for

the Commission on Organization of the Executive Branch

was unable to compare with any degree of accuracy the

cost of similar functions in the three services because of

varied organizational structures and differing budgetary and

accounting classifications and procedures.

Firm control over the budget and over military expendi-

tures, as authorized by the Congress, is of the utmost impor-

tance to the national economy. Full control in the hands

of the Secretary of Defense, under the authority of the Presi-

dent, would accomplish three main purposes: (a) It would

assure budgeting and spending from the standpoint of

national welfare, rather than from the standpoint of service

rivalries; (b) it would assure clear and direct accountability

to the President, the Office of the Budget, and the Congress

through a single official, and by these means would assure

a budget that conformed to national policy; (c) it would

provide the Secretary of Defense with a most effective

mechanism for asserting civilian control over the military.

Recommendation No. 1

The Commission, therefore, recommends:

a. That full power over preparation of the budget and

over expenditures as authorized by the Congress be

12

vested in the Secretary of Defense, under the authority

of the President.

b. That the Secretary of Defense direct and supervise

a major overhaul of the entire budget system; that the

budget be of a performance type with emphasis on the

objectives and purposes to be accomplished rather than

upon personnel, supplies, and similar classifications;'

that uniform terminology, classifications, budgetary,

and accounting practices be established throughout all

the services along administrative lines of responsibility,

so that fiscal and management responsibility go together.

Under the performance budget system, each major organi-

zational unit with management responsibility would have

to prepare, and defend before the Secretary of Defense, com-

plete estimates for its activities on the basis of functions and

performance, and therefore could be held responsible for

any money it might spend. Accountability would extend

to accounting for operating results and to the measurement of

performance against standards set through budgetary plan-

ning and cost estimates.

Such a system would accomplish a great deal, not only for

efficiency, but to establish the authority of the Secretary of

Defense and hence to assure civilian control.

c. That the armed services be required, at least in

peacetime, to keep complete, accurate, and current

inventories.

* This system of budgeting is discussed in detail in the Commission's report on

Budgeting and Accounting.

13
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What Should Be Done To Improve

Organization

The Commission calls attention to the findings of its task

force report submitted separately to the Congress. The Com-

mission is in general agreement with the conclusions and

recommendations of the task force. However, the Commis-

sion feels that certain of the measures suggested by the task

force for carrying out the policies need strengthening from

the broader standpoint of reorganization of the entire execu-

tive branch—particularly to insure firm civilian control.

The Commission, in its first report, has recommended that

all statutory restrictions on the National Security Council

and the National Security Resources Board which limit the

authority of the President should be removed and that the

President have entire discretion over their membership,

assignments, and direction.

The Commission recommends that the post of Chief of

Staff to the President be abolished.

Civilian Control

Singleness of control is the essence of efficiency. The

present scattering of authority is expensive, promotes rather

than curtails service rivalries, and destroys the very principle

of unification. Accountability is most strongly enforced

when the President and the Congress, in the people's name,

15
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Secretary of Defense. The Secretary can delegate this

authority to the Munitions Board (or to other officers or

agencies as he may determine) with directions to expedite

by all possible means the elimination of costly duplica-

tion in procurement and waste in utilization among the

three services. Our further recommendations regard-

ing the coordination of military with civilian supply

management are contained in the Commission's report

on the Offices of General Services.

Recommendation No. 3

The following recommendations are made regarding

personnel:

a. That, in line with our recommendation below for

an integrated system of military personnel administra-

tion, military education, training, recruitment, promo-

tion, and transfers among the services be put under the

central direction and control of the Secretary of Defense.

b. That the recruitment of civilian employees should

be decentralized into the National Military Establish-

ment under standards and procedures to be approved and

enforced by the Civil Service Commission.*

c. That full authority be vested in the Secretary of

Defense, subject only to policies established by the Con-

gress and the President, to prescribe uniform personnel

policies for civilian and military personnel throughout

the several services.

'See the Commission's report on Personnel Management.

18

Teamwork

Recommendation No. 4

Teamwork and coordination throughout the National

Military Establishment should be improved. For these

purposes, the Commission recommends:

a. That more adequate and effective relations be de-

veloped at the working level among the appropriate

committees of the Joint Chiefs of Staff on the one hand

and the National Security Council, Central Intelligence

Agency, Research and Development Board, Munitions

Board, and the National Security Resources Board on the

other hand.

b. That the jurisdiction and activities of the National

Security Resources Board be further defined and clarified

by the President.

c. That vigorous steps be taken to improve the Central

Intelligence Agency and its work.

The present system of military administration does not

allow for interchange of military and civilian personnel in

administrative positions. Economy and efficiency would be

fostered by a flexible system permitting the use of military

or civilian skills in the higher posts of military administration

and the Secretary should have authority to make such shifts

as circumstances dictate.

Supervision over military personnel is now vested in the

service department heads and in the President, not in the

Secretary of Defense. There arc, in addition, many statu-

19
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tory prescriptions of certain administrative services such as

promotion boards, retirement boards, and others composed

of military personnel, all of which serve to restrict the

authority of the Secretary and his top civilian administrators.

Moreover, statutory specifications of the numbers and grades

of military personnel to be assigned to specific organizational

units limit the most economical utilization of available

military manpower when conditions require transfers and

changes among organizational units.

The Secretary should have full authority to organize

personnel management throughout the Military Establish-

ment for greater efficiency and economy, and present

hampering restrictions should be removed.

Medical Services

Recommendation No. 5

That steps be instituted to implement the recommenda-

tions which the Commission will file later concerning

the medical departments of the three services, and their

coordination with other medical programs of the Fed-

eral Government, as detailed in the Commission's sepa-

rate report on medical services.

Civilian and Industrial Mobilization

For the security of the Nation, the formulation of plans for

civilian and industrial mobilization should be completed at

the earliest possible date.

30

Recommendation No. 6

The Commission therefore makes the following recom-

mendations:

a. That emergency plans for civilian and industrial

mobilization be completed promptly and continuously

revised.

b. That use of civilian advisory boards should be

continued.

c. That full responsibility and authority for formulat-

ing stock-pile policy and for its execution be clearly

determined and centralized.

d. That further steps be taken immediately under the

President's direction to prepare plans for civilian defense.

Such an effort will require the participation of many C«9

agencies of Government. Similar action should be

taken under the President's direction with respect to

internal security. No clear allocation of responsibilities

has been worked out among the agencies involved. The

Commission believes that the problem in this area is one

of determining what needs to be done and designating

administrative responsibilities.

e. That defenses against unconventional methods of

warfare be developed promptly and more vigorous and

active attention be given to psychological warfare.

/. That the economic warfare section of the National

Security Resources Board develop a comprehensive

economic warfare program aimed at supporting national

security both in peace and war.

21
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Conclusions

These provisions should insure the full control and account-

ability of the National Military Establishment and the full

subordination of the military to civilian control by establish-

ing the Secretary of Defense as the principal assistant to the

President in military matters, responsible to him and to the

Congress for the conduct, efficiency, and economy of the

National Military Establishment. Lines of command would

be clear; interservice rivalries reduced by the fresh emphasis

on the singleness of purpose of the total military effort;

efficiency promoted and economy achieved through consistent

policy and program, and through centralized control.

22

Related Task Force Reports

The Commission has had printed volume I of the task

force report and it is submitted to the Congress separately

as Appendix G, National Security Organization. Other

volumes of the task force report are submitted to the Congress

separately in typescript.
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Business Organization

of the

Department of Defense

A REPORT TO THE CONGRESS

by the

COMMISSION ON ORGANIZATION OF THE

EXECUTIVE BRANCH OF THE GOVERNMENT

JUNE 1955
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Commission on Organization of the Executive

Branch of the Government

Herbert Hoover, Chairman

Herbert Brownell, Jr.

James A. Farley

Arthur S. Flemming

Styles Bridges

John L. McClellan

Robert G. Storey

Clarence J. Brown

Chet Holipield

Joseph P. Kennedy

Sidney A. Mitchell

Solomon C. Hollister

ii

Letter of Transmittal

June 20,10.55.

Dear Sirs:

In accordance with Public Law 108, Eighty-third Con-

gress, approved July 10, 1953, the Commission on Organ-

ization of the Executive Branch of the Government submits

herewith its Report on Business Organization of the Depart-

ment of Defense.

The Commission has had the services of an able Com-

mittee presided over by Mr. Charles R. Hook, Sr., Chairman

of the Board of Armco Steel Corporation of Middletown,

Ohio. He and 15 members of the Committee served during

the last war in connection with the business organization

of the Defense services.

The Commission endorses the recommendations of the

Committee on Business Organization of the Department of

Defense and includes its report as a part of the Commission

Report.

Respectfully,

Chairman.

The Honorable

The President of the Senate

The Honorable

The Speaker of the House of Representatives
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man, Department of Surgery, Baylor University, College of Medicine.
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President and Director, Montgomery Ward 6c Co. During World

War II served as member of National Defense Council and as Special
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1949 looking into disposition of German scrap. Now Consultant

to Office of Defense Mobilization. Member, Iron and Steel Institute.

Joseph B. Hall. Cincinnati, Ohio. Executive. University of

Chicago. President of the Kroger Co. Member, Executive Com-

mittee, Citizens Development Committee of Cincinnati. Chairman

of Board of Trustees, Ohio University. Member, Business Advisory

Council, Department of Commerce. Former Chairman, Commercial

Activities Advisory Committee on Fiscal Organization and Procedures,

Department of Defense.

Clifford E. Hicks. New York, N. Y. Civil Engineer. New

York University. President, New York Dock Co. and New York

Dock Railway. Former Member, Munitions Board Storage and

Handling Industry Advisory Committee.

Mervin J. Kelly. Short Hills, N. J. Research Engineer. Mis-
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War II. Now Chairman of the Board, Mead Corporation. Mem-
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Defense Mobilization and Consultant to the Assistant Secretary of

Defense for Manpower and Personnel.
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Northeastern University. Past President of Massachusetts Society of
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ciples, Joint Contract Termination Board and later Assistant Director,

Office of Contract Settlement.
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sity. President, Lukens Steel Company, 1925-49. Now, Chairman

of the Board. Director, American Iron and Steel Institute; Member
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tary Academy. Director of Panama Railway and Chief Quartermaster
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ber, task force on National Security Organization, first Hoover
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Commission Report and

Recommendation

The studies of the first Commission on Organization of the

Executive Branch of the Government of 1947-49 were based

mainly upon studies of individual agencies. The studies of

this Commission and its task forces have been based, with one

exception, upon studies of similar functions straight across

the whole executive branch. The single exception was the

Department of Defense. This comprehensive study of the

business—mostly civilian—side of this Department has been

made for two reasons:

First, many of our functional task force studies led into

the Department and each of them developed the possibilities

of savings of considerable dimensions.

Second, the Department of Defense alone expends annually

about $35,000,000,000 or nearly 60 cents out of each of the

taxpayers' dollar.

It therefore was imperative to give special study to the

business structural organization of a Department which

spends such enormous sums.

Therefore this Commission organized the "Committee on

the Business Organization of the Department of Defense"

to make this overall study.

Much of its work was based partly upon the work of sep-

arate task forces and subcommittees.

xv
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Task Forces and Subcommittees Chairmen

Budget and Accounting J. Harold Stewart

Business Enterprises Joseph B. Hall

Depot Utilization Clifford E. Hicks

Food and Clothing Joseph P. Binns

Legal Services and Procedure James M. Douglas

Medical Services Dr. Theodore Klumpp

Personnel and Civil Service Harold W. Dodds

Procurement Robert W. Wolcott

Real Property John R. Lotz

Research Activities Dr. Mervin J. Kelly

Special Personnel Problems in the Depart- Thomas R. Reid

ment of Defense.

Transportation Perry M. Shoemaker

Use and Disposal of Surplus Property Gen. Robert E. Wood

The chairman or members from 12 of these task forces and

subcommittees were also members of the overall "Commit-

tee on the Business Organization of the Department of De-

fense." Including the members of the committee and sub-

committees, more than 100 men distinguished in their busi-

ness and professions have taken part in this study, its findings

and recommendations.

The various task forces have estimated that probably up-

ward of (2,000,000,000 of annual savings could be secured by

the business organization of the department which they

propose.

Neither we nor the task forces of this commission con-

sider this situation as the fault of individual officials. On

the contrary, they and we-express our admiration for both

our civilian and military officials.

The fault lies in the outmoded systems of administration.

in

(a) Many of these weaknesses are due to the expansion of

the military services in 20 years from a civilian personnel of

about 140,000 to 1,180,000 and a military personnel of 250,-

000 to nearly 3,000,000. Many of these systems, efficient in

the smaller dimensions of the past, are inefficient today.

(b) Many of these faulty systems are encumbered by tra-

ditions, admirable enough at one time but not adapted to the

immense business problems of today.

(c) Many of these faulty systems arise from static laws

from other days which create roadblocks to effective im-

provement.

(d) Many of these faulty systems are not responsive to

the changes in structure of the military establishment as a

result of the National Security Act of 1947 and its amend-

ments, and need to be modified as a result of experience in

their practical working.

When our task forces point out examples of the workings

of these outmoded systems, it is for the purpose of illustra-

tion and not in criticism of officials or departments or agen-

cies. These officials have struggled manfully with these

tangles and have brought about many improvements. Con-

sidering the difficulties under which they labor, the Defense

Department is better administered than might be expected.

The Report of the Committee on the Business Organiza-

tion of the Department of Defense is so succinct that it can-

not be condensed. The committee makes 19 recommenda-

tions, of which 9 are within the present authority of the de-

partmental officials and 10 would require legislation.
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This report presents four major programs for achieving

improved management in the Department of Defense and

the reasons therefor:

First.—Recommendations for realignment of civilian staff

duties and lines of authority in the conduct of the business

operations of the Department and coordination with the

military commands.

Second.—Recommendations for compliance with the con-

gressional mandate for unification of the supply of common

use commodities and common use services by the branches

of the military establishment, and the method of organiza-

tion.

Third.—Recommendations for improvement of personnel

in the management of business activities.

Fourth.—Recommendations for improving and fixing re-

sponsibilities in the financial management of the business

activities of the Department.

This Commission has but one recommendation.

Commission Action

We endorse the recommendations of the Committee on

Business Organization of the Department of Defense. To

avoid repetition we include its report as a part of this com-

mission report.

This recommendation does not, however, constitute an

endorsement of all the recommendations of the various sub-

committees which are summarized in appendix A, these

having been dealt with in other reports.

xviii

Report on

Business Organisation

of the

Department of Defense
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Letter of Submission

May ji, 1955.

The Honorable Herbert Hoover,

Chairman, Commission on Organization of the

Executive Branch of the Government

Washington 25, D. C.

My Dear Mr. Hoover: In accordance with your instructions, the

Committee on Business Organization of the Department of Defense

has evaluated all task force reports, and is transmitting herewith a

final report setting forth recommendations for a more efficient, eco-

nomical and businesslike defense organization.

Our work dealt primarily with the top management structure

represented by the Secretariats, and with the management of those

areas classified as "support activities." These areas include the func-

tions of financial management, personnel management, research and

development, and the provision of materiel and services to the operat-

ing forces.

This report presents four major programs for achieving improved

management in the Department of Defense. These are:

First.—Improve organizational framework. In this manner civilian

control will be made more effective, the support activities will be

better organized, and better opportunity for executive teamwork will

be provided.

Second.—Integrate common supply and service activities. This will

result in greater support effectiveness, efficiency and economy.

Third.—Increase tenure, motivation and skill of both civilian and

military executives. This will result in improving the total manage-

ment of the support activities.

Fourth.—Establish better financial control throughout all levels of

the Department of Defense, thus enhancing top management control

and economy of operation.

In developing our recommendations, we have been guided by the

suggestions of other task forces and our own subcommittees. In

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:4

9
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



addition, we have carefully studied all other major reports concerning

the organization and management of the defense establishment. The

task forces and subcommittees which were of major assistance to us

were:

Tasl( Forces

Budget and Accounting

Food and Clothing

Legal Services and Procedure

Medical Services

Personnel and Civil Service

Procurement

Real Property

Use and Disposal of Surplus Property

Subcommittees

Business Enterprises

Depot Utilization

Research Activities

Special Personnel Problems

Transportation

An examination of the basic organization for conducting military

operations was beyond our assigned mission, and this Report contains

no comment on that subject. The basic military structure is, how-

ever, inseparably interwoven with the business management and

support structure.

We wish to recognize the cooperation received from both civilian

and military officials in the Department of Defense. Further, we

wish to express to you our appreciation in having been privileged to

serve with the Commission.

Respectfully and sincerely yours,

Charles R. Hook, Chairman

Committee on Business Organization of the

Department of Defense.

xxii

IMPORTANCE OF IMPROVING) [BUSINESS

MANAGEMENT IN THE

DEPARTMENT OF DEFENSE

• The Unique Characteristics of the

Department of Defense

• The Importance of Support Activities
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Introduction

Importance of Improving Business

Management in the Department

of Defense

This committee has studied the organization and manage-

ment of the Department of Defense, paying particular atten-

tion to support or "business-type" activities.

The most obvious opportunity to make real savings in the

cost of Government is in the Department of Defense because

it has three-fourths of the Government's payroll and more

than 60 percent of its total budget. The tools, services and

materiel needed in the defense effort, together with their

management, constitute the major cost of national defense.

The commission decided that the business organization of

the Department of Defense should not be reported in piece-

meal fashion, but coordinated into an overall report. This

committee, therefore, has reviewed the task force reports to

the extent that they have dealt with the military establish-

ment. To cover subjects not included in task force studies,

five subcommittees were formed to render separate reports.1

In any assessment of the findings of these studies, it must

be kept in mind that the Department of Defense is unique

1 Appendix A to this committee's report summarizes the recommendations of

8 task forces and 5 subcommittees concerning the business organization of the

Department of Defense.

3
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in its size, complexity and organizational structure. Thus,

its management practices must be geared to these unique

characteristics.

The Unique Characteristics of the Department of

Defense

The Department of Defense has many characteristics which

make it unlike any other organization known to the free

world.

It is, by any yardstick of measurement, the largest organization.

Its expenditures consume one-seventh of our national income. The

Department employs 4,300,000 people, which is more than twice the

manpower of the 10 largest corporations of the Nation combined, and

is 7 percent of the active national labor force, including military

personnel. Its assets, real and personal, approximate $140,000,000,000,

which is equal to the value of all privately owned land in the United

States. Its activities are spread throughout the 48 States, in 16,000

cities, and extend abroad to 52 other countries.

The activities of the Department of Defense encompass a wider

range than those of any other enterprise. Not only does it have coun-

terparts of almost every commercial and industrial enterprise found in

the civilian economy (many being on a much vaster scale than those

of the civilian economy) but in addition it has the task of recruiting,

training, and organizing for combat operations, a task which has no

counterpart in civilian enterprise.

Because national survival is at stake, cost cannot be the primary

factor. In the words of a prominent flag officer, "our military people

are not hired primarily to see how little they can get along with; they

are hired primarily to seek to get enough material to meet their

responsibilities."

An Assistant Secretary of Defense said along the same line, "* • * it

is not unreasonable to expect responsible military personnel to desire

sufficient manpower and material at any place and at any time to

minimize potential military risks. Cost, even though given active and

sympathetic recognition, tends to assume a secondary role."

4

The Subcommittee on Special Personnel Problems concluded:

"Military leaders should emphasize military requirements and should

not be expected to give first concern to the capabilities of the national

economy. On their shoulders rests the heavy responsibility of defend-

ing the country; someone else needs to determine what the country

can afford within the risks the country is willing to assume."

From a management viewpoint, the Defense establishment is made

even more complex by three different sets of executives. First, there

are the highly trained and disciplined military leaders upon whom the

Nation must depend for the planning and conduct of defense. Sec-

ond, there are the career civilian managers who provide continuity

and skills usual to the civilian economy. Over both are top civilian

administrators—the Secretariat2—whose responsibility is to insure

that the military machine is used as an implement of public policy, to

give it the overall direction that stems from the authority of the Presi-

dent, and to see that it is operated with all possible economy and

efficiency.

Over a period of years, the ablest leaders in the country

have attempted to organize and manage the national defense

along the same successful and economical lines that our

Nation is accustomed to in business and industry. These

efforts have resulted in the establishment of the Department

of Defense. (Appendices B and C indicate steps in the

development of the Department of Defense and its present

organization.)

The committee wishes to give full recognition to important

accomplishments since World War II, and to pay tribute to

the civilian and military executives who are continuing to

1 "Secreuriat(s)," as used in this report, refers to the top group of civilian

administrators in the Office of the Secretary of Defense and in the 3 military

departments, consisting of the Secretary, Deputy Secretary, and Assistant Sec-

retaries of Defense; the Secretaries, Under Secretaries, and Assistant Secretaries

of the military departments; and comparable officials.
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Exhibit i

THE THREE BASIC TASKS CP TBK DZPAMXEHT CP BEreHSE

(showing the relationship of support «ctlvltl»s)

FIRST

iIm tha ilMloa 4a

ttCOND

Malatananca Of a atata of aUltary faa4-

tnii vhleb vlU latura tha aaeurltr of

var, ant military crparat laoa.

THIRD

ProriaiOB of aatarlal a

aarvlcaa. raaaarch aad

productioq aad eupply.

THIS DIYIMa DWO TWO TTrtB OT MPPQW OVTum

ciootiy num to tbt rightim

Ma, cootoot-roloto* oupport la

oojiloolly • s»rt of too toctlool

or ooobot forooo. «.qulr.. Indi-

vidual! vbo aaa lotareaaoaa vita

too fl«tatlnf foroaa, ooo pocowpoaj

, orooo, bo™ too fUbtlos oaa'i

\ polot of «lo» oat or* aWOj aobil.

'Cloooly fdUtot to too foaUltlaa

Of production, OtrrlOO aad •upoljr,

tolo activity rooulroo paraaaool

oad too profaaalonai 40 o

fonui ooofcot arnnaj aaa

kiaoaoUl itooU oo to looatloa.

r tBO f jofjMof fOTMO IStO

struggle with the most difiBcult management responsibilities

imposed on any group of men in our society.

The Importance of Support Activities

Exhibit i illustrates and defines the basic tasks involved

in the National Defense effort. They are as follows:

Planning for national defense involves laying down broad guide-

lines within which the Department of Defense will work. This

planning must consider the national policy established by the Congress,

the President and the National Security Council, and determine the

mission, forces and weapons of the military services.

Organizing and directing combat forces. After the national defense

plans have been established, it is necessary to organize for military

readiness and to direct combat forces in the defense of the country.

This task includes recruiting, training, military exercises and other

military operational activities.

Providing support to the combat forces. The remaining task is that

of providing the materiel and services required to support the combat V\

forces. The support activities are those concerned with procurement, ""^

production, distribution, facilities, research and development, and per-

sonnel and finance related to these activities. These activities are

further divided into two types:

Combat-related support, which includes activities closely related

to the fighting man, and which are physically a part of the

tactical or combat forces. These activities require individuals

who can interchange with the fighting forces, can accompany

combat forces into forward combat areas, have the fighting man's

point of view, and are highly mobile.

Supplier-related support, which includes activities closely related

to the facilities of production service and supply. These activities

require personnel who possess skills normally found in the

civilian economy; are oriented toward business, industry, science

and the professions; do not need to accompany the fighting forces

into forward combat areas; and are reasonably stable as to location.

7

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:4

9
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



It is with the management of the supplier-related support

activities that the studies of this committee chiefly are con-

cerned. Studies show that the structure of the military de-

partments has not kept pace with the vastly increased impor-

tance of support activities which has resulted from funda-

mental changes in the concept of military operations. It ap-

pears that the organization of the departments has given

inadequate recognition to the impact of the new military

support demands on—

The available natural resources

The industrial resources of the Nation

The national labor force

The public purse.

The Secretary of the Army's 1954 plan for reorganization

had this to say about the insufficient recognition of logistics, or

support, in the actual test of war.

For both major wars fought in this century, the Army has had to

change its organizational structure radically in order to perform under

wartime conditions. Each time the primary weakness was in the

logistics area. • • • •

These statements contained in the Riehlman and Davies

reports attest to the growing realization of the importance of

supply:

The Riehlman Report. "In recent years the entire art of warfare has

been completely transformed. This has come about through the

application of science and technology to weapons and their uses. • • •

This means that the Nation is faced with keeping underway a mobil-

'Secretary of the Army's Plan for Army Organization, June 14, 1954.

8

ized research and development program which goes all out to maintain

our military superiority." 4

The Davies Report. "Continuing technological change, the per-

sistent development of firepower, and the prospect that this country's

Army will be faced by an enemy with vasdy superior manpower make

the development of the best possible weapons and equipment a matter

of transcending importance. Hence, a large proportion of the Army's

manpower—military and civilian—is engaged in the essential tasks

of developing, procuring, producing, and distributing munitions and

supplies and providing essential services for the combat forces."'

President Eisenhower, in proposing Reorganization Plan

No. 6 of 1953, said that: "Immediate attention will * * * be

given to studying improvements of those parts of the military

departments directly concerned with the procurement and

distribution of munitions and supplies and the inventory and

accounting systems within each military department."

In this message the President directed that an organization

study be conducted in each military department. These

studies, together with action for their implementation, repre-

sent steps toward making an organizational distinction be-

tween the military operations and the support activities.

The new organization plan for the Army moves toward a

distinction between tactical and support activities in that

the logistical services have been placed under the direct com-

mand jurisdiction of a Deputy Chief of Staff for Logistics.

This official is responsible concurrently to the Assistant Sec-

retary of the Army for Logistics and to the Chief of Staff.

'Riehlman Report: Organization and Administration of the Military Research

and Development Programs; 24th Intermediate Report of the House Committee

on Government Operations; Aug. 4,1954.

'Davies Report: Organization of the Army; Report of the Advisory Committee

on Army Organization; Dec. 18, 1953.
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The Navy's organization plan places the active responsibil-

ity for the business and production activities with the Under

Secretary. The distinction between tactical and support activ-

ities in the Navy, therefore, is made at the secretarial level.

In the Air Force, organization for support is found in

major air commands, which represent a mission type of

organization. For example, the Air Materiel Command is

responsible for all matters of supply, and the Air Research

and Development Command has responsibility for research

and development. These support activities are part of the

line organization, responsible to the Chief of Staff.

This description of current organization for support activi-

ties in the three departments serves also to illustrate basic

differences in their overall organization.

One theme is implicit in the Hoover Commission task

force and subcommittee reports:

Hie management of the Defense establishment is no longer prin-

cipally one of managing tactical operations. Of equal importance

today is the development and production of implements, supplies and

services of war—and this aspect of Defense management has come to

require as much specialized knowledge and expert direction as is

traditional in the command of tactical operations.

The objective of this report is to improve management in

the Defense establishment, with particular reference to the

support activities. Programs for achieving this objective are

presented in the succeeding four parts of this report.

10

Part I

PROGRAM FOR IMPROVING BUSINESS

MANAGEMENT ORGANIZATION

• The Role of Principal Members of the

Defense Management Organization

• Primary Obstacles to More Effective

Management Coordination

• Proposed Revisions in Management

Organization
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Program for Improving Business

Management Organization

The conclusions of Hoover Commission task forces and

subcommittees underscore the need for continuing improve-

ments in the organization of the Department of Defense to

accomplish three objectives:

First, clear and unchallenged direction of the entire defense estab-

lishment by the Secretary of Defense, the Secretaries of the three

military departments and their Secretariats.

Second, logical delegation of responsibilities to the members of the

Secretariats so that each has a manageable set of duties and adequate

authority to carry them out.

Third, close teamwork among all members of the top executive

organization, including the members of the Secretariats and those

responsible for the military command of the operating forces.

The committee has evaluated the organization of the De-

partment of Defense in the light of these objectives, and

proposes the changes outlined in this chapter.

The Role of Principal Members of the Defense

Management Organization

The management structure of the Department of Defense

is illustrated in exhibit 2, annotated to show the present pre-

scribed role of its principal members. Most of these defini-

tions are drawn from President Eisenhower's message

accompanying Reorganization Plan No. 6.

13
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Insufficient consideration has been given to the industrial feasibility

of military plans.

While fiscal controls have been vigorously employed, such controls

though important are not an effective substitute for orderly planning.

Requirements computation practices in the departments suffer from

excessive detail, inadequate knowledge of usage, and insufficient co-

ordination with research and development activities.

The Secretary of Defense and the three departmental Secretaries are

not conducting a sufficiently penetrating analysis and review of de-

fense requirements.

President Eisenhower, in his message transmitting Reor-

ganization Plan No. 6, emphasized that one of its major

aims was to improve "our machinery for strategic planning

for national security." It was the hope that the Chairman

of the Joint Chiefs of Staff, through the assumption of greater

responsibility, would bring about "the fullest cooperation of

the Joint Staff and the subcommittees of the Joint Chiefs of

Staff with other parts of the Office of the Secretary of Defense.

* * *" This same objective was incorporated in Department

of Defense Directive 5158.1, July 26,1954, which reads in part

as follows:

The Joint Chiefs of Staff, including its entire substructure, subordi-

nate elements, staffs, committees and subcommittees shall effectively,

fully and completely collaborate with all parts of the Office of the

Secretary of Defense to insure broadened participation in strategic and

logistic planning, at the early stages of staff work, on any major problem

being considered. Thus, at the initial, developmental and succeeding

progressive stages of important staff studies by all subordinate elements

of the Joint Chiefs of Staff, there will be a proper integration of the

views and special skills of the other staff agencies of the Department of

Defense, such as those responsible for budget, supply, research,

engineering and intelligence.

The committee feels that this directive, if complied with,

18

will improve the operations of the Joint Chiefs of Staff, but

that these steps alone cannot be expected to achieve a full

solution to the problems described. The committee has con-

cluded that the desired relationship between the Joint Chiefs

of Staff and the Assistant Secretaries of Defense can be

brought about only by the direct exercise of the Secretary's

authority. No other member of his present executive group,

including the Chairman of the Joint Chiefs of Staff, is in a

position to achieve adequate coordination.

To assist the Secretary of Defense in meeting these prob-

lems, the following recommendation is made:

Recommendation No. 1

The Secretary of Defense should create in his office

a civilian position invested with sufficient stature and

authority to insure the establishment and maintenance

of effective planning and review of military require-

ments. The official occupying this position would, on

behalf of the Secretary:

(a) Maintain active liaison with National Security

Council, Joint Chiefs of Staff and their staffs;

(b) Coordinate all guidance provided at the Office of

the Secretary of Defense level to the military depart-

ments covering the preparation of requirements pro-

grams; and

(c) Provide for a system of effective review and anal-

ysis of defense plans and requirements computations.

This proposal is illustrated in exhibit 4.

Management Responsibilities of the

Assistant Secretaries of Defense

The total management job in the Office of the Secretary

of Defense has been subdivided in a manner which creates

19
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Exhibit 4

IMPOSED ORGAMZATIOll FOR SUPERVISIHO REWnEMEKTS PUUIHrjO AHD REVIEW

THE PRESIDENT

AHD

CCM4AHDER-IH-CHIEF

m Coordination of require-

ments planning and review

A new civilian position

to insure effective

planning and review of

military requirements

OSD SECRETARIAT

MILITARY CHIEFS OF STAFF

20

problems of coordination among some of the Assistant Secre-

taries (particularly in the areas of supply, facilities, research,

and applications engineering). Furthermore, the present

organization results in awkward working relationships with

the military departments, since it is more elaborate than the

Secretariats within the three departments where actual opera-

tions are performed.

The studies of the commission, including those of this

committee, called attention to the need for better integration

and stronger administration in the Office of the Secretary of

Defense. To meet this need, the committee recommends

that the present structure be modified as follows:

Recommendation No. 2

The Secretary of Defense should emphasize the man-

agement areas of logistics, research and development,

personnel and finance, and should regroup certain func-

tions under Assistant Secretaries to strengthen coordina-

tion of these four principal management areas.

Exhibit 5 illustrates the four major management responsi-

bilities of the Office of the Secretary of Defense. These in-

volve policy formulation and management coordination in

the areas of logistics, research and development, personnel,

and finance. While there arc other important policy func-

tions such as legal, legislative, and public affairs, etc., it is

through these four management areas that the Secretary

must exercise his responsibility for the effective and economic

utilization of defense assets—human, physical, and financial.

It is therefore proposed that the Secretary make the follow-
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Recommendation No. 3

The Secretary of Defense should appoint a principal

career assistant to each Assistant Secretary of Defense of

such stature and competence that continuity of adminis-

ration will be improved.

Furthermore, it is believed that continuity will be improved

by having staff positions in the Office of the Secretary of

Defense increasingly filled by trained career specialists.

Management Responsibilities of the

Departmental Assistant Secretaries

The responsibilities proposed for the management Assist-

ant Secretaries of Defense establish logical assignments for

the administration of logistics, research and development, per-

sonnel and finance. Corresponding assignments of manage-

ment responsibility in the Secretariats of the three military

departments will facilitate communication and working rela-

tionships between the departments and the Office of the Sec-

retary of Defense.

The duties of the departmental Assistant Secretaries are far

from uniform today, as shown in exhibit 6.

It is recommended, therefore, that the Secretary of Defense

take the following action:

Recommendation No. 4

The Secretary of Defense should revise the assignments

of departmental Assistant Secretaries to secure a uniform

grouping of management responsibilities similar to that

proposed for the four management Assistant Secretaries

of Defense.

24

Exhibit 6
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The principles of the proposed plan are as follows:

With respect to logistics, it is recommended that the Assistant Secre-

tary assigned to this function concentrate his full attention on materiel,

facilities, and services, and that, in addition, his authority over support

activities be strengthened (as oudined later).

With respect to research and development, it is recommended that

a separate Assistant Secretary be appointed in each department, with

strong coordination over research and development programs within

his department (as outlined later).

With respect to financial management, the Assistant Secretary re-

sponsible for this function should have exclusive supervision over

(or be) the departmental Comptroller (as outlined in part IV).

With respect to personnel, it is proposed that present assignments be

continued and strengthened (as outlined in part III).

The management responsibilities of the above department Assistant

Secretaries should parallel those of the Assistant Secretaries of Defense,

including appropriate participation by each in personnel management,

financial management, and in developing improvements in organiza-

tion and major procedures.

Career assistants. Each Assistant Secretary should be aided by a

principal career assistant, as proposed earlier for the Assistant Secre-

taries of Defense.

It is recognized that in order to accomplish the foregoing

assignments, additional departmental Assistant Secretaries

may be needed. If so, the Secretary of Defense should seek

the necessary legislative authority. (See exhibit 7.)

Clearer Definition of Responsibility

for Support Activities

A major finding of the committee is the pressing impor-

tance of securing greater recognition of the support activities.

The history of the military departments reveals that the man-

agement of support activities has been one of the most contro-

versial and difficult aspects of military organization:
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Exhibit 7

FOR MANAGEMENT ASSISTANT SECRETARIES

PRESIDENT AND Ci

National Security

mCounc11

Advice

SECRETARY OF DEFENSE

MANAGEMENT ASSISTANT SECRETARIES

MANAGEMENT ASSISTANT SECRETARIES

(Lines of supervision Illustrated t

Military l

Support Activities
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Traditionally, the bureaus of the Navy and the technical services

of the Army have enjoyed a high degree of autonomy, brought about

by such factors as legally established corps and separate appropria-

tions. In the Army, the pendulum has swung widely during and

following two world wars, from the imposition of strong integration

and direction of the technical services during wartime, to their return

to autonomy during peacetime. In the Navy, the bureaus have been

relatively autonomous, but strong Secretaries have exercised direct

supervision, and the Chief of Naval Operations has had a military

command relationship.

As a result of organizational revisions following Reorganization

Plan No. 6, the three departments are beginning to establish stronger

management over support activities. This is represented in the Army

by the recent appointment of a Deputy Chief of Staff for Logistics

with full control over the technical services. In the Navy, the Under

Secretary has been given full supervision of the bureaus. The Air

Force has a single command (the Air Materiel Command) respon-

sible for supply activities and another command (the Air Research

and Development Command) responsible for research and develop-

ment.

Despite this progress there is still vagueness in the assign-

ment of responsibility for support activities between the mili-

tary Chiefs of Staff and the civilian executives. The com-

mittee has concluded that a much clearer blueprint is de-

sirable to clarify and strengthen the role of the Assistant Sec-

retaries in each military department.

Exhibit 8 presents the committee's proposals covering the

roles of (i) the military Chief of Staff, (2) the Assistant Sec-

retary for Logistics, and (3) the Assistant Secretary for Re-

search and Development.

Role of the Military Chief of Staff

Regardless of organization structure, it must be recognized

that the ultimate purpose of the military departments is to

28

keep our Nation in a state of preparedness for war and to

conduct military operations in the event of war. This prin-

ciple means that the top military executives plan and request

the materiel, services, facilities, and specialist personnel they

consider necessary to support the operating forces. How-

ever, military requirements must be evaluated and given

final approval by the departmental Secretaries and the Secre-

tary of Defense (with the assistance of their Secretariats),

the President, and the Congress. Furthermore, the mili-

tary Chiefs of Staff must have direct authority over tactical

and combat-related support activities performed by the lo-

gistics organization such as training of personnel for tactical

operations.

The line of authority and responsibility which runs from

the military Chief of Staff to the bureaus, technical services

and the Air Materiel Command is shown in exhibit 8.

Recommendation No. 5

The Secretary of Defense should define the relation-

ship of the military Chief of Staff to the support activities

as that of: (1) planning and requesting the materiel,

services, facilities and specialized personnel required to

support the operating forces subject to the review and

approval of the Secretariat; and (2) exercising direct

authority over tactical and combat-related support activ-

ities performed by the logistics organization.

Role of the Assistant Secretary for Logistics

Whereas the military Chief of Staff, under the proposed

definition, is responsible for stating what he needs, how

much, when and where, the Assistant Secretary for Logistics

should be responsible for review of how much and for execu-

29
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tion, which means how and how well the operations of the

support activities are conducted. It is in this phase of De-

partment of Defense work that civilian executives with busi-

ness and industrial experience can make their most important

contribution. It is here, also, that defense programs must

be closely geared with the Nation's industrial capacity.

Thus, as shown in exhibit 8, the committee proposes that:

Recommendation No. 6

The Secretary of Defense should assign to the Assistant

Secretary for Logistics in each department direct man-

agement control over supply and service activities.

Role of Assistant Secretary for Research and Development

In addition to large-scale supply and service activities, the

support organization also is responsible for research and de-

velopment, a function of vital importance in this era of tech-

nological warfare. Thus, the Assistant Secretary for Re-

search and Development must have a clearly established role

in coordinating this phase of support work. This means that

he must have a comprehensive knowledge of, and strong

influence over, both research and development and appli-

cations engineering within his department. He also must

take the leadership in reviewing research and development

budgets and in approving departmental plans for the obli-

gation of funds (with authority to recommend to his Secre-

tary the withholding of funds for any development project),

as well as in personnel management, and in the improve-

ment of organization and procedures within his assigned area.

It should be noted that a "coordinating" role is recom-

30
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mended for the Assistant Secretary for Research and Develop-

ment, as compared with the "execution" role recommended

for the Assistant Secretary for Logistics. This arises from

the fact that in the Army and the Navy, research and develop-

ment are dispersed among the technical services and the

bureaus, along with supply and service activities. Only in

the Air Force is there a separation of research and develop-

ment under one command. Thus, at this time, as concluded

by the Subcommittee on Research Activities, it is not prac-

ticable to assign line authority to the Assistant Secretaries

responsible for research and development.

Recommendation No. 7

The Secretary of Defense should assign clear responsi-

bility for the coordination of research and development

programs to an Assistant Secretary for Research and

Development in each department.

In order to effectuate the blueprint illustrated in exhibit 8,

certain steps would be required in each department, either

now or in the future, as follows:

The Department of the Army.—The new organization of the Army

would meet the proposed blueprint if these steps are taken: clearly

establish the differentiation in responsibilities of the Chief of Staff

and the Assistant Secretary for Logistics as defined above; reestablish

under the Chief of Staff an Assistant Chief of Staff for logistics plan-

ning (G—4); and appoint a separate Assistant Secretary for Research

and Development.

In addition, the logistics operations commander (the present Deputy

Chief of Staff for Logistics) should take appropriate steps to simplify

and strengthen the organization of the technical services.

The Department of the Air Force.—Here the present responsibility

of the Assistant Secretary for Logistics is reported to be essentially

32

that which is proposed, although the organization chart does not show

a direct line to the Air Materiel Command from the Assistant Sec-

retary. Thus to make the Air Force structure conform more closely

to what is suggested, delineation of responsibilities between the Assist-

ant Secretary for Logistics and the Chief of Staff would be required.

Some augmentation might also be required in the responsibilities of

the Commander, Air Materiel Command, for other logistics functions,

for logistics personnel, for funds and for the administration of support

activities on a worldwide basis. With respect to research and develop-

ment, the Air Force is the only department which now has a separate

Assistant Secretary.

The Department of the Navy.—Navy Department organization con-

forms in general to the principles stated, but places the Under Secretary

in the role of the principal civilian executive over the bureaus, without

an intervening military commander. The closest counterpart to a

top military executive in the administration of support activities is the

Chief of Naval Material, but this officer has only staff responsibilities

for procurement and production.

The committee suggests further consideration by the Secretary of

the Navy of the advisability of increasing the line authority of the

Assistant Secretary for Logistics over the materiel bureaus; and estab-

lishing a separate Assistant Secretary for Research and Development.

As an objective the committee believes that the support

organizations should be relieved of tactical and combat-re-

lated support activities to the extent that such activities can

be taken over by the tactical commands.

Summary of Recommendations to Improve the Man-

agement Organization of the Department of Defense

The committee has found certain obstacles to more effective

management, which are urgently in need of attention; it

offers seven recommendations which will assist in removing

these obstacles:

The Secretary of Defense should create in his Office a civilian

position invested with sufficient stature and authority to insure the
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establishment and maintenance of effective planning and review of

military requirements. The official occupying this position would,

on behalf of the Secretary:

(a) Maintain active liaison with National Security Council,

Joint Chiefs of, Staff and their staffs;

(b) Coordinate all guidance provided at the Office of the

Secretary of Defense level to the military departments covering the

preparation of requirements programs; and

(c) Provide for a system of effective review and analysis of

defense plans and requirements computations.

The Secretary of Defense should emphasize the management areas of

logistics, research and development, personnel and finance, and should

regroup certain functions under Assistant Secretaries to strengthen

coordination of these four principal management areas.

The Secretary of Defense should appoint a principal career assistant

to each Assistant Secretary of Defense of such stature and competence

that continuity of administration will be improved.

The Secretary of Defense should revise the assignments of depart-

mental Assistant Secretaries to secure a uniform grouping of manage-

ment responsibilities similar to that proposed for the four management

Assistant Secretaries of Defense.

The Secretary of Defense should define the relationship of the

military Chief of Staff to the support activities as that of: (i) planning

and requesting the materiel, services, facilities, and specialized per-

sonnel required to support the operating forces subject to the review

and approval of the Secretariat; and (2) exercising direct authority

over tactical and combat-related support activities performed by the

logistics organization.

The Secretary of Defense should assign to the Assistant Secretary

for Logistics in each department direct management control over

supply and service activities.

The Secretary of Defense should assign clear responsibility for the

coordination of research and development programs to an Assistant

Secretary for Research and Development in each department.
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Part II

PROGRAM FOR IMPROVING THE

MANAGEMENT OF COMMON SUPPLY

AND SERVICE ACTIVITIES

• Congressional Mandate for Unified

Supply System

• Approaches to the Coordination of

Common Supply and Service

Activities

• Criteria for Selecting Common

Supply Items and Services for

Transfer to a Separate Agency

• The Proper Form of Organization

for a Separate Supply and Service

Agency

• Continuing Improvement in the

Supply and Logistics System
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Program for Improving Management

of Common Supply and Service

Activities

Steps to eliminate duplication in the procurement and sup-

ply activities of the Army and the Navy were being studied

and discussed long before the issue of unification was con-

sidered. Prior to and during World War II, varying degrees

of coordination existed in the purchase of items such as lum-

ber, subsistence, medical supplies, chemical warfare equip-

ment, tractors, small arms, and small arms ammunition.

In order to preserve and extend the benefits of wartime

coordination, Secretaries Forrestal and Patterson sponsored

a joint review in 1945 (the Strauss-Draper study) which laid

the groundwork for many subsequent developments in the

coordination of purchasing. Even then, the need for more

complete coordination throughout the whole field of supply—

including storage, distribution, transportation and other as-

pects of supply—was recognized. That report commented:

"We believe that closer coordination in these areas would be

found entirely possible and highly desirable."

Congressional Mandate for Unified Supply System

Since the passage of the National Security Act in 1947,

efforts have been made to find ways to achieve coordination

37
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under the existing organization, but without an acceptable

degree of success.

The Munitions Board was charged by the Secretary of Defense with

developing the njost practical supply system which would provide "ade-

quate cross-servicing among the departments with a minimum of

overlapping and the maximum of efficiency and economy in the han-

dling of items of supply common to two or more departments • • •

and that priority study shall be given to the feasibility of assigning to

a single military department the responsibility for procurement, dis-

tribution, including depot, storage and issue for classes of common

items of supply and equipment, and depot maintenance of such

equipment * * *" While headway was made under the Munitions

Board in securing coordinated purchasing in some 35 commodity

areas, other phases of supply coordination lagged.

Soon after the outbreak of the Korean hostilities, Congress became

concerned over how well the Department of Defense was marshaling

the Nation's resources, and subjected the military supply system to a

series of investigations. During the ensuing 3 years, the record

reveals the dissatisfaction growing out of these reviews.

The Bonner Subcommittee,1 in its Report of June 27, 1951,

stated "* * * unification, from the standpoint of military sup-

ply, rests largely on paper."

One year later, after further investigations by four committees,

Senator Paul Douglas introduced a bill providing for "integration

of supply and service activities within and among the military

departments" under the direction of an Under Secretary of De-

fense for Supply Management. The debate on this proposal

ended on a compromise known as the O'Mahoney rider, which

required the Secretary to issue regulations aimed at fostering an

"integrated supply system designed to meet the needs of the

military departments without duplicating or overlapping of

either operations or functions * • *"

In May and June of 1953, the RiehJman Subcommittee,1 after

reviewing the situation, found that the "good intentions expressed

by the various directives and by the O'Mahoney Amendment have

1 Subcommittee of House Committee on Government Operations.
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brought about only a slight degree of progress • • •" This sub-

committee concluded its findings by stating, "It is hoped that a

bold philosophy of the Administration's Assistant Secretaries of

Defense can provide an enlightened and businesslike guidance to

assure the Nation that it is getting maximum military security

with a minimum of waste due to poor management."

At about the time that the Riehlman hearings were being held,

General Brehon Somervell, in a letter to Senator Margaret Chase

Smith, expressed himself strongly in favor of unification of supply and

service functions:

Duplicate communications systems • • • are entirely unneces-

sary, as are duplicate transportation, engineering, ordnance, and

quartermaster services • • • Broken legs and disease are

mended and cured in the same fashion for men in brown and

blue uniforms. An undershirt is an undershirt to a soldier, sailor,

or airman. Some progress, notably in transportation, has been

made in unification, but this is only the beginning.

In 1954 and early 1955, several Hoover Commission study groups

again posed the necessity of stronger action.

The commission, in its food and clothing report, concluded that

a central agency should make all food and clothing purchases for

the armed services upon their stated requirements; and that it

should store and distribute this material to the armed services.

The task force on medical services concluded that medical sup-

plies should be procured centrally for the entire Federal Govern-

ment, and that within the Department of Defense there should be

established a single military system for integrated storage and

distribution of medical supplies.

The subcommittee on depot utilization has advocated the

elimination of the concept of ownership of storage facilities by

individual military departments, so as to clear the way for ready

transfer of such facilities within the Department of Defense.

Finally, in May 1955, the house committee on government opera-

tions conducted hearings on the Commission's Report on Food and

Clothing. In these hearings, congressional spokesmen strongly re-

stated the desire of Congress, as embodied in law, for the integration
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of supply support, and the extreme dissatisfaction with the "consistent

pattern of resistance by the military departments" to such integration.

In the face of this accumulating evidence, this committee

has concluded that a definitive program must be outlined

which will eliminate duplicate stocks, facilities, distribution

and overhead personnel. In order to devise such a plan, the

committee first considered various approaches to achieving

coordination of common supply and service activities.

Approaches to the Coordination of Common

Supply and Service Activities

Exhibit 9 illustrates four types of coordination for common

supply and service activities.

1. Coordinated Purchasing

The task force on procurement has reviewed the single

service and joint agency arrangements under which 35 cate-

gories of items are now being procured. The value of the

purchases under such arrangements was reported to be $5,400,-

000,000 in the fiscal year 1954, of which $1,900,000,000 repre-

sented purchases made by one service for another.

The task force found that while coordinated buying is

sound in principle, many of the arrangements were made in

haste and without adequate planning, with the result that

the potential benefits are not being achieved. Furthermore,

this form of coordination has inherent limitations. Planning

of requirements is not coordinated, and the purchasing service

is not informed of the inventories and usage rates of the

requisitioning services. Thus, the purchasing service cannot

evaluate procurement requests or take steps to redistribute
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excess stocks. Also, coordinated buying does not achieve

integration of storage and distribution, where glaring in-

stances of duplication have been noted.

2. Cross-Servicing

Another form of coordination is known as "cross-servic-

ing"—a plan whereby one department arranges with another

to draw on its facilities, stores or services within a specific geo-

graphic area. A number of cross-servicing agreements are

now in effect at local levels covering a miscellany of supply

items and services such as laundries, automotive maintenance,

and commissary stores.

However, these arrangements are fragmentary, and, at best

cross-servicing is an expedient, dependent on cooperation

among three independent supply systems which differ widely

in their organization and procedures. The Commission's

Report on Food and Clothing summed up its conclusions on

cross-servicing as follows:

The difficulty of securing teamwork among independent systems

has already proved the impracticability of this method in time of peace,

and the difficulty is much greater in time of war • • • Thus the

task force concludes that cross-servicing could not bring about the

necessary efficiency and economy in food supply.

3. Integrated Supply Systems

A more complete form of coordinated supply would result

from assigning to a single department full responsibility for

the procurement, distribution, storage, and issue of common

commodity classifications.

Three studies having this objective were initiated by the Munitions

Board in 1951 (medical and dental, subsistence, and automotive ma-
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teriel). While these reviews were completed, no further studies were

initiated, and this concept was dropped by the Assistant Secretary of

Defense (Supply and Logistics), who issued a policy, dated November

13, 1953, stating that "• • • emphasis at this time would be more

advantageously directed toward greater efficiency within individual

departmental systems and supply management functions, development

of fiscal procedural means for effective and economical cross-servicing

among the military services, and the closest practical coordination of

departmental supply systems."

The adoption of an integrated supply system for major

items of common supply would appear, on the surface, to

present a practical means of eliminating overlapping supply

systems within the existing military departments. The com-

mittee has concluded, however, that such arrangements

possess the inherent weaknesses of the other types of coordina-

tion—namely:

Inertia or strong resistance on the part of the military departments

in collaborating on such matters.

The difficulty of assuring equitable treatment, under tight mobiliza-

tion conditions, when one service tries to meet its own needs and

simultaneously furnish the degree of service desired by others.

The difficulty of eliminating duplicate staffs, facilities and distribu-

tion systems. Long experience with single service procurement as-

signments has not produced identifiable economy in the reduction of

administrative costs. In fact, one defense official states that total

administrative costs have been increased. The purchasing service

justifiably expands its staff to handle the increased workload, but the

requisitioning service finds little opportunity, or incentive, to decrease

its staff.

The period of time which still will be required to develop and install

uniform requisitioning, purchasing, accounting and inventory control

procedures is a major deterrent. Experience has shown that the services

cannot deal with each other efficiendy until basic procedures are

standardized
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4. A Separate Supply and Service Agency

The highest degree of integration would result from the

creation of a separate agency, within the framework of the

Department of Defense, to serve all departments equally in

purchasing, inventory control and distribution to the end of

the wholesale pipeline.

The opponents of such a plan argue that each department should

have control over a support system which is completely responsive to

its own needs. This objection undoubtedly reflects the fear that a

separate agency might gradually swallow the entire military support

structure and impair the ability of the combat arms to execute their

missions with the flexibility essential in time of emergency.

The advantages of such an agency are that it cuts across the barriers

of interservice rivalries and nonstandardized procedures, and brings

into being an activity staffed by specialists and operated with the

efficiency of a commercial enterprise.

The committee has concluded that the objections cited can

be readily avoided by carefully defining the role of such an

agency, The committee is further impressed by the ample

precedents for the centralized administration of common

services found both within industry and within Government:

Within major corporate enterprises, it has long been a practice to

centralize the administration of common service functions in the

interest of securing maximum utilization of manpower and facilities.

The primary test applied in industry, just as it must be in the Depart-

ment of Defense, is that a central service must meet all of the legitimate

requirements of the line organization and in no manner interfere with

production of a quality product at the lowest unit cost. At the same

time it is recognized that firm financial control over decentralized

operations is essential to such a system.

Within the Federal Government, one can readily find ample prec-

edents for the centralization of support services. The General Services

Administration and the Government Printing Office provide central

847790—BO B
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services to the departments and agencies. Within Federal depart-

ments and major units, centralized services are a commonplace device.

Within the Department of Defense itself, there are numerous

precedents. The cataloging project being administered as a common

service for the entire Department is recognized as a highly successful

effort. The Armed Services Petroleum Purchasing Agency and the

Armed Services Medical Procurement Agency are notable examples

of service activities which would undoubtedly function as effectively

if they were detached from any single department. Within the op-

erating forces themselves, the use of centralized support units has

long been practiced, particularly during wartime.

In addition to its other advantages a common supply and

service agency would provide a supply system more quickly

expandable in wartime without need of drastic reorganiza-

tion, remove commercial-type operations from the military

departments and thereby free professional military personnel

of unnecessary administrative burdens.

Recommendation No. 8

Congress should enact legislation establishing a sepa-

rate civilian-managed agency, reporting to the Secretary

of Defense, to administer common supply and service

activities.

In order to effectuate this recommendation, the committee

has considered (i) the "ground rules" which should be fol-

lowed in selecting common supply items and services for

transfer to the separate agency, and (2) the proper form of

organization for the agency.

Criteria for Selecting Common Supply Items and

Service for Transfer to a Separate Agency

Materiel procured by the military departments is divided

into two broad classifications:
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M,lilary hard goods which comprise the weapons of war: aircraft,

ships, tanks, guns, ammunition, spares, components and other mili-

tary-type items. Expenditures for this classification of items in the

fiscal year 1955 are estimated to be $12,500,000,000, or more than

75 percent of total DOD procurement expenditures.

Commercial-type items commonly used among the departments and

readily found in the civilian economy. Examples are food, clothing

medical and dental supplies, fuels and lubricants, hardware, house-

hold-and-office-type supplies and equipment, commercial automobiles

and vehicular spare parts. Expenditures for this classification of items

in the fiscal year 1955 are estimated at $4,000,000,000.

A separate agency would be expected to assume supply

responsibilities only for commercial-type items and services.

It is important that well-defined guides be established

which will prevent the separate agency from performing any

but service functions or assuming responsibilities which

would impair the carrying out of each department's combat

mission. In fact, it would be desirable for Congress to spec-

ify criteria which will preserve the service and supporting

role visualized by the committee. The committee, therefore,

recommends:

Recommendation No. 9

The legislation establishing the separate supply and

service agency should specify criteria which will assure

a strict supporting role for the agency.

The following four criteria are recommended:

(a) Requirements always must flow from the military departments

under policies established and reviews conducted by the Office of the

Secrecy of Defense. For example, requirements for food stem basi-

cally from (1) the number of people to be fed, (a) the deployment of

these people, and (3) the standard of feeding. None of these deter-

minations should be made by the service agency, but by the individual

departments in accordance with policies of the Office of the Secretary

of Defense.
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(b) Specifications for technical items also must flow from the

customers to the service agency. For example, professional medical

personnel should decide upon specifications for medical supplies and

equipment under Office of the Secretary of Defense policy.

(c) A buyer-seller relationship should be established. Each buyer

department should continue to request and justify the funds required

for its total needs so that it actually buys supplies and services from

the separate agency, which should be financed through a stock fund.

(d) The commodities and services placed in a separate agency

should be of a commercial-type commonly used in the civilian economy.

The Proper Form of Organization for a Separate

Supply and Service Agency

It is recommended that the proposed agency be known as

the Defense Supply and Service Administration. As illus-

trated in exhibit 10, the Administration would have the

status of an additional operating arm of the Department of

Defense, subject to policy direction and coordination by the

Office of the Secretary of Defense in the same manner as the

three military departments. Its head should be known as

the Administrator, and he should be a presidential appointee.

The staff of the Administration should be composed of career

trained support specialists, including a principal career

assistant, developed through the programs described in part

III of this report. However, the initial organization should

be formed by transferring necessary personnel and facilities

from the military departments.

The initial functions of the Administration might appro-

priately be the two types suggested in exhibit 10:

Common Supply.—Here it is envisioned that the Administrator

would establish a series of commodity divisions, each responsible for a
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ther, the Administrator must have authority to exercise

control of costs through financial management measures to

prevent oversupply and duplicate services.

In summary, the committee concludes that the proper form

of organization for a separate supply and service agency is as

follows:

Recommendation No. 10

The separate agency should be named the "Defense

Supply and Service Administration," and its Adminis-

trator should be a presidential appointee. Initially, the

agency should manage selected items of common supply,

and operate general and specialized hospitals.

Continuing Improvement in the Supply and

Logistics System

Preliminary studies indicate that the proposed Defense

Supply and Service Administration ultimately may encom-

pass activities now employing about 150,000 employees with

expenditures in the range of $6,000,000,000 to $8,000,000,000

annually (approximately 20 percent of the defense budget).

Operations on a selective basis can be initiated within a period

of a few months, and Congress should keep the progress of

the Administration under continuing scrutiny to prevent it

from being retarded.

The fact must also be recognized that the proposed Admin-

istration will not cure all of the waste and inefficiency in the

defense supply system. The committee wishes to emphasize

that this is only one of the vital steps required. Between 50

50

and 75 percent of procurement expenditures probably will

always remain in the three military departments. Thus, the

many other fundamental improvements which have been

proposed in task force reports should be vigorously pursued

under the watchful eye of Congress.

Recommendation No. 11

Congress should instruct the Secretary of Defense to

report semiannually on progress being made in improv-

ing all phases of the supply and logistics system.

Such reports to Congress should deal specifically with the

following matters:

Steps taken, and results obtained, in placing common supply items

and services under the Defense Supply and Service Administration.

The program planned for the coming year, and the need for any

additional legislative authority required to facilitate development of

the Administration.

The plans and accomplishments of the Department of Defense with

respect to other fundamental improvements in the supply and logistics

system, including:

The development of complete, timely and objective procure-

ment plans; and more effective review and analysis of such plans.

The installation of inventory reporting systems to provide

current and accurate information regarding stocks on hand.

The simplification of purchasing procedures.

The completion of the defense cataloging project, and progress

in the development of standards and specifications.

The adoption of rational stock levels upon which to base re-

plenishment action, and more effective control over spare parts

procurement.

Reduction in the quantity and variety of items carried at depots

through systematic analysis of the composition and turnover of

stocks maintained at every major depot.
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Reduction in order and shipping time, with a corresponding

decrease in pipeline inventory.

Improvement in traffic management and in the utilization of

transport facilities.

Improvement in the utilization of warehousing and storage

facilities.

Reduction or elimination of facilities and business enterprises

which can be handled by private industry.

Summary of Recommendations To Improve the Manage-

ment of Common Supply and Service Activities

The committee has concluded that a definite program must

be outlined which will eliminate unnecessary waste—dupli-

cate stocks, distribution systems, facilities and overhead per-

sonnel. To this end, four recommendations are made:

Congress should enact legislation establishing a separate civilian-

managed agency, reporting to the Secretary of Defense, to administer

common supply and service activities.

The legislation establishing the separate supply and service agency

should specify criteria which will assure a strict supporting role for

the agency.

The separate agency should be named the "Defense Supply and

Service Administration," and its Administrator should be a presidential

appointee. Initially, the agency should manage selected items of

common supply, and operate general and specialized hospitals.

Congress should instruct the Secretary of Defense to report semi-

annually on progress being made in improving all phases of the supply

and logistics system.
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Part 111

PROGRAM FOR IMPROVING

MANAGEMENT PERSONNEL

• Increasing the Tenure of Presiden-

tial Appointees

Specialization of Personnel in

Support Activities

Delineation of Civilian and Military

Roles

Comparable Personnel Standards for

Civilian and Military Managers in

Support Activities

Responsibility for Developing

Career Managers
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Program for Improving Management

Personnel

The preceding chapters have outlined the first steps advo-

cated by the committee to improve management in the

Department of Defense—simpler organization structure,

more logical grouping of responsibilities, and clearer lines of

authority. This chapter deals with another important step—

getting the right man for each management job, improving

his skill and keeping him in the job long enough to make a

genuine contribution.

The Hoover Commission recognized the importance of

competent personnel in improving the management of the

Executive Branch of the Government by establishing two

groups to study personnel management.

A task force on personnel and civil service was established and

reported that, "The greatest weakness is in expert managerial di-

rection. Management needs to be improved at all levels, from the

noncareer political appointees and the career administrators down to

the first line supervisors."

A subcommittee of this committee was also established to give

specific study to the special personnel problems of the Department of

Defense. This study concluded that, "the most important manage-

ment problem confronting the Defense Department [is]: the selection,

assignment, development and motivation of management personnel

in the support activities."

Other Hoover Commission study groups which reviewed

the Defense Department commented in the same vein:
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in balance with the capacity of the economy to support such

readiness; and that national defense is sufficient but economi-

cal. It is imperative that these key posts be made attractive

to able administrators and that obstacles to attaining this

objective be removed.

The need for such steps is illustrated by the problems of

attracting and holding presidential appointees. During the

past decade, the average length of service of members of the

Defense Secretariats has ranged from 16 months for Under

and Assistant Secretaries, to 22 months for Secretaries.

Some of the steps needed to make these positions more

attractive can be taken by the Secretary of Defense, while

others will require congressional action.

Improvements in the management organization previously proposed

will remove some of the present obstacles by securing a more logical

grouping of responsibilities and providing principal career assistants.

Another improvement which can be made by the Secretary of De-

fense is the delegation of clear-cut authority to members of the Secre-

tariats, commensurate with the assigned responsibilities.

But Congress also must assist by removing obstacles presented by

inadequate compensation and the "conflict of interest" laws.

These observations lead to the following recommendation:

Recommendation No. 12

Congress should enact legislation to minimize present

obstacles to Government service by outstanding citizens,

and should provide positive incentives which will attract

and hold able administrators. Examples of improve-

ments which should be made are:

(a) Increase the level of compensation for Assistant

Secretaries, as already recommended by the task force on
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personnel and civil service, to an amount approximating

$25,000. It is further suggested that the pay for other

members of the Secretariats be placed at appropriate

rates above $25,000.

(b) Modify the "conflict of interest" laws so that

presidential appointees are not forced to liquidate life-

time business equities in order to accept Federal appoint-

ment. Instead, each new appointee should take an oath

(as part of his regular oath of office) that he will dis-

qualify himself from participation in any decision which

involves his company or financial interests.

Furthermore, the President and the Secretary of Defense

should encourage new appointees to accept appointment for

much longer periods of time than at present, preferably for

the duration of an administration. There is a need for in-

creased public recognition of Government service as a public

duty, reflecting credit both on the appointee and on the

organization with which he is affiliated in private life.

Specialization of Personnel in Support Activities

The importance of the support activities within each mili-

tary department clearly requires more specialization of career

management and technical personnel than now exists. This

need is forcefully stated in many of the task force and other

reports, as for example:

The task force on surplus property says that: "In this age of tech-

nological warfare, something must be added to the strictly military

strategy; that something is the know-how of business and industry in

the management of materiel, with due regard to the ability of the

economy to carry the load. It would seem that the missing link is in

a permanent, experienced business organization."
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And the task force on food and clothing complained that: "The

overall personnel management system for food service is inefficient,

inadequate, wasteful of manpower, and demoralizing to the compe-

tent. It all too often results in truck drivers preparing the food, and

food experts driving the trucks."

The Davies report on army organization concluded that: "Concrete

steps should be taken to develop greater career opportunities within

the army for individuals specializing in the fields of supply manage-

ment, research and development, and financial management."

In addition, the Secretary of Defense in 1952 recognized

this need in a directive (4000.8) which provided that:

1. Within each military department, a definitive program will be

established for the recruitment and training of competent military

and civilian personnel to serve in the areas of procurement, produc-

tion, warehousing, and distribution of supplies and equipment, and

related supply management functions. Rotation, promotion, and

assignment policies within each military department will be adapted

to assure the most effective use of trained personnel within these areas.

Despite this strong emphasis on the need for specialized com-

petence in support activities, the committee has found little

evidence of steps to overcome such fundamental deterrents as

the following:

Despite the urging of Congress, career civilian managers are still

being denied adequate opportunities by the practice of filling top posi-

tions in support activities with military personnel, many of whom are

not trained for such responsibilities. The subcommittee 1 reported:

"Most of the responsible jobs in the support activities are filled by

military officers • • •"

Furthermore, civilian personnel are not given the same opportunity

for training and development. The subcommittee found in a study of

4,500 Defense Department managers that only 16 percent of the

civilians had received training at Defense Department expense, as

compared with 73 percent of the military personnel.

1 The reference to "subcommittee" denotes the subcommittee on special personnel

problems in the Department of Defense.
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Despite the expenditures for training of military personnel, the

present career management practices of the departments do not utilize

this training effectively in recognition of the need for specialized

competence in support activities. This is exemplified by the present

practices of rotational assignment between military operations and

support activities, and in the emphasis on the development of gen-

eralists in the military service—the concept that a military officer must

be able to assume virtually any responsibility in a military activity.

The subcommittee conservatively estimated the cost of this excessive

rotation to be $33,000,000 to $50,000,000 each year.

These and related obstacles to making the most productive

use of qualified civilian and military personnel in support

activities have long existed, and their correction has been ad-

vocated by many. It is clear that careers should be planned

and developed, selections should be made, training con-

ducted, and assignments and promotions controlled within

specialized support areas, consistent with the abilities and

interests of the personnel concerned and the needs of the

service.

The committee believes that the time for a vigorous legis-

lative mandate has arrived: that strong traditions can be up-

rooted only by legislation which will accord the same recog-

nition to a career management program in the support activi-

ties as has been given by the National Security Act to financial

management. Accordingly, the following proposal is made:

Recommendation No. 13

Congress should enact a title V to the National Se-

curity Act to provide the legislative basis for specializing

management and technical personnel in the support

activities. This legislation should establish these basic

principles:
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(a) Military personnel will be limited primarily to

posts in tactical organizations, and civilian personnel

will be utilized increasingly in management and tech-

nical positions in support activities.

(b) Criteria will be established for use in determining

those management and technical positions in support

organizations which will be filled by civilian personnel

and those which must be filled by military officers.

(c) Legal and administrative obstacles which prevent

the most productive utilization of both civilian and mili-

tary personnel in support activities should be promptly

removed. The Secretary of Defense should submit to

Congress recommendations covering any changes which

are needed in existing law.

The remaining sections of this chapter outline further sug-

gestions for an elaboration of the foregoing principles.

Delineation of Civilian and Military Roles

Civilian and military relationships, the delineation of rela-

tive military and civilian roles, and the effective utilization

of the two groups are problems peculiar to the Department of

Defense. The only solution to these unique problems is to

spell out clearly the respective roles for civilian and military

managers and technical personnel in order to provide oppor-

tunity and incentive for both.

A further pressing need for a clear delineation is the un-

justifiable waste which results from duplicate military-civil-

ian staffing. The subcommittee estimated that there are

16,000 such duplicated assignments in the support activities

today, representing an unnecessary payroll cost of more than
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$110,000,000 per year. Similar concern has been voiced in

recent congressional reports:

It has resulted in legislative authority in the current defense appro-

priation act to transfer funds to make possible the substitution of

civilian personnel for military personnel wherever possible.

The House of Representatives report on the current defense ap-

propriation stated: "Studies and investigations have revealed three

principal faults—overstaffing in support activities, utilization of mili-

tary personnel in civilian-type positions, and the doubling of super-

vision by military and civilian personnel. While the Secretary of

Defense has made admirable progress in this general direction, it is

strongly urged that this aspect of military personnel continue to be

reviewed with the view of establishing some overall criteria so that

requirements are more closely checked, and positions primarily of

a civilian nature be filled by civilians." 2 (Emphasis supplied.)

The committee endorses the criteria proposed by the sub-

committee (see exhibit 12) and makes the following recom-

mendation:

Recommendation No. 14

Congress should incorporate criteria in title V to the

National Security Act which will clearly distinguish the

proper roles for civilian and military support managers

and technical personnel and should direct immediate ap-

plication of these criteria by the Secretary of Defense.

The following steps should be taken by the Secretary of

Defense to implement these criteria:

Analyze all support positions at the level of lieutenant colonel (Navy

commander), GS-13 and above, using the criteria proposed, to iden-

tify the number and types of positions which should be filled by civilian

and military personnel.

Report io Congress each year, for 5 years, on the number of posi-

tions formerly filled by military officers which have been opened to

* Department of Defense Appropriation Bill, 1954; H. Rpt. 680.
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civilians, and the number of such positions which have been filled

by civilian managers and technicians.

Prepare a study of the management personnel requirements of the

Defense Department which might be met by the senior civil service

recommended in the Hoover Commission report on personnel and

civil service; and report to Congress on the positions which could

appropriately be filled from the senior civil service. This same study

might also consider, as an immediate step, the need of the Defense

Department for additional supergrade positions (GS-16, 17, and 18).

Comparable Personnel Standards for Civilian and

Military Managers in Support Activities

The proposed criteria will result in establishing more com-

pletely the number and types of positions requiring career-

trained support managers and technicians, both military and

civilian. Since a large number of both groups will be re-

quired, and since the management skills are alike, members

of both groups who pursue a career in support management

should be governed by comparable personnel standards ad-

ministered under the authority of the Secretary of Defense.

It is therefore recommended that:

Recommendation No. 15

The Secretary of Defense should establish a personnel

system for support activities which provides comparable

standards for selection, training, promotion and com-

pensation of both civilian and military managers and

technical personnel. Congress should enact necessary

legislative changes in order to carry out this objective.

The principles of the proposed plan, illustrated in exhibit

13, are as follows:
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Exhibit 13

THE PROCESS OF

QUALIFYING AMD DEVELOPING CAREER SUPPORT MANAGERS

1. Military- Personnel: Lieutenant Colonel,

Navy Commander and above

2. Civil Service Personnel: GS-13 and above

3. Civilian Specialists outside of Goverment

]

±

QUALIFICATIONS

Education. Experience, Aptitude, etc.

By specialties, such as finance, legal, construction,

transportatIon, supply

?TION

lues, Including group appraisal

SELK

nlzed selection technl

By recog

CAREER DEVELOPMENT

WELL QUALIFIED SUPPORT MANAGERS—MILITARY AND CIVILIAN

2. Planned assignments

3. Controlled rotation

1. Advanced training
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The positions covered by the proposed personnel pattern should be

divided into the principal specialties in support management (such as

finance, construction, transportation and supply).

Specific qualifications should be established for each specialty, and

the same standards applied to both civilian and military personnel.

Support managers and technicians should be selected through rec-

ognized selection techniques, including group appraisal by boards of

experts in the fields of work involved.

The training, development, and assignment of support managers

and technicians—military and civilian—should be governed by com-

parable policies within each department. Development programs

should include training in business and industrial organizations and

in educational institutions, as well as training within the Department

of Defense.

The promotion and compensation of support managers and tech-

nicians should be subject to standards which provide adequate and

equitable rewards to both civilian and military career managers. (In

comparing military and civilian compensation, total military pay

should include base pay, allowances and special benefits.) For mili-

tary personnel, Congress should authorize separate promotion lists for

those who specialize in support activities. Statutes governing retire-

ment also should be amended so that competent officers serving in

appropriate support management positions will not be automatically

forced out of service because of being passed over for promotion.

Responsibility for Developing Career Managers

The accomplishment of such far-reaching changes in the

personnel programs and procedures of the Department of

Defense demands strong leadership by the Secretariats. Each

member of the Secretariat who is responsible for a functional

area (logistics, research and development, personnel, finance,

legal, etc.) should have the following personnel responsibili-

ties:

Determination of qualification standards. For example, in the area

of financial management, the Assistant Secretary of Defense for Finan-
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cial Management and each departmental Assistant Secretary for Finan-

cial Management would collaborate in determining the qualifications

of incumbents of key positions.

Development of training, assignment, rotation and promotion prac-

tices. This again would be a collaborative effort among the members

of the Secretariat concerned.

Participation in the selection and appointment of incumbents to the

most important positions in his functional area.

Responsibility for coordinating the development of the

career management program should be assigned to the As-

sistant Secretary of Defense for Personnel who, with the de-

partmental Assistant Secretaries for Personnel, should pro-

mulgate uniform policies to be applied in all functional areas,

and oversee the administration of selection, training, assign-

ment, and promotion programs. The Assistant Secretary

for Logistics within each department should also be supported

by a personnel staff to assist him in his capacity as the top

manager of supply and service activities.

Recommendation No. 16

The Secretary of Defense should require members of

the Secretariats to participate in developing and apply-

ing the career management program in activities under

their jurisdiction.

Summary of Recommendations To Improve Management

Personnel

The committee supports the report of the subcommittee on

special personnel problems and suggests the following meas-

ures for implementation of its proposals:

Congress should enact legislation to minimize present obstacles to

Government service by outstanding citizens, and should provide posi-
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five incentives which will attract and hold able administrators. Ex-

amples of improvements which should be made are:

(a) Increase the level of compensation for Assistant Secretaries,

as already recommended by the task force on personnel and civil

service, to an amount approximating $25,000. It is further sug-

gested that the pay for other members of the Secretariats be placed

at appropriate rates above $25,000.

(b) Modify the "conflict of interest" laws so that presidential

appointees are not forced to liquidate lifetime business equities

in order to accept Federal appointment. Instead, each new ap-

pointee should take an oath (as part of his regular oath of office)

that he will disqualify himself from participation in any decision

which involves his company or financial interests.

Congress should enact a tide V to the National Security Act to pro-

vide the legislative basis for specializing management and technical

personnel in the support activities. This legislation should establish

these basic principles:

(a) Military personnel will be limited primarily to posts in

tactical organizations, and civilian personnel will be utilized in-

creasingly in management and technical positions in support

activities.

(b) Criteria will be established for use in determining those

management and technical positions in support organizations

which will be filled by civilian personnel and those which must

be filled by military officers.

(c) Legal and administrative obstacles which prevent the most

productive utilization of both civilian and military personnel in

support activities should be promptly removed. The Secretary

of Defense should submit to Congress recommendations covering

any changes which are needed in existing law.

Congress should incorporate criteria in tide V to the National Se-

curity Act which will clearly distinguish the proper roles for civilian

and military support managers and technical personnel and should

direct immediate application of these criteria by the Secretary of

Defense.
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The Secretary of Defense should establish a personnel system for

support activities which provides comparable standards for selection,

training, promotion and compensation of both civilian and military

managers and technical personnel. Congress should enact necessary

legislative changes in order to carry out this objective.

The Secretary of. Defense should require members of the Secre-

tariats to participate in developing and applying the career manage-

ment program in activities under their jurisdiction.
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Part IV

PROGRAM FOR IMPROVING FINANCIAL

MANAGEMENT

• Perfecting the Financial Tools of

Management

• Fixing Responsibility for Managing

Defense Dollars

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



Program for Improving Financial

Management

Adequate controls over defense expenditures are impera-

tive. The Department of Defense spends more than 60 cents

out of each tax dollar. Its annual purchases are almost twice

as large as total United States expenditures for public educa-

tion. Its assets now on hand represent 10 percent of our na-

tional wealth.

It is not unreasonable to expect our military leaders to de-

sire sufficient manpower and materiel at any place and at any

time to minimize potential military risks. But the public in-

terest demands that the civilian leaders of the Defense De-

partment counterbalance these natural tendencies which, if

not checked, lead to great waste in overbuilding, overbuying

and overstaffing. Thus, the Defense Secretariats have no

more important task than that of being the guardian of this

large segment of our Nation's resources.

The Congress has been fully alert to the great importance

of financial management in national defense. This is re-

vealed by the attention given to defense budgets and the in-

vestigations of defense expenditures. In addition, Congress

has seen fit to accord this aspect of the defense business or-

ganization special attention. The National Security Act was

amended in 1949 by addition of title IV which established

and defined the functions of the Assistant Secretary of De-
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fcnse (Comptroller), and of the comptrollers of the three

military departments. Tide IV also prescribed the perform-

ance-type budget; provided for working capital funds to

control and account for programs and work performed in the

Department of Defense (more specifically, for financing in-

ventories and commercial- and industrial-type activities); pro-

vided for the common use of disbursing facilities; and di-

rected the maintenance of property records on both a quanti-

tative and monetary basis.

More recently, Congress has enacted legislation1 which

expanded the Secretariats of the three military departments

and specified that one Assistant Secretary in each should be

responsible for financial management.

Tide IV is the financial charter of the Defense Depart-

ment; it envisions a great transformation in the Department's

business management. The tremendous magnitude of the

task has been generally recognized. If the task has, perhaps,

been inadequately performed, efforts should be redoubled for

its completion.

Task force studies have found a number of efforts now in

process in various parts of the Department of Defense to

effect improvements in budgeting, accounting, funding, re-

porting and auditing. While these efforts are individually

worthwhile, they have been found to be but partial ap-

proaches to the correction of fundamental problems.

The Commission's task force on budget and accounting found that

there is a need for improving financial controls as an aid to better

management. The task force commented: "In common with the

1 Public Law 562; August 1954.
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usual Government pattern there are plans for accounting and budget-

ing improvement in varying stages of evolution and completion but

more effective action is required."

The task force on procurement found that planning for procurement

which requires about one-half of all defense dollars, is greatly weak-

ened by lack of knowledge of inventories on hand and on order, and

that inventory "data are not uniformly useful in terms of completeness,

timeliness and comparability."

Other studies, also, stress that Congress is attempting to assess annual

budget requests without full knowledge of defense assets, and that the

justification data accompanying budget requests is often of doubtful

reliability since final plans cannot be prepared as far in advance as the

present budget cycle requires.

Furthermore, managers of support activities are dependent upon

allotments of funds from dozens of sources—a procedure which pre-

vents the orderly process of planning operating budgets. Instead, they

must work with a large number of allotments, each restricted and

without flexibility of transfer.

The committee is impressed with the need for correcting

two fundamental causes of the foregoing problems:

First, the financial tools of management have not been perfected.

Second, responsibility for screening and managing defense programs

and recommending the financial requirements are not fully and

properly shared among members of defense management.

The committee has drawn conclusions regarding these

matters which are discussed in this chapter.

Perfecting the Financial Tools of Management

The report of the task force on budget and accounting

provides a program for the development of more modern

financial tools. The committee endorses steps which will

strengthen congressional control over defense expenditures

and produce more current and complete accounting facts

for the use of defense managers.

347790—85 7
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1. Budgeting

The defense budget, in common with all other Govern-

ment department budgets, and as required by law, is a request

for authority to incur obligations for goods and services,

many of which will not be delivered during the year con-

cerned. This system of budgeting is defective as presently

practiced in that it does not adequately reveal either available

resources or cost of performance. Furthermore, this system

has resulted in granting authority well in excess of total an-

nual needs. At the beginning of the fiscal year 1955, the

Department of Defense had obligation authority of $50,000,-

000,000,' whereas estimated obligations for the year are $36,-

000,000,000. Such an excess accumulation of obligation

authority reduces the effectiveness of congressional control

over Defense appropriations.

The Commission's task force on budget and accounting recommends

that obligation-type budgeting be discontinued and that, in its place,

Congress be asked to authorize an "accrued expenditure budget,"

which would be based upon the value of goods and services estimated

to be received during each year. In the case of long lead-time pro-

grams, such as weapons procurement and major construction, Congress

would also provide contracting authority beyond the budget year, but

would retain full control by the process of approving only the funds to

be spent each year. This means that Congress would review the pro-

gram annually from the standpoint of costs and accomplishment, both

completed and projected.

Among other important steps necessary to improve budgeting, the

committee is impressed with the importance of reducing the time

required in budget preparation (the task force on budget and account-

ing suggests a maximum period of 1 year for the complete budget

'OSD-Comptroller, Monthly Report on Status of Funds; Feb. 28, 1955, p. 23;

Tie Budget of tie U.S. Government for Fiscal Year 1956; p. 504.
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planning cycle); and of simplifying the overly detailed justification

data, the sheer volume of which prevents clear understanding and

analysis of budget requests.

2. Accounting

Expenditure control in the Federal Government is largely

based upon subdividing congressional appropriations into a

series of allotments to individual organizations which, in

turn, make suballotments to their subordinate units and to

service activities. This method of control results in an ac-

counting system a primary purpose of which is to assure that

allotments and suballotments are not overexpended. The

task force on budget and accounting characterizes this as

"the primitive cash system of control which was relied upon

in the early days of industry." Allotments become so dis-

persed (several hundred thousand in the Department of

Defense) that no rational picture of expenditures in relation

to performance can be obtained by top management. Fur-

thermore, managers of large installations such as some gen-

eral depots and other multiple-purpose stations are unable

to measure their cost of performance, and one of the most

potent incentives to economical operations is lacking.

To overcome these defects, the task force on budget and

accounting proposes the adoption of business-tested systems

of accrual accounting throughout the Government. The

committee endorses the application of this proposal to the

Department of Defense in order to provide management at

all levels with comprehensive data on:

What is owned—that is, the value of resources including capital

assets, real property, inventories, and other assets.
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What is owed—that is, liabilities for goods and services received, but

not yet paid for.

Cost of operations on an accrued basis—that is, the value of goods

and services consumed in operating an activity or carrying out a work

project (depreciation on capital assets would be provided in cost ac-

counts only in some areas, as in industrial- and commercial-type

activities).

The development of sound and useful accounting facts will

lay the groundwork for other long-overdue improvements.

The allotment system can be simplified. A further impor-

tant benefit would be the development of cost-based operating

budgets by installation managers which would become the

basis for review by higher management. Improvements in the

form, content and utility of financial reports also would be

greatly facilitated.

3. Working Capital Funds (Revolving Funds)

Title IV of the National Security Act provided for the use

of revolving-type funds throughout the Department of De-

fense to facilitate managing and controlling industrial activi-

ties and stock inventories, and getting the cost of materiel

consumed charged against programs. This device has been

found particularly valuable in financing activities when a

buyer-seller relationship exists or can be created. Revolving

funds, buttressed by accounting systems which disclose full

costs of operations, contribute to improved management

control.

When the capital in a stock fund exceeds the amount required

to support the required inventory, the excess is readily highlighted,

and Congress and the Secretary of Defense can take prompt action

to reduce the size of the fund. The Department of the Army's budget
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for the fiscal year of 1956, for example, provides for a $700,000,000

reduction in its stock fund.

The committee, therefore, endorses the installation of

proper accounting, costing, and reporting systems throughout

the department and the continued and extended use of work-

ing capital and stock funds where they are suitable.

In summary, the committee believes that the adoption of

the "accrued expenditure budget" and "accrual and cost ac-

counting" are essential steps to providing tools through which

Congress and Defense executives can keep costs at the lowest

practicable level. It is therefore recommended:

Recommendation No. 17

To improve the financial tools of management: (1)

Congress should enact legislation to enable the Depart-

ment of Defense to prepare and administer budgets on

an accrued expenditure basis; (2) the Department of

Defense should continue and extend the use of systems

of accrual and cost accounting and, wherever it will add

to efficient management, the use of working capital

funds; (3) the Department of Defense should intensify

its efforts to establish complete inventory records, and

to develop continuing and effective inventory controls.

Fixing Responsibility for Managing Defense

Dollars

Better financial tools are essential to effective control of

defense expenditures. There is an equally important need

to recognize the part which every member of top management

should play in managing defense assets and fiscal resources.
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In the absence of budgeting and accounting tools of the

type described, primary reliance has been placed upon secur-

ing control through the budget justification and allotment

processes. This, in turn, has concentrated an undue burden

on the comptroller organization, particularly in the Office

of the Secretary of Defense. In this Office, the Assistant

Secretary (Comptroller) has been placed in the position of

exercising the principal review of operating and procurement

plans revealed in budget justification data. Some of the

problems that have arisen from this unbalanced distribution

of control in one part of the management organization are:

Other members of the Defense Secretariat have not generally shared

in the evaluation of requirements which generate defense budgets

and expenditure plans. The task force on budget and accounting

observes that "at the OSD level • • • the vacuum created by the

lack of a civilian screen on military requirements has resulted in

reliance upon financial controls exercised by the Comptroller as a

substitute." The task force states that if other Assistant Secretaries

made a more searching review of the requirements under their juris-

diction "the Comptroller can be relieved of a heavy responsibility in

a field which is not logically his."

To correct the inadequately shared responsibility for the

management of defense dollars, the committee recommends:

Recommendation No. 18

To fix responsibility for managing defense dollars:

(1) each Assistant Secretary of Defense should be re-

sponsible for screening the requirements programs of

each department for his area of functional jurisdiction

and for advising the Assistant Secretary of Defense for

Financial Management as to the financial needs for such

activities; (2) each departmental Assistant Secretary
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should be held responsible for screening requirements

and for participating in the formulation and continu-

ing review of the budget for those activities and pro-

grams under his jurisdiction.

Under this recommendation, all Assistant Secretaries would

take an active part in the review and control of programs and

budgets in their functional jurisdictions. This would be

supplementary to the work of the Assistant Secretaries for

Financial Management who will continue, as in the past,

to be responsible for the supervision and direction of

budgeting.

An interesting precedent for the suggested assignment of

responsibilities already exists in the Office of the Secretary of

Defense. The subcommittee on research activities found

that the Assistant Secretary (Research and Development), ^

in cooperation with the Assistant Secretary (Comptroller)

takes an active part in the budget process.

Hoover Commission studies have found that in the depart-

ments of the Army and Air Force, budget and accounting

responsibility is not clearcut, because the departmental Comp-

troller is responsible concurrently to a Chief of Staff and an

Assistant Secretary for Financial Management. Such an

arrangement tends to dissipate essential civilian control, and

to give a military executive partial responsibility for a highly

technical business function which is not essentially military

in character.

The committee therefore recommends that the organiza-

tion for financial management be further strengthened by

the following:
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CO

Recommendation No. 19

Congress should amend existing legislation to assign

each Assistant Secretary for Financial Management ex-

clusive supervision of the departmental comptroller

organization; pending such legislative action, the Secre-

tary of Defense should accomplish this objective by

directive.

In the exercise of their responsibilities, the Assistant Secre-

taries for Financial Management should:

Select executives for key comptroller positions on the basis of broad

business and accounting experience, and make competence the criterion

for comptrollership.

Take immediate steps to further strengthen accounting staffs in

all subordinate comptroller organizations.

Summary of Recommendations To Improve Financial

Management

The committee has found that the inadequacies of financial

management in the Department of Defense are due to two

conditions: (i) the financial tools of management have not

been perfected, and (2) responsibility for managing defense

dollars is not adequately shared by members of the Secre-

tariats. The committee believes that adoption of the pro-

posals of the task force on budgeting and accounting will

overcome these problems, and wishes to stress three recom-

mendations:

To improve the financial tools of management: (1) Congress

should enact legislation to enable the Department of Defense to pre-

pare and administer budgets on an accrued expenditure basis; (2)

the Department of Defense should continue and extend the use of

systems of accrual and cost accounting and, wherever it will add to

efficient management, the use of working capital funds; (3) the De-

partment of Defense should intensify its efforts to establish complete

inventory records, and to develop continuing and effective inventory

controls.
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To fix responsibility for managing defense dollars: (1) each As-

sistant Secretary of Defense should be responsible for screening the

requirements programs of each department for his area of func-

tional jurisdiction and for advising the Assistant Secretary of Defense

for Financial Management as to the financial needs for such activities;

(2) each departmental Assistant Secretary should be held responsible

for screening requirements and for participating in the formulation

and continuing review of the budget for those activities and programs

under his jurisdiction.

Congress should amend existing legislation to assign each Assistant

Secretary for Financial Management exclusive supervision of the de-

partmental comptroller organization; pending such legislative action,

the Secretary of Defense should accomplish this objective by directive.
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SUMMARY OF

RECOMMENDATIONS

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



Summary of Recommendations

The foregoing chapters have outlined four programs for

improving the management of the Department of Defense,

with particular reference to the Secretariats and the support

activities. Nineteen major recommendations are offered.

A consolidated check list of these recommendations is pre-

sented below, with reference to the page on which each is

discussed. Exhibit 14 is a summary chart of organizational

recommendations.

Program for Improving Business Management

Organization

1. The Secretary of Defense should create in his Office a

civilian position invested with sufficient stature and authority

to insure the establishment and maintenance of effective

planning and review of military requirements. The official

occupying this position would, on behalf of the Secretary:

(a) Maintain active liaison with National Security

Council, Joint Chiefs of Staff and their staffs;

(b) Coordinate all guidance provided at the Office of

the Secretary of Defense level to the military departments

covering the preparation of requirements programs;

and

(c) Provide for a system of effective review and analy-

sis of defense plans and requirements computations.
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2. The Secretary of Defense should emphasize the manage-

ment areas of logistics, research and development, personnel

and finance, and should regroup certain functions under

Assistant Secretaries to strengthen coordination of these four

principal management areas.

3. The Secretary of Defense should appoint a principal ca-

reer assistant to each Assistant Secretary of Defense of such

stature and competence that continuity of administration will

be improved.

4. The Secretary of Defense should revise the assignments

of departmental Assistant Secretaries to secure a uniform

grouping of management responsibilities similar to that pro-

posed for the four management Assistant Secretaries of

Defense.

5. The Secretary of Defense should define the relationship

of the military Chief of Staff to the support activities as that

of: (1) planning and requesting the materiel, services,

facilities and specialized personnel required to support the

operating forces subject to the review and approval of the

Secretariat; and (2) exercising direct authority over tactical

and combat-related support activities performed by the

logistics organization.

6. The Secretary of Defense should assign to the Assistant

Secretary for Logistics in each department direct manage-

ment control over supply and service activities.

7. The Secretary of Defense should assign clear respon-

sibility for the coordination of research and development

programs to an Assistant Secretary for Research and

Development in each department.
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Program for Improving the Management of

Common Supply and Service Activities

8. Congress should enact legislation establishing a separate

civilian-managed agency, reporting to the Secretary of De-

fense, to administer common supply and service activities.

9. The legislation establishing the separate supply and

service agency should specify criteria which will assure a strict

supporting role for the agency.

10. The separate agency should be named the "Defense

Supply and Service Administration," and its Administrator

should be a Presidential appointee. Initially, the agency

should manage selected items of common supply, and operate

general and specialized hospitals.

11. Congress should instruct the Secretary of Defense to

report semiannually on progress being made in improving

all phases of the supply and logistics system.

Program for Improving Management Personnel

12. Congress should enact legislation to minimize present

obstacles to Government service by outstanding citizens, and

should provide positive incentives which will attract and

hold able administrators. Examples of improvements which

should be made are:

(a) Increase the level of compensation for Assistant

Secretaries, as already recommended by the task force on

personnel and civil service, to an amount approximating

$25,000. It is further suggested that the pay for other
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members of the Secretariats be placed at appropriate rates

above $25,000.

(b) Modify the "conflict of interest" laws so that

Presidential appointees are not forced to liquidate life-

time business equities in order to accept Federal appoint-

ment. Instead, each new appointee should take an oath

(as part of his regular oath of office) that he will dis-

qualify himself from participation in any decision which

involves his company or financial interests.

13. Congress should enact a title V to the National Security

Act to provide the legislative basis for specializing manage-

ment and technical personnel in the support activities. This

legislation should establish these basic principles:

(a) Military personnel will be limited primarily to

posts in tactical organizations, and civilian personnel will

be utilized increasingly in management and technical

positions in support activities.

(b) Criteria will be established for use in determining

those management and technical positions in support

organizations which will be filled by civilian personnel

and those which must be filled by military officers.

(c) Legal and administrative obstacles which prevent

the most productive utilization of both civilian and mili-

tary personnel in support activities should be promptly

removed. The Secretary of Defense should submit to

Congress recommendations covering any changes which

are needed in existing law.

14. Congress should incorporate criteria in title V to the

National Security Act which will clearly distinguish the

proper roles for civilian and military support managers and

90

technical personnel and should direct immediate application

of these criteria by the Secretary of Defense.

15. The Secretary of Defense should establish a personnel

system for support activities which provides comparable

standards for selection, training, promotion and compensa-

tion of both civilian and military managers and technical

personnel. Congress should enact necessary legislative

changes in order to carry out this objective.

16. The Secretary of Defense should require members of the

Secretariats to participate in developing and applying the

career management program in activities under their juris-

diction.

Program for Improving Financial Management

17. To improve the financial tools of management: (1)

Congress should enact legislation to enable the Department

of Defense to prepare and administer budgets on an accrued

expenditure basis; (2) the Department of Defense should

continue and extend the use of systems of accrual and cost

accounting and, wherever it will add to efficient management,

the use of working capital funds; (3) the Department of

Defense should intensify its efforts to establish complete in-

ventory records, and to develop continuing and effective

inventory controls.

18. To fix responsibility for managing defense dollars: (1)

each Assistant Secretary of Defense should be responsible for

screening the requirements programs of each department

for his area of functional jurisdiction and for advising the

347790— SB 8
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Assistant Secretary of Defense for Financial Management as

to the financial needs for such activities; (2) each depart-

mental Assistant Secretary should be held responsible for

screening requirements and for participating in the formu-

lation and continuing review of the budget for those activities

and programs under his jurisdiction.

19. Congress should amend existing legislation to assign

each Assistant Secretary for Financial Management exclusive

supervision of the departmental comptroller organization;

pending such legislative action, the Secretary of Defense

should accomplish this objective by directive.
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RESERVATIONS OR

DISSENTS
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Reservations or Dissents

There are one Commission recommendation and 19 task

force recommendations in this volume.

Commissioner Bridges has reservations on recommenda-

tions 8 through 11.

Commissioner Brown dissents on recommendations 8

through 11.

Commissioner Farley approves the report with qualifica-

tions.

Commissioner Holifield approves the report with qualifi-

cations.

Commissioner McClellan has reservations on recommen-

dations 8 through 11.
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Separate Statements of Commissioners

Separate Statement of Commissioner Bridges

I think the work of the Commission's Committee on

Business Organization of the Department of Defense and its

recommendations are constructive and have definite merit.

However, I have some reservations as to recommendations

8 through II. Inasmuch as I will be required to pass on

these recommendations again as a member of the United

States Senate, I shall want to reexamine them in the light of

further information.

Styles Bridges,

Commissioner.

Separate Statement of Commissioner Brown

I cannot accept the recommendations of the Committee on

Business Organization of the Department of Defense to create

a Supply and Service Administration in the Department of

Defense for (i) the supply of common use items and (2)

the operation of general and specialized military hospitals.

To me, this means adding a military General Services Ad-

ministration and a "United Medical Administration" to the

already excessive number of agencies and administrations in

the executive branch of the Government.
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Last January, I became concerned with the recommenda-

tions of some of our task force reports and issued the follow-

ing memorandum to the other members of the Commission,

the Executive Director and members of the Commission's

staff:

In recent weeks I have read several task force and Pro Forma

Commission Reports and, as we approach final decisions on them, I

would like to suggest one or two basic considerations for the Commis-

sion.

As author and cosponsor of Public Law 108 I am struck with the

number of recommendations suggesting greater appropriations, in-

creased staff and new organizations to be added to the already sprawl-

ing bureaucracy. As you well know the underlying philosophy of

this legislation calls for efficiency and economy by streamlining and

consolidating services, eliminating overlapping and duplicating func-

tions and "reducing expenditures to the lowest amount consistent with

the efficient performance of essential services, activities and functions."

I recognize the occasional temporary expedient to raise expenditures

to accomplish greater ultimate economies. In these instances, however,

the realization of long-term savings hinges upon one or more assump-

tions and the quality of administration to be applied to the task. I

therefore emphasize that it is incumbent upon the Commission to

carefully point out the manner in which future economies can be

obtained so that the Congress and the people may be certain of our

objectives.

I further suggest that we examine the recommendations of the task

force and develop our own reports with due regard to the above stated

objectives. It is my wish that this comment shall apply to each of the

reports in turn.

Neither one of the Committee's recommendations con-

form to the intent and purpose of Public Law 108 in "elimi-

nating duplication and overlapping of services, activities and

functions and consolidating services, activities and functions

of a similar nature." Instead, they would create two addi-
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tional, unrelated administrative devices under the guise of

unification but in violation of repeated expressions of Con-

gressional intent. It must be remembered that when the

Congress created the Department of Defense it was given

the mission of "authoritative coordination and unified direc-

tion" of the military departments and agencies. It was not

intended to perform operational and administrative duties.

Supply

The first Hoover Commission recommended the creation

of the General Services Administration and the Congress

subsequently enacted the Federal Property and Administra-

tive Services Act of 1949 (Public Law 152, 81st Cong.) to

meet this need. Its purpose is to provide for the Govern-

ment an economical and efficient system for (a) the procure-

ment and supply of personal property and non-personal

services, and performance of related functions, (b) the

utilization of available property, (c) the disposal of surplus

property, and (d) records management. However, the act

also contains a provision permitting the Secretary of Defense

to exempt the Department of Defense from actions taken by

the Administrator of General Services whenever the Secre-

tary of Defense, with the President's concurrence, determines

that such exemption is in the interest of national security.

In June of 1954 the President issued a memorandum

exempting the military departments from actions of the Ad-

ministrator of General Services. Despite this policy directive,

the Department of the Air Force, and to a lesser extent, the

99

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



Army and Navy Departments acquire an increasing volume

of their requirements for common use, civilian-type items

voluntarily by means of Federal supply schedules or other

services provided by the General Services Administration.

The acceptance of- the supply recommendation of the

Committee on Business Organization of the Department of

Defense would set up another organization to provide this

service and terminate the extension of what, to me at least,

is a very sensible and desirable trend.

The Committee Report states,

That the proposed Defense Supply and Service Administration ulti-

mately may encompass activities now employing about 150,000 em-

ployees with expenditures in the range of $6,000,000,000 to $8,000,-

000,000 annually (approximately 20 percent of the Defense budget).

• • • Between 50 and 75 percent of procurement expenditures prob-

ably will always remain in the three military departments * * • The

separate agency would be expected to assume supply responsibilities

only for commercial type items and services • • • The initial organi-

zation should be formed by transferring necessary personnel and

facilities from the military departments.

Our Task Force on Food and Clothing pointed out that

there are now 16 logistics systems operating within the De-

partment of Defense. Is it necessary to add still another one

for the exclusive handling of common-use items? Can we

assume that the staff, facilities, and expenditures of these sepa-

rate systems will be reduced in accordance with the estimated

20 to 25 percent of the total job that might be assumed by the

new Defense Supply and Service Administration?

The Committee suggests the new agency handle "food,

clothing, medical and dental suppies, fuels and lubricants,
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hardware, household and office type supplies and equipment,

commercial automobiles and vehicular spare parts." Our

task force pointed out most of these commodities are already

handled under coordinated procurement arrangements.

They were generous in their praise of existing unified military

systems which buy food, medical supplies and equipment.

Fuels and lubricants for the Armed Forces have been bought

on a centralized basis for many years. Household- and office-

type supplies and equipment and vehicular spare parts are

bought for the military services by the General Services Ad-

ministration. Except for food and clothing, the General

Services Administration is already engaged in handling all

of the common use, commercial type commodities mentioned

above plus a wide variety of other items commonly used by

both military and civilian agencies.

It is apparent the Committee did not undertake a study

of common use items in the Department of Defense. The

Task Force on Military Procurement sponsored, but did not

use, a study of "Department of Defense—General Services

Administration Supply Relationships" conducted by person-

nel representing the task force and the agencies concerned.

Significantly, this group recommended

that section 201 (a), Public Law 152, as amended, and such other

portions as may be pertinent, be reviewed to determine basically the

validity of the original concepts of that section. After such has been

determined, it is recommended that section 201 (a) Public Law 152,

as amended, be amended further to unequivocally:

1. Define common use, commercial-type items and designate spe-

cifically the categories and classes of supplies and services commonly

used by both civilian and military activities or by two or more civilian
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activities not requiring substantial alteration for adaption to military

use.

2. Assign responsibility for procurement and supply of common use,

commercial-type items to a single agency, service or department to

be exercised for Federal civilian agencies and the Department of

Defense.

3. Direct the elimination of duplication in procurement and supply

of those common use, commercial type items assigned to a single

agency, service or department.

In commenting on efforts at coordination between the

military and civilian agencies the first Hoover Commission

stated,

It is believed that, in the area of common-use items, and in those fields

where uniform policies are practicable and in the public interest, the

supply problems of the military and civilian agencies of the Govern-

ment can be successfully integrated and that simplification and

economy will thereby replace the present complex and wasteful

situation in the field of supply.

I believe this observation is just as sound today as it was in

1949, particularly after the Congress has recognized its validity

and established the General Services Administration to meet

this specific need.

In my opinion the military departments should acquire se-

lected groups of common use, commercial-type items through

the facilities of the General Services Administration thereby

precluding the establishment of another supply system in the

Department of Defense for this same purpose. I simply do

not believe that it adds to the efficiency and economy of

Government to have two agencies, one civilian and one mili-

tary, dealing in and competing with each other for the same

kind of common-use, commercial-type supply items.
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Medical Services

The Department of Defense was established to provide

policy direction, authority and control of the military depart-

ments and agencies. In Public Law 253, the Eightieth

Congress provided,

Three military departments for the operation and administration of

the Army, the Navy (including naval aviation and the U. S. Marine

Corps), and the Air Force, with their assigned combat and service

components; to provide for their authoritative coordination and uni-

fied direction under civilian control but not to merge them * * *

(emphasis supplied).

In connection with Plan No. 6 of 1953, providing for re-

organization within the Department of Defense, the President

stated:

In an organization the size of the Department of Defense, true

effectiveness with economy can be attained only by decentralization

of operations, under flexible and effective direction and control from

the center. I am impressed with the determination of the Secretary

of Defense to administer the Department on this basis and to look to

the Secretaries of the three military departments as his principal

agents for the management and direction of the entire defense

enterprise.

In the light of these policies I must also reject the Commit-

tee's recommendation to place the operation of general and

specialized hospitals of the military forces in a proposed

"Defense Supply and Service Administration." In my judg-

ment, the only common denominator in the "supply and

service" aspects of this suggestion lies in the area of common

use medical supplies and equipment.

Having served on the Committee of Commissioners that
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developed the Commission's Report on Federal Medical

Services I am sure the Medical Services Task Force never in-

tended to combine the administration of military hospitals

with a supply agency handling common use items. On the

contrary, the Medical group specifically recommended that:

(a) The military medical and hospital services within continental

United States be coordinated by assigning to a single military depart-

ment the responsibility for hospital service in a defined geographic

area and that this concept be furthered, wherever practicable, in

extracontiiiental areas;

(b) Patients of all military departments requiring highly specialized

medical care be concentrated into special hospitals, each of which will

serve the three departments;

(r) Each of the three military departments maintain a medical

center, the components of which should be a hospital, a center for

postgraduate education in military medicine, and a research institute

occupied with medical problems identified with the primary mission

of (he department; and ■

(d) The Assistant Secretary of Defense (Health and Medical) be

given authority to modify and reallocate medical care responsibilities

of the three departments in line with above.

In summary, the suggestions for establishing a "fourth

Service of Supply" and a "United Medical Administration"

are not new. They have been proposed and rejected on

several previous occasions. In my opinion they should be

rejected again.

Clarence J. Brown,

Commissioner.
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Separate Statement of Commissioner Farley

I voted for the adoption of the Report of the Committee

on Business Organization of the Department of Defense be-

cause the basic structural changes recommended in that report

seem to be pointed in the proper direction. I still believe

these principles arc sound; however, I share Commissioner

Holifield's concern about the operating mechanics of the pro-

posed changes. I trust that appropriate study will be given

to the operational details necessary to put into effect the con-

cepts upon which the report is based.

James A. Farley,

Commissioner.

Separate Statement of Commissioner Holifield

o

The Commission has endorsed, without modification, the 00

report of its Committee on Business Organization of the

Department of Defense. I voted for the report because I am

in general accord with its objectives. However, I am con-

cerned about the lack of clarity in some of the proposed

organizational and functional relationships, particularly

those regarding the Defense Supply and Service Administra-

tion.

Common Supply Agency Proposed Earlier

In recommending the creation of this new agency, the

Commission revives a longstanding and controversial pro-

posal for a single or common supply service, sometimes called
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a "fourth service" This concept figured actively in the de-

liberations of War Department planners during World War

II, when the war experience brought home forcibly the need

for unification in the defense organization.1

Thus in 1944, when the War Department advocated a

single department of armed forces, Gen. Joseph T.

McNarney, Deputy Chief of Staff, oudined before a congres-

sional committee a single department organization with a

"Director of Common Supplies Service" alongside the three

service chiefs and reporting directly to the (proposed) Sec-

retary of the Armed Forces. In General McNarney's words:

I would add to the three armed services which are united in this

single department, a fourth element, directly under the Secretary for

the Armed Forces, which would consist of the common supply services

that can be combined, and which render supply services which are not

peculiar to any one service.2

Gen. Brehon B. Somervell, drawing upon his experiences

as Commanding General of the Army Service Forces, organ-

ized in March 1942 as a major supply component of the War

Department, emphasized the importance and necessity of

unification in a broad range of administrative, service and

supply activities. He stated to the Committee:

The real integration would come about through the establishment of

a common service force within a single department of war which

would supply and service the three combatant forces on equal terms.

This would result in one purchasing agent for shoes and one system

of distributing and issuing those shoes.*

1 Sec testimony of Robert A. Lovett, Assistant Secretary of War for Air, Hear-

ings before the Select Committee on Postwar Military Policy (Woodrum Com-

mittee), House of Representatives, 78th Cong., ad sess., pt. I, p. 34.

* Ibid., pp. 34, 38.

* Ibid., p. 98.
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Questioned in Joint Chiefs Report

A special committee on Reorganization of National De-

fense, established by the Joint Chiefs of Staff and reporting in

April 1945, made this statement about a single supply agency:

Various proposals were advanced, both by witnesses before the Wood-

rum Committee and by officers appearing before the special committee,

for the establishment of a single agency to provide supply, administra-

tive, and other services for the Armed Forces as a whole. These pro-

posals ranged from recommendations that this agency should perform

all of the supply and administrative services now performed by the

Army, Navy and Air Forces for themselves to recommendations that

the agency should be strictly limited to the procurement of items used

in the same form by two or more components (common items).

After careful consideration the special committee concluded that a

single agency to provide supply, administrative, and other services for

the Armed Forces as a whole should not be established as part of the

first step of reorganization.4

The special committee of the Joint Chiefs reported further

that without immediate and far-reaching changes in existing

military organizations, the new agency would simply be an

addition to supply and administrative agencies already exist-

ing and would "necessarily create a fourth major component

in a single system."

It was suggested, however, that following the establishment

of a single defense department, and with further study and

experience, the development of mutual understanding, and

gradual changes in organization, the creation of a single

supply and service agency might be advisable. In the event

such an agency were established, the special committee bc-

'Senate Committee on Military Affairs, Hearings on S. 84 and S. 1482, 79th

Cong., 1st ten., p. 420.
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licved safeguards should be applied to insure that the agency

would be a "servant" of the Armed Forces; that the separate

forces would control the appropriated funds and have a de-

ciding voice in the kinds and amounts of supplies and equip-

ment required;and that the chain of command would run

through "operational echelons" and not through "service or

supply commands." *

A few months after the report of the special committee of

the Joint Chiefs of Staff was completed, Lt. Gen. J. Lawton

Collins, as Chief of Staff of the Army Ground Forces, pro-

posed before the Senate Committee on Military Affairs that a

Directorate of Common Supply and Hospitalization be

created in a single defense department, charged with pro-

curement of all items of common supply under the policy

direction of an Assistant Secretary for Procurement.

General Collins anticipated a gradual process of placing

items of procurement under the control of the common sup-

ply agency while maintaining single service assignments in

procurement. His plan contemplated the maintenance of

separate service forces in each military department to handle

the distribution of supplies, on the ground that distribution

was "an integral part of the military fabric." However, he

suggested that in the future some of these distribution activi-

ties might be transferred to the Director of Common Supply

and Hospitalization as well as procurements assigned to

single services.'

'Hid., p. 411.

'Ibid., pp. 156, el puiim.
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Gen. Dwight D. Eisenhower, appearing before the Senate

Committee, not as a representative of the War Department

but as a "soldier in the field," expressed his agreement with

the organization outlined by General Collins.'

Overshadowed in Unification Debate

When the Congress considered the so-called unification

legislation which led to the National Security Act of 1947,

problems of military supply management were over-

shadowed by those concerning the basic organizations and

combat missions of the Armed Forces. Little attention was

given in the congressional hearings to the possibilities of a

common supply service. General Eisenhower, as Army

Chief of Staff, did indicate that he regarded a central pro-

curement agency for the military establishment as un-

workable and untimely."

The National Security Act Amendments of 1949 strength-

ened and clarified in some respects the authority of the Secre-

tary of Defense but prescribed no new measures for unified

supply organization. In fact, the injunction in section 202

(a) of the 1947 act that the Secretary "take appropriate steps

to eliminate unnecessary duplication and overlapping in the

fields of procurement, supply, transportation, storage, health,

and research" was striken by the amendments on the as-

11bid., p. 365. Genera! Eisenhower took exception only to an item concerning

the role of the proposed Chief of Staff.

'House Committee on Expenditures in the Executive Departments, Hearings on

H. R. 1319, 80th Cong., 1st sess., p. 306. General Eisenhower's comment was

made in reply to a question by Representative Carter Manasco who was also a

member of the first Hoover Commission.
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scrtion that it was unnecessary in the light of the broadened

authority conferred generally upon the Secretary.'

Discussed by First Hoover Commission

The Task Force on National Security Organization of the

first Hoover Commission, under the chairmanship of

Ferdinand B. Eberstadt, whose findings were embodied to a

substantial extent in the 1949 amendments, opposed a single

supply agency in these words:

The overwhelming weight of evidence presented to the Committee

was against the formation at this time of a single, centralized procure-

ment agency for all three services.10

By contrast, the report of the Task Force on the Federal

Supply System of the first Hoover Commission, prepared

under the direction of Russell Forbes, recommended that the

Munitions Board be authorized, not only to integrate military

supply organizations and procedures, but to suggest at the

proper time a Department of Supply for the military services

comparable in function to the Central Supply Organization

proposed for the civilian agencies.11

Chairman Hoover, in his appearance before the Senate

Committee considering the 1949 amendments to the National

Security Act, indicated that further experimentation was

'House Committee on Armed Services, Hearings on S. 1843 (No. 95), 81st

Cong., 1st sess., pp. 2812 ff.

"Task Force Report on National Security Organization (appendix G), January

1949. P- 5°-

"Task Force Report on the Federal Supply System (appendix B), January 1949,

p. 28.
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needed along this line. The objective set by Mr. Hoover

was this:

That articles of common use of all departments and all phases of the

Government ought to be bought in one place and distributed from one

organization; that articles involving specialized knowledge and special

purposes of the different departments should be procured by those

departments.1*

Opposed by General Eisenhower

In November 1951, General Eisenhower, as Commander

in Chief, Supreme Headquarters, Allied Powers in Europe,

stated explicitly to the Bonner Subcommittee his opposition

to a common supply service.

With reference to my views on a common supply service or similar

organization, I will say that at the end of World War I, I was greatly

impressed by the philosophy of a man under whom I served who felt

that a common supply service was the most satisfactory way of

approaching this problem. However, after getting more experience

and seeing some of the possible weaknesses in that type of organization,

I have come to the conclusion that it would be better to develop what

we now have along proper lines, and with proper authorities vested in

the Secretary of Defense, than to adopt the idea of a fourth service.1*

General Eisenhower suggested that the Secretary of De-

fense "might well have a civilian Assistant Secretary to look

after the development and improvement of our military

supply system, but I am not in favor of having such an

assistant placed by law in direct control of the supply organi-

u National Security Act Amendments of 1949, Hearing before the Senate Com-

mittee on Armed Services, 81st Cong., 1st sess., p. 138.

"Federal Supply Management (Overseas Survey), Conferences held by a Sub-

committee of the House Committee on Expenditures in the Executive Depart-

ments, 82d Cong., 1st tat., p. 1264.
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zations in each of the military services, nor should his powers

and detailed duties be prescribed by legislation."

He cautioned the subcommittee to go slow on legislation

and proposed that.the Secretary of Defense and the Assistant

Secretary for Supply be allowed to live with their jobs for

3 or 4 years before further legislation in the supply field was

considered."

Some months after General Eisenhower's testimony, Secre-

tary of Defense Robert A. Lovett testified before the same

subcommittee regarding its report: ™

You have pointed out that the supply system in the Department of

Defense consists of three separate systems which have not been suc-

cessfully integrated under the Munitions Board. You do not recom-

mend establishment of a "fourth service or department of supply."

In that I wholly concur. Not only does it coincide with General

Eisenhower's judgment but it is supported by civilian experts, includ-

ing the Eberstadt committee. That committee advocated strong cen-

tral control by the Secretary of Defense in the policy field, but opposed

as unworkable further extension of his operational and administrative

responsibilities.1*

Reorganization Plan No. 6 of 1953, submitted to the Con-

gress by President Eisenhower, was presented as a means of

strengthening further the authority of the Secretary of De-

fense for the purpose of achieving unification. The plan

abolished the Munitions Board and several other statutory

l*lbid., p. 1265.

Federal Supply Management (Overseas Survey), 16th Intermediate Report of

the House Committee on Expenditures in the Executive Departments, 8ad Cong.,

2d sets., H. Rept. No. 1994.

Federal Supply Management (Air Force Supply—Munitions Board), Hearings

before a Subcommittee of the House Committee on Expenditures in the Executive

Departments, 82d Cong., 2d scss., p. 4.

112

agencies in the Department of Defense, and vested their func-

tions directly in the Secretary. At the same time a corps of

assistant secretaries was established to act in a staff capacity

to the Secretary "without imposing themselves in direct line

of responsibility and authority between the Secretary of De-

fense and the Secretaries of the departments." 17

Supply Improvements Retarded by Reorganization

Plan No. 6

In theory, Reorganization Plan No. 6 was designed to,

among other things, overcome the difficulties encountered by

the Munitions Board in directing the military departments

to improve their supply operations and procedures. In fact,

under the pretext of giving the Secretary of Defense greater

authority, it has surrounded him with a cumbersome and

impotent organizational structure which prevents him from

effectively exercising his authority over the military services.

There are now 9 Assistant Secretaries of Defense and a

General Counsel of the same rank, all of them staff officers

with no line authority, all of them subordinate to the three

service Secretaries. The Secretary of Defense can only de-

pend on his assistants to get action through unanimous agree-

ment with the services rather than through executive

direction.

It has been manifestly impossible for the Assistant Secre-

taries to achieve any noteworthy accomplishments, for they

have no authority to act when they cannot get consent from

"H. Doc. 136, 83d Cong., 1st sess.
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the military services. The inability to direct and the natural

reluctance of assorted Assistant Secretaries to keep running

to the Secretary of Defense with their troubles makes the

much-advertised "teamwork" arrangement a farce. The

assistants grind out^ meaningless documents while the military

departments go their own separate ways." Even the chair-

man of the Munitions Board had acquired greater authority

by law and agency charter to direct the military services in

supply matters1* than is now evident in his successor, the

Assistant Secretary for Supply and Logistics.

The Commission report scores the confused assignment of

responsibilities among the Assistant Secretaries and other

deficiencies in administration which add up, in my opinion,

to a severe indictment of the lack of progress in Department

of Defense management since Reorganization Plan No. 6 of

1953 went into effect.

Unfortunately, the Commission report gives general ap-

proval to the advisory role of the Assistant Secretaries. The

Task Force on Food and Clothing regarded this lack of

authority as a serious defect and proposed that it be remedied

by a modification of Reorganization Plan No. 6.M

"See the Hearings on the Hoover Commission Food and Clothing Report be-

fore a Subcommittee of the House Committee on Government Operations (Dawson

Subcommittee), 84th Cong., 1st sess.

"Federal Supply Management (Air Force—Munitions Board) Hearings before

a Subcommittee of the House Committee on Expenditures in the Executive De-

partments, 8ad Cong., 2d sess. Exhibits 1 and 1 (pp. 175 ff.) contain the

explanation and text of the latest Munitions Board charter affirming the "power of

decision" in the chairman.

"Hoover Commission Task Force Report on Food and Clothing, April 1955,
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Other Backward Steps Since 1953

The Commission report might well have noted other retro-

gressions since 1953 from the concept of unified supply op-

erations. These include the discontinuance of studies initiated

by the Munitions Board in 1951 for determining the feasibility

of procurement, distribution, storage and issue of common

supplies by a single department;a the renewed emphasis

on separate department supply systems in place of efforts to

achieve defense-wide integration;" the repudiation of the

successful results of the Alameda Supply Support Test;" the

abandonment of the Joint Textile and Apparel Procurement

Agency;" and the withdrawal of the Department of Defense

"The studies were initiated by DOD Directive 4100.1, 17 July 1951 and can-

celed by DOD Directive 4100.3, December 3,1953. *

"Memorandum of November 13, 1953 by C. S. Thomas, Assistant Secretary of M

Defense for Supply and Logistics, reprinted as appendix E of section I, Hoover

Commission Task Force Report on Food and Clothing, April 1955, p. 114. The

task force report (p. 87) refers to the Thomas memorandum as being "in complete

disregard" of a Department of Defense Directive issued in accordance with appro-

priation law requirements. At the hearings of the Dawson Subcommittee, Thomas

P. Pike, Assistant Secretary of Defense for Supply and Logistics, took a contrary

position. At the same hearings Mr. Thomas could not recall any previous direc-

tives bearing on the subject of his memorandum.

"The Alameda Test was initiated by DOD Directive 4100.5, December 29,

1951 and disestablished by DOD Directive Transmittal 54-128, November 19,

1954. The Navy regarded the test as "one step nearer a single-supply service"

and strongly opposed it as a "backdoor route" to such a service. Military Supply

Management Program, Hearings before a Subcommittee of the House Committee

on Government Operations (Riehlman Subcommittee) 83d Cong., 1st sess., p. 33.

The Hoover Commission Task Force Report on Federal Medical Services (p. 65)

stated that: "Our study of the entire Alameda test leads us to the conclusion that

this unified operation has been abundantly successful, efficient and economical."

"The Joint Textile and Apparel Procurement Agency was esablished by DOD

Directive 5154.4, June 18, 1952. The Congress in section 648 of the Defense

Appropriation Act of 1954 (Public Law 179, 83d Cong.) cut off the funds of the

joint agency after the Navy maintained that participation in the agency would
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from overall General Services Administration jurisdiction in

certain supply areas.28

The Commission's recommendation for a new Defense

Supply and Service Administration is based on the premise

that all past or present efforts to "coordinate" common supply

and service activities (single service or joint agency procure-

ment, cross-servicing, etc.) have been inadequate; that "the

highest degree of integration would result from the creation

of a separate agency, within the framework of the Depart-

ment of Defense, to serve all departments equally in purchas-

ing, inventory control and distribution to the end of the

wholesale pipeline."

This proposal not only cuts squarely across interservice

rivalries and well-entrenched concepts of departmental auton-

omy and self-sufficiency, but it challenges the stated De-

partment of Defense policy. Thus, Charles S. Thomas, as

Assistant Secretary of Defense for Supply and Logistics, issued

a memorandum of 13 November 1953 which recites, among

double its administrative cost for that particular procurement activity. Opposition

to a fourth service of supply was again registered by the Navy. House Committee

on Appropriations, Hearings on the National Defense Appropriation Bill (Navy)

for fiscal 1954, 83d Cong., 1st scss., pp. 552, 561.

18 Under section 201 (a) of the Federal Property and Administrative Services

Act of 1949 (Public Law 152, 81st Cong.), as amended, the Administrator of

General Services is authorized to prescribe policies and methods of procurement

and supply, to operate warehouses and other facilities and to procure and supply

property for other executive agencies. The proviso is entered that the Secretary

of Defense may from time to time exempt the military establishment from GSA

authority in this field, unless the President otherwise directs. In a memorandum

of July 1, 1949, President Truman ordered the Secretary of Defense not to exempt

the military establishment from the aforesaid provision of Public Law 1 52. That

memorandum was revoked by President Eisenhower in a memorandum dated

June 8, 1954.
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other things: "There is no present, or intended, or desired,

plan for the establishment by direction or indirection of a

fourth Department of Supply or to divide commodity seg-

ments among departments."

Whether the new agency, if established, would be able to

meet in significant measure long-sought objectives for unified

supply administration depends largely upon the definition

of its authority and the backing of the Secretary of Defense

in the exercise of that authority. The Commission report

leaves much to be desired in describing the duties and respon-

sibilities of the proposed new agency.

Definitions of Common-Use Items Should Be Broadened

It is stated, for example, that "the commodities and services

placed in a separate agency should be of a commercial type

commonly used in the civilian economy." This designation,

in my opinion, is altogether too restrictive. Supplies and

equipment, including spare parts, in many categories have

common use within the three military departments but are

not necessarily used in the civilian economy. To exclude

these from the control of the common supply service would

limit the effectiveness of the new agency and indeed, as Com-

missioner Brown indicates, make it little more than a service

unit to perform functions which could be easily performed

by the General Services Administration.

By showing a reasonable degree of cooperation, the mili-

tary departments could have arranged with the General Serv-

ices Administration to meet their requirements for numerous
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services and for supplies and equipment readily procured

from commercial sources." Such cooperation has been no-

ticeable by its absence, except for the willingness of the Air

Force, as the newest of the military departments, to call upon

the General Services' Administration to an increasing extent

in this field.

Under a narrow and limiting concept of the role of the

proposed new Defense Supply and Service Administration,

it could easily become a device by which the Department of

Defense cuts loose completely from the General Services

Administration.

Under a broad and expanding concept of the proposed new

agency's role, I can envisage that the procurement and dis-

tribution of ordinary commercial supplies could be progres-

sively turned over to the General Services Administration,"

while the Defense Supply and Service Administration could

become the focal agency within the Department of Defense

for centralizing the supply of goods and services having com-

mon military application and now dispersed among three

departments and a multitude of technical bureaus and

agencies.

The organization charts in the Committee report place the

new agency on a level with the three military departments as

"See Field Conferences on Federal Supply Management, part III, Hearings

before a Subcommittee of the House Committee on Expenditures in the Executive

Department (Bonner Subcommittee), 82d Cong., ad scss., pp. 548, ff.

The first Hoover Commission reported that many items of common use, if

purchased and stored by military or civilian agencies (but not both) would result

in major savings. Report on Office of General Services: Supply Activities,

February 1949, p. 43.

118

a "fourth service." It is described in the text as having "the

status of an additional operating arm of the Department of

Defense subject to policy direction and coordination by the

Office of the Secretary of Defense in the same manner as the

three military departments." The agency would be headed

by an Administrator appointed by the President.

According to the report, "the Administrator would estab-

lish a series of commodity divisions, each responsible for a

related group of items which lend themselves to integrated

management." Also the agency would store and issue sup-

plies in designated classes "throughout the wholesale depot

system both in the United States and overseas." This brief

description in the committee report leaves unanswered a host

of important questions.

Status of New Agency Should Be Clarified

As an agency ostensibly coordinate with the three military

departments, would the new supply service simply buy and

store at their request or would it be empowered to prevent

these departments from setting stock levels that are too high

and from ordering excessive quantities of goods? Further,

would the agency be empowered to direct the redistribution

of excessive stocks?

These questions are pertinent because the Commission re-

port, in justifying the new agency, cites as deficiencies of

existing joint or single service procurement arrangements the

inability of the purchasing service "to evaluate procurement

requests or to take steps to redistribute excess stocks."
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If the new agency is to share in supply management re-

sponsibilities, how would they be allocated as between the

Administrator of the Defense Supply and Service Adminis-

tration, the Assistant Secretary for Logistics in the Depart-

ment of Defense, and the Assistant Secretary for Logistics in

each of the three military departments?

To what extent would the new agency control the depot

system of the three military departments in exercising its

storage and inventory control functions? Is it contemplated

that parallel depot systems would be maintained with com-

mon supplies under the control of the new agency and

technical supplies under the control of the respective military

departments?

Furthermore, would the new agency be empowered to take

control of common supplies and services now handled by the

various technical services and bureaus of the three military

departments? What supply functions would the technical

services and bureaus continue to perform? Would they

maintain the same supply installations even if some common

items were removed from their jurisdiction?

Since the supply responsibilities of the new agency are to

stop at the "wholesale pipeline," what mechanisms would be

required to control inventories and redistribute excess supplies

accumulated at the "retail level," namely posts, camps and

stations?

To what extent would supply accounting and reporting

procedures have to be standardized throughout the military

establishment to enable the new agency to do its work? The
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lack of standardization in basic procedures is cited in the

Commission report as a reason for the inadequacy of single

service assignments.

In the event of conflicts between the new Administrator

and the Secretaries of departments, what mechanisms would

be required for expeditious resolution of disputes?

Finally, in the event the Congress does not accept the Com-

mission's recommendation to enact legislation establishing

the new agency, does the Secretary of Defense have sufficient

authority to establish the agency by virtue of his authority "to

transfer, reassign, abolish, or consolidate functions" within

the Department of Defense?

Had the Committee on Business Organization analyzed in

detail the role of the proposed new agency and more carefully

defined its place in the military establishment, I believe that

it would have a better chance of acceptance. It is well to

understand that the proposal will encounter active opposition

in some quarters and, if adopted, could be reduced to

ineffectiveness by hard core military resistance and failure

of the Secretary of Defense to give the agency strong support.

Chet Holifield,

Commissioner.

Separate Statement by Commissioner McClellan

I recognize fully the need for better coordination of the

supply systems of the military services—particularly for the

purchasing of common-use items. However, I am not con-

vinced that the creation of a Supply Service in the Depart-
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ment of Defense of the magnitude the Commission pro-

poses—on a level with the Departments of the Army, Air

Force and Navy—is either necessary or warranted, particu-

larly since the General Services Administration was estab-

lished by the Congress to accomplish the same purpose. Nor

do I see the justification for giving this proposed Supply Serv-

ice the responsibility for the operation of general and special-

ized hospitals of the military services. I believe, therefore,

that these recommendations (Nos. 8 through n of the Com-

mission Report) should be reexamined most carefully before

any action is taken upon them. ■

John L. McClellan,

Commissioner.

APPENDICES
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Appendix A

Summary of Recommendations on

Business Organization of the

Department of Defense Contained

in Task Force and Subcommittee

Reports

This appendix consists of brief summaries of 13 Hoover

Commission task force and subcommittee recommendations

as they relate to the business organization of the Defense De-

partment. These summaries are intended to provide an out-

line of principal conclusions, and do not indicate that this

committee necessarily endorses all of their recommendations.

Many recommendations, particularly those affecting pro-

cedures and methods, have not been included.

The commission divided its studies among 18 working

groups—the 13 reports reviewed here are those which were

of major significance to this committee. Not included in this

appendix are reports on Overseas Economic Operations,

Water Resources and Power, Lending Agencies, Paperwork

Management, and Intelligence Activities.

Task Force on Budget and Accounting

The comptrollers should be responsible only to the Secre-

tary, or a designated Assistant Secretary. Concurrent re-
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sponsibility to the Chief of Staff should be discontinued.

Comptrollership is essentially a business function, and con-

trol of finances is an essential part of the concept of civilian

control of the military establishment.

In selection of individuals—whether military or civilian—

for comptrollership positions, broad accounting experience

and competence should be the requirements. The most im-

portant ingredient in solving Department of Defense prob-

lems is competent people. There should be greater career

incentives for civilian personnel. There has been a failure

to recognize the need for military career specialists. The

present policies governing rotation of duty and promotion

systems must be revised if properly qualified officers are to

be available.

Other recommendations relate to cost-based budgeting,

appropriations based on estimated annual accrued expendi-

tures, simplified allotment accounting, improved accounting

and financial reporting systems, and other measures for more

effective financial management. These proposals affect all

agencies, but their greatest usefulness is in the Department

of Defense where the lack of financial information has the

most far reaching consequences.

Task Force on Legal Services and Procedure

Supervisory authority over all legal staffs and services

within the Department of Defense should be vested in a

General Counsel with rank as Assistant Secretary. Legal

services to the Office of the Secretary of Defense should be

furnished by a legal staff directed by the General Counsel.
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The General Counsel of each military department should

rank as Assistant Secretary and, under professional supervi-

sion of the General Counsel of the Department of Defense,

should have responsibility for, and direction of, all legal

services within such department. The assignment of attor-

neys to corps, commands, posts or offices (other than within

the several Judge Advocate General's Corps), should be

subject to his approval.

Each Judge Advocate General should be responsible to the

General Counsel of his department for (i) the administration

of military justice, (2) legal work performed by uniformed

lawyers, in connection with military matters, and (3) other

legal work assigned by the General Counsel.

The General Counsel of the Department of Defense, as

Chairman, and the General Counsels and Judge Advocates

General of the military departments should constitute a Legal

Coordinating Committee to coordinate legal services, includ-

ing the assignment, transfer, and grouping of lawyers,

throughout the Department of Defense.

The legal career service for civilian attorneys in the Depart-

ment of Defense should be developed and supervised by a

Civilian Legal Personnel Committee having tenure and con-

tinuity. Each military department should have a Judge Ad-

vocate General's Corps and develop a program for career

military legal service.

Task Force on Federal Medical Services

The Office of the Assistant Secretary of Defense (Health

and Medical) should be strengthened by adding a civilian
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Deputy Assistant Secretary, and augmenting the small tech-

nical and analytical staff.

Hospital service responsibility for a regional area should be

assigned to a single military department in the continental

United States, and overseas where practicable. Specialized

hospitals should serve all three departments. Each military

department should maintain a medical center, to include a

hospital, a center for postgraduate education in military medi-

cine, and a research institute. The Assistant Secretary of

Defense (Health and Medical) should be given authority to

reallocate medical care responsibilities of the military depart-

ments in these respects.

Each of the departmental Surgeons General should be

given comparable authority to include (i) technical and

management control of all medical activities, (2) assignment

control of all medical service personnel, and (3) funds control.

The training programs for interns and residents, for other

physicians and dentists on active duty, and for reserve officers

not on active duty should be strengthened, and be planned

and directed from the medical center of each service, using

selected military and civilian hospitals for special training.

Joint procurement of medical supplies for the entire Fed-

eral Government should be assigned to a single agency. Two

systems should be established within the Federal Government

for integrated storage and distribution of medical supplies:

(1) a military system for the Army, Navy, Air Force, Coast

Guard, and Federal Civil Defense Administration; and (2)

a civilian system for all other agencies, to be administered by

the Veterans Administration.
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Task Force on Personnel and Civil Service

Political executives represent the policy of the President.

Career administrators have knowledge based upon under-

standing of Government and competence to give Government

operations continuity. As a general rule, the line of distinc-

tion between these two roles can be drawn between the

departmental management and bureau management, with

political executives above the line. Heads of departments,

deputy heads and Assistant Secretaries are clearly political

executives. The number of political executives should be

increased. There is a definite shortage of individuals with

the right sort of ability for these positions. Employers should

make it easier for their executives to serve. Larger salaries

should be paid to offset discrepancies between Government

compensation and industry. The salary level for Assistant

Secretaries should be increased from $15,000 to $25,000 a year

and the compensation of other political executives raised

correspondingly.

There should be established a senior civil service with a

strength of about 1,500 initially and 3,000 eventually. Rank

would follow the man rather than the job. Members would

be under obligation to serve where needed, and could be

shifted without loss of pay or status. Compensation would

run from the GS-15 level to the rate for Under Secretaries.

The system would be administered by a Senior Civil Service

Board which would make selections, review individual prog-

ress and make promotions.

A program for training and executive development goes
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hand in hand with the senior civil service. Each agency

should have a definite program. Each bureau should have

a panel to review progress of trainees. Outside assignments

in industry and other governmental systems should be used.

Executive development must be governmentwidc to supply

managerial talent for the Government as a whole. Agency

programs should have common features.

Other improvements in large scale personnel practice were

proposed such as in performance rating, position classifica-

tion, and veterans' preference.

Task Force on Procurement

The Secretary of Defense should create in his Office a

civilian position with sufficient stature and authority to insure

the establishment and maintenance of effective planning and

review of military requirements. This official would, on

behalf of the Secretary: maintain active liaison with the

National Security Council, the Joint Chiefs of Staff, and their

staffs; coordinate all guidance provided at the Office of the

Secretary of Defense level to the military departments cover-

ing the preparation of requirements programs; and, provide

for a system of effective review and analysis of defense plans

and requirements computations.

The Assistant Secretary of Defense (Supply and Logistics)

should direct a thorough evaluation of all existing coordi-

nated purchase assignments and effect improvements in

operations under such assignments.

The Secretary of Defense should designate the Assistant

Secretary of Defense (Supply and Logistics) as the official of
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primary interest in establishing Department of Defense poli-

cies for the reporting and managing of inventories. The

Assistant Secretary should initiate departmentwidc projects,

and should establish policies to assure that the distribution

policies and systems within each military department arc

followed uniformly on a worldwide basis within mission

limitations.

The Secretary of Defense should formally establish a top

procurement policy council with the Assistant Secretary of

Defense (Supply and Logistics) as its authoritative and re-

sponsible chairman and with the other members being the

Procurement Secretaries of the military departments.

The Secretary of Defense should establish a policy requir-

ing each military department to develop and assign career-

trained personnel to technical and executive posts throughout

the field of procurement management.

Task Force on Real Property

There should be established a uniform system of Federal

real property management in the executive branch of the

Government. Within the Executive Office of the President

there should be created the necessary organization to formu-

late policies, procedures and standards for the control of

Federal real property management, including systems of

reporting, accounting, and inventory records, fiscal proce-

dures and agency coordination. There should also be created

in the Executive Office of the President an Office of Public

Works Coordinator which would be responsible for estab-

lishing policies, procedures, and standards for the enginecr-
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ing design and construction phases of Federal real property

management, and for coordinating and evaluating plans for

public and civil works programs prior to their submission

to the Congress for authorization.

The responsibility and authority for real property manage-

ment in the Department of Defense should be vested by law

in the Secretary of Defense, and the Secretary should be

authorized to redelegate to the military department Secre-

taries responsibility for management of operations of real

property. The National Industrial Reserve Act of 1948

should be amended to provide that the management respon-

sibility for all Government-owned or -leased industrial prop-

erties now classified in the National Industrial Reserve, and

for all the machine tools and equipment classified in the

National Industrial Equipment Reserve, be returned to the

Department of Defense by the General Services Administra-

tion; and that the responsibility for supervising the manage-

ment of industrial properties be vested in the Secretary of

Defense, with responsibility for the management of the oper-

ation of industrial properties delegated by the Secretary of

Defense to the Secretaries of the military departments.

There should be established by the Secretary of Defense a

Joint Board for Real Property Management. This Board

would be composed of the Assistant Secretary of Defense

(Properties and Installations) as Chairman, and three mem-

bers appointed by the Secretaries of the military departments

with delegated authority for action in their behalf. The

Chairman should have the power of final decision, subject to

appeal by the members to the Secretary of Defense in case
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of dissent. The Board would be vested with responsibility

and authority for developing policies and regulations to gov-

ern real property management. The Board should study the

organization, personnel, legal, and financial problems of

real property management in the military departments and

formulate recommendations for action.

The Assistant Secretary (Properties and Installations)

should have a staff to act as a Secretariat for the Joint Board

for Real Property Management; and, in behalf of the Board,

to make inspections of operations in the military departments

to determine compliance with real property management

regulations of the Department of Defense.

Task Force on Food and Clothing (Food)

The Army Quartermaster General, or a food subsistence

agency patterned after that organization, should be assigned

responsibility for performing all major functions necessary for

the acquisition and distribution of food for the Armed Serv-

ices. Food subsistence inventories should be financed through

a single stock fund managed by the food subsistence agency.

Storage depots should be given an area distribution mission

and be operated and maintained by the custodian military

service, but under management control of the subsistence

agency. Procedures for storage, accounting, inventory con-

trol, and other mechanics of operation, should be standard-

ized. The Secretary of Defense, through the Assistant Secre-

tary of Defense (Supply and Logistics), should develop a

definitive charter within the framework of these principles,

to delineate authority and responsibility, and to establish a
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committee consisting of representatives of all the services, to

advise the Assistant Secretary on food matters but without

delegating the power of decision by the Assistant Secretary.

A uniform radon law should be enacted to authorize the

Secretary of Defence to prescribe uniform rations and special

rations for the military services. The preparation and service

of food should be integrated with other food supply functions

under one responsible authority in each military service.

A military career service in food supply and preparation

should be established in each of the Armed Services. The

authority and responsibilities of civilian personnel should be

broadened and unnecessary military counterparts eliminated.

Task Force on Food and Clothing (Clothing)

Reorganization Plan No. 6 should be modified to have the

Assistant Secretaries of Defense operate direct with the mili-

tary departments, making them responsible for directing im-

plementation, and enforcing uniform administration, of

Department of Defense directives.

The Department of Defense should effect within its central

organization supervision and control of the clothing "pipe-

lines" as far as the depot level. A director of clothing should

be established, reporting to the Assistant Secretary of Defense

(Supply and Logistics), with responsibility for all aspects of

clothing supply. The director of clothing should have on his

staff an inventory controller.

A counterpart of the director of clothing should be estab-

lished in each military department. There should also be

counterpart inventory controllers in each service and at distri-

134

bution points. The department clothing directors should act

as an advisory board to the director of clothing, who will have

authority of decision. The director of clothing should

monitor research activities.

The Quartermaster Corps of the Army, or an agency closely

patterned after that organization, should procure all clothing,

textiles, footwear and related items, for all services. A single

working fund should be established, and the administrative

costs of the purchasing office met out of the working fund

through surcharges. Cross-servicing should be established

at depot level for common clothing items, retaining the

present separate depot systems.

Career development plans for both military and civilian

personnel should provide for assignments in either general

supply management or a particular specialty. Training

should be developed for all levels in the clothing supply

system The duration of assignments should be lengthened.

Military personnel specializing in logistics should have career

promotional opportunities equal to those for the combat arms.

Task Force on Use and Disposal of Surplus

Property

The Department of Defense should provide an adequate

staff for the inspection, condition coding, and condemnation

of personal property and establish clearly denned policies and

uniform procedures to coordinate these functions. A group

of merchandising experts should be established in the Office

of the Assistant Secretary of Defense (Supply and Logistics)

to assist the various disposal staffs throughout the Depart-
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mcnt in the analysis of disposal inventories, in market

analyses, in the selection of methods of sale, and in the

coordination of disposal policies and procedures.

Responsibility should be placed in the Office of the Assist-

ant Secretary of Defense (Supply and Logistics) for the

inventory of machine tools and production equipment in the

Industrial Equipment Reserves of the military departments,

and for the coordination of such reserves with those held in

Government-owned or -leased industrial plants which, as a

production entity, are considered real property.

Subcommittee on Business Enterprises

All air transportation of a logistical nature should be cen-

tralized under one command. This would require merger

of the Military Air Transportation Service (MATS—Air

Force), the Fleet Logistics Air Wings (FLOGWINGS—

Navy), the Air Materiel Command's Airlines Service

(LOGAIR), the Navy's Transcontinental Charter Air Serv-

ice (QUICKTRANS) and all other military airline opera-

tions not having direct tactical responsibility. This central-

ized command should furnish air transport service only over

routes that cannot be serviced by United States private

airlines.

The Military Sea Transportation Service should operate in

its nucleus fleet only those vessels needed to carry the mini-

mum supplies needed by the armed forces abroad which

cannot be carried by United States commercial vessels.

The Panama Railroad and the Panama Steamship Lines

should be discontinued.
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Subcommittee on Depot Utilization

The Secretary of Defense should exercise positive control

over the location, construction, assignment, and utilization

of all Armed Service storage facilities. The Secretary of

Defense and the Secretary of each military department should

maintain a current inventory of all space under his jurisdic-

tion, used or usable for storage.

An inspection force, skilled in supply operations, should

be established in the Office of the Secretary of Defense to in-

spect storage installations periodically and report on compli-

ance with Department of Defense directives. Procedures

must also be provided for prompt corrective action.

Interdepartmental cross-servicing of facilities should be

encouraged. Establishment of uniform methods, operating

procedures and reporting systems should be accelerated.

A uniform system of accounting for storage operations

should be established for comparison of costs and efficiency

of individual operations. The system should provide for

realistic comparison with commercial charges for like

services.

The law governing transfers of storage facilities between

the military departments should be amended to clear the

way for ready transfer.

Subcommittee on Research Activities

The present organization plan in the Office of the Secre-

tary of Defense for 2 Assistant Secretaries, 1 for Research and

Development and 1 for Applications Engineering, should

be studied for possible merger into one office.
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The authority of the Secretary to withhold funds should

be fully used to promote integration and effectiveness in de-

partmental programs. Unwarranted duplication should be

prevented at time of standardization for production. The

Weapons Systems Evaluation Group should be shifted to

contract operation and expanded by the Assistant Secretary

to adequate size. The level of identified basic research is

too low and should be significantly increased.

A separate Assistant Secretary is needed in each depart-

ment, restricted to research functions, trained in science and

technology, and experienced in the operations and adminis-

tration of research and development. Each Assistant Sec-

retary should have a small staff, similarly trained and

experienced.

The military departments should make a realistic examina-

tion of their growing needs for technical officers, and expand

their programs as necessary to provide officers trained in

research and development. Rotation of officers should be

limited to technical assignments and the length of assign-

ment increased. Higher levels of compensation for civil

service professional employees should be established, with a

material increase in the number of higher level positions.

Subcommittee on Special Personnel Problems in

the Department of Defense

There are circumstances that discourage able executives

from serving as secretaries, deputy secretaries, and assistant

secretaries. As recommended by the task force on personnel

and civil service, compensation for Assistant Secretaries

138

should be about $25,000 a year, with salaries for other secre-

tarial positions fixed accordingly. Conflict of interest laws

should be reviewed for the purpose of simplification and

clarification; having an appointee take an oath not to partici-

pate in decisions involving his company or financial interest

should make the divestment of ownership in companies un-

necessary. Efforts should be made to develop executives for

the secretarial level, through planned use of schedule C posi-

tions, and promotion from one secretarial level to another.

Competent career staffs must be provided for support and

continuity.

Criteria should be developed for staffing support activities

so as to delineate clearly the management and technical jobs

to be filled in general with military officers and those to be

filled with civilians. Military personnel would be assigned

to positions in (1) combat-related support activities and in

organizations essential to the functioning of operational forces

exposed to potential enemy action, (2) supplier-related activi-

ties necessary for training for combat-related support, and

(3) to provide user experience for supplier-related support

activities. Civilians could function (1) where skills usual to

the civilian economy are required, (2) where civilians can

better provide continuity of management and experience, and

(3) at fixed support activities.

A planned military career service should be established in

specific support areas, and assignment and rotation made

within those areas. The 2-year average tenure of officer per-

sonnel in support activities is too short for either efficient

management or effective training. More equitable promo-
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tional opportunities should be available in support activities,

and compensation in the upper grades should be more com-

parable with private life.

Career civilian management personnel should have greater

promotional and training opportunities in support activities.

Compensation in the upper grades should be more nearly

comparable with private life. The present civilian personnel

system has not developed the management personnel needed.

The proposed senior civil service would provide a top career

group for the management of support activities.

Determination of numbers and types of manpower at

every organization level should be associated with the respon-

sibility for personnel administration. More adequate plans

should be developed for rapid staffing in time of war.

Subcommittee on Transportation

The management of traffic and transportation in the De-

partment of Defense should be administered by an official at

the Assistant Secretary level. This official should have nec-

essary authority to direct all traffic management activities—

passenger and freight—in the military services, including the

development of organizational combinations, issuance of

policy directives, supervision of placement and training of

key civilian personnel, rate negotiations and routing policy,

and controlling policy for use of military commercial-type

transportation. This official should have enlarged budg-

etary power, and closer liaison with the Assistant Secretary

(Comptroller) in development and approval of the trans-

portation section of the defense budget.
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The officer rotation policies of the individual services

should be carefully examined by the Department of Defense

from the standpoint of their effect upon traffic management.

A central auditing organization for transportation billing

for all the military services should be established. The pres-

ent program of the Military Air Transportation Service to

install a new system of accounting should be completed, and

more accurate cost data developed before applying an indus-

trial fund plan.

The Military Air Transportation Service should be made

the real logistics air arm of the Department of Defense by

consolidating under it all the separate transport-type activities

of the other services. Peacetime operations should be limited

to the level necessary to maintain minimum war readiness.

The effect of the nucleus fleet concept of operations for the

Military Sea Transportation Service should be reevaluated

under the established national maritime policy. There can-

not be 2 American merchant marines, i military and i civil-

ian, operating independently and, at times, toward divergent

ends.

Operation of the Panama Railroad should be discontinued,

on the basis primarily of Department of Defense conclusions

that it is not justified by defense considerations, and since its

remaining traffic can be absorbed by canal and highway. The

Panama Steamship Line also should be discontinued.

141

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



Appendix B

Steps in the Development of

Department of Defense Organization1

There have been five important milestones in the evolution

of the Department of Defense as it is known today. These

milestones are:

1. Establishment of civilian supervision by the Constitution

and in President Washington's first Cabinet.

2. The steps leading up to unification.

3. Passage of the National Security Act of 1947, unifying

the three military services into a Federal National Military

Establishment.

4. The changes made in the National Security Act in 1949,

strengthening the position of the Secretary of Defense.

5. Reorganization Plan No. 6 of 1953, which further

strengthened the position of the Secretary of Defense and

started a trend toward functional "vice presidents" in the

Office of the Secretary of Defense and the three departments.

Constitutional Provisions

The Constitution provided that "The President shall be

Commander in Chief of the Army and Navy of the United

States, and of the Militia of the several states, when called

into the actual service of the United States; * * *" It has

1 Exhibit Ft- 1 charts this development.
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been clear from the beginning that the President is the mili-

tary head, as well as policy head, of our national defense

forces. The principle of civilian leadership was extended to

the Cabinet level when President Washington formed his first

Cabinet and appointed a civilian Secretary of War. In form-

ing the Department of Defense, a civilian executive structure

was placed at its head and at the head of the three component

military departments, continuing the history of civilian

leadership.

Beginnings of Unification

During World War II, President Roosevelt appointed

Admiral William D. Leahy as his personal Chief of Staff.

Admiral Leahy assisted the President in coordinating the

military efforts of the two separate departments, War and

Navy. While he had no command functions, the creation

of his position was the first step toward unification. Toward

the end of the war, there was much talk of the need for

unification, encouraged by the success of unified commands

of ground, air, and naval forces.

After the war, attention continued to be focused on uni-

fication and there was much public debate on the subject.

Secretary of the Navy James Forrestal appointed Mr. Ferdi-

nand Eberstadt in June 1945 to make a study addressed

principally to the question, "Would unification of the War

and Navy Departments under a single head improve our

national security; and, what should be the form of postwar

organization for Defense?" The recommendations of the
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Eberstadt Report actually became the foundation on which

the National Security Act of 1947 was built.

Secretary Forrestal proposed a federation of the two exist-

ing military departments and a third, a Department of the

Air Force. He felt that the military organization was so

huge and diverse that it could operate effectively only on a

decentralized basis, held loosely together in a federation of

military departments, with the Secretary of Defense serving

principally as a coordinator. His reasoning followed these

lines:

Even a single one of the armed services, like the Navy, is so big and

sprawling, especially during war, that it becomes unresponsive and

unwieldy under highly centralized direction. This defect would

treble, at least, if the Army, Navy, and Air Force were rolled together.

No single head of such an agglomeration could assemble, assimilate,

and assess the data he would need to make a multitude of adminis-

trative decisions. Nor could he build a staff numerous enough to

police his decisions once they were made.

A Secretary of Defense who tried to administer the three services

together would become so swamped that he could not make his proper,

well-thought-out contribution to the policy-forming deliberations

described earlier.

The civilian head of a military service already has more responsi-

bility and authority than he usually knows what to do with. Civilians

step into a secretaryship only vaguely acquainted with the matters of

strategy, tactics, weapons, and logistics that come before them. They

must acquire what Churchill referred to as "much practice as a Min-

ister in handling things I did not understand." Until they have that

practice, they may fall easily into 1 of 2 pitfalls: (a) become the un-

witting captives of their military advisers or (b) become isolated, ill

informed, and imprudent.2

'Eugene S. Dufficld, "Organizing for Defense"; Harvard Business Review;

September-October 1953.
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The Army, under the leadership of Secretary Patterson, was

pressing for a merger of the services into a much stronger and

more authoritarian department. According to the plan, the

Secretary of Defense would be clearly in command of the

entire military effort. Under him would be i military chief

of staff who would issue orders direct to the 3 departments.

There would be no Secretaries of the subordinate depart-

ments.

The National Security Act of 1947

The National Security Act of 1947 largely followed the

Forrestal plan. It set up the National Military Establish-

ment, a new concept in Government. The three Depart-

ments of Army, Navy, and Air were Cabinet departments;

their Secretaries were members of the Cabinet with direct

access to the President. The Secretary of Defense was pri-

marily a coordinator and, in effect, was dependent mainly on

persuasion.

The act embraced the concept of decentralization of au-

thority to the three military departments, and provided for

professional military advice to the Secretary of Defense and

the President by a tripartite Joint Chief of Staff representing

the three service departments. It provided that the depart-

ments * * * "shall be administered as individual executive

departments by their respective Secretaries and all powers and

duties relating to such department not specifically conferred

upon the Secretary of Defense by this act shall be retained

by each of the respective Secretaries."

The staff of the Secretary of Defense was very small. He
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was given only 3 special assistants and 3 coordinating boards:

the War Council for nonstrategic planning, the Munitions

Board for materiel planning, and the Research and Develop-

ment Board for coordinating research programs.

Changes Growing Out of the First Hoover

Commission

The amendments to the National Security Act of 1949 re-

sulted from the first Hoover Commission report on national

security. These amendments had the effect of strengthening

the position of the Secretary of Defense and moved toward the

original Patterson plan of organization. The amendments

brought about these important changes:

The Secretary of Defense was made the principal assistant of the

President in matters of national defense.

A full-time, nonvoting chairman was provided for the Joint Chiefs

of Staff.

The National Military Establishment was replaced by an executive

department, the Department of Defense. The Secretaries of the three

service departments were removed from the Cabinet and from direct

access to the President.

Whereas the 1947 reorganization had reserved to the three military

departments all authority not specifically granted to the Secretary of

Defense, the 1949 legislation placed the military departments under the

"authority, direction, and control" of the Secretary of Defense.

More executive staff was given to the Secretary of Defense in the

form of a Deputy Secretary and three Assistant Secretaries.

Following a proposal of the Hoover Commission that the Secretary

of Defense be given responsibility for the development of the defense

budget and for the control of funds, tide IV was added to the National

Security Act, establishing a statutory position of Comptroller for the

Defense Department and for each service department.
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The primary planning role of the Joint Chiefs of Staff as expressed

in the National Security Act was reaffirmed and emphasized by re-

moving the Joint Chiefs of Staff from unified command authority (a

revision of the Key West agreement). The planning and advisory

mission of the Joint Chiefs of Staff was declared to be their primary

duty.

The Chairman of the Joint Cl.icfs of Staff was given the power to

select the members of the Joint Staff, to determine the tenure, and to

manage their work.
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Report to

The President

and the Secretary of Defense

on the

Department of Defense

BY THE

BLUE RIBBON DEFENSE PANEL

I July 1970
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BLUE RIBBON DEFENSE PANEL

WASHINGTON, D. C. 20301

July 1, 1970

My dear Mr. President:

It is my honor to submit to you herewith the Report of the

Blue Ribbon Defense Panel appointed by you and Secretary of Defense

Melvin R. Laird last year.

As you know, you gave the Panel a very broad Charter to study

the entire organization, structure, and operation of the Department

of Defense — but not questions of broad national policy within

which the Department operates. In order to get a fresh look, you

also selected members for the Panel who were generally unfamiliar

with the operations of the Department.

We found the assignment to be both broad in scope and massive

in detail, and to hold the potential for an important contribution

by the Panel. This made your one year deadline for submission of

our Final Report a very tight one "indeed. We found it impossible to

cover in depth many matters that we thought merited study, so we

necessarily had to confine our principal recommendations to basic

matters. We are confident that the recommendations we do make are

both significant and well-substantiated. We have pointed out Other

areas where we believe further study would be fruitful — much of

which can probably be undertaken within the Department of Defense.

Despite this time pressure, we realized the urgency of our

assignment, and pressed to have our Report submitted on the date you

set a year ago — namely, July 1, 1970. As this deadline approached,

we realized what could not have been anticipated when we were

appointed, that this is a particularly sensitive period with regard

to the environment in which the Department of Defense in general,

and the military in particular, operate. However, as our Report

does not enter the field of national policy, but only makes recom-

mendations we believe will cause important improvements in the

effectiveness of the Department of Defense, we hope it will be

accepted by all as a timely and constructive contribution, and will

not be used by anyone to exacerbate present tensions and differences

of opinion.
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I would like to add a personal note. From my intensive,

vear-long exposure to our military and civilian leaders in the

Department of Defense in Washington, and to our fighting men in

Europe, the Mediterranean, and Southeast Asia, I have been deeply

impressed — and this applies both to the Officers and the Enlisted

Hjen — with their competence and their dedication to duty, as they

see it. The Panel found many things It believes should be corrected,

but it believes, and I agree, that many of the difficulties result

from the structure of the Department of Defense itself, which almost

inevitably leads people into "adversary" relationships rather than

toward cooperation in the interests of the Department — and the nation

as a whole. It also leads to reliance on the workings of "The

Bureaucracy", rather than individual initiative. I feel sure that

many fine military officers feel the same way, and do not look with

enthusiasm to assignments in the Washington area.

I hope the Panel's recommendations will not be considered

criticisms of individuals, but will help to restructure the Department

and "The Bureaucracy" so that the talent and dedication of these fine

people both military and civilians — can be unleashed and redirected

to accomplish more effectively the basic objectives of the Department

of Defense and the Nation, in the manner most helpful to you and the

Congress.

Finally, I would like to express to you my appreciation for the

dedicated work of the Panel members. They approached their assignments

with dedication to accomplishing a worthwhile objective. The attendance

at Panel meetings was unusually high and each member made valuable con-

tributions and carefully considered the entire Report, through many

long sessions and drafts. We all regret that Dr. Marvin Goldberger and

Dr. Martha Peterson found it necessary to resign from the Panel for

personal reasons, but each made valuable contributions while they

served as members.

Without the hard work of a fine staff, we naturally could not

have accomplished our assignment. My thanks go to each one of them.

I know all my colleagues on the Panel join me in expressing to

you our appreciation for giving us the privilege of undertaking this

important assignment at this critical period in our Nation's history.

Respectfully yours,

Fitzhugh

Chairman, Blue Ribbon

Defense Panel

The President

The White House
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THE PANEL

Gilbert W. Fitzhugh, Chairman

Chairman off Board, Metropolitan Lite Insurance Company

George Champion William P. Clements, Jr. John M. Fluke Dr. Marvin L. Goldberger**

President of Economic Choirman off Board, SEDCO, Inc. President, John Fluke Professor of Physics

Development Council of NYC Manufacturing Co., Inc. Princeton University

Dr. Ruben F. Mettler Lewis F. Powell, Jr. Dr. George J. Stigler Claude Young

President, TRW, Inc. Attorney-ot-Law Professor of American Offfice of Commissioner

Institutions, University of Chicago Professional Football

•Found it necessary to terminate her services on the Panel due to press off duties as President of Barnard College.

"Found it necessary to terminate his services on the Panel due to illness.
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PREFACE

The Blue Ribbon Defense Panel was appointed by the President and the Secretary of

Defense in July 1969, and given the following broad Charter, with instructions to submit its

Final Report by July 1, 1970:

The general scope of the Panel is to study, report and make recommendations on:

(1) The organization and management of the Department of Defense, including the

Joint Chiefs of Staff, the Defense Agencies and the Military Services, as it affects the

Department's mission performance, decision-making process, the command and control

function and facilities, and the coordination with other governmental departments and

agencies, with emphasis on the responsiveness to the requirements of the President and the

Secretary of Defense.

(2) The Defense research and development efforts from the standpoints of mission

fulfillments, costs, organization, time and interrelation with the scientific and industrial

(3) The Defense procurement policies and practices, particularly as they relate to

costs, time and quality.

(4) Such other matters as the Secretary may submit to it from time to time.

It is important to note that, while the Charter is very broad as to the Panel's function in

the fields of structure, organization, and operating procedures of the entire Department of

Defense, it excludes considerations of broad national policy. The Panel has endeavored to

hew closely to this line.

We were told that this is the first broad-scale study of the Department of Defense in

many years - in fact since the two Commissions on Organization of the Executive

Department of the Government chaired by former President Herbert Hoover.

We decided to approach our assignment with the same broad objectives as stated in the

Hoover Commission Report, namely:

"(1) That the primary objectives of the National Security Organization are to

preserve the peace, but that it must at all times be ready and able, promptly and effectively,

to marshal! all of our resources, human and material, for the protection of our national

security.

"(2) That civilian influence must be dominant in the formulation of national policy

and that civilian control of the military establishment must be clearly established and firmly

maintained.

"(3) That the Nation is entitled to the maximum possible return for every dollar of

military expenditure.

"(4) That military efficiency - in other words, readiness for war - must be the

fundamental objective of the National Military Establishment.
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"(5) That elimination of wasteful duplication is essential to good government, but

that the preservation, within sound limits, of a healthy competitive spirit and of service

pride and tradition are basic to progress and morale."

Because of the vast scope of the operations of the Department of Defense, the Panel

divided itself into four sub-committees, as follows:

(1) Organization and Personnel Management.

(2) Management of Materiel Resources (including research, development,

procurement and management of weapons and supplies) planning, programming, budgeting,

and similar procedures.

(3) Military operations, intelligence, communications, automatic data processing.

(4) Conflicts of interests, contract compliance, domestic action, equal employment

opportunity, etc.

The Panel interviewed many witnesses in depth, and the sub-committees many more. It

made a functional survey of the Defense headquarters organizations in the Washington area

covering some 1,600 organizational elements to elicit information on the actual operation of

and interface between units of the Department of Defense. It also sent a questionnaire to a

large number of people outside the Department of Defense who we thought might wish to

give us the benefit of their thinking. We enjoyed a remarkable response, with answers

ranging from a page to dozens of pages of detailed suggestions.

The Panel members and the staff carefully reviewed many earlier reports of studies of

the Department of Defense, and many visits were made to important elements of the

Department outside the Washington area. Members representing sub-committees (3) and (4)

visited a number of military Commands in Europe, the Mediterranean, and Southeast Asia,

to see how policies determined at Washington Headquarters were carried out in the

operational units.

While the members of the Panel have considered carefully the entire report, this does

not necessarily mean that there is complete agreement with every detail of each

recommendation or statement. Except where otherwise noted, however, there is agreement

with the substance of every important conclusion and recommendation. The nature of the

general agreement and the extent of incidental disagreement are those to be expected when

members of a Panel individually have given serious thought to a major and complex

problem, and have sought to achieve a joint resolution in furtherance of the Panel's task as a

deliberative body.

A concurring statement by Dr. George Stigler, and dissenting statements by Mr. Robert

C. Jackson and Mr. Wilfred J. McNeil, appear immediately following Chapter VI. Mr. Lewis

Powell has indicated he may wish to submit a supplemental statement on areas not

addressed by the Panel's Report.

The Panel had the benefit of the voluntary assistance of many individuals in private

industry, whose services were requested by the Panel because of their particular knowledge

in various specialized areas. It especially wishes to express its thanks to them and to the

companies who loaned their services.
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The Panel also wishes to extend its deep appreciation to the many people in the

Department of Defense - both military and civilian - who contributed generously of their

time in answering its innumerable questions and volunteering so many constructive

suggestions. We found them uniformly anxious to help and enthusiastic about the

possibilities for improving operations. As it was not deemed feasible to refer its

recommendations to all interested parties and agencies for review prior to submitting its

report, its recommendations are its own, and have not had the benefit of such advance

review.

To all these people who contributed so much to its endeavors, the Panel extends its deep

thanks. Especially, we realize that the fine response would not have happened without the

strong support of Secretary of Defense Mehin R. Laird, and Deputy Secretary of Defense

David Packard.
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BLUE RIBBON DEFENSE PANEL REPORT

EXECUTIVE SUMMARY

The purpose of this summary is to provide a quick review of the six-chapter report resulting

from the year-long study by the Blue Ribbon Defense Panel. The Panel's report offers

recommendations in a number of areas including organization, management of materiel

resources, management procedures, personnel management and conflicts of interest. This

summary covers the major recommendations of the Panel in the area of the organization of

the Defense Department and several of the more significant recommendations in the other

areas.

As a result of its examination of the Defense Department, the Panel found that:

- Effective civilian control is impaired by a generally excessive centralization of

decision-making authority at the level of the Secretary of Defense. The Secretary's ability to

selectively delegate authority and decentralize management, while still retaining personal

authority on major policy issues of the Department, is seriously inhibited by the present

organizational structure.

- The President and the Secretary of Defense do not presently have the opportunity to

consider all viable options as background for making major decisions, because differences of

opinion are submerged or compromised at lower levels of the Department of Defense.

- There are too many layers of bom military and civilian staffs, and staffs are too large

in the Office of the Secretary of Defense, (OSD) the Military Departments extending down

through the field commands, the Joint Chiefs of Staff and the Unified and Component

Commands. The results are excessive paper work and coordination, delay, duplication and

unnecessary expense.

- The present arrangement for staffing the military operations activities for the

President and the Secretary of Defense through the Joint Chiefs of Staff and the Military

Departments is awkward and unresponsive; it provides a forum for inter-Service conflicts to

be injected into the decision-making process for military operations; and it inhibits the flow

of information between the combatant commands and the President and the Secretary of

Defense, often even in crisis situations.

- The Joint Chiefs of Staff could more effectively perform their important statutory

role as principal military advisors to the President and the Secretary of Defense if they were

relieved of the necessity of performing delegated duties in the field of military operations

and Defense Agency supervision.

- The present combatant command structure does not facilitate the solution of many

serious problems which materially affect the security of the nation. For example, recent

advances in technology require much closer coordination in planning for and employing the

forces of the Continental Air Defense Command and the Strategic Air Command than can

reasonably be expected with two separate commands. Also, the present Unified Commands

do not bring about unification of the Armed Forces, but rather are layered with Service

component headquarters and large headquarters' staffs.

- There is substantial room for improvement and greater integration of management

90-185 0-88-6

1

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



150

throughout the supply, maintenance and transportation systems of the Department. The

most critical need for improved effectiveness is in the support of the Unified Commands.

- There is no organizational element within OSD with the capability or the assigned

responsibility for objectively making net assessments of U.S. and foreign military

capabilities.

- There is no adequate organizational element within OSD that is charged with the

responsibility for long-range planning for the structuring and equipping of forces or for

other similar purposes.

- No formal mechanism exists within OSD to assure adequate coordination among the

various elements of the Department.

- The present functional assignments of Assistant Secretaries of the Military

Departments contribute to duplication between the efforts of the Military Department

Secretariats and the Service military staffs, and also between the Military Department

Secretariats and OSD.

- The policies of the Department on development and acquisition of weapons and other

hardware have contributed to serious cost overruns, schedule slippages and performance

deficiencies. The difficulties do not appear amenable to a few simple cure-alls, but require

many interrelated changes in organization and procedures.

- v>;.-..jucEia', test and evaluation has been too infrequent, poorly designed and

executed, and generally inadequate.

- Procurement procedures do not sufficiently reflect the national need to maintain an

adequate, but not excessive, industrial base.

- The promotion and rotation systems of the Military Services do not facilitate career

development in the technical and professional activities, such as research and development,

procurement, intelligence, communications and automatic data processing.

- The acquisition and retention of officers and enlisted men in the Armed Services are

becoming increasingly difficult for a number of reasons, including (1) personnel policies

with respect to compensation, promotion and retirement, and (2) the negative attitude of

segments of the public.

- While policies on equal employment opportunity for military and civilian personnel

and for contractors appear adequate, implementation responsibilities and functional

assignments are fragmented and diffused and have impaired the achievement of effective

results.

- The statutes and regulations regarding conflicts of interest are ambiguous, conflicting,

and inequitable, and are not uniformly enforced.

To effect substantial improvement in these conditions, the Panel makes the following

1. The functions of the Department of Defense should be divided into three major

2

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



151

(a) Military Operations, including operational command, intelligence, and

mmunications (herein called Operations);

(b) Management of personnel and materiel resources (herein called Management of

Resources); and

(c) Evaluation type functions, including financial controls, testing of weapons,

analysis of costs and effectiveness of force structures, etc., (herein called Evaluation).

2. Each of these major groups should report to the Secretary of Defense through a

separate Deputy Secretary. Appointees to these three positions should be drawn from

civilian life, and should rank above all other officers of the Department of Defense except

the Secretary. One of the three should be designated principal deputy. The General Counsel,

the Assistant to the Secretary of Defense (Atomic Energy), the Assistant Secretary of

Defense (Public Affairs), and the Assistant to the Secretary of Defense (Legislative Affairs)

would continue to report directly to the Secretary of Defense. The staff of the Office of the

Secretary of Defense should not exceed 2,000 people.

3. The Deputy Secretary of Defense for Management of Resources should be delegated

responsibility for the following functions:

(a) The Military Departments, which should continue under the immediate

supervision of their Secretaries;

(b) Research and Advanced Technology;

(c) Engineering Development;

(d) Installations and Procurement (a modification of the present Installations and

Logistics);

(e) Manpower and Reserve Affairs;

(0 Health and Environmental Affairs;

(g) Defense Supply Agency; and

(h) Advanced Research Projects Agency.

There should be an Assistant Secretary of Defense for each of the functions (b) through

(0 inclusive, who reports and provides staff assistance to the Secretary of Defense through

the Deputy Secretary of Defense (Management of Resources). The position of Director,

Defense Research and Engineering should be abolished, and his functions reallocated

between the Assistant Secretary of Defense for Research and Advanced Technology and the

Assistant Secretary of Defense for Engineering Development.

Functions (g) and (h) should continue to be constituted as Defense Agencies, each under

the immediate supervision of a Director.

The Advanced Research Projects Agency should be delegated the responsibility for all

research and exploratory development budget categories. Funds for such research should be

399-820 O - 70 - 2
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budgeted directly to this Agency, and the Agency should be authorized to assign or contract

for work projects to laboratories of the Defense Department or in the private sector, as

appropriate.

4. The Deputy Secretary of Defense for Operations should be delegated responsibility

for the following functions:

(a) Military Operations;

(b) The Unified Commands;

(c) Operational Requirements;

(d) Intelligence;

(e) Telecommunications (and Automatic Data Processing);

(f) International Security Affairs;

(g) Defense Communications Agency; and

(h) Civil Defense Agency (if Civil Defense is to be retained in the Department of

Defense).

Three new major Unified Commands should be created: (1) A Strategic Command,

composed of the existing Strategic Air Command, the Joint Strategic Target Planning Staff,

the Continental Air Defense Command, and Fleet Ballistic Missile Operations; (2) A Tactical

(or General Purpose) Command, composed of all combatant general purpose forces of the

United States assigned to organized combatant units; and (3) A Logistics Command, to

exercise for all combatant forces supervision of support activities, including supply

distribution, maintenance, traffic management and transportation. No Commander of a

Unified Command should be permitted to serve concurrently as Chief of his Military

Service.

The responsibilities now delegated to the Joint Chiefs of Staff by the Secretary of

Defense to serve as military staff in the chain of operational command with respect to the

Unified Commands, and all other responsibilities so delegated which are related to military

operations and the Unified Commands, should be assigned to a single senior military officer,

who should also supervise the separate staff which provides staff support on military

operations and the channel of communications from the President and Secretary of Defense

to Unified Commands. This ofGcer should report to the Secretary of Defense through the

Deputy Secretary of Defense (Operations). This senior military officer could be either the

Chairman of the Joint Chiefs of Staff, as an individual, not ex-officio, the Commander of

the Tactical Command, or some other senior military officer, as determined by the President

and the Secretary of Defense.

There should be an Assistant Secretary of Defense for each of the functions (c) through

(f), inclusive, who reports and provides staff assistance to the Secretary of Defense through

the Deputy Secretary of Defense (Operations). The Defense Communications Agency and

The Civil Defense Agency would each be under the immediate supervision of a Director.
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^ intelligence functions of the Department of Defense and all communications

functions should report to the Secretary of Defense through the Deputy Secretary of

Defense for Operations.

5. The following steps should also be taken:

(a) To provide the staff support on military operations, and the channel of

communications from the President and the Secretary of Defense to the Unified Commands,

an operations staff, separate from all other military staffs, should be created.

(b) The responsibilities now delegated to the Joint Chiefs of Staff by the Secretary

of Defense to serve as military staff in the chain of operational command with respect to the

Unified Commands, and all other responsibilities so delegated which are related to military

operations and the Unified Commands, should be rescinded; and consideration should be

given to changing the title of the Chief of Naval Operations to Chief of Staff of the Navy.

(c) All staff personnel positions in the Organization of the Joint Chiefs of Staff and

in the headquarters military staffs of the Military Services which are in support of activities,

such as military operations, which are recommended for transfer to other organizational

elements, should be eliminated.

(d) The Organization of the Joint Chiefs of Staff should be limited to include only

the Joint Chiefs of Staff and a reconstituted Joint Staff limited in size to not more than 250

officers augmented by professional civilian analysts as required.

(e) The Unified Commanders should be given unfragmented command authority for

their Commands, and the Commanders of component commands should be redesignated

Deputies to the commander of the appropriate Unified Command, in order to make it

unmistakably clear that the combatant forces are in the chain of command which runs

exclusively through the Unified Commander:

(f) In consolidating the existing area Unified Commands into the Tactical

Command, major organizational and functional advantages will be obtained by:

(1) Merging the Atlantic Command and the Strike Command;

(2) Abolishing the Southern Command and reassigning its functions to the

merged Atlantic and Strike Commands;

(3) Abolishing the Alaskan Command and reassigning its general purporse

function to the Pacific Command and its strategic defense functions to the Strategic

Command; and

(4) Restructuring the command channels of the sub-unified commands.

(g) The responsibilities related to civil disturbances currently delegated to the Army

should be redelegated to the Tactical Command; and

(h) The Unified Commanders should be given express responsibility and capability

for making recommendations to the Deputy Secretary of Defense for Operations, for

operational capabilities objectives and for allocations of force structures needed for the
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effective accomplishment of the missions assigned to their Commands.

6. The Deputy Secretary of Defense for Evaluation should be delegated the

responsibility for evaluation and control-type activities, including:

(a) Comptroller (including internal audit and inspection services);

(b) Program and Force Analysis (a modification of the present Systems Analysis

Unit);

(c) Test and Evaluation;

(d) Defense Contract Audit Agency; and

(e) Defense Test Agency.

There should be an Assistant Secretary of Defense for each of the functions (a) through

(c) inclusive, who reports and provides staff assistance to the Secretary of the Defense

through the Deputy Secretary of Defense for Evaluation.

The Defense Contract Audit Agency should be continued as a Defense Agency, under

the immediate supervision of a Director.

A Defense Test Agency should be created to perform the functions of overview of all

Defense test and evaluation, designing or reviewing of designs for test, monitoring and

evaluation of the entire Defense test program, and conducting tests and evaluations as

required, with particular emphasis on operational testing, and on systems and equipments

which span Service lines. The Defense Test Agency should be under the supervision of a

civilian Director, reporting to the Secretary of Defense through the Deputy Secretary of

Defense for Evaluation.

7. The number of Assistant Secretaries in each of the Military Departments should be

set at three, and except for the Assistant Secretaries (Financial Management), they should

serve as senior members of a personal staff to the Secretaries of the Military Departments

without the existing limitations of purview imposed by formal functional assignments. The

Assistant Secretary (Financial Management) should become the Comptroller of the Military

Department, with a military deputy, as in the current organization in the Department of the

Navy.

The Secretariats and Service Military Staffs should be integrated to the extent necessary

to eliminate duplication; the functions related to military operations and intelligence should

be eliminated; line type functions, e.g., personnel operations, should be transferred to

command organizations; and the remaining elements should be reduced by at least thirty

percent. (A study of the present staffs indicates that the Secretariats and Service staffs

combined should total no more than 2,000 people for each Department).

8. Class II activities (Army), Field Extensions (Air Force), and Commands and

Bureaus (Navy), all of which are line, rather than staff in character, which are now

organizationally located under the direct supervision of staff elements in the headquarters

military staffs of the Services, should be transferred to existing command-type organizations

within the Services.
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9 The Defense Atomic Support Agency should be disestablished. Its functions for

1 ar weapons management should be transferred to the operations staff under the

nuC { Secretary of Defense for Operations, and its weapons effects test design function

should be transferred to the Defense Test Agency.

10 The administration functions presently assigned to the Assistant Secretary of

Defense (Administration) should be assigned to a Director of Pentagon Services, reporting to

the immediate office of the Secretary of Defense. He should be responsible for operating the

facilities and providing administrative support for the Washington Headquarters.

11. A Net Assessment Group should be created for the purpose of conducting and

reporting net assessments of United States and foreign military capabilities and potentials.

This group should consist of individuals from appropriate units in the Department of

Defense, consultants and contract personnel appointed from time to time by die Secretary

of Defense, and should report directly to him.

12. A Long-Range Planning Group should be created for the purpose of providing staff

support to the Secretary of Defense with responsibility for long-range planning which

integrates net assessments, technological projections, fiscal planning, etc. This group should

consist of individuals from appropriate units in the Department of Defense, consultants and

contract personnel appointed from time to time by the Secretary of Defense, and should

report directly to him.

13. A Coordinating Group should be established in the immediate office of the

Secretary of Defense. The responsibilities of this Group should be to assist the Secretary of

Defense and the Deputy Secretaries of Defense in coordinating the activities of the entire

Department in the scheduling and follow-up of the various inter-Departmental liaison

activities; to staff for the Secretary the control function for improvement and reduction of

management information/control systems needed within the Department and required from

Defense contractors; and to assure that each organizational charter of the Office of the

Secretary of Defense is of proper scope and coordinated and in accordance with the assigned

responsibility of the organization. The responsibility for the Department's

Directive/Guidance System, currently assigned to the Assistant Secretary of Defense

(Administration), should be assigned to this group. The coordinating group should be

headed by a civilian Director, who should also serve as executive assistant to the Secretary

of Defense.

14. The Army Topographic Command, the Naval Oceanographic Office and the

Aeronautical Chart and Information Center should be combined into a unified Defense Map

Service reporting to the Secretary of Defense through the Deputy Secretary of Defense for

Management of Resources.

15. A new development policy for weapons systems and other hardware should be

formulated and promulgated to cause a reduction of technical risks through demonstrated

hardware before full-scale development, and to provide the needed flexibility in acquisition

strategies. The new policy should provide for:

(a) Exploratory and advanced development of selected sub-systems and components

independent of the development of weapon systems;
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(b) The use of government laboratories and contractors to develop selected

sub-systems and components on a long-term level of effort basis;

(c) More use of competitive prototypes and less reliance on paper studies;

(d) Selected lengthening of production schedules, keeping the system in production

over a greater period of time;

(e) A general rule against concurrent development and production efforts, with the

production decision deferred until successful demonstration of developmental prototypes;

(f) Continued trade-off between new weapon systems and modifications to existing

weapon systems currently in production;

(g) Stricter limitations of elements of systems to essentials to eliminate

"gold-plating";

(h) Flexibility in selecting type of contract most appropriate for development and

the assessment of the technical risks involved;

(i) Flexibility in the application of a requirement for formal contract definition, in

recognition of its inapplicability to many developments;

(j) Assurance of such matters as maintainability, reliability, etc., by means other

than detailed documentation by contractors as a part of design proposals;

(k) Appropriate planning early in the development cycle for subsequent test and

evaluation, and effective transition to the test and evaluation phase; and

(1) A prohibition of total package procurement.

16. The effectiveness of Program or Project Management should be improved by:

(a) Establishing a career specialty code for Program Managers in each Military

Service and developing selection and training criteria that will insure the availability of an

adequate number of qualified officers. The criteria should emphasize achieving a reasonable

balance between the needs for knowledge of operational requirements and experience in

management;

(b) Increasing the use of trained civilian personnel as program managers;

(c) Providing authority commensurate with the assigned responsibility and more

direct reporting Ikies for program managers, particularly those operating in matrix

organizational arrangements; and

(d) Giving the program manager directive authority, subject to applicable laws and

regulations, over the contracting officer, and clarifying the fact that the contract auditor

acts in an advisory role.

17. Increased use should be made of parametric costing techniques for developments

and procurements to improve the quality of original and subsequent estimates, and to help
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offset the difficulties of estimating the costs of unknowns.

18. A separate program category* should be established for test and evaluation,

especially operational testing, and the responsibility for overview of all Defense test and

evaluation efforts should be assigned to the Defense Test Agency.

19. Specialist careers should be established for officers in such staff, technical and

professional fields as research, development, intelligence, communications, automatic data

processing, and procurement.

20. In order to improve the process of acquisition and retention of military personnel,

the Executive Branch should develop, and submit to the Congress for its consideration as

necessary, a total military personnel program which coordinates and reconciles all the

separate considerations, particularly including; (1) military compensation and retirement,

(2) personnel policies on promotion and rotation, and (3) acquisition programs, such as

Reserve Officers Training Corps.

21. The duration of assignments for officers should be increased, and should be as

responsive to the requirements of the job as to the career plan of the officer. Officers

continued on an assignment for this reason should not be disadvantaged in opportunity for

promotion.

22. Executive Orders and Department of Defense Directives with respect to matters of

equal employment opportunity for Department of Defense military personnel, civilian

employees and contractors, as set forth in the existing comprehensive programs for insuring

equal opportunity, should be administered from a sufficiently high organizational level in

the Department to assure effective implementation, and the procedures for assessing

penalties for non-compliance should be reviewed and clarified.

23. The Secretary of Defense should recommend clarifying changes in conflict of

interest statutes, should amend the regulations to clarify them, and should make certain

administrative changes to insure uniform enforcement.

•Program categories are those categories of activities used for internal planning and management in the Department, e.g.,

strategic offensive forces, strategic defensive forces, research and development, intelligence, etc.
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BACKGROUND AND INTRODUCTION

Background

Any effective changes in military organization and management in the United States

must be predicated on a thorough understanding of the evolutionary process which has

resulted in the existing military structure and procedures. The Department of Defense was

established only 23 years ago; however, it has been shaped by historical factors, some of

which predate the American Revolution.

Among the most significant factors influencing the organization of the Defense

establishment are:

(1) The traditional attitudes of the Nation toward the military and toward the

Nation's role in international affairs;

(2) The Constitutional separation of powers of civilian control of the military

between the Legislative and Executive Branches of Government;

(3) The traditional roles and relationships of the several Military Services; and in

recent years;

(4) The qualitative and quantitative changes in warfare;

(5) The revolution in technology; and

(6) Rising costs.

The concern of Americans to insure civilian control of the military dates back to the

colonial era and was reinforced by the examples of other nations in contemporary history.

A fear of military rule found expression in the Declaration of Independence with charges

against George III that "he has kept among us in times of peace Standing Annies, without

the consent of our legislators" and that "he has effected to render the Military independent

of and superior to the civil power." Neither the basic concern to insure, nor the requirement

to provide effective civilian control has diminished during the intervening years. There has

never been any real challenge to this concept. Military men in this country readily

acknowledge its validity. Such difficulties as have arisen result not from the principle, but

from how best to make it effective.

Many Americans have traditionally tended toward isolationism in international affairs.

The reasoning which led President Washington to caution in his farewell address against

"foreign entanglements" has never entirely lost its attraction to Americans. Unlike other

nations in history that achieved dominant roles in world affairs through design, the United

States was thrust into such a role because of its economic, industrial, technical and military

potential - largely against its will. Before World War II, the United States never maintained a

large, standing military force in peacetime, but the continuous maintenance since then of a

large and costly force is a constant reminder of the burden of international responsibilities

which must be reconciled with a still persistent desire for the world to "leave us alone."

Each exercise of these responsibilities which involves the active employment of military

forces stimulates a resurgence of latent reluctance to accept international involvement - a
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luctance which tends to increase in direct proportion to the length, intensity and cost of

the military involvement in men and money, unless the security of the United States is

obviously and immediately at stake.

The deep-seated objections on the part of many Americans to our current involvement

in the war in Southeast Asia are partly a result of this long history. Our Country's natural

abhorrence of war has been accentuated by a number of new factors - the relatively heavy

involvement of American manpower, the long drawn-out nature of guerrilla warfare, the

absence of the stimulating prospect of a "victory," and the "instant reporting" of news,

with war's always dismal face being brought into our living rooms in vivid color.

The Panel has not been asked to and does not take a position on these trends, nor has it

been asked to consider what basic national policy should be, or what the Defense

Department's mission should be in the context of such policy. Its assigned task was to

examine the organization and operation of the Department of Defense, and make

recommendations to help the Department perform its assigned national security mission

more efficiently.

However, the Panel cannot be insensitive to the environment in which die Department

of Defense operates. It was impossible to be thorough in our assigned area and be blind to

the more fundamental questions. In reading and hearing testimony from people with widely

diverse interests and backgrounds, we sensed intimately the wide divergence of opinions in

these areas.

We could not fail to be interested in discussions as to the nature of the various threats to

our Nation's security that the Department of Defense must be prepared to counter. We

could not fail to note the effect of developments of the last several years on the public's

attitude toward the Department of Defense in general and the military in particular. We

could not fail to be aware of the emotional as well as the intellectual strains these issues

cause among Americans. And, we could not fail to recognize the importance to different

groups of winning the minds and hearts of the uncommitted, and the various means used for

this purpose.

While these matters are outside the scope of our study, we believe they have a profound

influence on the Department of Defense. It is in this context that the Panel formed its

recommendations.

The Constitutional allocation of the powers of civilian control of the military has had a

recognizable impact on each change in military organization. Although the President is

assigned the role of Commander-in-Chief of the Armed Forces, the Constitution vests in the

Congress significant instruments of control, including (1) the Senate's power of advice and

consent to Presidential appointments, (2) declaration of war, (3) the appropriation of funds,

(4) raising armies and maintaining a Navy, (5) making rules for the government and

regulation of the Armed Forces, and (6) calling the militia into Federal Service.

The Military Services have from time to time found the Constitutional separation of the

powers of civilian control of use to them in their understandable and unending effort to

maintain and occasionally extend their traditional roles and missions. In short, it has often

provided an environment conducive to inter-Service rivalry and competition.

Inter-Service rivalry and competition are not necessarily bad, and can be good when
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they result in improved effectiveness or economy in our military forces. So long as we have

separate Military Services, separate loyalties are inevitable. A man's pride in his own Service

is well worth preserving.

A difference of opinion as to which Service should be responsible for a specific mission

or for the development of a particular weapon certainly does not reflect upon the honor,

integrity and dedication of the officers involved. It is more likely the logical result of each

officer's honest belief that his Service or his idea of a new weapon is in fact best for the

country. The inter-Service difficulties are complicated by the increasing budget pressures,

thus making the competition for the available dollars keener.

The Panel believes that its recommendations can improve the organization so that

proper Service loyalties and competition are more likely to be directed to the best end

results.

During and following World War n, it became increasingly evident that the nature of

warfare was undergoing radical change. World War II proved that modern transportation

capabilities had vastly increased the size of forces which could be engaged in a war. It also

was demonstrated that modern warfare required combined operations by land, sea and air

forces, and this, in turn required not only a unity of operational command of these forces,

but also a unified and coordinated process for structuring forces to achieve the most

effective force mixture. As President Eisenhower was to express it, "separate ground, sea

and air warfare is gone forever."* Of even greater significance, however, was the markedly

increased interdependence of military power and its use with industrial, economic,

diplomatic and political factors. The totality of Governmental actions and the utilization of

resources have become so interdependent that it is no longer possible to speak meaningfully

of a "purely military decision."

The explosion of technology has had a profound impact on military operations and

organization. This has not been limited to weapons technology; however, the development

of nuclear weapons unquestionably has been a very significant influence. The rate of

technological change influences all segments of our society, and the military have been

subject to new opportunities and pressures which conflict with traditional methods. The art

of warfare in the post-World War II world has been characterized by uncertainty, as the past

has provided fewer and fewer guidelines for the future.

It is not surprising that both in and out of the military establishment there have been

sharply differing opinions on how the new technology can be applied to the spectrum of

conflict situations for which the U. S. must be prepared, what organizational changes are

required to exploit new and radically different capabilities, and the costs of converting

technology to the uses of war. The development of new weapon systems to meet the

evolving threats to the security of the United States is a vital part of our National Defense,

and is one of the driving forces behind the entire Defense structure. As such, it must be

carefully controlled.

The principal objective of United States military power is to deter war by having

sufficient and credible power to maintain peace. To help reduce the human and material

costs of the military power necessary for this purpose of keeping the peace, Americans

'President Eisenhower's Message to Congress, April 3, 1958
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earnestly hope for the success of the Strategic Arms Limitation Talks (SALT). The

importance of the concept of keeping the peace by deterring war led to the choice of the

title of this Report: "Defense for Peace."

While there have been revolutionary changes in warfare and technology, this country's

reaction to them has been moderated by the traditional influences and historical political

mechanisms. The changes in military organization have thus been evolutionary rather than

revolutionary, and each change has represented a compromise between conflicting pressures

and influences. This essentially cautious approach to making necessary changes has much to

commend it; however, it carries with it the requirements for constant review and consequent

adjustment to cope with current and changing U.S. responsibilities and to counter the

current and projected threats to the security of the United States.

Changes in Military Organization since World War II

During World War n, the single direction of military components of the U. S. became a

prerequisite to the success of the war effort. It was also a necessity for harmonious interface

of the U. S. military command structure with those of our allies. This experience virtually

ruled out a return to the prewar separateness of Services, but by no means suppressed the

divergent pressures which derived from traditional attitudes within the Services, and from

institutional balances between the executive and legislative branches of Government. The

Army, whose position was strongly supported by President Truman, became an advocate of

close unification. The Army's objective received an assist from the proponents of air power,

motivated by a strong desire for co-equal status for air forces with land and sea forces. The

Navy - fearing for the future of its naval air power and the Marine Corps - wanted at the

time no part of unification, particularly of unified command in Washington.

The history of the U. S. military establishment since World War II is more clearly told in

a series of evolutionary organizational changes, commencing with the 1947 legislation, which

initiated the first move toward "unification."

The National Security Act of 1947

The National Security Act of 1947 reflected a compromise of these diverse currents and

pressures. The Congress acknowledged the need for military "unification" and closer

coordination of foreign and military policy, and it was particularly motivated by the

substantial economies which it appeared would result from elimination of wasteful

inter-Service rivalry. Even these conclusions were tempered, however, by the reluctance of

Congress to bestow on the President any additional powers that might weaken the

congressional role in the civilian control of the Armed Forces.

The Act, in addition to creating a National Security Council for better coordination of

foreign and military policy, and a Central Intelligence Agency for coordination of

intelligence in hopes of precluding the diffusion of intelligence responsibility which made

possible a "Pearl Harbor," created the Office of the Secretary of Defense to provide the

President a principal staff assistant "in all matters relating to the national security."

The characteristics of compromise were most significantly reflected in the powers

granted to the Secretary of Defense. Rather than presiding over one single Department of

the Executive Branch, as recommended by President Truman, he was to preside over the

National Military Establishment, which consisted of three Executive Departments - Army,
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Navy and Air Force - each headed by a cabinet-level Secretary.

The Secretaries of each of the Military Departments retained all their powers and duties,

subject only to the authority of the Secretary of Defense to establish "general" policies and

programs, to exercise "general" direction, authority and control, to eliminate unnecessary

duplication in the iogistics field, and to supervise and coordinate the budget. The Secretary

of Defense was given only three Special Assistants. The Joint Chiefs of Staff were given

statutory recognition but remained, in effect, a committee depending on voluntary

cooperation. The Act, in an effort to prevent a repetition of the haphazard economic

mobilization of World War II, created a Munitions Board and a Research and Development

Board, but made the representatives of the Military Departments on each board co-equal

with the Chairman of the Board.

The resulting military organization was aptly characterized some years later by President

Eisenhower as "little more than a weak confederation of sovereign military units."

This was the first step in the post-World War II evolution of the U.S. military

organization. Each subsequent step was to be characterized by debate centered upon the

powers required by the Secretary of Defense to assure properly unified Armed Forces and

their efficient management.

The 1949 Amendments to the National Security Act

In 1949, armed with the findings of the Hoover Commission's Task Force on National

Security Organization, the public plea of Secretary of Defense Forrestal (who in 1947 had

opposed a strong unification effort), and the Eberstadt Task Force report, all of which

documented the weaknesses of the 1947 Act and recommended greater powers for the

Secretary of Defense, the President reinstituted his insistence for more effective unification

of the military establishment.

The resulting changes in military organization once again reflected a compromise of the

existing pressures and influences, but on balance, represented a major step in the direction

of unification. The Department of Defense became an Executive Department, with the

Secretary of Defense responsible for general direction. The Office of the Deputy Secretary

of Defense was created and the three Special Assistants to the Secretary of Defense were

converted to Assistant Secretaries. The Executive Departments of the Army, Navy and Air

Force were reduced to Military Departments - with the proviso, however, that they should

be separately administered. The position of Chairman of the Joint Chiefs of Staff was

created but given little more authority than to preside as a nonvoting member over meetings

of the Joint Chiefs of Staff. The President's request for a transfer to the Secretary of

Defense of the statutory functions of the Joint Chiefs of Staff, the Munitions Board and the

Research and Development Board was denied. The Secretary of Defense was specifically

prohibited from transferring assigned combatant functions among the Military Departments

and was limited in the transfer of noncombatant functions by a requirement for

prenotification of Congress.

Subsequent to his submission of the request for the statutory changes in the National

Security Act of 1947, but before the Congress enacted the 1949 amendments to the

National Security Act, the President submitted to the Congress Reorganization Plan No. 4,

by which the National Security Council and the National Security Resources Board were

transferred to the Executive Offices of the President. By selecting only these two boards for
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transfer to the Executive Office of the President, the Reorganization Plan and the language

of the President's message of transmittal, by omission, supported the implication that the

Munitions Board, the Research and Development Board and the Joint Chiefs of Staff were

ggrts of the Department of Defense, and as such, subject to the "general direction" of the

Secretary of Defense. The statutes were uniformly silent as to the organizational location of

all five entities.

The 1953 Reorganization Plan

Further changes in Defense organization came in 1953, in the form of Reorganization

plan No. 6 submitted to Congress by President Eisenhower. Under the provisions of that

plan, which became effective on June 30, 1953, the Munitions Board, the Research and

Development Board, the Defense Supply Management Agency and the Director of

Installations were all abolished and their functions transferred to the Secretary of Defense.

In addition, the selection and tenure of the Director of the Joint Staff by the Joint Chiefs of

Staff was made subject to the approval of the Secretary of Defense. The function of

managing the Joint Staff was transferred from the Joint Chiefs of Staff to the Chairman of

the Joint Chiefs of Staff. Six additional Assistant Secretary positions, supplementing the

three in existence, and a General Counsel of equivalent rank, were established to provide

more adequate assistance to the Secretary of Defense.

The 1958 Amendments to the National Security Act

Faced by continuing inter-Service rivalry and competition over the development and

control of strategic weapons, and under the impetus of the successful launching of the

Sputnik satellite by the Soviet Union in October 1957, President Eisenhower in 1958

requested, and the Congress enacted, substantial changes in the military organization.

The basic authority of the Secretary of Defense was redefined as "direction, authority

and control," which is as strong as the lawmakers knew how to write it. In addition, the

Secretary of Defense was given substantial power to reorganize the Department of Defense,

specifically in logistic areas.

The 1949 requirement that the Military Departments be "separately administered" was

relaxed to "separately organized."

The authority of the Secretary of Defense over research and development programs of

the Department was strengthened, and the Secretary was provided with a Director of

Defense Research and Engineering.

The legislation covering the Joint Chiefs of Staff was amended in several ways. The

authority of the Chairman over the Joint Staff was increased, and the authorized maximum

strength of the Joint Staff was enlarged from 210 to 400 officers.

The concept of "unified" and "specified" commands was established by law. The

statutory authority of the Chief of Naval Operations and of the Chief of Staff of the Air

Force to "command" forces was repealed. (The Chief of Staff of the Army had never had

statutory command authority). The Military Departments were removed by statute from the

chain of command over the operating forces in an effort to clarify and shorten the chain of

command. However, the Secretary of Defense delegated to the Joint Chiefs of Staff the

duty to serve as advisors and as military staff in the chain of operational command. As the
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members of the Joint Chiefs of Staff are the same officers as the Chiefs of the Military

Services, wearing their "other hats," this delegation from the Secretary of Defense

effectively put the Military Service Chiefs back into operations.

Developments Since 1958

The changes in military organization since 1958 have flowed primarily from the

reorganizational powers granted to the Secretary of Defense in the 1958 Amendments to

the National Security Act. The more significant changes were the creation of the Defense

Agencies: The Defense Atomic Support Agency in 1959; The Defense Communications

Agency in 1960; The Defense Intelligence Agency in 1961; The Defense Supply Agency in

1962, and The Defense Contract Audit Agency in 1965. Significantly, each new Agency

represented a consolidation of a functional activity by the Secretary of Defense in an effort

to overcome the effects of functional diffusion among the Military Services.

Those changes in the nature of warfare which became apparent in the mid-1940s have

become even more compelling with the passage of time. The interrelationship of

components of the military establishment, and of military policy and actions with other

elements of national policy and activity, are even closer and more complex.

The technological revolution, both in weapons and in general, continues unabated.

Furthermore, it has proliferated to many other nations - both friendly and unfriendly - and

has become highly competitive. The increasing sophistication of weapons and of the

mechanisms for their control have been accompanied by a vast increase in costs.

The need for effective civilian control is certainly no less compelling now than in 1947.

Evidence of excessive competition among the Military Services over roles and missions and

over the development of new weapons erupts periodically into the open to indicate

diffusion of national efforts and resources.

The strong interest and efforts of both the executive and legislative branches to

strengthen their respective roles in civilian control have, if anything, increased. Indeed, the

period since the middle of the 1960s has been marked by action and reaction of the

President and Secretary of Defense, on the one hand, and the Congress, on the other, to

increase the effectiveness of their own mechanisms for control relative to the other. These

conflicts may well have faded to accomplish the ends that both have sought, and which

might have been attainable through a more cooperative and harmonious effort.

While it is not within the Panel's Charter to recommend changes in the procedures of the

Congress, it is relevant to point out the fact that the division of responsibility between the

executive and legislative branches of the Government is further complicated by the diffusion

of committee responsibility for Defense matters within the Congress itself.

In retrospect, the evolutionary approach to reorganization of the Department of

Defense, while falling significantly short of the objectives of organizational and management

purists, and at the same time overriding the inhibitions of the organizational traditionalists,

has, on the whole, served the Nation's interests well. A more revolutionary approach to

military reorganization might have destroyed values inherent in the traditional military

organization which have been worth preserving. Even more significant, revolutionary

changes would probably have seriously disrupted the operation and reduced the

effectiveness of U. S. military forces during a period when the world situation necessitated

maintenance of credible military power.
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The Panel was conscious of the spectrum of diverse influences, pressures and

considerations in undertaking its study of the Department of Defense. It was against this

background that it weighed advices ranging from the extreme of total unification of the

Military Services, through preservation of the status quo, to a reduction of the authority of

the Secretary of Defense and increased independence for the separate Military Services.

Current External Influences on Defense Management

The operation and management of the Department of Defense cannot be evaluated using

only conventional management criteria, for the Department does not exist under

conventional conditions. On the contrary, it operates in a highly volatile environment,

subject to many pressures and conditions which are largely beyond the control and often

beyond th influence of those primarily responsible for Defense management.

Among the more relevant factors bearing on Defense management are the shifts in

national policies and priorities, both in foreign policy and domestic needs, and the

accompanying shifts in the range of U. S. commitments and the number and types of crises

occurring. Also, the important impact that defense spending can have on inflationary

pressures, and vice versa, is currently of great importance.

Among the most significant of the environmental factors impinging on Defense

management, are the changing attitudes and opinions of the United States public. These

heavily influence all aspects of management, but particularly such matters as weapons

development and procurement; budgetary planning; personnel acquisition, retention and

training; external research and development; contracting flexibility; and a large range of

internal management problems.

The Paael recognizes that the Department of Defense currently lacks the confidence of a

significant segment of the American public. While some of this is undoubtedly due to

misunderstandings, basically the Department must work harder to do the jobs assigned to it

as efficiently as possible and to keep the public properly informed. The Panel believes there

is considerable room fo? improvement on both counts, and offers many recommendations

to those ends.

At the same time, it is important to note that overemphasis of legitimate causes of

public concern, as well as ill-founded or mis-directed charges, have the effect of seriously

impairing the capability of the Department to carry out its national security mission.

Changes in public attitudes are aptly illustrated by the public views about the industry

which provides goods and services for defense. In times of generally acknowledged extreme

national peril, such as the period of World War II, such industry is lauded, placed on a

pedestal and characterized by such lofty phrases as the "Arsenal of Democracy." In other

times, the public may regard the same industry (in many cases the same Companies) as a

scapegoat for a wide range of problems, and characterise it as a conspirator in a sinister

"Military-Industrial Complex," whose objective is believed to subvert the best interests of

the country to private gain.

Each attitude impinges on the responsibilities for, approaches to, and effectiveness of

Defense management. In the context of an "Arsenal of Democracy," the Defense manager's

primary concern is quantity, quality, and speed of production. In the context of a

"Military-Industrial Complex," the Defense manager is more likely to focus on the size of
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the expenditure involved, the level of profits, and the methodology of contracting. Actually,

all of these objectives are important and need attention at all times.

Better ways are needed to deal with the complex relationship between a government

purchaser of unique goods and services for which there are sometimes no competing

markets, and a private seller who generally must operate in a severely competitive

environment. The "product" (often a complex weapon system) around which this

relationship revolves, frequently cannot be accurately described by either party, since it has

never been made, and producing it might require api.cations of technology never before

perfected or even attempted. In the face of such unc , tainty, both the buyer and the seller

are required to estimate costs which are often unp< . .lictable by any known techniques.

Superimposed on these problems which are of special importance to the Depr~tnent of

Defense, is the general problem that inflation poses in •'• areas involving estimatei 01 future

costs. Nevertheless, these estimates nearly always be: .< •! major yardstick by which the

success or failure of the transaction is measured. In addition, die seller must be prepared to

operate under detailed supervision of the buyer, and frequently in accordance with

procedures devised or prescribed by the buyer.

These problems must be solved, as it is in the best interest of all to maintain a healthy

and productive industry which is responsive to overriding national interests.

Public attitudes with regard to the conduct of the war in Southeast Asia also

significantly affect the present operations of the Department of Defense. Clearly a

substantial part of the public holds the military responsible for inefficiency in the conduct

of the war, resulting in its length and indecisiveness. Such attitudes appear to ignore the fact

that many of the rules and restraints regarding how tliis war has been fought have not

originated with the military, but with the civil authorities of Government. Many operational

tactics, believed by some to be more militarily efficient, have been precluded by the United

States self-imposed "rules of engagement," which reflect many factors in addition to

military efficiency. Whether or not one agrees with the weight given the various factors in

coming to such judgmental decisions, or with the actual decisions, the fact is that these

decisions relating to the war in Southeast Asia were made by civilian, not military, officials

- sometimes upon the advice of the military, and sometimes against such advice.

Those directly charged with Defense management have little control over many

environmental factors that affect public attitudes. But they do have the basic responsibilities

of doing the tasks assigned to them as efficiently as possible and of keeping the Congress

and the public informed, within proper - but not unreasonable - restraints required for

security reasons. In any event, as has already been noted, public attitudes should obviously

be considered in any assessment of, or attempt to enhance, the potential for effective

management of the Defense Department. In particular, if the Nation is to be able to recruit

and retain competent military manpower, while at the same time keeping the Defense

Department's claims on national resources within bounds, any "downgrading" of the

military in public esteem cannot safely be ignored.

Objectives of Study and Recommendations

Operating in this environment, with this background, and in accordance with the terms

of its assignment, the Panel has been concerned with the mechanisms and efficiency of

defense operations, not with the substance of the policies to be executed. In short, the Panel

has concentrated on the "hows" of doing, not the "what" to do.
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The objective of the study was not to devise ways and means to save money, per se; it

was rather an attempt to discover the cause of shortcomings and to devise and recommend

changes in organization and procedures which appear to have potential for increasing the

efficiency of the Department of Defense. Should our recommendations be implemented,

and should they prove as sound as we conceive them to be, substantial savings should result,

for example, the Panel is convinced that various layers of staff have grown and proliferated

unnecessarily, resulting in substantial increases in manpower and paper work and decreased

efficiency. If our recommendations are made effective, we anticipate substantial ultimate

reductions in dollars and personnel, in both military and civilian areas.

We emphasize that such savings as result from increased efficiency will be realized

principally in the long term, rather than the short term. Current expenditures yield little to

improvements in efficiency, particularly in the Department of Defense where most funds,

whether for people or material, require advance obligation. The recommendations of the

Panel are not and could not be designed to support immediate budget reductions. The

potential savings are in the long term.

The Panel did not concern itself as a group with whether realized savings should be

allocated to achieving more defense capabilities at the same cost, or an equivalent level of

defense at less cost. Our efforts were in no way oriented to altering the level of defense

capability established by national policy.

Organization of Report

The size, diversity and complexity of the Defense establishment make it impractical to

consider elements of defense operations or functions separately or isolated from other

elements or from the whole.

Accordingly, many of our recommendations are interdependent for effective

improvement. For example, internal management procedures can and do affect the

effectiveness of the weapons acquisition process, but organizational improvements cannot in

and of themselves guarantee greater effectiveness. Improvements in organization, however,

can provide a structure which makes it easier for capable people (who must be acquired,

trained, motivated and retained by improved personnel policies) to do a more efficient job.

The format of this report is designed to group the subjects in part according to the types

of recommendations, and in part according to the subject matter to which the

recommendations are directed.

The scope of the Panel's assignment was extremely broad, and the time for the study

limited. Accordingly, the Panel found it necessary to establish priorities. The Panel studied

in depth as many of the major subjects as its time and manpower permitted. Other areas of

relatively minor importance were also included because they were more easily addressed. We

believe the Panel's efforts in some areas, both major and minor, were sufficiently

comprehensive to support specific recommendations. In others, our investigations were only

sufficient to conclude that correctable problems exist, but were insufficient to support

specific recommendations; in such instances we have recommended that further studies and

examinations be conducted. In still other areas, there were indications of significant

problems, but limitations of time prevented exploration by the Panel; our Report invites

attention to these areas.

399-820 O - 70 - 3
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Selected staff reports have been identified as Appendices to this Report. The Panel's

recommendations are in no case based exclusively on these staff reports, as its studies were

broader and more extensive than the staff reports alone. Some of the appended staff reports

contain detailed facts and evaluations bearing on specific recommendations of the Panel,

while others address subjects, draw conclusions and suggest changes in areas which the Panel

as a whole did not choose to address. In some such instances, there was a question as to

whether the studies covered all of the particular subject or subjects sufficiently to enable the

Panel confidently to make a recommendation. In still other areas of staff reports, the Panel

lacked sufficient confidence in its judgmental capability to deal with the detailed, technical

or specialized matter. However, they are of sufficient importance to be submitted with this

Report as information, without necessarily implying endorsement of each item by the Panel.

General Observations

Several other general comments relating to our study are in order.

Throughout our study and our Report, we have concentrated on problem areas, rather

than on areas in which operations appeared to be conducted efficiently and responsibly.

Many things are done well in the Department of Defense, and we are conscious that our

Report, because it is problem oriented, reflects a lack of balance of the positive with the

negative aspects.

During the period in which the Panel conducted its study, changes in organization and

procedures of the Department were carried out or initiated which have the potential for

improving the responsiveness and efficiency of the Department. The Panel has followed

these changes closely. In some cases, the Panel has already made data and evaluations

collected in the course of its study available to those who might find immediate use therefor

- and some of it has already been put to good use. Our observation of the Department's

operation indicates that efforts to improve its organization and management were not

generally inhibited or postponed while the study was in progress. Although this provided the

Panel with a moving target, we welcomed the changes and the concern and sense of

responsibility within the Department of Defense which prompted them. In case of changed

organization or procedures, the Panel was provided with the specifics of the change and the

rationale upon which it was based.

The Panel received excellent cooperation and inputs from both within and outside the

Department. The Secretary of Defense made sure that the Panel experienced no limitations

on its access to records and people of the Department.

The attitudes of the Department personnel almost unanimously reflected interest and a

desire to assist in improving the effectiveness of the Department. Similar attitudes were

displayed by people in other Departments of the Government. In particular, the Panel

appreciates the valuable help provided by the General Accounting Office, the Bureau of the

Budget, and the White House staff.

The Panel members who visited U.S. military commands in Europe and Southeast Asia

were much impressed by the high caliber and dedication of our Nation's fighting forces -

from general and flag officers down through the ranks. Considering the fact that the average

age of our military personnel - including officers - is only 22.7 years, the ability and

accomplishments of this large cross-section of the youth of America is inspiring.
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CHAPTER I

ORGANIZATION

I GENERAL

In approaching its task, the Panel became increasingly aware that no single organization

or set of procedures would be adequate for the Department of Defense for all times. The

organization and procedures of the Department must be sufficiently flexible to respond to a

changing environment and evolving objectives.

Certain principles which guide organizational and procedural objectives do remain

constant. First among such principles is the requirement for effective civilian control of the

Defense establishment. Under the Constitution, civilian control is exercised through the

combined efforts of both the Executive and Legislative Branches. Its effectiveness, however,

depends in large measure on the capability of the Secretary of Defense to insure consistency

of Department operations with policy, to surface the viable alternatives on major issues, and

to maintain a high degree of visibility to himself, the President and the Congress of the

functioning of the national Defense establishment.

Effective control of the military establishment by the Secretary is required not just for

the purpose of insuring the supremacy of civil authority. While the President and the

Secretary of Defense must have the benefit of professional military advice based on careers

of military training and experience, unified control is essential to provide the Nation with

maximum security at minimum costs, and to insure that military strategy, force structure

and operations are consistent with national policy.

Despite the broad authority vested in the Secretary of Defense by the National Security

Act of 1947, as amended, experience demonstrates that in practice, the tools available to

the Secretary to exercise effective control of the Department are seriously deficient.

The evolution of defense organization since 1947 has not substantially reduced the

inherent difficulties arising from the fact that the division of roles and missions among the

Military Departments is still based fundamentally on distinctions between land, sea and air

forces which have become increasingly less relevant. This results in continued adversary

relations between the Military Services, which, although usually confined to the internal

paper wars that constitute the Department's decision-making process, severely inhibit the

achievement of economy and effectiveness required for adequate defense within available

resources. The continuing inter service competition seriously degrades the decision-making

process through obfuscation of issues and alternatives, and leads to attempts to circumvent

decisions, repeated efforts to reopen issues that have already been decided, and slow,

unenthusiastic implementation of policies to which a Service objects.

The results of such "parochialism" are, for example, reflected in: the development of

the AX aircraft by the Air Force and the Cheyenne aircraft by the Army for the close air

support role; the lack of enthusiasm for airlift expenditures by the Air Force and the Fast

Deployment Logistics program by the Navy, both intended to support the Army; the

organization of the operational command structure to provide a balance among the Services

for senior officer billets; and the continued failure to resolve the issue of the best balance

between land and carrier-based tactical air.
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It should be noted that inter-Service rivalry fades rapidly in proximity to a zone of

combat operations. In Vietnam, despite the encumbrance of a confused, distorted and

divided command structure, imposed through a series of Service compromises, the military

operates harmoniously as unified armed forces of the United States, due in large degree to

the splendid leadership of the senior commanders in the field.

During this study, the Panel was exposed to a broad spectrum of experience-based

opinion that deficiencies within the Department of Defense could not be remedied without

either integrating or drastically restructuring the Military Services. Significantly, mis opinion

was not confined to civilians. It is based in no small part on the recognition that the changes

made in defense organization since 1947, whether by reorganization plan or by statutory

amendment, were all designed primarily to remedy the same or related problems to those

which most plague the Department of Defense today. Unquestionably, the phrases in the

reports of the Hoover Commission's Task Force on National Security Organization, the

Eberstadt Task Force, the Rockefeller Committee of 19S3, the President's message to the

Congress in 19S8, and many other studies made externally and internally to the Department

have the familiar ring of applicability to contemporary conditions.

Nevertheless, the evidence, on balance, does not at this time support the necessity nor

the desirability, in our opinion, for changes as drastic as elimination of the separate Services.

The Panel does, however, recommend that the President and the Secretary of Defense

reconsider this basic matter after the results of the Panel's recommendations for immediate

action have been observed and evaluated.

The fundamental principles of the National Security Act of 1947, as amended, are still

sound. Although experience indicates the desirability, and even the necessity, for some

substantive changes, many of the deficiencies evident in the operation of the Department

could be remedied by more faithful application of the concepts on which the Act is

premised.

The Department of Defense is too large, and encompasses too many complex and

diverse activities to respond to over-centralized management. Some logical division of

activities must be made to facilitate management and control. However, achieving such

division by radical reorganization would probably solve few, if any, of the basic conflicts

which now exist; its effect would be more likely to relocate the organizational points at

which divergent interests lock in controversy. There is also the danger that valuable morale

factors rooted in tradition might be destroyed rather than controlled, or eliminated rather

than redirected toward useful objectives.

A drastic restructuring would also inevitably risk serious disruptions of uncertain degree

and duration in the operational capabilities and readiness of our military forces. In view of

the current and foreseeable state of world affairs, only the most crucial need could justify

acceptance of such risks.

H. CONTROL AND MANAGEMENT BY THE SECRETARY OF DEFENSE

The National Security Act bestows a broad expanse of authority on the Secretary of

Defense to enable him effectively to direct and administer the Department of Defense.

There is no serious legal impediment to prevent a Secretary of Defense from making any and

every decision within the Department, subject only to Presidential and Congressional
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policies. Practical, rather than legal, limitations make such an approach impossible. Even the

doubling of his time and attention through the person of his alter-ego, the Deputy

Secretary, does not significantly increase the decision-making time of the Secretary. A

highly centralized decision-making process oriented to a single decision point, whether the

decision point consists of one or two men, is inherently inadequate to manage the spectrum

of activities required of the Department of Defense.

Indeed, attempts to overcentralize decision-making at the top seriously impair a

Secretary's capability to exercise effective control. Under such circumstances, far too many

decisions go unmade, critical issues are not addressed, problems are deferred and the

principle of personal accountability is lost in the diffused maze of "staff coordination."

Effective civilian control and management, however, do not require that the Secretary

of Defense make all, or even a major proportion, of the innumerable decisions necessary for

the operation of the Department.

The alternative is for the Secretary to delegate substantial decision-making authority and

all executory functions to subordinate levels of authority. Delegation is not synonymous

with abrogation of responsibility, however. The application of such delegations of authority

and executory functions must be carefully delineated, and paralleled with adequate, but

simplified, reporting systems to insure that activities conducted under delegated authority

are visible to and subject to audit by the Secretary. Delegations must be sufficiently specific

to permit strict individual accountability.

Effective civilian control, appropriate delegation of authority, and decentralization of

management cannot be effectively accomplished in the present organizational structure of

the Department.

The organizational structure needs to be improved to attain the following compelling

objectives:

(1) The organization of the Department must be responsive to the direction, control

and authority of the President and the Secretary of Defense in all areas of Departmental

operations;

(2) The lines of authority and responsibility within the Department must be made

clear and unmistakable, so that delegation of authority and responsibility will not result in

loss of individual accountability;

(3) The chain of operational command must be unencumbered, and flexible enough

to operate reliably and responsively in both peace and war;

(4) The organization of the Department must permit and facilitate objective

assessments and innovative, but non-duplicative, long-range planning for structuring and

equipping of forces;

(5) The organization of the Department must be streamlined to reduce substantially

the manpower assigned to staff activities; and

(6) The "span of control" of the Secretary must be reduced.
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The attainment of these objectives can be facilitated by separating the functions of the

Department into three major categories; (a) military operations; (b) management of

resources and support; and (c) evaluation and control. An organization structured along

these functional lines would permit effective delegation of authority and decentralization of

management.

Conceptually, the National Security Act, as amended through 1958, organizationally

divides the Department of Defense, below the level of the Office of the Secretary of

Defense, between support activities and military operations. The Military Departments were

given the responsibility for support matters, and military operations were centered in the

Unified and Specified Command structure.

This separation, prescribed by the Congress, has much to commend it. In addition to

providing a logical division of the total military power, it permits a Secretary of Defense to

fashion his management decision points so as to concentrate on the interfaces between the

"suppliers" and the "users" of resources, thereby enhancing his control capability.

The utility of this conceptual division has been impaired in practice. President

Eisenhower's message transmitting the 1958 Reorganization Act to Congress said: "Clearly,

Secretaries of Military Departments and Chiefs of individual Services should not direct

unified operations and therefore should be removed from the command channel."

Accordingly, the 1958 Reorganization Act separated the Chiefs of Staff as such from

operations, and put the Unified and Specified Commands directly under the command of

the President and the Secretary of Defense. However, the Secretary of Defense then

delegated to the Joint Chiefs of Staff the responsibility to act as military staff in the chain

of operational command to the Unified and Specified Commands. This reinvolved the Chiefs

of the Services in combatant operations matters in their capacity as Joint Chiefs.

One additional functional division in Defense organization is essential to sound

management. Evaluation functions should be organized separately from both support

activities and military operations, to enhance the potential for independence and objectivity

in the evaluations. This principle is acknowledged to a degree in the National Security Act

by the provisions relating to functions of comptrollers for the Department of Defense and

for Military Departments.

Dividing the responsibilities of the Department of Defense into these three major

divisions would clarify lines of communications, control, and responsibility. It would

replace divided responsibility for many matters with unified responsibility and

accountability for a prescribed area. It would help both civilians and the military to

concentrate on the areas in which they have special competence.

III. ORGANIZATION OF THE OFFICE OF THE SECRETARY OF DEFENSE

The Office of the Secretary of Defense (OSD) has more than doubled from

approximately 1700 to 3500 personnel since 1956. This growth appears to reflect an

attempt at highly-centralized management, undertaken in frequently futile attempts (1) to

overcome difficulties arising from Service rivalries; and (2) to manage, in lieu of minimizing,

the uncertainties inherent in planning, programming and budgeting, particularly as related to

advanced weapons systems.
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The OSD staff is organized by groupings in the offices of the Director of Defense

Research and Engineering (DDR&E), the Assistant Secretaries of Defense (ASDs), the

Assistants to the Secretary of Defense (ATSDs) and the General Counsel. These offices are

structured in parallel and the lines of responsibility of each run directly to the

Secretary /Deputy Secretary of Defense. (See Chart)

Each of these parallel elements of OSD staff has been delegated responsibilities,

including policy formulation, within the assigned area of activity, which is established by a

"charter" in the form of a Directive. These "charters" include direct statutory impositions

of responsibilities where applicable. Currently, the scope of responsibility for each of these

OSD staff elements is couched in language too general either to limit precisely or to define

and Gx precisely the responsibility for the intended area of cognizance or function.

Policy and guidance directives issued by OSD to subordinate elements of the

Department evidence a tendency by several of the parallel elements of the OSD staff to

formulate policy and guidance as if its particular function were the principal control

element by which the Department is managed. For example, the Draft Presidential

Memoranda, prepared by the Office of the Assistant Secretary of Defense (Systems

Analysis), before they were discontinued, tended to control through detailed force levels -

numbers and sizes of units - manpower levels, numbers of equipments and, indirectly, the

dollars consumed. At the same time, the directives from the Assistant Secretary of Defense

(Manpower and Reserve Affairs) tend to fix manpower levels and skills to a degree which

would impose manpower as the controlling element of force levels, dollars consumed and

numbers of equipment. The Assistant Secretary of Defense (Comptroller) manages with

dollars, the Assistant Secretary of Defense (Installations and Logistics) with numbers and

types of equipment, while the Director of Defense Research and Engineering prescribes the

policies for acquiring and applying technology. The result is a multiplicity of largely

independent, parallel managements of the Department from the top, which impose a degree

.of rigidity on operations of subordinate elements of the Department that severely inhibits

efficient performance. In addition, the expansion of OSD has been accompanied by an

increasing involvement of OSD personnel in executory-type activities of the Department.

The expanding parallel organization of OSD has contributed to the excessive span of

control of the Secretary/Deputy Secretary of Defense. Twenty-seven major offices of the

Department report directly to the Secretary/Deputy Secretary, and of these, twelve are in

OSD. No formal mechanism exists to assure proper coordination among the parallel

elements of OSD. This unsatisfactory organizational structure results in frequent

contradictions in policy guidance, frictions between the various elements of OSD, and the

necessity for extensive and time-consuming coordination with little assurance that it has

achieved its purpose.

The lack of convergence of responsibilities for functional areas at an organizational

point in OSD below the Secretary/Deputy Secretary level inhibits the flexibility to delegate

responsibilities within OSD, for no one below the Secretary/Deputy Secretary level has the

requisite breadth of purview or responsibility.

The expansion of OSD into many functionally fragmented compartments and their

increasing involvement in detailed executory-type activities has resulted in the establishment

of a profusion of management information systems and reporting requirements. The

excessive detail and duplication of reporting requirements have generated such a sheer mass

of informational detail that relevant and important facts are often obscured. Efforts at
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reports control and limitation have proved largely futile and have added to the already

significant load and costs of paper work.*

While the process of OSD expansion was occurring, subordinate elements of the

Department gradually adjusted. In fact, the diffusion of responsibility and accountability,

the freedom to "pass the buck" to the top on hard decisions, and the opportunity to use the

extensive coordination process to advance parochial objectives, are circumstances to which

many in the Department have adapted comfortably. Understandably, this usually resulted in

substantial increases in the workload of staffs at subordinate levels to provide information

required by and to counter the arguments made by the expanded OSD staff. On the other

hand, despite recent improvements made in the Military Departments in such techniques as

systems analysis, there is little to indicate that the Department could accomplish its mission

if there were a reversion to the level and type of decentralization of authority which existed

earlier.

The lack of responsiveness to the needs and direction of the Secretary of Defense is

particularly evident in three closely interrelated functional areas - military operations,

intelligence, and communications.

For all its size, the OSD has no staff element with significant purview of the area of

military operations, despite the fact that the Secretary of Defense, since the 1958

amendments to the National Security Act, is the crucial link in the chain of command

between the Commander-in-Chief and the Unified Commanders.

If the Secretary of Defense is to discharge effectively his responsibilities as a key

element of the National Command Authority, - and the alternative of removing him from

the chain of command would, in practice, reduce "civilian control" to a fiction - it is clear

that he must have an adequate staff for the purpose.

The present arrangement for providing staff support to the Secretary of Defense for

military operations is awkward and unresponsive; it provides a forum for inter-Service

conflicts to be injected into the decision-making process for military operations; and it

inhibits the flow of information to and from the combatant commands and the President

and Secretary of Defense, often even in crisis situations.

While the Secretary of Defense is constituted by the National Security Act as the link in

the chain of command of combatant forces between the President and the Unified and

Specified Commanders, the only military staffs presently available for operations staff work

are in the Joint Staff - reporting to the Joint Chiefs of Staff - and in the Military

Departments. This anomalous situation has been dealt with by the delegation of

responsibility to the Joint Chiefs of Staff by the Secretary of Defense to act as his staff for

military operations. To perform this responsibility, the Organization of the Joint Chiefs of

Staff was enlarged. In addition, each member of the Joint Chiefs of Staff has retained on his

military staff within his individual Service a staff element assigned to military operations

which is larger than the authorized size of the entire Joint Staff. These are the staff officers

who support their Chief of Service in his role as a member of the Joint Chiefs of Staff.

There is abundant evidence that it is in these individual Service staff elements, as much or

•See Defense Directives/Guidance System and Management Information Reports in Chapter III.
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more than in the Joint Staff, that issues dealing with military operations and the

recommendations of Unified Commanders to the Secretary are screened, analyzed and

shaped.

The National Military Command Center (NMCC) is a facility essential to the functioning

of the National Command Authority and is manned by elements of the Organization of the

Joint Chiefs of Staff; the NMCC, however, is responsive to the Joint Chiefs of Staff, not to

the Secretary of Defense and the President.

This lack within OSD of expertise in military operations critically impairs the civilian

control of the military establishment. Virtually all of the combat forces of the United States

are assigned to the operational control of the Unified and Specified Commands. There is a

statutory prohibition against the transfer of forces in or out of one of the Unified or

Specified Commands without the specific approval of the Secretary. It is the Secretary of

Defense who, subject to the authority of the Commander-in-Chief, provides the direction

and control of the Unified Commanders.

The National Security Act, as amended, clearly contemplated a direct relationship

between the Secretary and the Unified and Specified Commanders. It is the Operational

Commander of the Unified Command who is in the best position - staffed by officers from

all Services - to provide military recommendations, alternative courses of actions and

assessments of short-term military capabilities to the National Command Authority. A staff,

preferably military, is necessary in the chain of command between the Secretary and the

Unified Commanders; it is imperative that such a staff be responsive to the Secretary of

Defense, rather than to the Joint Chiefs of Staff, and through the Joint Chiefs of Staff to

the Military Services.

The absence of a staff element for military operations directly responsive to the

Secretary of Defense constitutes a deficiency which can be tolerated only at high risk.

The OSD cognizance of the intelligence area below the level of the Secretary and

Deputy Secretary is too narrow, because it is limited in large measure to resource allocation

review. The designation of the Assistant Secretary of Defense (Administration) for

intelligence responsibility needs expanding to assure sufficient cognizance. In addition, there

should be created a point of convergence below Secretary level at which military operations

and intelligence policies and activities are considered together as an interdependent entity.

Responsibility for communications matters in OSD has, until recently, been hopelessly

fragmented. The establishment of the position of an Assistant to the Secretary

(Telecommunications) to exercise comprehensive policy responsibilities for communications

is a major improvement. This function is closely intertwined with both military operations

and intelligence. Communications, noted here only in connection with its impact on the

organization of OSD, is addressed separately in this report.

Executory functions are intermingled in many of the staff organizations in the

Department, and the Office of the Secretary of Defense is no exception. To provide clear

and distinguishable lines of authority and responsibility, staff functions, which involve

policy formulation and monitoring, should not be conmungled with executory or operating

functions.

The Advanced Research Projects Agency (ARPA) is now an integral part of the OSD
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staff, being a part of the Office of the Director, Defense Research and Engineering. ARPA

has the characteristics of a Defense Agency, including separate budgeting (at a current level

in excess of $200 million).

Another significant weakness of the OSD organization is the lack of policy guidance,

monitoring and evaluation of the test and evaluation function.* This deficiency has

contributed to a number of instances of needless dissipation of resources. In connection

with test and evaluation, it should be emphasized that responsibilities for any evaluation

function must be exercised independently. When they are subordinated to or combined with

responsibilities for the development of the item or subject being evaluated, the requisite

objectivity is seriously jeopardized.

Still another problem is the commingling of functional assignments in the same office or

individual, when the functions are either greatly dissimilar (Administration and

Intelligence), or generate conflicting pressures or issues which should be raised to a higher

organizational level for resolution, instead of being submerged. As an example of the latter,

the co-assignment of functional responsibility for both (a) research and exploratory

development, and (b) weapons systems development, makes it possible for the relative

balance of effort between the two to be shifted without the issue being addressed at higher

organizational levels, as it would have to be if the functions were separately assigned.

The Department of Defense must closely coordinate its activities and policies with

numerous other agencies of government, particularly the National Security Council, the

State Department, and the Arms Control and Disarmament Agency. In order to do so

effectively, it is essential that the Department representatives be vested with the requisite

authority to speak for the Department and have sufficient access to information in the

Department to deal knowledgeably. All too often in the Department of Defense, mis

coordination function is, in practice, fragmented. This can result in several Defense

Department voices, which may well diverge in direction, and cause confusion with serious

consequence. The Office of Assistant Secretary of Defense (International Security Affairs)

has the functional assignment for most of the Department's external coordination

responsibilities on matters which have political-mihtary significance. Frequently, however,

personnel from other elements of OSD are designated on an ad hoc basis to represent the

Department on various interagency activities. In addition, the executive levels and

functional alignment of the offices of the Defense Department do not mesh with those of

the State Department, which, in a bureaucratic interface, can and does cause substantive

problems.

The Secretary of Defense does not presently have the opportunity to consider all viable

options as background for making major policy decisions because important options are

often submerged or compromised at lower levels of the Department.

A need exists for an independent source of informed and critical review and analysis of

military forces and other problems - particularly those involving more than one Service, or

two or more competitive or complementary activities, missions, or weapons. At present, the

Assistant Secretary of Defense (Systems Analysis) is responsible for this important function.

'See Tart and Evaluation in Chapter II.
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Test and evaluation functions are presently widely scattered, tend not to extend above

Service level, and are dominated by Service developer agencies. Because so much of the

Department of Defense is involved in or affected by weapon systems acquisition, an

improved test and evaluation capability is essential to provide objective test data on the

progress and worth of developmental weapon systems. Significantly increased emphasis is

needed on operational test and evaluation, particularly on systems and equipment which

span Service lines.

The internal auditing effort at OSD level is fragmented and lacks sufficient

organizational prestige to provide the coordination, audit coverage, and leadership to

achieve its full potential.

The internal auditing effort at the OSD level is carried on by two different groups, both

within the Office of the Assistant Secretary of Defense (Comptroller). One group, the Office

of Director for Audit Policy, reporting to the Deputy Assistant Secretary (Systems Policy

and Information) has responsibility for developing and providing audit policy guidance for

all audit organizations in the Department. A second group, called the Office of the Deputy

Comptroller for Internal Audit, reports one level higher and provides a quick audit response

to matters of special interest to the Secretary of Defense and his staff. This second group is

also responsible for audits of programs and procedures which involve more than one military

Service or Agency, for audits of the Military Assistance Program, and for audits of certain

other Department components.

The Directorate of Inspection Services (DINS), organizationally located in the office of

the Assistant Secretary of Defense (Administration), has the responsibility for inspections or

surveys of the operational and administrative effectiveness of the Office of the Secretary of

Defense, the Joint Chiefs of Staff, the Unified and Specified Commands and the Defense

Agencies. DINS also has responsibility for criminal investigation and counter-intelligence

activities within the same organizations. The assigned responsibilities of DINS do not

include financial and accounting audits.

These functions shouid be grouped with other evaluation and control functions.

Some of the Department's "credibility gap" with the Congress and the public must be

attributed to the fragmented, and often confused, functional assignments of responsibilities

within the Department for legislative and public affairs.

At present, there are public affairs and legislative liaision offices within the Office of the

Secretary of Defense, each of the Military Departments and some of the Defense Agencies,

with no effective mechanism for coordination among them. A great many of the matters

with which these offices deal affect and are affected by activities of other organizational

elements of the Department. Only the public affairs and legislative liaison activities in the

Office of the Secretary of Defense have general cognizance of all activities. Representations

by other such offices have the potential to be based on partial or incomplete information.

At the present time, the activities of the Assistant Secretary of Defense (Public Affairs)

account for less than one-fifth of the public affairs expenditures of the Department. The

lack of coordination of all public affairs activities of the Department causes confusion

among the public and in the Congress, and at the same time, inhibits the most effective use

of available resources.
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The Office of the Assistant to the Secretary of Defense (Legislative Affairs) is less than

one-half the size of the smallest legislative liaison office of a Military Department, and only

about one-fourth the size of the largest. The necessary flow of information attending the

budgetary process would be facilitated by direct contacts between the appropriations

committees of Congress and the Comptroller of the appropriate department or agency. The

use of legislative liaison services in these budgetary matters, where the Departmental sources

of data are few and identified, has greater potential for obstruction than assistance.

Three other areas of significant organizational deficiency in OSD are apparent.

There is no organizational element within OSD with the assigned responsibility for

objectively making net assessments of U.S. and foreign military capabilities. Major program

and policy decisions in the Department of Defense tend to be based on an assessment of

individual factors, such as the apparent threat, the technological capability of the United

States and possible opponents, and cost effectiveness criteria. The Defense intelligence

community is concerned with foreign developments, but does not make assessments of U.S.

capabilities. Threat assessments are made for comparison with the projected capability of

some proposed new U.S. development. There is, however, no mechanism within the

Department to provide an integrated analysis which systematically places existing or

proposed programs in the context of the capabilities and limitations of the United States

and its allies versus possible antagonists. The Secretary of Defense should have available, on

a continuing basis, the results of comparative studies and evaluations of U. S. and foreign

military capabilities, to identify existing or potential deficiencies or imbalances in U. S.

military capabilities.

There is no organizational element within OSD that is charged with the responsibility

for broadly supporting the Secretary of Defense in long-range planning which integrates net

assessments, technological projections, fiscal planning, etc. Force planning is currently

initiated by the Joint Chiefs of Staff and the Military Departments within the constraints of

fiscal guidance to each Service and for each major mission and support effort. In order to

provide an overall balance of forces, to prevent wasteful duplications, and to develop

effective but more economical alternatives to those conditioned by traditional approaches

of the Military Services, OSD requires an internal long-range planning capability. The

development of alternative solutions should include consideration of all relevant political,

economic, technological and military factors. To the extent to which such a capability exists

in the current OSD organization, it is too fragmented and too limited by the pressure of

more immediately urgent assignments to be effective.

No formal mechanism exists within OSD to assure adequate coordination among the

various elements of the Department. There is a need for a Coordinating Group in the

immediate office of the Secretary of Defense, to assist in coordinating the activities of the

entire Department and in the scheduling and follow-up of the various activities.*

In addition to the deficiencies previously mentioned, many of the individual elements of

the Office of the Secretary of Defense have become so overstaffed as to reduce their

capability. Even with the new functions suggested for OSD, the staff should not total more

than 2,000 people.

•See Defense Directives/Guidance System and Management Information Reports in Chapter III.
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IV. ORGANIZATION OF THE JOINT CHIEFS OF STAFF AND THE JOINT STAFF

The Joint Chiefs of Staff

With the exceptions of the relatively minor changes in the authority of the Chairman,

the reorganization of the Joint Staff in 19S8, and the increases in the limitation on the size

of the Joint Staff from 100 to 210 officers in 1949, and from 210 to 400 officers in 1958,

there have been no significant changes in the Organization of the Joint Chiefs of Staff and

the Joint Staff since 1949.

The Joint Chiefs of Staff are still composed of the Chairman, appointed by the

President, with the advice and consent of the Senate, from the officers of the tegular

components of the Armed Forces; the Chief of Staff of the Army; the Chief of Naval

Operations; the Chief of Staff of the Air Force; and as a practical matter, the Commandant

of the Marine Corps, unless the Secretary of Defense determines that a particular matter

under consideration by the Joint Chiefs of Staff does not concern the Marine Corps.

Both the organizational characteristics and the performance capability of the Joint

Chiefs of Staff have been sources of concern almost since the inception of the organization.

From an organizational standpoint, concern has been created by the reliance on a

"committee" for the performance of the important functions assigned to the Joint Chiefs of

Staff. Despite the theories which would depict the Joint Chiefs of Staff as a "corporate"

body, the near unanimity of the Joint Chiefs of Staffs' formal decisions in recent years, and

the statutory instruction to the Chairman to report disagreement of the Chiefs to the

Secretary of Defense, the Joint Chiefs of Staff must be characterized as a committee.

The "committee" character of the Joint Chiefs of Staff is accentuated by the dual roles

of the members, other than the Chairman of the Joint Chiefs of Staff. Each of the Chiefs

must bear the load of responsibility for supervision of his own Military Service and for his

duties as a member of the Joint Chiefs of Staff.

The excessive workload occasioned thereby was recognized by the report of the

Rockefeller Committee in 1953. In the 1958 amendments to the National Security Act, the

Chiefs of Staff of the Army and Air Force, the Chief of Naval Operations and the

Commandant of the Marine Corps were authorized to delegate broad responsibilities for

supervision of their Services to their Vice Chiefs of Staff. Despite this delegation, the

workload of the Joint Chiefs of Staff is still very heavy, and is compounded by the many

matters of detail referred to them.

Also, in the 1958 amendments, the Chiefs' authority to "command and supervise" then-

Services was reduced to the authority "to supervise," and the operational command of

combatant forces of all Services was vested in Unified and Specified Commands, responsible

directly to the Secretary of Defense and the President. By virtue of the provisions of

Department of Defense Directive 5100.1, issued on 31 December 1958, however, the Joint

Chiefs of Staff were assigned the duty to serve as advisors and as military staff in the chain

of operational command running from the Secretary to the Commanders of the Unified and

Specified Commands.

From a practical viewpoint, the roles of the members of the Joint Chiefs of Staff, other

than the Chairman, are probably more nearly triple in character than dual. The three roles
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are: (1) the Chiefs supervision of his Military Service; (2) participation in the advisory and

planning functions assigned by statute to the Joint Chiefs of Staff; and (3) participation, by

delegation, as a member of the Secretary's staff for matters of operational command.

Many consider the dual or triple roles of the Joint Chiefs of Staff to be a fatal deficiency

to the effectiveness of the Joint Chiefs. No matter how hard the Chiefs strive to "rise above

the particular views of their respective Services" * and not to "be restricted by Service

positions or instructions,"* it is very difficult for them to free themselves from their

understandable Service loyalties.

The difficulties of the Joint Chiefs of Staff structure are compounded by other factors:

(1) the Joint Staff consists of officers assigned from each Service, and they look to their

Service for promotions; and (2) the procedures by which major issues addressed by the Joint

Chiefs of Staff, require that the issues first be coordinated by the Joint Staff with each of

the Military Services.**

President Eisenhower referred to these difficulties in his message to the Congress on the

Defense Reorganization Act of 1958. The President stated: "These laborious processes exist

because each military department feels obliged to judge independently each work product

of the Joint Staff. Had I allowed my interservice and interallied staff to be similarly

organized in the theaters I commanded during World War II, the delays and resulting

indecisiveness would have been unacceptable to my superiors."

The increase in frequency of unanimity in the recommendations and advice of the Joint

Chiefs of Staff is by no means conclusive proof of subjugation of particular Service views.

Such frequency of unanimity can just as cogently support a conclusion that the basis of

such recommendations and advice is mutual accommodation of all Service views, known in

some forums as "log rolling," and a submergence and avoidance of significant issues or

facets of issues on which accommodations of conflicting Service views are not possible.

Arguments for continuation of the military chiefs as members of the Joint Chiefs of

Staff do have merit, however. There could be some risk involved in any approach to

restructuring the membership of the Joint Chiefs of Staff which might so remove the

members from the daily operations of their Departments as to relegate the Joint Chiefs of

Staff to an ivory tower.

The fundamental problem with the multiple role of the members of the Joint Chiefs of

Staff, we believe, was perceived in the comments of the Rockefeller Committee in 1953.

The committee stated:

It is essential to keep in mind that the Joint Chiefs of Staff were established as a

planning and advisory group, not to exercise command. The National Security Act

emphasized their planning and advisory role. The Committee considers it

unfortunate that this concept of the National Security Act has always been obscured

in actual practice, even before the meetings in 1948 at Key West and Newport, at

which the Secretary of Defense delegated certain command functions to the Joint

•Report of the Rockefeller Committee, 1953.

••The JCS Decision-Making Process is discussed in Chapter III.

90-185 0-88-7
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Chiefs of Staff.

To clarify the role of the Joint Chiefs of Staff in accord with the basic purposes

of the National Security Art, this Committee recommends below that the Key West

agreement be revised to remove the command function from the Joint Chiefs of

Staff, in order to enable them to work more effectively as a unified planning agency.

The Committee believes that the Secretary of Defense has much to gain from

receiving the various views of the military chiefs of the Services, and that it is

desirable for the top planning body to continue to include the responsible military

chiefs, who will thus have a voice in the JCS planning as well as implementing such

planning in their respective military departments.

Despite the many changes, the members of the Joint Chiefs of Staff have retained their

involvement, in one or the other of their roles, in operational command matters. Prior to

1953, the Joint Chiefs of Staff designated one of their members as their executive agent to

exercise operational command in a specified geographical area. From 1953 to 1958, the

Secretary of Defense designated a Military Department as executive agent for a particular

unified command and the Service Chief acted for the Secretary of his Military Department,

so that for any particular unified command, the chain of operational command ran from the

President to the Secretary of Defense to the Secretary of the designated Military

Department to the Service Chief to the unified command. The 1958 change was intended to

shorten and clarify the chain of operational command, by making the channel run from the

President to the Secretary of Defense directly to the unified command. Because of the

delegation from the Secretary of Defense to the Joint Chiefs of Staff to act as military staff

in the chain of command to the unified commands, this change proved to be largely one of

form, rather than substance, for it merely "changed the hat" the Chief of Service wears

during his involvement in military operational matters.

The numerous functions now assigned to members of the Joint Chiefs of Staff impose

an excessive workload and a difficult mix of functions and loyalties. Some of these

functions must consequently suffer, and the evidence indicates both the strain on

individuals who have served in such capacity and a less than desirable level of performance

of the numerous functions assigned. This result has occurred despite the outstanding

individual ability and dedication of those who have served on the Joint Chiefs of Staff and

despite the attempts to shift a portion of the load from the Chiefs of Service to their Vice

Chiefs. The difficulty is caused by the system, not the people.

The excessive workload of the Joint Chiefs of Staff has also resulted in a perceptible

shift of responsibilities for the performance as staff of the Secretary of Defense in

operational control of combatant forces from the Joint Chiefs of Staff to the Chairman of

the Joint Chiefs, acting individually and "keeping the members of the Joint Chiefs of Staff

informed." This trend, while usually increasing efficiency, imposes a severe workload on the

Chairman, and does not appear entirely consistent with either the statutory prohibition

against the Chairman exercising command functions or the repeated rejection by the

Congress of the single Chief of Staff concept.

Of the varied functions assigned to the Joint Chiefs of Staff, those involving operational

command are least compatible with the organizational character of the Joint Chiefs of Staff.

A committee is inhibited in its performance of any function by its very nature, but it is

most deficient as a decision-mechanism in matters which are time-critical, such as
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operational control of combatant forces.

The recommendation of the Rockefeller Committee to eliminate the Joint Chiefs of

Staff from duties involving operational command of combatant forces is as well taken today

as in 1953, if not more so, but this time the change should be made in such a clear and

unequivocal way that it cannot be circumvented.

To other duties of the Joint Chiefs of Staff have been added the responsibility for

certain Defense Agencies created since 1958, namely, the Defense Atomic Support Agency

(DASA), the Defense Communications Agency (DCA), and the Defense Intelligence Agency

(DJA). The exercise of administrative control and guidance of these Defense Agencies not

only adds to the already excessive workload of the Joint Chiefs of Staff, detracting even

further from their capability to perform their statutorily assigned missions, but also detracts

from the effective and efficient performance of some of these Agencies.*

The Joint Chiefs of Staff could more effectively perform their important statutory role

as principal military advisors to the President and the Secretary of Defense if they were

relieved of the necessity of performing delegated duties in the field of military operations

and Defense Agency supervision.

This would also have the advantage of terminating much of the involvement of the

Military Departments in the command chain of combatant forces, which results from the

dual role of the Military Chiefs of Services as members of the Joint Chiefs of Staff. It would

also negate much of the argument that has been advanced for having the Joint Chiefs of

Staff consist of different officers from the Chiefs of the Services (the "two-hatted" role).

The Joint Staff

The Joint Staff is placed by statute under the Joint Chiefs of Staff and is limited in size,

currently to 400 officers.

These statutory limitations have proved to be of no practical consequence, deterring

neither the growth past the magic number of 400 officers serving on the central military

staff, nor the creation of additional military staff. With the apparent, but statutorily silent,

acquiescence of all concerned, including the Congress, the limitations of the statute have

been circumvented by the creation of an entity called the "Organization of the Joint Chiefs

of Staff."

The title, "the Organization of the Joint Chiefs of Staff" was used to include the Joint

Chiefs of Staff, the Joint Staff and various committees formed by the Joint Chiefs of Staff

prior to 1953. These "committees" were, for the most part, disestablished effective June 7,

1958, in response to President Eisenhower's message to the Congress on defense

reorganization transmitted on April 3, 1958. Four committees not so disestablished were

redesignated in name from "Committee" to "Council" or "Group" for compliance in form,

if not in substance.

Despite the "elimination" of the committees included in the Organization of the Joint

The organization of these Defense Agencies is addressed later in this Chapter.
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Chiefs of Staff, the number of personnel serving as staff and staff support for the Joint

Chiefs of Staff increased from approximately 486 in 1958 to 2,145 in 1969, of which some

900 are military officers. The size of this organization is projected to diminish to some

1,996 in 1970. The "staff' character and its interrelationship to the officially designated

Joint Staff is in no way disguised nor camouflaged, and nothing surreptitious can or should

be implied from its constitution. The official Joint Staff, maintained with the 400

officer-size limitation is organized under five directorates and one office of Special Assistant

as follows: J-l (Personnel), J-3 (Operations), J-4 (Logistics), J-5 (Plans and Policy), J-6

(Communications-Dectronics), and the Special Assistant for Counterinsurgency and Special

Activities. In the overall Organization of the Joint Chiefs of Staff, but outside the officially

designated Joint Staff, are a large number of staff elements, variously entitled Directorates,

Agencies, Special Assistants, etc., all of whom report either through the J-3 (Operations),

the J-5 (Plans and Policy), or directly to the Director of the Joint Staff, the same as do

elements of the official Joint Staff.

Less obvious "extensions" and "additions" to the Joint Staff also exist. For instance,

the Defense Atomic Support Agency (DASA) performs the staff function for maintaining

inventory control of nuclear weapons, and in fact, an element of the DASA staff is located

contiguous to the National Military Command Center, operated by the Organization of the

Joint Chiefs of Staff. Also, the some 400 or more personnel, a number of whom are military

officers, working in the National Military Command System Support Center, are assigned to

the Defense Communications Agency.

Size alone, nor even a substantial and continuing growth of staff, does not provide

evidence of a deficiency in organizational composition or performance. Nevertheless, such

artificial structuring of organization, in an effort to circumvent arbitrary limitations,

however benign because of the passage of time, can hardly fail to perform less adequately

than an organization functionally structured for efficiency of performance.

The Organization of the Joint Chiefs of Staff provides no significant mechanism for

corporate memory, and possesses inadequate technical and professional analytical

capability. Constituted as it is of military officers who serve one, or at most two tours of

duty in the Organization of the Joint Chiefs of Staff, it lacks an experience recall capability

which would prevent or minimize recurrence of past mistakes. This deficiency cannot be

remedied by the acquisition of data storage and retrieval capabilities made possible by

computers. Some individual must recognize the familiar circumstances of earlier experience

to indicate that the recorded data connected with earlier history can provide guidance on

current problems. The absence of corporate memory can be minimized by changes in the

rotation and promotion policies of the Military Services to permit the retention of people in

the organizational structure for substantially more than two, three or four years. There is, of

course, no prerequisite for corporate memory capability that the persons so retained be

military officers; they could just as well be civilians.

V. ORGANIZATION OF THE MILITARY DEPARTMENTS

The organization of the Secretariats of the Military Departments can be evaluated only

against the background of the evolving role and function of the Military Department

Secretary.

Unquestionably, the role and function of the Secretaries of the Military Departments

have changed. Three principal circumstances have provided the impetus for the evolution of
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their role and function: (1) the vesting and increase of authority in the Secretary of Defense

to provide coordinated control and direction of planning and structuring of the military

establishment; (2) the removal of the Military Departments, including the Secretaries, from

involvement in operational control of combatant forces; and (3) the marked increases in

complexity and costs - and budgets - for weapon systems the military forces now require

for execution of their assigned missions. The Secretary must play a difficult dual role of

being at once (a) principal advisor and assistant to The Secretary of Defense in the operation

of his particular Military Department, and (b) the representative of his Military Department

in the councils of the Secretary of Defense.

The office of Secretary of a Military Department has become increasingly demanding of

administrative and managerial ability to: (1) cope with the multiplication of complexity and

costs of developing and acquiring weapons systems; (2) acquire personnel in the quantity

and quality required to maintain and operate the weapons; (3) train military personnel to

the high level of skills necessary to function in areas of advanced technology and sensitive

operations; and (4) retain enough of those so trained to justify the training investment; but

not so many as to impair the vigor essential to successful military operations, which only

youth can provide.

No private corporate executive in the world has the managerial responsibility in terms of

manpower, budget, variety or complexity of operations equal or approaching that resting on

the shoulders of a Secretary of a Military Department.

Within each of the Military Department Secretariats there is one Under Secretary, a

General Counsel, and four Assistant Secretaries, each of the latter being functionally

assigned for Research and Development, Manpower and Reserve Affairs, Installations and

Logistics, and Financial Management. The functional designation of the Assistant

Secretaries, other than for the Assistant Secretary for Financial Management, is not made by

statute, but by internal organizational decision.

Below the predominantly civilian Secretariats which report to the Secretary/Under

Secretary of the Military Departments, are the military staffs which report to the Chief of

Staff, Chief of Naval Operations, or the Commandant of the Marine Corps, as the case may

be.

Each of the Military Departments has established organizations which are direct

extensions of the Departmental staffs. Each of these organizations reports to an element of

one of the Departmental staffs, and performs functions in direct support of that staff

element. Many of these support organizations are physically located with the staff elements

which they support. When such support personnel are included, the total staff sizes of the

Military Departments are roughly comparable.

The trend in sizes of the Washington Headquarters' staffs (including support) of the

Military Departments has, perhaps surprisingly, remained relatively level or has slightly

declined during the 1960s. There has, however, been a marked shift of personnel from the

"staff category to the "support" category where it is less visible. Particularly is this

noticeable in the Department of the Air Force. Although this trend may be a reflection of

changing management and organization philosophies, the lowered visibility factor poses an

organization problem in itself.

All evidence indicates that the sizes of Headquarters' staffs in the Military Departments

37

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



186

are excessive to what is required for efficient performance of assigned functions. Functional

analysis of these staffs reveals an astonishing lack of organizational focus and a highly

excessive degree of "coordination," a substantial portion of which entails the writing of

memoranda back and forth between lower echelons of parallel organizational elements and

which serves no apparent useful or productive purpose.

The Military Staffs of the Services have accumulated a number of line type activities,

called "Class n Activities" by the Army, "Field Extensions" by the Air Force, and

"Commands" and "Bureaus" by the Navy, and distinguishable by the fact that they are

commanded by a member of the staff of the Chief of the Service.

The organizational placement of these activities, which presently number about 700 and

contain about 173,000 people, is inconsistent with good management practice and they

should be assigned to commands which are in the line of "supervision" of Service channels

and divorced from direct supervision by the Service Headquarters' staffs.

Several factors of organization and manning in the Washington Headquarters' staff of

the Military Departments are particularly significant.

As noted above, there are five senior executive level positions in the Secretariats of the

Military Departments below the Secretary/Under Secretary level. The ratio of personnel

supervised by these officials to total staff personnel in the Secretariat is surprisingly low. In

the Army Secretariat, these Ave senior officials supervise the work of only 171 out of

approximately 1,000; in the Navy, 124 out of some 1,900; and in the Air Force, only 169

out of some 524. More effective utilization could be made of the Assistant Secretaries who

are not functionally designated by statute, should their roles not be restricted by their

present functional assignments, and their number could be reduced from three to two.

There also appears to be substantial duplication in all Military Departments between the

Secretariat staffs and the military staffs.

The duplication can be illustrated by an examination of the functions of the Financial

Manager /Comptroller in the several Military Departments.

Two statutory provisions relating to these functions are relevant. The provisions are

separately stated, but identical for each Military Department in 10 U.S.C. sec 3014 (Army),

sec 5061 (Navy), and sec 8014 (Air Force). These statutes provide, in part:

"There are a Comptroller of the (Army-Navy-Air Force) and a Deputy Comptroller

of the (Army-Navy-Air Force) in the Department of the (Army-Navy-Air Force).

The Secretary may appoint either civilian or military personnel to these offices. If

either the Comptroller or the Deputy Comptroller is not a civilian, the other must be

a civilian.

. . . "The Comptroller is under the direction and supervision of, and is directly

responsible to the Secretary of the (Army-Navy-Air Force), the Under Secretary or

an Assistant Secretary. However, this subsection does not prevent the Comptroller

from having concurrent responsibility to the (Chief of Staff-Chief of Naval

Operations), (Vice Chief of Staff-Vice Chief of Naval Operations), or a (Deputy

Chief of Staff-Deputy Chief of Naval Operations) if the Secretary so prescribes."
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The Departments of Army and Air Force, acting under these provisions, each has an

office of the Assistant Secretary (Financial Management) in the Secretariat reporting to the

Secretary/Under Secretary, and a Comptroller located on the military staff reporting to the

Chief of Staff. The Navy has combined the functions of Comptroller in one office, however.

The feasibility, and avoidance of duplicative assignment of functions, of this combination is

demonstrated in Figure 1, which is a comparison of Comptroller-type functional

assignments in the three Military Departments and the Office of the Secretary of Defense.

As Figure 1 illustrates, duplication of assignments of comptroller-type functions

between the Assistant Secretary (Financial Management) and the military comptroller in the

Department of Army and the Department of Air Force are numerous. An analysis of

functions indicates that performance of these functions by the Assistant Secretaries

(Financial Management) and the Comptrollers in the Army and Air Force approach being

equally duplicative.

The comptroller function was chosen for illustration because it is the one function most

nearly combined in the Secretariat and military staff, and did, therefore, present the

opportunity for contrast. In the functional areas of the other three Assistant Secretaries,

there has been little consolidation of functions between the Secretariats and military staffs.

In functional areas other than those assigned the four Assistant Secretaries, there have

been functional consolidations between the Secretariats and the military staffs which

demonstrate the feasibility of such management economies. In all the military Departments,

the public information function has been largely consolidated: in the Secretariat in the

Navy and Air Force; and in the military staff in the Army. The legislative liaison function is

consolidated in all Military Department Secretariats. In the Department of Navy, where the

Secretariat has purview of both the Navy and Marine Corps, the Secretariat performs the

staff function for civilian personnel Department-wide, while staff cognizance of military

personnel is allocated to the Navy and Marine Corps military staffs.

The internal audit groups of the three Military Departments are largely autonomous.

There is relatively little interchange or contact among these internal audit groups. The

hiring, training, and assignment of audit personnel to specific tasks are handled by each

Military Department or Agency with a minimum of guidance or direction from external

sources.

The internal audit organizations of the Army and the Navy are organized along similar

lines, with relatively large regional, area, or resident offices located throughout the United

States and overseas. The internal auditors of the Air Force, unlike those of the Army and

the Navy, are stationed at numerous air bases and installations as resident auditors. This

results in a wide dispersion of audit personnel in small, relatively permanent groups typically

consisting of five or six persons.

While a single internal audit agency in the Department of Defense would permit a more

efficient supervisory and management structure, provide more attractive career

opportunities for professional personnel, and provide better coordination and control for

the Secretary of Defense, it is, on balance, more desirable to continue to provide each

Military Department with an internal audit capability of its own to monitor the attainment

of its own objectives.

In 1961 certain responsibilities for Civil Defense contained in the Federal Civil Defense
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FIGURE 1 - COMPARISON OF SUBJECTS (
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Act of 1950, as amended, were assigned to the Secretary of Defense by Executive Order

10952. These responsibilities are currently assigned to the Department of the Army.

The Office of Civil Defense (OCD), located in the Department of the Army Secretariat,

is essentially an independent operating activity.

The Federal Civil Defense Act, as amended in 1958, includes in the Declaration of

Policy the following:

"It is the policy and intent of Congress to provide a system of Civil Defense for the

protection of life and property in the United States from attack. It is further

declared to be the policy and intent of the Congress that the responsibility for Civil

Defense shall be vested jointly in the Federal Government and the several States and

their political subdivisions. The Federal Government shall provide necessary

direction, coordination and guidance; . . . and shall provide necessary assistance as

herein authorized."

Except for a period in 1962-1963 when the fallout shelter program was given a high

priority, the Civil Defense function has apparently been given little emphasis. There has

been, since 1961, considerable discussion about the effects of dividing the Civil Defense

responsibilities between the Executive Office of the President and the Department of

Defense. This question is presently being addressed by the Executive Office of the President.

The mission of OCD is also being reviewed.

The present mission of OCD in the Department of the Army is essentially limited to the

development and execution of a fallout shelter program and a communications and warning

capability. The staff of OCD is divided roughly equal between the Department of Army

Headquarters and the OCD Regional Offices which work directly with the Civil Defense

organizations of the States and their political subdivisions. If, as a result of the present

review of Civil Defense by the Executive Office of the President, the Secretary of Defense

continues to be delegated responsibilities for Civil Defense, the OCD should not continue as

a part of the Department of the Army Secretariat. The OCD is a line, not a staff, activity.

Further, its mission is sufficiently different from, and independent of, the missions of the

Military Departments that it should be established as an independent defense agency.

The Army has been delegated the responsibility for contingency planning related to civil

disturbances in the United States and acts as Executive Agent in the operational command

chain in the employment of forces in such disturbances. This delegation is inconsistent with

normal command arrangements and the spirit, if not also the letter, of the Defense

Reorganization Act of 1958. This responsibility should be assigned to a combatant

command.

There is another area of duplication which arises from activities throughout the

Washington Headquarters' elements of the Department of Defense, and particularly in

connection with those activities physically located in the Pentagon. To a major extent, each

Headquarters so collocated has its own support organization to handle furnishings, supplies,

mail distribution, correspondence control, etc. In some of these activities - such as mail

distribution and correspondence control* - this duplication causes hopeless inefficiencies.

'Detailed staff studies of mail handling and correspondence control problems are appended to this report.
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The staffs of the Military Departments ire not properly organized to effectively end

efficiently perform their assigned functions, tn addition to the deficiencies previously

addressed, many of the Individual staff elements have become so large as to reduce their

capability The Secretariats and Service staffs should be integrated to the extent necessary

to eliminate duplication! the functions related to military operations and Intelligence should

be eliminated, operational-type functions, e.g,, personnel operations, should be transferred

to command organizations; and the remaining elements should be reduced by at least 30

percent, A study of the present staffs indicates that the Secretariats and Service staffs

combined should total no more than 2,000 people for each Department,

VI. ORGANIZATION OF THE DEFENSE AGENCIES

The National Security Act of 1947, as amended, gives the Secretary of Defense die

responsibility and the authority to provide for the performance of any non-combatant

supply or service activity common to more than one military department by one agency (or

such other organizations as he considers appropriate), whenever he determines it will be

more effective, economical, or efficient.

There are presently five Defense Agencies: Defense Atomic Support Agency (DASA);

Defense Communications Agency (DCA)i Defense Intelligence Agency IMA); Defense

Supply Agency (DSA)i and Defense Contract Audit Agency (DCAA). The first three report

to the Secretary of Defense through the Joint Chiefs of Staff, the other two report directly

to the Secretary.

An examination of the documents and studies which led to the creation of the Defense

Agencies reveals the existence of no general criteria for the establishment of such an entity,

except the existence of a function common to more than one Military Department. There

exist, and existed prior to the creation of the first Defense Agency, innumerable

non-combatant functions common to more than one Service. Among such functions for

which Defense Agencies have not been created, but where significant economies might result

from consolidation, are: (1) Automatic Data Processing Services', (2) Medical, dental and

hospital services; (3) Transportation of materials, movement of household goods; (4)

Personnel security investigations; (5) Aircraft and aircraft engine depot services; (6)

Recruiting; (7) Test and evaluation; and (8) Mapping, Charting and Geodesy,

All alternative to the Defense Agency for consolidation of common non-combatant

functions is the designation of one Military Department as "Executive Agent" to perform

such functions for all military services, The Military Airlift Command operated by the

Department of the Air Force as Executive Agent, and industrially funded* to serve all

military users, is one example of the use of this mechanism. For a comparatively small

function, this mechanism has the advantages of minimizing the incurrence of the larger

administrative overhead associated with Defense Agencies, and of utilizing established

organizational structures for external supervision and monitoring of the function.

The organizational placement of Defense Agencies within the Department has caused

problems, For those Agency heads reporting directly to the Secretary/Deputy Secretary of

•An Industrially funded activity U one which operate! with a working capital fund, from which operating expenses are paid,

and which is reimbursed through charges to benefiting orsanteattoni.
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Defense such as the Director, Defense Supply Agency, there is a less than desirable degree of

supervision due to the excessive span of control imposed on the Secretary/Deputy Secretary

of Defense by the existing organizational structure. The Joint Chiefs of Staff, through which

three Defense Agencies report, has not proved to be the type of organization which can best

provide guidance free of the competition of the military services among themselves and

between the military services and the Defense Agencies.

From an organizational standpoint, three of the Defense Agencies present problems -

DASA, DCA and DIA.

Defense Atomic Support Agency

DASA is the successor to the Armed Forces Special Weapons Project (AFSWP), which in

1947 became the organizational home of those military personnel and some civilians

previously involved in the Manhattan Project, which developed the atomic bomb. AFSWP

was created to discharge for all military services all support functions relating to nuclear

weapons, and as such, was responsible to all three military services. In 1959, DASA was

established as a Defense Agency, with similar functions, reporting on general matters

through the Joint Chiefs of Staff to the Secretary of Defense, but receiving supervision on

matters relating to research, development, test and evaluation from the Director, Defense

Research and Engineering, and for matters relating to liaison with the Atomic Energy

Commission and other special activities, from the Assistant to the Secretary of Defense

(Atomic Energy).

The conditions which led to the assignment of most of the functions initially assigned to

DASA no longer exist. Each of the Military Services has acquired and is satisfactorily

performing many functions relating to nuclear weapons, such as storage, transportation,

inspection, maintenance and training of personnel. In some instances, such as storage,

Military Services are doing it more efficiently than does DASA. DASA's storage function is

currently being transferred to the Services.

It appears that DASA retains two remaining unique capabilities - one related to the

design of nuclear weapons effects tests, and the other in nuclear weapons stockpile

management.

Weapon design tests are designed and conducted by the Atomic Energy Commission

pursuant to requirements submitted by the Military Services for warhead developments.

DASA, however, receives and consolidates requirements for weapon effects tests from the

Military Services and designs the appropriate tests. The designs for weapon effects tests,

after review in OSD, are submitted to the Atomic Energy Commission which provides

nuclear devices specified in the test designs and actually conducts the tests, using equipment

supplied by the Military Services.

In its responsibility for nuclear stockpile management, the role of DASA is logically one

of coordination and management. In its support of the JCS, however, DASA provides

operating elements that are integral to the National Military Command System. In addition

to maintaining information on the status and location of nuclear weapons, these elements

have responsibility for collecting and displaying information about the Single Integrated

Operations Plan both as to the plan and the results of its execution. They also have the

responsibility for other functions that fall entirely within the responsibilities of the JCS in

their delegated role as military operations staff for the Secretary of Defense.
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DASA also now performs a number of functions which could be more appropriately

assigned elsewhere, such as the administration of the base hospital at Sandia Base, (and

many similarly inappropriate activities at the same location), and the Armed Forces

Radiobiology Research Institute at Bethesda, Maryland, which is a joint medical research

facility.

The scope of the two UiltylM functional capabilities of DASA no longer justifies the

continuation of the administrative overhead load inherent in a Defense Agency.

Defense Communications Agency

DCA was established in 1960 to exercise operational control and supervision of the

Defense Communications System (DCS) which is comprised of all long-haul, point-to-point

communications facilities of the Department of Defense. After World War H. each of the

Military Departments developed its own worldwide communications system to carry out the

global activities of its mission. As the requirements and expenditures for separate long-haul

systems rose through the fifties, economic and other pressures mounted for the creation of

MM entity to engineer and manage these increasingly expensive systems for the common use

of all Defense elements. DCA was the response to these pressures.

DCA is charged with responsibility to: (1) exercise management control and operational

direction over the DCS; and (2) exercise management control over R&D, planning,

engineering, and programming of the activities of the Military Departments, Unified and

Specified Commands, and Defense Agencies which support the DCS.

The organizational problems connected with the telecommunications functions* are not

located internally to DCA, but derive from the obscured lines of demarcation between the

functions assigned to DCA and those retained in the Military Services, and the ineffectively

coordinated direction and policy control emanating from the various elements of OSD and

filtered through the Joint Chiefs of Staff to DCA. The recent establishment of the Office of

the Assistant to the Secretary of Defense (Telecommunications) and the assignment to this

Offlm of bfoad pollfiy tild dktithx mfhtlfity In ihe telecommunications field should

alleviate a large portion of the problems now existing.

Defense Intelligence AjBjicy

The Defense Intelligence Agency (DIA) was established in 1961 in an effort to create a

mechanism to solve the problems presented by the disparate intelligence estimates being

produced, Hid the duplicative efforts being engaged in by the Military Departments.

DtA i> assigned the responsibility for:

1. The organization, direction, management, and control of all Defense intelligence

resources assigned to or included within the DtA.

2. Review and coordination of those intelligence functions retained by or assigned

to the Military Departments.

'Telecommunications problems are discussed in Chapter V.
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3. Supervision of the execution of all approved plans, programs, policies, and

procedures for intelligence functions not assigned to DIA.

4. Obtaining the maximum economy and efficiency in the allocation and

management of Defense intelligence resources.

5. Responding directly to priority requests levied upon the DIA by the United

States Intelligence Board (USIB).

6. Satisfying the intelligence requirements of the major components of the

Department.

Its charter reveals that DIA was originally intended to (1) provide for the assembly,

integration and validation of all Defense intelligence requirements, the policies and

procedures for collection, and the assignment of relative priorities to the requirements, and

(2) develop and produce all the Department's intelligence estimates and information and

contribution to the National Estimates for the USIB. It was intended that the Military

Departments would retain the resources to collect and process intelligence information,

under the supervision of DIA.

Concurrent with the establishment of DIA, the Directorate of Intelligence (J-2) of the

Joint Staff was disestablished, and its functions assigned to the Director of DIA. The

established reporting line for DIA was and is through the Joint Chiefs of Staff to the

Secretary of Defense.

The principal problems of the Defense Intelligence Agency can be summarized as too

many jobs and too many masters.

Two areas of conflict are apparent. In addition to his administrative responsibilities as

the Director of a Defense Agency, the Director of DIA must provide the staff assistance on

intelligence matters to the Secretary of Defense and must also provide staff assistance on

intelligence matters to the Joint Chiefs of Staff. On many intelligence issues, particularly

procedural issues with jurisdictional implications, the positions of the Secretary of Defense

and the Joint Chiefs of Staff can be and often are diverse. As staff officer and advisor to

both, the Director of DIA finds himself in an impossible position. The result can be delays

in staff work that, in turn, result in unresolved issues of significant moment.

The second area of conflict is between DIA and the Military Services. DIA is charged

with responsibilities to supervise the collection and processing of intelligence by the Military

Services, specifically by prescribing procedures, allocating requirements, and reviewing the

total intelligence programs of the Services. Yet the Director of DIA reports directly to the

Joint Chiefs of Staff, comprised in four-fifths majority by the Senior Officers of the four

Military Services for whose intelligence programs the Director of DIA is charged with the

responsibility to provide coordinated supervision. In addition, the Services determine which

officers of what qualification are assigned to DIA, and the services also retain the power of

promotion and future assignment over those so assigned. In consequence, the "supervision"

by DIA of intelligence collection and processing by the Services, and DIA's fiscal control is

largely impotent and its visibility of the Service intelligence programs obscured.

While the DIA was established primarily to consolidate the intelligence activities at the

Washington level, each Military Department currently has a larger intelligence staff than it
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had before the creation of DIA. Each departmental staff is still engaged in activities clearly

assigned to DIA. The Military Departments justify these activities on the basis that DIA does

not have the capability to provide the intelligence they need. It is paradoxical that DIA

cannot develop a capability to perform its assigned functions while the Military

Departments, which provide a large proportion of DIA personnel, maintain the required

capability to produce intelligence estimates - or more properly, threat assessments - which

are crucial to decisions on weapon systems research and development. DIA is charged with

the responsibility, but has never been organized to discharge it. The Military Departments

produce such estimates and the Air Force, at least, intends to enlarge its capability.

Each Military Department has a large organization devoted primarily to Mapping,

Charting, and Geodesy (MC&G) activities: The Army Topographic Command of the Corps

of Engineers; The Naval Oceanographic Office under the Oceanographer of the Navy; and

The Aeronautical Chart and Information Center reporting to the Chief of Staff of the Air

Force.

DIA attempts to coordinate these activities to eliminate duplication and set priorities for

production. However, DIA coordinates through the intelligence elements of the

Departmental staffs and only the Air Force MC&G agency is within the staff purview of its

intelligence staff. The Army and Navy MC&G elements are in agencies which are not a part

of the intelligence community.

While MC&G activities make use of intelligence information, they are not intelligence

activities. Savings can be accomplished in personnel and equipment by consolidating the

three Service MC&G agencies in a single agency reporting to the Secretary of Defense.

VII. ORGANIZATION OF THE COMBATANT COMMANDS

The Combatant Forces of the United States and their direct support are assigned to

eight Unified and Specified Commands: Alaskan Command, Atlantic Command,

Continental Air Defense Command, European Command, Pacific Command, Southern

Command, Strategic Air Command, and Strike Command.

This Unified and Specified Command structure has evolved during the period since

World War U. As now designated and assigned the Alaskan Command is the oldest of the

existing Unified Commands, dating from January 1, 1947, and Southern Command the

newest (June 1963).

The Statutory authority for the establishment, composition, mission assignment,

assignment of forces, administration and logistics dates from 1958, and provides:

"With the advice and assistance of the Joint Chiefs of Staff, the President, through

the Secretary of Defense, shall establish unified or specified combatant commands

for the performance of military missions, and shall determine the force structure of

such combatant commands to be composed of forces of the Department of the

Army, the Department of the Navy, the Department of the Air Force, which shall

then be assigned to such combatant commands by the departments concerned for

the performance of such military missions. Such combatant commands are

responsible to the President and the Secretary of Defense for such military missions

as may be assigned to them by the Secretary of Defense, with the approval of the

President. Forces assigned to such unified combatant commands or specified
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combatant commands shall be under the full operational command of the

commander of the unified combatant command or the commander of the specified

combatant command. All forces not so assigned remain for all purposes in their

respective departments. Under the direction, authority, and control of the Secretary

of Defense each military department shall be responsible for the administration of

forces assigned from its department to such combatant commands. The

responsibility for the support of the forces assigned to combatant commands shall

be vested in one or more of the military departments as may be directed by the

Secretary of Defense. Forces assigned to such unified or specified combatant

commands shall be transferred therefrom only by authority of and under procedures

established by the Secretary of Defense, with the approval of the President."

The existing structure consists of functional* and area** commands, and a mixture of

both***. Command is distributed among the Military Departments as follows: Army -

European Command (EUCOM), Southern Command (SOUTHCOM), and Strike Command

(STRICOM); Navy - Pacific Command (PACOM), and Atlantic Command (LANTCOM); and

Air Force - Strategic Air Command (SAC), Continental Air Defense Command (CONAD),

and Alaskan Command (ALCOM). Interestingly, very few Navy forces are assigned to

Unified Commands in which the Unified Commander is not a Naval Officer, except for the

6th Fleet assigned to EUCOM. Equally significant, all of the Army forces in PACOM, which

are commanded by a Naval Officer, fall under sub-unified commands commanded by other

than Naval officers and the overwhelming proportion of Army forces in PACOM fall under

sub-unified commands which are commanded by Army officers.

The makeup of the Unified Command structure is significantly influenced by various

mutual security agreements and arrangements to which the United States is a party. The

most influential is the North Atlantic Treaty Organization (NATO), and of another type is

the United Nations Command, Korea. The United States Unified Command structure is

intended to mesh with the "combined" command structure which would exercise

"operational command" of the multilateral forces should combined operations be

undertaken.

The missions assigned to the Unified and Specified Commands, while encompassing a

host of varied tasks, may be generally summarized in five categories:

(1) Combat operations as required, either strategic or non-strategic, across the

whole spectrum of intensities;

(2) Security of a specified geographical area, ranging from protecting and evacuating

U.S. citizens to countering an armed attack;

(3) Preparation of plans for a wide variety of possible combat operations

(contingency planning);

(4) Direction of military assistance matters; and

•Continental Air Command and Strategic Ail Command.

"Southern Command.

•••Alaskan Command, Atlantic Command, Pacific Command, European Command, and Strike Command.
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(5) Providing U.S. military representation and participation in multilateral treaty

organizations.

Serious questions persist about the suitability of the Unified Command structure for the

conduct of war, either general or localized, for the conduct of peacetime activities, or for

the handling of recurring crises. An examination of the primary missions of the present

commands and some of the specific problems indicates that the present structure is not

effective, and probably would have to be radically changed to support a major war effort.

CONAD is charged with responsibility for the defense of the North American Continent.

Although CONAD prepares plans for such defense, strategic offensive forces operate in the

same geographic area under SAC. The Commander-in-Chief, CONAD also serves as

Commander of the North American Air Defense Command, which is a joint United States -

Canadian Command.

SAC, the only Specified Command, is charged with the primary responsibility for the

strategic offensive mission. However, since the deployment of Polaris submarines, a strategic

offensive mission has been assigned to the Atlantic, European and Pacific Commands. The

Joint Chiefs of Staff have established a joint planning group to effect better coordination in

target planning and assignment. The Commander-in-Chief, SAC also serves as Director of

this joint planning activity.

Each of the other six Unified Commands has a mission oriented to a designated

geographic area, and each Unified Commander is charged with preparing contingency plans

for his area. The Unified Commmnder, however, is not given adequate guidance as to what

forces will be available to him over and above those assigned. As a result, the plans of two or

more Unified Commands for contingencies which can materialize simultaneously, may well

be based on the assumption that each will employ the same forces. The Joint Chiefs of Staff

review the contingency plans of the Unified Commands, but do not effectively resolve the

basic problems of conflict in force requirements.

An example of the confusion that can be created in the present Command structure

occurred in the Arab-Israeli War of 1967, when the U. S. Military was directed to evacuate

U. S. Nationals. The crisis was in the area of responsibility of STRICOM; however, a

decision was made to perform the evacuation with airlift assets assigned to EUCOM. In

anticipation of commanding the evacuation, STRICOM sent a command aircraft with a

command and control element aboard to Europe. Because of indecisions as to whether

STRICOM should command the evacuation, the aircraft was first stopped at the Azores then

was allowed to proceed to Greece, at which point it was decided that EUCOM should

command. The STRICOM Command aircraft was assigned to EUCOM, and EUCOM was

directed to execute the STRICOM evacuation plans.

The Alaskan Command is assigned a geographic area of responsibility, but the principal

mission of the Commander-in-Chief, ALCOM is not as a Unified Commander, but rather as a

subordinate commander under NORAD in the defense of the North American Continent.

The Atlantic Command has no Army or significant Air Force forces assigned (one small

Air Force unit, designated Iceland Defense Force) and tends to be oriented towards a

general war maritime role as distinguished from a perhaps more probable contingency

involving land operations in its geographic area of responsibility. The Commander-in-Chief,

LANTCOM (CTNCLANT) is also the Supreme Allied Commander, Atlantic, under NATO,
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and is responsible for operations in support of EUCOM on a unilateral U.S. basis, if

required. CINCLANT also has a strategic offensive missi'.v suiting from the assignment of

Fleet Ballistic Missile submarines to his Command.

EUCOM and PACOM are primarily oriented to contingencies in their respective

geographic areas, although each has Fleet Ballistic Missile submarines and a resulting

strategic retaliatory role. The Commander-in-Chief, EUCOM, i' also Supreme Allied

Commander, Europe, under NATO and is responsible for planning tor the defense of Europe

with U.S. forces integrated with other NATO forces or for unilateral U.S. operations, as

required. CTNCPAC is engaged heavily in military assistance and advisory activities.

SOUTHCOM is primarily responsible for the defense of the Panama Canal, military

assistance •< iivities in Latin America and planning for contingency operations which might

be required in Latin America.

STRICOM was established to provide a capability for the rapid deployment of combat

forces to overseas areas as required. In addition, STRICOM is assigned responsibility for the

Middle East/Southern Asia and Africa South of the Sahara.

Within the major Unified Commands, there are scnetinv; created "Sub-Unified

Commands." A number of such "Sub-Unified Commands" » exist, such as the Military

Assistance Command, Vietnam (MACV), the Military /- istance Command, Thailand

(MACTHAI) and the U.S. Forces (Korea) Command, all of which fall under the

Commander-in-Chief, Pacific (CTNCPAC), the major Unified Command.

The responsibilities for forces assigned to the Unified and Specified Commands are

divided between the Commanders and the Military Departments. The Commanders exercise

"full operational command" which includes the responsibility to specify the composition of

subordinate forces, assign tasks to these forces, designate objectives and exercise full

authoritative direction necessary for accomplishment of their assigned missions. The

Military Departments provide the operational forces to the Unified and Specified

Commands and have the responsibility to select, train, equip, supply, administer (e.g.,

handle assignments, rotation and promotions), and discipline such forces.

Each Unified Commander has a joint staff, comprised of officers from all Military

Services which have forces assigned to the Command. The staff of the Unified Commander

is the only element within the command over which the Unified Commander has total

command authority - including disciplinary authority and administrative and logistics

responsibility. The Unified Commander has no direct responsibility for such functions as

supplying, administering and disciplining the combatant and direct support forces assigned

to his command, but only exercises "operational command," or as it is more descriptively

used, "operational control" over these forces. The Unified Commander reports through the

Joint Chiefs of Staff to the Secretary of Defense, and receives his directions through the

same channel.

For each Military Service which has forces assigned to the Unified Command, there is a

component command, to which the forces provided by a Military Department to the

Unified Command are actually assigned. The Unified Commander exercises "operational

command" through the component commanders. On matters other than "operational

command," such as supply, equipping, maintenance, administration and discipline, the

component commander receives supervisory direction from and reports to the Military
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Department to which he and his assigned forces belong. With respect to these latter

functions, the component commander's chain of authority runs up to the Chief of his

Service and to the Secretary of his Military Department and does not run through the

Unified Commander.

This deficiency was pointed out clearly by President Eisenhower in his message to the

Congress on the Defense Reorganization Act of 1958. He stated: "Because I have often

seen the evils of diluted command, I emphasize that each Unified Commander must have

unquestioned authority over all units of his command. . . . Today a unified command is

made up of component commands from each military department, each under a commander

of that department. The commander's authority over these component commands is short

of the full command required for maximum efficiency."

What President Eisenhower referred to as "Diluted Command" was at that time defined

officially as "Operational Control." In response to Presidents Eisenhower's message, the

Defense Reorganization Act of 1958 vested in the Unified Commander "full operational

command," clearly indicating a Congressional intent to overcome the deficiencies of

authority for the Unified Commander cited by President Eisenhower. In Unified Action

Armed Forces (JCS Pub. 2) which sets forth principles, doctrines and functions governing

the activities and performance of Forces assigned to Unified Commands, the JCS now define

''Operational Command" as being synonymous with "Operational Control".

Despite the establishment of the unified command concept in the Defense

Reorganization Act of 1958, as requested by President Eisenhower, the relationship and

relative authority between the Unified Commander and the component commander, and

between the component commander and his Military Department, remain substantially

unchanged.

The net result is an organizational structure in which "unification" of either command

or of the forces is more cosmetic than substantive. The resultant organizational structure is

also layered with large headquarters and headquarters' staffs.

In the case of a Sub-Unified Command, such as MAC V, the "operational command"

runs from CINCPAC directly to MACV, not through CTNCPAC's component commanders,

(U.S. Army Forces, Pacific (USARPAC), U.S. Air Forces, Pacific (PACAF) and the Pacific

Fleet (PACFLT)), as it does to most other forces in the Pacific. The "supervisory" direction

for such matters as supply, maintenance, administration and discipline, however, passes

down a line from the Military Departments to the appropriate major component command

(USARPAC, PACAF or PACFLT) and to the corresponding component command of the

Sub-Unified Command, (e.g. U.S. Army, Vietnam; Navy Forces, Vietnam; or the 7th U.S.

Air Force).

One of the most significant factors relating to the internal organization of the Unified

Command is the fact that only at the single-Service component command level of either the

major or Sub-Unified Command is the total command authority which can be vested in a

military commander brought together by merging the "supervision" originating in the

Military Department and the "operational command" flowing from the Secretary of

Defense through the Joint Chiefs of Staff and the Unified Command.

It is of more than passing interest to note that General Creighton Abrams, and before

him General William Westmoreland, as the Sub-Unified Commander in Vietnam,
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(COMUSMACV) chose to be his own Army component commander.

In a further attempt to overcome the deficiencies in this organizational structure,

COMUSMACV has designated one component command as Executive Agent for logistics

responsibilities relating to common use items for forces from all military services within

each corps area in Vietnam. (The Army component is Executive Agent for JJ, III and IV

Corps areas, and the Navy for I Corps area).

The capability and effectiveness of the combatant forces would be improved by

organizing them into a structure with commands that are mission oriented and with

operational command lines that are direct, clear and unambiguous. The structure

should: (1) assure that all combatant forces are truly unified as necessary to perform the

command mission; (2) make realistic operational planning possible; (3) consider present

international mutual security arrangements; and (4) reduce the number of staffs and staff

sizes to the minimum consistent with actual needs.

The combatant commands which have a functional mission, CONAO and SAC, are

dedicated to deterring, and if deterrence fails, to fighting a general war. The six commands

which are oriented to geographic areas are equipped primarily for limited war. Three of

them (LANTCOM, PACOM and EUCOM) are assigned Fleet Ballistic Missile submarines

which have a deterrent and general war role.

The forces which provide the prime deterrent against general war must be reserved solely

for that mission, because their use and attrition in limited war would reduce an aggressor's

incentive for keeping the war limited.

The nature of the weapons, the planning requirements and the concept of operations for

forces dedicated to deterrence and general war are radically different from those for limited

war. The weapons systems for general war are designed to defend the United States and to

have the capacity to inflict the maximum destruction on the enemy in a short time span. All

general war forces must function together in a highly coordinated manner and in accordance

with a carefully prepared plan. Recent advances in technology have increased the capability

of the forces assigned to CONAD in a way which requires closer coordination than can

reasonably be expected between two separate commands in planning for, and employing

CONAD and SAC forces in the same physical space. Joint planning alone cannot insure the

adherence to operational concept and the degree of coordination required in

implementation when the forces concerned are assigned to five different commands, as our

strategic forces are now.

All forces which are dedicated to deterrence and equipped for general war should be

under a single commander who can establish doctrine for his forces and assure that they are

properly trained and kept in a high state of readiness.

The forces for limited war must be highly mobile; their weapons must be capable of

being rapidly moved to trouble spots and employed in a selective manner. It is not possible

to plan precisely for limited war. Therefore, contingency plans must be rapidly adjusted to

the developing situation. With the forces designed for limited war assigned to six separate

commands, it is not possible to achieve the coordinated planning, flexibility in resource

allocation and mission assignment, and the training required to assure the capability to react

rapidly and effectively to a crisis situation.
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The general purpose forces, like the strategic forces, should be placed under a single

commander who would be responsible for the contingency planning for the employment of

all general purpose forces. He would establish doctrine for his forces and assure that they

were properly trained, appropriately deployed, and kept in a high state of readiness. Current

mutual security agreements make it necessary to maintain subordinate unified commands in

the Pacific and European areas. All other general purpose forces should be placed in a single

command in the United States, where they could be rapidly deployed in a crisis situation.

At times, it may be necessary to maintain or establish a special subordinate unified

command for the execution of specific missions in a geographically localized area, as for

example, in Southeast Asia at the present time. The Commander of such a subordinate

Unified Command should normally report directly to the overall Commander of general

purpose forces.

There is substantial room for improvement and greater integration of management

throughout the supply, maintenance and transportation systems of the Department. The

most critical need for improved effectiveness is in the support of the Unified Commands.

The logistics system of the Department of Defense, in activities other than procurement

and the initial warehousing phase, is decentralized and fragmented in functional assignment.

Efforts of the Congress and the Office of the Secretary of Defense to improve efficiency and

effectiveness of these activities through standardization of procedures and approaches have

achieved very limited results. As a consequence, the current inventory management,

distribution, maintenance and transportation systems are needlessly inefficient and wasteful,

and even more important, fall far short of the potential for effectiveness of support of

combatant commanders.

Integration of supply, maintenance and transportation functions for the support of

Unified Commands can substantially improve the effectiveness of logistics support, while at

the same time achieving greater efficiency and economy. In addition, this integration will

greatly enhance the capabilities for logistics planning for contingencies, which currently is

very weak due to fragmentations of logistics functions and responsibilities. A unified,

vertically oriented supply and transportation system, including maintenance, should be

organized for support of all combat forces, both those overseas and those held in the United

States ready for overseas deployment.*

The organizational structure of the major Unified Commands contributes significantly

to deficiencies in two procedural areas.

The channel for submission of requirements which can lead to materiel developments

(variously called Operations Capability Objectives by the Army, General Operational

Requirements by the Navy, and Required Operational Capabilities by the Air Force), to the

extent they originate at all with operating commands, bypasses the Unified Commander and

the "Operational Command" chain. To the extent there is one, the requirements flow is

from the major component commander to the Military Service. As a consequence, the senior

elements of the "operational command" chain - now the Secretary of Defense, the Joint

Chiefs of Staff and the Unified Commander - who have the total mission awareness, have no

•Logistics problems are covered more fully in Chapter II.
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opportunity for review and coordination of the requirements submissions, until after the

requirements submissions have been processed and validated by the Military Services, if at

all.

Secondly, there is no effective means for the Unified Commanders to participate in the

programming and budgeting process. Presumably, the Unified Commander would be the

most knowledgeable source of advice on the force structures, strengths, and equipments

necessary to perform the mission assigned to his command for execution. The component

commanders participate to an extent in some review processes Of the Service budget

submissions prepared by the Military Departments. Also, the Joint Chiefs of Staff solicit the

views of the Unified Commanders on their requirements prior to the beginning of the Joint

Chiefs' annual planning process which culminates in the Joint Strategic Objectives Plan.

Neither of these processes, however, provides the senior joint commanders of combatant

forces - the Unified Commanders - with any effective mechanism for influencing the

programming and budgeting process, nor for materially affecting the planning process

except in the area of contingency plarUL

the existing command structure provides little flexibility and a considerable potential

for confusion in crisis situations. For example, misunderstandings concerning forces to be

used and to whom they are assigned: command relationships which are ambiguous, and

which require extensive coordination between parallel commanders; confusion over the lines

dividing areas of responsibility and jurisdictions; and the increased potential for mishaps

created by the assignment of one command to execute the plans prepared by another. The

inevitable delays occasioned by the layering of commands literally invite National Command

Authorities to bypass some elements of the command chain.

The present combatant command structure does not facilitate the solution of many

serious problems which materially affect the security of the nation: there is inadequate

coordination between the strategic defensive and strategic offensive forces which must

operate bl fit* MflM DhytitJal Mice; the strategic offensive mission is split between four

commands, SAC, EUCOM, L ANT COM and PACOM; the six area commands do not

individually have a proper purview to permit realistic contingency planning.

The present structure of eight Unified and Specified Commands and a large number of

subordinate Unified Commands has proved cumbersome, imposes too broad a span of

control for a single decision point in time of peace, is excessively layered, unwieldy and

unworkable in crises, and too fragmented to provide the best potential for coordinated

response to a general war situation. Without exception, every crisis within the last decade

that has involved the movement of forces hit required both an id hoc Organizational

rearrangement and ad hoc planning.*

VIII. RECOMMENDATIONS

Based on the preceding discussion of organizational considerations and problems, and on

♦Vietnam, Cuba Missile Crisis (1962), Panama Riots (1964), Tonkin Gulf Crisis (1964), Congo Rescue Mission (1964),

Dominican Republic Crisis (1965), Arab-Israeli War (1967).
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the findings presented in the remaining Chapters of this Report, the Panel offers the

following recommendations with respect to the Defense Department's organizational

structure.

1-1 The functions of the Department of Defense should be divided into three major

groupings:

(a) Military Operations, including operational command, intelligence, and

communications (herein called Operations);

(b) Management of personnel and materiel resources (herein called Management of

Resources); and

(c) Evaluation type functions, including financial controls, testing of weapons,

analysis of costs and effectiveness of force structures, etc, (herein called Evaluation).

1-2 Each of these major groups should report to the Secretary of Defense through a separate

Deputy Secretary. Appointees to these three positions should be drawn from civilian life,

and should rank above all other officers of the Department of Defense except the

Secretary. * One of the three should be designated principal deputy. The General Counsel,

the Assistant to the Secretary of Defense (Atomic Energy), the Assistant Secretary of

Defense (Public Affairs), and the Assistant to the Secretary of Defense (Legislative Affairs)

would continue to report directly to the Secretary of Defense. The staff of the Office of the

Secretary of Defense should not exceed 2,000 people.

1-3 The Deputy Secretary of Defense for Management of Resources should be delegated

responsibility for the following functions:

(a) The Military Departments, which should continue under the immediate

supervision of their Secretaries;

(b) Research and Advanced Technology;

(c) Engineering Development;

(d) Installations and Procurement (a modification of the present Installations and

This would not lower the reporting level of any officer in the Department, since all officers now report to the Deputy

Secretary or to a lower level. The only change would be to divide the functions of the present Deputy Secretary to permit

a sharper functional focus. No new organizational layer would result.
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Logiittcs);

(e) Manpower and Reserve Affairs;

(f) Health and Environmental Affairs,

(g) Defense Supply Agency; and

(h) Advanced Research Prof ten Agency.

There should be an Assistant Secretary of Defense for each of the functions (a) through

(f) Inclusive, who reports and provides stuff assistance to the Secretary of Defense through

the Deputy Secretary of Defense (Management of Resources). The position of Director,

Defense Research and Engineering should be abolished, and hit functions reallocated

between the Assistant Secretary of Defense for Research and Advanced Technology and the

Assistant Secretary of Defense for Engineering Development,

Functions (g) and (h) should continue to be constituted at Defense Agencies, eaeh under

the immediate supervision of a Director,

The Advanced Research Projects Agency should be delegated the responsibility for all

research and exploratory development budget categories, Funds for such research should be

budgeted directly to this Agency, and the Agency should be authorised to assign or contrast

for work projects to laboratories of the Defense Department or m the private sector, at

appropriate,

0000000000000000000000000000000000000000000000*0000000009000000009900000

M The Deputy Secretary of Defense for Operations should be delegated responsibility for

the following functions:

(a) Military Operations,'

(b) The Unified Commands;

(c) Operational Requirements;

(d) intelligence!

(e) Telecommunications (and Automatic Data Processing);

(f) international Security Affairs,

(g) Defense Communication! Agency; and

(hi Civil Defense Agency (If Civil Defense It to be retained tn the Department of

Defense),

Thm new major Unified Commands should be created; (I) A Strategic Command,

composed of the existing Strategic Air Command, the Joint Strategic Target Planning Staff,

II
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the Continental Air Defense Command, and Fleet Ballistic Missile Operations; (2) A Tactical

(or General Purpose) Command, composed of all combatant general purpose forces of the

United States assigned to organized combatant units; and (3) A Logistics Command, to

exercise for all combatant forces supervision of support activities, including supply

distribution, maintenance, traffic management and transportation. No Commander of a

Unified Command should be permitted to serve concurrently as Chief of his Military

Service.

The responsibilities now delegated to the Joint Chiefs of Staff by the Secretary of

Defense to serve as military staff in the chain of operational command with respect to the

Unified Commands, and all other responsibilities so delegated which are related to military

operations and the Unified Commands, should be assigned to a single senior military officer,

who should also supervise the separate staff which provides staff support on military

operations and the channel of communications from the President and Secretary of Defense

to the Unified Commands. This officer should report to the Secretary of Defense through

the Deputy Secretary of Defense (Operations). This senior military officer could be either

the Chairman of the Joint Chiefs of Staff, as an individual, not ex-officio, the Commander

of the Tactical Command, or some other senior military officer, as determined by the

President and the Secretary of Defense.

There should be an Assistant Secretary of Defense for each of the functions (c) through

(f), inclusive, who reports and provides staff assistance to the Secretary of Defense through

the Deputy Secretary of Defense (Operations). The Defense Communications Agency and

the Civil Defense Agency would each be under the immediate supervision of a Director.

All intelligence functions of the Department of Defense and all communications

functions should report to the Secretary of Defense through the Deputy Secretary of

Defense for Operations.

1-5 The following steps should also be taken:

(a) To provide the staff support on military operations, and the channel of

communications from the President and the Secretary of Defense to the Unified Commands,

an operations staff, separate from all other military staffs, should be created.

(b) The responsibilities now delegated to the Joint Chiefs of Staff by the Secretary

of Defense to serve as military staff in the chain of operational command with respect to the

Unified Commands, and all other responsibilities so delegated which are related to military

operations and the Unified Commands, should be rescinded; and consideration should be

given to changing the title of the Chief of Naval Operations to Chief of Staff of the Navy.

(c) All staff personnel positions in the Organization of the Joint Chiefs of Staff and

in the headquarters military staffs of the Military Services which are in support of activities,

such as military operations, which are recommended for transfer to other organizational

elements, should be eliminated.

(d) The Organization of the Joint Chiefs of Staff should be limited to include only

the Joint Chiefs of Staff and a reconstituted Joint Staff limited in size to not more than 250
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officers augmented by professional civilian analysts as required.

(e) The Unified Commanders should be given unfragmented command authority for

their Commands, and the Commanders of component commands should be redesignated

Deputies to the commander of the appropriate Unified Command, in order to make it

unmistakably clear that the combatant forces are in the chain of command which runs

exclusively through the Unified Commander;

(f) In consolidating the existing area Unified Commands into the Tactical

Command, mafor organizational and functional advantages will be obtained by:

(1) Merging the Atlantic Command and the Strike Command;

(2) Abolishing the Southern Command and reassigning its functions to the

merged Atlantic and Strike Commands;

(3) Abolishing the Alaskan Command and reassigning its general purpose

function to the Pacific Command and its strategic defense functions to the Strategic

Command; and

(4) Restructuring the command channels of the sub-unified commands. *

(g) The responsibilities related to civil disturbances currently delegated to the Army

should be redelegated to the Tactical Command; and

(h) The Unified Commanders should be given express responsibility and capability

for making recommendations to the Deputy Secretary of Defense for Operations, for

operational capabilities objectives and for allocations of force structures needed for the

effective accomplishment of the missions assigned to their Commands.

1-6 The Deputy Secretary of Defense for Evaluation should be delegated the responsibility

for the evaluation and control-type activities, including:

(a) Comptroller (including internal audit and inspection services);

(b) Program and Force Analysis (a modification of the present Systems Analysis

Unit);

(c) Test and Evaluation;

(d) Defense Contract Audit Agency; and

•The total recommendations for changes in the Unified Command structure would result in a net reduction in the number of

Combatant Command Headquarters and should result In a substantial reduction in the total number of personnel required to

staff the structure.
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(e) Defense Test Agency.

There should be an Assistant Secretary of Defense for each of the functions (a) through

(c) inclusive, who reports and provides staff assistance to the Secretary of the Defense

through the Deputy Secretary of Defense for Evaluation.

The Defense Contract Audit Agency should be continued as a Defense Agency, under

the immediate supervision of a Director.

A Defense Test Agency should be created to perform the functions of overview of all

Defense test and evaluation, designing or reviewing of designs for test, monitoring and

evaluation of the entire Defense test program, and conducting tests and evaluations as

required, with particular emphasis on operational testing, and on systems and equipments

which span Service lines. The Defense Test Agency should be under the supervision of a

civilian Director, reporting to the Secretary of Defense through the Deputy Secretary of

Defense for Evaluation.

1-7 The number of Assistant Secretaries in each of the Military Departments should be set

at three, and except for the Assistant Secretaries (Financial Management), they should serve

as senior members of a personal staff to the Secretaries of the Military Departments without

the existing limitations of purview imposed by formal functional assignments. The Assistant

Secretary (Financial Management) should become the Comptroller of the Military

Department, with a military deputy, as in the current organization in the Department of the

Navy.

The Secretariats and Service Military Staffs should be integrated to the extent necessary

to eliminate duplication; the functions related to military operations and intelligence should

be eliminated; line type functions, e.g., personnel operations, should be transferred to

command organizations; and the remaining elements should be reduced by at least thirty

percent. (A study of the present staffs indicates that the Secretariats and Service staffs

combined should total no more than 2,000 people for each Department).

1-8 Class II activities (Army), Field Extensions (Air Force), and Commands and Bureaus

(Navy), all of which are line, rather than staff in character, which are now organizationally

located under the direct supervision of staff elements in the headquarters military staffs of

the Services, should be transferred to existing command-type organizations within the

Services.

************************************************************************

1-9 The Defense Atomic Support Agency should be disestablished. Its functions for nuclear

weapons management should be transferred to the operations staff under the Deputy

Secretary of Defense for Operations, and its weapons effects test design function should be

transferred to the Defense Test Agency.
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1-10 The administration functions presently assigned to the Assistant Secretary of Defense

(Administration) should be assigned to a Director of Pentagon Services, reporting to the

immediate office of the Secretary of Defense. He should be responsible for operating the

facilities and providing administrative support for the Washington Headquarters.

/-11 A separate program category* should be established for public affairs activities in the

Department of Defense.

1-12 A Net Assessment Group should be created for the purpose of conducting and

reporting net assessments of United States and foreign military capabilities and potentials.

This group should consist of individuals from appropriate units in the Department of

Defense, consultants and contract personnel appointed from time to time by the Secretary

of Defense, and should report directly to him

1-13 A Long-Range Planning Group should be created for the purpose of providing staff

support to the Secretary of Defense with responsibility for long-range planning which

integrates net assessments, technological projections, fiscal planning, etc. This group should

consist of individuals from appropriate units in the Department of Defense, consultants and

contract personnel appointed from time to time by the Secretary of Defense, and should

report directly to him

1-14 A coordinating Group should be established in the immediate office of the Secretary

of Defense. The responsibilities of this Group should be to assist the Secretary of Defense

and the Deputy Secretaries of Defense in coordinating the activities of the entire

Department in the scheduling and follow-up of the various inter-Departmental liaison

activities; to staff for the Secretary the control function for improvement and reduction of

management information/control systems needed within the Department and required from

Defense contractors; and to assure that each organizational charter of the Office of the

Secretary of Defense is properly scoped and coordinated and in accordance with the

assigned responsibility of the organization. The responsibility for the Department's

Directive/Guidance System, currently assigned to the Assistant Secretary of Defense

(Administration), should be assigned to this group. The coordinating group should be

'Program categories are those categories of activities used for internal planning and management in the Department, e.g.,

strategic offensive forces, strategic defensive forces, research and development, intelligence, etc.
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headed by a civilian Director, who should also serve as executive assistant to the Secretary

of Defense.

1-15 The Army Topographic Command, the Naval Oceanographic Office and the

Aeronautical Chart and Information Center should be combined into a unified Defense Map

Service reporting to the Secretary of Defense through the Deputy Secretary of Defense for

Management of Resources.
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CHAPTERn

MANAGEMENT OF MATERIEL RESOURCES

L GENERAL

The modern history of military organizations and operations demonstrates that the

materiel support of the forces is of ever-increasing relative importance, and presents

complex defense management problems.

Advances in science and technology comprise the initiating source of this trend.

Weapons, communications, transportation - all have been affected significantly by

revolutionary advances in the state-of-the-art; and each advance has been accompanied by

great increases in complexity of development, acquisition, maintenance, operation and in

cost.

In short, modern military organizations have become "hardware" oriented and

dependent. Military hardware requires an increasing amount and proportion of total defense

resources, aggravating a host of inseparable, associated management problems.

Materiel management in the Department of Defense can be divided into two distinct

overall areas of activity. The first is acquisition related, and includes functions associated

with research, development, test and evaluation, and procurement. The second phase is

post-procurement, and includes supply, maintenance, and transportation.

Although those activities connected with acquisition are more often in the focus of

public and Congressional attention, both areas are critical to combat effectiveness and both

have a significant cost impact.

The growing size of hardware-related expenditures, particularly for acquisition, has been

matched by broadening Congressional attention. For instance, the coverage of authorizing

legislation, which basically deals with investment items, has been expanded so that it now

extends to all research, development, test and evaluation and to all procurements except

ammunition, electronics, and general materiel.

Congressional concern with the post-acquisition phase of materiel management is

demonstrated by the breadth of consolidation authority for logistics functions vested by

Congress in the Secretary of Defense by the 1958 Amendment to the National Security Act.

The most severe problems in the acquisition of materiel occur when production is

dependent on new development, not with off-the-shelf procurements.

Military hardware development programs continue to be plagued by the now familiar

symptoms of trouble:

(1) Major cost growths or overruns;

(2) Schedule slippages; and

(3) Failures in performance.
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Uncertainty is inherent in the nature of programs which involve advances in technology,

and this uncertainty makes it inevitable mat some degree of cost growth, delays and

short-falls in desired performance will occur in some programs. The frequency and

magnitude of such problems which have been experienced, however, surpass significantly

those which can be attributable to unavoidable causes. It is clear that a substantial portion

of the acquisition problems must be attributed to management deficiencies.

The problems - and resulting deficiencies - in hardware development programs are clearly

too myriad and complex to yield to any single solution, but a combination of changes in

policy and procedures can achieve significant improvements in costs, time, and performance.

Deficiencies in any part of the process - establishment of the technological base, formulation

of requirements, acquisition philosophy, cost estimating, testing, contracting, program

management, etc. - can adversely affect an entire program. If repetitions of the weapon

systems debacles of the past are to be avoided in the future, each element of the policies and

procedures followed in the past must be carefully examined and constructively revised.

Equally crucial is the necessity Tor strong, continuing management to assure that the

execution of the revised policies and procedures is responsive.

Even an effective change in policies and procedures cannot be expected to produce

immediate benefits, however, for the most meaningful potential improvements in the

acquisition process fall in the initial stages of development programs. The duration of

development programs is measured in years, and an improvement in the process will produce

the most meaningful results in programs initiated after the changes are instituted.

II. RESEARCH AND DEVELOPMENT

Research and Development (R&D) by the Department of Defense may be broken down

according to activity (budget category subdivisions) and by performer or by mission (Five

Year Defense Program, program elements).

The types of activity, or budget category subdivisions, are as follows:

Within Budget Category VI, Research and Development:

6.1 Research: includes all basic research and that applied research directed toward

expanding knowledge in the several scientific areas;

6.2 Exploratory Development: includes studies, investigations and minor develop-

ment efforts, varying from applied research to sophisticated breadboard

hardware and is oriented to specific military problem areas;

6.3 Advanced Development: includes all projects for development of hardware for

experimental test;

6.4 Engineering Development: includes development programs in which items are

engineered for military use, but which have not been approved for procurement

or operation;

6.5 Management and Support: includes the overhead expense for the other

subdivisions of research and development;
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6.6 Emergency Fund: available for use in any category at the discretion of Secretary

of Defense; and

From other than Budget Category VI:

Operational Systems Development: includes development, engineering and test of

systems, support systems, vehicles and weapons (Engineering Development) that

have been approved for production and deployment;

The breakdown of research and development by performer includes (1) Private Industry,

(2) Government In-House, (3) Federal Contract Research Centers (FCRCs), (4) Universities

and (5) Foreign Performers. Since the second type of performer, (Government In-House),

does not usually include Civil Service salaries in the allocation of funds reported,

percentages of effort by category are at best, rough estimates. However, taking such salaries

into consideration, it is estimated that R&D funds are distributed among performers as

follows: Industry, about 62%; Government In-House, about 30%; FCRCs, about 3.5%;

Universities, about 3%; and the Foreign Performers, about one-tenth of one percent. Thi

emergency fund, for which performers vary from year to year according to allocation,

accounts for one percent or less of the total R&D funds.

Mission breakdowns are by program categories. These include Strategic Programs,

General Purpose Programs, Other Programs (Communications, Intelligence, etc.),

Technological Base and Support. These subdivisions are quite imprecise, and Only

moderately useful for analysis purposes.

A. Technological Base

One of the most critical distinctions to be made is that between research and

development to advance the general technological base related to military needs and the

remainder of research and development which is oriented to specific military applications.

There is an elusive boundary between the two. Generally, R&D to advance the technological

base is acknowledged to fall in the budget categories of Research (6.1) and Exploratory

Development (6.2), and to a small extent, in Advanced Development (6.3). It should be

noted that the Exploratory Development category is not altogether limited to advancing the

technological base. (The budget categories of Research (6.1) and Exploratory Development

(6.2) are controlled by level funding, e.g., funds are appropriated to support a level of

activity rather than being justified on an individual project basis as are the other R&D

categories).

There are several significant characteristics of R&D designed to advance the

technological base. First, formal requirements from the military operators are not necessary

for, nor do they directly affect, the allocation of funds in these two categories.

Second, a much more careful analysis of level-funded categories, in which R&D to

advance the technological base primarily falls, is required to assure relevancy to military

needs than is required in categories which are controlled on a project basis.

Third, where control is organizationally dispersed, it is much more difficult to detect

duplication than where specific requirements must be justified, and identifiable projects

planned and approved as a basis for funding.
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Fourth, R&D designed to advance the technological base requires more intensive review

in order to insure that the proper allocation of funds is made so that all parts of the

militarily -relevant spectrum of technology are adequately covered.

Fifth, the dispersion of control of such R&D makes it difficult to perform audits

adequately to insure that such funds are actually used to advance the technological base,

and not used to supplement efforts to develop specific hardware.

Under existing procedures, research and development for advancing the technological

base is dispersed among the Military Services and the Defense Agencies, including the

Advanced Research Projects Agency (ARPA).

ARPA now administers research and development which accounts for approximately

12% of the Research (6.1) category and approximately 20% of Exploratory Development

(6.2). Not all of ARPA's effort is clearly applied to advancing the technological base. Its

advanced sensors project, for example, is more nearly in the Operational Systems

Development category. This project still consumes more than one-seventh of ARPA's

Exploratory Development dollars.

The actual Research and Exploratory Development administered by ARPA, as is that

administered by the Military Services, is mostly performed under contract by industry or

under work order by in-house Service laboratories. ARPA's objective is to carry projects to a

certain level in Research and Exploratory Development, and then to transfer them to the

appropriate Military Service.

Each of the Military Services has a research office: the Army Research Office (ARO),

the Office of Naval Research (ONR), and the Office of Aerospace Research (OAR). Each

Service also has a number of basic research laboratories.

The Defense research performed by universities is small and diminishing. Renewed

efforts are being made to insure that such research is clearly defense-related.

Unquestionably, university participation in Defense research is critical to the maintenance

of an adequate pace of advance in the military-related technological base. At the present

time, only about 14% of Government funds supporting university research is from Defense.

Participation by institutions and individuals in university research for Defense is on a purely

voluntary basis, and should remain so. The university defense-oriented research contribution

is being damaged by anti-military and "protecting academic freedom" attitudes and

activities of some students and faculties. The consequences of permitting academic freedom

to be so interpreted as to inhibit or prohibit voluntary participation in military-oriented

research by universities and faculty members will not only be a distortion of academic

freedom, but will be a critical blow to the nation's defense research requirements.

A substantial portion of exploratory development by the Army is performed in-house in

arsenal-type laboratories, a somewhat lesser portion by the Navy in-house, and an even

smaller portion by the Air Force in-house.*

The technological base is also advanced by independent research and development

"Sec Section on Defense Laboratories in this Chapter.
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(IR&D) performed on its own initiative by industry, which generally seeks to recover such

costs as overhead on contracts with the Government. The potential benefits from IR&D are

inhibited by two factors. First, recent attempts in Congress to limit recognition of IR&D

costs as recoverable overhead in Government contracts have inhibited industry investment in

IR&D. Second, some of the Department's in-house laboratories display a not-invented-here

attitude that inhibits objective consideration of IR&D products as alternatives to

laboratory-originated technological approaches.

The R&D intended to advance the technological base is estimated to be about seven and

one-half to eight percent of the total Defense R&D effort. The increasingly high

technological risks, associated with major weapons systems developments is symptomatic, in

part, of an inadequate pace of advance in the military-related technological base.

There is no adequate or coherent planning for investments in advancing the

technological base. Responsibility and management for conducting such research are widely

fragmented among and within the Military Services and the Defense Agencies. Research

funds so allocated have not always been spent on militarily-relevant technology, nor are all

militarily-relevant areas of technology appropriately considered in the allocation of research

funds.

Existing organization and procedures inhibit the degree of control on research and

exploratory development work and of the expenditures necessary to insure proper

application. The funds allocated to advancing the technological base are not sufficiently

identifiable and audi table to support value judgments as to their sufficiency. There is no

adequate mechanism to assure that funds appropriated for research and exploratory

development are not diverted to advanced, or engineering development categories, or to

operational systems developments. The overemphasis on mission justification for research

and development allocations and funding creates additional incentives for such diversions.

There is no adequate mechanism to evaluate the performance of the numerous research

groups. The dissipation of research, exploratory development and management and support

categories of R&D funds on unproductive work in contractor and in-house laboratories,

sometimes to support a preconception or position of the organizational element contracting

for the research, occurs all too often.

Based on the foregoing observations, it is concluded that R&D to advance the

technological base should be constituted as a separate program and subject to a continuing

intensive review to insure that all funds are allocated to militarily-relevant research and that

all militarily-relevant areas of technology are given due consideration in fund allocations.

Further, Defense research policy should be separated by assignment of responsibility from

other development policy. The primary objective should be to insure that technology will be

available when needed to meet Defense requirements.

II-l Research and Development to advance the technological base should be constituted as a

separate program, under the staff supervision of the Assistant Secretary of Defense

(Research and Advanced Technology). It should be subject to continuing intensive review to

insure that available funds are allocated to militarily-relevant research and that all

militarily-relevant areas of technology are considered in fund allocations.

*************************************»***^

90-185 0-88-8
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II-2 The responsibility for control of Defense research designated to advance the

technological base and the appropriated funds therefor should be assigned to the Advanced

Research Projects Agency (ARPA). Further, ARPA should be directed to:

(a) Allocate its R&D among qualified performers;

(b) Assure by review the relevance of all projects and appropriateness of fund

allocations;

(c) Evaluate the effectiveness of all its R&D participants; and

(d) Develop and submit for approval to the Deputy Secretary of Defense

(Management of Resources) an annual Research Objective (RO) statement which would be a

companion document to the Operational Capability Objectives developed by the Unified

Commands and which would provide the Secretary of Defense an information base to

determine the overall defense capability objectives.

B. Advanced, Engineering, and Operational Systems Development

That portion of military research and development which goes beyond advancing the

general technological base involves the development of hardware either for experimental test

or for production and deployment. The allocation of resources to this portion of R&D is, at

least theoretically, based on military operational requirements.

1. Requirements

A requirement, in this context, refers to a need for a materiel capability which

does not presently exist or to replace one which is inadequate in performance for the

conduct of a military mission currently assigned or anticipated in the future. The several

Military Services designate this requirement by different nomenclature, which varies within

a Service according to the stage of refinement of the requirement. Traditionally,

requirements flow from the operational and materiel commands into the Service staffs.

In the Army, the Combat Development Objectives Guide (CDOG), prepared by

the Army Staff, provides mat all Operational Capability Objectives (OCOs), Qualitative

Materiel Development Objectives (QMDOs) and Qualitative Materiel Requirements (QMRs)

are to originate in the Combat Developments Command (CDC), which is designated to

represent the Army in the field.

The Navy's General Operational Requirements (GORs) flow primarily from their

Mid-Range Objectives (MROs), a 10-year planning projection prepared by the staff for the

Chief of Naval Operations.

The early Air Force requirement takes the form of a Required Operational

Capability (ROC) which can be prepared in any major command. Upon approval by Air

Force Headquarters, the requirement is converted to a Required Action Document (RAD).
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A major problem with the requirements process occurs at its very beginning. The

originating command often lacks the capability for operational validation which should be

prerequiste to transmittal to higher Headquarters. The application of military judgment to

requirements is essential, but not sufficient in itself. Operational validation should be based

on a thorough analysis of the assigned mission and the present or programmed means for

accomplishing it in the predicted threat environment. The Air Force has for many years

maintained operations analysis offices in such originating organizations. The extent to which

they participate in the validation of operational requirements varies considerably. The Navy

has some analysis capability, though much less, at such levels. The Army analysis capability

at this point in the requirements process can scarcely be said to exist at all. There is no

doubt that the overall requirements process could be improved greatly by specifying that

operations analysts study requirements at the point of origin. In this way, those

requirements reaching higher headquarters should have greater validity.

The requirements process is highly service unilateral. To the extent requirements

originate with combatant units, they are processed not through operational channels, but

through unilateral service channels. Unified and Specified Commanders are not in such

channels. There is no opportunity for the Office of the Secretary of Defense (OSD) to

review total requirements for priority, urgency or duplication before they are screened and

filtered by the Services. Many changes can and do occur between the presumed initiator and

any validation review by OSD.

Each Service has a large section in its Headquarters staff which has the sole

function of translating the broadly-stated requirements received from field commands into

more specific statements of their desires for new or improved weapons and other materiel.

These staff elements also determine informally the relative priority of the requirements for

new and improved weapons. In recent years, there has been a noticeable tendency for the

formal requirements documents to become quite specific, and to be stated increasingly more

in terms of engineering specifications rather than in terms of the performance or operational

results being sought.

Even when the engineering specifications are properly matched to the

performance requirements, the detailed engineering specifications limit the engineering

alternatives available to the developer because of the reluctance of the acquisition authority

to consider change, thereby imposing on the development a rigidity which can cause delays,

additional costs, and often the application of older technology than the current

state-of-the-art would permit. In other instances, the specifications have the result of

demanding products which are clearly beyond the state-of-the art or which require

developmental efforts beyond those necessary to perform the prescribed mission. Inept or

obsolete specifications also occur too frequently, and in some instances, products developed

which satisfy the imposed engineering specifications will not perform the mission intended.

There is an apparent inability of Service staff elements to divorce themselves from

their own Service interests in establishing priorities for requirements. It is evident that the

needs of the user in the field often take second place to weapons developments considered

most important to the particular Service for the protection or expansion of its assigned roles

and missions.

The mission of the combatant forces should determine their required operational

capabilities, which should be the principal factor in initiating development. This can be

accomplished only if the combatant commands possess the capability to analyze their
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missions, determine their operational capabilities, deficiencies and potential deficiencies,

and state their requirements in a meaningful way.

*****************************

11-3 The Strategic, Tactical and Logistics Commands should be assigned the responsibility to

develop, and submit to the Deputy Secretary for Operations, Operational Capability

Objectives relating to their assigned missions. For this purpose, each Command and major

sub-command Headquarters should be organized to include an operations analysis element.

11-4 For each Operational Capability Objective which is validated by the Deputy Secretary

for Operations, the Deputy Secretary for Management of Resources should require one or

more of the Military Departments to prepare and submit a development plan aimed at

satisfying the Operational Capability Objective.

2. Advanced Development

Advanced Development, which includes all projects for development of hardware for

experimental test, is the essential link between advances in the technological base achieved

in Research and Exploratory Development, and the incorporation of improved capabilities

in new weapons developments. In recent years, paper studies and analyses have often been

substituted for essential hardware development and testing. As a result, uncertainties which

could be eliminated or reduced are carried over into engineering development or operational

systems development, where unresolved technical problems are significantly more expensive

and troublesome to remedy. In addition, new technology which would improve weapons

capabilities is often lost in the process.

Increased emphasis on and funding of Advanced Development to yield various forms

of prototype equipment, which can be tested prior to commitment in a weapon system, is

essential. Prior to approval of initiation of Engineering or Operational System Development,

test results of all major advances in the technological base considered for incorporation

should be available. *

3. Engineering Development and Operational Systems Development

For purposes of special mangement control. Engineering Development and

Operational Systems Development of major systems (defined as requiring total R&D

financing in excess of $25 million or requiring a total production investment in excess of

$100 million) are subjected to special procedures. At any given time, there are between 70

and 80 such major systems under development. The procedures prescribed for major

systems development are optional for minor systems which do not fall within the

'See Test and Evaluation, this Chapter.
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established criteria.

a. The Major Weapons System Acquisition Process

The prescribed process for acquisition of major systems is hinged on the

requirement for approval by the Secretary of Defense of the initiation of Engineering

Developments or Operational Systems Developments which fall within the prescribed

criteria.

Concept Formulation is comprised of the activities which precede the decision

to go forward with the engineering development. Following the decision, a phase called

Contract Definition is prescribed; and that is followed by the actual development. Concept

Formulation includes such activities as comprehensive systems studies, and experimental

hardware efforts under Exploratory and Advanced Development. Prescribed prerequisites

for obtaining a decision to proceed into Engineering Development, which prove to be largely

idealistic for application to the totality of a large weapon system and which have not been

strictly adhered to in practice, are:

(1) Primarily engineering rather than experimental effort is required, and the

technology needed is sufficiently in hand.

(2) The mission and performance envelopes are defined.

(3) The best technical approaches have been selected.

(4) A thorough trade-off analysis has been made.

(5) The cost effectiveness of die proposed item has been determined to be

favorable in relationship to the cost effectiveness of competing items on a Department-wide

(6) Cost and schedule estimates are credible and acceptable.

Once a decision to proceed with Engineering Development is obtained, it is

mandatory to conduct a Contract Definition, among the objectives of which are:

(1) Providing a basis for a firm fixed-price or fully structured incentive contract

for development.

(2) Identification of high-risk elements.

(3) Detailed specifications for all end items.

(4) Verification of technical approaches.

(5) Establishment of firm schedules and costs estimates including production

engineering, facilities, construction and production hardware to be funded during the

development.

(6) Establishment of schedules and costs estimates for the total project

including production, operation and maintenance.
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Contract Definition is itself divided into three phases. The first of these is the

preparation and issuance of a Request for Proposal (RFP) and the selection of contractors

for Contract Definition. The RFP is the document that solicits the first formal response

from industry connected with the acquisition of a new weapon system. It calls for sufficient

information needed for selection of the contractors who are to undertake the detailed

competition. The time and effort spent in this phase vary widely, but a period of four-to-six

months is average.

Following the selection of contractors to participate in Contract Definition, the

second phase begins with the award of fixed-price type contracts, under which each

contractor prepares proposals for the engineering development effort. These proposals are

detailed and voluminous, and one copy of a proposal may weigh as much as one ton.

The third and final step in the Contract Definition phase is that of source

selection. In current practice, the contractors' proposals for development of complex

systems are broken down into a large number of technical and management considerations.

Each of these items is then assigned for evaluation to a small number of technical or

management experts who in the aggregate comprise an evaluation team which may number

several hundred. Prior to the evaluation of each element, weight factors have been assigned

but not disclosed to the small groups evaluating the many compartmented factors. These

weight factors are predetermined by a small team of experts primarily on the basis of value

judgments. After the evaluation is made of each individual element, the scores assigned to

each element of the proposal are summed up and the raw data is forwarded to a selection

board, usually comprised of general or flag officers. The selection board then applies the

predetermined weights and recommends the selection of a contractor based on these

weighted scores plus other factors such as price and past performance, which are not given

pre assigned weights.

Concurrent with the evaluation and selection process, each of the contractors

who participates in contract definition and who submits a proposal, is engaged in contract

negotiations. The negotiations are conducted by personnel not involved in the evaluation

and selection. Prior to the completion of the evaluation process, the negotiators have each

of the participating contractors sign a contract. When the selection of the contractor is

finally made, the contract previously signed by the selected contractor is executed.

During the contract definition phase, the technical and design approaches to the

systems development contained in the proposal of a prospective contractor are often

exposed to other prospective contractors, so that potentially better and/or less costly

features of each proposal can be considered by other prospective contractors for

incorporation in or adaptation to their own proposals. Industry generally considers this

practice to constitute unethical conduct on the part of the Government, particularly since it

has no counterpart in non-government business transactions. The potential inherent in this

practice for its use by government personnel to influence the ultimate selection of a

contractor is obvious.

The scope of an RFP and the responses thereto in a major systems development,

as prescribed, and as practiced until recently, are illogically broad. The central purpose of

the contract is concerned with engineering development, a matter of considerable technical

uncertainty. To expect and to require through Contract Definition that a contractor have

the capability even to identify all end items of the system, let alone develop detailed

specifications for each, in an advanced technological product, and concurrently to prepare
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reliable predictions in detail on the maintainability, reliability, and the requirement for

operations training to use the product, is unreasonable. Experience proves this procedure

impractical, and the many peripheral matters included during Contract Definition tend to

obscure the critical issues of technical design and competence, as well as multiplying the

cost of preparing and reviewing the proposals.

The mandatory requirement for a formal Contract Definition has a serious

impact on the entire development process. While there are cases where the contract

definition process is useful, there are others in which there is no logical need for the

exercise. Contract Definition is both time consuming and costly. Twelve-to-eighteen months

can be devoted to paper preparation and review with little, if any, actual development work

going on, and tfee cost to the Department for a Contract Definition exercise can exceed one

hundred million dollars. Such a procedure should be required only on a case-by-case basis,

rather than on a mandatory basis presently prescribed in Department of Defense Directive

3200.9.

There are also problems involved in the source selection process. Past experience

indicates that both weighted and raw scores on responses to RFPs tend to be very close in

major source selections. In some instances, contractors reverse positions in going from raw

scores to weighted scores, but even then the competitors tend to be almost equal. In this

situation, it appears that, generally, the unweighted factors, such as cost and past

performance, have a large and perhaps controlling impact on the final selection. Apparently,

the large number of peripheral technical elements included in the ratings is the major factor

which normalizes the scores of the competitors. Reduction of the number of elements rated

would focus attention on the more fundamental considerations, and would give a broader

perspective of the relative technical merits of each contractor's proposal.

It should be noted that although the prescribed major weapon system

acquisition process has not been rescinded, it has been modified in practice in recent

months, in recognition of some of these problems. The process was oriented to a single

controlling decision point. This decision was the approval or disapproval for initiating

Engineering or Operational System Development and was documented in the form of a

Development Concept Paper (DCP). This emphasis on a single decision point tended to

de-emphasize the necessity for continuing review and decision after the system development

was approved. The purpose of the Defense System Acquisition Review Council (DSARC),

formed in September 1969, was periodically to review major development programs and to

make recommendations for decisions not only with respect to initiating development, but

also prior to contracting for development and again prior to a production decision. This

change has the potential for alleviating the overemphasis on the single decision point.

The systems development approach continues to accumulate in one program a

dangerously high magnitude of risks, from both cost and technology standpoints.

Development problems connected with one or two of the many critical components of the

system can cause schedule slippages which occasion enormous cost consequences. Even in

the absence of major technical difficulties, an accumulation of changes in a variety of

components, each relatively small in cost, can have a total cost impact of great magnitude.

This emphasis on developing all elements for the system as part of a single

development project, as contrasted to selected subsystem and component development, also

has the effect of reducing the number of development actions and raising the level of

commitment for each development contracted. Among the more far-reaching consequences
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is that competition is limited to a few large contractors on most major development

projects. In addition, because subcontractors for sub-elements of the system are often tied

to a specific prime contractor, there is the potential of inadequate flexibility to obtain the

best qualified developer for each sub-element of the system.

The prescribed procedure for major systems development places heavy emphasis

on fixed-price type contracts, apparently on the assumption that technical risks have been

minimized by previous efforts. Fixed-price type contracts have been equated, in effect, with

competition. This competitive pricing during Contract Definition has led to significant

underprising in numerous development contracts. As a result, cost overruns have been

frequent and substantial. The concentration of risks in a single contractor is often out of

proportion to the contractor's financial structure and capability, and can result in the

Department of Defense being faced with either permitting a default on a critical program, or

of salvaging the particular company with payments not clearly required under the terms of

the contract.

Fixed-price contracting requirements also create additional pressures for rigid

and frozen design and performance specifications which, in turn, restrict the flexibility of

the developer to make engineering trade-offs. This factor inhibits the developer's capability

to achieve the best product.

In addition, the prescribed process by its very terms contemplates a high level of

concurrency of development and production which, in practice, has proved to be fraught

with propensities for cost growths, schedule delays and performance failures.

In practice, the prescribed process for major systems development produces an

unwarranted reliance on paper analysis during Concept Formulation and Contract

Definition. A review of major systems developments clearly indicates that although there

had been a proliferation of studies in Concept Formulation, the necessary technology to

proceed with Engineering Development frequently had not been accomplished through

Exploratory and Advanced Development programs. Assumptions that all technical problems

can be foreseen prior to the commencement of Engineering Development have proved to be

wrong. Repeated experiences demonstrate that technical uncertainty is inherent in the

Engineering Development process and that paper studies alone cannot enable government or

industry to forecast all of the problems that will arise. Since it has been assumed that the

technical risk is low in the development, it is not surprising that cost estimates, based on

paper analyses, rather than tested hardware, have proved to be unreliable. This marked

tendency to substitute paper analysis for hardware development has serious adverse

From an internal Defense standpoint, the systems development process creates

management problems. Understandably, with such large risks involved in a major systems

development, senior Defense officials are reluctant to delegate the scope of authority

essential to successful program management.

From the review of major weapon system acquisitions, a major revision of policy

is required to: (1) introduce flexibility in selecting the strategy or technique to be used for

any given system development; (2) place more emphasis on hardware development during

Concept Formulation to reduce technical risks; (3) undertake incremental development of

subsystems and components independent, in die initial stages, from major system

developments; and (4) introduce multiple decision points during the development and
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acquisition of new systems.

If more emphasis and direction is given to the advancement of the technological

base as previously recommended, then the flow of technology would come from a broad

base of research through exploratory and advanced developments into component and

subsystem developments and subsequently into new system developments or modification

programs to existing systems. This approach would both minimize technical risk and

increase the number of options available to satisfy Operational Capability Objectives of the

Commands.

II-5 A new development policy for weapon systems and other hardware should be

formulated and promulgated to cause the reduction of technical risks through demonstrated

hardware before full-scale development, and to provide the needed flexibility in acquisition

strategies. The new policy should provide for:

(a) Exploratory and advanced development of selected subsystems and components

independent of the development of weapon systems;

(b) The use of government laboratories and contractors to develop selected

sub-systems and components on a long-term level of effort basis;

(c) More use of competitive prototypes and less reliance on paper studies;

(d) Selected lengthening of production schedules, keeping the system in production

over a greater period of time;

(e) A general rule against concurrent development and production, with the

production decision deferred until successful demonstration of developmental prototypes;

(f) Continued tradeoff between new weapon systems and modifications to existing

weapon systems currently in production;

(g) Stricter limitations of elements of systems to essentials to eliminate

"gold-plating";

(h) Flexibility in selecting type of contract most appropriate for development and

the assessment of the technical risks involved;

(i) Flexibility in the application of a requirement for formal contract definition, in

recognition of its inapplicability to many developments;

(j) Assurance of such matters as maintainability, reliability, etc., by other means

than detailed documentation by contractors as a part of design proposals;

(k) Appropriate planning early in the development cycle for subsequent test and

evaluation, and effective transition to the test and evaluation phase; and

(I) A prohibition of total package procurement.
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A***********************************************************************

11-6 Department of Defense Directive 3200.9, Initiation of Engineering Development,

should be rescinded.

11-7 Research and Development undertaken to satisfy specific military materiel requirements

should be under the staff supervision of the Assistant Secretary of Defense (Engineering

Development).

11-8 The Advanced Research Projects Agency (ARPA) should be required to provide a

formal technical risk assessment on all proposed new systems prior to the approval of the

Development Concept Paper (DCP).

************************************************************«*****••**««

Special Problems in Acquisition of Navy Ships

The problems found to exist in the major weapon systems acquisition process, generally,

are as applicable to the acquisition of Navy ships as to other weapon systems. In addition,

however, Navy ship procurement and construction suffer from several unique problems.

The most significant differences in Navy ship procurement derive from the fact that the

Navy Department is the only customer which buys from its suppliers the types of ships

involved. An aircraft manufacturer has potential customers in the Air Force, the Navy, the

Army and numerous private air carriers, but the constructors of aircraft carriers and

submarines must sell to the Navy, or no one.

Ship constructors do sell other than Navy type ships to non-government buyers.

However, the Navy, while procuring fewer ships in recent years, is the source of an

increasingly higher percentage of the total funds spent for ship construction in this country.

As a consequence, the procurement process for Navy ships, even more than in other

procurements, must reflect a concern for the existence of a sufficiently broad industrial base

to provide competition for such procurements.

Since only one Service - the Navy - procures ships, there is no basis for comparison

within the Department, as there is with aircraft and missiles procured by more than one

Service, to gauge the efficiency of the Navy ship procurement process. This necessitates a

much more diligent review of proposed procurements, based on analyses of prior ship

constructions.

The procurement of ships involves a construction process more than a production

process. Accordingly, economies of scale are not as readily available as in other major

weapon systems acquisitions. While proto-typing may not be as feasible for entire ships as

for other weapon systems, there is a potential for improvement in the Navy ship acquisition

process through prototyping of sub-elements.
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In recent years, the emphasis has been heavily weighted toward designing into each ship

approved for construction the greatest total capability possible. This reflects inadequate

consideration in the requirement process for the trade-off advantages of a larger number of

ships of less individual capability as compared to fewer ships of maximum individual

capability.

b* Minor Weapons Development

Although Defense management emphasis is heavily focused on major system

development, the far more numerous "minor" engineering developments account for

approximately three times the level of expenditure associated with major systems.

Subsequent procurements do not change the proportion; for when RDT&E and

procurement funds are combined, expenditures for "minor" systems are also approximately

three times those for major systems.

Although the formal process prescribed for major system development is

optional for other engineering developments, the pattern of concept formulation, contract

definition and development, and indeed, the entire systems concept, has largely permeated

the "minor" weapons and systems developments. There is one notable exception to the

major systems process, and that is the absence of high-level management attention to

''minor" developments until things really go badly.

In large measure, minor system developments experience the same problems and

exhibit the same symptoms that are found in major systems. Some problems, however, are

peculiar, either in character or degree, to minor developments. Among these problems is the

inadequate level of technical and managerial competence of Defense personnel assigned to

operate the minor developments process.

The pay is low by industrial standards for jobs of comparable responsibility,

billets are limited and opportunities for professional growth and diversity are inhibited by

the requirements of the job. The Government engineer on a small system may write

technical sections of the RFP, evaluate the proposals, prepare the work statement for the

winner, provide technical direction for the development effort, write the test specifications,

perform the engineering tests and provide technical guidance to management, all

single-handedly.

Management of the acquisition process is not a career speciality for military

officers. In smaller programs, they are often, if not usually, untrained in business methods

and technology. They are well versed in the operational aspects of the equipment, but their

background and experience often make them ill at ease with cost/time/ performance

trade-offs and with their industrial counterparts and their problems. There is evidence that

the Services do not have adequate skills to evaluate the capability of potential suppliers,

particularly in the manufacturing area.

II-9 In concert with the new development policy recommended for major weapons systems,

the same increased flexibility of techniques should be provided for minor systems.
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c. Procurement of Proprietary Items

The broad spectrum of items procured by and for the Department of Defense

extends from the smallest and most commonplace items to the most sophisticated and

complex systems. In this process, private innovators make a very significant contribution,

for the individual items or components, procured separately or as part of subsystems are or

were once the products of an innovator. It must be recognized that the traditional incentives

which lead people to invest their time, talent, and resources in inventing improved products

in competition with others (called proprietary items),* are responsible in no small part for

the technological process of our Nation in both domestic and military areas.

Even though the Department recognizes and stresses the importance of private

innovation in introductory policy statements in the Armed Services Procurement

Regulations (ASPRs) sections on Patent Rights and Rights in Data, the spirit of the policy is

often not apparent in the implementation of procurement practices.

Procurement practices presently in use throughout the Department of Defense

and other agencies which buy for the Department (e.g., General Services Administration)

often tend to establish "negative incentives" for the private innovator to enter the Defense

market. Suppliers are often selected and contracts awarded primarily on the basis of price

alone, with less than adequate regard for quality, reliability, delivery schedule, improvement

of products, or maintenance of production (or innovative) capacity. Reverse engineering,

that is preparing the necessary data to manufacture the product by examining the product

itself, is used by the Government to establish new suppliers purely to maintain the assumed

necessity of having more than one competitive source. Adverse disclosures by manufacturers

and suppliers of catalog items frequently are needlessly required by data acquisition

practices. In summary, the basic problem with respect to procurement practices for

proprietary items is the deviation of procurement practices from the policy of encouraging

innovation, and the belief by Government buyers that it is their duty to force a price

competition.

A significant concern with respect to patents is the increasing number of

instances in which the Department of Defense takes ownership of patents developed on

contract, rather than acquiring license rights for government use, with the contractor

retaining the rights for commercial use. To attract the fullest competition of the best

qualified companies, the Department's patent policy should require only the granting to the

Government of a non-exclusive, royalty-free license under patents for inventions made in

the performance of the contract, and not a license under background patents of the

contractor. A policy of seeking rights in background patents or the taking of title to

inventions by the Government, tends to discourage the best-qualified companies from

accepting or, in some cases, competing, for contracts. This results in the Department of

Defense having to accept less qualified companies, and the strong possibility of reduced

competition for its contracts. This does not result in achieving the Department's principal

objective, which should be to obtain the best results at the desired time and at the most

•The following definition was taken from "Webster's Third New International Dictionary": PROPRIETARY ITEM - an

item that is protected by secrecy, patent, or copyright agair.st free competition as to name, composition, or process of

manufacture. In common parlance, the term is often used to refer to an item developed by a manufacturer at his own

expense and offered by him as a standard item for sale to a large number of customers.
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reasonable price.

The Department's data policy provides very limited protection for

previously-generated proprietary data. The Department's data policy must enable it to

perform its missions in the most effective and economical manner consistent with its

long-term needs, and in a manner which most effectively maintains the technological base

upon which it depends, while taking full advantage of the incentives of the competitive free

enterprise system.

It is important for the Government to undertake a rededication and

re-establishment of adherence to its oft-stated policies for motivating and protecting the

private innovator. The Department of Defense should recognize and reverse certain trends

within its components which are having the effect of stifling the initiative to invent or

innovate. The Department should also recognize that, while obtaining only that proprietary

information essential to accomplishing Government purposes, the price should be

commensurate with the value of the information received.

11-10 The stated policy of the Department of Defense to provide incentives to encourage

private innovators' participation in the development of defense products should be

reaffirmed and promulgated. The reaffirmation of policy should be supplemented by

directives -

(a) To improve procurement practices by requiring the submittal of bid samples in

the procurement of catalog items;

(b) With respect to patent rights, to define "Subject Inventions": as

(1) Those inventions originally conceived pursuant to the research and

development work specifically called for by a Government contract; and

(2) Those inventions conceived prior to the award of a Government research

and development contract which have not been reduced to practice constructively or

actually prior to said award, and are first actually reduced to practice pursuant to the

research and development work specifically called for by the contract; and acquire for the

Government a royalty free non-exclusive license in patents based on Subject Inventions, for

Governmental purposes; and

(c) With respect to Rights in Data, to obtain only that proprietary data essential to

accomplishing Governmental purposes other than manufacture or reprocurement, and to

establish new basic categories of data rights:

(1) Unlimited - including publication rights;

(2) Limited - prohibited for reprocurement or manufacture, and

(3) Production - right to use (license) for procurement and manufacture.
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4. Special Problems in Development

a. Program Management

There are two general approaches to organization for management of engineering

or operational systems developments - vertical and matrix.

The vertical organization is one in which a special Program Management Office is

constituted, with all staff elements assigned on a full-time basis and reporting to the

Project/Program Manager. Typically, for major weapons systems, the head of this Project

Office, or Program Manager, reports to the Deputy Commander for Systems Mnnagement of

the procuring command, some five-or-six levels below that of the Secretary of the Military

Services.

In the matrix organization, the Program Management structure is superimposed

upon the functional organization of the procuring or development command of the

particular Military Service. In other words, a Program Manager is appointed for the specific

project, but instead of professional personnel being administratively assigned to the Program

Manager as his staff, personnel within various existing staff organizations are designated to

supply staff support in their technical or other specialities to the Program Manager as

required. Those personnel who provide the technical staffing to the Program Manager do so

as an additional duty to their normally assigned duties in the functional organization of

their command. Their efficiency ratings, promotions and reporting lines are not to or

through the Program Manager, but rather to their superior within the functional

organization. One individual may, therefore, concurrently be performing the normal duties

of his functional assignment and serving in a staff capacity to one or more Program

Managers.

The prescribed Department of Defense Program Management policy quite clearly

recommends the use of the matrix organization, and this is the organizational approach

most often used. The exceptions have been on those programs which have received constant

top-level Department management attention. In programs managed through Development

Concept Papers, the Program Management structure is specified for each system, to include

not only the Program Management organization, but also the lines of reporting for the

Program Manager. For instance, the Program Manager for the F-15 aircraft development has

been provided a reporting point only one level below the Chief of Staff of the Air Force.

Program Management assignments have not generally been recognized as having

good potential for career advancement for military officers. Program management is not

effectively a career service for military officers, although military officers act as Program

Managers on a majority of developments, and are almost always designated as Program

Managers for major systems. These officers have traditionally been rotated on normal tours

of duty (2-4 years) among a variety of types of jobs. Although they usually bring to the

Program Manager assignment knowledge of the operational use of the type of system

involved in the development, they often have a minimum of training and experience in

business management; yet they are faced with the task of negotiating with and monitoring

the efforts of industrial organizations which bring to the problem talented, technical and

management personnel with extensive continuity and experience in the particular type of

activity encompassed in the development. In addition, Program Managers have been often

rotated, based on the time in their careers, at critical points in the development of the

programs and frequently with no overlap for training their successor.
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Indeed, there is no indication of consistent efforts by the Services to select

Program Managers from among those officers who have the most promising potential.

Ideally, a Program Manager should possess both managerial and technical skills and

experience in the operational employment of the type of system, weapon or other hardware

under development. Recently, in connection with major systems, significant emphasis has

been placed by the Secretary of Defense on encouraging the Military Services to provide

better selection and tenure and more continuity in Program Management assignments.*

A number of factors detract from a Program Manager's capability to perform his

responsibilities in an efficient and effective manner. In a matrix organization, authority is so

dispersed, and the Program Manager is so far below the level of organization which has the

authority to make affirmative decisions on matters of significant import that his

management capability is seriously impaired. Imposed on Program Management is a

proliferation of reporting requirements for a wide variety of cost, schedule and technical

data to satisfy the management and reporting systems specified by all higher headquarters,

which preoccupy the manager's time to the exclusion of substantive management. This

distraction from the substance of the Program Manager's responsibility is aggravated by the

necessity of providing innumerable briefings to commanders and staffs of the many

commands layered between him and the Military Department Secretaries, and to visiting

officials.

In vertical organizations, the management system maze and the extensive

reporting requirements often result in an excessively large staff for the Program Manager. A

Program Management Office on a major system can include more than 200 people, adding

significantly to the overall management cost of the project.

Top Defense management attention is frequently given only io those

developments with high public visibility. The concentration of top Defense management

attention on these selected major systems has permitted program management for less

visible major systems and for minor developments to continue to flounder. Significantly,

recently undertaken corrective action has been directed at major high-cost and controversial

programs. Unfortunately, there are far too many development programs for each to be

addressed on an ad hoc basis. Basic directives must be modified and ground rules must be

devised for program management in general if the fundamental weaknesses of program

management are to be eliminated.

The weaknesses of program management have been increasingly aggravated by

the growing breadth of responsibility and complexity of tasks of the Program Manager. With

the increased application of the systems concept of development, Program Managers find

themselves responsible for administering a fixed-price contract for development of a product

to detailed design specifications in which they are permitted little flexibility for technical

trade-offs. In systems developments, a Program Manager is also likely to be given

responsibility which encompasses a span of sub-elements involving a wide variety of

disciplines and technological skills, the aggregate of which he may well be inadequately

trained to handle.

A shift in emphasis toward separate component developments, as previously

•See Chapter IV, Personnel Management.
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discussed, could result in a more feasible scope of management for the Program Manager,

and thereby contribute more to the elimination of program management weaknesses than

would any particular change in the organization of reporting relationship of the project

management.

The choice of either a vertical organization or a matrix organization for all

program management is not a feasible solution to program management deficiencies, for

each organizational type has its benefits and liabilities. The vertically organized,

all-on-one-pa) roll organization has the best record of success in development programs with

a high degree of urgency, concurrency, technical span and cost. It prospers at the expense of

functional organization, however, and there are practical limitations on the total number of

vertical organizations which can be manned with qualified personnel and managed through

an ad hoc or special reporting relationship outside the normal chain of organization.

An advantage of the matrix organization is that it can be more quickly staffed

and more easily dissolved when no longer required. Scarce technical personnel can be shared

between programs. In addition, the numbers of development programs which can be

managed through matrix organization are not severely limited. Since the use of matrix

organization appears both desirable and necessary for the majority of programs to be

managed, the deficiencies of the organization, consisting primarily of the many layers of

intermediate command and staff between the program manager and the Secretary of the

Service, and the constrained and impaired authority of the program manager must be

alleviated. Selection, training and tenure of the program managers operating in matrix

organizations cannot continue to be neglected by the top levels of defense management.

The division and confusion of authority among the Program Manager, the

contracting officer and the contract auditor fragments and weakens program management.

Although the Program Manager is assigned overall management responsibility for the

project, the authority for administering the contract is vested in the contracting officer. The

contract auditor is independent of both, and reports through independent channels to high

levels in the Department.

11-11 The effectiveness of Program Management should be improved by:

(a) Establishing a career specialty code for program managers in each Military

Service, and developing selection and training criteria that will insure the availability of an

adequate number of qualified officers. The criteria should emphasize achieving a balance

between needs of a knowledge of operational requirements and experience in management;

(b) Increasing the use of qualified civilian personnel as Program Managers;

(c) Providing authority commensurate with the assigned responsibility and more

direct reporting lines for Program Managers, particularly those operating in matrix

organizational arrangements; and

(d) Giving the Program Manager, subject to applicable laws, directive authority over

the contracting officer, and clarifying the fact that the contract auditor acts only in an

advisory role.
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b. Management Systems

During the past decade, the trend in government contracts for developments has

shifted markedly from cost-plus-fixed-fee toward fixed-price contracts, many of which have

embodied incentive features. On the surface, this trend would appear to diminish the

required level of detailed management by the Defense Department of Contractors' activities.

Paradoxically, however, the same period has been marked by a multiple increase in the

number and detail of management control systems contractually imposed by the Defense

Department.

A number of factors evidence the excessiveness of the existing level of

management control systems. For example, the sheer volume of reporting requirements

exceeds, by a substantial margin, the review capability of managers within the Department

of Defense. More significantly, the increase in management control systems has not cured

the cost overrun or schedule delay problems. A reduction in management control systems

would both reduce the reporting load imposed on industry by that portion which is

duplicative or serves no useful purpose, reduce the cost to the Department, and improve the

effectiveness of management control.

This problem has been formally recognized and acknowledged since 1966, when

the Department initiated a management systems control project, and established an office

under the Assistant Secretary of Defense (Comptroller) as the central responsibility within

the Department for this area. In 1968, sound policy guidance was issued and two

Department of Defense Instructions to implement that guidance were published.

Despite the issuance of policy statements and the assignment of specific

responsibility for the control of development of management control systems for use in the

acquisition process by the Department of Defense, there has been little standardization or

reduction in the number of management control systems contractually applied. So many

management control systems now exist that the process of review and analysis, to determine

what should be the revisions and consolidations and/or cancellations of the thousands of

existing management control systems documents, consumes an inordinate amount of time.

Unfortunately, the effort lost momentum and the emphasis of top management in the

process. In September 1969, the Office of the Comptroller was reorganized and the

responsibility for this activity was moved to a lower echelon, thereby de-emphasizing, or

appearing to de-emphasize, this activity. The roll-back of approved management systems and

the stabilization of the remainder is unlikely to occur without top-level attention in the

Department of Defense on a continuing basis until the job is done.

Akin to the problem of contractually imposed management control system

requirements are the problems of the internal Department of Defense management

information/control requirements. The documents in which the requirements are defined

stem from the Department's Directive/Guidance System and take many forms in OSD, the

Services and the Defense Agencies. The Assistant Secretary of Defense (Comptroller) also

has the central responsibility for these internal requirements. As is true with regard to

contractually-imposed management control requirements, no real progress has been made in

reducing the proliferation of systems and documents used within the Department of

Defense.
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************************************************************************

11-12 The Secretary of Defense should establish a small staff within the Coordinating Group

reporting to him and assign it the responsibility of effecting both a major improvement and

reduction in the control and information needed for management within the Defense

Department and, in turn, of its defense contractors. This should be done by specifying what

is required, not dictating how to manage. Immediate top-level support to follow the current

management system control project through to its successful conclusion should be one of

the first actions. Included in this action should be direction to implement Instructions

7000.6, "Development of Management Control Systems Used in the Acquisition Process,"

and 7000.7, "Selection and Application of Management Control Systems in the Acquisition

Process," with the control responsibility specified i.ierein for the Assistant Secretary of

Defense (Comptroller) reassigned to the Coordinating Group.

c. Cost Estimating

Studies reveal that on the average, cost estimates on major systems developments

have probably improved in relative accuracy over the past fifteen years. So many variables

affect the evaluation of cost estimates, however, that confidence in such a conclusion must

be qualified. In any event there is much room for improvement.

Cost estimating for development programs has apparently been too widely

credited in the Defense Department, in industry, in the Congress and by the public with a

potential for accurate prediction which is belied by the inherent technical uncertainties in

developments. The precise problems which may be encountered in the process of attempting

to convert a technological or scientific theory or experiment into practical, producible

application cannot be foreseen with accuracy. It should be axiomatic that one cannot place

a price on an unknown; yet, the increased resort to fixed-price contracts, the use of

precontractual cost estimates as a firm baseline for measuring performance throughout the

life of the system, and the shock reaction which is forthcoming when cost overruns or

growths are experienced, all evidence an unwarranted degree of confidence in cost estimates.

The inherent limitations on cost estimation imposed by technological

uncertainties cannot be completely overcome. Other factors, however, also contribute to the

inaccuracies of cost estimates. The understandable incentives to sell a development program,

either to senior decision-makers in the Executive Branch or to Congress, can influence cost

estimates to be on the low side. Contracting policies and procedures also have a tendency to

suppress the level of cost estimates. The cost estimates must be used as a basis for requesting

and justifying authorizations and appropriations. In addition, the competitive pressures on

prospective contractors during Contract Definition, as previously discussed, leads to

overoptimistic proposals which support the original cost estimates rather than take into

account the possible effects on costs of the inherent uncertainties.

"Parametric" cost estimation techniques offer the potential for improved

planning of cost factors. These parametric techniques require the analysis of historical data

to establish some broad gauge such as cost per pound for component units of the program

being evaluated. The broad nature of the product of this type of analysis precludes detailed

comparisons with the estimated program costs developed from its elements, but the

difference in gross totals can indicate a probable range of magnitude of the costs of
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contingencies. The Department has, to some extent, recognized a significant portion of their

potential. The use of the parametric approach to cost estimation is, of course, a clear

acknowledgement of the inherent limitations and imprecision of any cost prediction

methods.

Whatever method or methods of cost estimating are used, the availability of a

data base on previous programs is essential, and the extent of availability of such data in

usable form is a limiting factor on the potential accuracy of cost predictions. Efforts are

being made to collect systematically and preserve such data on contemporary developments.

Only time will provide an improved data base for projection.

The potential accuracy of cost estimates also varies according to the time period

in which it is made, relative to the phase of the development program. Cost estimates made

early in the concept formulation phase cannot be expected to yield the accuracy which is

possible for such an estimate made after the first stage of actual development.

Cost estimating capabilities also fluctuate with the relative complexity of

developments. They are most difficult and least credible for complex operational system

developments.

While every effort should be made to improve cost estimation capabilities

through compilation of a more extensive data base, wider use and more reliance on

parametric techniques and a continuous effort to achieve objectivity in estimation, the most

fundamental problems associated with cost estimation cannot be resolved without a general

recognition and acknowledgement of the inherent limitations of cost estimates for

development programs.

For this reason, the original cost estimates should be considered only as the

initial baseline and as more knowledge is gained these estimates should be revised and a new

substantiated baseUne established. This approach should be incorporated into the Selected

Acquisition Reports (SARs) used within the Department and by Congress.

11-13 The management cost information needed within the Department and for visibility to

Congress on major weapon systems acquisitions should be improved by recognizing the

evolutionary nature of cost baseline estimates. Estimates should be reevaluated at each

significant milestone of development.

****************************************************

11-14 Increased use should be made of parametric costing techniques to improve the quality

of original and subsequent estimates, and to help offset the difficulties of estimating the

cost of unknowns.

-A ******************* *********************

d. Industry Weaknesses
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A review of the defense development process would be incomplete without a

discussion of the role of industry and its share of the responsibility for the problems within

the process.

One serious weakness of industry is the tendency toward overresponsiveness to

every expressed or implied desire of Department of Defense personnel. Overresponsiveness

should not be substituted for the exercise of responsibility. As a management team member,

it is the responsibility of industry to point out to the Department the true nature of

acquisitions and developments as seen by industry. For example, the following are areas in

which industry has demonstrated an overresponsiveness on specific developments:

(1) Unquestioned acceptance of inefficient and unnecessary management control

system requirements and related data items.

(2) Failure to point out the potential risks associated with the inherent

technical uncertainties in the development of a specific weapon system.

(3) Over optimistic cost estimates and, in some cases unwarranted buy-ins.

(4) Unquestioned acceptance and, in some cases, promotion of overly

sophisticated design solutions to satisfy the stated requirements.

Industry has also demonstrated reluctance to have a continuous meaningful

dialogue on certain procurements by communicating to the government Program Manager

potential major technical, cost or schedule problems as soon as they are first identified.

Another weakness originates in the possible belief by a contractor that he has

obtained his contract wholly or in part through political favoritism oe pressure; this can

seriously undermine the authority of the Program Manager. The degree to which the

Program Manager's authority is undermined does not depend on whether or not there was,

in fact, a political motivation in the selection of the contractor, but on whether the

contractor believes such was the case.

Some existing practices contribute to beliefs by contractors and by the public

that political influence can and does affect the selection of contractors. It is and has been

customary for the Executive Branch to provide members of the Congress with 24 hours

notice of contract awards in their States or Districts, as the case may be, prior to the public

announcement of the contract award. Frequently, therefore, contractors and the public

learn of the contract award from a Senator or Congressman prior to the public

announcement. This gives rise to an inference, however much belied by the facts, that the

political officeholder making the announcement of the contract award had some influence

on the selection of the contractor.

Potentially, the most serious weakness is the trend of the demonstrated

reluctance by industry, whether justified or not, to commit resources to defense business. If

this trend continues, the Nation's defense posture will be seriously weakened, as a dedicated

industrial capability is essential to maintaining that posture.

Many of the recommendations in this report are specifically addressed to making

a substantial improvement in the overall defense procurement environment. Even though

the environment is largely controlled by the government, industry must also assume a more

85

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

0
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



233

responsible role if the full potential for improvement in the environment is to be realized,

and the rising cost of weapon systems stemmed.

************************************************************************

11-15 Individual contractors should accept a more responsible role as management members

of a defense development team, and provide the Government with the benefit of greater

objectivity in the contractors independent evaluation of a proposed development.

11-16 The practice of providing the members of the Congress 24-hour advance notice of

contract awards should be discontinued. Such members should be notified concurrently

with public announcement of contract awards.

e. Defense Laboratories

Currently the Department of Defense has 78 laboratories and 48 test and

evaluation centers. These owned activities consume some 18 percent of the Research,

Development, Test and Evaluation appropriations. They also directly manage about 15

percent of Defense Research and Development work done on contract outside the

government. Of those funds appropriated to Research, Development, Test and Evaluation in

Program VI, the Defense laboratories, including test and evaluation facilities spend in-house:

about 33 percent of Research (6.1); about 40 percent of Exploratory Development (6.2);

about 12 percent of Advanced Development (6.3); and about 15 percent of Engineering

Development (6.4).

This distribution of funds clearly indicates that Defense Laboratory in-house

efforts are concentrated in the budget categories of Research and Exploratory Development,

both of which are funded for level of effort, rather than by project.

The Defense Laboratories and test and evaluation centers are organized by (1)

military arms (e.g., infantry), (2) hardware function (e.g., missiles), (3) technical discipline

(e.g., electronics), and (5) climate (e.g., desert).

The purposes of Defense Laboratories are to: (1) maintain national competence

in areas of technology peculiar to military needs; (2) provide a technological capability for

quick response to unpredictable needs and opportunity; (3) provide a working interface

between military commanders and planners on the one hand and the technological

community on the other; and (4) act as advisors in the Defense RDT&E contract program.

Overall, the productivity of Defense in-house laboratories appears low compared

to the very substantial investments in them. This is particularly true with respect to Army

Laboratories, and those Army Laboratories connected with arsenals appear least productive.

Defense Laboratories and test and evaluation centers are not organized in any

systematic fashion. They are fragmented along technology lines with limited scope and
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responsibility. The Army has 55, the Navy 45, the Air Force 25 and the Defense Atomic

Support Agency, 1. Consolidation of laboratories and centers to achieve a more nearly

matched functional alignment with the scope of normal problem areas is very badly needed.

Efforts at consolidation are being made, but the rate of progress is far too slow. One of the

major impediments to consolidation is the difficulty with obtaining funds for military

construction. There is no legal method, at present, whereby a Service may sell several old

facilities and use even a part of the proceeds to build a new one or expand an existing one.

The Defense Laboratories and test centers suffer from a rigid personnel system

which inhibits qualitative improvements to the technical staffs and fails to promote or move

the more competent people into leadership positions. These laboratories and centers are

controlled through fiscal means. The Army and Navy laboratories are industrially funded,

and the Air Force is moving toward industrial funding for its laboratories. The laboratories

are, nevertheless, subjected to arbitrary personnel ceilings and reductions. Since the

laboratories' employment of scientists and engineers is within the Civil Service system,

seniority criteria, rather than innovative production, is the primary factor determining

promotions and reductions-in-force. It has been customary to appoint laboratory Directors,

and often Assistant Directors, from outside the system. While this can provide a transfusion

from the broader scientific and engineering community, it also removes an incentive for

career personnel who cannot aspire to higher than the third level job in the laboratory.

There is no workable mechanism for scientific and technical personnel to be moved freely

within the Department, because the personnel systems of each of the three Services and the

Office of the Secretary of Defense are separate and different. These personnel inflexibilities

result in a high degree of personnel stagnation in the Defense Laboratories, which must

account in part for their relatively poor productivity.

As noted above, the Defense Laboratories and test centers, in addition to their

in-house work, actually manage about 15 percent of the Defense Research and Development

work done on contract. This circumstance presents a conflict-of-interest problem. The

laboratories as developers are in competition with private contractors, and are also managers

of the contracts under which their competitors operate. There is an inclination on the part

of some laboratories to show favor to products "invented here" and to view very skeptically

any products "not invented here". The R&D laboratories are located far down in the

organizational structure within organizations which have much broader responsibilities than

just R&D. There is no R&D chain of command from bench to the policy level.

Consequently, close monitorship to control the "not-invented-here" attitude is impossible.

II-l 7 The Advanced Research Projects Agency (ARPA) and the Defense Test Agency (DTA)

should be directed to make a joint review to determine which in-house defense laboratories

and test and evaluation centers are essential to research and development needs of the

Department with the goal of eliminating the nonessential ones, and consolidating (across

Services) the remainder.

************************************************************************

11-18 A procedure should be authorized by Statute whereby all or a part of the proceeds

from the disposal of existing defense laboratories or centers can be used for construction of
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a new facility or expansion of an existing one which such construction or expansion has

been authorized by Congress.

11-19 Close attention should be given to the possible advantages of having some of these

laboratories and centers government-owned but contractor-operated.

C. Operational Testing and Evaluation

Everyone seems to agree that Operational Testing and Evaluation (OT&E) is very

important; however, there are significant differences of opinion as to what it encompasses,

what its proper objectives are, and what organization and methods are necessary to

accomplish it most effectively.

It has been customary to think of OT&E in terms of physical testing (under various

designations such as operational suitability testing, employment testing, service testing, or

field experimentation). It is essential to recognize mat the primary goal of OT&E is

operational evaluation, and that while operational testing is very important it is only one

method of evaluation. To be effective, OT&E must be a total process, using all appropriate

methods of evaluation, which spans the entire cycle of a system from initial requirement

until it is phased out of the operational forces. If OT&E were limited to physical testing, it

would lose much of its opportunity to contribute to decisions on whether to produce a

system, and would seldom be able even to influence the system's characteristics and

capabilities in any major way.

Much OT&E does, however, involve physical testing and, therefore, it is important to

distinguish between "functional" testing and "operational" testing.

Functional testing (often called engineering testing) is done to determine how well

various systems and materiel meet design and performance contractual specifications - in

other words, whether they meet technical requirements.

By and large, functional testing in and for the Department of Defense appears to be well

understood and faithfully executed. Serious policy deficiencies are not apparent, and such

failures in functional testing as occur can be primarily attributed to lack of technical

competence, oversight, or procedural breakdowns. Functional testing is not considered to be

a major problem area.

Operational testing, on the other hand, is done to determine to the extent possible

whether such systems and materiel can meet operational requirements. It must provide

advance knowledge as to what their capabilities and limitations will be when they are

subjected to the stresses of the environment for which they were designed (usually combat).

Operational testing must take into account the interface with other systems and equipment,

tactics and techniques, organizational arrangements, and the human skills and frailties of the

eventual users.
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There has been an increasing desire, particularly at OSD level, to use data from OT&E to

assist in the decision-making process. Unquestionably, it would be extremely useful to

replace or support critical assumptions and educated guesses with quantitative data obtained

from realistic and relevant operational testing.

Unfortunately, it has been almost impossible to obtain test results which are directly

applicable to decisions or useful for analyses. Often test data do not exist. When they do,

they frequently are derived from tests which were poorly designed or conducted under

insufficiently controlled conditions to permit valid comparisons. It is especially difficult to

obtain test data in time to assist in decision-making. Significant changes are essential if

OT&E is to realize its potential for contributing to important decisions, particularly where

the tests and the decisions must cross Service lines.

Participation in or supervision of OT&E by OSD and JCS has been limited and

fragmented. There is no assignment of overall responsibility at such levels for deciding what

OT&E should be done, prescribing and monitoring how OT&E is done, or insuring that

results reach those who need them.

A Directorate of OT&E was established in 1966 within the Office of the Director of

Defense Research and Engineering, under the Deputy Director (Administration and

Management). Although establishment of this organization was an acknowledgement of the

need for attention to the operational aspects of testing and evaluation, the authority and

resources of this Directorate were very limited initially and have decreased since. It has had

little, if any, influence on OT&E.

In 1968, the Deputy Secretary of Defense requested the JCS to consider the

establishment of a small Joint Test and Evaluation Agency. The JCS replied such an agency

was unnecessary, and expressed the belief that there already existed within the Organization

of the JCS, the Services, and other agencies the capability to plan, conduct, and evaluate the

results of operational tests, including tests involving joint forces. However, it is evident that

this capability does not exist and that the ad hoc testing on which the JCS relies produces

very little useful data in support of decision-making.

The most glaring deficiency of OT&E is the lack of any higher-than-Service organization

responsible for overseeing Defense OT&E as a whole.

In the absence of regulation or guidance from higher authority, it is not surprising that

the Services differ substantially both in OT&E philosophy and in organization to carry out

and report on OT&E activities. There are three basic ways to organize for OT&E:

1. An independent organization reporting directly to the Chief of Service.

2. An organization subordinate to the developer.

3. An organization subordinate to the user.

At the present time, all of these organizational alternatives may be found in the Services.

The Army system of testing and evaluation is currently being reorganized to place more

emphasis on OT&E - particularly on doing operational testing earlier in the development

cycle. The objective is to introduce the results of valid operational tests into decisions
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concerning the initiation and the extent of production. The Army's approach is centered

upon a newly-conceived Operational Service Test, scheduled to be completed prior to

decision to commence full production. The basic problem with Army OT&E is that the

developer, in effect, tests and evaluates the operational suitability of what he develops.

The Navy system of OT&E has two main characteristics: (1) it is principally

implemented by an independent OT&E organization reporting directly to the Chief of Naval

Operations, and (2) there is a formal way of getting operational evaluation (including some

operational testing) done early in the overall process. The main deficiency in Navy OT&E is

that it generally produces few hard data. It relies too much on the judgment of

well-qualified officers and does not adequately utilize testing techniques available for

obtaining measurements of scientific validity.

The Marine Corps does not have an organization devoted solely to OT&E, but the

Commandant tasks the Marine Corps Development and Education Command with having it

done when deemed necessary.

The Air Force currently has the most structured system of testing found in the Services.

Basically, it is divided into two types: Acquisition Testing and Operational Employment

Testing.

Acquisition Testing is made up of three categories: Categories I and EE are essentially

R&D testing and are the responsibility of the Air Force Systems Command (AFSC).

Category I is actually performed by contractors and has little or no operational flavor.

Category n is done by AFSC, with the contractor still very much involved. Ideally, Category

II tests a complete system in as near an operational configuration as practicable at that stage

of development, but in actual practice such tests are seldom operational in nature.

Category m is the first Air Force testing that can be called OT&E. It comprises tests and

evaluations of operationally-configured systems and is done by the appropriate operational

command - the ultimate user.

Operational Employment Testing is pure OT&E. It is conducted by the using command

and is closely related to integrating the new system into that command. Its objectives

include the development of tactics and techniques of employment, identification of

operational problems not revealed by earlier testing, and validation of requirements for

system modification. This kind of testing places great emphasis on realism of environment

and missions, limiting personnel skills and support to those that would be available in such

an environment.

There are three principal problems with Air Force OT&E, as currently done. First,

operational considerations receive much too little attention in Categories I and II. Second,

the operational commands responsible for Category III and Operational Employment

Testing lack both the personnel and facilities to be effective. Finally, all of the categories are

too duplicative and time-consuming.

Currently, there is no effective method for conducting OT&E which cuts across Service

lines, although in most actual combat environments, the United States must conduct

combined operations. The interactions among Services become extremely important during

combat, and critical military missions transcend Service boundaries and responsibilities (for

example Close Air Support, Reconnaissance, and Air Supply). Because of the lack of joint
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OT&E, it is not only very difficult to detect certain kinds of deficiencies and to predict

combat capability in advance, but it is also difficult to make decisions relating to overall

force composition.

Funding throughout the Department of Defense has been and continues to be

inadequate to support much necessary OT&E. Also, the funding of OT&E is confused, both

at the OSD level and within the individual Services, and neither in OSD nor in any Service is

there a single agency responsible for insuring that OT&E is adequately funded. In fact, there

is no agency that can even identify the funds that are being spent on OT&E.

Funding within the individual Services differs substantially. In general, however, OT&E

funds are difficult to identify because they come from several budget categories such as

RDT&E and Operations and Maintenance (O&M). Because funds earmarked for OT&E do

not have separate status in the budget, or in program elements, they are often vulnerable to

diversion to other purposes.

It seems evident that separate program elements for OT&E must be established within

the Services if OT&E is to receive the financial support required, and prohibitions provided

against diversion of OT&E funds. Even then, OSD must assume the responsibility of insuring

that the Services budget adequately for OT&E.

11-20 The responsibility for Defense test and evaluation policy should be assigned to the

Assistant Secretary of Defense (Test and Evaluation).

11-21 A separate program category should be established for Test and Evaluation.

mm**********************************************************************

11-22 The responsibility for overview of Defense test and evaluation effort should be

assigned to the Defense Test Agency. In addition, the Agency should be responsible for

design or review of test designs, performing or monitoring of tests, and continuous

evaluation of the entire test and evaluation program.

III. PROCUREMENT

The Department of Defense procurement program involves approximately 12 million

project actions a year. These are consummated by the Department of Defense procurement

work forces of approximately 46,000 personnel, of which about 91 percent are civilian

employees. For Fiscal Year 1968, contracts were awarded totaling about 43 billion dollars

for supplies and services.

The complex and dynamic Defense procurement environment and the associated

procurement process are characterized by a variety of significant and increasingly serious

problems.
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A. Statutory Framework

The basic statute controlling procurement by the Department of Defense, except of

land, is the Armed Services Procurement Act of 1947, as amended, now codified and

incorporated in Title 10, Chapter 137 of the United States Code.

The Armed Services Procurement Act is at variance with the realities of Defense

procurement and adds considerably to the overhead costs of the Department of Defense.

The Act stipulates that procurement contracts are to be made by the use of formally

advertised contracting methods, but to this general rule the Act provides 17 conditions of

exception under which negotiated contracts may be used.

The priorities established by this statute do not reflect the realities of Defense

procurement. Actual Department of Defense procurement needs are such that only 10 to

12% of the Defense procurement dollars is spent through the method of formally advertised

procurement which is established in the statute as the general rule.

When a contract for procurement of goods or services is negotiated, it must be under the

authority of one of the 17 statutory exceptions to the general rule and such actions, as

noted, involve 88 to 90% of the dollars involved in Defense procurement actions. When a

contract is negotiated, the statute prescribes that the procuring agency must prepare a

Determination and Finding (D&F) documenting the conditions and circumstances and

justification for utilization of the particular exception to the general rule for procurement.

The D&F must be attached to the copy of each negotiated contract, which must be filed

with the General Accounting Office. The Determination and Finding is also required by

statute to be kept on file in the office of the officer making the D&F for a period of six

years.

The consequence of the statutory prescriptions and the D&F requirements place the

officers of the Department of Defense in the position of being required to document and

explain why they are using the most appropriate procurement method rather than an

inappropriate one. The preparation, review, submission and filing of the required D&Fs

demand and receive a significant amount of personnel effort including that of the various

Secretaries and Assistant Secretaries of each Military Department.

Although the Armed Services Procurement Act is the principal statutory authority for

Defense procurement, it is by no means the only statute governing such procurement. There

are approximately 40 separate statutes which affect Defense procurement. These statutes

cover such diverse matters as budgeting and accounting, small business, freedom of

information, assignment of claims, adjudication of claims, limiting contracts to available

appropriations, extraordinary contracting authority for national defense needs, degree of

finality and judicial review of agency decisions on contracts, performance bonds,

renegotiation, labor standards on public contracts, anti-kickback provisions, convict labor.

Buy American, conflict-of-interest, and procurement of supplies made by prisoners and the

blind.

Additional statutory authorizations or restraints on Government procurement and

contracting are included in the annual authorization and appropriations acts, the organic

legislation for specific departments and agencies, and other bits and pieces of legislation

scattered throughout the statutes and codes.
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The body of the statutory law covering Department of Defense procurement is

supplemented by a number of other top-level documents which have a pronounced impact

on Department procurement. These include such documents as Executive Orders and

Bureau of Budget circulars. Judicial decisions, of course, also impact on Department of

Defense procurement through their construction and interpretation of statutory provisions

relating to procurement.

In certain respects, the procurement laws are dated; that is, they do not take into

account legitimate and useful techniques developed and put into use subsequent to the

passage of the procurement laws. For instance, the law accords no recognition to the variety

of incentive-type contracts which have emerged in recent years.

B. Armed Services Procurement Regulation (ASPR)

The principal Department of Defense procurement regulation is the Armed Services

Procurement Regulation, commonly referred to as "the ASPR", which is to implement the

provisions of the Armed Services Procurement Act, other statutes relating to procurement.

Executive Orders, Bureau of Budget circulars and, as appropriate, judicial decisions. The

provisions of the ASPR are applicable to the procurement of all Department of Defense

materiel and services which obligate appropriated funds, except transportation services

procured by transportation requests, transportation warrants, bills of lading and similar

transportation forms.

The provisions of the Armed Services Procurement Regulation (ASPR) are complex and

unrealistic to an extent that obscures Defense procurement policy. The ASPR is prepared

and maintained by a committee and is in a constant state of change. The ASPR Committee,

which has been in existence for over 20 years, is chaired by an individual from the Office of

the Assistant Secretary of Defense (Installations and Logistics). Each of the Military

Departments and the Defense Supply Agency have two members on the Committee, one of

whom is a specialist in procurement policy matters and the other is a specialist in the legal

and contract aspects of procurement.

To accomplish its challenging task, the ASPR Committee meets at least two full days a

week. The actual investigation of matters under consideration is farmed out to

subcommittees, of which there are 50-60 working at any one time. The activities of these

subcommittees involve 200 - 250 personnel.

The ASPR Committee system suffers an apparent inability to resolve, in a timely

manner, the issues brought about by changes resulting from new policy, new regulations and

new rules. The ASPR process is burdened with a load of coordination that prevents a

prompt and continuous flow of changes to the ASPR which are required. There are a

significant number of unresolved ASPR problems which have a great impact upon the

effectiveness, economy and equity of the Defense procurement process. Many unresolved

ASPR issues have been under active consideration by the ASPR Committee for more than a

year, and one significant issue dates back approximately seven years.

The principal deficiencies with the ASPR are as follows:

1. The ASPR contains a mixture of procurement policies, practices and procedures

which obscures procurement policy, making it difficult to identify, interpret and to comply

with.
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2. The complexity of the ASPR structure is unrealistic in that its provisions and

prescribed practices are difficult, if not impossible, to use within the highly stratified

organization administering Defense spending programs, particularly in view of the various

procurement personnel grade levels responsible for compliance with the ASPR.

3. The ASPR is in a continuous process of change, a fact which impedes the timely

processing of procurement actions, and consumes an inordinate and expensive amount of

time of the procurement personnel responsible for compliance with the ASPR.

The ASPR is expanded and supplemented by each Military Department, the Defense

Supply Agency and the Defense Contract Audit Agency by means of their separately

developed and maintained procurement regulations. These departmental and agency

regulations largely parallel ASPR in format and provide additional procurement policy and

procedural matter related to ASPR provisions.

From a substantive standpoint, the ASPR gives minimum emphasis to the need for

maintaining an adequate industrial base, although the Armed Services Procurement Act gives

policy recognition to this consideration with a specific exception (No. 16) to the general

rule requiring advertised bids.

In addition to the complex framework of procurement regulations, there is an

abundance of Department of Defense and Military Service directives, instructions,

memoranda and other guidance material, including circulars, handbooks and guides, which

have a pronounced impact on Defense procurement. These documents deal with

organization and management, and administrative policy concepts and procedures.

Procurement personnel must be governed in practice by these constraints, as well as by the

procurement family of regulations.

The Department of Defense directive and guidance system results in an avalanche of

paper instructions which are duplicative, overlapping and sometimes contradictory. There is

no evidence of a concentrated attempt to reduce the number and scope of the directives and

guidance, or to make these documents consistent and harmonious. The need for assessment

and review is conspicuous.*

C. Department of Defense Procurement Work Force

Regardless of how effective the overall system of Department procurement regulations

may be judged to be, the key determinants of the ultimate effectiveness and efficiency of

the Defense Procurement process are the procurement personnel who have the challenging

responsibiltity for interpreting and applying the regulations and associated guidance

material. The importance of this truism has not been appropriately reflected in the

recruitment, career development, training, and management of the procurement work force.

As a consequence, the Department is faced with a significant number of immediate and

future problems with respect to the availability in adequate numbers of appropriately

qualified and capable procurement personnel. For example, major problems exist with

respect to their aging, turnover, capabilities, and utilization.

*Sce "Management Systems" in this Chapter.
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There is a particular urgency in the matter of upgrading personnel involved in contract

negotiation and in the system of promotions and reward for the negotiators. That the

overwhelming proportion of Defense procurement actions take the form of negotiated

contracts is a fact of life and should be recognized as such. Department of Defense

personnel who negotiate this great number and dollar value of contracts are involved with

negotiators from industry who are key personnel with lifetimes of experience, and paid by

industry much higher than the pay received by the Defense contract negotiators. The

Defense negotiator is at a disadvantage, to say the least. Skills of Government negotiators

obtained through experience are often wasted by the existing system of rewards, which

appears to promote the most capable negotiators to supervisory positions, thereby removing

them from direct negotiating activities. Contract negotiation is a special skill, different from

and often more difficult to develop or acquire than are administrative or supervisory skills.

A system of rewards for negotiators, which is commensurate with their skills and does not

necessarily require their removal from active negotiations, should be developed.

11-23 The Secretary of Defense should recommend to the Congress and to the existing

commission on Government-wide procurement that the Armed Services Procurement Act

and other applicable statutes be amended to reduce or eliminate the requirement for

Determination and Findings on all negotiated contracts, to reflect the practicalities of

Defense procurement needs and activities which result in most Defense procurements being

accomplished by other than formally advertised methods, and also to reflect the various new

types of contracts developed in recent years.

11-24 The Armed Services Procurement Regulation (ASPR) and the ASPR Committee

System should be reviewed with the objective of formulating a more efficient management

organization for incorporating changes into the ASPR and with the view toward reduction

in the volume and the complexity of the ASPR.

******* *****************************************************************

11-25 In the implementation of procurement policy, due regard should be given to the need

for an adequate, but not excessive, industrial base.

************************************************************************

11-26 Improvement should be affected in the acquisition, training and retention of

procurement personnel, with emphasis on a promotion system for contract negotiators

which will not necessarily remove them from negotiating activites.

IV. THE INDUSTRIAL MOBILIZATION BASE

The urgent requirement for increased production to support U.S. Armed Forces in

World War II and the reluctance or inability of U.S. industry to invest private capital in the

amounts and for the purposes required, forced the Government to build a substantial

industrial capability.
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Following World War II, it was recognized that any future war would not allow time

for the construction of production faculties after the start of hostilities. In 1948, the

Congress passed the National Industrial Reserve Act "to promote the common defense by

providing for the retention and maintenance of a national reserve of industrial productive

capability. . ."

The Department has, therefore, maintained ownership of a large industrial mobilization

base consisting of industrial plants and plant equipment. As of 30 June 1969, this Defense

industrial base represented an original investment of about $18 billion. The out-of-pocket

support costs associated with maintaining the Defense industrial base in FY 1969 amounted

to $366 million.

Department records do not indicate the condition or capability of the plants or plant

equipment. In fact, no records are kept on a majority of the plant equipment in the

inventory.

The ownership of the plants and plant equipment encourages the unwarranted belief

that the Department has a viable industrial mobilization base that can increase production

of vital war materiel on short notice. Experience in the Korean War and the Vietnam War

indicates that the continuing rapid advance of technology is changing both production

techniques and the items which must be produced at a rate that renders much of the

equipment currently owned by the Department so outmoded that it has no utility or is

hopelessly inefficient.

It is imperative that a viable industrial mobilization base be established and maintained.

However, it does not now exist under the concept of Department ownership of industrial

plants and plant equipment. The Department should reexamine its present holdings and, as a

matter of urgency, develop and implement a plan to assure that emergency production of

high priority war materiel can be initiated quickly and effectively. This can be achieved in

many cases only by maintaining an active production life.

The Department continues to buy plant equipment and provide it to contractors on the

theory that it is cheaper to maintain ownership of the equipment than to allow the

contractors to charge it off to the contracts. As of 30 June 1969, contractors held

government-owned equipment with an original investment cost of about $4 billion.

The Department has not been able to maintain control of its inventory of plant

equipment. It attempts to control only the equipment with original unit cost of $1,000 or

more. Even for these items where records are maintained, the Department unnecessarily

procures some new equipment through failure to consult the inventory records or through

incomplete or incorrect records.

In FY 1969, the Department provided contractors with $133 million of industrial plant

equipment with original unit cost of $1,000 or more.

Adequate information is not available to determine the full costs to the Department of

maintaining ownership of industrial plant equipment; to procure, provide to a contractor for

a specific contract, reclaim and store at the end of the contract, and maintain inventory

records to permit its reuse when needed. However, it is apparent that the Department is not

doing an effective or economical job under the present concept.
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77-27 The Department of Defense should consider buying and providing industrial plant and

equipment to contractors only when it can be clearly shown to be to the economic

advantage of the Government or when it is essential to the Department's plan to provide a

viable industrial mobilization base. Contractors should be encouraged to provide necessary

industrial plants and plant equipment, and should be permitted to charge off peculiar plant

equipment against specific contracts.

************************************************************************

77-25 A program should be initiated for the Department of Defense to divest all plant

equipment where ownership cannot clearly be shown to be to the economic advantage of

the Government.

11-29 A plan should be developed and implemented to assure that emergency production of

high priority war materiel can be initiated quickly and effectively.

11-30 The responsibility for maintaining an inventory and control of Department-owned

equipment should be assigned to the Assistant Secretary of Defense (Installations and

Procurement).

V. LOGISTICS

The term "logistics" has a variety of meanings. Here it is interpreted as encompassing

the management of all classes of U.S. military consumable supplies and secondary items

worldwide, depot maintenance and overhaul of military equipment, plus transportation and

traffic management. These logistics functions inevitably account for a significant fraction of

the Defense dollar. The sum of their costs in Fiscal Year 1969 was over $20 billion.

The broad scope of the subject makes pointed summary difficult, but one salient

generalization seems to encompass most of the findings.

It is clear that significant military logistics improvement can be achieved through

efficient, coordinated exploitation of new technologies in the areas of transportation,

communications, automatic data processing (ADP), and Integrated Procurement

Management. To date, however, the full potential of these new technologies has not been

realized, nor will they be realized in long-range logistics programs that are presently

proposed by most of the Military Services.

A. Supply, Maintenance and Transportation
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The potential for increased efficiency and improved effectiveness by standardizing or

integrating logistics management and activities has long been recognized. Efficient,

coordinated exploitation of new technologies in the areas of transportation',

communications and automatic data processing offer increasing rewards in effectiveness of

logistics support and cost savings.

Congressional pressures for standardization and integration of Defense logistics have

been strong and continuous. These Congressional pressures have taken various forms, as

several examples illustrate. Congress provided by amendment to the 19S3 Defense

Appropriations Act that no funds would be obligated for procurement, production,

warehousing, distribution or related supply management functions except in accordance

with regulations issued by the Secretary of Defense. The 1958 Defense Reorganization Act

provides that whenever the Secretary of Defense determines it advantageous in terms of

effectiveness, economy or efficiency, he shall provide for carrying out common supply or

service activities by a single agency or other organization as he deems appropriate. In 1967,

the Defense budget was trimmed by the Congress to "encourage integration" of logistics

support.

There has been considerable progress in integrating "common item" procurement and

the initial phase of supply management. Despite vigorous efforts to achieve standardization

or integration in the remainder of the logistics system, both from within the Department

and from the Office of the Secretary of Defense, progress has been slow. To date, the full

potential of new technology has not been realized in the post-procurement phases of

Defense logistics, nor will it be realized in the long-range logistics programs under

consideration by most of the Services. As found by a GAO investigation in March 1968,

"OSD has permitted the Services and Defense Agencies to develop management systems

unilaterally and independently without regard to inter-Service compatibility or relationships

of systems."

Because the impact of logistics integration has fallen primarily on the procurement and

initial inventory management phases, the resulting improvements in effectiveness of support

of Unified Commands in the field have been minimal compared to the improvements which

are possible. The benefits of standardized and integrated logistics have not been extended

overseas to any appreciable extent. Defense Supply Agency responsibilities do not extend

overseas. Overseas logistics management is currently the responsibility of four organizational

units, - one in each Service - each of which has many elements. Because of inherent and

continuing differences among these organizations, the Unified Commander must

accommodate different terminologies, different measures of logistics performances and,

most unfortunately, different degrees of readiness.

1. Impact of Decentralized Supply Systems

The differences among the Services in their approaches to theater supply

management illustrate the varying degrees of effectiveness of support, efficiency and

economy which prevail.

In the acquisition and initial supply phase of Defense logistics, six principal entities

are involved: (1) General Services Administration (administrative equipment, including

computer hardware); (2) Defense Supply Agency ("common items"); (3) The Air Force

(principally the Air Force Logistics Command); (4) The Army (The Army Materiel

Command); (5) The Navy (Naval Supply Systems Command); and (6) The Marine Corps. All

90-185 0-88-9
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of these organizations operate in the Continental United States; few operate overseas.

The General Services Administration and Defense Supply Agency are procurers and

wholesalers whose supply functions are limited to the Continental United States. In

estimating new procurement and stockage requirements, the demand and inventory

information to these organizations from overseas is limited to what can be inferred from

bulk requisitions and occasional asset level reports. No current consumption data is available

to them.

The Air Force Logistics Command operates a vertical supply system in which each

base, worldwide, is a consumer-customer, supplied directly from wholesales activities

located in the United States. The Air Force has no depots overseas. Requisitions received at

the wholesale level provide a clear view of consumption data and demand patterns, because

they are not filtered through a series of intervening control echelons that aggregate many

requisitions over long periods, thereby obscuring demand trends.

The Army supply system, on the other hand, is not vertical, but horizontal. The

Army Materiel Command operates only in the Continental United States, and each Theater

has its own parallel supply system. There is no greater access for the Army Materiel

Command to theater demand trends and consumption data than there is for the Defense

Supply Agency. The Army Materiel Command and the theater logistics commands have

separate stock funds. In effect, the Army components in the theaters have autonomous

logistics systems that procure items from Continental United States wholesale supply

agencies. (Vietnam logistics are not separately stock-funded.) The horizontal supply system

of the Army provides no effective means for adjustment of inventory imbalances among

theaters.

The Navy supply system in the Continental United States is in many ways more

centralized than in the Air Force. At three Inventory Control Points (Ships Ports Control

Center, Aviation Supply Office and Electronics Supply Office), inventory levels at Naval

Supply Centers and other distribution points are monitored, and replenishments of centrally

managed items are shipped as necessary. The Navy supports the Sixth Fleet (Mediterranean

Sea) directly from the United States through dedicated Navy cargo ships. The Seventh Fleet

(Pacific) is also supported directly in part, but the Navy has supply depots in the Philippines

and in Japan which also support the Pacific Fleet. These two supply depots are largely

autonomous of the supply system in the United States, with the Navy supply system in the

United States having little visibility of the demand trends, consumption, or inventory levels

in the depots, except on aeronautical items.

The Marine Corps obtains a part of its supply support from the Navy Supply System

and some from the Marine Corps Supply System. Its distribution system includes depots and

bases and air stations. Despite being dependent on numerous other agencies for its

procurement of items from industry, the Marine Corps insists upon stocking and distributing

materiel through its own system, which suffers from many of the same type of problems

found in the Army system.

Combat Force Commanders in the field have found it necessary to improve the

effectiveness of logistics support, and to overcome the lack of logistics integration by

creating ad hoc cross-service arrangements. For example, in Vietnam the Navy is designated

as Executive Agent for all common items in I Corps area and the Army as Executive Agent

for II, m and TV Corps. In the European theater, the Army is designated Executive Agent
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for subsistence items for all Services.

There is a close interrelationship between the degree of logistics integration and the

use of automatic data processing.

2. Automatic Data Processing

A distinguishing mark of the decentralized and fragmented supply system in the

Defense Department is the proliferation of Automatic Data Processing (ADP) systems and

programs which are largely incompatible, both ultra-Service and inter-Service. This results

not only in weaknesses in inventory management and distribution imbalances, but in high

and increasing costs of ADP software for a variety of ADP programs to accomplish the same

types of functions. The aggregate costs - and confusion - resulting from the development and

periodic upgrading, as advanced computers are required and acquired, of ADP programs for

each class of supplies by the DSA, the four Military Services and the theater logistics

commands, with minimal compatibility, critically impact on the Department's effectiveness,

efficiency and economy. The long-range logistics programs under consideration by most of

the Military Services will not remedy this problem.

3. Maintenance

Maintenance is the ultimate consumer of all technical supplies and materials

acquired by the Department of Defense for support of military hardware - a consumption

which amounts to approximately five billion dollars annually. Investment in industrial

tooling, equipment and facility capability to support this maintenance function accounts for

approximately another one billion dollars annually. About one-third of all Department of

Defense personnel are involved in the maintenance function.

Maintenance management resides basically with the Services. (Neither GSA nor DSA

has maintenance responsibilities.) Responsibilities for maintenance within the Services are

vested for the most part in the same organizations having responsibilities for the supply

function.

The maintenance function is divided into three levels: (1) organizational or service

level; (2) intermediate, or repair level; and (3) depot, or overhaul level. Generally, the Army

performs all levels of maintenance in-theater, but Navy and Air Force depot or overhaul

maintenance is performed in the United States.

Integration of maintenance management is the exception, and where it exists, it

occurs almost exclusively at the depot level on a selected item basis. For example, the Air

Force is designated to overhaul A-7 aircraft engines for both Air Force and Navy, and the

Navy performs A-7 aircraft airframe and avionics depot maintenance.

As is the case in supply management, traditional approaches cause variances in

maintenance management to continue. For example, the Army and Air Force prescribe

aircraft inspections to be performed at intervals measured in aircraft flight time, while Navy

aircraft inspections (sometimes of the same aircraft) are prescribed to be performed on a

calendar schedule.

The maintenance function is even less integrated than the supply systems. For

example, the Army's Tank and Automotive Command (TACOM) is assigned responsibility
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for integrated management or procurement and wholesale supply of combat and tactical

vehicle items. Depot maintenance is performed by the Service using the item. (In Vietnam,

the Executive Agent designation of Navy and Army for operations areas includes

maintenance as well as supply.)

In some instances, lack of management flexibility causes uneconomical results. For

example, current Department of Navy practices provide for secondary support of reparables

through the Navy Stock Fund paid for out of operations and maintenance appropriations.

Provisioning spares and replacement of reparable equipments themselves are financed by

procurement appropriations. There is no authority to use procurement funds to finance

maintenance costs and vice versa. When operations and maintenance funds are inadequate to

repair the materiel, responsible officers are faced with the decision either to make

uneconomical new procurements or bear responsibility for unacceptable "downtime" on

critical equipments. Economy dictates that reparable carcasses be utilized to the maximum

extent possible.

************************************************************************

11-31 Repair in lieu of replacement should be an allowable charge against the parent

procurement appropriation funding the basic equipment.

4. Transportation

All of the Services have extensive organic* transportation resources, and each of the

Military Departments is the "single Manager" for some "common user" transportation

service.

The Air Force has a considerable number of transport aircraft organically assigned to

tactical air units, which are used both for rapid deployment of tactical air units overseas and

for in tra-theater roles after deployment.

The Navy's organic cargo ship fleet, numbering some 78 vessels, is used to deliver

supplies to Navy forces at sea. The Navy also operates an amphibious fleet of some 94 ships

in support of the Marine Corps and maintains an organic air transport force of 136 aircraft.

The Army's organic transportation is comprised of wheeled vehicles and helicopters

used for tactical mobility and overland supply support, and does not include any global

transportation capability.

The "common user" activities are the Military Airlift Command (MAC), for which

the Air Force is Executive Agent; the Military Sea Transportation Service (MSTS), for which

the Navy is Executive Agent; and the Military Traffic Management and Terminal Service

(MTMTS), for which the Army is Executive Agent.

The Military Airlift Command is an industrially funded *"airlift service, using both

'Assigned as integral equipment of the using command.

**An industrially funded activity is one which operates with a working capital fund, from which operating expenses

paid, and which is reimbursed through charges to benefitting organizations.
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owned cargo aircraft (234 C-141s, with 70 C-5s scheduled for operation by 1973) and

contracted commercial carriers (amounting to 617 million dollars in 1969). MAC operates

aerial ports of embarkation (APOEs) in the United States and aerial ports of disembarkation

(APODs) overseas. It also operates the Air Weather Service and the Aerospace Rescue and

Recovery Service. In addition, MAC is the contracting agent for airmail services provided by

commercial airlines and for contract airlift services used by the Air Force (LOGAIR) and

the Navy (QUICKTRANS) within the United States.

MAC tariffs represent the weighted average costs of military and commercial

augmentation airlift from and to overseas areas. The average costs of commercial airlift to

MAC include total costs of commercial operators, plus profit. Industrially-funded costs of

MAC-owned aircraft, on the other hand, are limited to operations and maintenance plus a

portion of operating support costs. The pay and allowances of military personnel (about

37,000 out of 43,000 total associated with the industrially-funded airlift service), the cost

of the aircraft procurement, and much of the base operating support costs are excluded.

The majority of airlift is carried out by MAC-owned aircraft, and when the C-S

enters the inventory, there will be little requirement for commercial augmentation for

overseas airlift shipments. MAC carriers are primarily designed for the mobility (initial

deployment of forces) rather than the steady-state cargo supply mission. (Personnel

movements, other than initial unit deployments, are handled primarily by contract

commercial carriers.)

The Military Sea Transport Service (MSTS) contrasts sharply with MAC. Although it

operates a small (37 dry cargo ships) nucleus fleet owned by the Government, only five

percent of the MSTS workload is currently accounted for by these ships. Seventy-eight

percent of the cargo is carried by privately-owned merchant ships and the remaining

seventeen percent by ships from the "mothball fleet" administered by the Maritime

Administration. MSTS "unlike MAC" has no port faculties. Only two of the 37 ships in the

"nucleus" fleet are adapted to the mission of military unit deployment. (Only five dry cargo

ships have been constructed for the "nucleus" fleet since World War II, and MSTS fully

controls one other ship which is privately owned, having been built under a "build and

charter" arrangement.) The "nucleus" fleet is manned aad operated by civilian (civil service)

crews. Unlike MAC, MSTS tariffs for sealift costs are effectively total costs, since its

available resources are primarily commercial, and because sealift costs, unlike airlift costs,

are not discounted through allocation of costs of the alternate mission of "strategic

mobility" (although sealift shares this mission). MSTS is, therefore, primarily a traffic

management service, with a small additional role as a transportation operator.

The Military Traffic Management and Terminal Service (MTMTS) has no

intercontinental transportation resources. Traffic management within the U.S. is not

industrially-funded, but is billed to the shipper on an actual carrier-charge basis. MTMTS has

the responsibility (which it executes through industrially funded operations) for movement

and storage of the personal property of military personnel, the operation of seven overseas

ports for the Air Force, and the operation of Military Ocean Terminals in the Continental

United States. (The Navy operates two major port faculties for cargo ships in the United

States in connection with large supply centers in support of the Atlantic and Pacific Fleets,

and three separate ammunition ports in connection with Naval Ammunition Depots, the

ammunition ports being "common user" ports through which ammunition is shipped to all

Services.)
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None of the above-mentioned organizations exercises traffic management functions

within overseas theaters. Theater Traffic Management agencies overseas are operated jointly,

but organic transportation resources are maintained, operated and scheduled separately by

the respective Service components of the Unified Commands.

The absence of any significant degree of traffic management integration contributes

to the loss of efficiency and economy, as well as to impairment of the effectiveness of

supply support to combat forces. This can be illustrated by discussion of a few particular

problems.

Cargo shipping the world over is now being changed in a revolutionary fashion as

old-fashioned "break-bulk" ships are replaced by containerships. The intermodal container

can eliminate cargo handling between consignor and consignee. It also greatly increases ship

productivity and profitability, because, with swift loading and unloading, time spent in

ports is reduced significantly, and it serves to reduce pilferage.

Commercial intermodal containers now account for a major portion of the military

cargo shipped to Europe, and, in Fiscal Year 1969, 42 percent of the outbound general

cargo that moved through Pacific coast military terminals was containerized. Projected

estimates of Department of Defense general cargo containerization in the future range from

65 percent to over 80 percent. Recent tests indicate significant advantages from

containerization of ammunition.

Containerization benefits are greatest in terms of cargo protection, rapid delivery,

and economy when containers can be "throughput" directly from consignors to consignees

and when small shipments can be efficiently consolidated. Container movement scheduling,

container carrier booking, and container fleet control can be accomplished most efficiently

when intermodal movement is treated administratively as an integral process. For the

Department of Defense, the Through Government Bill of Lading (TGBL) serves as the

common denominator for dealings with common carriers.

The TGBL is, effectively, a freight forwarding mechanism that encompasses

origin-to-destination throughput in a single financial transaction with minimum

documentation. It has been used extensively by MTMTS for shipment of the household

goods of military personnel, and it is nov used for about one percent of military container

cargo, with the percentage expected to increase. TGBL tenders incorporate what are, in

effect, multi-modal tariff bids, or offerings, which are withdrawn or changed from time to

time in reflection of short-term transport market conditions.

MSTS tariffs for container shipment reflect rates offered to MSTS annually by

con tainership operators in individual competitive bids. Low bidders are given priority in the

allocation of shipments. The military shipper Service that uses MSTS-administered

commercial container services does so under a so-called "through movement" system

involving separate billing and documentation for: (1) land transportation to the POE

(administered by MTMTS with direct-charge for carriage); (2) Sea transportation (MSTS

tariff); and (3) Land transportation to the inland destination overseas (theater

responsibility).

In direct competition with this system is the TGBL system administered by MTMTS

(MSTS can also administer TGBLs, but chooses not to do so). The MSTS basic concern is

that TGBL tenders generally encompass ocean carrier rates lower than those reflected in the
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general MSTS tariff. In effect, the TGBL tender incorporates the carrier's current

competitive rate.

MSTS has effectively prevented the ocean carriers from offering discounted rates in

TGBL tenders by treating seasonally discounted rate* as if they were permanent. Carriers

who would otherwise offer temporary low rates in slack periods cannot do so if they are not

permitted to revert to higher rates in busier periods, which MSTS practice effectively

prohibits. Thus, carriers are inhibited from offering seasonal rates for TGBL shipments.

The TGBL issue is less significant in itself than as a manifestation of the more

fundamental question as to whether it is any longer efficient to divide traffic management

along Service lines. Even if container service and the TGBLs are disregarded, it is possible to

demonstrate that least-cost land routing* of export break-bulk cargo to nearby ports can

lead to greater overall cost than routing to more distant ports "dedicated" to given

destinations. Savings in improved ship loading and reduced coastal movement between

multiple ports more than offset increased line-haul costs.

The principle that the sum of minimum costs negotiated for each of several route

legs may exceed a single cost negotiated for the entire route also brings into question the

management of U.S. traffic overseas. As is noted above, this is the responsibility of joint

Traffic Management Agencies subordinate to theater commanders.

Modern container service used in the Department until now has been primarily

commercial, involving dedicated shipping under contract in shipments to Vietnam, and

primarily, berth term arrangements** for shipments to Europe. Looking into the future,

however, each of the Services is anticipating at least some requirement for container fleets

owned or leased by the Government. This requirement reflects expectation that containers

may be retained for extensive periods in forward combat areas. It also is related to concern

over possible needs for containers built to particular military specifications.

Thus, while continuing to use commercial container service under MTMTS and

MSTS auspices, each of the Services, OSD and the JCS have initiated a variety of

investigations into various aspects of container utility and applications.

As with vehicles, defense container requirements will vary with respect to both time

and geography. Overall container requirements and costs will be less if there is a single

manager who can allocate and schedule all of the Department of Defense container

resources from a central vantage point. This advantage will be denied, however, if the

Services' containers do not conform to common standards (with due provision, of course,

for Service-unique requirements).

The desirability of consignor-consignee "throughput" of consolidated cargo applies

to air shipment as well as to surface shipment. At the present time there is practically no

intermodal throughput of airlift cargo. Military air cargo is unitized on pallets, which do not

provide the protection required of a true intermodal unitization system. When intermodal

containers come to be used for military aircraft, the requirement for smoothness and

The route that has the lowest cost for the land portion of the haul.

"Arrangements with commercial shippers on a space to be available when needed basis.
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efficiency of action at the MAC-MTMTS interface will be more important than it is now.

The fragmentation of logistics functions has another critical impact on defense

capabilities which is unconnected with economy and efficiency. There is also vigorous

competition for resources between combat force requirements and logistical requirements.

Particularly when budgets are declining, this competition is severe. Being fragmented, there

is no unified logistics voice to argue effectively for the balance which best guarantees a high

state of military readiness.

An even more critical deficiency attributable to fragmentation of logistics

responsibilities is the impairment of planning capabilities thereby occasioned. The present

decentralized system of logistics presents a confused panorama of participating activities,

each of which has overview of only a small portion of total logistics capabilities. Under these

circumstances, it is hardly surprising that military operations almost always suffer major

logistics crises, particularly in their initial phases.

The decentralization of logistics functions has resulted in the circumstance that only

at the Office of the Secretary of Defense is there any significant overview or merger of

responsibility for the broad scope of closely interrelated defense logistics activities. Not

surprisingly, the Office of Assistant Secretary of Defense (Installations and Logistics) has

become involved, not only in broad policy matters, but often in the fine detail of logistics

operations. Directives formulated by this office frequently state not only what should be

done, but also how it should be done. This condition applies to supply, maintenance and

transportation. (The efforts of the Office of Installations and Logistics have been directed

primarily at achievement of a greater degree of standardization to promote efficiency, and

have met with very limited success.) Integration of logistics functions would, therefore,

reduce the necessity for such detailed supervision of, and imposition of reporting

requirements on subordinate echelons by ASD(I&L), and, indeed, should permit a

substantial reduction in the manning level of this office.

There is a significant potential for improved effectiveness, efficiency and economy

which can be realized through increased integration of all logistics functions. There are, of

course, logistics problems unique to each of the Services deriving from their differing

missions and compositions. Consequently, some of the existing variances among the Services

in logistics practices are meritorious, and will, of necessity, continue to exist. Such

differences, however, can and should be accommodated within the framework of an

integrated supply, maintenance and transportation system. Nor are the differences in

missions and compositions so fundamental as to preclude the adaptation of advanced

techniques developed by one Service to the logistics systems of the others to accomplish

improved effectiveness, efficiency and economy.

There is substantial room for improvement and greater integration of management

throughout the supply, maintenance and transportation systems of the Department. The

most critical need for improved effectiveness, however, is in the support of the Unified and

Specified Commands, and first priority should be placed on integrating the logistics support

activities for the overseas combatant forces.

In summary, the logistics system of the Department of Defense is decentralized and

fragmented in functional assignment. However, this is not critical in such activities as

procurement and the initial warehousing phase (excluding a part of wholesale supply, retail

supply, maintenance, traffic management and transportation). Efforts of the Congress and
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the Office of the Secretary of Defense to improve efficiency and effectiveness of the other

activities through standardization of procedures and approaches have achieved very limited

improvements. As a consequence, the current inventory management, distribution,

maintenance, and transportation systems are needlessly inefficient and wasteful, and even

more important, fall far short of the potential for effectiveness of support of combatant

commanders.

There are a number of critical short-falls that could best be remedied by a

consolidation of functions in a unified Logistics Command to provide support to all Unified

and Specified Commands. Among these short-falls to be remedied are the following:

a. There is a profusion of horizontal layering in supply activities, including items

handled by DSA, GSA, the Army and to some extent, items handled by the Marines and

Navy. This horizontal layering of supply systems obscures the visibility to procuring

activities of the consumption data and the demand trends of the user to an extent which

seriously impairs effective supply flow. The system also provides no effective mechanism for

correction of inventory imbalances within or among theaters;

b. There is a proliferation of separate, largely incompatible Automatic Data

Processing (ADP) systems, which are needlessly duplicative. Software programming for each

of these is costly, and the cost of software is increasing at a much higher rate than computer

hardware. With each modernization step on the many separate ADP programs, the

inefficiencies and incompatibilities of the overall supply system appear to become more

tightly locked in;

c. There are significant duplications in maintenance activities, and successful

efforts to integrate maintenance activities have been few and isolated;

d. Responsibility for both traffic management and transportation of cargo for

overseas distributions is divided largely by Service and transportation mode, and conflicts

between activities are numerous, costly and impair effectiveness; and

e. The fragmentation of supply (other than procurement), maintenance and

transportation responsibilities precludes required overview capability of logistics activities,

particularly at the level of the Unified Commands. It stimulates excessively detailed

management from the Office of the Secretary of Defense in attempts to overcome excessive

spans of control, critically impairs military planning for joint operations, and contributes to

the potential for imbalances in allocations of resources between combatant and logistical

forces.

Integration of supply, maintenance and transportation functions for the support of

Unified and Specified Commands can substantially improve the effectiveness of logistics

support, while at the same time achieving greater efficiency and economy. A unified

vertically-oriented supply and transportation system, including maintenance, should be

organized for support of all combat forces, both those overseas and those held in the United

States ready for overseas deployment. With a vertical system, integrated from Continental

United States through theater management, items could be moved from the United States to

overseas commands without financial transactions, and as easily withdrawn in necessary

redistribution actions, since supplies in the United States and all theaters, within a given

supply class, would all be accounted for within the same stock fund or working capital fund.
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In addition to improvements in effectiveness, efficiency and economy, a unified

Logistics Command would greatly enhance the planning capability of the Unified and

Specified Commanders.*

Effective logistics integration will require an advanced computerized control and

information system, without which the resultant system would be that of a confederation

with subdivisions so loosely connected that few of the benefits of union could be achieved.

There are significant disparities among the levels of sophistication of ADP systems the

Services have achieved to date. The Air Force, with experience at a relatively high level of

technical sophistication, has planned a highly advanced systems concept for the 1970s. The

Navy, with a wholesale control system in some ways more advanced than the system the Air

Force seeks to replace, is designing an advanced logistics system. With reasonable effort,

these systems can be brought together. The Army, however, is in the process of

implementing a system that is in some ways less advanced than me one the Air Force seeks

to replace. In developing a logistics ADP system with common elements for all Services for

those functions to be shared, the first step is to stop all current development and

procurement activity not necessary for support of near-term operations. In view of the

practical problems connected with an integration of these logistics functions, a phased

approach is clearly necessary.

11-32 The responsibility for providing supply distribution, maintenance and transportation

services to the combatant forces in Unified and Specified Commands under the Strategic

and Tactical Commands should be assigned to the unified Logistics Command.

11-33 The Logistics Command should be assigned the traffic management and terminal

management functions now allocated to the Military Traffic management and Terminal

Service (MTMTS), the Military Sea Transportation Service (MSTS) and the Theater Traffic

Management agencies.

11-34 The Military Airlift Command and Military Sea Transportation Command both should

be assigned to the Logistics Command.

*••*»*****«•«••*«# *•*•«*********•«•• **************** ********************

11-35 The Logistics Command should be directed to develop, under the policy guidance of

the Assistant Secretary of Defense (Telecommunications), an ADP logistics system to

encompass supply distribution elements that can be shared among the Services, and all

development and procurement activity toward separate ADP logistics systems not essential

to support of near-term operations should be suspended.

*On creating a unified Logistics Command, see Recommendation 1-4.
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B. Integrated Procurement Management

In the late 1940s and early 1950s, Congressional demands for economy and the

elimination of duplication were expressed by including in yearly appropriation bills

provisions giving authority, and in some cases, direction to the Secretary of Defense to

standardize, consolidate and eliminate duplication in logistics activities.

In World War n, the Army purchased certain items of subsistence for all Services quite

successfully. Based on this experience, the Secretary of Defense, in 1951, established Single

Department Procurement of selected commodities. In 1952, coding of items under the

Federal Cataloging System was accelerated, which required all Military Services to use the

same stock number and name for the same item, and to group items into homogeneous

Federal Supply Classes.

Increasing Congressional pressures to expand Single Department Procurement to include

supply as well as procurement resulted in 1955 in the Single Manager Concept which

included initial warehousing and distribution, as well as procurement, for selected

commodities.

An amendment to the 1958 Appropriation Act gave the Secretary of Defense authority

to transfer supply and service functions among the Military Services to achieve efficiency

and economy, and this authority was later included in the National Security Act by the

Defense Reorganization Act of 1958.

By 1961, the Single Manager Concept had been implemented for eight commodity areas,

and implementation in a ninth commodity area was in progress. The Defense Supply Agency

(DSA) absorbed the management of these commodity areas when it became operational on

January 1, 1962.

Conceptually, DSA was to act as manager for "common items". "Common item" does

not refer to an item used by two or more of the Services, but is defined as a "class or

category of items of commercial type, largely non-technical in nature, generally used

throughout the military and civilian economies."

In July 1965, Item Management Coding (IMC) criteria were published, the Services were

directed to make a three-year review of all items, and the burden was placed on the Services

to justify not coding items for single management. Of the some one million items reviewed,

the Services noted withdrawal of interest on 23 percent, and coded 58.4 percent for

integrated management and 18.6 percent for Service management.

Department of Defense policy also established "Permissive Coding," by which an item

can voluntarily be coded by a Military Service for integrated management even though it

meets one of the ten criteria permitting Service management.

As of January 1970, DSA manages about one-half the item count in the total inventory.

About 70 percent of these items are of interest to only one Service. By value, the DSA

inventory of about $3 billion represents only 13 percent of the dollar value of the total

inventory.

The experience with integrated management of procurement has justified the

expectations of improved efficiency and economy. Although the principle has proved
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sound, problems associated with the procedures of implementation have arisen which

require evaluation and correction.

The Item Management and Permissive Coding have resulted in severe "item turbulence".

"Item turbulence" refers to changes to basic information connected with an item, such as

stock numbers, name, manager, designation, unit price, unit issue, etc., which is required to

order, tum-in, reissue, report on or otherwise transact business with reference to the item.

The impact of this turbulence is illustrated by the fact that one change in Federal Stock

Number (FSN) could trigger up to 2,800 changes through the Department of Defense

Supply System, depending on the number of organizational units or records dealing with

that item.

Item turbulence is aggravated by a number of additional factors. A major problem is

created when an item is coded to DSA for integrated management, but at the time of the

Effective Transfer Date (ETD), there are few or no items in the inventory available for

transfer to DSA. This "Dry Pipeline" results in DSA assuming management of an item

without any items in inventory available to supply customers. This circumstance arises often

when the Services do not have the funds to procure the item.

Lack of technical data on items coded for DSA management adds to the problem. Long

storage of technical data can make it unsuitable for photographic reproduction by DSA, as

is necessary for distribution for competitive bids. In some instances, the Services do not

have the required technical data as they have been procuring the items from known

manufacturers or sources of supply, whereas DSA needs the technical data to purchase

under competitive procurement.

In other instances, coding conflicts occur when an item managed by two or more of the

Military' Services is coded for integrated management by one and for retention under Service

management by another.

The IMC program provides that the Services can retain management of major end items

(tanks, missiles, etc.) even though they fall in a general category of materiel assigned to DSA

for management. In most such cases, however, the repair parts are managed by DSA. This

results in a division of management authority between the major end item, itself, and the

supporting components and repair parts. The Services retain responsibility for the technical

aspects of both end items and their components and parts. This involves planning,

engineering development, major item production and maintenance. (The Services are

charged with the responsibility for providing engineering support to DSA, which has no

engineering staff capability). This division of logistic responsibility between the Services and

DSA, involving such closely related and interacting functions relating to a single major piece

of equipment, requires so much time for coordination that it has become a critical factor in

responding adequately to needs of the forces in the field.

Some of the troublesome item transfers by permissive coding may possibly be

attributable to inadequate cash balances in Stock Funds. Currently, Department of Defense

policy provides for adequate cash balances, but actual cash balances have, in fact, been far

less than adequate. Sufficient cash balances in stock funds are essential for effective

secondary item support and to avoid disruptions of orderly procurement programs.

DSA now manages some 400,000 items coded as "non-stocked". No meaningful

evaluation has been made of the impact on requisitioned of the excessive order and shipping
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time for such items which are not kept in inventory. No credit is given when excess

quantities of such items are turned in, a practice which should also be re-examined.

The potential for improved efficiency and effectiveness of support thoroughly justifies

the incentives created by Department of Defense policy for integrated procurement. The

degree of turbulence and other inhibiting factors now existing indicate that a comprehensive

policy and status review are now much in order. To avoid the turbulence, migration of items

between managers needs to be at a more stable pace. IMC criteria for determining item

managers should be reviewed against experience, with particular attention being paid to the

effect of integrated coding of repair parts for major end items which continue under Service

management. Consideration should be given to the establishment of criteria for

requirements for pipeline fill and standards for availability of technical data as prerequisites

for changes in managership. In the review, special consideration should be given to the

impact of each factor on the requisitioner.

II-S6 A moratorium should be declared on Integrated Management Coding for transfers of

the management of items, and a complete review be conducted to determine:

(a) The adequacy of IMC criteria as indicated by experience with their use;

(b) The magnitude of impact of divided management responsibility for major end

items and for the components and parts for the item;

(c) The number of items coded for transfers of managers with partial or dry

pipelines, the relationship of "dry pipeline" item management transfers and stock fund

depletion of transferers, the impact of "dry pipeline" item management transfers on

requisitioners, and the feasibility of establishing pipeline fill requirements as prerequisites

for item management transfers;

(d) The feasibility of establishing technical data availability standards for item

management transfers;

(e) Methods of reducing conflicts of Integrated Management Coding by the several

Military Services; and

(f) The impact on requisitioners of existing criteria by which items are coded as

"non-stocked".
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CHAPTER HI

MANAGEMENT AND PROCEDURES

I. GENERAL

The Department of Defense presents an unparalleled management challenge. Many

factors contribute to the scope of this challenge, including: the size of the defense

establishment; the variety and diversity of its activities, all of which are closely interrelated;

its technological dependence; the annual authorization-appropriations cycle; the political

sensitivity of its operations; the obscurity of any quantitative standards for measurement of

success or failure; the diverse origin and broad sweep of its policy guidance; the internal

divergencies of interests within the Department; and the variances of its objectives due to

changing threats, shifting potentials for crises and fluctuating national commitments.

Management authority for the Department of Defense is not unitary. Externally,

defense management authority is shared by the Congress and the President, and the internal

management authority is significantly influenced by the decisions of the Congress and the

methods of operation of the President.

Congress exercises its management authority through three principal types of control;

statutory assignments of authority and responsibility and imposition of rules of procedure;

annual authorizations of programs requiring capital outlays; and annual appropriations.

Advisory participation in the Congressional decision-making process is provided through

legislative hearings. Visibility of Departmental operations is obtained by Congress primarily

through required reports, investigative hearings and the audit and investigation activities of

the General Accounting Office (GAO). The principal instruments of Congressional control

are money, manpower, equipments and facilities.

The President exercises his management authority through both informal and formal

procedures. He participates directly in the decision-making process, particularly in the area

of military operations. He imposes policy guidance, currently by means of National Security

Decision Memoranda (NSDMs). In this process, the broad advisory participation necessary

from officers of the Executive Branch is accomplished through the National Security

Council machinery and the Defense Program Review Committee (DPRC). Budgetary control

is exercised through the activities of the Bureau of Budget.

The effectiveness of internal management is influenced by the degree of consistency and

harmony between the two external sources of authority, and the degree of consistency and

harmony of internal management with external direction.

To provide a structure for internal management, decision points and thresholds of

authority must be established, the participants in the decision-making process determined

and designated, and provisions made to insure visibility to and of the appropriate decision

makers. The effectiveness of the management depends in no small way on this structure and

its synchronization with management procedures; the Department is so huge that formal

management procedures are much more important than in smaller organizations.

Internal management is exercised to a large extent through control of resources, which

fall into three general phases: allocation, justification, and utilization. The emphasis on the

three phases of resource control has shifted significantly from time to time.
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II. PLANNING. PROGRAMMING AND BUDGETING SYSTEM

Since 1961, the process for managing die allocation of resources has centered in the

Planning, Programming and Budgeting System (PPBS).

The Ave budget categories by which funds are appropriated - military personnel,

operations and maintenance, research and development, procurement and military

construction - proved inadequate as management control categories to insure balance

among mission-type forces. The new control

categories which are largely mission-oriented.

he PPBS is the Five-Year Defense Program (FYDP), which is the

of all approved programs projected in force levels for eight years, five of which

id get plans.

Prior to revision of the PPBS in 1969, the planning, the programming, and the program

decisions which modified the FYDP were not constrained by budgetary factors (i.e., the

planning was based on conceived defense needs without regard to whether sufficient

resources were available for defense purposes). When the budgeting phase of the PPBS was

reached, the one-year element of the FYDP was reduced to budgetary levels, and budget

were then fed into the FYDP with considerable distort he effect. The 1969

of the PPBS injected budgetary guidance into the planning phase to some extent,

y into the programming phase.

of the Revised PPBS

The PPBS is a continuous cycle. It begins with the policy input and overall fiscal

from the President in the form of NSDMs. The principal planning documents are

the tentative and final Strategic Concepts Memoranda (SCM) prepared by OSD, and the

Joint Strategic Objectives Plan (JSOP) prepared by the Joint Chiefs of Staff. Volume I of

the JSOP contains a statement of the national security objectives from the NSDMs, the

military objectives derived therefrom, and military strategic concepts on a worldwide and

regional basis. Volume II of JSOP contains a detailed analysis of specific forces needed to

meet die threat over the succeeding five years. Cost implications are included in Volume II

of JSOP, but it is not constrained by budgetary factors. (The JCS also prepares an additional

planning document, the Joint Research and Development Objectives Document (JRDOD),

which is not a part of the PPBS cycle.)

After the submission of Volume II of the JSOP, the Secretary of Defense issues fiscal

guidance marking the transition from the planning to the programming phase of the system.

The fiscal guidance provides for each of the five years a breakdown of money anticipated to

be available by Military Service, and within each, a breakdown by major mission and

support effort (and also "logistics guidance," or the money anticipated to be available for

war reserves and production plant base).

There are two principal types of programming documents. The first is the Joint Forces

Memorandum (JFM) prepared by the Joint Chiefs of Staff. This is, in essence, a rework of

Volume II of the JSOP to reflect budgetary factors. It contains a force structure broken into

FYDP categories, including support programs. Costs and manpower levels are furnished by

the Military Services to the Joint Chiefs of Staff for the JFM. The second type programming

document is the Program Objectives Memorandum (POM) prepared by each Military Service
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subsequent to the submission of the JFM. For each Service the POM is a more detailed

presentation of their portion of the JFM and all deviations from the JFM must be explained.

The POM must contain both the rationale and risk assessment for each program.

Based on the JFM and the POMs, the Secretary of Defense makes program decisions

which are published as Program Decision Memoranda (PDMs), which in the initial cycle of

the revised PPBS structure, constitute and in subsequent cycles, modify the FYDP.

When all PDMs are issued, the PPBS moves from the programming to the budgeting

phase. Each of the Military Services and Defense Agencies submits a budget estimate based

on the PDMs. After a review, the Secretary of Defense issues a series of Program/Budget

Decisions (PBDs) upon the basis of which the Services prepare their annual budgets in

budgetary categories.

The PPBS is an orderly and systematic procedure and a useful tool, but it is not a

substitute for managerial judgment.

B. Significant Features of PPBS

The 1969 revision of the PPBS offers two principal potential improvements. It

constrains the planning cycle with strategic and general fiscal guidance, and it can reduce the

distortive impact of budgeting on the FYDP by moving the impact of budgetary constraints

from the interface of programming and budgeting back to the interface of planning and

programming, where time pressures created by budget urgencies do not so restrict

deliberative risk assessments. Second, the revision provides the Joint Chiefs of Staff, through

the JFM, and the Military Services, through the POMs, the opportunity for more initiative in

force planning.

There are several other particularly significant factors relevant to the revised PPBS.

It tends to put more responsibility on the Joint Chiefs of Staff through their preparation

of the JFM. In the past, the Joint Chiefs of Staff have not been able to achieve the

resolution of interservice differences on force issues which is essential to the structuring of

an effective JFM. Nor has the Joint Staff demonstrated the analytical capabilities essential

for reviewing the Service inputs to the JFM on costs and manpower levels.

The revision lengthens the PPBS cycle, which potentially can inhibit quick

responsiveness to changing threats and other circumstances. The first cycle of the new PPBS

began in the fall of 1969 and is scheduled to culminate in an annual budget submission to

Congress in January 1971, concerning funding for the Fiscal Year beginning 1 July 1971.

The planning cycle is thus begun some twenty-one months prior to the immediate period to

which the planning is directed. Compressing the PPBS cycle would improve planning and

programming effectiveness, and minimize the number of reprogramming actions required.

Neither the former nor the revised PPBS provides an effective mechanism for inputs to

programming from the Unified and Specified Commands to the Secretary of Defense. This is

a major deficiency. They are assigned specific missions to fulfill. They are delegated

responsibility for initial contingency planning to fulfill those missions. The Unified

Commands can provide useful recommendations on force structure and operations

capability if given the procedural opportunity, particularly when the recommendations are

coordinated through a Tactical Command. Such recommendations would provide, at the
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very least, a check on the JFM, and could possibly present a spectrum of feasible

alternatives to the JFM, as well as to the JRDOD.

The imposition of fiscal constraints on the PPBS has a potential for increasing the

rigidity which the PPBS tends to impose. Rigidity, which results from the combination of

fiscal restraints in programming and from declining budgets, reduces the flexibility to

exploit technological advances or to respond to changes in the threat.

The PPBS, although more simplified in the revised form, still is a complicated process.

The preparation and review of the extensively detailed documents require a major

manpower commitment. Most of the data processed and fed into the submissions are

handled by automatic data processing. Consequently, any change in format or categories of

submission*, complicates the process and adds both to its cost and the potential for errors.

Every effort should be made to stabilize the formats throughout the process. In this regard,

there is a difference between the fiscal guidance categories and the FYDP categories in the

initial cycle. Indeed, no satisfactory "crosswalk" or computer conversion program between

the FYDP format and the OSD prescribed Land Force Classification System (LFCS) has yet

been developed, and the fiscal guidance categories coincide with neither. Furthermore, the

fiscal guidance categories are not prescribed by the PPBS procedure, which increases the

likelihood of changes from year to year. Conversion programs between varying categories

are both difficult and expensive to develop, and requirements for new ones should not be

imposed lightly.

A major complication and expense is occasioned by the necessity of constructing a

"crosswalk" between program categories essential for management, and the budget

categories by which Congress authorizes and appropriates. Much confusion and expense

could be avoided by an approach which did not require use of budget categories, and the

elimination of the budget categories would not in any way adversely affect either the

management or the visibility of Department of Defense operations.

Although the PPBS is the major planning, programming and budgeting procedure in the

Department, it has more practical use as a budgeting device man as a planning and

programming procedure. Many major programs result from the development of new

weapons systems, which are approved largely independently of the PPBS, primarily through

the Development Concept Paper (DCP) procedure.* The PPBS does not contribute

significantly to the decision-making process for consideration of programs which center on

major weapons systems. It does array a projection of estimated costs on such programs after

their approval for development. The absence of a tie-in to the PPBS of the decision-making

process on research and on individual weapon system developments is a major weakness.

C. Description of a Proposed PPBS

The Planning, Programming and Budgeting System (PPBS) should be modified to

provide a logical and workable merger of the currently independent programs which involve

Research Objectives (ROs), Operational Capability Objectives (OCOs) and their validation,

development plans, and Development Concept Papers (DCPs). In the steps of the PPBS cycle

outlined below, the development, review and approval of these documents have been added.

'See Section IV in this Chapter for a discussion of the DCP.
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For clarity it should be noted that the cited submittals to the Deputy Secretaries of Defense

actually envision evaluation by the Assistant Secretaries (Research and Advanced

Technology), (Engineering Development), (Operational Requirements) and (Program and

Force Analysis), joint review and evaluation by the Deputy Secretaries, and final review and

approval by the Secretary. The Assistant Secretary of Defense (Operational Requirements)

would be responsible for this coordination.

would be responsible

The proposed Planning, Programming and Budgeting System would include

guidance for: (1) processing changes to the approved resources of the Five-Year Defense

Program; (2) submission, analysis, review and approval of new and revised programs and

budgets; (3) maintenance and updating of the Five-Year Defense Program struct-. 'and (4)

of the development program decision process of Operational Capability

Objectives and Development Concept Papers.

The calendar schedules fixing the time periods and deadlines for each step in the

procedure would continue to be established by the Secretary of Defense annually by

"i the actual use of the system.

The major steps in the proposed PPBS cycle, with the

follows:

(1) The cycle would begin with the preparation by the Joint Chiefs of Staff of Volume

I (Strategy) of the Joint Strategic Objectives Plan (JSOP) and the proposed Research

Objectives (ROs) statement by the Advanced Research Projects Agency. These documents

would be submitted to the Deputy Secretaries of Defense. Volume I of the JSOP should

continue to contain the statement of die national security objectives and the military

objectives derived therefrom, and to include military strategic concepts and objectives on a

worldwide and a regional basis. The national security objectives are based on decisions of

the President as expressed in National Security Council Decision Memoranda (NSDMs). The

ROs would indicate the areas in which the technological base should be advanced for the

continuing support of the Defense posture, and would propose an order of priorities!

(2) After the review of Volume I of the JSOP, the Secretary of Defense would issue to

the Joint Chiefs of Staff, the Military Services, the Defense Agencies, and to the Unified

Commands, a Strategic Concepts Memorandum (SCM) containing the general strategic

concepts and guidelines to be used by all participants in the PPBS. The SCM would first be

issued in draft form and, after comment by all recipients, finalized and reissued.

(3) Then the Secretary of Defense would issue a preliminary fiscal guidance to the Joint

Chiefs of Staff, the Military Departments, and the Unified Commands for each of the

succeeding five years for their comments.

(4) Following this, the Joint Chiefs of Staff would submit Volume JJ of the JSOP to the

Deputy Secretaries of Defense, and the Strategic, Tactical and Logistics Commands would

submit proposed/revised Operational Capability Objectives (OCOs). Volume EL of the JSOP

consists of a detailed analysis of the specific forces needed to meet the expected threat over

the succeeding five years, in the opinion of the Joint Chiefs of Staff. Volume II of the JSOP

is not fiscally constrained - that is, it is not limited by fiscal guidance, but cost implications

of the recommended forces are included. This volume of the JSOP highlights those

recommendations which require decisions in the current calendar year. The OCOs would

represent an assessment by the Unified Commands of the materiel resources they need to
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support or perform their assigned missions.

(5) Next, the Secretary would issue to the Joint Chiefs and the Military Departments a

tentative fiscal guidance broken down by Military Departments and by major mission and

support effort within the Military Departments.

(6) After receiving responses from the Joint Chiefs of Staff (JCS) and the Services on

the tentative fiscal guidance, the fiscal guidance would be issued. From this point, all

submissions under PPBS would be "fiscally constrained." At this time, the ROs would be

finalized and approved, and the selected OCOs would be validated and assigned priorities!

(7) Then, the Joint Chiefs of Staff would prepare and submit to the Deputy Secretaries

the Joint Force Memorandum (JFM), which contains the Joint Chiefs' recommended force

levels and support programs, similar to that of Volume II of the JSOP, but within the

parameters of the fiscal guidance. The JFM includes program costs and manpower

requirements furnished to the JCS by the Military Departments.

(8) Next, the Military Departments would submit to the Deputy Secretaries their

Program Objectives Memorandum (POM) and development plans for the validated OCOs.

The POMs are a more detailed presentation by the Services of their portion of the JFM,

presented, as in the JFM, in the format of the FYDP categories, and costed in detail.

Supporting rationale must be included for each program, as must the risk assessment.

Variances of the POMs from the JFM must be identified and costed, and must stay within

the established guidelines. Concurrent with the submission of the POMs by the Military

Departments, the Unified Commands would submit to the Deputy Secretaries their

Command Program Memoranda (CPMs), which would contain recommended changes in that

portion of the forces proposed in the JFM which are assigned to the submitting Unified

Command. Each CPM would indicate priorities for a percentage ordoUar amount of increase

and a percentage or dollar amount of decrease in assigned forces. The development plans for

the validated OCOs would represent the assigned Military Department's approach to satisfy

the OCO and include a proposed development concept paper (DCP).

(9) After review and evaluation of the JFM, the POM, the CPMs and the development

plans, the Secretary issues draft decision papers for comment, and after review of the

comments, amended Program Decision Memoranda (PDM) and approved DCPs will be

issued. These DPMs and DCPs will constitute for the first cycle, and modify thereafter, the

FYDP.

(10) Finally, the Military Departments and Agencies will submit to the Deputy

Secretaries their budget estimates based on the amended PDMs and the approved DCPs.

After review of the budget estimates, the Secretary of Defense would publish a series of

Program /Budget Decisions (PBDs) addressing specific budgetary decisions. A procedure and

schedule is established for conferences or reclaims to the PBDs. Thereafter, the budget is

shaped by review in the Office of the Secretary and in the Bureau of the Budget, with final

Presidential decisions on still unresolved issues made prior to submission of the budget to

Congress in late January.

///-/ The PPBS should be modified to include the formulation of Research Objectives
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(ROs) by the Advanced Research Projects Agency (ARPA), the preparation and submission

of Operational Capability Objectives (OCOs) and Command Program Memoranda (CPMs) by

the major Unified Commands, and development plans and Development Concept Papers

(DCP) submitted by the Military Departments.

**************************************** ********************************

111-2 The time prescribed annually for the PPBS cycle should be constricted after the first

cycle and the new FYDP is completed in order to bring the planning phase nearer in time to

the period of operations.

111-3 The various categories used in and in connection with the PPBS should be made to

coincide as nearly as practical and be stabilized.

************************************************************************

111-4 The fiscal guidance should prescribe a declining limit for each out year in the Research

and Development and in the Procurement program categories in order to preserve a

flexibility in the FYDP to exploit developing technology and to program to meet

unanticipated threats.

111-5 Every effort should be made to obtain agreement by the Congress to accept defense

budgets and to appropriate in program rather than existing budget categories.

111-6 The Joint Staff should be augmented with a complement of civilian analysts, in order

to enhance its analytical capability generally, and to improve its capability to evaluate

Service submissions of cost and manpower levels for the JFM in particular.

D. PPBS and Systems Analysis Techniques

The role of the Office of the Assistant Secretary of Defense (Systems Analysis) is

inextricably interwoven with the Planning, Programming and Budgeting System (PPBS).

Although the Assistant Secretary of Defense (Comptroller) is charged with overall

responsibility for the PPBS, and although, in practice, the PPBS is far more nearly a

budgetary, rather than a planning or programming exercise, the Systems Analysis office has

been and is more involved in the planning and programming phases of PPBS than the

Comptroller.
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The Systems Analysis Office has proved to be a controversial organization.

Fundamentally, most of the controversy centers around allegations that it initiates, rather

than reviews, force structures in the planning and programming phases of the PPBS, and in

effect, has made, rather than advised on decisions.

Prior to the 1969 revision of the PPBS, the Systems Analysis Office prepared the Draft

Presidential Memoranda (DPMs) which constituted the baseline documents for force

programming in the Department. The DPMs were in theory predicated on the Joint Strategic

Objectives Plan (JSOP) prepared by the Joint Chiefs of Staff (JCS), but the JSOP was

prepared without any fiscal constraints and with no limiting mission guidance to the JCS,

and, as a consequence, the JSOP forces priced out far beyond the level of resources available

to the Department. In effect, therefore, the DPMs prepared by the Systems Analysis Office

were the initial force structure plans for the Department.

Under the revised PPBS, both fiscal and strategic (mission) guidance is provided the JCS,

so that presumably, the Joint Force Memorandum, which, in essence, replaces the DPMs,

will provide the initial force structure planning and the baseline document for Department

programming.

The Systems Analysis Office performs the staff analysis for the Secretary of Defense

which provides the basis for the fiscal guidance, and to an extent, this requires some force

planning, particularly in the initial cycle of the revised PPBS.

An effective analytical capability is an essential tool for successful management,

particularly in an organization such as the Department of Defense in which management

issues involve large numbers and types of factors. It should exist at all managerial levels of

the Department.

The techniques of systems analysis should not be confused with particular functional

assignments in which these techniques are the primary tool, such as force and program

structuring and review, nor should the merits of the techniques be confused with

controversial functional assignments or functional usurpations by those using systems

analysis techniques.

Some of the confusion could be eliminated by giving the Office of Assistant Secretary of

Defense (Systems Analysis) (ASD(SA)) a title which describes the functional responsibilities

assigned to it, rather than one of the methods it uses in the performance of its functions.*

Currently, the Office of ASD(SA) is assigned major responsibilities for review and analysis

of force structures and programs. This is an essential task, and must be well performed if the

management by the Secretary of Defense is to be effective. Every effort should be made to

enhance the capabilities of those assigned this staff responsibility, which requires the

application of a broad range of disciplinary skills, maturity born of experience and firm

responsible direction.

•See Recommendation 1-6.
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*»*<«*****»*»*********»*#*»«******»***♦*»*«*♦*»***♦*»*<»♦* ****************

IJI-7 Analytical capability should be strengthened throughout the Department, and

particularly in the Office of the Secretary of Defense.

III. LOGISTICS GUIDANCE

Although the overall fiscal guidance is unique to the revised PPBS, logistics guidance was

provided under the old and revised PPBS. A Logistics Guidance Memorandum (LGM) is

published with the tentative fiscal guidance and again with the fiscal guidance in final form

on March 15. The LGM under the revised PPBS more clearly reflects the imposition of fiscal

constraints.

The LGM (formerly called the Defense Guidance Memoranda (DGMs) on Logistics)

provides the guidance for planning materiel support, which under the revised PPBS, is

submitted as an integral part of the service POMs.

The logistics guidance deals both with materiel inventories for emergencies and current

operation, and with production base planning.

In the past, there has often been a significant and apparently irreconcilable difference

between the war reserve objectives and the production base planning objectives, on the one

hand, and annual logistics guidance, on the other. These discrepancies do not appear to have

been remedied. The preparation of stable objectives cannot be achieved without a significant

effort to analyze the many factors relating to the problem.

OSD has not analyzed these problems, which range from ammunition consumption rates

to the usefulness of existing production base plants. New problems, such as Army

ammunition which has a shelf life, have not been sufficiently analyzed to determine their

effect on existing planning factors.

Deficiencies in the types of resources covered by the LGM are the least visible element

of force readiness. They involve significant expenditures, however, and being less visible are

potentially the most likely area for "economizing" by the Services when faced with the

pinch of fiscal constraints. These factors in combination justify a high priority for increased

attention to establishment of meaningful and relevant objectives for materiel support and

production base planning, as well as for effective program reviews of these areas.

III-8 The factors bearing on war reserve stock levels and production base plants should be

analyzed and evaluated in order to develop meaningful policy objectives which can be

compatible with logistics guidance.

*#»♦**»*♦**********»*******•*******#*»*********»***»

IV. DEVELOPMENT CONCEPT PAPER

A second major process by which allocation of resources is managed is the Development
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Concept Paper (DCP), although the DCP is also used for management in the utilization

phase.

The DCP was initiated in an attempt to provide a more complete and comprehensive,

yet manageable, display of relevant information to the Secretary of Defense on important

issues requiring decisions for major developments. Its preparation and approval is now a

precondition to commencement of a major development, of which there are about 80 at any

given time. (A major program is one which involves more than $100 million for production

or more than $25 million for research, development, test and evaluation.)

The DCP is limited in length to 20 pages. It is required to present the objectives of the

program, the issues, the driving force, or threat, alternatives, test and evaluation, the risks,

the pros and cons of alternatives, the resource needs, schedules, management plans, security

considerations, thresholds and recommendations. It also prescribes the time when an

updated DCP will be submitted.

Many items contained in the DCP are required to be agreed upon, or based on

consensus. Among these items are the objectives, the issues, and the alternatives. All offices

having cognizance must also agree that the pros and cons for each alternative are fully and

fairly stated. Prior to consideration by the Secretary of Defense for decision, the

appropriate officers (Chief of Service, Secretary of Military Department, Director, Defense

Research and Engineering, the Assistant Secretary of Defense (Installations and Logistics)

and the Assistant Secretary of Defense (Comptroller), and, in cases of developments for

more than one service, the Joint Chiefs of Staff, and the Assistant Secretary of Defense

(Systems Analysis) (on the initial DCP) must sign the DCP and indicate the alternative

preferred. The Secretary's decision is indicated by designation of the selected alternative and

his signature.

The DCP is updated and reconsidered from time to time, but usually the initial approval

is just prior to entering the engineering development phase, and formal approval prior to

entering the production phase.

Recently, the DCP has included the designation of the Program Manager and the

establishment of his reporting lines and chain of authority. This information is specified in

the management plan.

The Services have the basic incentives to see a DCP prepared, but most of the DCPs now

existing were produced by personnel in the Office of the Director of Defense Research and

Engineering.

DCPs vary in quality. There is not sufficient experience with the process to evaluate the

impact on development programs, and, indeed, DCPs still do not exist for all major

development programs.

The DCP has two unique features. First, it is a "discipline" document, with prescribed

format and limited length. It is an attempt to summarize all the significant considerations

bearing on the decision to be made. Despite the stated requirement, all cognizant offices do

not always concur in those portions of the DCP for which a degree of unanimity is specified.

Consequently, the format of the DCP has a potential for submerging differences on the

assumptions which underlie the alternatives presented. This presents a risk for the decision

maker.

120

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



268

Second, the DCP appears to have circumvented, to a large degree, the many pressures for

concurrence and unanimity among advisors on alternative approaches to developments,

thereby preserving options for the Secretary's decision. This is a major accomplishment.

Although DCPs have not yet been prepared on all major systems, and some of those

which have been prepared appear mediocre, an attempt is being made to use the DCP for

areas of research and development which do not fall in the category of major systems.

Approximately 50 DCP-type papers are under way for areas of research and development

other than major systems. None has been completed.

When applied to major systems, the DCP has many advantages as a management tool.

For general effective use in this area, however, it will require the acquisition and training of

personnel in the preparation of DCPs, in order to attain an acceptable standard of quality,

which does not now appear to exist. The DCP will continue to be only a tool for

management and its limitations should be recognized. Potentially, it could foster an ad hoc

management approach for each major development, which could obscure the necessity for

structuring and maintaining an overall organization which is effective and efficient. It can

also foster a tendency to establish a direct reporting relationship between Program Managers

and senior decision makers in OSD in each individual case, that, in the aggregate, can

overtax the feasible span of control of the senior decision makers.

The application of the DCP format and procedure to research and development areas

beyond major system developments portends a degree and span of centralized control by

Defense Research and Engineering which is infeasible for efficient management. Major

developments have such significant cost consequences that decisions must be reserved to the

Secretary of Defense; decisions on lesser programs can more safely be delegated if

organization is structured so as to permit precise designation of accountability and

maintenance of visibility. Program approval and review can be managed through effective

use of the PPBS. Extension of the DCP process beyond major system developments could

seriously overlap the management potential of the PPBS and result not only in needless

duplication, but also in overmanagement at top levels.

*************************a********************************.**************

III-9 Increased emphasis should be placed on identifying, acquiring and training personnel

who have the capability to prepare Development Concept Papers for major developments.

UI-10 The Development Concept Paper should not be employed as a management tool for

areas of research and development other than major systems developments.

************************************************************************

V. DEFENSE DIRECTIVES/GUIDANCE SYSTEM

AND MANAGEMENT INFORMATION REPORTS

Being a large and structured organization, the Department of Defense necessarily has
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developed an elaborate system of directives through which to promulgate standing policies

and procedures. The Department is so big and dispersed, that only through the formalized

procedural documents system can policy be effectively communicated throughout the

structural organization.

The established system for communicating official guidance throughout the Department

is adequate as established, but the implementation of the process leaves much to be desired.

New policies which are only pronounced orally or transmitted through unofficial

memoranda may not reach the implementation levels of the organizational elements. There

is a need for substantially increased awareness of the necessity of promulgating policy and

procedures through the formally established system.

The Office of the Secretary of Defense employs a system of Directives and Instructions

to promulgate policies and procedures. This Directives and Instructions system has not been

reviewed and codified in many years, with the result that many Directives and Instructions

overlap and are inconsistent, contradictory, and irrelevant to current circumstances. The

quantity of these documents has increased significantly over the years, and there appears to

be no mechanism by which the policy changes contained in new Directives and Instructions

are incorporated in previous documents through modifications or recisions. Nor is there a

provision for systematically reviewing and consolidating Directives and Instructions. As a

consequence, the Department's Directives and Instructions are not adequate to assure that

implementation actions are consistent with policy.

The Department of Defense is also deluged with reports.* Requirements for reports are

initiated by almost all elements of all echelons of the Department. Sp great is the

proliferation of reporting requirements that it would be a major undertaking just to obtain a

total inventory. These reporting requirements fall in all categories - recurring reports,

courtesy reports, external reports, narrative reports, automated reports and manual reports.

Despite the general recognition within the Department that reporting requirements have

increased to unmanageable proportions, efforts to reduce and control such requirements

have been mostly ineffective.

In 1969, the Office of the Assistant Secretary of Defense (Comptroller) inventoried the

various management information products received and prepared by OSD. This inventory

included approximately 1,200 reports.

An inventory compiled by the Navy in 1969 of recurring reports required by

Washington Navy Headquarters Organizations revealed a total of 1,417 requirements, which

generated 1,461,607 submissions annually requiring 5,439 man-years to prepare.

Duplications of substantive information abound, although frequently couched in differing

formats. There is little evidence to indicate that estimates of costs of preparation, handling

and review are prepared and considered prior to imposition of new reports requirements.

Department of Defense Directives and Instructions prescribe the responsibility for

reports control, the criteria for establishing reports requirements, the standardization of

•See the Management System Section in Chapter II for additional comments.

122

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



270

reporting forms, the procedure for obtaining authority for a new reporting requirement and

the registration and numbering of reports requirements.

The criteria for establishing reporting requirements are generally adequate. They

provide, in part, that:

a. The data to be developed must meet a clearly defined need:

(1) For management needs of the Department, the cost of developing the data as

well as the cost of compiling and utilizing them after receipt should be commensurate with

the expected value of the results; the detail required should be directly related to the level

of management responsibility at which the request is initiated; the necessary resources to

process the data and take action should be available; and the frequency of reporting should

be minimal.

(2) In determining the response to be made when the Department is requested to

supply information to others, the cost of developing the data should be commensurate with

the degree of pubbc interest involved.

b. Requests must be designed to permit respondents to meet data needs as efficiently as

possible. Whenever possible, they should provide for the use of available summary totals, the

use of data already included on magnetic tapes or punch cards, and the employment of

appropriate sampling techniques.

c. Unnecessary duplication must be avoided.

Although intensive one-time efforts occur from time to time intended to reduce and

control reporting requirement^ they are at best fragmented and temporary in effect.

Several principal factors appear to be responsible for the failure of efforts to control

reporting requirements effectively.

Numerous exceptions are made to the generally adequate criteria and review process

prescribed by the Department Instructions for reporting requirements. The exceptions

include reports required by the Assistant Secretary of Defense (International Security

Affairs) and the Directors of the Defense Supply Agency and the Defense Communications

Agency, if the reports are "operational" in natute. In addition, one-time requests for

statistics, data to support the PPBS process, and status or progress reports are exempted.

Most crucial to the failures of control efforts is the level at which responsibility and

authority for reports control is vested. In OSD, the ASD (Comptroller) is charged with the

central responsibility within the Department, and he in turn has delegated the responsibility

to the Directorate for Information Control, which reports to the Deputy Assistant Secretary

of Defense (Systems Policy and Information). The Director with the immediate

responsibility is in an ineffectual position to prevent the various ASDs from establishing

such reporting requirements as they, or their Deputies and Directors acting in their name,

consider necessary, or even "nice information to know".

Similar situations exist in the Services. In the Navy, for example, the responsibility for

developing and publishing methods and standards for reports management is vested in the

Naval Records Management Branch (NRMB) of the Organizational and Administrative
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Management Division under the Assistant Vice Chief of Naval Operations, Director of Naval

Administration. This is hardly an organizational vantage point from which to exercise

control of a Department-wide proliferation of reporting requirements. Even worse, the

authority of NRMB does not extend to ADP generated reports, jurisdiction over which is

claimed by numerous sources, nor to the some 2,000 automated reports in Bureau of

Personnel.

Not only are controls for establishment of control systems and reporting requirements

generally ineffective, but there is also no mechanism for terminating systems or reports no

longer needed or used.

An additional problem in the Department's Directives and Instructions system concerns

the charters for the offices of Assistant Secretaries, Deputy Assistant Secretaries and

Directors which are published within this system. These charter documents are too often

prepared in broad general terms, approved without serious review. This results in many of

the present charters being of improper scope or lacking specificity in delineation of the

assigned responsibility, and creates jurisdictional questions regarding the overlaps. One

office should be assigned the responsibility for assuring that all charters are of proper scope

and coordinated and are in accordance with the assigned responsibility of the office(s).

************************************************************************

III-ll The Secretary of Defense should establish a small staff function within the

Coordinating Group reporting to him and assign it the responsibility of effecting both a

major improvement and reduction in the control and information needed for management

within the Defense Department, and in turn, of its Defense contractors. This should be done

by specifying what is required, not dictating how to manage. An objective should be

established to further enable the Department components and industry to evolve a more

stable management environment by restricting changes in control and report requirements

to the minimum basic requirements. The Department's Directives and Instructions should be

codified through consolidation, recision and restatement. In addition, criteria for imposition

of control systems and reporting requirements should be expanded to require a statement of

need, benefit, estimated cost (of preparation, handling and review) and why existing systems

and reports do not satisfy the need. Periodic reviews should also be required for the purpose

of confirming the continuing need for the controls and information required. In addition, all

organization charters of the Office of the Secretary of Defense should be reviewed to assure

that they were properly defined and coordinated and were in accordance with the

responsibilities assigned to the office(s).

111-12 Similar small staff groups should be constituted in the immediate offices of the

Military Department Secretaries and the Chairman of the Joint Chiefs of Staff.

************************************************************************

111-13 Policy makers in the Department of Defense should be acutely aware of the necessity

of using formal communications channels for promulgation of policies and procedures.
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VI. SELECTED ACQUISITION REPORT

The Selected Acquisition Report (SAR) system is a mangement tool for reporting in

detail the original and current estimates of program costs, schedule and performance to top

management, and for measuring changes in these factors. The SAR is applied to major

development systems. Its application has extended from about six programs in January

1969, to some fifty-six programs in January 1970. Originally intended as an internal

management tool, it is now used on thirty-four systems for reporting to Congress. SARs are

submitted quarterly.

Efforts are in progress to collect actual contractor costs through the Bureau of the

Budget approved Cost Performance Report, to be used in connection with SARs. To date,

efforts to collect accurate data for the SARs have reportedly not been very successful.

The basic approach to the SAR is the establishment of a baseline of estimated costs,

schedules and technical performance, and the subsequent measurement of the present status

against this baseline. Unfortunately, both in concept and in actual practice, baseline

reporting in the SAR has led to distorted and unreal use of figures, and a misplacement of

management emphasis. *

Successfully predicting the course of development of a new weapon system is uncertain

at best. The long period of time involved introduces unpredictable changes, as outside events

and circumstances shift during the Gve to nine years it usually takes to acquire a new

weapon. The development process itself contains hidden unknowns. The original estimates

of cost, schedule and technical performance of a weapon system can be made with

considerable skill and with total honesty, but they remain only estimates, the worth of

which can be determined only by the future unfolding of events. The SARs tend to treat the

original estimates as accurate predictions and to measure subsequent events in the

development against the standard of the original estimates. There are two serious

consequences of this procedure.

Perhaps the most serious consequence of the present SAR system is the tendency to

divert attention from the important objectives of the weapon system and focus it on the

wrong issues. The overwhelming concentration now appears to be on maintenance of the

costs and schedule within the original estimate. Concern with the quality of the weapon

system and its ability to perform an essential mission are not presented in die SAR.

Management based on the SAR is susceptible to permitting excellence in a weapon system

to be equated to remaining within the originally estimated cost and schedule, and failure to

be equated to cost growth or schedule slippage.

Inhibition against change is the second serious consequence of the present SAR system.

Attention is sharply focused on minute changes in cost and schedule, both in the

Department of Defense and in the Congress. The SAR report contains detailed explanation

of any deviation from the original estimate. These explanations in turn generate further

detailed examination of the deviations by the Department and especially by the Congress.

All of this has led to an understandable but nonetheless undesirable rigidity on the part of

the project manager to stay as close as possible to the cost and schedule as originally

•See Cost Estimating Section in Chapter II.
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estimated. Careful management of cost, schedule, and technical performance is obviously a

highly desirable feature in acquiring new weapon systems. The SARs, however, tend to

distort this desired feature into inflexible management and a tendency to regard any change

as inherently bad. Change, instead, should be regarded as a desirable feature permitting the

flexibility needed to adapt to changing circumstances and to alter the program when the

originally estimated baseline has been proven to be in error in the light of later experience.

In summary, the SAR approach ascribes an importance and prophetic accuracy to

estimates that simply do not exist. Estimates must be recognized for what they often are -

educated guesses as to what the future holds. The SAR has tended to shift the objective

from that of producing the best possible weapon to that of maintaing a set cost and

schedule regardless of what experience and later events show to have been the wisest

course.*

******************************* ********************************** 4, ******

111-14 The Selected Acquisition Reports in their present formats should no longer be used

as management tools.

VTI. THE JOINT CHIEFS OF STAFF DECISION-MAKING PROCESS

The decision-making process of the Joint Chiefs of Staff (JCS) is highly formalized. It is

a system based not only on coordination with, but also on concurrence by, the Military

Services. The Flimsy-Buff-Green System (so called because the first draft was originally on

onion skin, the second on buff-colored paper and the third on green paper) is a negotiation

mechanism designed to exploit every opportunity for compromise and resolution of

disagreement.

A JCS action may be initiated by the Secretary of Defense, the Deputy Secretary of

Defense, an Assistant Secretary of Defense, a Unified or Specified Command, a Military

Service, the Chairman of the Joint Chiefs of Staff, or the Director of the Joint Staff.

A normal JCS action - not involving a study - takes about three weeks to process.

An action officer from the Joint Staff is appointed for each action. His immediate task,

after receipt of a directive, is the preparation of a Flimsy, the purpose of which is to develop

an approach to the problem and to resolve as many divergencies of view as possible before

the formal phases of the process are entered. The action officer may either write the Flimsy

and send it to the other Joint Staff and Military Service action officers for comment, or he

may call a meeting of such action officers to discuss the problem before writing the Flimsy

himself, or may request submissions from the other action officers.

Once prepared, the Flimsy must be sent to the other action officers, after which a

•See Recommendation 11-13.
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period of 24 hours must be permitted to elapse before the scheduling of a meeting of the

action officers. After all differences are resolved among the action officers, the paper

becomes Buff.

The Buff must first be coordinated with the Joint Staff Agencies, and changes by these

Agencies are published as an appendix to the Buff report. The Buff is then forwarded to the

Military Services where it receives wide circulation and the attention of more senior officers,

the "planners". The Joint Staff action officer is responsible for the Buffs coordination and

if there are no dissents by the Military Service "planners", the paper moves to the next

phase and turns Green. However, if any Service dissents (a dissenting Service comment is

called a "Purple"), the dissent must be circulated to all the Military Services, and unless all

concur and the differences are resolved, a "planners' meeting" must be scheduled. The

"planners' meeting" is at the senior Colonel level and is chaired by the Joint Staff

"planner," usually a Brigadier General. The Joint Staff action officer having the initial

responsibility may attend this meeting, but may not participate unless specifically requested

by the Chairman. If differences can be resolved at this level, the paper is rewritten and the

Buff turns Green. Where differences cannot be resolved, the dissenting Military Services

prepare formal statements of nonconcurrence which are attached to the paper. The Joint

Staff action officer who originated the report must then prepare an originator's

consideration of the nonconcurrence(s) which is also attached, and the resultant package

becomes a formal, numbered JCS green paper.

At this point, the Chairman of the Joint Chiefs of Staff, or the Director of the Joint

Staff, may request a briefing, and when changes are suggested by either, they too are

appended to the Green. The Green then goes to the Operations Deputies (which consist of

the Director of the Joint Staff, the Deputy Chief of Staff for Military Operations of the

Army, the Deputy Chief of Staff for Plans and Operations of the Air Force, and the Deputy

Chief of Naval Operations (Plans and Policies) of the Navy). If, when the Operations

Deputies consider the paper, they can resolve the disagreement, they approve it and remove

it from the Joint Chiefs of Staff agenda; and such agreement constitutes approval by the

Joint Chiefs of Staff, unless the Operations Deputies consider the subject of the paper to be

one of major importance, in which case they may send it to the Joint Chiefs of Staff. If

agreement is not reached, the subject goes to the Joint Chiefs of Staff. The Joint Chiefs of

Staff themselves may approve a report as written, approve modifications, return a report for

rewrite by the Joint Staff and the Military Service staff planners, or disagree and forward it

to the Secretary of Defense. In the latter case, the Chairman of the Joint Chiefs of Staff

customarily prepares a covering memorandum explaining the nature of the disagreement

and, perhaps, his own view.

Several procedures are authorized to expedite the process in certain cases.

Under the standard procedure described above, the Buff phase may be omitted and the

Flimsy processed directly to a Green if (1) there are no substantive issues in the report, and

(2) the report is urgently required.

Memorandum of Policy 97 (PM 97) permits actions taken on JCS matters by the Joint

Staff to become decisions and to be implemented, provided that (1) actions are

unanimously concurred in by the Services and the Directors of the pertinent Joint Staff

Divisions, and (2) during the five days following submission of the report to the Joint Chiefs

of Staff, no member of the Joint Chiefs nor the Director of the Joint Staff requests

consideration of the matter by the Chiefs. If all involved agree, the report is not scheduled
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for an agenda, but is instead turned Green, with the cover carrying a date on which the

report will automatically become a decision. If, prior to this date, a request for

consideration should be made, the report will be put on an agenda.

On a matter of urgency which is not sufficiently substantive to warrant consideration of

the Joint Chiefs of Staff, a phone vote may be employed. At the time of the vote on the

Buff, the Services may indicate their willingness to use a phone vote instead of a formal

meeting, and if there are no nonconcurrences during the phone vote, the report becomes a

decision.

Memorandum of Policy 133 (PM 133) authorizes the Chairman of the Joint Chiefs of

Staff to take actions for the Joint Chiefs of Staff and to inform them on (1) matters

involving operations of the forces where a decision is urgent and time does not permit

formal consultation with the Chiefs; (2) matters on which Joint Chiefs of Staff policy,

plans, procedures, or guidance has been previously established; (3) matters on which the

"corporate" views of the Joint Chiefs of Staff on a similar problem are known to the

Chairman of the Joint Chiefs of Staff; and (4) matters not important enough for Joint

Chiefs of Staff consultation. PM 133 also authorizes the Directors of Divisions of the Joint

Staff to issue instructions in the name of the Joint Chiefs of Staff which are in accord with

Joint Chiefs of Staff approved plans, policies, and procedures.

While a majority of the decisions made by the Joint Chiefs of Staff employs one of the

alternate decision methods, contentious issues follow the Flimsy-Buff-Green route. The use

of the PM 133 alternative reached a peak in 1966, and has since steadily declined in both

absolute number of issues and as a percentage of total issues.

The Flimsy-Buff-Green procedure is ponderous and slow, but its most serious deficiency

is the incentive created for unanimity, compromise and mutual accommodation of the views

of the Military Services. So strong are the pressures for unanimity that in 1969, the Joint

Chiefs of Staff were unanimous on all but eight-tenths of one percent of the issues

considered, and in 1966, 1967 and 1968, the Joint Chiefs of Staff split on only two-tenths

of one percent of the issues considered.

The process militates against the likelihood of the Joint Chiefs of Staff clearly facing-up

to difficult and potentially divisive issues. The repetitious, committee-type negotiations tend

to reduce issues to a level of compromise which will either avoid the potential conflicts or

substitute a solution that can be accepted on a quid-pro-quo basis.

Lost in the process is the advantage of a joint staff, which, ideally, should be able to

provide a more national viewpoint than staffs which are Service-oriented. This is because the

procedure injects the joint participant into the process as little more than a coordinator of

the views of the several Services.

111-15 The Flimsy-Buff-Green decision-making process of the Joint Chiefs of Staff should

be eliminated.
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111-16 A decision-making process for the JCS should be established on the pattern of the

Development Concept Paper (DCP). Inputs should be requested from the Military

Departments, as required, only for the initial draft of the position paper, and the Military

Services should participate in no other way in the internal decision-making process of the

JCS. The draft position paper should contain all known feasible alternatives; and each level

in the process should be required to review for quality and sufficiency, and indicate by

signature and designation the recommended alternative, all to the end that fidelity to the

original issue be maintained and the extraneous pressures for unanimity be reduced.

VIII. ACCOUNTING PROCEDURES

The accounting methods of the Department of Defense have traditionally reflected cash

flow and commitments, which have sufficed for management needs. There have been

increasing pressures for a change to accrual accounting methods in the Department.

Accrual accounting is more costly, and with the exception of a few special cases,

provides very little benefit in a non-business organization.

Those activities such as the Military Airlift Command, which operate on a working

capital fund and which allocate costs to establish a charge rate or tariff for services, should

use forms of accrual accounting.

********************** <-*****<. ,i * **************************** *************

111-17 Accrual accounting systems in the Department of Defense should be confined to

those Service activities which operate under stock funds or industrial funds, and which are

required to establish service charges which reflect total costs.

DC. CONTRACT AUDIT, INTERNAL AUDIT AND INSPECTIONS

On April 30, 1970, the Department of Defense had seven separate audit organizations

with a total complement of 844 military and 5,688 civilian personnel and annual budgeted

expenditures totaling over $90 million. These organizations and their personnel were as

follows:

INTERNAL

1. OSD - Director for Audit Policy

2. OSD - Deputy Comptroller for Internal Audit

3. Defense Supply Agency (DSA) - Auditor General

4. Army Audit Agency

5. Navy - Auditor General

6. Air Force - Auditor General

Sub-Totals

CONTRACT

7. Defense Contract Audit Agency

3,540

5,688

Military

2

81

56

705

844

"844
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The internal auditing effort at the OSD level is carried on by two different groups, both

within the Office of the Assistant Secretary of Defense (Comptroller). One group, the Office

of Director for Audit Policy, reporting to the Deputy Assistant Secretary (Systems Policy

and Information), has responsibility for developing and providing audit policy guidance for

all audit organizations in the Department. As second group, called the Office of the Deputy

Comptroller for Internal Audit reports one level higher in the organization and provides a

quick audit response to matters of special interest to the Secretary of Defense and his staff.

This second group is also responsible for audits of programs and procedures which involve

more than one military service or agency, for audits of the Military Assistance Program, and

for audits of certain other Department components.

The audit groups of the three Military Departments (Army, Navy, and Air Force) and of

the DSA are largely autonomous. There is relatively little interchange or contact among

these internal audit groups. The hiring, training, and assignment of audit personnel to

specific tasks are handled by each Military Department or Agency with a minimum of

guidance or direction from other groups.

The internal audit organizations of the Army and the Navy are organized along similar

lines, with relatively large regional, area, or resident offices located throughout the United

States and overseas. The internal auditors of the Air Force, unlike those of the Army and

the Navy, are stationed at numerous air bases and installations as resident auditors. This

results in a wide dispersion of audit personnel in small, relatively permanent groups called

Auditor General Resident Offices (AGROs), typically consisting of five or six persons.

The Defense Supply Agency (DSA) manages the procurement and distribution supplies

common to all the Military Departments and Defense Agencies and provides related contract

administration services. The personnel of the internal audit organization of DSA are located

at major supply centers, depots, and support or service centers throughout the United

States.

The Defense Contract Audit Agency (DCAA), which employs over half the audit

personnel in the Department, is responsible for performing contract auditing for the

Department. In so doing, it provides accounting and financial advisory services regarding

contracts and subcontracts to all Department components engaged in procurement and

contract administration. The DCAA functions as a virtually autonomous organization, being

responsible for the hiring, training, and direction of its personnel, subject only to policy and

budgetary controls of the OSD. Under the present Department organization, only the

DCAA has the responsibility to audit the records of defense contractors.

The DCAA also conducts audits of contractor records for eighteen other governmental

agencies on a reimbursable basis. Approximately 14 percent of the total effort of the DCAA

is expended for these agencies.

In addition to the internal audit groups, there are various other groups who perform

audit work. The largest of these are the internal review groups at Army and Navy

installations. These people are part of the staff of the installation commanders. They act as

trouble-shooters for the commanders and perform a variety of other functions, including, in

many cases, audits of payrolls and nonappropriated funds. It is difficult to determine

exactly who is engaged in such internal review activities because classifications and

nomenclature vary, but it is estimated that more than 1,600 persons are so engaged in the

Army and the Navy. In the Air Force there is no separate group with responsibility for

90-185 0-88-10
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internal review, as there is in the Army and the Navy. Internal auditors in the Air Force

perform not only the functions normally associated with those of the internal auditor, but

also those of the "internal reviewer".

While certain of the duties of internal reviewers in the Army and the Navy are to some

extent similar to the lower-level duties of internal auditors, evidence does not indicate that

in practice there is any substantia] duplication of audit work.

The Inspector General organizations are concerned primarily with military readiness,

morale of military personnel, condition of physical faculties, investigative work, and

compliance with established policy or regulations. Although some aspects of management

auditing are performed by the Inspector General organizations, such reviews represent only

a minor part of their mission and lack the depth of those made by the internal auditors. It

appears that the Inspector General reviews do not constitute a significant duplication of the

work done by the present internal audit groups.

The procurement management review groups are composed largely of specialists in

procurement and are concerned solely with the Department's procurement process. They

report to the procurement policy officials in OSD, the Military Departments, and DSA. As

in the case of the Inspector General organizations, the work of the procurement

management groups does not appear to result in significant duplication of the work of the

internal auditors.

A. Nature of Auditing Effort

In the DCAA, the auditing effort is confined almost entirely to the cost accounting and

financial systems of contractors. This is in marked contrast to the kind of auditing

performed by the internal audit groups of the Department. These groups are concerned

largely with operational or management type audits in which the auditor reviews factual

information concerning the manner in which a given mission or task is being carried out.

The terms operational auditing and management auditing have come into common use

to describe the extension of internal auditing to all operations of an organization, rather

than merely the financial and accounting areas. Internal auditing as a concept was originally

limited to the review of financial matters. However, it has been expanded to include the

independent appraisal of all operational activities in order to provide management with

information on the effectiveness and efficiency with which such operations are being

performed.

This expansion of activities has become too broad and should be restricted to the audit

to determine efficiency of management. Reviews such as those of the operational readiness

and performance of helicopters in Vietnam should not be performed by the internal audit

function, but are properly assigned to the operational test and evaluation functions.

Determining the effectiveness and efficiency of business procedures within the Department

should be the responsibility of defense internal audit. However, operational effectiveness

should not be within the scope of their activities. The function of program and force

analysis, operational test and evaluation, the inspectors general and the defense internal

audit should remain separated.

B. Problem Areas

It was found that the Department audit groups are performing their assigned missions at
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clearly acceptable levels. In general, the groups are staffed by competent people who are

sincerely interested in doing a creditable and constructive job. Their audit findings appear to

be reliable, and their suggestions and recommendations are of good quality. They serve the

Department and its various components well and contribute to improved performance, the

value of which appears to exceed substantially the cost of operating and maintaining these

audit groups.

The above general evaluation does not mean, of course, that there is not substantial

room for improvement. In an environment of significantly changing technology and

conditions, it is understandable that this should be so. There are a number of factors,

particularly in the area of internal auditing, which are preventing the auditing function

within the DoD from reaching the level of efficiency and competence that we believe can be

obtained.

The internal auditing effort at OSD level (i.e., at the level above the Military

Departments and Defense agencies) is fragmented and lacks sufficient prestige to provide the

coordination, audit coverage, and leadership to achieve its full potential.

There is insufficient uniformity of audit policies and procedures, and in their

implementation, throughout the Department of Defense.

There are insufficient career opportunities for civilians in professional capacities at all

levels of internal auditing.

There is substantial opportunity for improved and more efficient education and training

of professional audit personnel through the use of joint facilities and programs.

There are insufficient specialists with experience in EDP auditing and statistical sampling

in the internal audit groups.

In general, internal audits, both operational and financial, take longer than necessary

because of too extensive investigation and study of the underlying facts.

While a single internal audit agency in the Department of Defense would permit a more

efficient supervisory and management structure, provide more attractive career

opportunities for professional personnel, and provide better coordination and control for

the Secretary of Defense, it is also very desirable to continue to provide the Military

Departments with an audit capability of their own to monitor the attainment of their own

objectives. On balance, it would be preferable for internal audit organizations of the Army,

Navy and Air Force to continue to provide audit capability to their own Departments.

In addition to these fundamental organizational problems, there is substantial room for

improvement in other phases of the internal audit activities.

A military officer is placed in a difficult position when he is asked to evaluate and report

on an activity under the command of a higher-ranking officer. It is also desirable to provide

more attractive career opportunities for professional civilian auditors to improve the

likelihood of attracting and retaining highly competent people.

In a number of OSD and DSA internal audits, the actual time expended exceeded the

original time estimate by as much as 50 percent to 100 percent. The audit staff should be
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required to prepare more detailed and realistic time estimates and should be held

accountable for variances therefrom.

One notable omission from audit coverage is the activities of major headquarters staffs

in the Military Services, which have not to date been subject to audits.

The Directorate of Inspection Services (DINS), organizationally located in the Office of

the Assistant Secretary of Defense (Administration), has the responsibility for inspections or

surveys of the operational and administrative effectiveness of the Office of the Secretary of

Defense, the Joint Chiefs of Staff, the Unified and Specified Commands and the Defense

Agencies. DINS also has responsibility for criminal investigation and counter-intelligence

activities within the same organizations. Their activities do not include financial and

accounting audits.

For many years, internal auditing in the Department of Defense was limited largely to

financial and accounting areas, and therefore it was appropriate that the internal audit

organizations report to the Comptrollers. Now that the emphasis of internal audit has been

extended to management areas, it would be more appropriate in the Military Departments

for these internal audit organizations to report to a level of management with broader scope

than that of the Comptroller.

The internal auditors of the three Military Departments feel compelled to go to great

lengths to be certain of the frequency of occurrence of a particular type of error or a

specific deficiency in a system. There is a possibility for rather substantial reductions in

audit time, if the managements of the Military Departments would be willing to accept the

results of reduced checking and fewer examples of error situations.

While the Navy has many preprinted audit programs, which it uses for the most part as

reference material, the Army and the Air Force in many cases prepare individual audit

programs for each audit, even though the function to be audited is common to many

locations. The development of such programs is time-consuming and results in duplication

on a service-wide basis.

it**********************************************************************

111-18 An internal audit organization should be established at the OSD level, headed by a

highly qualified civilian audit administrator who should report to the Deputy Secretary of

Defense (Evaluation) through the Assistant Secretary of Defense (Comptroller). This new

office, which might be called the Office of Defense Internal Audit, should include the

present functions and staffs of the Office of the Director for Audit Policy, the Deputy

Comptroller for Internal Audit, and the Directorate of Inspection Services now existing in

the Office of the Assistant Secretary of Defense (Administration). In addition to the

existing responsibilities of the audit groups being combined, the new Office of Defense

Internal Audit should direct its efforts toward:

(a) Making more extensive reviews of the manner in which the internal auditing

function is being carried out by the internal audit organizations of the Military Departments

and Defense Agencies.

(b) Making more internal audits of inter-Service activities and Unified Commands
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with the use of its own personnel to a much greater extent than is presently being done.

111-19 The head of each internal audit group should be a civilian, and the internal auditors

of each of the audit groups should be primarily civilian rather than military personnel. The

head of each departmental internal audit group should report directly to the Secretariat of

his respective Department.

111-20 A single formal internal audit education and training program within the Department

should be initiated by the new Office of Defense Internal Audit, the execution of which

could be delegated to one of the Military Departments as executive agent.

111-21 The following modifications in internal audit should be made:

(a) The guidelines for determination of savings under the Cost Reduction Program

should be clarified and improved to permit such determinations to be made with greater

reliability;

(b) The proposed new Office of Defense Internal Audit should develop improved

methods for budgeting and controlling the time utilized on internal audits;

(c) Each audit group should expand its audit coverage to include the activities of

major headquarters staffs at the departmental level;

(d) Audit tests and investigations should not be extended beyond the point where

findings are sufficient to identify significant problems and to support reasonable conclusions

as to their causes and seriousness; and

(e) Standard audit programs or modules should be developed and used for common

audit areas. They should be flexible enough to permit modifications in the field prior to the

commencement of audit assignments.
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CHAPTER IV

MANAGEMENT OF PERSONNEL RESOURCES

L INTRODUCTION

The success of any organization is determined in large measure by the qualifications of

the people engaged in its activities, particularly by the caliber of the personnel in positions

of top responsibility.

The Department of Defense is no exception to this general principle, but the effective

organization and management of its operations is made more difficult by the very large

number of people on its rolls - both military and civilian - and by the fluctuations in these

numbers to meet changing requirements. On June 30, 1969, the Department of Defense had

4.8 million people on its rolls, of whom 3.5 million were military and 1.3 million were

civilians.

Military personnel is made up of a nucleus of career professionals and a much larger

group flowing into the Armed Forces for relatively short periods of service and then moving

out again into civilian life.

The nucleus of career officers and enlisted men must provide the capability, continuity,

and stability needed during periods of peace and at the same time be ready in sufficient

numbers and in professional competence to fill the principal leadership positions in time of

war.

Because of their composition and their mission, the Armed Forces must direct a major

part of their effort to training, education and development of their personnel. This means

training fo the parade of short term personnel flowing in and out of the Services and

continuov education and development for the career professionals.

Furtl ;i more, the skill requirements of the Armed Forces are constantly changing.

Advances in technology are reflected in greater sophistication in weapons systems. This

means that better educated and more highly skilled personnel are needed to maintain and

operate the machines and equipment of modern warfare.

II. CIVILIAN PERSONNEL

The Department of Defense is a large employer of civilian personnel, who may be

classified as follows: (1) White collar employees, the large majority of whom are included in

the General Schedule (GS) Civil Service grade structure; (2) Blue collar Civil Service

employees; and (3) Indirect hires, consisting primarily of foreign nationals employed

abroad.

There are two overriding management problems connected with civilian employees of

the Department.

The first, and most significant from a management viewpoint, is the rigidity of the

personnel system. By far the most troublesome effect of the rigidity is at the higher levels,

or supergrades (GS 16, 17 and 18), of whom there are approximately one thousand in the

Department serving as administrators, managers and scientists. Position assignments and
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grades of these key personnel are subject to approval of the Civil Service Commission, based

largely on written job descriptions which are keyed to such factors as the number of persons

supervised and the budget of the operations supervised. Efforts to adjust or change job

assignments of super grade civilian personnel are subject to interminable delays and most

frequently, to rejections. In such a large organization as the Department of Defense, a

dynamic management structure requires a continuous review to adapt to changing

conditions and to improve management capabilities. This requires, in turn, a flexibility in

utilization of senior personnel which currently does not exist. The existing management

inflexibility to deal with senior civil servants is incompatible with efficient operations of the

Department of Defense.

Increased authority for the Secretary of Defense over senior civilian personnel is

essential. He must be able to match individual talents with position assignments, if

necessary, based on his judgment of the importance of a job and regardless of the scope of

supervision or size of budget involved. He must be able to reassign personnel whose job

responsibilities have grown beyond their performance capabilities. He must be able to move

younger personnel into more senior positions on the basis of demonstrated capabilities

without being so constrained by seniority requirements.

Not even the best organization and management procedures will improve effectiveness

of defense operations unless qualified personnel are matched to the requirements of the

jobs.

The second major management problem connected with civilian personnel is the

utilization practices for civilian personnel in the Military Departments, which employ some

ninety-one percent of "White Collar" personnel in the General Schedule (GS) grades of the

Civil Service in the Department of Defense. All too frequently, non-combat activities in the

Military Departments are headed (or commanded) by a military officer whose immediate

subordinate is a civilian. This one-on-one relationship (or two men for one job) is predicated

on the fact that the military officer who heads the activity is subject to normal military

rotation - every three years or less - and his civilian subordinate remains to provide

continuity in the direction of the activity. Often the particular activity is technical or

specialized in character, with which the military officer in the number one position is likely

to have had no prior experience or familiarity, necessitating increased reliance, at least

initially, on his immediate civilian subordinate. The incentive for the civilian subordinate to

excel, however, is inhibited by the fact that he cannot, under this system, aspire to the top

job in the activity, for it is reserved for a military officer.

While the need for military billets to which to rotate military officers from hardship or

hazardous assignments is recognized, as is the desirability of providing an officer with broad

exposure to Service-directed activities, there is substantial room for improvement in this

personnel structure. All activities which do not have an essential requirement for military

direction at the head should be identified. For at least a substantial portion of such

activities, civilian direction from the top should be made at least optional, and to the extent

the requirements of military rotation policies will permit, should be converted to civilian

positions. This will result in manpower savings as well as improved civilian personnel

incentives.

IV-1 The application of Civil Service rules to "supergrade" positions in the Department of
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Defense should be changed to provide the Secretary of Defense with more authority for

placement, rotation, promotion and compensation rates in these grades.

IV-2 Those activities in the Military Departments now headed by a military officer with an

immediate civilian subordinate should be surveyed to determine the necessity of military

direction of the activity, and where no such requirement is found to exist, the position at

the head of the activity should be civilianized or made optional for a military officer or a

civilian to fill, and dual staffing should be permitted only in exceptional cases.

************************************************************************

III. MILITARY PERSONNEL

a. General

The acquisition and retention of officers and enlisted men in the Armed Services is

adversely affected by the negative attitude of significant segments of the public towards

national defense and military service.

There is an open hostility toward the military on many campuses. The ROTC and

campus recruiting by the Armed Services and defense-related industries have been prime

targets. At a number of universities, faculties have voted to strip ROTC of its academic

standing and to relegate it to the status of an extracurricular activity. It has been forced to

withdraw entirely in some instances.

The impact of this antimilitarism is not confined to the university campus nor to the

training and acquisition of officers. It directly affects recruiting activities at all levels. While

the total number of young men and women who may have been deterred from military

service cannot be ascertained, it is undoubtedly significant.

At the root of much of this problem is disenchantment - even bitterness - with respect to

the Southeast Asian War. It would be unwise to assume, however, that without positive

steps to overcome anti-military feelings, an end to that war will necessarily fully restore

respect for military service.

b. Rotation

Officers and enlisted men are rotated among assignments at much too frequent intervals.

It is clear from the evidence that the rotation practices which have been followed result

in (a) excessive and wasteful cost, (b) inefficiencies in management, and (c) difficulty in

fixing responsibility.

A staff study of Army, Navy and Air Force promotions to General Officer and Flag rank

in 1969 revealed this situation: there were 174 officers in the group and their average service

was 24 years; these officers had been given 3,695 assignments, or an average of 21 per man;

the average duration per assignment was 14 months. Looked at another way, the average

officer had spent: 8 years in Operational assignments, 5 years in Service Schools and other
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educational assignments, and 11 years in Staff assignments.

Although this is a relatively small sample, there is no reason to believe that it is not

reasonably typical of the prevailing career pattern of all military officers.

It is recognized that some assignments must be of limited duration: for example,

operational assignments to hardship or combat duty. School assignments also are of limited

duration as these are determined by the length of the course. However, in the case of the

other assignments, there are no such inherent limitations.

The driving force in almost all of these assignments (combat assignments excepted) is to

give the officer a wide variety of exposure as an aid in his training and development. The

problem is that the requirements of the job seem to be secondary to the career pattern

which has been mapped out for the officer.

This system of rotation of officers leads inevitably to deficiencies in management.

Officers assigned for such limited periods simply cannot acquire a knowledge of the work,

become familiar with the qualifications Of the people, make plans, set goals and push the

work ahead.

This system of rotation not only fails to provide management and leadership needed on

the job, but also has deficiencies in accomplishing its stated purpose - the development of

the officer himself. Men are not developed by being observers; they must have responsibility

to assure growth.

From the point of view of the position to be filled, as well as in the best interests of the

officer himself, his job assignments should be of sufficient duration so that he can become

thoroughly involved in the work and be fully responsible for results.

There is merit in giving to officers opportunities in a broad spectrum of military

responsibilities. Nevertheless, under existing conditions in which technical or professional

training in areas other than commanding men have become of increasing importance, the

Services' current rotation policies and rates are counter-productive.

In the technical and professional areas, the rotation rules often call for rotation of an

officer out of an assignment at a very critical point in the job he is performing. In addition,

when an officer is rotated out of a technically complicated job, his replacement often either

comes at the time of rotation or later, and therefore, does not have an adequate opportunity

to acquire the necessary background before his predecessor leaves.

One solution is to change the rules for career advancement, rather than try to conform

the requirements of the job to an arbitrary set of rotation and promotion rules. This is

particularly true in the technical and professional areas.

IV-3 Specialist careers should be established for officers in such staff, technical and

professional fields as research, development, intelligence, communications, automatic data

processing, and procurement.
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IV-4 The duration of assignments should be increased, and should be as responsive to the

requirements of the job as to the career plan of the officer. Officers continued on an

assignment for these reasons should not be disadvantaged in opportunity for promotion.

IV-5 In technical assignments, the officers replacement should be assigned to the job

sufficiently in advance of his predecessor's departure to be ready to take over without loss

of momentum when he leaves.

c. Promotion

Officers

Opportunity for promotion provides the motivating force and greatest incentive for the

military officer.

The following table shows the numbers of military officers in the Services by grade.

Officers on Active Duty -

December 31,1969

Grade

Title

Number

Army-Air Force-Marines

Navy

0-10

General

Admiral

40

0-9

Lt. General

Vice Admiral

142

0-8

Major General)

Rear Admiral)

0-7

Brig. General)

Rear Admiral)

1,156

Sub-Total

General and Flag Officers

0-6

Colonel

Captain

18,181

0-5

Lt. Colonel

Commander

43,993

04

Major

Lt. Commander

69,987

0-3

Captain

Lieutenant

116,859

0-2

1st Lieutenant

Lieutenant (jg)

Ensign

67,917

0-1

2nd Lieutenant

58,893

Sub-Total

Commissioned Officers

377,168

W-l - W-4

Warrant Officers

30,783

Total Commissioned and Warrant Officers

407,951

Young officers who meet the standards move up fairly rapidly to Grade 0-3 (Captain -

Lieutenant). Progress above this level is complicated by several factors: (a) "Regular"

officers have a better chance of promotion than "Reserve" officers on active duty which is

explained by the fact that the better qualified "Reserve" officers have already been

transferred to "Regular" status; and (b) the numbers needed in Grade 0-4 simply will not

permit the promotion of a substantial proportion of Grade 0-3 officers. (The number of

officers of Grade 0-4 and higher is limited by statute.)
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The progression to Grade O-S and on to Grade 0-6 becomes increasingly difficult, and

the ratio of officers in Grade 0-6 to those in 0-7 is 13 to 1. For this reason, attainment of

Grade 0-6 is looked upon as the measure of a successful career.

Not only are the numbers of officers established by legislation, but the procedures

handling promotions are also set forth in the law.

The Secretary of the Military Department has an important responsibility in the whole

promotion procedure. He appoints the selection board, he instructs them as to the approach

they should use in making their selections, and he approves the list to be forwarded to the

President.

Although not specifically mentioned in the law or procedures, the Military Chief of the

Service works closely with the Secretary and has an influence on the selection of boards and

the decisions made. This is particularly true of promotions to the General or Flag Officer

ranks.

The fact that promotions are within the exclusive authority of an officer's parent

Service creates an incentive for officers, even when serving on assignments with unified

organizations, to adhere closely to the official Service position of his parent Service on

issues in which he is involved. This circumstance can influence the objectivity of an officer's

performance. The extent to which this undesirable incentive motivates officers cannot be

precisely measured, but there can be no question that many officers are convinced that any

evidence of a deviation by them from their parent Service's official position will seriously

jeopardize their chance for further promotion.

There is substantial evidence that the Services place too much emphasis on "Command"

experience in promotion of officers, particularly at the higher ranks, and do not give

adequate weight to the growing importance of functions requiring technical competence or

executive management talent - e.g.. Program Management, Procurement, Research and

Development, Intelligence. Communications, and ADP, etc. There should be a better

balance.

There is too much emphasis in the Military Services on promotion by "date of rank."

(There is a common saying among the military that at least the junior officers progress in

lock-step.) The importance of seniority is obvious, but promotion opportunities should be

premised on criteria which stress performance and ability more, and seniority less. This is

increasingly important as officers progress up the ladder.

IV-6 Promotion Boards should consider a larger proportion of candidates from "below the

zone" in order to encourage younger officers of top ability to remain in the service. (The

percentage so selected might well vary by grade).

************************************************************************

************************************************************************

IV-7 The Secretary of Defense should have more direct responsibility for the promotion and

career management of officers to and within General and Flag ranks, and in the selection of

and instructions to promotion boards.
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i,***********************************************************************

IV-8 The Secretary of Defense and Secretaries of the Military Departments should designate

specific percentages, or proportions, of promotions in particular joint, technical, or

professional fields and should establish special career ladders of promotion in special

technical and professional fields.

d. Military Compensation

Provision of an equitable compensation scale is important at any time, and it is

receiving particular attention just now for two reasons: (a) the Office of the Secretary of

Defense is nearing conclusion of an intensive study of military pay, and (b) the Gates

Commission issued its report in February 1970 on the "All Volunteer Armed Force,"

among other things in effect, contains recommendations to substitute the incentive of

higher pay for the compulsion of Selective Service.

In view of the comprehensive study already made by the Gates Commission, a

review of the issue of an All Volunteer Armed Force was not undertaken. It should be

recognized, however, that whether made up of volunteers or draftees, or a combination of

the two sources, the Armed Forces should provide a system of equitable pay, appropriate

benefits and conditions of service which are conducive to acquisition and retention of

officers and enlisted men in the numbers needed and with the skills required. Short service

and high turnover are to be expected in certain categories, but excessive turnover is sheer

waste.

Provision for retirement pay is an important segment of the military pay package.

Retirement pay provisions are poorly designed from the point of view of (a) equity to

servicemen, (b) retention of qualified men in the Services, and (c) maintaining the age ratios

among personnel that will insure young and vigorous forces.

************************************************************************

IV-9 (a) Military pay and other forms of compensation should be made sufficient to

facilitate recruitment and retention of competent officers and enlisted personnel. This

applies to all grades and position classifications, and particularly to those that have suffered

the highest termination rates. This should be done as a matter of equity, and to assure the

acquisition and retention of competent military manpower.

(b) The military retirement system should be adjusted in order to encourage

retention of qualified and needed personnel, while at the same time permitting military

forces to be kept young and vigorous. Among retirees, consideration should be given to the

varying needs of those still in the working age group and those over such age. The trend of

increases in both the number of retirees on the rolls and the total costs of military

retirement necessitate early consideration of the retirement system.

e. Accession and Retention of Commissioned Officers
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The Aimed Forces have somewhat more than 400,000 officers and about one-sixth

of these are replaced each year.

The Service Academies produce a relatively small proportion of the officers entering

the Services - in recent years less than 4%. However, these officers have been selected under

rigid standards, they have received an excellent education and they are highly motivated

toward a full career as professional military officers.

Graduates of the Service Academies are commissioned as officers of the Regular

Army, Navy, Marine Corps or Air Force. They now have an obligation to serve at least 5

years, and every encouragement is given to have them continue for a full career. The

retention rates of graduates of the Service Academies are much higher than the rates for

officers who come in from other sources.

The Reserve Officers Training Corps (ROTC) is one of the principal sources of

officers for the Armed Forces. Over the 5-year period 1965-1969, it produced 9 times as

many as the Service Academies and about one-third of all officers commissioned.

There is a wide diversity of types of ROTC programs offered by the Services. The

ROTC program is offered in 353 colleges and universities, some of which have programs

from all three Services while others have only one or two of the Services represented.

The ROTC program is divided into two parts - Scholarship and Non-Scholarship.

Under the Scholarship Plan, there is a very careful selection procedure, and the

candidates selected have qualifications closely paralleling those of students admitted to the

Service Academies. The Scholarship program is usually for four college years, but the Army

offers 2-year scholarships and the Air Force has one-, two- and three-year awards. The

Scholarship student receives a $50.00 monthly stipend, and, in addition, receives tuition,

instructional fees and an allowance for books. He is required to serve at least 4 years. Each

of the Services is now authorized to have 5,500 ROTC students on scholarships.

The Navy has looked upon its Scholarship program as a source of regular officers;

the other two Services offer an opportunity for ROTC Scholarship holders to become

Regulars, but on a selective basis after a period of service.

The Non-Scholarship Program has less rigid selection standards. In some colleges all

students are required to take ROTC training during their first two years, but the number of

institutions with these mandatory requirements is declining. Regardless of whether the first

two years are mandatory or optional, participation in the third and fourth year of

non-scholarship ROTC is voluntary in all cases, subject to the acceptability of the individual

by the Military Department involved.

The Non-Scholarship student receives $50.00 per month during the last two years of

the 4-year program. His required active service is at least 2 years.

The Officers who come into the Services under the Non-Scholarship plan are usually

commissioned in the Reserves. Retention rates for these officers after their required period

of service is not high. This lower retention rate, as compared with graduates of the Service

Academies, is explained by two factors: first, the main purpose of the ROTC programs is to

supply the large number of junior officers required by the Services, a much lesser number of
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officers being needed in the higher grades; second, the major thrust of the ROTC man's

undergraduate studies, unlike those of the attendees of the Service Academies, is toward

preparation for a civilian career.

Because it is both the largest and a proven source of officers, the ROTC program

should be strengthened. The ROTC graduate would benefit, and there would be increased

acceptance of ROTC on the campus, if typical ROTC curricula were modified to achieve a

better balance between technical military subjects and subjects of a more solid academic

content.

Both the Service Academies and the ROTC program involve a lead time of up to

four years in the production of officers. When there is need for rapid expansion in the

number of officers, the Services have other programs which are productive in shorter

periods. These Officer Training Programs offer opportunities for college students, college

graduates and qualified candidates from enlisted personnel and other sources. They have the

advantage of flexibility, since they can be expanded and contracted rapidly to meet

changing requirements.

In addition to the Senior ROTC program at the college level, there is also a Junior

ROTC program offered to male students in 80S high schools. The Army has by far the

largest such programs.

Students who have had Junior ROTC receive credit when they enroll in the Senior

program in college. However, the principal advantage is in the training itself with its

emphasis on physical fitness, discipline and the development of leadership. In many areas,

and particularly in the larger cities, this program offers constructive opportunities for

development of young men, including those from minority groups and broken homes.

Total enrollment in these Junior ROTC programs has increased from 63 thousand in

October 1965 to 134 thousand in October 1969. This latter figure represents less than 24%

of the male enrollment of these 805 high schools, and is a very small fraction of the more

than 8 million male high school students in the country.

In the accession of officers, as in other areas of personnel administration in the

Department of Defense, efforts should be continued to provide equal opportunity for

minority groups. Some progress has been made in recruitment for the Service Academies,

and the Senior ROTC program of one or more of the Services is now offered in 15

predominantly Negro colleges as follows:

Military

Department

Colleges

ROTC

Enrollment

Army

14

5,143

Air Force

5

882

Navy

1

67

Total

6,092
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The problem of retaining a sufficient number of competent military personnel has

always existed, but in recent years it has become increasingly serious. The reenlistment rate

of Regular enlisted men in all Services combined has dropped from 50.2 percent in 1965 to

34.2 percent in 1969.

For officers, the retention rates vary considerably, but for certain special essential

skills, the trends are particularly serious.

In attempting to ameliorate the serious reenlistment problem, the Services devote

considerable attention to troop information and education programs. This is an important

activity and may well merit more thoughtful and concentrated effort than it has received.

In addition to strictly military training there is a need for substantially increased

emphasis on a thoughtful program, factually and objectively designed, to raise the level of

knowledge of American and world history and of our form of government.

Troop information and education officers are often not given adequate training.

There should be special training of the officers who undertake this important educational

responsibility, and appropriate recognition given when this assignment is well performed.

IV-10 In order to improve the process of acquisition and retention of military personnel, the

Executive Branch should develop, and submit to the Congress for its consideration as

necessary, a total military personnel program which coordinates and reconciles all the

separate considerations, particularly including; (1) military compensation and retirement,

(2) personnel policies on promotion and rotation, and (3) acquisition programs, such as

Reserve Officers Training Corps.

IV-11 Participation of predominantly Negro colleges in the ROTC program should be

encouraged. The Navy and Air Force in particular should increase their programs in

predominantly Negro colleges.

IV-12 The Junior ROTC Program should be expanded.

IV-13 Substantially increased emphasis should be placed on information and education

programs for enlisted personnel, with special training provided for officers to be responsible

for conducting the programs.
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CHAPTER V

OTHER MANAGEMENT CONSIDERATIONS

L TELECOMMUNICATIONS

A. General

The telecommunications systems of the Department of Defense, using every presently

conceivable type of signal, carry nearly every type of information. Current annual

expenditures are in the two-to-four billion dollar range. More than 100,000 people on the

Department's payroll spend full time in telecommunications activities in locations around

the world. These locations are of necessity often remote and costly to support.

The span of technology is nearly all encompassing. The Department has a recognized

need to load antennas at the lowest possible frequency (SANGUINE) and, by contrast, to

use the highest frequency which is just now beginning to be understood (LASER). The

signals of radars and other sensing devices, for example, are transmitted over short and very

long distances for analysis and as decision aids. Sensor and device control, voice and record,

secure and clear, analog and digital, graphic and photographic signals pass over vast networks

composed of every type transmission system.

Buried, aerial and underseas cables along with field wire are significant system elements.

LF, HF, VHF and UHF radio systems are used extensively. Tropospheric scatter, terrestrial

point-to-point and celestial (satellite) microwave radio systems are used in many forms and

configurations. The signals carried by these systems are switched and processed by a wide

variety of switchers, signal processors, computers and/or other devices to deliver the

information carried by them to the users in useful form for decision making or for the

support and administration of the Department's activities.

The reliability and redundancy needed in some defense telecommunications are both

bona fide and unique. Virtually every telecommunications technology known is applied

somewhere within the Department. The state-of-the-art is continuously pressed to find new

or better solutions to satisfy legitimate military requirements.

The telecommunications requirements of the Department are largely being met,

although at a greater cost than necessary. Many fine systems and operations exist. These

reflect the efforts of able technicians, engineers, researchers, managers, and executives in the

telecommunications field in the Department and of contractors. However, duplication and

inadequate inter-operability, Military Department parochialism, and divided and weak

central management from the Office of the Secretary of Defense have reduced the efficiency

and effectiveness of the procurement and utilization of telecommunications resources.

The command and control of personnel, weapons, and weapon systems, and their

support is the military necessity and justification for telecommunications in the Defense

Department. The effective and efficient administration of worldwide forces numbering in

the millions is an easily demonstrated justification for large-scale telecommunications.

Therefore, telecommunications is nearly universal to the Department's activities.
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Telecommunications is that capability along with associated devices which enables

commanders at the various levels along the military operations chain of command to have

timely, appropriate and sufficient information on which to base the command of

operations. Much of this capability has been traditionally called strategic communications,

but this nomenclature has largely lost its meaning in the wake of technological and

organizational evolution since World War II. The telecommunications associated directly

with basic combat units is defined as tactical and includes telecommunications in these

categories only: man-pack, vehicular, aboard naval vessels, airborne, combat field units

necessary to the fluid movement of ground forces in combat, combat airfield navigation

aids, air transportable field units while in combat deployment and finally, all like assets held

for contingencies and in combat readiness.

The command and control aspect of telecommunications means the telecommunications

for command and control, including directly coupled displays, consoles, processors, and

other terminals whose primary function is telecommunications, and special subsystems such

as minimum essential emergency communications network (MEECN).

B. Operations

The point-to-point and long-haul telecommunications requirements are satisfied, for the

most part, by the Defense Communications Systems (DCS), a worldwide telecommuni-

cations capability planned, engineered and managed by the Defense Communications

Agency (DCA), but procured, owned and operated by the Military Departments (except

those that are leased, which are operated by the Military Departments). The bulk of the

DCS consists of common-user switched systems:

(1) The Automatic Digital Network (AUTODIN) is a world-wide system primarily

for handling record and data traffic and used in common by the Military Departments and

others in the Department of Defense structure. It employs high quality, current technology

in store and forward switching, message processing, terminal and peripheral hardware. Its

assets are largely leased from common carriers in the Continental United States (CONUS)

and Hawaii and largely owned, operated and maintained by the Military Departments

elsewhere. The system is planned, engineered and managed by DCA.

(2) The Automatic Voice Network (AUTOVON) is a world-wide dial network,

primarily for voice traffic but capable of data and record transmission. It is a common-user

service in that it is used by all elements of the Department structure. Its four wire trunks

and electronic switching reflect high quality current technology. Its assets are also largely

leased in the CONUS and Hawaii, and largely owned, operated and maintained by the

Military Departments elsewhere. It is planned, engineered and managed by DCA.

(3) The Automatic Secure Voice Communication network (AUTOSEVOCOM) is a

worldwide dial secure voice network. It is used in common by the Military Departments and

other elements of the Defense Department. It is planned, engineered and managed by DCA.

The Military Departments operate and maintain Government-owned elements.

The resources of the DCS are used also to meet some, but not all, long-haul

telecommunications needs for dedicated-use systems. Dedicated systems, or networks, are

noncommon-user assets and are those procured and used for a particular need, generally for

a particular Military Department or command. There is a large number of these, some of

which are very large. The trunking for some of them is managed by DCA. Other elements
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use large-scale, fixed-plant routes which are not a part of the DCS and, therefore, are in no

way under the management control of DCA.

While the DCS is the backbone of the Department's system, it is only a part of the total

complex. Telecommunications for military garrisons, weapons systems, dedicated systems

and tactical needs comprise an even larger segment of the telecommunications complex.

Telecommunications technology is changing more rapidly than is almost any other

discipline and there is no indication that the rate of change will slow in the foreseeable

future. Telecommunications are critical to the military mission itself. Effective and efficient

administration of the entire spectrum of the Department's activities rests heavily on

adequate, readily accessible telecommunications.

1. Military Departments

Each of the Military Departments has a large communications command to operate

and maintain its telecommunications, including the dedicated systems it has retained and

the elements of the DCS assigned to it. These commands are: ARMY - Strategic

Communications Command (STRATCOM); NAVY - Naval Communications Command

(NAVCOMM); and the AIR FORCE - Air Force Communciations Service (AFCS).

In the Air Force, the Strategic Air Command (SAC) and the Air Defense Command

(ADC) have sizable telecommunications organizations of their own in addition to the AFCS.

The Ground Electronics Engineering Installation Agency (GEEIA) is a separate worldwide

Air Force command for field engineering and installation. The Air Force proposes to fold

GEEIA into AFCS. Field engineering and installation in the Army is a function of

STRATCOM while in the Navy these functions are performed by the Navy Electronics

Command (NEC).

Each of these worldwide commands has an organization structure headed by a

General or Flag officer. To help these organizations remain sensitive and fully responsive to

mission requirements, the jobs at certain levels of the command structure are dual roled; i.e.,

these officers serve their own chain of command for the operation and maintenance of

communications, as well as serving as the communications staff officer for the military

operations chain of command.

These Military Department commands for telecommunications are large scale,

complex, undertakings. The largest has over forty thousand people, most of whom are

technically oriented. They, along with the communications and electronic staffs of the

Military Departments, do all necessary programming, budgeting, field engineering,

installation engineering, transportation, construction, installation, acceptance/performance

testing, operation, maintenance, modification, modernization, removal, relocation,

reconditioning, and reinstallation of all telecommunications. They maintain contingency

assets along with personnel in combat readiness. They train, deploy and support the

necessary personnel to satisfy all of the above functions.

2. Office of the Secretary of Defense and the Joint Chiefs of Staff

Overall policy guidance and management of telecommunications matters is now

widely diffused throughout several elements of the OSD staff, largely as a result of the

functional design of the organization.
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The Secretary of Defense is the Executive Agent for the National Communications

System and the Executive Agent for the Government in all communications security

matters.

The Assistant Secretary of Defense (Administration) is the principal advisor to the

Secretary of Defense for National Communications Systems (NCS) matters, and is his

coordinator for all command and control communications.

The Assistant Secretary of Defense (Installations and Logistics) is the principal staff

assistant to the Secretary of Defense for transportation, telecommunications, petroleum and

logistical services. He develops both policy and technical guidance to insure the development

of compatible Department telecommunications systems and plays a predominant role in the

management of the Department's telecommunications resources.

The Assistant Secretary of Defense (Comptroller) is the principal advisor to the

Secretary of Defense in programming, budgeting and fiscal matters. His relationship with the

defense agencies and Military Departments extends across the entire financial management

field. The DCA and the Military Departments communicators work closely with the

ASD(C), for it is he who establishes and directs, in coordination with other OSD staff

elements, the functioning of the Department's Planning, Programming and Budgeting

System (PPBS), which is the mechanism by which Defense components obtain, first,

resource approval for updating their portion of the Five-Year Defense Plan and, finally,

dollar approval through the annual budget hearing procedures.

The Assistant Secretary of Defense (Systems Analysis) performs analytical functions

spanning the entire operation of the Department. In the telecommunications area he

performs studies and analyses of quantitative telecommunications requirements in light of

strategic missions, force planning, etc., and conducts cost effectiveness studies and reviews

communications requirements as a part of his responsibilities.

The Director of Defense Research and Engineering (DDR&E) has the basic

responsibility in the telecommunications area for the research, development, test and

evaluation of new communications techniques and equipment. In addition, by Secretary of

Defense direction, he is assigned the responsibility for planning, directing and supervising

the execution of technical support for the National Military Command Center (NMCC) and,

in that capacity, exercises supervision over DCA which provides the engineering and actual

technical support for the NMCS.

Lastly, the Assistant Secretary of Defense (International Security Affairs)

participates with DCA and the Military Departments when negotiations are required to

obtain overseas base rights for telecommunications facilities and activities.

At best, the fragmented responsibilities in the Office of the Secretary of Defense

generate difficulty in coordinating all of the individual considerations which may arise in an

issue, even on such an issue as a discrete weapons system. The problem is greatly magnified

when dealing with a commodity or service such as telecommunications which, by the nature

of its universality throughout the Department requires corporate management to optimize

costs and mission effectiveness.

Within the Joint Chiefs of Staff (JCS), as within OSD, the responsibility for the

overview of telecommunications matters is fragmented throughout several functional
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offices. And, of course, the Director of DCA reports through the JCS to the Secretary of

Defense.

(3) The Defense Communications Agency

The Defense Communications Agency (DCA), a separate agency reporting to the

Secretary of Defense through the JCS, exercises management control and operational

direction over aO telecommunications elements included in the Defense Communications

System (DCS). The DCS, and hence the management purview of DCA, stops at the

mainframe of bases, posts, camps and stations, a point considerably short of the total

system. This means that no one exercises R&D, planning, engineering and management on

an overall user-to-user basis for complex systems like AUTODIN, AUTOVON,

AUTOSEVOCOM, etc. DCA has little fiscal control of the DCS; for example, it is still

possible for money specifically programmed for the DCS to be unilaterally reprogrammed

by a Military Department to other purposes, without either the approval or concurrence of

the Director, DCA.

The Director of DCA allocates, reallocates and restores DCS service but does not

determine restoral priorities, that being a function of the JCS. Nor does the Director have

any command function over the DCS; the Military Departments have operating commands

who provide for installation, operation, maintenance and support of their assigned portion

of the DCS. The Director of DCA takes direct action, via his Defense Operations Control

Center (DOCC) in Washington and its area and regional centers, to satisfy requirements,

route and reroute circuits, authorize alternate routes, etc.

Additionally, the roles and responsibilities of the Director, DCA, have been

constructively expanded beyond the original boundaries. The Director now has these

additional duties:

(1) Acting as manager of the National Communications System (NCS), for

which the Secretary of Defense acts as the Executive Agent for the entire Government.

(2) Acting as system/project manager for the Defense Satellite Communications

System.

(3) Providing technical support for the National Military Command System

(NMCS).

(4) Providing centralized leasing of Department of Defense circuitry from

communications common carriers (but not the programming and budgeting for such leases).

(5) Implementing the automatic switched networks, including the Defense

Special Security Communications System (DSSCS).

(6) Acting as Chairman of the Military Communications-Electronics Board.

4. Research and Development (R&D)

The basic responsibility for R&D efforts lies with the Director of Defense Research

and Engineering. The Director of DCA exercises management direction over those R&D

activities of the Military Departments which directly relate to the DCS. The Military
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Departments directly manage all other R&D efforts under the guidance of DDR&E. The

R&D is either carried out in the Defense laboratories, or under contracts generally

administered by them.

Telecommunications R&D in the Army is primarily conducted at the several

laboratories at Fort Monmouth, New Jersey, which are under the command of the Army

Electronics Command, a major command of the Army Materiel Command. An electronics

R&D capability also exists at the Army's Electronics Proving Ground, Fort Huachuca,

Arizona, also under the command of the Army Materiel Command.

In the Navy, telecommunications R&D is carried out by one of two organizations:

the Naval Research Laboratories, under the Chief of Naval Research, or the Naval

Electronics Laboratory Center, under the Chief of Naval Materiel.

Telecommunications R&D in the Air Force is carried out primarily by the Rome Air

Development Center, an activity of the Air Force Systems Command.

C. Management

The most obvious weakness of the organization structure is the absence of unitary

management at the top level to assure effectiveness and efficiency from an overall

Department of Defense mission point of view, rather than from an individual Military

Department's point of view.

OSD is the only level of the management structure with overall Department of Defense

perspective which can be given sufficient authority to assure appropriate standardization,

compatibility and inter-operability among DCA and the Military Department elements of

telecommunications, while protecting the integrity of the mission requirements of the

individual combat, contingency and support commands. It is the only level in a position to

objectively balance mission capability and cost. This level should be restructured, and

staffed with appropriate expertise to provide effective staff management from a total

Department of Defense point of view of (1) all telecommunications resources and (2) all

operations and engineering matters relating to telecommunications.

In June 1970, a position of Assistant to the Secretary of Defense (Telecommunications)

was established. This ATSD(T) was assigned broad, consolidated functions and

responsibilities in the telecommunication area in response to the problems created by the

lack of single management from the OSD level. The responsiblities assigned to the ATSD(T)

are consistent with the conclusions of the Panel.

V-l The responsibility for defense telecommunication activities should be under the staff

supervision of the Assistant Secretary of Defense (Telecommunications). The Assistant

Secretary of Defense (Telecommunications) should be directed to review all defense

communications activities with the goal of eliminating inefficient duplication; specifically,

for example, those telecommunications activities of the existing Air Defense Command

(ADC) which can be effectively merged into other telecommunications operating activities

of the Military Departments. The Assistant Secretary of Defense (Telecommunications)

should also be directed to assure that each major element of the telecommunications

150

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



298

community in the Department generates professionally planned and managed education,

training and career development programs for its engineers, researchers and managers, both

civilian and military.

V-2 The responsibility for all existing and future defense long-haul transmission systems,

regardless of their current or intended use, should be assigned to the Defense

Communications Agency as part of the Defense Communications System, except those

vehicular and air transportable types when held as contingencies or while in temporary

deployment for active combat support. In addition, the Defense Communications System

(DCS) should be redefined so as to include base, post, camp and station telecommunications

in the United States and garrison (permanent) type installations overseas. The DCA should

also be assigned the fiscal control of DCS elements. The communications and electronics

officers of the Unified Commands should be under the operational and technical supervision

of the Defense Communications Agency.

V-3 The Air Force Ground Electronics Engineering Installation Agency (GEEIA) and the

telecommunications activites of the Strategic Air Command (SAC) should be merged into

the Air Force Communications Service (AFCS).

n. AUTOMATIC DATA PROCESSING

A. General

During the past decade the use of computers has expanded at an explosive rate. The

computer has become a part of almost every facet of business and industrial life and its

effectiveness has been universally accepted. Technological developments during this decade

include time sharing, remote job entry,* storage allocation and data protection,** and high

speed digital data transmission.

During the next decade, computer systems will undoubtedly continue to develop at a

rapid rate. It is anticipated that the larger computer systems in 1980 will have as much as

100 times the capacity of the largest system today, and that the medium-scale computer,

which is the backbone of the Defense Department's system today, will be substantially

*Remote Job Entry: The input or readout of data from locations geographically different than the computer, usually by

telecommunication, and additionally, in the case of time sharing arrangements, the activation and deactivation of the

program.

"Storage Allocation and Data Protection: The predetermined and programmed use of tape or disk storage, usually in time

sharing arrangements, where the activation and deactivation of the program and access to the tape or disk is protected by a

unique signal, known only to the user.
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replaced by a combination of the new, larger computers and small, desk-type computers.

Another major change will result from telecommunications between computer and

computer users. Indications are that most computers will be on-line with teleprocessing

capability by 1980. At the present time, the majority of the Department's computers cannot

be used in this mode.

The recent trend of unbundling* will affect the acquisition of automatic data processing

(ADP) equipment as each part of an ADP system will be available separately.

Another trend which will affect the acquisition of ADP equipment is that of the rising

software cost. The present systems have about equal investments in hardware and software.

By 1980, however, the software cost could be many times the hardware cost.

The Defense Department currently has approximately 2,800 computers (1.200 owned

by the Department, the others leased) which are used for general purpose data processing.

Thirty-six percent of these are considered to be incapable of performing efficiently by

current standards. This inventory consists predominantly of small and medium-size

computers with only 113 large second or third generation systems. In addition, it should be

noted that a large number of computers are used to considerably less than their capacity.**

The majority of management attention, with respect to ADP in the Department of

Defense, is directed toward justification, selection and acquisition of computers. Once the

equipment has been acquired, the management of the computers is by the Department's

component where the computer is installed.

The challenge which the Department continues to face is that of design and

development of standard Department-wide ADP systems. The history of ADP development

clearly shows the need for and benefit of, progressive standardization, at least for

compatibility. Standard systems were first introduced at the Command level, and were

followed by the development of Service-wide systems. Today's primary challenge is at the

Department of Defense level.

For example, at the present time, the Army is developing a system which encompasses

the Army Logistics Command function. The Air Force is currently working on an Advanced

Logistics System, which performs the same functions as the Army system. The Navy is

planning a redesign and updating of their Uniform Automatic Data Processing System,

which supports their key logistics functions. Many of the modules of these systems perform

almost identical functions, such as warehousing, shipping and receiving, inventory control,

etc. Software programming for each of these is costly and each independent modernization

step taken on the many separate programs involves unnecessary duplication and appears to

lock in more tightly the incompatibilities of die various systems. This same observation

applies to other functional areas, such as personnel management systems and base level

ation of system design, hardwire, software, support, training and maintenance aspects into independently

I and manageable elements.

"Inventory and usage data are reported by fiscal year to the General Services Administration (GSA), and included in their
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B. Hardware and Software System Design Capability

The Department is almost completely dependent on hardware manufactures for system

design* for hardware and software. Those individuals within the Department who are

competent in system design are scattered among the various components of the Department

and their efforts are directed primarily to other activities such as development of application

programs or information systems. The lack of in-house system design capability necessitates

placing a substantial load of system design work on potential vendors as a condition of

responding to Requests for Proposals. This condition has a tendency to limit responses to

the larger suppliers, and, even within this group, to those suppliers who assess their

competitive position as being very high. The net effect inhibits competition for hardware

procurements.

The lack of an in-house capability for hardware systems design deprives the Department

of the potential for improved efficiency and lower costs to be obtained from selection

among separately priced elements of a computer system available from commercial

suppliers, including independent peripheral manufacturers. This lack of capability also

prevents the Department from promoting a higher degree of separate pricing and increased

competition through the development by manufacturers of hardware elements with a

broader interface capability. The potential losses from this lack of in-house capability wfll

increase as the unbundling trend in the private sector continues. It is becoming increasingly

important for the Department to have a capability to develop interface standards. In the

continued absence of such a capability, the Department will be unable to keep its ADP

policy sufficiently flexible to anticipate and take advantage of continuing changes in the

ADP field.

There is no significant software systems design capability in the Department. Such

capability as exists is widely dispersed and focused on narrow spectrums, usually tied to

specific applications. As a consequence, no effective mechanism exists for development of

more flexible languages, compilers, executive monitors, data storage and retrieval software,

operating systems, translators and liberation programs, etc. Current practice makes the

Department highly dependent on hardware manufacturers for design of systems software.

The manufacturers have no incentive to provide increased flexibility to the Department

'Systems Design - Hardware

This activity includes the design of the overall computet hardware system. This design consists mainly of the selection

among equipment available from commercial suppliers including independent peripheral manufacturers. This activity will

establish the necessary interfaces required to interconnect the equipment available from different suppliers. It is not

anticipated that the Department will design its own hardware.

Systems Design - Software

This activity includes the design of basic systems software; i. e.. Compilers, Executive monitors, Data Storage and retrieval

software, "liberation programs," etc. It does not include applications programs or information systems.

In-House Capability

In-House capability to perform a function or task does not necessarily mean that the work be totally performed by

Department employees but that some of the Department's employees must be able to perform the task. Where work is

contracted to outside sources, the Department must have sufficient depth to evaluate the work of the contractor and make

selections among alternatives.
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which might increase the Department's independence of the supplier's particular machine

and increase Department-wide compatibility of ADP programs.

C. Justification and Selection of ADP Equipment

The justification and selection of computers by the Department of Defense is controlled

by procedures intended to assure that the computer is used for beneficial applications, and

that the selection process provides the necessary capability at the lowest cost and promotes

competition between vendors. The Assistant Secretary of Defense (Comptroller) and each of

the Military Departments has prepared documents which establish these procedures.

Systems specifications basically consist of detailed information concerning the

application which the computer will perform. This description can be as large as several

thousand pages and includes each input-output and file description, estimates of the number

of instructions in each program or sub-routine, the frequency of use of each sub-routine or

program, the number of characters in each record, and the number of records in each file.

The file descriptions also include whether the character is alpha or numeric.

If the computer is used for a new application, the effort required to complete the

selection documents can be as large as the effort required to actually prepare the programs.

The cost of this work is approximately the same as the actual cost of the equipment.

In addition to the descriptions of the inputs, outputs, and files, flow diagrams are

required for each program or sub-routine. The descriptions are also used to determine

whether a computer application should be approved. This system has not worked effectively

and its use causes delays of two-to-three years in the procurement of the computer. In the

past, the Department has even attempted to use this same procedure to obtain equipment to

be used for research and development centers.

These descriptions are sent to the computer manufacturers and they then propose to

provide equipment which will perform the work described and the Department often buys

the lowest priced proposed system.

A major difficulty involved in the justification and selection process is the time required

to complete the process and the difficulty of predicting the workload with sufficient

accuracy to select the ADP system which most adequately meets the requirements over the

life span of the equipment. The vast majority of estimates are lower than the actual

workload by the time the system is operational, and this causes the system to be too small

to perform all the required functions.

Perhaps the most serious flaw is that all this work is done to determine the best

computer system for one particular process. If a broader approach were taken, an entirely

different computer system might be able to accomplish that process and many others also

on a more efficient basis at no increase in cost.

In many cases, the selection is made by personnel who have no first-hand knowledge of

the workload, but depend entirely on the description of the applications.

This process has caused the Department some difficulties in the past, and in several cases

the computer equipment selected by this process has been too small to carry the workload

for even the first year. There is general agreement among Department personnel that the
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procedures are too complex and time consuming, and limit competition between vendors.

In an attempt to reduce the problems inherent in these system specifications, the

Department, at times, has used other means of computer selection. The primary alternative

has been the use of the benchmark. A benchmark is a typical computer workload, either

selected from the present computer workload or generated from a knowledge of the type of

work the new computer will perform. These benchmarks require less time and effort than

the system specifications to prepare, but they also require substantial investments by

potential vendors for programming, debugging, and machine time for running these

benchmarks. Difficulties result from the failure of most benchmarks to truly represent the

actual computer workload. The same problems of estimating the workload during the

system life exist for this method as exist for the system specifications approach. In general,

forecasting the future is difficult and most likely incorrect, and computer workload

forecasts are no exception.

The elapsed time between the preparation of the first documentation describing a

computer requirement and the installation of the equipment varies between a minimum of

two years and a maximum of six or more years. This time is used in the preparation of the

justification documents, the system specifications, soliciting bids from vendors, evaluating

proposals from vendors, and obtaining equipment. Often it is necessary to repeat one or

more of these steps.

The computer workload is a dynamic and changing requirement and often by the time

the computer has been installed, the workload is much larger and significantly different

from the one anticipated at the time the computer procurement began. The time required to

change the documentation is almost as long as the initial preparation. Therefore, often the

requirement is not updated during the procurement cycle and the system effectiveness may

not be as high as it could have been. If the Department is to have effective and efficient

computer support of its missions, the time delays in obtaining computer support must be

greatly reduced.

The current procedures result in major inefficiencies within the Department. The long

delay times in obtaining new or replacement equipment result in equipment being kept long

beyond its useful life. The determination of useful life should be based on the cost of

performing work on the equipment, not on the age of the equipment.

Another major effect of the present procedures is the installation of several small and

medium scale computers in the same geographical area. There are several locations which

have over 50 computers. These multiple computers can result in costs which are as much as

five times larger than would be necessary if a few large computers were used in a shared time

operating mode.

If the Department had a system design capability, as previously discussed, the

requirement for equipment could be stated in terms of the equipment's performance

characteristics, rather than the specific planned application. The justification would be of

the system, not of the individual equipment acquisitions, and the system could include

many specific applications by today's terms.

D. Overall Management

The basic problem is that the present organizational assignment of responsibilities for
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ADP policy formulation, management and operation is inadequate to insure the most

efficient and economical use of ADP either Department-wide, or within a Military

Department or Defense Agency. The organizational level of policy responsibility within the

Office of the Secretary of Defense (OSD) for ADP is too low to insure that required and

desirable policy changes are made and implemented consistently throughout the

Department. In addition, there is no single office charged with the responsibility for

long-range planning to keep policy abreast of industry development, and to provide

flexibility in Department policy to take advantage of evolving technological changes.

Neither is any office charged with the responsibility for periodic review of existing ADP

installations and operations or for minimizing the total cost of computers. Reviews are now

focused on requirement justification and procurements. A standard for measurement of

total ADP costs does not exist today, nor does the means of compiling such total costs for a

given ADP installation or operation.

Present assignment of policy responsibility for ADP in OSD takes inadequate cognizance

of the close technical and cost relationship of communications and ADP management. As a

consequence, the interface between ADP and communications is inadequate, and will

become increasingly inadequate as digital communications technology increases.

No office is charged with the responsibility to insure that research and development on

ADP done by the Military Services or Defense Agencies, or under contract with them, is

benefically utilized Department-wide.

In addition, with the major change anticipated in the next ten years with respect to

teleprocessing and digital data transmission, the management functions of telecommuni-

cations and ADP should be combined.

E. Other Factors

The following factors and resulting conditions contribute to the current problem within

the Department and could be substantially improved if overall management responsibility

were consolidated, if the Department developed a system design capability, and the

justification and selection procedures were revised.

1. Utilization rates (estimated 50-60%) of computers owned and leased by the

Department of Defense are low compared to those of industry. Low utilization rates are

primarily due to the following:

(a) The long lead time for ADP procurements makes desirable the acquisition of

growth capacity, but the specific applications orientation of requirements justification

inhibits design for growth capacity. As a consequence, it is largely impossible to plan orderly

matching of growth of requirements with growing capacity.

(b) Constraints on payment of overtime applied generally in the Department

inhibit resort to longer shifts and increased utilization, since no mechanism exists to balance

overtime costs against potential savings from increased utilization.

(c) Constraints on paying shift differentials, similar to those of paying overtime,

inhibit the resort to three shift operations to increase utilization rates.
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(d) Effective sharing between organizational elements is inhibited by existing

regulations, which permit a facility owner to charge an external (Department) user only for

direct charges and prevent the owner from charging rates based on total costs.

(e) Sharing is further inhibited by the orientation of procurement to specific

applications. When a computer system is purchased for a specific application, it is likely to

be the least costly for the specific application, and therefore, the least flexible for other

applications. Consequently, snaring of the computer system is inhibited by the limitations

of the computer system. This lack of flexibility of the system contributes to

under-utilization.

2. There currently exist no standards for determining total costs of ADP service,

within a given organizational element, a specific installation or Military Service, or

Department-wide. Cost calculations do not now include cost of invested capital,

depreciation estimates, elements of labor costs other than direct salaries, housing for

installations, base support of computer personnel, air conditioning, etc. It is consequently

very difficult to effectively make management decisions and trade-offs for existing and new

applications.

3. The numbers of skilled technical professionals in the ADP field needed to plan,

specify and design major applications are not available in the Department. The skilled

technical ADP professionals available within the Department of Defense are scattered among

several organizations within the various components of die Department. There do not

appear to be adequate plans for obtaining or training these professionals in substantial

numbers. In a rapidly changing technology such as ADP, personnel resources, in the absence

of intensive training, tend to become obsolescent at the same rate as hardware resources,

and a major effort is required to keep a staff current and competent.

In today's economy there are virtually no qualified ADP personnel who are

unemployed. Large commercial organizations find that they must hire the basic talent, train

it and specifically provide for keeping it current. The Department must determine the

number and types of qualified ADP personnel it will need and provide the training resources

necessary to assure their availability.

************************************************************************

V-4 The responsibility for defense automatic data processing should be under the staff

supervision of the Assistant Secretary of Defense (Telecommunications). The Assistant

Secretary of Defense (Telecommunications) should: (a) take the necessary steps to enable

the Department to develop an in-house capability for ADP hardware systems and software

systems design needed for proper management; (b) review proposed ADP activities and

monitor and evaluate on-going activities with respect to effectiveness of the utilization of

resources; (c) test through model programs the feasibility of computer services/centers

which could standardize and centralize the ADP system by functions (such as the major

Commands) and/or geographically, with the intent of determining both short-and long-range

ADP capability objectives; and (d) develop a training program for ADP specialists and a

career plan for ADP personnel.
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V-5 The procedures governing the justification and selection of computers should be revised

to require a statement of ADP equipment capability as opposed to specification of intended

application of the equipment.

m. Contract Studies

The purpose of contract studies is to provide a capability to the Department of Defense

which is not available internally, either because it requires scarce or special skills required

infrequently in any Departmental organizational element, or because independence and

objectivity are a special concern. Those organizations who regularly provide contract studies

frequently provide a transmission belt for ideas and information across the echelons of

defense organizations.

Accurate information on the nature and extent of contract studies within the

Department is difficult and often impossible to obtain. Large numbers of contract studies

are performed for various elements of the Department of Defense by both profit making

and not-for-profit private research organizations. There are, however, no central records of

the studies that are done. It is not possible to go to one place in the Department or even a

few places in each of the Services and get a tabulation of recent or on-going studies

including subject, purpose, significant findings, cost or an assessment of the quality of the

work.

There is no effective control of contract studies within the Department. While each

study must be justified to get funding, there does not appear to be, at any point, an

effective mechanism for establishing a relative need for the study, or for determining the

extent to which the subject area has been studied previously. It appears from reviewing

completed studies that many of them are not objective analyses to provide inputs to the

decision process, but are rather performed to support positions known to be held by the

contracting organizations.

The procedures used by the Department of Defense to contract for studies do not

provide adequate safeguards to assure that the Department receives value for its

expenditures. A study contract does not generally contain a stipulation as to the quality of

the study to be made. The organization that wants to contract for a study works with a

contracting officer, usually not a part of the organizational element wanting the study, and

provides the information and justification required for the contracting. After the contract is

let, the element for which the study is being done provides a technical representative who

represents the contracting organization in the substantive areas of the contract study. The

contracting officer and the technical representative frequently have little communication

after the contract is let. The technical representative often is not consulted before periodic

payments are made to the contractor. Most technical representatives are not familiar with

contracting procedures, and even if they see that the contractor is not performing and will

not produce a satisfactory product, they do not know what to do to protect the

Department's investment.

Contracts for analytical studies tend to be let on the same basis as hardware production

contracts. There is considerable evidence that they experience many of the same problems.
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The low bidder is not always the best equipped to make the desired analysis. One major

requirement should always be an objective analysis, but often contracts are let to

contractors who have a direct interest in the outcome. By bidding low, they buy

information which is used to obtain an advantage in a subsequent competition for hardware

or software production. The contracting officers make too little use of their authority to

exclude study contractors from subsequent production contracts.

The Federal Contract Research Centers (FCRCs) are a group of special nonprofit

organizations created during and since World War II. Each has a special relationship with

some agency of the Federal Government. There are currently 12 FCRCs under the

sponsorship of the Department of Defense, with annual funding totalling about S250

million. Based on their principal efforts, they are categorized as: (1) general and continuing

research and experimentation in support of military research and development; (2) systems

planning, systems engineering, and technical direction of systems development; and (3)

operations analysis, systems analysis, general advice and analysis, and long-range military

planning.

Originally every FCRC obtained all or most of its financial support from a single

sponsor, but some are now attempting, with varying degrees of success, to diversify - to

become less dependent on their Department of Defense sponsors, and in their view, less

vulnerable.

The close ties between sponsor and FCRC often prevent the sponsor from seeking study

assistance elsewhere to obtain work better suited to his immediate requirements. It would

be highly desirable to provide flexibility, whereby a sponsor could on occasion have research

done by another FCRC. That this would lessen the reliance of an FCRC on a single sponsor

could only be beneficial. It would soon be evident which FCRCs were strongest and they

would be encouraged to become capable of competing successfully within their own ranks.

Traditionally, there have been close relationships between most FCRCs and universities,

and unquestionably the forging of this link to the academic community was a major reason

for creating FCRCs. The changing attitudes of university administrations, faculties, and

students have already resulted in the severing of a number of long-standing university-FCRC

relationships, and others are in imminent jeopardy.

There is little doubt that each FCRC was, when created, the most effective or expedient

means of providing certain required capabilities to the Department of Defense. However,

both the needs of the Department and the character of some of the FCRCs have changed

substantially. The Panel believes that this is an appropriate time to reassess the special

relationship of each FCRC and its Departmental sponsor.

V-6 The Secretary of Defense should delegate to the Deputy Secretary for Evaluation the

authority to establish and enforce Department of Defense policies and procedures which

make it possible to account for all contract studies to reduce duplication, assure relevance,

and enhance quality. Specifically, the Deputy Secretary for Evaluation should:

(a) Establish procedures to review and validate requirements for contract studies.
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(b) Establish a central control record of contract studies to include subject, purpose,

cost, significant finding and an assessment of the quality of the work and the utility of the

product.

(c) Establish procedures for contracting for studies to provide adequate safeguards to

assure that the Department gets a product that is relevant and responsive to the

requirement; assure a close working relationship between the contracting officer and the

technical representative; and develop criteria for selecting contractors that will assure

competent and objective support to the Department.

(d) Review each Federal Contract Research Center sponsored by the Department of

Defense to determine on an individual basis which should be continued with substantially

their present form and mission, which should undergo significant changes, and whether any

may have outlived their usefulness as FCRCs. The study should also develop the means to

make collective FCRC capabilities more widely available to Department of Defense

sponsors.

TV. OFFICE OF CIVIL DEFENSE

In 1961 certain responsibilities for Civil Defense contained in the Federal Civil Defense

Act of 1950, as amended, were assigned to the Secretary of Defense by Executive Order

10952. These responsibilities are currently assigned to the Department of the Army and

specifically to the Office of Civil Defense (OCD).

The Act, as amended in 1958, includes in the Declaration of Policy the following:

"It is the policy and intent of Congress to provide a system of Civil Defense for the

protection of life and property in the United States from attack. It is further declared to be

the policy and intent of the Congress that the responsibility for Civil Defense shall be vested

jointly in the Federal Government and the several States and their political subdivisions. The

Federal Government shall provide necessary direction, coordination and guidance; . . . and

shall provide necessary assistance as herein authorized."

Except for a period in 1962-63 when the fallout shelter program was given a high

priority, the Civil Defense function has apparently been given little emphasis. There has

been, since 1961, considerable discussion about the effects of dividing the Civil Defense

responsibilities between the Executive Office of the President and the Department of

Defense. This question is presently being addressed by the Executive Office of the President.

The mission of the Civil Defense Organization is also being reviewed.

The present mission of OCD in the Department of the Army is essentially limited to the

development and execution of a fallout shelter program and a communications and warning

capability. The staff of OCD is divided roughly equally between the Army Department

headquarters and the OCD Regional Offices which work directly with the Civil Defense

organizations of the States and their political subdivisions. If, as a result of the present

review of Civil Defense by the Executive Office of the President, the Secretary of Defense

continues to be delegated responsibilities for Civil Defense, the Office of Civil Defense

should not continue as a part of the Department of the Army Secretariat. The Office of
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Civil Defense is primarily a line, not a staff, activity. Further, its mission is sufficiently

different from and independent of the missions of the Military Departments that it should

be established as an independent agency reporting to the Office of the Secretary of Defense.

The Office of Civil Defense, should it be retained in the Department of Defense, should

be converted into a Defense Agency (the Civil Defense Agency), and the Director thereof

should report to the Secretary of Defense through the Deputy Secretary of Defense

(Operations).*

V. EQUAL EMPLOYMENT OPPORTUNITY COMPLIANCE CM DEFENSE CONTRACTS

Executive Order (EO) 11246, "Equal Employment Opportunity," was issued on 24

September 1965 and amended by EO 11375 in October 1967. Among its provisions are

regulations (Part II) which require that government contractors and subcontractors take

affirmative action to ensure that applicants are employed and that employees are treated

during employment, without regard to their race, color, religion, sex or national origin. This

obligation applies to the entire company, and not just to the facility involved with the

specifically contracted item.

The contractors are also required under the Order to:

1. State in all job advertising that all qualified applicants will receive consideration

without regard to race, creed, color, religion, sex or national origin.

2. Give appropriate notice to the unions with which the contractor has a contract,

advising the union of the contractor's commitment under the Order.

3. Comply with the Order and all rules, regulations and orders of the Secretary of

Labor.

4. Furnish all information and reports required by the Order and permit access to

books, records and accounts by the contracting agency and the Secretary of Labor.

5. Make reference to these commitments in all subcontracts and purchase orders so

that such provisions shall be binding on each subcontractor or vendor.

The Order specified that the Secretary of Labor shall be responsible for the

administration of Part II and this function was in turn assigned to the Office of Federal

Contract Compliance (OFCC) which was established in January 1966.

The OFCC, among its various duties, designates which Federal agency will have contract

compliance responsibility for individual contractors, so that each contracting agency is not

required to separately administer the Order for every contractor with which it does business.

This designation has been made by using the grouping of industries according to the

Standard Industrial Classification (SIC) codes and the government agency designated is

known as the Predominant Interest Agency (PIA).

•See Recommendation 1-4.
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The Department of Defense is the PI A for the following eleven industries:

1. Ordnance & Accessories

2. Textile Mill Products

3. Apparel & Related Products

4. Leather Products

5. Primary Lethal Products

6. Fabricated Metal Products

7. Machinery (non-Electrical)

8. Electrical Machinery

9. Motor Vehicles & Equipment

10. Miscellaneous Manufacturing

11. Printing & Publishing Industries

In addition, the Department agreed to perform the compliance activity for the National

Aeronautics and Space Administration (NASA) which has been designated the PI A for

Aircraft and Parts and Business Services.

The organizational assignment within the Defense Department for this area of

responsibility has evolved over the years. Prior to October 1965, each of the Military

Departments had its own separate contract compliance unit. There was also a

Department-wide compliance unit for common-items procurement in the Defense Supply

Agency (DSA). Each unit was organized and operated independently with its individual

policies and procedures, causing a wide variance in implementation.

In November 1965, the contracts compliance programs were consolidated under the

Assistant Secretary of Defense (Manpower and Reserve Affairs).

A second reorganization of the Department's contract compliance function was made in

July 1967. It removed operating responsibility for contract compliance from the

ASD(M&RA) and reassigned that responsibility to the Defense Contract Administration

Service (DCAS, a component of DSA) which is responsible for the Department's contract

management functions. This transfer was not a complete shift of responsibility. It did not

include policy direction and guidance, which was retained by the ASD(M&RA).

The compliance review is the method of examining the Equal Opportunity Program of a

contractor. The Contract Relations Specialists, usually GS-13s, begin a compliance review

by conducting a community survey. Community surveys involve examining local labor

market conditions with persons such as Urban. League employment specialists,

representatives of the local chapter of the National Association for the Advancement of

Colored People (NAACP), officials of the state employment service, local religious or

90-185 0 - 88 - 11
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community service leaders familiar with minority group job prospects, and spokesmen for

organizations representing Mexican-Americans. Assuming that the review is not of a large

facility where a team approach is required, the reviewer ordinarily spends four-to-five days

in the contractor's locale, with the first day or half-day devoted to the community survey.

The initial visit to the job site is usually devoted to general discussions with the plant

manager or the industrial relations director regarding die contractor's equal employment

opportunity posture and recent affirmative action efforts. The specialist generally will have

familiarized himself beforehand with the employer's latest employment data. Following the

initial discussions, most specialists tour the contractor facility with a representative of the

contractor. Subsequent discussions with the contractor deal in specific terms with major

problem areas and whatever affirmative actions must be taken to place and upgrade larger

numbers of minority group workers. The contractor and the specialist then draw up an

agreement on new or accelerated affirmative action steps.

In May 1966, OFCC adopted a government-wide program of special compliance reviews

called "Pre-A ward" reviews. On all contracts and subcontracts of $1 million or more, the

OFCC requires that there be a comprehensive review of the potential recipient's

employment system before the contract is awarded and that it not be awarded until the

contractor is adjudged to be in compliance with the Order. Full reports on all pre-award

reviews must be transmitted to the principal contract compliance officer of each contracting

agency, which is required to transmit the report to the OFCC within thirty (30) days after

the award is made.

The Department of Defense is the Predominant Interest Agency and/or responsible for

review of 14,000 contractor facilities. OFCC Order No. 1, dated 24 October 1969, requires

that by the beginning of fiscal year 1971, at least fifty percent of the assigned faculties will

be reviewed annually. DCAS currently has a field staff of 149 persons (110 professional and

39 clerical). It is estimated that approximately 450 additional persons (345 professional and

105 clerical) will be needed for the Department to fulfill its review responsibilities.

The aspect of the Department's Contracts Compliance program which causes the most

concern is the apparent conflict of the Equal Employment Opportunity and the

procurement missions within DCAS. Procurement officers appear to view the contract

compliance requirement as a hindrance in performing their primary procurement function.

Since the contracts compliance program is essentially an audit function, the apparent

conflict seems to be in the fact that the procurement people are auditing themselves. This

conflict could be reduced by relieving the procurement people of the potential trade-off

decision which might compromise the Equal Employment Opportunity requirements.

There are additional means, of course, of advancing the general objectives which

underlie the Equal Employment Opportunity Contracts Compliance Order. There should be

equal opportunity for employment for all races by contractors producing for the

Department of Defense, but it is just as important that all persons have an equal

opportunity, regardless of race, to be employers who contract with the Department of

Defense. Procurement policies should not show preference to prospective contractors either

on the basis of race, size or age of the prospective contractor as a business entity, among

those capable of performing the needed service or supplying the needed materiel.
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V-7 The Equal Employment Opportunity policy direction and guidance responsibility

within the Defense Department should be under the staff supervision of the Deputy

Secretary for Evaluation. A restudy and clarification of the requirement of the Office of

Federal Contract Compliance and the penalties for noncompliance for the guidance of the

Defense Contract Audit Agency and Defense Contractors should be obtained.

V-8 The implementation of the contract compliance program within the Defense

Department should be assigned to the Defense Contract Audit Agency (DCAA). In order to

fulfill its assigned annual review of contractors facilities, additional professional and clerical

personnel should be assigned to DCAA.

V-9 Procurement policies should be so formulated as to insure that there is no impediment

to participation by prospective contractors with the capability to perform, regardless of the

race or size of the prospective contractor, or the period which the prospective contractor

has been in business.

********»************»*»***»*»♦*******»**»*****»***»*****#**»»*******»**

VI. EQUAL EMPLOYMENT OPPORTUNITY WITHIN THE DEPARTMENT OF

DEFENSE

In recent years, considerable high level official attention has been directed at the matter

of the Equal Opportunity Program of die Department of Defense. The matter has been

studied in depth by, for example, the President's Committee on Equal Opportunity in the

Armed Forces (die GeseD Committee), appointed by President Kennedy in 1963. Executive

Orders and Secretary of Defense Directives have been issued by each recent President and

Secretary of Defense, down to and including the present administration, which set forth

comprehensive programs for assuring equal opportunity.

The record of implementation, however, leaves much to be desired. In fact, the

responsibility for implementation is so diffused that in some areas it has proved to be

ineffective.

Studies of the actual numbers of minority groups in various grades of both the civilian

and military indicate that the percentages are far below what the Department of Defense

considers to be reasonable in the companies with which the Department makes contracts for

goods or services. This is particularly true in the officer group in the military and the civilian

super grades.

One area which calk for special attention is the relatively small percentage of minority

officers in the Military Services. As shown in the appended tabulation, the number increased

from 6,351 in 1965 (1.9% of the total), to 8,595 in 1969 (2.11% of the total). There was a

decrease in the number and percentage of Negro officers in grades 0-1 and 0-2, but an

increase in each higher grade. (See Table A).

Somewhat the same situation is shown in the statistics on enlisted personnel - a decline

164

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



312

TABLE A - NEGRO PARTICIPATION IN THE ARMED FORCES BY GRADE (AGGREGATE)

(1969, 1967, 1965)

1965

1967

1969

Totol

N.„o

(X)

Totol

Nogro

(%)

Total

Nogro

(%)

07-10

1,310

1

(0.1)

1,330

1

(0.1)

1,338

2

(0.1)

06

16,480

25

(0.2)

17,547

47

(0.3)

18,190

90

(0.5)

05

34,734

23S

(0.7)

43,095

534

(1.2)

43,887

880

(2.0)

04

57,707

1,050

.(1.8)

67,392

1,742

(2.6)

68,259

1,851

(2.6)

03

105,742

2,634

(2.5)

105,313

2,484

(2.4)

115,803

2,991

(2.6)

02

59,124

1.112

(19)

62,093

1,309

(2.1)

70,672

1,094

(15)

01

46,783

951

(2.0)

80,726

1,605

(2.0)

58,893

875

(1.5)

WO

16,178

340

(2.1)

24,582

613

(2.5)

30,790

812

(2.6)

Totol

338,068*

6.351

(1.9)

402,078

8,335

(2.1)

407,847***

8,595

(2.1)

E-9

14,068

287

(2.0)

16,390

448

(2.7)

16,687

578

(3.5)

E-8

36.111

1.447

(4.0)

42,563

2,352

(5.5)

44,886

2,959

(6.6)

E-7

120,187

6,453

(5.4)

144,421

11,607

(8.0)

157,906

15,617

(9.9)

E-6

235,300

21,290

(9.0)

281,808

34,445

(12.2)

291,690

291,690

(13.1)

E-5

409,583

52,702

(12.9)

473,641

55,580

(117)

495,371

52,625

(10.6)

E-4

471,339

55.161

01.7)

733,903

71,641

(9.8)

710,758

63,197

(8.9)

E-3

546,315

58,553

(10.7)

691,646

57,463

(8.3)

521,744

48,128

(9.2)

E-2

369,524

39,229

(10.6)

329,267

31,802

(9.7)

371,813

36,395

(9.8)

E-l

302,860

28.167

(9.3)

268.466

29,702

(11.1)

265,690

19,604

(7.4)

Gr. Unk**

177

10

(5.6)

134

17

(12.7)

Totol

2,505.464

263,299

(10.5)

2.982.105

295,040

(9.9)

2,876,679

277,129

(9.6)

Grand

Total

269.650

(9.5)

3.384.183

303.375

(9.0)

3,284,526

285,724

(8.7)

'Includes 10 Army officers with grade owd roc* unknown.

* * Army only.

""Include* 15 Army officers with grade and race unknown.

Source: Reports compiled by the Office of the Deputy Assistant Secretary of Defense (Civil Rights), 20 April 1970.
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in the lower grades and an increase in grades E-6 and higher.

Effective implementation of the equal opportunity program of the Department can only

be secured through personal and continued intervention by the Secretary, to the extent that

all personnel of the Department become conscious of his scrutiny of the progress at all

levels. The Secretary's intervention can take the form of requiring evaluations, frequent

periodic reports and recording his satisfaction or dissatisfaction with the progress. A record

of complaints and their dispositon could be required by the Secretary. The Secretary should

take whatever steps are needed to assure substantial improvement in the trends - in number

and percentage of minority employment at all levels.

The accession of more officer personnel from minority groups would be implemented

by increasing ROTC programs in predominantly Negro colleges.

Another useful approach lies in an expansion of the Junior ROTC program in the high

schools. In this way, an opportunity would be provided young men, including minority

children who come from broken homes, to get constructive training in leadership and

discipline.

The entire approach to handling complaints of discrimination, and the procedures

pertaining to their handling, need a review within the Department. Such a review must

naturally consider, especially with regard to civilian employees, similar problems and

programs in other branches of the Federal Government. If it is found that general policies

conflict with policies or programs appropriate to the Department of Defense, appropriate

changes in such general policies should be recommended.

If any general comment could be made concerning the existing overall Equal

Employment Opportunity Program in the Department of Defense, it would probably be

that it lacks central coordination and is designed for reaction rather than action. The

tendency is to react defensively, or even more self-defeating, to attempt to disprove the

complaint rather than learn what caused it and take appropriate steps to reasonably insure

that other such complaints are not likely to occur. It does not lend itself to the insight

which would cause introspection at all levels into why situations exist and what can be done

to overcome and improve them.

Perhaps the most important part of an effective Equal Opportunity Program is the

attitude of recruiters and supervisors. It does little good for the top people, no matter how

sincere, to enunciate an equal opportunity policy, if a member of a minority group is

greeted with a hostile attitude in the recruiting or personnel office, or with a supervisor who

is unsympathetic to his human needs and aspirations to be given an equal opportunity for

promotion all the way up the line.

Changes in attitudes in these areas are not likely to just happen - even if the President's

or the Secretary's directives and messages get through, which is by no means certain. An

intensive and effective training course is needed, to teach recruiters, noncommissioned

officers, officers, and civilian supervisors the importance of helping minority groups and

their white associates get along with each other.

To be effective, the responsibility must lodge in the regular line organization, not in

some outside structure, and supervisors must realize that their own success in accomplishing

these goals will have an important part in determining their own progress within the
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Department of Defense. They must also appreciate that it is important not only for all such

people as individuals, but also for the successful accomplishment of their mission and for

the attainment of the Nation's basic goals.

This lodging of responsibility in the regular line organization does not conflict with the

need for using professional equal opportunity personnel to design programs and advise the

line organization, including OSD, regarding evaluation and monitoring of the programs.

While specialized equal opportunity personnel are used to some extent in the

Department of Defense, many personnel who have equal employment opportunity

responsibilities have no training or experience to qualify them for the positions at the time

they are assigned. For the most part, this is an on-the-job training program. In some cases,

the equal employment opportunity responsibility is an additional responsibility for

personnel who have no interest in promoting the program.

V-10 An immediate evaluation should be directed by the Secretary of Defense as to the

extent of minority employment and promotion in all areas of the Department; each

administrative unit should be required to make frequent periodic reports to him of their

progress in both qualitative and quantitative terms. The Secretary should personally review

the trend of employment of minority employees at all levels, let it be known that he is

personally doing this, and record with each unit his satisfaction or dissatisfaction with the

progress made.

The Secretary should direct his staff to:

(a) Review the field of complaints in the military and civilian areas and the

procedures set up for fair and expeditious dealing with them, and

(b) Establish an on-going affirmative action program to discover the reasons for

complaints, remove them, and make sure that minority groups are in fact recruited and

promoted on an equitable and nondiscriminatory basis.

Job descriptions should be established for equal opportunity personnel at all appropriate

grade levels, and a career or progression ladder should be provided for equal opportunity

personnel with appropriate grade structure commensurate with other priority programs.

V-ll Executive Orders and Department of Defense Directives with respect to matters of

equal employment opportunity for Department of Defense military personnel, civilian

employees and contractors, as set forth in the existing comprehensive programs for insuring

equal opportunity, should be administered from a sufficiently high organizational level in

the Department to assure effective implementation, and the procedures for assessing

penalties for non-compliance should be reviewed and clarified.
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VH. INDUSTRIAL RELATIONS

The labor and union-relations policies of the Department of Defense, both as to its own

employees and its relations with the policies of employers with whom the Department has

procurement or other contracts, are determined primarily by the policies applicable to the

entire executive department of the Federal Government.

As this is such a vast field, and as it is not peculiar to the Department of Defense, the

Panel did not study it in depth. However, to present a rounded picture, a few comments

seem called for.

First, it is obvious that the Department of Defense could not operate efficiently without

the whole-hearted cooperation of its own employees and the employees of its contractors. It

must also do its part to maintain good relations with unions, whether they represent their

own employees, employees of their contractors, or other employees whose cooperation is

essential to the operations of the Department - such as transportation and construction

workers.

Second, the Department of Defense is involved in such a large percentage of the

contracts entered into by the Federal Government, that the Department's actions and

attitudes have an important bearing on the relationships with labor of the Government as a

whole. If it wants the cooperation of labor - working people and their unions - as it must, it

is necessary, in turn, for it to be sensitive to the attitudes of labor.

Third, while the Department of Defense must operate under the terms of legislative

mandates, executive orders of the President, rulings of the Comptroller General and others,

it has the responsibility to point out to the appropriate authority any circumstances which

seem to call for changes in existing procedures.

A number of cases were noted in which representatives of organized labor complained

that the Department was contracting with employers who seemed to be deliberately

thwarting national policies prescribed by Congress and the President. The Department

replied that under existing regulations it could not on these grounds legally disqualify a

prospective supplier.

V-12 The Department of Defense, although not expected to act as enforcement agency of

national labor laws, should support any appropriate action that would permit more

flexibility in such matters, so that contracts could be withheld from companies that have

been determined by appropriate authority to have flagrantly, deliberately, and repeatedly

violated expressed national labor policy. At the same time, the Department should not use

its contracting powers to help or hurt any party involved in a union representation question,

a collective bargaining agreement, or an inter-union dispute.

***************************,. ********************************************

V-13 The objective of the Department of Defense, in determining wage rates for its own

employees around the country, should be to have its rates fair and competitive with the
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wage rates of private employers for employees of comparable skills.

VIII. DOMESTIC ACTION

The Department of Defense is so large that it cannot ignore the significant impact it has

on the economy of the country. On the other hand, its basic responsibility of assuring the

security of the nation is so vital, that it must be careful not to dilute its energies in other

activities, however important. .

There are areas where the Department is especially well-equipped to be helpful to

minority groups. Two examples are:

First, the junior ROTCs at the high school level provide an excellent opportunity to give

disadvantaged children, at their option, a chance to make up for the opportunities many of

them have missed because they come from broken homes, and have not had the advantages

of parental attention, training, leadership, and discipline.

Second, unused areas on defense installations in central city areas offer a possible

opportunity to help offset the lack of open space and adequate physical facilities that limit

the recreational resources available to minority youth in their areas. School facilities are

usually unavailable at times other than school hours due to fear of vandalism. Yet, physical

exercise and planned recreational activity are needs of youth everywhere.

The use of recreational facilities is the most direct approach to counseling of minority

male youth. Experiences of the educational system and the sports world appear to support

those who contend that youth who are hard to reach by authority figures respond well to

competitive events and to the coach. A test should be made of this hypothesis by combining

certain educational and social counseling with such activities.

Two possibilities for making such facilities available are: (1) use of unused areas on

defense installations in central city areas; and (2) cooperative use of school playground

facilities in after-school hours.

Such projects might more properly be within the province of the Department of Health,

Education and Welfare (HEW). The Department of Defense's role, at least at the outset,

might be to cooperate with HEW and the Office of Economic Opportunity to get such

programs under way.

************************************************************************

V-14 The Department of Defense should explore the possibilities of its making a

contribution to community betterment through the expansion of junior ROTC and by

making available unused areas on defense installations in or near central city areas for

recreational use of minority youth.
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V-15 A careful study should be made as to how the successful techniques developed by our

armed forces in Vietnam to help rebuild communities could be applied to working with

minority and other disadvantaged groups in this country, particularly in areas near military

installations in central city and distressed rural areas.

IX. DEFENSE ATOMIC SUPPORT AGENCY

The Defense Atomic Support Agency (DASA), with its present organization and

functions, represents an evolutionary growth of the Aimed Forces Special Weapons Project

(AFSWP), which was established in January 1947. AFSWP was a necessary consequence of

the Atomic Energy Act of 1946, which terminated the Manhattan Project and created the

Atomic Energy Commission. Established by a joint directive of the Secretary of War and

Secretary of the Navy, AFSWP was described therein as "... a joint Army-Navy, atomic

energy organization which will discharge all military service functions relating to atomic

energy ..." With the formation of the U. S. Air Force later in 1947, AFSWP became

tri-service; however, its mission and functions were unchanged. In 19S9, AFSWP was

redesignated the Defense Atomic Support Agency. The Director, DASA, reports to the Joint

Chiefs of Staff for military command, to the Secretary of Defense for technical matters, and

has direct liaison with all Department components, the Atomic Energy Commission, and

certain other organizations.

When AFSWP was established as an interdepartmental agency, the individual services

had no capabilities in the nuclear field, and atomic warfare was a new and mysterious

activity. Initially, AFSWP consisted of those Army and Navy personnel who had been on

duty with the Manhattan Project. During the years since then, the Services have achieved

substantial capabilites, as the use of nuclear power has expanded and as nuclear weapons

programs have grown.

Originally the AFSWP-DASA charter was very broad (**... discharge all military service

functions relating to atomic energy ..."); however, this mission has been modified and

reduced in scope from time to time during the intervening years. Early directives generally

limited its functions to providing technical, logistics, and training support to the Services in

the field of nuclear weapons. However, the 1959 charter establishing DASA as an

independent activity reporting to the Secretary of Defense through the Joint Chiefs of Staff

also assigned it the function of supervising defense nuclear weapons test activities.

Department Directive 5105.31 prescribes the current mission of DASA, which has

remained substantially unchanged since 1964. According to this charter, DASA is to provide

support to the Secretary of Defense, the Joint Chiefs of Staff, the Military Departments,

and such other Department components as may be appropriate, in matters concerning

nuclear weapons, nuclear weapons effects, nuclear weapons testing, and such other aspects

of the defense nuclear program as may be directed by the Secretary of Defense. The

Director, DASA, is responsible for the consolidated management and direction of these

nuclear programs, and also for providing staff advice and assistance to them and other

related nuclear matters to the Secretary of Defense, the Joint Chiefs of Staff, the Military

Departments, and other Department components as appropriate.
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The Charter also provides that staff supervision of DASA for the Secretary of Defense

should be exercised by the Joint Chiefs of Staff, the Director of Defense Research and

Engineering, and the Assistant to the Secretary of Defense (Atomic Energy).

By 1952, AFSWP had reached its peak strength of more than 11,000, which included

about 1,800 civilians. When DASA was established as an independent Defense agency,

strength had declined to about 8,800, and it has been diminishing fairly steadily since that

time. At the end of FY 1970, DASA wfll have slightly more than 4,000 assigned. This

reduction has been almost exclusively in military personnel; civilian strength has remained

remarkably stable over two decades.

Currently DASA consists of a Headquarters located in the Washington area and four

subordinate commands, as follows:

— Field Command: Sandia Base, New Mexico

— Joint Task Force Eight: Sandia Base, New Mexico

— Test Command: Sandia Base, New Mexico

— Armed Forces Radiobiology Research Institute (AFRRI): Bethesda, Maryland.

Joint Task Force Eight, which in recent years has been maintained as a nucleus for a

task force to conduct atmospheric nuclear tests, if resumed, is scheduled to be deactivated

on 30 June 1970.

Unquestionably some elements of DASA are assigned to it simply because DASA exists.

If DASA did not exist they would just as readily, and often more logically, be a part of

some other organization. Two examples are cited below:

1. The Armed Forces Radiobiology Research Institute (AFRRI). AFRRI was chartered

in 1961 as a joint agency of the three military departments, subject to the authority,

direction, and control of the Secretary of Defense and under the management control of the

Secretary of the Navy. In 1964, AFRRI was assigned to DASA as an operational field

element. As a medical research laboratory, it would more properly be under the joint

control of the Service medical elements.

2. Sandia Base Army Hospital. This hospital is under the operational control of and is

budgeted for and funded by DASA. It is staffed and operated in accordance with the

directives of the Surgeon General, Department of the Army, and does not provide any

services that are peculiar to the DASA mission. There seems to be no good reason why this

hospital should not be transferred to the Army.

Department Directive 5105.31 sets forth a large number of functions which DASA is

charged with performing. The Director, DASA, has indicated that he considers the following

to be the most important functions now assigned to DASA:

a. Research and testing of nuclear weapon effects;

b. Support of limited Test Ban Treaty Safeguards;
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c. Coordination for die Department with AEC on nuclear weapon research,

development, production, surveillance, and testing;

d. Formulaton for JCS of requirements for development of new nuclear weapons;

e. Management of national nuclear weapon stockpile;

f. Nuclear weapon storage and maintenance; and

g. Nuclear weapon technical training.

Coordination and management of the research and testing of nuclear weapons effects

clearly require joint attention. These functions currently account for about 75% of DASA's

funds. It should be noted, however, that DASA does not perform in-house research, but

rather contracts for it, based upon service-generated requirements. Testing could be done by

individual Services, but this would undoubtedly be inefficient. It would be more appropriate

and efficient for DASA's test functions to be transferred to the Defense Test Agency.

Supporting limited test ban treaty safeguards currently requires only a small amount of

effort and the program is being deemphasized.

DASA is unnecessary as an overall Department coordinator with the AEC. The Services

should coordinate directly on matters concerned with their individual weapons

development, and the Assistant to the Secretary of Defense (Atomic Energy) should

coordinate for the Office of the Secretary of Defense. The formulation of requirements for

the development of new weapons could and should be done by the combatant forces. DASA

constitutes an unnecessary channel which can only contribute to delays and

misunderstandings.

In its responsibility for nuclear stockpile management, DASA provides operating

elements to the Organization of the Joint Chiefs of Staff which function as an integral part

of the National Military Command System. In addition to maintaining information on the

status and location of nuclear weapons, these elements have been assigned the responsibility

for collecting and displaying information regarding the Single Integrated Operational Plan,

both as to the plan and the results of its execution. They also have other functions that fall

entirely within the current responsibilities of the Joint Chiefs of Staff in their delegated role

as operations staff for the Secretary of Defense.

Nuclear weapons storage and maintenance can be adequately done by the individual

services. No special agency is required for this function.

Nuclear weapons technical training can also be adequately conducted by the individual

Services - and, in fact, most of it is now being so conducted.

The Defense Atomic Support Agency should be disestablished and its current

responsibilities and functions, to the extent that they should be continued, reassigned to

other elements of the Department as appropriate.*

•See Recommendation 1-9.

172

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



320

X. THE MILITARY INDUSTRIAL COMPLEX

Among the more relevant issues which bear on many facets of the Panel's study are the

role, the sufficiency and the incentive of the industry on whom the national defense is

dependent.

The so-called "military-industrial complex" has become a matter of major concern to

Americans in the decade since President Eisenhower named and described it in this excerpt

from his farewell address to the nation in 1961:

"Now this conjunction of an immense military establishment and a large arms

industry is new in the American experience. The total influence - economic, political, even

spiritual - is felt in every city, every state house, every office of the Federal Government.

We recognize the imperative need of this development. Yet we must not fail to comprehend

its grave implications. Our toil, resources and livelihood are all involved; so is the very

structure of our society.

"In the councils of Government, we must guard against the acquisition of

unwarranted influence, whether sought or unsought, by the military-industrial complex. The

potential for the disastrous rise of misplaced power exists and will persist.

"We must never let the weight of this combination endanger our liberties or

democratic processes. We should take nothing for granted. Only an alert and knowledgeable

citizenry can compel the proper meshing of the huge industrial and military machinery of

defense with our peaceful methods and goals, so that security and liberty may prosper

together.

"Akin to, and largely responsible for the sweeping changes in our industrial-military

posture, has been the technological revolution during recent decades.

"In this revolution, research has become central; it also becomes more formalized,

complex, and costly. A steadily increasing share is conducted for, by, or at the direction of,

the Federal Government.

'Today, the solitary inventor, tinkering in his shop, has been overshadowed by task

forces of scientists in laboratories and testing fields. In the same fashion, the free university,

historically the fountainhead of free ideas and scientific discovery, has experienced a

revolution in the conduct of research. Partly because of the huge costs involved, a

government contract becomes virtually a substitute for intellectual curiosity. For every eld

blackboard there are now hundreds of new electronic computers.

"The prospect of domination of the nation's scholars by Federal employment,

project allocations, and the power of money is ever present - and is gravely to be regarded.

"Yet, in holding scientific research and discovery in respect, as we should, we must

also be alert to the equal and opposite danger that public policy could itself become the

captive of a scientific-technological elite.

"It is the task of statesmanship to mold, to balance, and to integrate these and other

forces, new and old, within the principles of our democratic system - ever aiming toward the

supreme goals of our free society. "...
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This quotation is often referred to out of context - almost always omitting the

sentence: "We recognize the imperative need for this development." Also, the

"military-industrial complex" has become the "military-industrial-labor-academic complex."

Clearly our national defense capability is contingent on the vigor of our industrial research,

development, and production capability.

A significant consideration in shaping overall national defense policy should be to

endeavor to create or maintain adequate, but not excessive, incentives to assure that

industrial contractors exist who are willing to compete for defense business, recognizing that

the participating contractors must be able to compete for manpower and capital. This is

particularly necessary in fields of advanced technology, where substantial research and

development costs must be incurred, sometimes without a high probability for a successful

result. On the other hand, it must be recognized that in some industrial fields, there has

been and is now an excess industrial capacity and .number of prospective contractors

competing for particular types of defense business.

The very size of our military budget inevitably has a massive effect on our society as a

whole and its traditional goals. While as a percentage of Gross National Product, the military

budget has been generally declining,* it still represents large sums.

The Panel has not been asked to examine the level of military expenditures, nor is it

qualified by composition or study to offer advice on this critical matter, but we believe it is

our responsibility to comment on other interfaces between the Department of Defense and

defense industry that have given rise to concern, namely: (1) the need for effective civilian

control; (2) the size of profits under defense contracts; and (3) conflicts of interest.

(1) The most important of these is the need for effective civilian control, so that any

tendency of a "military-industrial complex" to expand beyond the levels necessary for the

security of the country can and will, in fact, be curbed. The recommendations in this

Report considered this concern and were aimed at reassuring that the decision-making

powers are in the hands of the duly constituted civil authorities in the legislature and

executive branches of the Federal Government.

(2) Concern with the military-industrial complex often appears to be founded on a

belief that defense contractors make large profits, and that the desire for profits leads them

to press for ever larger defense budgets.

Some years ago, there were instances of excessive profits on defense contracts.

However, the rate of profits has been declining and there are now instances where profits are

abnormally low or non-existent. In recent years, the only conclusion that can be reached

from available evidence is that no charge of generally excessive profitability can be

supported. Furthermore, renegotiation requirements applicable to defense contracts afford

reasonable protection against possible excessive profits.

Profits, which constitute the principal incentive for industrial organizations, cannot

be effectively adjusted to influence the level of competition for defense business by an

approach based only on the average profits of large contractors or small contractors. The

•1955,10.9%; 1960, 9.1%; 1965, 7.5%; 1970, 8.2%; projected for 1971, 7.1%.
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approach must deal both with the level of profits for all industry necessary to compete for

capital, and the level of profits in each particular industrial field.

To formulate such a policy will not be easy; but the attainment of the objective can

never be reached unless the first step is taken, which is to make the adjustment of incentives

for industry to compete for defense business a continuing consideration in forming overall

defense policy. In addition, of course, there must be careful monitoring of the profit level

on individual contracts to make sure that the levels are not generally higher than necessary

to attract the number of contractors, large and small, needed to fulfill the requirements.

To keep the whole subject in perspective, it is important to note that the amounts paid

for research, development, and procurement are large in dollars, but still represent only a

portion of the total defense budget. Even within this portion, profits are a relatively small

proportion of the costs - less than K)%. Too much attention to profits can divert attention

from the much larger elements of costs, quality, and performance. Costs other than profits

can vary much more than the entire amount of defense profits, depending on the

productivity of defense contractors and the effectiveness of their management and of the

management of the Department of Defense. Implementation of the recommendations made

in these latter areas can, it is believed, result in large savings over a period of years, and at

the same time produce improvements in quality and performance.

(3) A full discussion of the subject of conflicts of interests follows in Chapter VI.

XI. EXTERNAL RELATIONS OF THE DEPARTMENT OF DEFENSE

The activities of the Department of Defense, and its relationships to other parts of the

Executive Branch, the Congress, the general public and to representatives of foreign powers

require a continuing, significant level of attention and manpower of the Department.

Relations withtn the Executive Branch

The reinstitution of a formalized National Security Council (NSC) process has had a

significant impact on the Department of Defense.

The stated purpose of the NSC process is to establish, through a series of national

security policy studies on major issues, all the pertinent facts, complete with pros, cons, and

costs, to bring to the President a full range of choices. To accomplish the studies directed by

the NSC, the Departments, and particularly the Department of Defense, must provide

masses of information, and also provide representation on the working groups of the NSC.

In T969, a total of eighty-five National Security Study Memoranda (NSSMs) were issued.

The Assistant Secretary of Defense (International Security Affairs) is assigned primary

responsibUty for the interface of the Department of Defense with the National Security

Council, and for providing staff support to the Secretary of Defense in his role as a member

of the NSC, and to the Deputy Secretary of Defense in his role as a member of the Under

Secretaries Committee.

In October 1969, the Defense Program Review Committee (DPRC) was added to the

NSC system. DPRC membership consists of the Assistant to the President for National

Security Affairs (Chairman), the Under Secretary of State, the Deputy Secretary of Defense,

the Chairman of the Joint Chiefs of Staff, the Director of Central Intelligence, the Chairman
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of the Council of Economic Advisors and the Director of the Bureau of the Budget.

Although its operational functions and procedures are not yet clear, one of the DPRC's

stated purposes is to aggregate and relate the demands on national resources from the

private sector, and from both the domestic and foreign military areas of the public sector. It

is generally assumed that the DPRC will conduct a broad examination of proposed defense

programs for future fiscal years some time before these programs are jointly reviewed by the

Department of Defense and the Bureau of the Budget.

Although the DPRC is a part of the NSC system, the Assistant Secretary of Defense

(Systems Analysis) is currently assigned responsibility to provide staff support to the

Deputy Secretary of Defense in his role as a member of the DPRC.

The Joint Chiefs of Staff (JCS), in practice, are represented separately from the

Department of Defense, throughout the NSC structure. This is appropriate to the statutory

role of the JCS as principal military advisors to the President.

In addition to his responsibility for providing the primary staff support to Departmental

officers on NSC matters, the Assistant Secretary of Defense (International Security Affairs)

has the responsibility for providing the interface between the Department on international

security affairs and the State Department and other elements of the Executive Branch of the

Government. There is some evidence that the differing organizational structures of the

Defense and State Departments may inhibit somewhat the close working relationship of the

two Departments. This factor was considered in connection with recommendations made on

changes in OSD organization, and implementation of these recommendations should

improve the potential for a more workable interface between Defense and State.

Although the ASD(ISA) has responsibility for staff support to the Secretary of Defense

on all international security affairs, the Department of the Army is assigned principal

responsibilities relating to both the Panama Canal Zone and the Ryukyu Islands (Okinawa

included). There is evidence of inadequate coordination on matters involving these areas by

the Department of Army with the ASD(ISA), and through the ASD(ISA), the NSC and

State Department. Assignment of principal responsibility for this area to the ASD(ISA),

with the Department of Army providing support as necessary, would materially improve the

ability of the Executive Branch to deal effectively with matters relating to these geographic

areas. Special problems relating to both involve matters far broader than the interests of the

Department of Army or even the Department of Defense, although the interests of the

Department of Defense appear paramount within the Executive branch.

There is a demonstrated need, not met by existing organizational elements within the

Department, for interchanges of information between the Department and the public, or

elements of the public, on a wide range of matters, including but by no means limited to

community relations, labor relations, equal opportunity, etc. The officials of the

Department do not have the time to maintain, on a continuing basis, the dialogue with the

numerous segments of the public which feel the need for exchanges of information and

opinions with the Department. This need could best be met with a standing group created

for this purpose.

V-16 The Assistant Secretary of Defense (International Security Affairs) should be assigned

staff supervision responsibility for matters relating to the Panama Canal Zone and the

176

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



324

Ryukyu Islands, in lieu of the Secretary of the Army.

V-17 The Secretary of Defense should appoint a General Advisory Committee to the

Secretary, which is widely representative, to serve without compensation, but provided with

a small staff to:

(a) Advise the Secretary of Defense, at his request, on matters concerning internal

management of the Department that could be of special public interest, such as: (I)

opening, closing or consolidating military installations; (2) community relations; (3) labor

relations; and (4) contract compliance and equal opportunity;

(b) Serve as a vehicle through which matters included in the preceding paragraph could

be brought to the attention of the Secretary of Defense by interested parties from outside

the Department.

XII. MILITARY INSTALLATIONS

The Department of Defense has over four hundred and fifty major military installations

in the United States, which are administered through the Military Departments. These

installations represent a large composite real estate holding and have a significant

replacement value when improvements sre considered. For example, in the ten counties of

southern California, the composite real estate holding is approximately 4.7 million acres of

land, with improvements having a replacement value of nearly $10 billion, exclusive of land.

Originally, most of these installations were considered not to be in conflict or

competition with their surroundings, and hi many cases had a favorable and significant

economic impact on the immediate community. Today, however, in many metropolitan

areas, the economic input from a substantial military installation is of much lesser interest

to both community and political leaders. Skyrocketing land values now often suggest to the

community that the military installations could be more productive to the community if

they were utilized differentiy.

Another major factor affecting military installations today is encroachment due to

urbanization of the areas surrounding these installations. In some cases, such as airfields, this

encroachment has drastically reduced the operational capability of the installations, or

seems certain to do so in the near future.

With the announced projections for reductions in the size of the military establishment,

fewer facilities will be required, even when MM)W3ftces are made for future expansions to

meet emergencies. Consolidation of military activities at fewer installations would produce

substantial savings, and would often contribute to more efficient operations. Such

consolidations would frequently require expansion of a facility or installation. Both the

necessary flexibility and desired incentives for such consolidations could be provided by

permitting the Defense Department to use all or some portion of the proceeds of sales of

facilities to construct additional facilities required by the consolidation, and specifically
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authorized for construction by the Congress.

There is needed the flexibility and authority for the Department of Defense to: (1) in

some cases, take economic advantage of land values, while benefiting the community; (2) m

other cases, improve and assure for the future, the availability of operational capability

when needed; and (3) consolidate activities to reduce the number of installations operated.

One of the major impediments to effecting this today is the difficulty of obtaining funds for

military construction. There is no legal method, at present, whereby a Service may sell an

installation and use even a part of the proceeds to build a new one or to expand an existing

V-18 A procedure should be authorized by statute whereby all or part of the proceeds from

the disposal of existing military installations can be used for construction of a new

installation or for expansion of an existing one when such construction or expansion has

been authorized by Congress. These transactions should in no way affect the normal general

appropriations.

XIII. PHYSICAL SECURITY IN THE PENTAGON

Access to the Pentagon is not controlled during normal duty hours. From 1800 to 0730

hours a Pentagon building pass must be displayed while in the building and to gain access or

egress. The physical security of the building is the responsibility of the Department of the

Army, and guards are provided by the General Services Administration.

Each organization occupying space in the building is responsible for protecting its own

classified information. There does not appear to be any established criteria for determining

which activities should be located in areas with controlled access. Many organizations have

consolidated their organizational elements which deal with sensitive materials in one area of

the building and control access to that area. Some control access to all their space. The

majority of the individual offices in die Pentagon, however, are in areas of the building

where the general public has free access during normal duty hours.

The elements of the Office of die Secretary of Defense deal with very sensitive

information; yet, none of them is located in an area of controlled access. They are all open

to the general public and each individual must protect the materials he possesses.

Each of the Military Departments has provided controlled access to its Operations

Center, some or all of its intelligence activities, and other highly sensitive activities.

The Joint Chiefs of Staff control access to all their spaces. Access can be gained only by

displaying a JCS pass or by prior arrangement with a JCS pass holder to provide an escort

while in the area. The National Military Command Center is in the controlled access area of

the JCS, but is further controlled with its own guard force and passes.

The JCS, by restricting access to all their space, have tended to inhibit the interchange
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that should take place between the Joint Staff and the Office of the Secretary of Defense.

It appears that some activities, such as the elements of OSD handling very sensitive

materials, need greater physical security than they now have, while others, like some

elements of the JCS, have greater protection than is required.

It is recognized that physical security is not a free asset. It usually involves an initial

outlay for modification of the facility and a continuing cost for guards. While it might be

desirable to control access to the Pentagon building, the cost would probably be prohibitive,

especially with presently declining budgets. It does appear necessary, though, to make one

office responsible for determining which activities should be provided with greater physical

protection, and how such protection should be obtained.

V-19 The responsibility within the Pentagon for determination of criteria for various levels

of physical security to be provided for organizational elements should be consolidated under

the staff supervision of the Assistant Secretary of Defense (Intelligence).
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CHAPTER VI

CONFLICTS OF INTEREST

L INTRODUCTION AND SCOPE

Because of the importance of maintaining the integrity of Department of Defense

personnel and the confidence of the public, the standards of conduct required of past and

present members of the Department of Defense were examined. This chapter sets forth the

Panel's findings and recommendations in this area. Incidents of bribery, graft or other

criminal conduct were not investigated inasmuch as the various investigative and

enforcement agencies appear to be adequate to cope with such criminal activities.

For study and discussion, the personnel of the Department of Defense were grouped

into the following classes:

a. Retired Officers and Former Employees;

b. Current Officers and Employees;

c. Personnel connected with Nonappropriated Fund Activities; and

d. Consultants and Advisory Committees.

II. RETIRED OFFICERS AND FORMER EMPLOYEES

For some time, there has been Congressional concern* with the possibility of a retired

military officer exercising endue influence over his former colleagues in government on

behalf of a defense contractor. Similar concern exists with respect to former Department of

Defense civilian employees who have joined the defense business, since their ability to

exercise undue influence is at least as great as mat of retired officers, and in the case of

former high officials, probably much greater. Although such former civilian employees are

subject to certain legal restrictions, there are very few data available oa this subject and, in

the limited time provided, the Panel was unable to devote as much detailed consideration to

this aspect of the problem as was possible for retired military officers.

The increasing number** of retired military officers is compounded by several

socio-economic factors. Generally, military officers retire at a relatively early age and expect

to have twenty or more useful years remaining before attaining the normal age associated

with withdrawal from the labor force. At the same time, because of the number of

dependents which the average retiree must support, there are strong economic incentives to

take a civilian job to supplement his income, since the amount of his retirement annuity is

insufficient either to support his family, or to maintain an established standard of living.

The military retirement system itself has the effect of "pushing out" an eligible member

•105 Cong. Rec. 9742 (1959);

Report of Subcomm. for Special Investigations, House Comm. on Armed Services, pursuant to H. Res. 19, 86th Cong., 1st

Sess (1959); Hearing before Senate Comm. on Armed Services on H. R. 10959, 86th Cong., 2d Sess (1960).

••Report of the Task Force on Military Compensation (1967).
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after as few as 20 years of service in order to retain a youthful military organization.

In a study of retired servicemen seeking second careers, the Bureau of Social Science

Research made certain findings.* While it found that an individual's educational level had

the greatest effect on his second career opportunities, it seemed also that few of the military

skills acquired by those surveyed were directly translatable to the civilian job market.

Although many of the officers and enlisted men questioned would have preferred federal

employment after retirement, a significant number dismissed this possibility as unacceptable

because of the restrictions of the Dual Compensation Act.**

In 1969, the Department of Defense (in response to an inquiry from the Chairman of

the Senate Armed Services Committee) compiled data concerning the types of employment

of retired officers in the higher grades (06-10). The number of such officers employed by

the 100 largest defense contractors comprised only about 5% of all the retired officers in the

upper grades and only a minute .27% of all retired military personnel.

Based on the foregoing, it appears that retired military personnel (a) leave the service at

an early age, (b) normally seek a second career, (c) frequently have difficulty in translating

military skills into comparable civilian skills, and (d) do not tend to cluster around

military-related industries.

The current statutory restrictions*** upon the dealings of a retired officer with the

Department of Defense vary according to inter alia (a) the length of time retired, (b) the

degree of his former Department of Defense relationship to the subject matter, (c) his status

as a Regular or Reserve officer, (d) his capacity as a representative of another rather than

dealing in his own behalf, and (e) the kind of activity, with specific prohibitions against

"selling" to the Department of Defense.

In analyzing the applicable statutes, it was concluded that a number of changes may be

desirable to effect more reasonable and equitable treatment of all retired personnel. For

example, the so-called "selling statutes" (18 U.S.C. 281 and 37 U.S.C. 801(c)) reflect the

need for reexamination.

First, they apply only to Regular officers; Reserve officers similarly situated are

exempted.

Second, under the pay-forfeiture statute (37 U.S.C. 801 (c)), both representation of

others and selling on one's own behalf are barred, while under the criminal statute

representation by a retired officer of another is prohibited, but a sale on his own behalf is

not.

Third, under 18 U.S.C. 281 the officer is restricted for life from selling to the

department from which he retires, while under 37 U.S.C. 801(c) the restriction lasts only

three years.

'Monthly Labor Review, January and February 1967.

••5 U.S.C. 5532.

•••18 US.C. 201-218; 18 U.S.C. 281 and 283; 27 U.S.C. 801 (c).
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Fourth, under 18 U.S.C. 281 the sale of services is prohibited, while under 37 U.S.C.

801(c) the sale of services is permitted.

Fifth, under 18 U.S.C. 281 the restriction applies only to the department from which

the officer retired, while under 37 U.S.C. 801(c) the restriction is Department of

Defense-wide.

Sixth, the concept of "sale" under 18 U.S.C. 281 is so vague, both as to what activities

constitute selling, and the points at which a sale commences and is completed, as to raise

serious constitutional doubt as to its validity as a criminal statute.

Finally, neither statute covers leasing activities.

The efficacy of 18 U.S.C. 281, with its criminal sanction, may be questionable. Only

one inconclusive prosecution* was brought under it. On the other hand, the pay-forfeiture

statute (37 U.S.C. 801(c)) has been vigorously applied, with the Comptroller General

rendering numerous interpretive rulings** which are helpful to disbursing officers in

determining whether an officer's retired pay should be withheld because of selling activities

in violation of the law.

Implementing the statutory restrictions, the Department of Defense requires retired

Regular officers to file and keep current an accurate DD Form 1357, a form of disclosure

designed to establish whether the officer is in compliance with the anti-selling statute. This

form not only causes the retiree to reflect upon the restrictions on his activities but also,

depending upon its accuracy, provides an administrative basis to determine the extent of

compliance and the extent of pay forfeitures in the event of violations. A new law, to be

effective on July 1, 1970, and affecting former and retired officers and civilian employees, is

intended to strengthen the disclosures obtained from such persons employed by defense

contractors. With certain exemptions for those employed with smaller contractors, those in

a low salary bracket, and those who departed from the Department of Defense more than

three years previously, the failure to submit a required report is a misdemeanor. In addition,

the Secretary of Defense will have to consolidate the data and report to Congress each year.

To examine the magnitude of problems, if any, posed by the employment of retired

officers in defense industries, the activities of a ten percent sample*** of the retired

•United States v. Gillian, 288 F.2d 796 (2d Cii. 1961).

••See e.g.. Ms. Dec. Comp. Gen. B-167407 (8 Aug 1969); 42 Decs.

Comp. Gen. 236 (1962); 42 Decs. Comp. Gen. 87 (1962); 42 Decs.

Comp. Gen. 642 (1962); 40 Decs. Comp. Gen. 511 (1961); 38 Decs.

Comp. Gen. 470 (1959);41 Decs. Comp. Gen. 799 (1962);41 Decs.

Comp. Gen. 642 (1962).

See e.g., 41 Decs. Comp. Gen. 677 (1962); 39 Decs. Comp Gen. 366 (1959).

•••The list of retired officers used in this study was supplied by the Department of Defense. The names of the individuals

were obtained by the Department by writing to the 100 largest defense contractors and asking that they supply lists of the

retired colonels and general officers employed by them, and by then verifying those lists against the official retired rolls of

the armed forces. The ten percent sample was supplied by an official of OASD (I&L), who had earlier requested that each

military department supply him with a ten percent random sample of the retired officers of that department contained on

the master list. Unfortunately, the method by which the random sample was to be compiled was not specified, and the

military departments did not in turn supply information as to the methods used in selecting the officers. Therefore, one is

unable to state categorically that the sample is truly random. However, the sample was subjected to a number of tests, and

there was no evidence of any bias in the sample actually submitted.
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Colonels/Navy Captains and General and Flag officers employed by the 100 largest defense

contractors were studied.

In fiscal year 1969, the total number of retired Reserve and Regular officers in these

grades was 37,945, of which 1,973 (about 5%) were employed by the 100 largest

contractors. Of those so employed, 129 were General or Flag officers. Of the officers in the

sample, Tables I and II of this section show the length of retirement, and the distribution of

those employed by the top 100 contractors.

Of the 11 firms shown in Table II, at least eight are concentrated in aerospace work, and

they employed 94 of the 98 officers. In 1969, these firms employed about one-half of the

officers in the sample, were awarded 47% ($12.2 billion) of the prime contracts received by

all of the top 100 contractors ($26.2 billion) and accounted for 31% of all defense contracts

($38.8 billion). Clearly, a few firms - primarily in the aerospace business - employ most of

the retired senior officers engaged in defense work.

From the available background data on the officers in the sample, an examination was

made of the extent to which these officers accepted employment by contractors with whom

they had had official dealings while holding a military position in which they could have

influenced the award or administration of a contract. There were two such cases, each

involving a plant representative who had been stationed at a plant operated by his future

employer.

To obtain data for determining the extent of influence which retired officers in the

industry could exert with the Department of Defense, questionnaires were sent to 115

officers in the original sample, and 85 answers were received. (The subjective nature of

information so acquired was recognized.)

The following characteristics and attitudes were observed from the responses:

1. Most of the officers stated that they were motivated to post-retirement

employment for economic reasons - for additional compensation either to support

dependents or to maintain an established standard of living.

2. Fully two-thirds of the officers indicated they would have considered or accepted

federal employment but for the Dual Compensation Act.*

3. Only 15 stated that they were recruited for their jobs while the others obtained

employment through friends or "beating the bushes."

4. About 30 indicated that their former duties or positions with the Department of

Defense were directly related to their present functions.

5. Most evidenced only a vague understanding of the conflict of interest statutes,

Directive 5500.7 and the implementing regulations. Many expressed resentment of them as

impugning their honor, and very few expressed an understanding that the rules may have

been intended to prevent the appearance as well as the fact of conflicting interests.

*5 U.S.C.5532.
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Table I

LENGTH OF RETIREMENT OF OFFICERS IN SAMPLE

AS OF 30 JUNE 1969

MARINE AIR

ARMY NAVY CORPS FORCE TOTAL

0-2

year*

8

16

6

40

70

2-3

years

7

5

0

12

24

3-5

years

7

10

2

8

27

5-10

years

20

20

1

4

45

over 10

years

6

13

1

3

23

Retire-

ment date

unknown

1

0

0

1

2

TOTALS

49

64

10

68

191

184
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TobU II

DISTRIBUTION OF OFFICERS IN SAMPLE

AMONG TOP 11 DEFENSE CONTRACTORS

ARMY

NAVY

MARINE

CORPS

AIR

FORCE

G.n.rol Dynamics

0

8

0

4

12

Lockh..a> Aircraft

2

7

1

9

19

Gonaral EUctric

0

0

1

o

1

United Aircraft

1

0

0

1

2

McDonnell Douglas

5

0

1

7

13

Am. T.I. & T.I.

1

1

0

2

Booing Co.

0

4

2

14

20

Ling Tomco Vought

0

0

0

7

N. Am. Rockw.ll

1

0

0

10

Gonoral Motors

1

0

0

o

1

Grumman Aircraft

1

6

2

2

11

Total:

12

26

7

53

98

TOTAL

185
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6. All seemed to understand fully the pay forfeiture provision, and commented

unfavorably on it, advocating its repeal or extension to Reserve officers.

7. As to the prohibitions on "selling" activities, several stated that a lifetime

prohibition was unnecessary, upon the reasoning that contacts and non-public knowledge

dissipate rapidly after retirement.

In addition to these, the responses offered several judgments about the usefulness of

retired officers with respect to employ ability:

1. That the skills which are translated from the military into industry are mainly

managerial skills.

2. That former contacts, rank and position within the Department of Defense have

little, if any, value to them or their employers in their new jobs and, in some cases, can even

be a handicap.

3. That the knowledge acquired of the Department of Defense procedures,

organization and requirements was a great aid in the performance of some industry jobs;

e.g., knowledge of jargon, key positions, technical requirements and procurement

procedures.

To isolate possibility of influence on the procurement process the 85 responses were

sifted to eliminate officers retired more than three years, and those whose industry job

description were unrelated to the procurement process. This screening left 45 officers whose

questionnaires, together with their job descriptions, indicated that the possibility of then

affecting some aspect of the procurement process could not be entirely ruled out.

Among these 45 officers there were 13 in executive or management positions. 14

managers of specific weapons systems, 13 engineers, scientists and system analysts, 3

concerned with internal logistics in support of specific defense contracts, one Congressional

lobbyist, and one officer in charge of testing military aircraft. The following statistics were

1. 28 were presently working or had previously worked for their employer on

specific defense contracts.

2. 28 (not exactly the same persons as above) were either recruited or obtained

their positions through friends.

3. 25 were from the Air Force, 10 from the Navy, 8 from the Army and 2 from the

Marine Corps.

4. 6 were General or Flag officers (3 Air Force, 2 Army and 1 Navy).

5. 28 (not exactly the same persons as above) were employed by the 11 defense

contractors who receive almost half of all the business awarded to the top 100 contractors.

6. 6 of these retired officers are no longer with their former defense-contractor

employer.
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The number 45 may be put into perspective. It comprises 63% of the officers returning

questionnaires who have been retired less than three years and who were in a position

possibly to affect some aspect of the procurement process. Fifty-seven officers in the

original ten percent sample could be deemed to be in similar circumstances by

extrapolation. Five hundred and seventy of the 1,973 retired senior officers were employed

by the top 100 defense contractors. This analysis serves only to provide an estimate of the

number of such senior officers who might conceivably have some effect, however remote,

on the award or administration of a contract. From these data, no determination can be

made as to the extent of actual influence which has been or is likely to be exerted by this

class of officers.

It is suggested that the nature of the procurement process should be considered in

evaluating the potential for undue influence. In the case of major procurements, the

collective judgment of numerous individuals and boards is an essential part of the process. It

is difficult to envision a retired officer who would have sufficient personal influence within

the Department to manipulate the whole process.

There is no record or evidence known to the Panel of attempts by retired senior officers

to exercise influence with respect to the award or administration of contracts. There may

well be incidents, but the potential for successful and meaningful exploitation of conflicts

of interest does not appear significant.

No less than for retired officers, the potential to influence the procurement process may

exist among former high-level civilian officials who join (or return to) the industry doing

business with defense. These persons may develop close relationships at the Secretarial level

where an official could have the power to affect directly a procurement decision. Until the

passage of the recent statutory amendment (to be effective July 1, 1970), such officials had

no post-employment reporting obligations, so that very little data are available.

Since 1958, 10 (about 8%) of the 124 Secretaries, Under Secretaries and Assistant

Secretaries of the Department of Defense accepted employment with one of the 100 largest

defense contractors and, of these, 3 had been employed by the same contractor prior to his

appointment to a position in the Department. A much higher ratio applies to the group of

Directors, Assistant Directors and the Management Group in the Office of the Director of

Defense Research and Engineering (DDR&E) during the same period. Out of a total of 101

such persons, 31 (about 30%) accepted employment with one of the top 100 contractors,

and 16 of these were returning to their previous employer.

It should be emphasized that there is no record or evidence of attempts by former

Presidential appointees or former officials in DDR&E to exercise influence in the award or

administration of contracts. DDR&E is a focal point in determining what kinds of weapons

systems are developed, and, therefore, to a certain extent, by what contractors. Familiarity

with this process would provide an insight into the direction of future weapons

requirements which could be of value to a defense contractor. If the dominant consideration

is avoiding any potential use of influence, or the appearance of influence, there is no

justification for treating former high-level civilian employees any less restrictively than

retired senior military officers.

Generally, two fundamental approaches have been used to deal with potential conflict

of interest situations: (a) the imposition of prior restraints on classes of personnel, that is,

prohibiting classes of personnel from engaging in specified categories of legal activities to
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preclude the opportunity for them to commit specific undesired acts; and (b) the

prohibition of specific activities, enforced by the imposition of administrative or criminal

sanctions for violations.

In view of the relatively low probability of incidents involving retired or other former

employees in conflict-of-interest situations, and because prior restraints on classes of

personnel adversely affect the attractiveness of military careers or government service by

professional civilians in the Department of Defense, the emphasis of conflict-of-interest

statutes and regulations should be directed toward prohibition of and punishment for

specified undesired acts, rather than toward prior restraints.

Any proposal to bar entirely the employment of retired officers (or former civilian

employees) by contractors should be rejected as excessive. Also excessive would be any

proposal to bar such employment for a "cooling-off period," except perhaps in the case of

plant representatives accepting positions with the company to which they were assigned.

Further across-the-board changes are not necessitated by the present circumstances. Any

extraordinary problems should be handled on a case basis. To provide this flexibility, and to

meet the need for respected and authoritative determinations as to what constitutes ethical

behavior, a Board of Ethics might be established. The Board would provide advisory

opinions upon request to all the past and present members of the Defense community and

defense contractors on the propriety of particular relationships and activities.

To assure impartiality, the Board should be composed of five or more members,

appointed from civilian life by the Secretary of Defense, with no more than three from the

same political party. If a similar government-wide Board should be created, the

responsibilities of the defense board could readily be assumed.

Vl-1 Conflict of interest statutes (18 U.S.C. 281; 18 U.S.C. 283; 5 U.S.C. 5532; and 37

U.S.C. 801(c)) should be reevaluated in order:

(a) To achieve consistency of application, equity of application, consistency of

coverage ami harmony of sanctions; and

(b) To reorient such statutes toward prohibition of and punishment for specified

undesirable acts rather than toward prior restraints.

VI-2 Consideration should be given by the Secretary of Defense to establishing a Defense

Board of Ethics to provide advisory opinions upon request to past and present military and

civilian members of the Department of Defense and to defense contractors on the propriety

of specific activities.

399-820 O - TO - 14
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m. CURRENT OFFICERS AND EMPLOYEES

Upon taking office, the Presidential appointees to the top 42 civilian jobs in the

Department of Defense are subject to the same standards of conduct rules as other members

of the Department. Prior to confirmation, they are also screened by the Senate Committee

on the Armed Services which carefully scrutinizes the nominee's existing financial interests

in order to avoid any apparent conflict of interest and, in certain cases, requires divestment

of particular investments. On a case-by-case basis, the Committee has demonstrated some

flexibility depending upon the nature of the contractor's business, the extent of the

nominee's interest and the duties of his prospective position.

There has been concern that the Committee's policy of forced divestment, with the

likelihood of harsh tax consequences, inhibits the recruitment of many highly qualified

executives for top positions within the Department of Defense. Although the extent to

which this policy actually has deprived the Department of executive talent cannot be

documented, it certainly has been a restraint and undoubtedly has narrowed choices in

recruitment. On the other hand, the policy requiring the absence or elimination of obvious

and occasionally dramatic potential conflict is sound and necessary. There should be

sufficient flexibility in administering this policy to allow a wise balancing of the competing

public interests which are involved. While divestment may be required by the public interest,

adverse tax consequences of the divestment provide no benefit to the public. Where

divestment is required, harsh tax consequences might be avoided by amending the Internal

Revenue Code to provide that such divestments qualify as involuntary conversions, the

proceeds of which could be reinvested after leaving office without adverse tax consequences.

The standard-of-conduct-rules applicable to current officers and employees of the

Department of Defense are derived from several sources.* The primary rules are the

conflict-of-interest and related laws enacted by Congress and enforced through criminal

sanctions. Congress has also promulgated a suggested "Code of Ethics" for Government

employees. These rules are amplified by a Presidential Executive Order and by rules

promulgated by the Civil Service Commission. While the existing restrictions establish

minimum standards of conduct, the review focused upon certain deficiencies, overlaps,

ambiguities and practices felt to deserve particular attention.

Various categories of personnel in the Department of Defense are not treated under the

applicable statutes as the circumstances warrant. Exclusion of all enlisted personnel from

the scope of the statute** appears untenable in view of the recently publicized NCO club

scandal. Since inclusion of all enlisted personnel would be unnecessary and unwise, selective

application to enlisted personnel by designation of function, rather than rank, presents a

reasonable way of closing this gap. Similarly, Reserve officers on active duty may be

classified in a number of categories, some of which provide various exemptions or lesser

restrictions. *** It appears that the differences in the status of various Reserve officers

create some deficiencies and ambiguity as to the applicable standards and, for fairness and

uniformity, the statute should be clarified. The treatment of active Regular Navy and

•18 U.S.C. 201-218, Executive Order 11222, 10 May 1961; Rules of the Civil Service Commission in 5 C.F.R. 735.101 -

735.412 (1969); DOD Directive 5500.7, 8 August 1967 and multiple subordinate command regulations.

••18U.S.C. 202(a).

•••18 U.S.C. 202; 10 U.S.C. 1033.
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Regular Marine Corps officers by the special restriction in 37 U.S.C. 801(a) seems to be

unnecessary. These persons are subject to the whole array of basic standards of conduct as

are the active Regular officers of the other services who are not similarly restricted. The

status of employees of nonappropriated fund activities is not clear under the present law,

but the need for the regulation of their conduct has been recently demonstrated.*

Implementing the legislation is Directive 5500.7, the regulation which incorporates the

basic conflict of interest laws and establishes the rules for standards of conduct. In addition

to setting forth the rules, the Directive provides an internal enforcement mechanism by

imposing a requirement that certain high-level officials (GS-13/Major/Lieu tenant

Commander and above) occupying positions affecting the procurement process execute a

confidential statement of employment and financial interest (DD Form 1555) and further

requires that these forms be reviewed by attorneys to affirmatively determine the absence of

a conflict of interest.

Directive 5500.7 differs from the rule of the Civil Service Commission in one significant

aspect. Contrary to the Commission's rule**, it does not require that all employees be

furnished with a copy of the pertinent regulations. This fact has been a matter of quiet

controversy between the Department of Defense and the Commission for several years. The

Department of Defense takes the view that such a dissemination would be unduly

burdensome because of its many enlisted members and its overseas installations.

This basic Directive is implemented by the regulations of the Military Departments and

the Defense Agencies and frequently supplemented by regulations of several subcommands

and subordinate installations. At the highest command levels, no fundamental differences

were noted, but neither is there any evidence that any attempt has been made to encourage

or require universal adoption of the better rules, or any systematic cross-review by the

services or agencies.

The multiple regulations which exist have created varying standards which are

inconsistent with the basic Directive, or tend to create some distortion***, ambiguity****

or unwarranted diversity of treatment. The degree of such difficulties increases directly as it

proceeds down the chain of command, and several recommendations are hereafter made

with respect to dissemination of the rules for standards of conduct.

Through the use of the 1969 reports of field inspections by the Civil Service

Commission and inquiries to a number of installations and activities selected according to

mission, size and location, the administration of the rules for standards of conduct was

investigated.

As for dissemination of the rules, it appears that the general tendency is to rely on a

minimal routine distribution of written materials, or on calling attention to their availability

and to expect self-familiarization by typical "read and sign" requirements. This process fails

•Report by Douglas H. Strahan, January 1969.

**5 CFJL 735.104(bX2)( 1969).

•**See Army Materiel Command Reg. 600-6, Par. 7A and cf. Directive 5500.7 Sec. XV.A.4.

••••See Army Materials Research Agency Reg. 600-3, 1 May 1967, concerning the acceptance of favors or gratuities from

companies doing business with the agency.
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to allow for the different categories of persons to whom the rules are addressed, the

enormous quantity of written material which is generated in the Department, and the

complexity of the rules themselves, all of which tend to render them incomprehensible to

the individual who is supposed to abide by them.

Even if effective dissemination of the rules is assumed, their enforcement depends to a

great extent on voluntary compliance of the individual, on the effective use of disclosure

statements by supervisory and reviewing personnel, on the nature of the individual's duties

rather than his rank, and, to a certain extent, on good investigative work which can play a

useful role in detecting violations and in deterring potential violators. From questionnaires,

interviews, and other available data concerning the several investigative branches within the

Department of Defense, several conclusions are apparent:

First, the extent to which investigators are specifically trained in the investigation of

standards-of-conduct problems is very limited.

Second, no system designed to discover violations of these restrictions exists within the

Office of the Secretary of Defense, the Army, or the Navy. Only the Air Force maintains an

office at Headquarters level equipped to provide advice and guidance to the field as to the

procedure for standards-of-conduct investigations.

Third, no office queried has trained agents working full-time in the investigation of

alleged standards-of-conduct violations, no Service knows the extent to which time is

devoted to such investigations, and no Service knows the number of investigations

conducted into this area or the number of violations uncovered and proven.

A special enforcement problem exists in connection with the Plant Cognizance Program

whereby government employees are assigned to a contractor's plant in order to strengthen

quality and cost controls. The obvious difficulty is the possible temptation for the

individual to curry favor in the hope of future employment with the contractor. Less

obvious is the difficulty of role identification. Because of the individual's direct and close

relationship to the plant and its personnel, his judgment in any government/contractor

dispute could be swayed in favor of personal attachments and unfavorably to the

government. The Panel's investigation shows that these inherent difficulties may also be

accentuated by a great lack of mobility* among such plant representatives.

Finally, a review of the general administration of the standards of conduct program for

active personnel reveals that advisory, interpretive, and general administrative functions are

frequently fragmented among different entities so that an effective and well-coordinated

program is difficult to achieve. To establish both the appearance and substance of impartial

administration, a number of administrative and procedural changes are desirable.

VI-3 In order to develop a more effective standards-of-conduct program applicable to

•Reply of Ail Force Logistics Command to questionnaire from this Panel which shows, for example, four hundred

eighty-eight employees (55%) of the Ail Force contract management division's civilian personnel in the grade of GS-12 or

higher have been at their present duty locations from five to ten years.
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current officers and employees of the Department, consideration should be given to:

(a) Amending 18 U.S.C. 202(a) to provide that the terms "officer" or "special

Government employee" shall for the purpose of Chapter 11 of Title 18, United States Code,

include enlisted personnel occupying certain positions of trust as designated by the

Secretary of the military department involved.

(b) Amending 18 U.S.C. 202 (a) to provide that NAF employees as described in 5 U.S.C.

2105(c), shall be considered employees of the United States for purposes of Chapter 11 of

Title 18, United States Code.

(c) Further amending 18 U.S.C. 202(a) to provide that a Reserve officer serving on

extended active duty or active duty for training will be considered a special government

employee only if he has been ordered to active duty for a period not in excess of 180 days,

and that all other Reserve officers serving on active duty will be considered full-time

government employees.

(d) Amending 10 U.S.C. 1033 to provide that it applies only to Reserve officers ordered

to active duty pursuant to 10 U.S.C. 672(a), 673, or 673a (Le., "involuntary" orders to

active duty), and amend section 4(f) of the Military Selective Service Act of 1967 to limit

its application to individuals inducted into an enlisted status.

(e) Repealing 37 U.S.C. 801(a) which applies to active Regular Navy and Regular Marine

Corps officers.

(f) Amending the Internal Revenue Code to define divestments required of prospective

Presidential Appointees as involuntary conversions, the proceeds of which divestments may

be reinvested by the appointee within a time period which terminates after leaving office

without there being a taxable transaction, but with the taxpayer's basis in the property so

divested to constitute his basis in the reinvestment.

VI-4 The Secretary of Defense should consider making the following changes to Directive

5500.7:

(a) Rewriting the directive in the more lucid manner exemplified by AR 600-50 and

AFR 30-30.

(b) Providing that repromulgation by the military departments and their subordinate

commands will be limited to republication of the Directive in its entirety with the

permissible addition by those agencies only of clarifying terms.

(c) Providing minimum standards for the effective and relevant dissemination of

standards-of-conduct rules.

(d) Providing that the rendering of advice on standards-of-conduct matters shall be

accomplished by deputy counsellors as much as possible.

(e) Requiring the designation by each command of a person of adequate authority who
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shall have overall responsibility for administration of the standards-of-conduct program.

(f) Providing that the supervisor will retain a copy of the confidential statement of

employment and financial interest submitted by the employee or officer covered in the

directive and will forward a complete job description to the deputy counsellor along with

the employee's DD Form 1555.

(g) Removing the civil service and military grade and rank limitations on submission of

DD Form 1555, so that applicability is determined solely by job duties and responsibilities.

(h) Specifically providing that each member and employee will be given a simple and

comprehensible summary of the standards-of-conduct rules upon acceptance of employment

or entry on active duty.

(i) Limiting the "read and sign" requirements to personnel above the grades of

GS-13/major or lieutenant commander.

VI-5 The Secretary of Defense should cause to be prepared and distributed a manual, to be

continuously updated, for all the deputy counsellors containing digests of relevant opinions

of the courts, the Attorney General, the Civil Service Commission, the Comptroller General,

the Judge Advocate Generals, and the General Counsels of the Department of Defense and

the Military Departments pertaining to standards of conduct. Prepare and distribute a short

movie dealing with standards of conduct and require annual attendance for the first three

years of service or employment in a job, or encompassing responsibilities, designated in

Directive 5500. 7 to necessitate filing of a confidential statement of employment and

financial interest. Prepare and distribute posters calling attention to proper standards of

conduct.

VI-6 The following steps should be considered among the means to insure the more effective

investigations on conflict-of-interest situations:

(a) Expand Army procurement inspections to the scope of Air Force investigative

surveys, and institute such surveys within the Navy and the Office of the Secretary of

Defense.

(b) Require the Navy to coordinate its investigations into procurement fraud and

standards of conduct with local judge advocate offices.

(c) Require the Army to submit its reports of investigation to the Department-level

office having staff interest in the subject matter.

(d) Require that the Army and Navy institute procurement fraud courses including

coverage of standards of conduct for investigators similar to that conducted by the Air

Force.

(e) Require that each Service create a record-keeping classification for standards - of -
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conduct investigations undertaken.

************************************************************************

********************<■ ***************************************************

VI-7 To better insure against conflict-of-interest incidents in connection with the Plant

Cognizance Program, the Department of Defense should:

(a) Limit tours of duty of civilian and military personnel stationed at defense

contractors' plants to three years.

(b) Explore the possibility of proposing legislation which would prohibit a military or

civilian member or employee assigned as plant representative from accepting employment

with the company at whose plant he was last stationed for a period of three years from the

termination of active service.

IV. NONAPPROPRIATED FUND ACTIVITIES

The reputation of the Department of Defense has been damaged recently by disclosures

concerning breaches of standards of conduct by some employees of the various

nonappropriated fund (NAF) activities supervised by the military. Historically, these

activities have enjoyed a decentralized relationship to the Military Departments in

performing their function of assuring adequate morale, welfare and recreation programs for

military personnel and their families. While the Department of Defense has established

broad policy guides affecting NAF activities, great latitude is afforded local commanders in

creating, operating and controlling these instrumentalities.

The various types of NAF activities are substantial, both in the dollar volume generated,

and the number of civilian, military and foreign personnel employed. Recent developments

have emphasized that NAF activities are susceptible to abuses. Irregularities were discovered

by the Senate Permanent Subcommittee on Investigations in its 1969 probe of the

management of non-commissioned officers' clubs in Vietnam; by the 1969 survey of

Douglas H. Strahan, an Army investigator, who found widespread abuses in bookings of

commercial entertainment and other kickbacks received by personnel in the Vietnam

theater; and by the Inspector General's 1968 investigation of the Qui Nhon open mess

associations which found gross abuses and irregularities in purchasing and contracting

procedures of the Vietnam club system.

With this recent background, the applicability and administration of the laws governing

the officers and employees engaged in NAF activities were evaluated.

Whether employees of these activities are considered employees of the United States for

the purpose of conflict-of-interest laws is somewhat doubtful. There is neither a statute nor

a judicial decision which explicitly resolves the matter. Though there are private legal

opinions which are affirmative, Title 18 United States Code, should be amended to assure

applicability to NAF employees of the laws governing the standards of conduct of Federal

employees.

90-185 0-88-12
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In a questionnaire sent to various installations and activities, inquiries were made about

the standards-of-conduct rules administered for NAF activities. Generally, the responses

indicated that the situation is not distinguishable from that discussed in connection with

current officers and employees of the Department of Defense. Cumbersome directives,

routine dissemination and fragmented administration can hopefully be resolved by the

recommendations suggested earlier. It should not be concluded that laxities that seem to

have been tolerated in a war zone exist in long-established posts and bases in the Continental

United States. However, the nature of open messes as essentially bars and restaurants seems

to lend itself to improprieties by employees because of the difficulties of maintaining

accountability.

As for the effectiveness of existing controls, sound management techniques such as

separating the functions of purchasing, receiving, and the use of competitive bidding are

lacking. While the exchange system has benefited from using principles of management in a

quasi-corporate approach, the open mess system and sundry fund activities have not utilized

this approach. Neither the exemption for enlisted personnel nor the grade limitation for

civilian personnel disclosures are realistic in view of the lower grade levels of NAF personnel

in procurement or financially responsible positions. Changes should be made in connection

with the communication and enforcement of standards-of-conduct rules to parallel those for

other current officers and employees. Commanders at all echelons should achieve a high

level of control and supervision over open messes and other NAF activities through

administrative inspections, in addition to regularly scheduled audits and general inspections.

VI-8 The following actions with respect to the employees of non-appropriated fund (NAF)

activities should be considered:

(a) Retaining a professional management study group to review the operating

procedures of the open mess system and other locally controlled NAF activities.

(b) Amending 18 U.S.C. 202(a) to provide that NAF employees, as described in 5

U.S.C. 2105(c), shall be considered employees of the United States for purposes of Chapter

11 of Title 18.

(c) Modifying the exemption of enlisted personnel from the conflict-of-interest law

(Title 18) to authorize the service Secretaries to designate categories of enlisted jobs subject

to that law.

(d) Abolishing the GS-13 equivalency level cut-off for filing financial disclosure

statements under Department Directive 5500.7.

(e) Improving the dissemination of standards-of-conduct rules in NAF activities as

recommended generally for current Department of Defense officers and employees.

(f) Holding administrative inspections of subordinate NAF activities in addition to

regularly scheduled audits and personal inspections.
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V. CONSULTANTS

The possibility of a conflict of interest may arise for a Consultant, just as it may for

more permanent personnel of the Department of Defense. Such persons, whether on a full

or part-time basis, provide advice to officers or agencies of the government, but do not

engage in operational functions. While the advice of these experts can be extremely valuable

to the Department, in many instances the Consultants have related private interests which

could conflict with the interests of the Department.

Consultants associated with the area of research and development are in particularly

sensitive positions and, from the data reviewed, it appears that:

1. A substantial number of scientific and engineering Consultants are drawn from

the largest defense contractors.

2. Although they do not make actual decisions, these Consultants are in positions to

influence weapons development and, implicitly, the kinds of defense contractors who could

benefit thereby.

The 1962 revision of the conflicts-of-interest laws appears to provide generally

reasonable limits on the activities of Consultants. Several administrative deficiencies exist,

however, which should be rectified.

The Civil Service Commission, in 1953, discontinued on-site inspections to determine

whether or not each Consultant has a conflict of interest, and now relies upon a quarterly

report. The departments and agencies have not filled this gap, and certain procedural

safeguards have been omitted. The use of quarterly reports as an external control by the

Civil Service Commission has resulted in some ambiguity and misunderstanding of the

internal controls which the departments should exercise. An inconsistency in the

requirements for current disclosure statements, and the omission of safeguards in the event

of a change in the Consultant's duty assignment, are both matters of administration which

should be reexamined. In addition, it appears that when consultant services are obtained by

a contract with a firm, its employees are not covered by the rules for standards of conduct,

even though the potential for the appearance of a conflict can be as great. In this case, a

qualified requirement for a contract clause similar to that used to require security clearances

is suggested.

VI-9 The following actions with respect to Consultants should be considered:

(a) Clarification of the applicability of the disclosure requirements and of the necessity

for determining the absence of a conflict.

(b) Initiation by the Department of Defense of on-site inspections to establish

administrative compliance with the restrictions upon Consultants generally and with special

emphasis upon those in positions of high level research and development.

(c) Revision of Department of Defense Directive 5500.7 and the implementing

regulations concerning Consultants to require:
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(1) Supplementary statements reflecting changes in financial interests under certain

conditions.

(2) A redetermination of the absence of conflict of interest whenever the validity of

a prior determination is jeopardized by reassignment.

(d) Requiring contract financial disclosure statements from the personnel of consulting

firms where deemed necessary in the public interest.
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CONCURRING STATEMENT OF DR. GEORGE J. STIGLER

Because of the scope of the Report, and the short time available for review of it by the

Panel, I wish to emphasize that general agreement with the Report does not preclude my

disagreement or uncertainty with respect to many detailed recommendations and much of

the language of the Report. One may question the wisdom of the Panel's decision to embark

upon so encyclopedic a review of the immense economy of the Department of Defense

within a time limit of one short year. The following comments differ in emphasis more than

in position from the Report:

1. No organization can achieve or maintain efficiency in structure or

operation by having a critical review made by expert outsiders once each

five or ten years - even if, contrary to the experience of previous surveys of

the Department of Defense, the recommendations of the review panel are

unfailingly adopted. A good organization must have built into its very

structure the incentives to its personnel to do the right things.

The administrative problems posed by the Department of Defense arise in

good part because (a) its professional corps has a strict hierarchy which

more often punishes than rewards criticism and innovation at lower ranks,

(b) its central product - military efficiency - cannot be easily measured in

peace time and therefore rewarded by larger appropriations and more rapid

promotions, and (c) many of the prices put on its inputs (conscripted

troops, rent-free land, etc.) are wholly incorrect measures of the scarcities

of these inputs.

2. Competition between the military services should in general be encouraged

rather than deplored. This competition is a major element of civilian

control, and I do not place a low value on the fact that of the major

powers only the United States and Great Britain have avoided military

takeovers in the last 200 years. This competition is also a source of strength

in discovering good and bad weapons and tactics: for example, we would

not have a respectable rifle if the Army had kept sole control of the

weapon. Even a limited amount of duplication of function is part of a

prudent national policy.

3. The hierarchical structure of the Services is necessary to discipline and the

coordinated control of large numbers of men, but it is not necessary to

innovations in techniques nor is it even favorable to civilian review and

control of the military establishment. To these ends it is essential that the

Secretary of Defense be advised and informed by a civilian staff capable of

discovering the real controversies within a Service and of advising on the

division of functions and resources among Services. This civilian staff,

largely concentrated in Systems Analysis, simply cannot be taken out of

the main center of decision-making without depriving the Secretary of

Defense of the capacity for independent decision-making. The Secretary

will not turn over the direction of military forces to this civilian group (if

he did, they would have to be put in uniform). But the Services have no

right to reject independent review of their top-level decisions, and the

nation cannot afford to give final power to them. (I may add that I fully
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approve of extensive Congressional review of the operations of the

Department of Defense.)

4. The vast, horrendously expensive, weapon systems which now consume so

large a part of the budget of the Department of Defense may be our saving

or our downfall. The great difficulty is that presently we do not know.

Operational testing is almost non-existent in the weapons acquisition

process. The recommendation of the Report that systematic operational

testing be introduced deserves highest priority.
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DISSENTING STATEMENT OF ROBERT C. JACKSON

Herewith is my dissent to the Blue Ribbon Defense Panel Report, including my

recommended organization chart for the Department of Defense.

I consider the following quote from page 16 of the Panel's Report to be very

important and use it to set the stage for my comments:

"In retrospect, the evolutionary approach to reorganization of the Department

of Defense, while falling significantly short of the objectives of organizational

and management purists, and at the same time overriding the inhibitions of the

organizational traditionalists, has, on the whole, served the Nation's interests

well. A more revolutionary approach to military reorganization might have

destroyed values inherent in the traditional military organization which have

been worth preserving. Even more significant, revolutionary changes would

probably have seriously disrupted the operation and reduced the effectiveness of

U.S. military forces during a period when the world situation necessitated

maintenance of credible military power."

Previously I have made several recommendations for changes in the Panel's Report and

indicated the reasons therefor. Although I am still not in agreement with a number of facets

of the report, I will, however, limit my dissent to three important areas.

The first is - the idea recurrent throughout the report that the JCS organization and

function as now constituted is not and cannot be wholly responsive to the requirements of

the SecDef, and that an additional staff organization, under a Deputy/Under SecDef, is

required solely for Military Operations, thus limiting the JCS principally to planning

activities.

The second is - the Panel's citation of deficiencies relating to the Unified Command

organization and the proposals to correct the situation, i.e.:

- to create another command echelon consisting of strategic, tactical, and

logistics elements to be organizationally situated between the Unified and

Specified Commands and the Washington level.

- to merge the Southern, Atlantic, and Strike Commands into a

Reconstituted Strike Command.

- to require that Component Commanders be made Deputies of the Unified

Commanders in order to strengthen the Unified Commander's authority.

Finally, the proposal to submerge the identity of the Service Secretaries under a new

Under Secretary for Resources.

As presently constituted, the JCS system permits Service views to be expressed as a

necessary protection against unilateral thinking and the adoption of a one-sided strategic

concept. The existence of differing points of view in the Joint Chiefs of Staff and their

ultimate melding into strategic guidance and policies are not evils to be abolished, but are

healthy values to be preserved.
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The present JCS organization and procedures are designed to ensure precise, careful

determination of the best military strategy and necessary strategic guidance for the Armed

Forces. This requires careful examination of all alternatives. It is important to note that in

generating strategic guidance, quality rather than speed is necessary. Better solutions result

from thorough consideration of differences of opinion. Planning decisions should be made

only after all aspects of complex strategic problems have been examined.

Operational decisions, on the other hand, usually require a more rapid decision making

procedure than do strategic problems. It is my understanding that operational decisions have

been made during the Vietnam war principally by the Chairman of the JCS acting on Joint

Staff advice, and on most occasions the Chairman acts without consulting the Chiefs. At the

same time, if the Chairman feels an important policy is involved, he can, and frequently

does, conference the Chiefs by telephone in a matter of minutes. However, I recommend

that the Chairman of the JCS have a four star officer to assist him. This would relieve the

Chairman of the day to day detail, make it possible to delegate functions, and generally

result in faster decision making for operational matters. I recommend that the Director of

the Joint Staff be advanced to four star rank and be designated Director of the Joint Staff

and Deputy Chairman.

It is important to differentiate between the planning problems which require mature

consideration and the operational decisions which can be made very rapidly. In my opinion

the Joint Staff and the Joint Chiefs of Staff do have the flexibility necessary to make

decisions or to submit proposals to higher authority within the time limit required.

It is quite necessary to have a military operations command unit in Washington and it

should be composed of the best qualified officers available. However, to set up another staff

to handle operations while the Joint Staff of the JCS concentrates on planning and other

advice to the Secretary would create untold problems. For example, it is most difficult to

separate planning from operations. Where does planning stop and operations begin? What

part of logistics is operational logistics?

Two separate Joint Staffs at the national level would create a highly unsatisfactory

situation. I believe it would be chaotic to set up another large military staff in Washington

to parallel the work now done by the Joint Staff of the JCS. Therefore, I recommend that

the Joint Staff continue the operations function, that the Chairman or his four star Deputy,

acting for the JCS, continue to report direct to the Secretary of Defense, and provide the

channel of communications from the President and the Secretary of Defense to the Unified

Commands. I recommend that the great responsibility of the Chairman of the Joint Chiefs

of Staff position be recognized by making the Chairman a five star officer.

The second theme in this report with which I do not agree is that which finds some

vague deficiency in the Unified Command organization which, according to the report,

makes it necessary to form an ad hoc organization to meet each particular crisis. It is

indicated that an examination of the missions of the present commands and some of the

specific problems reveal that the present structure is not effective and probably would have

to be radically changed to support a major war effort.

To correct this presumed deficiency the Panel recommends a drastic reorganization of

the Unified Commands now existing and the insertion of another command echelon

between the Unified and Specified Commands and the Washington level. This new command

echelon would consist of a Strategic, a Tactical, and a Logistics Command.
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I do not concur with the proposal to form a Strategic Command, a Tactical Command,

and a Logistics Command. While the present structure of the Unified and Specified

Commands could be improved by some consolidation, the present setup does work and is

responsive. Nothing could be more cumbersome than a structure into which all of the

Armed Forces were assigned in accordance with the determination that they were strategic

or tactical. The present Area Commands were formed after mature consideration. They

work well in practice. There is no revolutionary change in the art of warfare that requires

them to be altered in a radical way. This proposal would add another echelon between the

combatant commanders and the JCS with more large staffs, headquarters, communication

requirements, and a proliferation of directives when the Armed Forces are submerged in

directives already.

Strategic direction must come from the JCS level with direct and close supervision

from SecDef. At present the JCS provide strategic direction, with the Unified and Specified

Commanders responsible for implementation of JCS directives. The Single Integrated

Operating Plan provides optimum integration of committed forces. The national strategic

targeting and attack policy provides supplemental strategic direction. Assumption of

additional responsibility by a newly created Strategic Command would only duplicate

functions now performed by the JCS and the Unified Commanders, and quite possibly

would result in unsafe, uneconomical, and inefficient operations. It is highly important to

have direct and rapid communications between the JCS and the operational command in an

emergency situation and a new intervening command echelon would tend to increase

communications time to an unacceptable degree. These are only a few of the reasons why I

cannot concur with the proposal to form a Strategic Command.

What would be gained, for example, by marrying three completely diverse operational

elements - the Strategic Air Command, Continental Air Defense Command, and the Polaris

Submarines into a so-called Strategic Command? What would it do better than the present

set-up? Would it improve the readiness or the wartime control? Readiness of submarines, for

example, involves complex and expensive maintenance systems, specialized training, and

operation in a manner which takes into account all the other elements below the surface, on

the surface, and in the air that have means of detecting submarines. These functions are now

performed by the Atlantic and Pacific Fleet Commands. The proposed command echelon

would tend to hinder rather than improve their performance. Similarly, coordination of

targeting is accomplished by the Joint Strategic Target Planning Group in Omaha in a most

satisfactory manner and does not require the assistance of the newly proposed command

echelon. However, this new command grouping would create a demand for a mammoth

staff, so economy certainly cannot be the objective.

The formation for a Tactical Command is even less useful. CINCPAC, CINCLANT and

CTNCEUR combine area geopolitical knowledge with a command and control system

needed to operate military forces in the area. Direct contact with the JCS makes for rapid

decision-making. I am unable to imagine what duties would be assigned to the so-called

Tactical Command. It would insert another echelon to slow up decision-making and, of

course, as with the Strategic Command it would certainly create a demand for a mammoth

staff, a large headquarters, and a proliferation of communication systems.

I do not concur that the Southern Command function should be reconstituted in the

Strike Command. The Strike Command has become an Area Command by virtue of the

responsibility it has been given for the Middle East and Africa. I would recommend

consideration of the following: that the responsibilities for the Middle East be transferred
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to CINCEUR; responsibilities for Africa be transferred to CINCLANT; and the Strike

Command be disestablished; that the Southern Command be transferred to the Atlantic

Command.

The Atlantic Command, in addition to its very important national function, is closely

related to the Allied Command Atlantic, one of the two major NATO commands.

CINCLANT is also the Supreme Allied Commander Atlantic. The CINCLANT and

SACLANT staffs, both situated in the same compound at Norfolk are closely interrelated.

To disestablish the Atlantic Command would be a major downgrading of the United States'

contribution to the NATO alliance. And this would take place at a time when the President

is trying to reassure our NATO allies of the permanence of the United States commitment.

I do not concur that the Component Commanders should be made Deputies of the

Unified Commander in order to strengthen the Unified Commander's authority. This is not

necessary as the Unified Commander now has full authority over the Component

Commanders; this applies to all matters affecting the operations of his assigned forces. His

channels of authority are clear and unmistakable. The Unified Commander can exercise his

command through his Component Commanders or through a subordinate Unified

Commander; he can set up a Special Task Force; or he can exercise command directly, as he

desires. This decision is one in which the Unified Commander has full freedom of action.

The Unified Commander also has logistics responsibility. He can assume it as he feels

necessary. The Component Commanders are not the dominating factor in the Unified

Command structure. The Unified Commander is as strong as he wants to make himself. The

law should be re-examined and made sufficiently clear so as to strengthen the Unified

Commanders' charter and to provide him the necessary authority to exercise command in

every field that affects the performance of his assigned forces, including logistics and

personnel matters. The Unified Commander, responsible to the SecDef, with immediate

access to the SecDef if he wants to use it, to the Chairman of the Joint Chiefs of Staff, and

to the members of the Joint Chiefs of Staff, has a great deal of power. For the above reasons

I believe the present structure is satisfactory and do not agree that the Service Component

Commanders should be redesignated as Service Deputies to the Unified Commanders.

The Logistic Systems of the three Services are certainly large, as would be expected

since each Service is many times larger than the largest U.S. corporation. The Services have

resisted integrating these supply systems into a single system for good reason. They

recognize that a functioning logistics system is essential to efficient combat operations. Most

do not believe that combining these three systems into one would improve efficiency. The

Assistant SecDef for Installations and Logistics should provide measures to achieve

maximum coordination as a means of promoting efficiency and economy without complete

integration. Other Assistant SecDef, e.g., for Computing and for Communications can do

this and therefore SecDef for I&L should also be able to. In regard to Transportation, MATS

and MSTS should remain assigned as they now are with coordination achieved through the

JCS and the Assistant SscDef for I&L. I do not believe that complete integration of supply,

maintenance, and transportation functions for the support of Unified Commanders can

improve the effectiveness of logistics support, nor will it achieve great efficiency and

economy. Overall, therefore, I am not in agreement with the proposal to establish a

Logistics Command.

Finally, I am concerned at the proposed derogation of the three Military Departments

of the Army, the Navy and the Air Force. The legislative history of our National Security

Act makes clear that Congress intended each of the Departments to be separately organized
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under its own Secretary, subject to control, direction, and authority of the Secretary of

Defense.

The Service Secretary should serve the Secretary of Defense as a responsible assistant,

exercising the necessary control over his Service. Service Secretaries symbolize and give

genuine meaning to the term "civilian control of the military." Each Service is dedicated to

this fundamental American principle, and would lose traditional identification as an organic

body if the authority of its Secretary were assumed by an individual who represented all

Services, or who would be imposed in the chain of command between the Service and

Secretary of Defense.

The Services are not alike. The retention by each of its separate character, customs,

and confidence is essential to the preservation of our national military power. The first

requirement of our unified military establishment is the moral soundness of each of its

integral parts. I feel that further reduction in the role of the Service Secretary moves us

closer to an undesirable over-centralization, and could be a prelude to the merging of the

Services - a concept with which I strongly disagree and which is contrary to law. For these

reasons, I recommend that no change be made in the vertical relationship between the

Service Secretaries and the Secretary of Defense.

The Panel by inference recommends that the Office of Deputy of Secretary of Defense

be eliminated. I believe that in an organization as large as the Defense Department it is

essential that the Secretary of Defense have a Deputy who is senior to all other Secretaries

in the Defense Department, be they Assistant Secretaries, Under Secretaries, or Deputy

Secretaries.

The Panel recommends a Long Range Planning Group to provide staff support to the

Secretary of Defense with responsibility for long range planning which integrates net

assessment, technological projections, fiscal planning, etc. The Panel further recommends a

coordinating group to assist the Secretary in coordinating the activities of the entire

Department. The Panel also recommends a Net Assessment Group to conduct and report on

net assessment of United States and foreign military capabilities and potentials. I believe

these three groups should be assembled under an Assistant Secretary of Defense for Long

Range Planning, Coordination, and Net Assessment. This Assistant Secretary would report

directly to the Secretary/Deputy Secretary of Defense.

I recommend that the present Assistant Secretary of International Security Affairs be

renamed Assistant Secretary for Political/Military Affairs and that he report directly to the

Secretary/Deputy Secretary for Defense.

Since I am opposed to an Under Secretary for Operations, I recommend that the

Assistant Secretary of Defense for Intelligence report directly to the Secretary/Deputy

Secretary of Defense.

In summary, I believe that the JCS and the Joint Staff as presently constituted should

remain in the operational chain of command between the Secretary of Defense and the

Unified and Specified Commanders. I believe that the Chairman of the JCS should have a

four star Deputy but I am opposed to the creation of another operational staff and to the

creation of an Under or Deputy Secretary of Defense for Operations. Likewise, I

recommend against the creation of a Strategic, a Tactical and a Logistics Command and the

subordination of the Service Secretaries to an Under Secretary of Defense. I further believe

399-820 O - 70 - 15
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that the Unified Commanders are able to exert all necessary command authority over their

Component Commanders, and I do not concur that the Component Commanders should be

designated as Service Deputies.

I concur with the proposal to establish an Under Secretary of Defense for Resources

and an Under Secretary of Defense for Evaluation, and believe that this change will solve

many of the organizational problems with the Defense establishment in Washington by

reducing the number of offices reporting to the Secretary of Defense.

Referring once again to the paragraph from the Panel's Report quoted at the beginning

of my comments, I wish to add that the revolutionary approach to organizational change

could conceivably cause unconscionable chaos, and at the least, a furor out of proportion to

the importance of the recommended change. However, in my view, the real danger would be

that in this environment of contention brought about by dissension over organization, other

important and vitally necessary changes recommended by the Panel would be submerged

and efforts to bring them to fruition would be interdicted by the cloud of controversy over

organization.
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DISSENTING STATEMENT OF WILFRED J. McNEIL

The Report of the Blue Ribbon Defense Panel contains many statements and

recommendations that are deserving of full support. As an example, I think that the

reasoning and conclusions dealing with the development and acquisition of weapons and

equipment are excellent and the recommendations should be adopted without delay.

However, with certain exceptions, I do not concur in the concept nor in most of the

recommendations in Chapter I, "Organization," references to organization matters in other

chapters or with some of the recommendations on logistics. Following are comments

relating to these sections of the Report together with my recommended organization chart

for the Department of Defense.

The results of over centralized management of the 1960's, the hearings conducted by

the Panel, and the preface of the Report itself, all call for decentralization of command and

management. Panel recommendations on organization, however, go in the other direction. It

is proposed that present functions of the Office of the Secretary of Defense be expanded

and assigned to an OSD staff of greater stature encouraging more and more centralization.

At the same time, the Military Departments and their Secretaries would be downgraded and

the Joint Chiefs of Staff, including The Chairman, considered - by implication, at least -

unsuited because of Service rivalry or parochialism, etc., to lead or direct the fighting forces.

This in spite of the fact that they all have thirty to forty years of honorable field or combat

experience and are among the best trained and ablest people in the nation.

To carry out a program of decentralization, the need for strong, well-organized and

well-run military departments is recognized. Yet, for reasons touched on above, many of the

recommendations on organization in the Report - if carried out - would be one long step

toward a highly centralized Single Service and in the case of logistics, recommendations

admittedly lay the groundwork for a Single Service of Supply. I could not concur with

either objective.

(Note: There are evidences that the Secretary of Defense and the Deputy

Secretary of Defense are attempting to decentralize or delegate some of the

decision making tasks and to restore some of the responsibilities that the

heads of the Military Departments once carried. This effort may be - for

the time being at least - a somewhat frustrating experience. After some

eight years of overcentraHzation, the capability to accept responsibility and

to make decisions withers (standing instructions being what they are) and it

can tike time to reverse the pattern. Temporary lapses or failures should

not affect the long-term objective.)

As groundwork for the comments that foOow, I would like to quote from the

foreword of one of the Panel's Staff Reports:

". . . we tend to meet any new situation by reorganizing and a wonderful method

it can be for creating the illusion of progress while producing confusion,

inefficiency, and demoralization."

Petronius Arbiter circa. A.D. 60

There is a natural tendency to choose the route of drastic reorganization if some segment is
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not living up to expectations. Also, there is the tendency to merge or combine two or more

segments of an organization if either or both are operating in an unsatisfactory manner

instead of attempting to solve the individual and lesser problem first. It is in this framework

that the following comments are submitted.

Mr. Robert C. Jackson, a member of the Panel and a person with long experience in

observing the strong and weak points of the military structure submitted a dissent from the

Panel Report. While he indicated that he still was not in agreement with a number of facets

of the Report, he limited his formal dissent to three important areas. I subscribe to his

reasoning and his conclusions except that any new Under Secretaries of Defense (for

Resources and for Evaluation) should be staff to the Secretary of Defense and ranked next

junior to the Secretaries of the Military Departments. Because of the thoroughness of his

work I will try to avoid undue duplication of Mr. Jackson's observations, although my

comments point to the same conclusions.

First, there is merit in the grouping of certain OSD functions dealing with: (1)

Resources and, (2) Evaluation - PROVIDING that each of the two groups were to be

headed by an Under Secretary of Defense who was staff to the Secretary of Defense and the

Deputy Secretary of Defense, and ranked next junior to the Secretaries of the Military

Departments. I do not subscribe to the proposal for another Under Secretary of Defense to

head a new military operations staff as contemplated in the Report.

Next, I urge that the Joint Chiefs of Staff, their Chairman, and the Joint Staff be

considered as an integral part of the Office of the Secretary of Defense. In this context I

believe that the JCS, and the Chairman should report directly to the Secretary of Defense,

or his Deputy acting in his stead, that the JCS represented by the Chairman should be in the

chain of command to the Unified or Specified Commands as is the practice at present and

that the Joint Staff should report to him. No new and separate military operations staff is

needed although the Secretary of Defense may wish to have a Special Assistant or a small

personal staff to monitor JCS work.

(Note: There is criticism, and with some justification, of the size of the Joint

Staff, its committees and of the involved procedures that have developed

over the years. What is not recognized in the Report is the tendency for

every element of OSD - when they have a problem - to "pass the buck" by

just asking JCS for their comments. As a result, the Joint Staff and the

associated committees devote many man years of effort to matters that

should, in my opinion, never go to JCS at all. For example, the JCS should

not get into Budget detail. Rather their contribution to this function

should be in the consideration of primary force requirements and the

general readiness of the forces.)

I am not sure what would be accomplished by placing Component Commanders as

staff to the Unified Commander. It would result in the creation of a large single staff dealing

in a myriad of technical and logistic detail of all Services that normally a Unified

Commander should not be burdened with. The present organization gives the Unified

Commander clear, unfragmented command authority over all forces assigned to him and the

designation of Component Commanders as Deputies would not enhance the Unified

Commanders authority. In my opinion, the primary duties of the Unified Commander is to

"fight" the assigned forces, or to be ready to "fight" the assigned forces. He should, of

course, be able to state his opinion as to his present and future needs and to submit views as
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to the adequacy and inadequacy of weapons available to him. His requirements, however,

are just a part of the overall picture and cannot be accepted without evaluation any more

than any other element of the forces.

While the dissent submitted by Mr. Jackson presents reasons against the proliferation

of top commands, I would Kke to add a brief comment for emphasis, at the risk of

repetition.

There is no need for, nor do I favor the establishment of a "Strategic Command." The

present Joint Targeting system has worked well and should continue. The creation of a

"Strategic Command" would produce yet another 'layer' between decision makers and the

forces. In the years to come the maintenance, replacement, and if need be, the use of these

forces can be most effectively and efficiently accomplished under the present system.

A new 'Tactical Command" headquarters is, in my opinion, unnecessary. Facilities

exist today to handle the command relationships with the Unified and Specified Commands.

The 'Tactical Command" concept is once again the 'layering' process which produces a

large staff but leaves in doubt just how this produces more effectiveness or clear cut lines of

command and for planning.

I do not subscribe to a "Logistic Command" as proposed in the Report. I find no solid

evidence in Staff Reports to support this proposal.

The Long Range Planning Council and a Net Assessment Group has merit and should

report directly to the Secretary/Deputy Secretary of Defense as special staff groups.

I agree with Mr. Jackson that what is now ISA should be re titled Political/Military

Affairs, as being more descriptive, and this function should report to the Secretary of

Defense. The enclosed chart shows the Communications function and the Intelligence

function reporting to the Secretary /Deputy Secretary of Defense. They might well report to

the Under Secretary of Defense. Regardless of the reporting line, it would be helpful if these

functions were organized and staffed so they might serve all users - in a manner similar to

the way the Navy has organized and operated its finance function at Headquarters.

It is not possible for a Panel such as this to cover every facet of the work of the entire

Department of Defense. I do feel, however, that there are certain deficiencies in the Report

that should have been dealt with. For example, no staff studies on organization of the

Military Departments were undertaken, and except for an admonition to reduce staff

personnel, no recommendations are included in the Report. Another example - on several

occasions I proposed that the sense of major recommendations or alternatives that were

under consideration by the Panel be discussed with senior people of the organizational

entities affected in order to secure their input and ideas. Conceivably, people currently

engaged in the actual work of the Department would have a contribution to make. No

doubt some objections - both real and fancied - would have been raised which the Panel

could have accepted or rejected. In any case, I believe that the work of the Panel would have

been more thorough and complete had this been done. The Panel, as a whole, took the

opposite view.

Although the dissents relate to important areas of the Panel's work there are - as

stated at the outset - many conclusions and recommendations that deserve full support.

They are well worth the year-long effort on the part of the Panel members and the Staff.
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CONSOLIDATED LIST OF RECOMMENDATIONS

ORGANIZATION

1-1 The functions of the Department of Defense should be divided into three major

groupings:

(a) Military Operations, including operational command, intelligence, and

communications (herein called Operations);

(b) Management of personnel and materiel resources (herein called Management

of Resources); and

(c) Evaluation type functions, including financial controls, testing of weapons,

analysis of costs and effectiveness of force structures, etc, (herein called Evaluation).

************************************************************************

************************************************************************

1-2 Each of these major groups should report to die Secretary of Defense through a

separate Deputy Secretary. Appointees to these three positions should be drawn from

civilian life, and should rank above all other officers of the Department of Defense except

the Secretary. One of the three should be designated principal deputy. The General Counsel,

the Assistant to the Secretary of Defense (Atomic Energy), the Assistant Secretary of

Defense (Public Affairs), and the Assistant to the Secretary of Defense (Legislative Affairs)

would continue to report directly to the Secretary of Defense. The staff of the Office of the

Secretary of Defense should not exceed 2,000 people.

************************************************************************

********************************************************************«>***

1-3 The Deputy Secretary of Defense for Management of Resources should be delegated

responsibility for the following functions:

(a) The Military Departments, which should continue under the immediate

supervision of their Secretaries;

(b) Research and Advanced Technology;

(c) Engineering Development;

(d) Installations and Procurement (a modification of the present Installations

and Logistics);

(e) Manpower and Reserve Affairs;

(f) Health and Environmental Affairs;

(g) Defense Supply Agency; and

(h) Advanced Research Projects Agency.
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There should be an Assistant Secretary of Defense for each of die functions (b)

through (f) inclusive, who reports and provides staff assistance to the Secretary of Defense

through the Deputy Secretary of Defense (Management of Resources). The position of

Director, Defense Research and Engineering should be abolished, and his functions

reallocated between the Assistant Secretary of Defense for Research and Advanced

Technology and the Assistant Secretary of Defense for Engineering Development.

Functions (g) and (h) should continue to be constituted as Defense Agencies, each

under the immediate supervision of a Director.

The Advanced Research Projects Agency should be delegated the responsibility for all

research and exploratory development budget categories. Funds for such research should be

budgeted directly to this Agency, and the Agency should be authorized to assign or contract

for work projects to laboratories of the Defense Department or in the private sector, as

appropriate.

************************************************************************

************************************************************************

1-4 The Deputy Secretary of Defense for Operations should be delegated responsibility for

the following functions:

(a) Military Operations;

(b) The Unified Commands;

(c) Operational Requirements;

(d) Intelligence;

(e) Telecommunications (and Automatic Data Processing);

(0 International Security Affairs;

(g) Defense Communications Agency; and

(h) Civil Defense Agency (If Civil Defense is to be retained in the Department of

Defense).

Three new major Unified Commands should be created: (1) A Strategic Command,

composed of the existing Strategic Air Command, the Joint Strategic Target Planning Staff,

the Continental Air Defense Command, and Fleet Ballistic Missile Operations; (2) A Tactical

(or General Purpose) Command, composed of all combatant general purpose forces of the

United States assigned to organized combatant units; and (3) A Logistics Command, to

exercise for all combatant forces supervision of support activities, including supply

distribution, maintenance, traffic management and transportation. No Commander of a

Unified Command should be permitted to serve concurrently as Chief of his Military

Service.

The responsibilities now delegated to the Joint Chiefs of Staff by the Secretary of

Defense to serve as military staff in the chain of operational command with respect to the

Unified Commands, and all other responsibilities so delegated which are related to military
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operations and the Unified Commands, should be assigned to a single senior military officer,

who should also supervise the separate staff which provides staff support on military

operations and the channel of communications from the President and Secretary of Defense

to Unified Commands. This officer should report to the Secretary of Defense through the

Deputy Secretary of Defense (Operations). This senior military officer could be either the

Chairman of the Joint Chiefs of Staff, as an individual, not ex-officio, the Commander of

the Tactical Command, or some other senior military officer, as determined by the President

and the Secretary of Defense.

There should be an Assistant Secretary of Defense for each of the functions (c)

through (f). inclusive, who reports and provides staff assistance to the Secretary of Defense

through the Deputy Secretary of Defense (Operations). The Defense Communications

Agency and the Civil Defense Agency would each be under the immediate supervision of a

Director.

All intelligence functions of the Department of Defense and all communications

functions should report to the Secretary of Defense through the Deputy Secretary of

Defense for Operations.

************************************************************************

************************************************************************

1-5 The following steps should also be taken:

(a) To provide the staff support on military operations, and the channel of

communications from the President and the Secretary of Defense to the Unified Commands,

an operations staff, separate from all other military staffs, should be created.

(b) The responsibilities now delegated to the Joint Chiefs of Staff by the

Secretary of Defense to serve as military staff in the chain of operational command with

respect to the Unified Commands, and all other responsibilities so delegated which are

related to military operations and the Unified Commands, should be rescinded; and

consideration should be given to changing the title of the Chief of Naval Operations to Chief

of Staff of the Navy.

(c) All staff personnel positions in the Organization of the Joint Chiefs of Staff

and in the headquarters military staffs of the Military Services which are in support of

activities, such as military operations, which are recommended for transfer to other

organizational elements, should be eliminated.

(d) The Organization of the Joint Chiefs of Staff should be limited to include

only the Joint Chiefs of Staff and a reconstituted Joint Staff limited in size to not more

than 2S0 officers augmented by professional civilian analysts as required.

(e) The Unified Commanders should be given unfragmented command authority

for their Commands, and the Commanders of component commands should be redesignated

Deputies to the commander of the appropriate Unified Command, in order to make it

unmistakably clear that the combatant forces are in the chain of command which runs

exclusively through the Unified Commander;

(f) In consolidating the existing area Unified Commands into the Tactical

Command, major organizational and functional advantages will be obtained by:
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(1) Merging the Atlantic Command and the Strike Command;

(2) Abolishing the Southern Command and reassigning its functions to the

merged Atlantic and Strike Commands;

(3) Abolishing the Alaskan Command and reassigning its general purpose

function to the Pacific Command and its strategic defense functions to the Strategic

Command; and

(4) Restructuring the command channels of the sub-unified commands.

(g) The responsibilities related to civil disturbances currently delegated to the

Army should be redelegated to the Tactical Command; and

(h) The Unified Commanders should be given express responsibility and

capability for making recommendations to the Deputy Secretary of Defense for Operations,

for operational capabilities objectives and for allocations of force structures needed for the

effective accomplishment of die missions assigned to their Commands.

************************************************************************

1-6 The Deputy Secretary of Defense for Evaluation should be delegated the responsibility

for the evaluation and control-type activities, including:

(a) Comptroller (including internal audit and inspection services);

(b) Program and Force Analysis (a modification of die present Systems Analysis

Unit);

(c) Test and Evaluation;

(d) Defense Contract Audit Agency; and

(e) Defense Test Agency.

There should be an Assistant Secretary of Defense for each of the functions (a)

through (c) inclusive, who reports and provides staff assistance to the Secretary of the

Defense through the Deputy Secretary of Defense for Evaluation.

The Defense Contract Audit Agency should be continued as a Defense Agency, under

the immediate supervision of a Director.

A Defense Test Agency should be created to perform the functions of overview of all

Defense test and evaluation, designing or reviewing of designs for test, monitoring and

evaluation of the entire Defense test program, and conducting tests and evaluations as

required, with particular emphasis on operational testing, and on systems and equipments

which span Service lines. The Defense Test Agency should be under the supervision of a

civilian Director, reporting to the Secretary of Defense through the Deputy Secretary of

Defense for Evaluation.

************************************************************************
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************************************************************************

1-7 The number of Assistant Secretaries in each of the Military Departments should be set

at three, and except for the Assistant Secretaries (Financial Management), they should serve

as senior members of a personal staff to the Secretaries of the Military Departments without

the existing limitations of purview imposed by formal functional assignments. The Assistant

Secretary (Financial Management) should become the Comptroller of the Military

Department, with a military deputy, as in the current organization in the Department of the

Navy.

The Secretariats and Service Military Staffs should be integrated to the extent

necessary to eliminate duplication; the functions related to military operations and

intelligence should be eliminated; line type functions, e.g., personnel operations, should be

transferred to command organizations; and the remaining elements should be reduced by at

least thirty percent. (A study of the present staffs indicates that the Secretariats and Service

staffs combined should total no more than 2,000 people for each Department).

1-8 Class II activities (Army), Field Extensions (Air Force), and Commands and Bureaus

(Navy), all of which are line, rather than staff in character, which are now organizationally

located under the direct supervision of staff elements in the headquarters military staffs of

the services, should be transferred to existing command-type organizations within the

Services.

************************************************************************

1-9 The Defense Atomic Support Agency should be disestablished. Its functions for

nuclear weapons management should be transferred to the operations staff under the

Deputy Secretary of Defense for Operations, and its weapons effects test design function

should be transferred to the Defense Test Agency.

************************************************************************

I-10 The administration functions presently assigned to the Assistant Secretary of Defense

(Administration) should be assigned to a Director of Pentagon Services, reporting to the

immediate office of the Secretary of Defense. He should be responsible for operating the

faculties and providing administrative support for the Washington Headquarters.

************************************************************************

************************************************************************

1-11 A separate program category should be established for public affairs activities in the

Department of Defense.

************************************************************************

1-12 A Net Assessment Group should be created for the purpose of conducting and

reporting net assessments of United States and foreign military capabilities and potentials.

This group should consist of individuals from appropriate units in the Department of

Defense, consultants and contract personnel appointed from time to time by the Secretary
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of Defense, and should report directly to him.

1-13 A Long-Range Planning Group should be created for the purpose of providing staff

support to the Secretary of Defense with responsibility for long-range planning which

integrates net assessments, technological projections, fiscal planning, etc. This group should

consist of individuals from appropriate units in the Department of Defense, consultants and

contract personnel appointed from time to time by the Secretary of Defense, and should

report directly to him.

1-14 A coordinating Group should be established in the immediate office of the Secretary

of Defense. The responsibilities of this Group should be to assist the Secretary of Defense

and the Deputy Secretaries of Defense in coordinating the activities of the entire

Department in the scheduling and follow-up of the various inter-Departmental liaison

activities; to staff for the Secretary the control function for improvement and reduction of

management information/control systems needed within the Department and required from

Defense contractors; and to assure that each organizational charter of the Office of the

Secretary of Defense is properly scoped and coordinated and in accordance with the

assigned responsibility of the organization. The responsibility for the Department's

Directive/Guidance System, currently assigned to the Assistant Secretary of Defense

(Administration), should be assigned to this group. The coordinating group should be

headed by a civilian Director, who should also serve as executive assistant to t

of Defense.

************************************************************************

1-15 The Army Topographic Command, the Naval Oceanographic Office and the

Aeronautical Chart and Information Center should be combined into a unified Defense Map

Service reporting to the Secretary of Defense through the Deputy Secretary of Defense for

it of r
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CONSOLIDATED LIST OF RECOMMITDATIONS

MANAGEMENT OF MATERIEL RESOURCES

11-1 Research and Development to advance the technological base should be constituted as

a separate program, under the staff supervision of the Assistant Secretary of Defense

(Research and Advanced Technology). It should be subject to continuing intensive review to

insure mat available funds are allocated to militarily-relevant research and that all

militarily-relevant areas of technology are considered in fund allocations.

************************************************************************

************************************************************************

II-2 The responsibility for control of Defense research designated to advance the

technological base and the appropriated funds therefor should be assigned to the Advanced

Research Projects Agency (ARPA). Further, ARPA should be directed to:

(a) Allocate its R&D among qualified performers;

(b) Assure by review the relevance of all projects and appropriateness of fund

allocations;

(c) Evaluate the effectiveness of all its R&D participants; and

(d) Develop and submit for approval to the Deputy Secretary of Defense

(Management of Resources) an annual Research Objective (RO) statement which would be a

companion document to the Operational Capability Objectives developed by the Unified

Commands and which would provide the Secretary of Defense an information base to

determine the overall defense capability objectives.

************************************************************************

******************************************************************

13-3 The Strategic, Tactical and Logistics Commands should be assigned the responsibility

to develop, and submit to the Deputy Secretary for Operations, Operational Capability

Objectives relating to their assigned missions. For this purpose, each Command and major

sub-command Headquarters should be organized to include an operations analysis element.

************************************************************************

************************************************************************

n-4 For each Operational Capability Objective which is validated by the Deputy Secretary

for Operations, die Deputy Secretary for Management of Resources should require one or

more of the Military Departments to prepare and submit a development plan aimed at

satisfying the Operational Capability Objective.

************************************************************************

************************************************************************

n-5 A new development policy for weapon systems and other hardware should be

formulated and promulgated to cause the reduction of technical risks through demonstrated

hardware before full-scale development, and to provide the needed flexibility in acquisition

strategies. The new policy should provide for:
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(a) Exploratory and advanced development of selected

components independent of the development of weapon systems;

(b) The use of government laboratories and contractors to

sub-systems and components on a long-term level of effort basis;

(c) More use of competitive prototypes and less reliance on paper studies;

(d) Selected lengthening of production schedules, keeping the system in

production over a greater period of time;

(e) A general rule against concurrent development and production, with the

production decision deferred until successful demonstration of developmental prototypes;

(f) Continued trade-off between new weapon systems and

existing weapon systems currently in production;

(g) Stricter limitations of elements of systems to essentials to

(h) Flexibility in selecting type of contract most appropriate for

tit of the technical risks involved;

(i) Flexibility in the application of a requirement for formal contract definition,

in recognition of its inapplicability to many developments;

(j) Assurance of such matters as maintainability, reliability, etc., by other means

than detailed documentation by contractors as a part i

(k) Appropriate planning early in the development cycle for

evaluation, and effective transition to the test and evaluation phase; and

(1) A prohibition of total package procurement.

************************************************************************

0-6 Department of Defense Directive 3200.9, Initiation of

should be rescinded.

************************************************************************

************************************************************************

H-7 Research and Development undertaken to satisfy specific military materiel

requirements should be under the staff supervision of the Assistant Secretary of Defense

t).

II-8 The Advanced Research Projects Agency (ARPA) should be required to provide a

technical risk assessment on all proposed new systems prior to the approval of the

lit Concept Paper (DCP).
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************************************************************************

U-9 In concert with the new development policy recommended for major weapons

systems, the same increased flexibility of techniques should be provided for minor systems.

************************************************************************

************************************************************************

11-10 The stated policy of the Department of Defense to provide incentives to encourage

private innovators' participation in the development of defense products should be

reaffirmed and promulgated. The reaffirmation of policy should be supplemented by

directives -

(a) To improve procurement practices by requiring the submittal of bid samples

in the procurement of catalog items;

(b) With respect to patent rights, to define "Subject Inventions": as

(1) Those inventions originally conceived pursuant to the research and

development work specifically called for by a Government contract; and

(2) Those inventions conceived prior to the award of a Government

research and development contract which have not been reduced to practice constructively

or actually prior to said award, and are first actually reduced to practice pursuant to the

research and development work specifically called for by the contract; and acquire for the

Government a royalty free non-exclusive license in patents based on Subject Inventions, for

Governmental purposes; and

(c) With respect to Rights in Data, to obtain only that proprietary data essential

to accomplishing Governmental purposes other than manufacture or reprocurement, and to

establish new basic categories of data rights:

(1) Unlimited - including publication rights;

(2) Limited - prohibited for reprocurement or manufacture, and

(3) Production - right to use (license) for procurement and manufacture.

************************************************************************

************************************************************************

II-11 The effectiveness of Program Management should be improved by:

(a) Establishing a career specialty code for program managers in each Military

Service, and developing selection and training criteria that will insure the availability of an

adequate number of qualified officers. The criteria should emphasize achieving a balance

between needs of a knowledge of operational requirements and experience in management;

(b) Increasing the use of qualified civilian personnel as Program Managers;

(c) Providing authority commensurate with the assigned responsibility and more

direct reporting lines for Program Managers, particularly those operating in matrix

organizational arrangements; and
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(d) Giving the Program Manager, subject to applicable laws, directive authority

over die contracting officer, and clarifying the fact that the contract auditor acts only in an

advisory role.

************************************************************************

11-12 The Secretary of Defense should establish a small staff within the Coordinating Group

reporting to him and assign it the responsibility of effecting both a major improvement and

reduction in the control and information needed for management within the Defense

Department and, in turn, of its defense contractors. This should be done by specifying what

is required, not dictating how to manage. Immediate top-level support to follow the current

management system control project through to its successful conclusion should be one of

the first actions. Included in this action should be direction to implement Instructions

7000.6, "Development of Management Control Systems Used in the Acquisition Process,"

and 7000.7, "Selection and Application of Management Control Systems in the Acquisition

Process," with the control responsibility specified therein for the Assistant Secretary of

Defense (Comptroller) reassigned to the Coordinating Group.

************************************************************************

************************************************************************

rj-13 The management cost information needed within the Department and for visibility to

Congress on major weapon systems acquisitions should be improved by recognizing the

evolutionary nature of cost baseline estimates. Estimates should be reevaluated at each

significant milestone of development.

************************************************************************

************************************************************************

11-14 Increased use should be made of parametric costing techniques to improve the quality

of original and subsequent estimates, and to help offset the difficulties of estimating the

cost of I

11-15 Individual contractors should accept a more responsible role as management

of a defense development team, and provide the Government with the benefit of

objectivity in the contractor's independent evaluation of a proposed development.

****************************************************************

U-16 The practice of providing the members of the Congress 24-hour advance notice of

contract awards should be discontinued. Such members should be notified concurrently

with public announcement of contract awards.

************************************************************************

************************************************************************

n-17 The Advanced Research Projects Agency (ARPA) and the Defense Test Agency (DTA)

should be directed to make a joint review to determine which in-house defense laboratories

and test and evaluation centers are essential to research and development needs of the

Department with the goal of eliminating the nonessential ones, and consolidating (a

Services) the remainder.
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************************************************************************

II-18 A procedure should be authorized by Statute whereby all or a part of the proceeds

from the disposal of existing defense laboratories or centers can be used for construction of

a new facility or expansion of an existing one which such construction or expansion has

been authorized by Congress.

************************************************************************

11-19 Close attention should be given to the possible advantages of having some of these

laboratories and centers government-owned but contractor-operated.

************************************************************************

************************************************************************

11-20 The responsibility for Defense test and evaluation policy should be assigned to the

Assistant Secretary of Defense (Test and Evaluation).

************************************************************************

************************************************************************

11-21 A separate program category should be established for Test and Evaluation.

************************************************************************

************************************************************************

11-22 The responsibility for overview of Defense test and evaluation effort should be

assigned to the Defense Test Agency. In addition, the Agency should be responsible for

design or review of test designs, performing or monitoring of tests, and continuous

evaluation of the entire test and evaluation program.

************************************************************************

11-23 The Secretary of Defense should recommend to the Congress and to the existing

commission on Government-wide procurement that the Armed Services Procurement Act

and other applicable statutes be amended to reduce or eliminate the requirement for

Determination and Findings on all negotiated contracts, to reflect the practicalities of

Defense procurement needs and activities which result in most Defense procurements being

accomplished by other than formally advertised methods, and also to reflect the various new

types of contracts developed in recent years.

************************************************************************

************************************************************************

11-24 The Armed Services Procurement Regulation (ASPR) and the ASPR Committee

System should be reviewed with the objective of formulating a more efficient management

organization for incorporating changes into the ASPR and with the view toward reduction

in the volume and the complexity of the ASPR.

************************************************************************

11-25 In the implementation of procurement policy, due regard should be given to the need

for an adequate but not excessive, industrial base.

************************************************************************
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11-26 Improvement should be affected in the acquisition, training and retention of

procurement personnel, with emphasis on a promotion system for contract negotiators

which will not necessarily remove them from negotiating activities.

************************************************************************

11-27 The Department of Defense should consider buying and providing industrial plant and

equipment to contractors only when it can be clearly shown to be to the economic

advantage of the Government or when it is essential to the Department's plan to provide a

viable industrial mobilization base. Contractors should be encouraged to provide necessary

industrial plants and plant equipment, and should be permitted to charge off peculiar plant

equipment against specific contracts.

************************************************************************

************************************************************************

11-28 A program should be initiated for the Department of Defense to divest all plant

equipment where ownership cannot clearly be shown to be to the economic advantage of

the Government.

************************************************************************

************************************************************************

0-29 A plan should be developed and implemented to assure that emergency production of

high priority war materiel can be initiated quickly and effectively.

************************************************************************

************************************************************************

11-30 The responsibility for maintaining an inventory and control of Department-owned

equipment should be assigned to the Assistant Secretary of Defense (Installations and

t).

►**

************************************************************************

11-31 Repair in lieu of replacement should be an allowable charge against the parent

procurement appropriation funding the basic equipment.

************************************************************************

****************

11-32 The responsibility for providing supply distribution,

services to the combatant forces in Unified and Specified

and Tactical Commands should be assigned to the unified LcD

**************************************************

************************************************************************

11-33 The Logistics Command should be assigned the traffic management and terminal

management functions now allocated to the Military Traffic Management and Terminal

Service (MTMTS), the Military Sea Transportation Service (MSTS) and the Theater Traffic

************************************************************************

II-34 The Military Airlift Command and Military Sea Transportation Command both should
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be assigned to the Logistics Command.

************************************************************************

************************************************************************

11-35 The Logistics Command should be directed to develop, under the policy guidance of

the Assistant Secretary of Defense (Telecommunications), an ADP logistics system to

encompass supply distribution elements that can be shared among the Services, and all

development and procurement activity toward separate ADP logistics systems not essential

to support of near-term operations should be suspended.

************************************************************************

************************************************************************

TJ-36 A moratorium should be declared on Integrated Management Coding for transfers of

the management of items, and a complete review be conducted to determine:

(a) The adequacy of IMC criteria as indicated by experience with their use;

(b) The magnitude of impact of divided management responsibility for major

end items and for the components and parts for the item;

(c) The number of items coded for transfers of managers with partial or dry

pipelines, the relationship of "dry pipeline" item management transfers and stock fund

depletion of transferers, the impact of "dry pipeline" item management transfers on

requisitioners, and the feasibility of establishing pipeline fill requirements as prerequisites

for item management transfers;

(d) The feasibility of establishing technical data availability standards for item

management transfers;

(e) Methods of reducing conflicts of Integrated Management Coding by the

several Military Services; and

(f) The impact on requisitioners of existing criteria by which items are coded as

"non-stocked".

************************************************************************
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CONSOLIDATED LIST OF RECOMMENDATIONS

MANAGEMENT AND PROCEDURES

ni-1 The PPBS should be modified to include the formulation of Research Objectives (ROs)

by the Advanced Research Projects Agency (ARPA), the preparation and submission of

Operational Capability Objectives (OCOs) and Command Program Memoranda (CPMs) by

the major Unified Commands, and development plans and Development Concept Papers

(DCP) submitted by the Military Departments.

ni-2 The time prescribed annually for the PPBS cycle should be constricted after the first

cycle and the new FYDP is completed in order to bring the planning phase nearer in time to

the period of operations.

************************************************************************

************************************************************************

111-3 The various categories used in and in connection with the PPBS should be made to

coincide as nearly as practical and be stabilized.

III-4 The fiscal guidance should prescribe a declining limit for each out year in the Research

and Development and in the Procurement program categories in order to preserve a

flexibility in the FYDP to exploit developing technology and to program to meet

unanticipated threats.

*************************

HI-5 Every effort should be made to obtain agreement by the Congress to accept i

budgets and to appropriate in program rather than existing budget categories.

************************************************************************

III-6 The Joint Staff should be augmented with a complement of civilian analysts, in order

to enhance its analytical capability generally, and to improve its capability to

Service submissions of cost and manpower levels for the JFM in particular.

III-7 Analytical capability should be strengthened throughout the Department

particularly in the Office of the Secretary of Defense.

************************************************************************

III-8 The factors bearing on war reserve stock levels and production base plants should be

analyzed and evaluated in order to develop meaningful policy objectives which can be

compatible with logistics guidance.

************************************************************************
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************************************************************************

III-9 Increased emphasis should be placed on identifying, acquiring and training personnel

who have the capability to prepare Development Concept Papers for major developments.

******************************* t***************************************

************************************************************************

DI-lOThe Development Concept Paper should not be employed as a management tool for

areas of research and development other than major systems developments.

************************************************************************

III-l 1 The Secretary of Defense should establish a small staff function within the

Coordinating Group reporting to him and assign it the responsibility of effecting both a

major improvement and reduction in the control and information needed for management

within the Defense Department, and in turn, of its Defense contractors. This should be done

by specifying what is required, not dictating how to manage. An objective should be

established to further enable the Department components and industry to evolve a more

stable management environment by restricting changes in control and report requirements

to the minimum basic requirements. The Department's Directives and Instructions should be

codified through consolidation, recision and restatement. In addition, criteria for imposition

of control systems and reporting requirements should be expanded to require a statement of

need, benefit, estimated cost (of preparation, handling and review) and why existing systems

and reports do not satisfy the need. Periodic reviews should also be required for the purpose

of confirming the continuing need for the controls and information required. In addition, all

organization charters of the Office of the Secretary of Defense should be reviewed to assure

that they were properly defined and coordinated and were in accordance with the

responsibilities assigned to the office(s).

************************************************************************

************************************************************************

III-12 Similar small staff groups should be constituted in the immediate offices of the

Military Department Secretaries and the Chairman of the Joint Chiefs of Staff.

************************************************************************

*«************************************************** ****** **************

III-13 Policy makers in the Department of Defense should be acutely aware of the necessity

of using formal communications channels for promulgation of policies and procedures.

************************************************************************

************************************************************************

III-14 The Selected Acquisition Reports in their present formats should no longer be used as

management tools.

************************************************************************

************************************************************************

III-l5 The Flimsy-Buff-Green decision-making process of the Joint Chiefs of Staff should be

eliminated.

************************************************************************

ID-16 A decision-making process for the JCS should be established on the pattern of the
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Development Concept Paper (DCP). Inputs should be requested from the Military

Departments, as required, only for the initial draft of the position paper, and the Military

Services should participate in no other way in the internal decision-making process of the

JCS. The draft position paper should contain all known feasible alternatives; and each level

in the process should be required to review for quality and sufficiency, and indicate by

signature and designation the recommended alternative, all to the end that fidelity to the

original issue be maintained and the extraneous pressures for unanimity be reduced.

************************************************************************

m-17 Accrual accounting systems in the Department of Defense should be confined to

those Service activities which operate under stock funds or industrial funds, and which are

required to establish service charges which reflect total costs.

ni-18 An internal audit organization should be established at the OSD level, headed by a

highly qualified civilian audit administrator who should report to the Deputy Secretary of

Defense (Evaluation) through the Assistant Secretary of Defense (Comptroller). This new

office, which might be called the Office of Defense Internal Audit, should include the

present functions and staffs of the Office of the Director for Audit Policy, the Deputy

Comptroller for Internal Audit, and the Directorate of Inspection Services now existing in

the Office of the Assistant Secretary of Defense (Administration). In addition to the

existing responsibilities of the audit groups being combined, the new Office of Defense

Internal Audit should direct its efforts toward:

(a) Making more extensive reviews of the manner in which the internal auditing

function is being carried out by the internal audit organizations of the Military Departments

and Defense Agencies.

(b) Making more internal audits of inter-Service activities and Unified

Commands with the use of its own personnel to a much greater extent than is presently

being done.

************************************************************************

ni-19The head of each internal audit group should be a civilian, and the internal auditors of

each of the audit groups should be primarily civilian rather than military personnel. The

head of each departmental internal audit group should report directly to the Secretariat of

his respective Department.

************************************************************************

************************************************************************

HI-20 A single formal internal audit education and training program within the Department

should be initiated by the new Office of Defense Internal Audit, the execution of •

could be delegated to one of the Military Departments as executive agent.

m-21 The following modifications in internal audit should be

90-185 0-88-13
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(a) The guidelines for determination of savings under the Cost Reduction

Program should be clarified and improved to permit such determinations to be made with

greater reliability;

(b) The proposed new Office of Defense Internal Audit should develop

improved methods for budgeting and controlling the time utilized on internal audits;

(c) Each audit group should expand its audit coverage to include the activities

of major headquarters staffs at the departmental level;

(d) Audit tests and investigations should not be extended beyond the point

where findings are sufficient to identify significant problems and to support reasonable

conclusions as to their causes and seriousness; and

(e) Standard audit programs or modules should be developed and used for

common audit areas. They should be flexible enough to permit modifications in the field

prior to the commencement of audit assignments.
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CONSOLIDATED LIST OF RECOMMENDATIONS

MANAGEMENT OF PERSONNEL RESOURCES

************************************************************************

IV-1 The application of Civil Service rules to "supergrade" positions in the Department of

Defense should be changed to provide the Secretary of Defense with more authority for

placement, rotation, promotion and compensation rates in these grades.

************************************************************************

IV-2 Those activities in the Military Departments now headed by a military officer with an

immediate civilian subordinate should be surveyed to determine the necessity of military

direction of the activity, and where no such requirement is found to exist, the position at

the head of the activity should be civilianized or made optional for a military officer or a

civilian to fill, and dual staffing should be permitted only in exceptional <

************************************************************************

IV-3 Specialist careers should be established for officers in such staff, technical and

professional fields as research, development, intelligence, communications, automatic data

processing, and procurement.

************************************************************************

************************************************************************

IV-4 The duration of assignments should be increased, and should be as responsive to the

requirements of the job as to the career plan of the officer. Officers continued on an

assignment for these reasons should not be disadvantaged in opportunity for promotion.

IV-5 In technical assignments, the officer's rep

a cement should be assign

ure to be ready to take ov

ed to the job

er without loss

sufficiently in advance of his predecessor's depar

of momentum when he leaves.

***************************************

*********************

************

************************************************************************

IV-6 Promotion Boards should consider a larger proportion of candidates from "below the

zone" in order to encourage younger officers of top ability to remain in the service. (The

percentage so selected might well vary by grade).

************************************************************************

************************************************************************

IV-7 The Secretary of Defense should have more direct responsibility for the promotion

and career management of officers to and within General and Flag ranks, and in the

selection of and instructions to promotion boards.

************************************************************************

rV-8 The Secretary of Defense and Secretaries of the Military Departments should designate

228

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

1
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



376

specific percentages, or proportions, of promotions in particular joint, technical, or

professional fields and should establish special career ladders of promotion in special

technical and professional fields.

IV-9 (a) Military pay and other forms of compensation should be made sufficient to

facilitate recruitment and retention of competent officers and enlisted personnel. This

applies to all grades and position classifications, and particularly to those that have suffered

the highest termination rates. This should be done as a matter of equity, and to assure the

acquisition and retention of competent military manpower.

(b) The military retirement system should be adjusted in order to encourage

retention of qualified and needed personnel, while at the same time permitting military

forces to be kept young and vigorous. Among retirees, consideration should be given to the

varying needs of those still in the working age group and those over such age. The trend of

increases in both the number of retirees on the rolls and the total costs of military

retirement necessitate early consideration of the retirement system.

************************************************************************

************************************************************************

IV-10 In order to improve the process of acquisition and retention of military personnel, the

Executive Branch should develop, and submit to the Congress for its consideration as

necessary, a total military personnel program which coordinates and reconciles all the

separate considerations, particularly including; (1) military compensation and retirement,

(2) personnel policies on promotion and rotation, and (3) acquisition programs, such as

Reserve Officers Training Corps.

************************************************************************

************************************************************************

IV-11 Participation of predominantly Negro colleges in the ROTC program should be

encouraged. The Navy and Air Force in particular should increase their programs in

predominantly Negro colleges.

************************************************************************

************************************************************************

IV-12 The Junior ROTC Program should be expanded.

************************************************************************

IV-13 Substantially increased emphasis should be placed on information and education

programs for enlisted personnel, with special training provided for officers to be responsible

for conducting the programs.
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CONSOLIDATED LIST OF RECOMMENDATIONS

OTHER MANAGEMENT CONSIDERATIONS

************************************************************************

V-l The responsibility for defense telecommunication activities should be under the staff

supervision of the Assistant Secretary of Defense (Telecommunications). The Assistant

Secretary of Defense (Telecommunications) should be directed to review all defense

communications activities with the goal of eliminating inefficient duplication; specifically,

for example, those telecommunications activities of the existing Air Defense Command

(ADC) which can be effectively merged into other telecommunications operating activities

of the Military Departments. The Assistant Secretary of Defense (Telecommunications)

should also be directed to assure that each major element of the telecommunications

community in the Department generates professionally planned and managed education,

training and career development programs for its engineers, researchers and managers, both

civilian and military.

************************************************************************

V-2 The responsibility for all existing and future defense long-haul transmission systems,

regardless of their current or intended use, should be assigned to the Defense

Communications Agency as part of the Defense Communications System, except those

vehicular and air transportable types when held as contingencies or while in temporary

deployment for active combat support. In addition, the Defense Communications System

(DCS) should be redefined so as to include base, post, camp and station telecommunications

in the United States and garrison (permanent) type installations overseas. The DCA should

also be assigned the fiscal control of DCS elements. The communications and electronics

officers of the Unified Commands should be under the operational and technical supervision

of the Defense Communications Agency.

************************************************************************

V-3 The Air Force Ground Electronics Engineering Installation Agency (GEEIA) and the

telecommunications activities of the Strategic Air Command (SAC) should be merged into

the Air Force Communications Service (AFCS).

V-4 The responsibility for defense automatic data processing should be under the staff

supervision of the Assistant Secretary of Defense (Telecommunications). The Assistant

Secretary of Defense (Telecommunications) should: (a) take the necessary steps to enable

the Department to develop an in-house capability for ADP hardware systems and software

systems design needed for proper management; (b) review proposed ADP activities and

monitor and evaluate on-going activities with respect to effectiveness of the utilization of

resources; (c) test through model programs the feasibility of computer services/centers

which could standardize and centralize the ADP system by functions (such as the major

Commands) and/or geographically, with the intent of determining both short-and long-range

ADP capability objectives; and (d) develop a training program for ADP specialists and a

career plan for ADP personnel.
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************************************************************************

V-5 The procedures governing the justification and selection of computers should be

revised to require a statement of ADP equipment capability as opposed to specification of

intended application of the equipment.

************************************************************************

************************************************************************

V-6 The Secretary of Defense should delegate to the Deputy Secretary for Evaluation the

authority to establish and enforce Department of Defense policies and procedures which

make it possible to account for all contract studies to reduce duplication, assure relevance,

and enhance quality. Specifically, the Deputy Secretary for Evaluation should:

(a) Establish procedures to review and validate requirements for contract

studies.

(b) Establish a central control record of contract studies to include subject,

purpose, cost, significant finding and an assesment of the quality of the work and the utility

of the product.

(c) Establish procedures for contracting for studies to provide adequate

safeguards to assure that the Department gets a product that is relevant and responsive to

the requirement; assure a close working relationship between the contracting officer and the

technical representative; and develop criteria for selecting contractors that will assure

competent and objective support to the Department.

(d) Review each Federal Contract Research Center sponsored by the

Department of Defense to determine on an individual basis which should be continued with

substantially their present form and mission, which should undergo significant changes, and

whether any may have outlived their usefulness as FCRCs. The study should also develop

the means to make collective FCRC capabilities more widely available to Department of

*****************«************«*****************************************

V-7 The Equal Employment Opportunity policy direction and guidance responsibility

within the Defense Department should be under the staff supervision of the Deputy

Secretary for Evaluation. A restudy and clarification of the requirement of the Office of

Federal Contract Compliance and the penalties for noncompliance for the guidance of the

Defense Contract Audit Agency and Defense Contractors should he obtained.

*******************#****************************************************

*******************************************************«****************

V-8 The implementation of the contract compliance program within the Defense

Department should be assigned to the Defense Contract Audit Agency (DCAA). m order to

fukGH its assigned annual review of contractors Iacuities, additional professional and clerical

personnel should be assigned to DCAA.

************************************************************************

************************************************************************

V-9 Procurement policies should be so formulated as to insure that there is no impediment
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to participation by prospective contractors with the capability to perform, regardless of the

race or size of the prospective contractor, or the period which the prospective contractor

has been in business.

************************************************************************

************************************************************************

V-10 An immediate evaluation should be directed by the Secretary of Defense as to the

extent of minority employment and promotion in all areas of the Department; each

administrative unit should be required to make frequent periodic reports to him of their

progress in both qualitative and quantitative terms. The Secretary should personally review

tiie trend of employment of minority employees at all levels, let it be known that he is

personally doing this, and record with each unit his satisfaction or dissatisfaction with the

progress made.

The Secretary should direct his staff to:

(a) Review the field of complaints in the military and civilian areas and the

procedures set up for fair and expeditious dealing with diem, and

(b) Establish an on-going affirmative action program to discover the reasons for

complaints, remove them, and make sure that minority groups are in fact recruited and

promoted on an equitable and nondiscriminatory basis.

Job descriptions should be established for equal opportunity personnel at all

appropriate grade levels, and a career or progression ladder should be provided for equal

opportunity personnel with appropriate grade structure commensurate with other priority

programs.

************************************************************************

V-l 1 Executive Orders and Department of Defense Directives with respect to matters of

equal employment opportunity for Department of Defense military personnel, civilian

employees and contractors, as set forth in the existing comprehensive programs for insuring

equal opportunity, should be administered from a sufficiently high organizational level in

the Department to assure effective implementation, and the procedures for assessing

penalties for non-compliance should be reviewed and clarified.

V-l2 The Department of Defense, although not expected to act as enforcement agency of

national labor laws, should support any appropriate action that would permit more

flexibility in such matters, so that contracts could be withheld from companies that have

been determined by appropriate authority to have flagrantly, deliberately, and repeatedly

violated expressed national labor policy. At the same time, the Department should not use

its contracting powers to help or hurt any party involved in a union representation question,

a collective bargaining agreement, or an inter-union dispute.

************************************************************************

************************************************************************

V-l 3 The objective of the Department of Defense, in determining wage rates for its own

employees around the country, should be to have its rates fair and competitive with the
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CONSOLIDATED LIST OF RECOMMENDATIONS

CONFLICTS OF INTEREST

VI-1 Conflict of interest statutes (18 U.S.C. 281; 18 U.S.C. 283; 5 U.S.C. 5532; and 37

U.S.C. 801(c)) should be reevaluated in order:

(a) To achieve consistency of application, equity of application, consistency of

coverage and harmony of sanctions; and,

(b) To reorient such statutes toward prohibition of and punishment for specified

acts rather than toward prior restraints.

************************************************************************

VI-2 Consideration should be given by the Secretary of Defense to establishing a Defense

Board of Ethics to provide advisory opinions upon request to past and present military and

civilian members of the Department of Defense and to defense contractors on the propriety

of specific activities.

************************************************************************

VI-3 In order to develop a more effective standards-of-conduct program applicable to

current officers and employees of the Department, consideration should be given to:

(a) Amending 18 U.S.C. 202(a) to provide that the terms "officer" or "special

Government employee" shall for the purpose of Chapter 11 of Title 18, United States Code,

include enlisted personnel occupying certain positions of trust as designated by the

Secretary of the military department involved.

(b) Amending 18 U.S.C. 202 (a) to provide that NAF employees as described in

5 U.S.C. 2105(c), shall be considered employees of the United States for purposes of

Chapter 11 of Tide 18 United States Code.

(c) Further amending 18 U.S.C. 202(a) to provide that a Reserve officer serving

on extended active duty or active duty for training will be considered a special government

employee only if he has been ordered to active duty for a period not in excess of 180 days,

and that all other Reserve officers serving on active duty will be considered full-tune

government employees.

(d) Amending 10 U.S.C. 1033 to provide that it applies only to Reserve officers

ordered to active duty pursuant to 10 U.S.C. 672(a), 673, or 673a (i.e., "involuntary"

orders to active duty), and amend section 4(f) of the Military Selective Service Act of 1967

to limit its application to individuals inducted into an enlisted status.

(e) Repealing 37 U.S.C. 801(a) which applies to active Regular Navy and

Regular Marine Corps officers.

(f) Amending the Internal Revenue Code to define divestments required of
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prospective Presidential Appointees as involuntary conversions, the proceeds of which

divestments may be reinvested by the appointee within a time period which terminates after

leaving office without there being a taxable transaction, but with the taxpayer's basis in the

property so divested to constitute his basis in the reinvestment.

VI-4 The Secretary of Defense should consider making the following changes to Directive

5500.7:

(a) Rewriting the directive in the more lucid manner exemplified by AR 600-50

and AFR 30-30.

(b) Providing that repromulgation by the military departments and their

subordinate commands will be limited to republication of the Directive in its entirety with

the permissible addition by those agencies only of clarifying terms.

(c) Providing minimum standards for the effective and relevant dissemination of

standards-of-conduct rules.

(d) Providing that the rendering of advice on standards-of-conduct matters shall

be accomplished by deputy counsellors as much as possible.

(e) Requiring the designation by each command of a person of adequate

authority who shall have overall responsibility for administration of the standards-of-

conduct program.

(f) Providing that the supervisor will retain a copy of the confidential statement

of employment and financial interest submitted by the employee or officer covered in the

directive and will forward a complete job description to the deputy counsellor along with

the employee's DD Form 1555.

(g) Removing the civil service and military grade and rank limitations on

submission of DD Form 1555, so that applicability is determined solely by job duties and

responsibilities.

(h) Specifically providing that each member and employee will be given a simple

and comprehensible summary of the standards-of-conduct rules upon acceptance of

employment or entry on active duty.

(i) Limiting the "read and sign" requirements to personnel above the grades of

GS-13/major or lieutenant commander.

************************************************************************

************************************************************************

VI-5 The Secretary of Defense should cause to be prepared and distributed a manual, to be

continuously updated, for all the deputy counsellors containing digests of relevant opinions

of the courts, the Attorney General, the Civil Service Commission, the Comptroller General,

the Judge Advocate Generals, and the General Counsels of the Department of Defense and

the Military Departments pertaining to standards of conduct. Prepare and distribute a short

movie dealing with standards of conduct and require annual attendance for the first three
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years of service or employment in a job, or encompassing responsibilities, designated in

Directive 5500.7 to necessitate filing of a confidential statement of employment and

financial interest. Prepare and distribute posters calling attention to proper standards of

conduct.

************************************************************************

************************************************************************

VI-6 The following steps should be considered among the means to insure the more

effective investigations on conflict-of-interest situations:

(a) Expand Army procurement inspections to the scope of Air Force

investigative surveys, and institute such surveys within the Navy and the Office of the

Secretary of Defense.

(b) Require the Navy to coordinate its investigations into procurement fraud

and standards of conduct with local judge advocate offices.

(c) Require the Army to submit its reports of investigation to the

Department-level office having staff interest in the subject matter.

(d) Require that the Army and Navy institute procurement fraud courses

including coverage of standards of conduct for investigators similar to that conducted by the

Air Force.

(e) Require that each Service create a record-keeping classification for

standards-of-conduct investigations undertaken.

************************************************************************

VI-7 To better insure against conflict-of-interest incidents in connection with the Plant

Cognizance Program, the Department of Defense should:

(a) Limit tours of duty of civilian and military personnel stationed at defense

contractors' plants to three years.

(b) Explore the possibility of proposing legislation which would prohibit a

military or civilian member or employee assigned as plant representative from accepting

employment with die company at whose plant he was last stationed for a period of three

years from the termination of active service.

************************************************************************

************************************************************************

VI-8 The following actions with respect to the employees of nonappropriated fund (NAF)

activities should be considered:

(a) Retaining a professional management study group to review the operating

procedures of the open mess system and other locally controlled NAF activities.

(b) Amending 18 U.S.C. 202(a) to provide that NAF employees, as described in

5 U.S.C. 2105(c), shall be considered employees of the United States for purposes of

Chapter 11 of Title 18.
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(c) Modifying the exemption of enlisted personnel from the conflict-of-interest

law (Title 18) to authorize the service Secretaries to designate categories of enlisted jobs

subject to that law.

(d) Abolishing the GS-13 equivalency level cut-off for filing financial disclosure

statements under Department Directive 5500.7.

(e) Improving the dissemination of standards-of-conduct rules in NAP activities

as recommended generally for current Department of Defense officers and employees.

(f) Holding administrative inspections of subordinate NAF activities in addition

to regularly scheduled audits and personal inspections.

************************************************************************

************************************************************************

VI-9 The following actions with respect to Consultants should be considered:

(a) Clarification of the applicability of the disclosure requirements and of the

necessity for determining the absence of a conflict.

(b) Initiation by the Department of Defense of on-site inspections to establish

administrative compliance with the restrictions upon Consultants generally and with special

emphasis upon those in positions of high level research and development.

(c) Revision of Department of Defense Directive 5500.7 and the implementing

regulations concerning Consultants to require:

(1) Supplementary statements reflecting changes in financial interests

under certain conditions.

(2) A redetermination of the absence of conflict of interest whenever the

validity of a prior determination is jeopardized by reassignment.

(d) Requiring contract financial disclosure statements from the personnel of

consulting firms where deemed necessary in the public interest.

************************************************************************
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COMMISSION ON GOVERNMENT PROCUREMENT

IRINITHIT, M. w.

WASMINCTON. D C J00OA

TilH>Ull (2«l Ui-VKi

December 31, 1972

KWtTOR LMTM CHH.E5

II ICMAAO I . NOIMI

COMGAEISMAN FRANK HMTON

mu ». jochs

ARTMU* f . SAMPSON

fBANK lAMDEAS

EUAfR •- STAATS

The Honorable Spiro T. Agnew

President of the Senate

Washington, D. C.

and

The Honorable Carl B. Albert

Speaker of the House of

Representatives

Washington, D. C.

Gentlemen:

In accordance with the requirements of

Public Law No. 129, Ninety-first Congress,

as amended by Public Law No. 47, Ninety-

second Congress, the Commission on Govern-

ment Procurement submits herewith its

report.

Respectfully yours.

E. Perkins McGuire

Chairman

For Mlt by the I
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THE

BRKINS McGUIRE, Chairman

sultant and Corporate Director

Washington, D. C.

Congressman CHET HOLIFIELD

Vice Chairman

California

LUL W. BEAMER

nior Vice President and Director
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FOREWORD

The Commission on Government Procure-

ment was created by Public Law 91-129' in

November 1969 to study and recommend to

Congress methods "to promote the economy,

efficiency, and effectiveness" of procurement

by the executive branch of the Federal Gov-

ernment. The appointment of all commissioners

and the assembling of the principal staff was

completed some eight months later.

The study was proposed in 1966, and pre-

liminary hearings were held by the 89th and

90th Congresses. The bill1 that led to Public

Law 91-129 was introduced in the 91st Con-

rre»» by Representative Chet Holifield on Jan-

uary 3, 1969, and hearings were held in the

•pring and summer. Testimony from more

than 100 witnesses filled ten volumes of hear-

ings on the House bill and a companion bill

introduced by Senator Henry M. Jackson.

A commission, with membership from the

legislative and executive branches and from

the public, was adopted as the study mech-

■■■l The statute provided for a bipartisan,

It-member body. Two members of the House of

Representatives and a public member were

•PPainted by the Speaker of the House; two

■fcinbers of the Senate and a public member

appointed by the President of the Senate.

r*° members of the executive branch and

Piw/Ublic members were appointed by the

*£*l<lent of the United States. The Comptroller

neral of the United States was designated a

by the statute.

perkie ^"wnissioners elected public member

tive Ch McGuire u chairman and Representa-

Holifield as vice-chairman. The Com-

L.» »i-,2>i M ertended by pub|lc l.w ,j_47

'mmitiM Auk. 12, 1969

1707. reported out

* W7,;i!^.Con«- "PortH out of

•^T"** Sect 2i ,1 """Wio" bffl. S. 1707. reported out o:

g M-611, K R*pt •WW. Conference Report (H

7* -Hx nLJ^ J* '»««. Other 91.t Com. House MU.: H.R.

Ht** B* 167' R » "2M- E"B'r Hou** bui« '» *• 9<»-h Conn.

2~ * hiii b7Z 2M1' H R- «24- '565. *nd H.R. 878S.

Su* * Hit J? £~ 126I°. reported out of committee on

*• lHl- asetuT" ^ lUo H" mi- 89u> Con*.

,np th^ n«*^i for a comprehensive study.

mission appointed an executive committee ■ to

assist and advise the chairman and vice-chair-

man in the management of the study opera-

tions. A staff of about 50 professional members

was employed by the Commission to conduct

day-to-day study operations and direct the

study effort.

The collection and analysis of massive

amounts of materials required help and advice

of Government, industry, and the academic

community. In all, the services of almost 500

persons were loaned to the Commission on a

full- or part-time basis; some for periods ex-

ceeding a year. Details on the fields of inquiry

and membership of the Study Groups are pre-

sented in Appendix B.

In the first phase of the s\ .idy, more than 400

problems and issues were identified and di-

vided among 13 study groups and several

special teams. The study was organized to pro-

vide in-depth coverage of the procurement

process in three ways: (1) the environment in

which procurement occurs (for example, Fed-

eral organizations and personnel and the nu-

merous authorities and controls under which

they operate); (2) the sequence of procure-

ment events (for example, precontract plan-

ning, pricing and negotiation, selection and

award, and contract administration and au-

dit); and (3) types of procurement (for ex-

ample, research and development, major

systems, commercial products, and construc-

tion).

The Commission and its participants re-

viewed thousands of pages of procurement re-

ports, congressional testimony, documents,

comments, and opinions; consulted approxi-

mately 12,000 persons engaged in procure-

ment; held more than 2,000 meetings at 1,000

Government, industry, and academic facilities,

including 36 public meetings attended by over
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1,000 persons in 18 cities (see Appendix B);

and received responses to questionnaires from

nearly 60,000 individuals and many organiza-

tions. Government agencies, suppliers, and

trade and professional associations all made

significant contributions to the program.

Each study group was instructed to provide

the Commission with recommendations for

improving the procurement process and to sup-

port its recommendations with the most rele-

vant, timely, and comprehensive information

possible. The products of more than a year's

intensive work by the study groups were pre-

sented to the Commission in reports totaling

more than 15,000 pages.4

At intervals during its work and at the con-

clusion of its effort, each study group made de-

tailed presentations to the Commission. These

presentations and the reports prepared by the

groups served as working tools for the Com-

mission. Overall, the work of the study groups

served this purpose well and provided valuable

basic information and differing viewpoints for

Commission deliberations.

The study effort was designed with some

overlap in order to explore different view-

points; some of the study groups reached

different conclusions about the same subject

matter. In some cases, the study group reports

contain recommendations for improvement that

the Commission has not included in its report.

A number of these pertain to details of pro-

curement procedures that merit consideration

* Copies of the Study Group reports will be filed with both the

House and Senate Committees on Government Operations; and, after

Feb. It, 1973. reference copies will be available in the Commission's

Library; interested persons may contact the Federal Supply Service,

General Services Administration (GSA), Washington. D.C. 20406

for information retarding location and hours

by individual agencies; some were not con

sidered appropriate for other reasons.

The Commissioners held more than 50 day

of formal meetings, in addition to partici

pating on an individual basis with the staff an

study gr»ups. Commission studies focused o:

the process as a whole rather than on indi

vidual procurement decisions or transactions

Where undesirable or salutary practices am

results were observed, the Commission in-

quired into the process to see what could bs

learned for the future.

The extensive study just described resulted

in 149 recommendations for improving Gov-

ernment procurement.5 These recommendation*,

are presented in a Commission report consist

ing of ten parts packaged in four volumes (s«

page v).

While each Commissioner does not neces-

sarily agree with every aspect of this report

the Commission as a whole is in agreement

with the general thrust of the discussion and

recommendations, except where noted. Ex-

ceptions of individual Commissioners are iden-

tified in the text as "dissenting positions."

The Commission is acutely aware of the re-

sponsibility it bears for a study of this mag-

nitude, with recommendations that will affect

tens of thousands of people and the expendi-

ture of billions of dollars. Hopefully, this re-

port will be received by the publie and by fkt

procurement community with the earnestness

of purpose with which it was prepared, and

any resulting dialogue will be directed toward

constructive efforts to improve the procure-

ment process.

'See Appendix H for a Hat of recommendations in Parts A-J

viii
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Part A—General Procurement

Considerations
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CHAPTER 1

Introduction

From the time the Second Continental Con-

gress established a Commissary General in

1775, Government procurement has com-

manded the attention of public officials and

private citizens. All too often, the attention

has focused on individual abuses rather than

the overall system.

In many respects, Government procurement

is guided by the same considerations the Com-

missary General faced in 1775: maximize com-

petition, obtain reasonable prices, and assure

accountability of public officials for public

transactions. Despite the similarity of princi-

ples, present-day purchasing agencies have ad-

ditional problems. Huge and exotic systems to

•Beet military and civilian needs; spiralling

Kwts; and far-reaching economic and political

effects of Government purchases complicate

the Government procurement process and con-

tinually keep it before public and congressional

attention.1

cerned about the effectiveness of procurement

and the manner in which it is conducted.

In establishing the Commission, Congress

recognized that the annual expenditures for

procurement and the attendant administrative

costs are so great that even small improve-

ments promise large rewards; that not only the

Government but industry and ultimately the

American people could benefit greatly from a

full-scale study of the entire procurement proc-

Procurement Expenditures

The Commission estimates that in fiscal 1972

the Government contracted to spend $57.5

billion for goods and services.3 Savings of two

percent on these contracts would have saved

the American taxpayer more than $1 billion.

THE NEED FOR THIS STUDY

The extensive hearings 2 conducted by Con-

on Public Law 91-129 indicated that: (1)

^e procurement process is overly complex,

(2) patchwork solutions to procurement prob-

will no longer suffice, (3) Government

Procurement is important economically and

Politically in both its methods and goals, and

^^Congress and the public are deeply con-

* APPeDdix G for an account of the "Historical Development

'U RrkroeQr*m*nt Process."

C^*7 Congress, House, hearings before * subcommittee of the

on Government Operation* on H.R. 157. 90th Cong., l«t

^_",T- on H.R. 474. 91st Cone 1st Mn, 1969; Senate, bearings

Hat* 0namltto* 00 Government Operations. 91st Cons., 1st

Modernize and Simplify the System

No systematic review of Government pro-

curement has been undertaken since the First

Hoover Commission in 1949 and the Second

Hoover Commission Task Force in 1955, which

was limited to military procurement. Neither

of these bodies was devoted exclusively to

studying the procurement process.

In the meantime, numerous newly created

departments and agencies have undertaken

significant procurement activities in support of

their programs, such as improving the Nation's

transportation system, purifying the environ-

• See Appendix D.G
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2

ment, and providing adequate housing. The

military arsenal continues to require multi-

billion dollar weapon systems, and undertakings

of similar size and complexity are needed for

space, nuclear power, and other technologically

advanced programs.

Over the past 20 years. Government procure-

ment has increased sixfold.* Some 80,0005 Fed-

eral employees are engaged in this process, and

many more are employed in private industry.

Despite new programs, spiralling growth,

and complicated products, military and civilian

procurements still are governed primarily un-

der laws enacted more than 20 years ago—the

Armed Services Procurement Act of 1947 and

the Federal Property and Administrative Serv-

ices Act of 1949.

The procurement process as it has developed

over the years has, in general, served the

Nation well and should not be subject to blanket

criticism. At the same time, it has developed

in a piecemeal fashion. The magnitude of the

outlays involved, the important program needs

dependent on procurement, and the impact of

procurement policies on the private sector un-

derscore the importance of making certain that

procurement operations are carried out as ef-

fectively and economically as possible.

Better Coordination and Management

The congressional hearings disclosed that

procurement regulations, practices, and proce-

dures are relatively uncoordinated and often

inconsistent.* The volume of expensive paper-

work swells yearly, and procurement proce-

dures grow more complicated with each

passing day. New agencies grope for direction

as they begin to establish procurement ground

rules. As a result each one's rules may differ

from those already used by older agencies or

from those being developed by other new agen-

cies.

As the agencies generate new rules to con-

trol procurement and new devices to motivate

contractors. Congress continues to receive an

4 Legislative History of Ounmlaulouj est Government Procurement,

Public Law I1-1Z9. Nov. tt, 1M*. I bj Office of Gene™)

Counsel, U.S. General Accounting- Office, p. It.

questionnaire used by Stony Croup S.

• See not* 2, supra.

Part

TIE PROCUREMENT PROCESS

Figure 1

increasing volume of complaints, inquiries, and

suggestions concerning Government procure-

ment. Efforts to correct deficiencies or inequi-

ties have been fragmented and, at best, have

produced only stopgap remedies.

The varying requirements of the agencies

and the millions of individual procurement ac-

tions cannot be reduced to a single neat for-

mula. However, the situation suggests that

there is urgent need for a more unified ap-

proach to procurement.

IMPORTANCE OF PROCUREMENT

Steps in the Process

The procurement process includes all actions

taken by Federal agencies in obtaining needed

goods and services. The process begins with

identification of a need and ends with delivery

of goods or services. Key steps in the process

(fig. 1) provide the setting for the subjects

covered in this volume.' The steps do not neces-

sarily occur in an exact sequence, and the dis-

• For an Ill isauilliUun of feau pre sans, sua AppenaMz T
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cussion that follows highlights only selected

aspects.

Economic Significance

The $57.5 billion spent on procurement by

the Government in fiscal 1972 represented

about one-fourth of the budget (fig. 2), a

truly formidable amount, particularly when

combined with the estimated $39.1 billion ex-

pended through Federal grants.8 Procurement

expenditures are thought to generate some

three times their amount through the "multi-

plier" effect (secondary and related consumer

spending). Thousands of Government activi-

ties are involved in acquiring products and

services or supporting programs that affect

millions of persons.

The impact of Government procurement on

the Nation's economic and social well-being is

more far-reaching than even these figures sug-

gest. The award of a major contract can stim-

ulate the growth of States and localities; the

withdrawal of a contract may cause the de-

cline of long-established communities and

enterprises; and the failure of a large Govern-

ment contractor may plunge sizeable areas into

economic hardship.

Catalytic Role in Economy

Federal procurement plays a catalytic and

Pacing role in bringing Government-developed

standards and products into practical commer-

cial use. These range from automobile safety

standards and Apollo fire-resistant materials to

solid-state computer components. Entire seg-

ments of industry have been spawned by tech-

nological breakthroughs and spinoffs from

Government procurements for electronics, met-

alll»"gy, fuels, and lubricants.

s°C|al and Economic Implications

The magnitude of Government procurement

Drovides leverage which is used as an instru-

ment for achieving national, social, and eco-

^|c^objectives that do not pertain directly

•ajjj'! * outlines • plan for improving the uir of uranu and

^* in Federal esefstenee proirrams.

RELATIONSHIP OF BUDGET OUTLAYS TO

GOVERNMENT PROCUREMENT AND GRANTS

FISCAL 1972 ESTIMATE (Billions of dollars)

GOVERNMENT

BUDGET OUTLAYS

$237

PROCUREMENT

$1.3 GSA

$2.5 NASA

$2.6 USDA

$2.9 AEC

$8.8 OTHER

AGENCIES &

ACCOUNTS

Sources: Appendix I

Append

The U.S. Budget in Brief. Fiecat rear 1973. Office of Man-

agement and Budget, table 8. Budget Receipts and Out-

lays. 1789-1972. p. 85.

Figure 2

to deliverable goods and services. For example,

procurement is used to assure equal employ-

ment opportunities, improve wages and condi-

tions of employment, and channel employment

and business opportunities into labor-surplus

areas.

CONCERNS OVER THE PROCUREMENT

PROCESS

There is genuine and specific concern over

the manner in which the procurement process

works and over its deficiencies.

Major Systems

Understandably, the public is concerned over

the cost growth of major systems, a character-

istic of almost every major procurement hav-
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ing a long leadtime. This includes not only

major weapon systems but also large commer-

cial or Government buildings and other large

but conventional undertakings. Because of

their magnitude and because they do not con-

tribute directly to the fulfillment of growing

domestic needs, investments in major weapon

systems inevitably are singled out for special

scrutiny.

Cost increases have been ascribed to early

planning deficiencies, organizational rivalries,

abnormal inflation, changes in design to meet

new threat assessments or to counter obsoles-

cence, weak contractor management, Govern-

ment interference, contractors underestimating

in order to "buy-in" to the ultimate production

stages, overoptimism by program advocates,

and premature progression toward more costly

stages of development without adequate tech-

nical validation. The degree to which these

factors contribute to cost growth is considered

in the discussion of major system acquisition,

Part C.

Source Selection and Competition

The procedures for selecting a contractor

for a major system frequently are challenged

on grounds of integrity, priority, or compe-

tence. Most major systems and many lesser

procurements are subjected to such challenges.

Sometimes the Government is charged with

disregarding its own selection criteria to as-

sure preservation of a needed industrial

source; at other times, it is charged with con-

veying or transfusing information on the

superior technical characteristics of one bid-

der to his competitor; and still other charges

allege that the Government uses techniques

that inhibit true competition.

Accounting Practices and Profits

During periods of crisis, the profits of major

contractors often come under public scrutiny.

Such scrutiny has been particularly close in

the past few years. Concern over total procure-

ment costs has led to various attempts to com-

Part A ]

pare profits of defense contractors with those

of other commercial enterprises. It also has

led to enactment of a new law intended to pro-

mote more uniform cost accounting standards

in order that costs and profit comparisons can

be made with greater ease and validity.

The Industrial and Technological Base

The United States recognizes that industrial

preparedness for defense is a major deterrent

to war. In the post-World War II era, planning

for industrial preparedness has become ex-

tremely complicated since rapidly evolving

technology has accelerated the rate of obsoles-

cence of existing equipment.

The weapons build-up caused by interna-

tional tensions of the past two decades and the

space and nuclear competitions have main-

tained and nurtured the technological and in-

dustrial base. However, recent fluctuations,

adjustments, and cutbacks in almost every field

of technological and industrial activity raised

serious questions regarding the future viability

of the base.

Characteristics of the Private

Enterprise System

Coupled with concerns over the industrial

base are questions related to the traditional

reliance of the Government on the private sec-

tor of the economy. The diversity of Govern-

ment needs has compelled it to develop new

purchasing methods in order to optimize the

blending of public and private skills and re-

sources. For example, the Government fur-

nishes industry with facilities such as machine

tools or heavy equipment, and provides advance

funding, thus relieving industry of many of

the normal risks of commercial enterprise.

The degree of risk industry assumes is de-

bated continually; particularly with respect to

firms that are Government-fostered, partially

Government-protected, and which, in some re-

spects, operate outside of the traditional free

enterprise concept. One important issue is the
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General Procurement Considerations

amount of profit that should be permitted on

capital invested in this environment as con-

trasted with return on risk capital in the reg-

ular commercial world.

5

bound by legal, procedural, and social program

requirements not generally applicable to other

customers.

Contract Disputes and Remedies

Alternative Sources

Disputes and protests result from the award,

performance, and administration of Govern-

ment contracts. Such disputes must be re-

solved fairly, efficiently, and economically. The

system for resolving contract disputes is said

to be too time-consuming and costly for resolu-

tion of smaller claims and is often said to lack

procedural safeguards. Protesting a contract

award is allegedly confused by a multiplicity

of forums and lack of an effective remedy for

those with valid protests.

GOVERNMENT NEEDS AND RESOURCES

Types of Procurement

The Government as a consumer participates

in thousands of activities that involve millions

•« people and each year spends billions of dol-

kra for the purchase or development of prod-

ucts and services. Many of these products and

Mrvices are consumed by Government em-

ployees and military personnel, but billions of

dollars go to buy "program support" in fields

•uch as atomic energy development, scientific

research, space technology, environmental im-

plement, housing, transportation, health

pr°tection, and many others.

. ^ increasing number of acquisitions con-

**J °f major military or civilian systems of

*1 importance to the Nation's defense, tech-

°°8ical advancement, and future well-being,

^"se the Government usually is the only

°er "t "=l ^0r suc^ maJ°r systems and the num-

j, °* suppliers is limited, the normal rules of

Jj^iimercial market do not apply fully.

«Ull nds of Products> off-the-shelf or spe-

'roin ^ricated, and services are acquired

Ull commercial marketplace. Even here,

are Partiallv tailored to the unique

of the Government as a customer,

To satisfy its needs, the Government may

rely on private industry, the academic com-

munity, or other nonprofit organizations. It

may also resort to in-house facilities run by

Government employees, or it may turn to not-

for-profit organizations established and funded

by the Government but operating in a manner

that is neither wholly Government nor wholly

private enterprise.

Traditionally, the criticality of the need and

the "relative cost" to the Government of rely-

ing on private enterprise rather than Govern-

ment sources have been the primary factors in

deciding on the resources to be used.

Businessmen worry over what they believe

is a trend, particularly in a period of cutback

or belt-tightening, to retain work "in-house"

that was previously performed commercially.

It is alleged that this trend is encouraged by

Government policy that favors performance

in-house. However, Government employee

groups are concerned that there is a trend

toward increased use of contracts for services,

especially when Government personnel ceilings

limit hiring.

BLUEPRINT FOR ACTION

As may be gathered from the foregoing dis-

cussion, Government procurement is more than

a purchasing function. It is affected by a wide

range of Government needs influenced by nu-

merous social, political, and economic activi-

ties^—all of which act and react on each other.

The Commission tried to identify the principal

problem areas and the concerns of Congress,

the public, and the procurement community it-

self. We outline now the direction of our pro-

posals for improving the process in accordance

with the mandate of Congress.
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6

Policy Goals

The law establishing this Commission de-

clares it "to be the policy of Congress to pro-

mote economy, efficiency, and effectiveness" in

the procurement of goods and services by the

executive branch." The methods for achieving

this policy are spelled out in the law. Essen-

tially, the law calls for (1) the reevaluation

and improvement of policies for the Govern-

ment to acquire goods and services in a timely,

economical, and competitive manner; (2) an

improvement in procurement organization and

personnel; (3) the correction of duplication or

gaps in laws, regulations, and directives; (4)

uniformity and simplicity when appropriate;

(5) fair dealing; and (6) overall coordination

of Federal procurement programs.

Recommendations are contained throughout

the four volumes of our report. Clearly, not all

are of equal importance or of similar impact.

Some call for a fundamental recasting of the

procurement process; others for alleviating

ills that have plagued Government and indus-

try. Taken together, the major recommenda-

tions will achieve the policy goals set forth in

the congressional mandate establishing the

Commission.

An Integrated System

with Central Leadership

An important objective of our recommenda-

tions is to ensure that the system fully war-

rants the public trust. The recommendations

propose an integrated system for effective

management, control, and operation of the

Federal procurement process. The focus of

this system is the proposed Office of Federal

Procurement Policy that, if established, will

provide leadership in the determination of

Government-wide procurement policies.

The system we advocate will enable the exec-

utive branch to ensure that procurement op-

erations are businesslike and orderly and that

goods and services are efficiently acquired. To

carry out this responsibility, Federal purchas-

ing agencies must be provided with necessary

instructions and resources. Another essential

•klKl, Public Law 91-129 (Appendix A).

Part A

ingredient is timely information on how well

procurement needs are being met, so that de-

ficiencies and resources may be adjusted at the

appropriate management level. Our system sat-

isfies these criteria and represents the net

result of our study. The ten elements of our sys-

tem are:

• The creation of an Office of Federal Pro-

curement Policy in the executive branch to

assure fulfillment of Government-wide stat-

utory and executive branch requirements in

performing procurement responsibilities.

• An integrated statutory base for procure-

ment, implemented by a Government-wide

regulatory system, to establish sound poli-

cies and simplified agency procedures to di-

rect and control the procurement process.

• Latitude for Federal agencies to carry out

their responsibilities within the framework

of Government-wide statutes, policies, and

controls.

• Availability of funds in time to permit im-

proved planning and continuity of needed

Federal and contractor operations.

• Government-wide recruitment, training,

education, and career development programs

to assure professionalism in procurement op-

erations and the availability of competent,

trained personnel.

• Carefully planned agency organizations,

staffed with qualified people and delegated

adequate authority to carry out their respon-

sibilities.

• A coordinated Government-wide contract

administration and audit system. The objec-

tive is to avoid duplication and deal uni-

formly, when practical, with the private

sector in the administration of contracts at

supplier locations.

• Legal and administrative remedies to pro-

vide fair treatment of all parties involved

in the procurement process.

• An adequate management reporting sys-

tem to reflect current progress and status so

that necessary changes and improvements

can be made when the need appears.

• A continuing Government-wide program

to develop better statistical information and

improved means of procuring goods and

services.

90-185 0-88-14
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General Procurement Considerations

The Role of Leadership

As we have examined the management of

the procurement process, we have been repeat-

edly drawn to the conclusion that a process of

such central importance demands continuing,

thoughtful attention by the leaders in Gov-

ernment. No capable executive in the private

sector or in the Government can afford to

ignore the significance of his purchasing opera-

tion when organizational success depends

largely on effective contracting. This is partic-

ularly true of the Government's purchasing

function because of the broad social, political,

and economic implications of Government

spending.

All too often we see the ill effects of the lack

of an executive branch mechanism that can

focus Government-wide attention on the im-

pact of procurement on costs and efficiency.

For example, attempts to achieve uniformity

in interagency policy often go unheeded and

become compounded by management-level ne-

glect or by isolated congressional actions. Simi-

larly, our studies show that social and economic

F>als attached to the procurement process in-

volve needlessly cumbersome administrative

procedures. Controversies over how best to pro-

are often relegated to low-level inter-

agency haggling rather than being dealt with

expeditiously by top management.

The improvements we recommend in organi-

**tion, personnel capabilities, policies, and

Procedures, together with the other elements

°' the integrated system just described, would

e°nsiderably improve the procurement proc-

—but more is needed. Without strong

7

leadership, understanding, and effort by top

management in both the legislative and execu-

tive branches, the procurement process will

not be a strong mechanism for accomplishing

national goals.

A Concluding Thought

The complexity of procurement is such that

mistakes will be made even by people dedi-

cated to doing a quality job. The important

thing is to learn from the mistakes and con-

tinually improve the process. There are no

universal answers to the myriad operating

problems of Government procurement and the

many goals it supports. However, if the rec-

ommendations advanced in this report receive

effective and timely implementation, measura-

ble improvement should result in the short

term and even greater improvements should

result over the long term.

The Commission has not attempted to make

an estimate of the savings which could be

achieved through the adoption of its recom-

mendations. Indeed, it would have been im-

possible since many of them are in the nature

of policy changes for which estimates could not

be made with any degree of precision. At the

same time, the Commission is certain that

substantial savings can be made and has so

indicated at many points in its report. For

example, one recommendation alone—increas-

ing from $2,500 to $10,000 the limit on exemp-

tions from using advertised procurement

procedures for small purchases—would save

approximately $100 million.
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CHAPTER 2

Policy Development and Implementation

Federal agencies contract within a frame-

work of ground rules set by all three branches

of Government. These policies 1 establish the

overall environment of procurement, and con-

trol millions of individual decisions. Therefore,

in reviewing the procurement process we con-

centrated on the manner in which basic poli-

cies are developed and implemented.

There is a void in policy leadership and re-

•pongibility, and a fragmented and outmoded

statutory base. These shortcomings in basic

law and policy are root causes of many prob-

lems that beset the procurement process. Vir-

tually every Commission study group recom-

mended, in one form or another, enhanced

central policy direction.

Effective management of the procurement

process requires a high degree of direction and

fontrol of basic policy. However, except for

"olated and sporadic cases, the executive

br»nch has not seen fit to fill this need. This

■ not to say that there should be centralized

ederal buying for all agencies, or a central

*f°up involved in agency business decisions.

°r do we suggest a huge policymaking bu-

J^racy to issue all procurement regulations.

era] St UrgC' instead- is an 0ffice of Fed"

Procurement Policy, high in competence

g sma" 'n size, established by law and re-

tiv 10 Congress, and placed in the execu-

lead FanC'1 at 3 *evel wnere c&n Provide

,ers^'P and oversee the development and

tract"*1'011 °f procurement Policy. The con-

agencies should continue to be re-

» governing methods of procurement, contract

and proposals, administration of

trp^ '"" °' contracts, cost allowability, quality control,

""tkaat Ml"ract forms, warranties, contract options, and

• ^nnination (

sponsible for individual procurement actions

and agency procurement operations.

We have placed creation of a central policy

office first among our recommendations be-

cause of its overall importance in achieving

the improvements we propose in the procure-

ment process.

Recommendation 1. Establish by law a cen-

tral Office of Federal Procurement Policy

in the Executive Office of the President, pref-

erably in the Office of Management and

Budget, with specialized competence to take

the leadership in procurement policy and

related matters. If not organizationally

placed in OMB, the office should be estab-

lished in a manner to enable it to testify

before committees of Congress. It should

develop and persistently endeavor to im-

prove ways and means through which execu-

tive agencies can cooperate with and be

responsive to Congress.

SOURCES OF PROCUREMENT POLICY

Many segments of Government make or

strongly influence procurement policy. Table

1 lists the major policymakers by branch. The

next few paragraphs outline the nature of

these influences.

Legislative Branch

Congress establishes fundamental procure-

ment policies through legislation and through

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



408

Part A

TABLE 1. SOURCES OF PROCUREMENT POLICY

Leaiatative Branch

Congress

Legislation—Government-wide or limited to

particular agencies or

Committee reports

Informal communications

General Accounting Office

Legislative advice to Congress

■posed executive branch

Decisions on individual matters

Comments on pro;

regulations

Regulations

Executive Branch

President

Executive orders

Other directives

Office of Management and Budget

Circulars

Legislative advice to Congress

Department of Defense

ASPR

Other directives

General Services Administration

FPR

Other directives

Other procuring agencies

Procurement regulations

Other directives

Boards of contract appeals

Decisions

Other agencies (for example, De-

partment of Labor, Small Business

Administration,

Protection Agency)

Regulations

Other directives

Courts

Decisions in contract <

less formal actions ranging from committee

reports and investigations to individual atten-

tion to constituent complaints or suggestions.

These actions may shape Government-wide

policy or affect only individual agencies, groups

of agencies, or units or programs within an

agency. Our studies identified more than 4,000

provisions of Federal law related to procure-

ment. Most important among these are the

Armed Services Procurement Act of 1947 2

and title III of the Federal Property and

Administrative Services Act of 1949.3 Improve-

ments needed in these laws are discussed in

Chapter 3 and in Part J (Other Statutory

Considerations).

The General Accounting Office (GAO) serves

as an arm of the Congress. With its re-

sponsibility for auditing and certifying to

Congress the legality of specific contractual

disbursements, and its continuing responsi-

bility for closely following procurement trends,

GAO exerts profound influence on procurement

policy. This influence is exerted through de-

cisions on individual matters, ove/all reports,

audits, legislative advice to Congress, and re-

view of proposed agency policies. Its actions

'10 U.S.C. 2101-14 (1*70).

1 «1 U.S.C. 261-60 (1970).

may affect Government-wide patterns of prac-

tice or policy, or may relate only to particular

agencies or situations.

\

Judicial Branch

Interpretations of statutes, regulations, and

contract provisions by the Federal courts in

suits involving procurement have a direct ef-

fect on the evolution of policy.

Executive Branch

Although Congress and the courts play a

basic role, most procurement policy is de-

veloped in the executive branch. Much of this

development consists of translating the basic

policies and requirements established by the

other branches into a body of rules and regula-

tions governing procurement; keeping Con-

gress informed as to the effects of legislation

and recommending changes to make the process

more effective; interpreting the requirements

in specific cases for contractors, grantees, and

I
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others; and reporting on the results of action

taken. The policies initiated in the executive

branch also cover important subjects on which

Congress and the courts have not spoken.

The President establishes procurement pol-

icy in some areas through Executive orders 4

or similar directions ■ to the agencies. Despite

its pervasive authority, the Office of Manage-

ment and Budget (OMB) has little direct,

formal involvement in the formulation of pro-

curement policy and has not evidenced a con-

tinuing concern with overall procurement

management; it infrequently promulgates

policy in circulars" limited to a particular

topic.

Under the Armed Services Procurement Act,

the Department of Defense (DOD) establishes

policy for the military departments.7 The Gen-

eral Services Administration (GSA) is directed

by the Federal Property and Administrative

Services Act to set basic policies for the civilian

agencies." However, this direction is circum-

scribed by a series of exceptions and limita-

tions.*

In the absence of an effective focal point

for procurement policy in the executive

branch, DOD dominates its development. DOD

dominates primarily because the military de-

partments historically have done the major

share of Federal contracting. Through the

Armed Services Procurement Regulation Com-

■nittee structure, DOD operates the most effec-

tive forum for development of procurement

Policies.10 The defense agencies are required to

wlow the Armed Services Procurement Reg-

ions (ASPR) and other agencies often do

80 n no other guidance is available.

°v virtue of its responsibility for the Fed-

Procurement Regulations (FPR), GSA

"** the second most significant impact in the

Other

(1970).

I^Mr^""1'' 0MB Circular A-100. Co.! S)u.ri«e

'1„ * F***re4 Agenda, Dec. 18. 1970.

•XkoHU **■ »uthoritj is granted by implication only

'<! II sr.""*' on ,r* 10 U-S.C. 2202 end 6 U.S.C. SOI

•'ku 242(11 <mo»-

j^*«nU«c«nt U the f»et that the Armed Service* Procurement

»»r, A. ■"'•dated the Federal P-oearement by a doaen

•» "*""■ the content of FPR haa been strongly influenced

executive branch on the evolution of procure-

ment policy. The Federal Procurement Regula-

tions are developed with the advice of an

interagency committee composed of representa-

tives from 27 agencies. However, the func-

tioning of the committee is sporadic, and most

of what is incorporated in the FPR stems

from earlier coverage in ASPR. The military

departments and others, including the National

Aeronautics and Space Administration (NA-

SA) are not bound by the FPR. For this and

other reasons, including the status of GSA in

the executive branch, the FPR system has

not been an effective source of Government-

wide procurement policy. New agencies, and

existing agencies whose procurement missions

expand into new areas, lack the guidance that

should be available from a system of uniform

Government-wide procurement policy."

The present lack of central leadership in

the formulation of procurement policy has led

to development of many policies and procedures

that are needlessly diverse or meaninglessly

different. In our discussion of the regulatory

framework in Chapter 4 and elsewhere

throughout this report we discuss some of

these diverse policies.

In Chapter 11, we discuss numerous social

and economic programs that wholly or partially

depend on the procurement process for their

implementation. Agencies primarily concerned

with these programs, such as the Department

of Labor and the Environmental Protection

Agency, issue rules and regulations that are

binding on procurement officials in other agen-

cies.'2 Our studies show that procedures for

coordinating these policies and for melding

them into overall procurement policies range

from virtually nonexistent to barely satisfac-

tory. The lack of continuing management at-

tention and leadership from a level above both

the procuring agencies and the agencies prin-

cipally concerned with social and economic

programs is a chief cause of problems with

these programs.

11 A specific example fa the recently published procurement

regulations of the Department of Tranaportation (Federal Regiater.

17:4801 et aeq. (1972). over 90 pates in length, which implement

and supplement the FPR A DOT official •
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12

In Part F, we discuss the lack of consistency

across Government, and within agencies, iti

the use of contracts and grants. We highlight

the confusion caused by inconsistent and often

interchangeable use of these instruments and

the hodgepodge of clauses and administrative

techniques employed.

Effects on the Procurement Process

Throughout this report, we discuss many

problems caused by the lack of central execu-

tive branch leadership in developing policies

and effectively monitoring ongoing procure-

ment operations. Our conclusions are summa-

rized below:

• Government procurement policies and pro-

cedures are needlessly diverse. Although com-

plete uniformity is neither desirable nor

attainable, there is no justification for much

of the diversity that exists.

• Contractors frequently are bewildered by

the variety of requirements from different

agencies but lack an effective route in the

executive branch through which to appeal

for more realistic treatment.

• There is no unit in the executive branch

prepared to interact with Congress and GAO

on a Government-wide basis with respect to

recommendations and advice for improving

the procurement process.

• There is no systematic Government-wide

effort to improve training or qualifications

of procurement personnel or for continuing

study of ways to improve the process.

• When agencies disagree on the best pro-

curement policy to adopt, the only arbiter

available is OMB, which is not staffed to

provide the needed decisions in a timely

fashion.

• No authoritative source in the executive

branch is knowledgeable of how the public

and private sector interface is affected by

procurement, how much agencies are pro-

curing, or how well they are implementing

existing Government-wide policies.

• Data on the operation of the procurement

process is either nonexistent or collected

with little regard for Government-wide man-

agement use or comparative analyses.

Part,

THE OFFICE OF FEDERAL

PROCUREMENT POLICY

Major Attributes

We have concluded that a central Office of

Federal Procurement Policy is urgently needed

The office should have the following attributes'

Be independent of any agency having pro-j

curement responsibility. Objectivity require

separation of basic procurement policymakinf

from operational concerns and biases. Judicious

use of advice and personnel from the procuring

agencies will avoid the dangers of an ivon

tower approach to policy formulation. The ne*

office should not become involved in the award;

of contracts or in the administration of pro-

curement actions. t

Operate on a plane above the procurement^

agencies and have directive rather thati

merely advisory authority. A major limitation

in the effectiveness of GSA as the responsible

agency for the FPR has been its circumscribed

authority and lack of control over other agen-

cies in the executive branch.

Be responsive to Congress. In the basic

procurement statutes, Congress should provide

the executive branch ample latitude for initia-

tive and experimentation aimed at improving

procurement policies. In turn, the executive

branch must provide a responsible, effective,

and responsive source of Government-wide

policy control and leadership within a frame-

work of executive-legislative cooperation.

Consist of a small, highly competent cadri

of seasoned procurement experts. To ensure its

focus on major procurement policies and effec-

tive use of agency expertise, the Office of Fed-'

eral Procurement Policy should be limited in

size. Its staff should be composed of experts

in major disciplines necessary for procurement; j

for example, business management, law, ac-

counting, and engineering.

Representative Functions

Without attempting to define each duty and

operating rule for the Office of Federal Pro-

curement Policy, we suggest the following func-

tions as expressing the type of organization j

we have in mind:
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General Procurement Considerations

• Serve as the focal point within the execu-

tive branch with special competence and

leadership in Government-wide procurement

and procurement-related matters.

• Provide for the issuance of Government-

wide policies as separate instructions or for

DOD issuance of such policies for defense

agencies and GSA issuance for other agen-

cies. Provide for the granting of exceptions

to established policies and procedures when

justified.

• Designate lead agencies to develop most

Government-wide and multi-agency policies

and procedures in coordination with other

agencies. Participate, as appropriate, with

the lead agency in coordination with other

agencies.

• Establish Government-wide guidelines

concerning the use of grants and the policies

to be followed in making grants.

• Review and reconcile, where appropriate,

those procurement policies and procedures

that are not Government-wide but affect two

or more Government agencies, or their sup-

pliers (for example, the number and kinds

of differing requirements placed on sup-

pliers).

• Make or obtain the final decision when

controversy or irreconcilable differences

exist between executive agencies concerning

Procurement policy or regulatory develop-

ment.

• Develop and promote programs for the

upgrading of procurement personnel, includ-

ln& recruitment, training, career develop-

ment, and standards of performance and the

conduct and sponsorship of research in pro-

curement policy and procedures.

• Monitor and revise instructions concern-

jag reliance on the private sector and main-

tenance of the in-house competence necessary

w assure that this reliance yields benefits

commensurate with its promise.

Promote Government-wide exchange of in-

clination tnat highlights successful ways

'mprove the procurement process.

Establish requirements for uniform re-

J*rts and statistics on procurement activi-

• Establish advisory groups, as desirable,

Provide counsel and advice and to

as sounding boards for policies, procedures,

and practices related to procurement.

Organizational Placement for

the Central Policy Office

Alternatives considered for the organiza-

tional placement of the Office of Federal Pro-

curement Policy ranged from placement in an

existing agency to the creation of an inde-

pendent office. On the basis of the functions

to be performed and the authority to be vested

in the central authority, the Commission

strongly favors placement in the Office of Man-

agement and Budget.

OMB has broad Government-wide policy and

management responsibility and can relate pro-

curement matters to other program and opera-

tional requirements. It has a large measure of

responsibility for leadership in all areas of

management improvement and demonstrated

capability for achieving interagency coordina-

tion and cooperation. It is also in a central

position in the Executive Office of the Presi-

dent, which should make it effective in dealing

with executive branch procurement activities,

GAO, Congress, and the public. Additionally,

having a Government-wide perspective and no

purchasing responsibilities, we believe OMB

can consider procurement policy needs in a

more objective manner than can an agency

engaged directly in procurement.

Within OMB, the Office of Federal Procure-

ment Policy should be headed by an experi-

enced, high-level official. We recommend a

Deputy Director with no other responsibili-

ties. This would ensure the identity, level of

authority, and continuity of effort necessary

for leadership toward effective management

of the procurement function.

We recognize that the wishes of the Presi-

dent are of overriding importance in the or-

ganization of his Executive Office. Therefore,

we have stopped short of saying that the office

should only be in OMB. Placement elsewhere

in the Executive Office, as long as responsive-

ness to Congress is assured, would be consistent

with our recommendation.
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The Office of Federal Procurement Policy

should be established by law. In the long run,

only an organization solidly based in statute

can have the prestige, stature, and assurance

of continuity of effort necessary for so im-

portant a function. By enacting the basic

statutory authority for the policy office, Con-

gress can make clear the relationship it in-

tends to maintain with the executive branch

the office by Executive order, without waiting

for the legislative process to be completed

The office could then begin to give prompt

attention to the problems highlighted in our

to work with Congress and the

in considering and implementing our

Recommendations

Executive ■ ranch Action

We view the establishment of an Office of

Federal Procurement Policy as long overdue

and urgently required. Therefore, recognizing

that the Congress will want to consider with

care the legislation establishing the procure-

ment policy office, we suggest the President

to

Throughout this report, we refer to the Office

of Federal Procurement Policy either in rec-

ommendations or in the accompanying text

The purpose is to highlight the potential role

of the office. We emphasise, however, that

such recommendations are not contingent or

the establishment of an Office of Federal Pro-

curement Policy. Each of our recommendations

of the existence of such
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CHAPTER 3

The Statutory Framework

Statutes provide the foundation for the

whole framework of Government procurement.

They create agencies; define roles and missions;

authorize programs; appropriate funds; bal-

ance public and private interests; provide for

methods of procurement and for contract

award procedures; and promote fairness, ef-

fectiveness, and uniformity in the procure-

ment process.

The charter act of the Commission directed

us to "study and investigate the present stat-

utes affecting Government procurement" and

to include in our report "recommendations for

changes in statutes. ..." 1

This chapter is concerned with the need to

unify the two basic procurement statutes and

to improve statutory provisions on methods of

procurement and on procedures for contractor

"lection. Part J deals with the potential for

codifying procurement and procurement-related

'a*'s as well as with statutory matters not

directly related to methods of procurement or

Procedures for contractor selection.

STATUTORY FOUNDATION

dation 2. Enact legislation to

eliminate inconsistencies in the two primary

Procurement statutes by consolidating the

two statutes and thus provide a common

statutory basis for procurement policies and

Procedures applicable to all executive agen-

cies. Retain in the statutory base those pro-

tons necessary to establish fundamental

Procurement policies and procedures. Pro-

^de in the statutory base for an Office of

"0-S.C. 2S1 Bot«. MC. ■(•) (1870).

Federal Procurement Policy in the executive

branch to implement basic procurement

policies.

The procurement systems of the defense

agencies, the Coast Guard, and the National

Aeronautics and Space Administration (and

to some extent the Central Intelligence

Agency) are governed generally by the Armed

Services Procurement Act of 1947 (ASPA).2

The procurement systems of many civilian

agencies are governed generally by title III of

the Federal Property and Administrative Serv-

ices Act of 1949 (FPASA).'

Consolidation or Conformance

We recognize that the two acts could be con-

formed to eliminate inconsistencies and in-

corporate the new principles we recommend.

However, we think that a single consolidated

act would focus attention upon procurement

as a Government-wide operation and minimize

the possibility of agencies obtaining independ-

ent statutory treatment. Our preference, there-

fore, is for a single consolidated statute to

replace the two basic procurement acts, and

thus eliminate the inconsistencies between

them. In our judgment, a single act would

provide the best assurance against the recur-

rence of inconsistencies.

Our studies revealed more than 30 trouble-

some inconsistencies between the two acts.

For example, major inconsistencies involve:

• Competitive Discussions. ASPA re-

'10 U.S.C. 2301-2314: (0 U.S.C. 403(e) (1870).

■41 U.S.C. 261-260 (1870).
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quires,' but FPASA does not, that proposals

for negotiated contracts be solicited from

a maximum number of qualified sources and

that discussions be conducted with all sources

in a competitive range.

• Truth in Negotiations. ASPA requires,5

but FPASA does not, that contractors and

subcontractors submit cost or pricing data.

• Negotiation Authority for Research and

Development. Both acts require agency head

approval to negotiate research and develop-

ment (R&D) contracts. Under ASPA some-

one below the head of the agency can

approve contracts of up to $100,000." Under

FPASA, the limit is $25,000.'

• Negotiation of Certain Contracts Involv-

ing High Initial Investments. ASPA in-

cludes," but FPASA does not, an exception

to the advertising requirement for negotiat-

ing certain contracts requiring a high ini-

tial investment.

• Specifications Accompanying Invitations

for Bid (IFB). ASPA states that an in-

adequate specification makes the procure-

ment invalid.* Comparable language is not

found in FPASA.

Although some of the inconsistencies stem

from special problems originally encountered

by only one or a limited number of agencies,

most of them arise simply because there are

two basic procurement statutes, and because

each is amended at different times in different

ways by different legislative committees. These

basic inconsistencies have proliferated to an

overwhelming degree in the "flowdown" from

the statutes to agency, bureau, and local poli-

cies, regulations, procedures, and practices.

This results in serious inefficiencies and adds

enormously to the procurement-related costs

incurred by the Government and its contrac-

tors.

The merger of ASPA and FPASA into one

Government-wide statute will minimize the

need for future amendments, although special

problems will have to be treated by specific

provisions in the merged statute. However,

these occasions will be fewer in number be-

• 10 U.S.C. 2304(H) (1970).

• 10 U.S.C. 2806(f) (1970).

• 10 U.S.C. 2S11 (1970).

'41 U.S.C. 267(b) (1970).

• 10 U.S.C. 2S04(») (14) (1970).

• 10 U.S.C. 2806(b) (1970).

Part A

cause problems that originally were unique to

one or a limited number of agencies have

tended to become problems for other agencies

and have required separate legislative treat-

ment each time the problem arose.

A case in point is the provision of ASPA,

but not in FPASA, that allows negotiation

where performance requires a large initial

investment.10 In the 1940's this provision only

had application to the Department of Defense

(DOD). Special legislation was required later

because the Department of Transportation

needed similar authority for its air navigation

equipment contracts.11 The need for this nego-

tiation authority may increase as other civilian

agencies become involved in more expensive

and more technical procurements.

Many of the differences between the acts

arose through legislation initiated by a con-

gressional committee which had jurisdiction

over only one of the basic acts. For example,

the Truth in Negotiations Act and the statu-

tory provisions requiring competitive discus-

sions were added to ASPA but not to FPASA

Thus, major substantive issues were resolved

in only one act because the legislation had

been drafted to cover the military departments

only.

A comparable situation occurred recently

when Congress enacted Public Law 92-582,

establishing Federal policy with respect to the

selection of architect-engineers. The statute

amends FPASA but not ASPA. Although the

Senate Report (92-1219) noted this fact, it

concludes that DOD was already following the

new provisions and no amendment to ASPA

was needed. The result is that the civilian

agencies are required by statute to have "dis-

cussions" with A-E firms before making a

selection but not for other types of contracts.

On the other hand, DOD is not required to

conduct "discussions" with A-E firms but is

required to conduct discussions for other types

of contracts.

Another example is the addition of language

in ASPA requiring complete specifications to

be prepared in connection with invitations for

bid under formal advertising. The new lan-

guage 12 was added to ASPA as part of a bil'

» 10 U.S.C. 2804(•)( 14) (1870).

"49 U.S.C. 1844(c) (1970).

u10 U.SX. 2806(b) (1970).

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



415

General Procurement Considerations

17

primarily intended to amend the Small Bus-

iness Act and was processed by the committees

having jurisdiction over that act. The legisla-

tive history does not explain or even mention

that the bill would change only one of the

two basic procurement acts.

The present statutory foundation is a welter

of disparate and confusing restrictions and of

grants of limited authority to avoid the re-

strictions. This problem has arisen in part

because Congress has never been called on to

focus its attention on the overall procurement

process. The inaction of top managers of the

executive agencies has aggravated the prob-

lems.

Although both DOD and NASA are gov-

erned by ASPA, each relies on its separate

organic act or on general statutory provi-

sions" to issue separate and often i"""v»s.

sarily inconsistent procurement regulations.14

Some provisions of FPASA give the appear-

ance of minimizing the multiplicity of agency

regulations; they give either the President or

the Administrator of the General Services Ad-

ministration (GSA) authority to prescribe

regulations or policies.15 However, FPASA ef-

fectively or potentially excludes from GSA

regulations 16 the major procurement activities

which come under its "no impairment" pro-

vision." The "no impairment" provision is a

broad, ambiguous statement which provides

that nothing in FPASA shall impair or affect

the general authority of certain named agen-

c'es or specified functions of other designated

The agencies have differed in their approach

88 to what they consider an "impairment."

The Atomic Energy Commission (AEC) gen-

ially has followed GSA's Federal Procurement

Regulations (FPR), but in a few cases has de-

eded to adopt more "liberal" regulations under

the broader statutory authority of its organic

**■ The Tennessee Valley Authority (TVA),

0n the other hand, has interpreted the "no im-

pairment" provisions as giving it authority to

dlsregard the FPR's completely.'8

„F" example. 10 U.S.C. 2202 and 5 U.S.C. 801 (1970).

^Thf«e ageneiea are not required to eomply with regulations

"J* ourauant to FPASA. Sec 41 U.S.C. 262(a)(1) (1970).

See «o U.S.C. 481(a)(1) and 488(a) and (e) | and 41 U.f.C.

(1870).

"'"J.S.C. 252(a)(2) (1970).

.1S"SC- 474 (1«70).

a_ _ matter of diversity in reflations is

Chapter 4.

The statutory foundation must be changed

if significant improvements in unifying pro-

curement policies and procedures are to be

achieved. Consolidation of the procurement

statutes would be a major step in fostering a

single regulatory system which would help

rather than hamper those wishing to do busi-

ness with the Government.1" It also would focus

attention on the fact that procurement is a

Government-wide operation and would dis-

courage attempts by parochial interests to ob-

tain special statutory treatment.

Greater statutory uniformity may be viewed

by some as a threat to the special missions of

executive agencies. Such a fear is unfounded.

Our recommendations contemplate Congress

confining its dictates to fundamental matters.

Under our recommendations, the regulatory

system will assume the responsibility of ampli-

fying congressional direction and of creating

such restrictions or safeguards as may apply

only to some agencies or that prove essen-

tial only for limited periods. This approach pro-

vides the best balance of congressional control

and executive efficiency. It minimizes the bur-

den on a busy Congress. It also recognizes that,

when feasible, administrative action by regula-

tion is quicker, more specific, and more readily

adaptable to necessary change. Such latitude is

essential to the use of procurement techniques

which best ensure the success of a Government

program.

Sharing of responsibility for procurement

policy between the legislative and executive

branches is consistent with the practice in

other policy areas; that is, Congress estab-

lishes the general framework of a national pri-

ority and the executive branch is charged with

the responsibility to implement the approved

program. The need for executive branch lati-

tude to fill in the details by regulation is par-

ticularly acute in Government procurement

because of the number of techniques and tech-

nologies involved; the frequency and volatility

of change; the close connection between

procurement and agency missions; and the

multitude of detailed policies, procedures, guide-

lines, and controls attending the process.

Executive branch latitude, however, cannot

justify accelerating the issuance of conflicting
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regulations. The success of procurement with-

in the statutory framework we recommend will

require strong leadership in the executive

branch and a means for implementation of

the statutory policies governing procurement.

Only such leadership can ensure a more con-

sistent treatment of day-to-day procurement

problems and a more harmonious and respon-

sible relationship with Congress.

Summary

The unconsolidated structure of the two pri-

mary procurement statutes generate unessen-

tial or troublesome distinctions in basic pro-

curement policies and procedures of various

components of our Government. A clear ra-

tionale does not exist for two acts setting forth

separate policies and procedures for that part

of the Nation's business conducted by contract;

or for either of them permitting the extent of

diversity exhibited by today's regulatory sys-

tems. Efficiency, economy, and effectiveness of

Government procurement would be increased

if:

• The basic procurement statutes were con-

solidated

• The consolidated statute concentrated on

fundamental procurement policies and pro-

cedures

• The fundamental procurement policies and

procedures were implemented under the

leadership of the Office of Federal Procure-

ment Policy.

FUNDAMENTAL POLICIES FOR A

CONSOLIDATED STATUTE

Background

The procedure by which the Government

solicits offers, establishes terms and condi-

tions, and selects a contractor, is the heart of

the procurement process. The statutes tradi-

tionally have classified these methods as either

"formal advertising" or "negotiation." The

terminology and distinctions connoted by

the terminology obscure as much as they ex-

Part A

plain. Understanding these terms, and the

relation they bear to the degree of competition

available in markets from which the Govern-

ment procures, is essential to understanding our

recommendations concerning competitive meth-

ods of procurement.

FORMAL ADVERTISING

"Formal advertising" denotes a sealed-bid

technique of obtaining offers from several com-

petitors. The rules of this sealed-bid procedure

are designed to forbid "private" bargaining

and to encourage open disclosure upon award.

Formal advertising presumes a specification

that dictates a common baseline of technical

features and contract terms. This in turn ob-

viates any need for discussions with competi-

tors about their bids and provides an objective

means for distinguishing among capable com-

petitors on the basis of price. Therefore, a

fixed-price contract is always awarded to the

lowest-price offeror, provided he does not take

exception to the specification and is a responsi-

ble producer. These and other rules discourage

a buyer's inclination to unfairly favor award

to one contractor over another.

Private business generally does not refer to

any of its procurement practices as "formal

advertising." Occasionally, they do use a sealed-

bid technique in which they "advertise" a pro-

curement to potential suppliers. However, they i

are not as likely to broadcast their solicitation j

of offers as widely as does the Government, to I

commit themselves as unequivocally to accept

the lowest price received, or to foreclose the

possibility of having discussions with an of-

feror before awarding him a contract (as the

Government does when it announces it will use •

the "formal advertising" method of procure-

ment).

NEGOTIATION

Negotiation permits contracting agencies

greater latitude in the selection of contractors

than is allowed by formal advertising proce-

dures. It embraces procurements in which all

potential contenders are invited to participate

as well as those that involve only one seller.

We are concerned here only with those which
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ire publicized widely for competition.-" Some of

iiese contracts are awarded on a fixed-price

lasis, others on a cost-reimbursable basis.-1

In negotiated fixed-price competitions the

Government usually does not rely on the prices

initially submitted by competitors. The com-

parability between initial offers generally is

insufficient to judge the relative merits on the

basis of the common denominator of price. For

this or other reasons, contracting agencies or-

dinarily conduct discussions or bargaining

rith the competitors in the course of entering

into a fixed-price contract with the one who

offers the best terms."

In competitive negotiations involving cost-

type contracts, the offerors submit cost esti-

mates rather than fixed prices. The fact that a

cost-type approach is used generally indicates

that the primary interests of both the compet-

itors and the contracting agency will focus on

relative technical competence, not price "guess-

timates."

The single element which most acutely dis-

tinguishes negotiation techniques from formal

advertising is the subjective judgment which

'eighs quality and other factors against price;

these judgments are referred to as "tradeoffs."

Formal advertising, in effect, resolves all

tradeoffs" by specifying a common product

before offers are solicited. Only products con-

forming to that specification can represent

the best, and indeed the only, deal for the Gov-

ernment, subject solely to the variable of the

Pnces which will be submitted. Negotiation,

on the other hand, uses a more general or more

complex specification which asks the seller to

^ommend the combination of those aspects of

he solicitation he thinks will represent the best

eai to the Government; all aspects are varia-

k?s to be considered in selecting the contrac-

r. Price is likely to be an important, often

p 'cal aspect in competitively negotiated

ed-price contracts, and not as likely to be

Kxn cost contracts.

11 e negotiation js discussed later in this chapter.

•»«„ J*'*■ * contract awarded on a cost-reimbursable basis is one

say; (j j ^°*ernment promisee, for performance of a contract, to

• iet.^ r*m*°nable. allocable, and allowable coat of performance,

,e*iSc b* »r»d«termined coat principles and the terms of the

**• (!l "0"tr*ct ASPR 7-203.4 and ASPR. see. XV. part 2):

«se»t<^,'li»« ne*otiatione in , , , .

"h^""o»sfo'> p*Wt *° R*commend,tion *■

COMPETITION

Competition is not a procurement technique.

It is a phenomenon of the marketplace, and

the extent to which it exists in any given

marketplace ordinarily is not influenced by the

method of procurement employed. Competi-

tion is the effort of sellers, acting independ-

ently of each other and offering products or

services that are reasonably close substitutes

for those offered by other sellers, to secure the

business of the buyer by proposing the most

attractive contract terms.

Formal advertising is one means of obtain-

ing competition. It involves a broad sclicitation

of offerors, but so do competitively negotiated

procurements. Although fixed-price contracts

are always used in formal advertising, this

feature also is not peculiar to that method of

procurement; they are used as well in many

negotiated procurements. Further, the desire

among competitors for winning the award

should be equally strong regardless of which

method of procurement is used. The unique

feature of the Government's formal advertis-

ing technique is its insistence on offers of prod-

ucts or services which are essentially identical.

regardless of which competitor is selected.

Many procurements involve an item that is

not sufficiently comparable to others available

from the same general market to make an

award on the basis of price without discussions

with the offeror. In these circumstances, the

technique of negotiation affords the best op-

portunities to obtain the most effective com-

petition available. It permits discussions with

competitors for the purpose of more precisely

defining achievable requirements, or otherwise

obtaining sufficient comparability between of-

fers, in order to reach a common understanding

of the specifications. By enhancing the degree

of competition in this manner, the Government

may be able to validly select the contractor on

the basis of price and thus consummate a fixed-

price contract.

Cost-type competitions often involve mar-

kets quite dissimilar to those in which fixed-

price competitions take place. The end items

may be of such magnitude and exhibit so many

unknowns that initially no one can draw spec-

ifications that realistically dictate a common

technical baseline for all offerors; nor can the

parties agree to fixed-price contracts which
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provide for reliable priee comparisons of com-

mon baseline products. The acquisition of ma-

jor systems usually is characterized by these

features.

Another illustration is the procurement of

R&D. Here the competition is generally char-

acterized by several rival sellers offering pro-

posals which are not expected to exhibit a

broad baseline of comparable features. The

Government deliberately asks rival R&D sell-

ers to focus on innovative and individualistic

approaches; thus the offers received are un-

likely to exhibit the common technical baseline

essential to reasonable price comparisons. In

addition, the performance of these services

may involve such risk that use of a fixed-price

contract is not feasible."

Statutory Standards for Competitive

Negotiation and Formal Advertising

Recommendation 3.

(a) Require the use of formal advertising

when the number of sources, existence of

adequate specifications, and other condi-

tions justify its use.

(b) Authorize the use of competitive nego-

tiation methods of contracting as an ac-

ceptable and efficient alternative to formal

advertising.

(c) Require that the procurement file dis-

close the reasons for using competitive

methods other than formal advertising in

procurements over $10,000, or such other

figure as may be established for small pur-

chase procedures.

(d) Repeal statutory provisions inconsist-

ent with the above.

REQUIRED USE OF FORMAL ADVERTISING

Many Government procurements are entirely

suitable for fixsd-priced formal advertising.

The prerequisite for its use, however, is an

adequate specification and a number of com-

"Competition in cost-type contract* is further discussed with

respect to Recommendation 4. under "Competitive Pis; assigns for

Coat-Type Contracts."

Pan,

petitors sufficient to assure the Government!

receiving the best deal if it commits itself

accept the lowest bid of a responsible contrac

tor. We recommend, therefore, that formal ad

vertising, the competitive procurement method

exhibiting the greatest safeguards against

favoritism, be preferred whenever market con-

ditions are appropriate for its use. Toward this

end, we also recommend that contracting offi-

cers be required by statute to document their

reasons for not using formal advertising in i

competitive procurement.

Our recommendation exempts procurement;

under $10,000, or such other figure as may bt

established from time to time for small pur-

chase procedures, from the statutory rules ol

solicitation which ordinarily would apply.

UNDUE RESTRAINT AGAINST

COMPETITIVE NEGOTIATION

ASPA and FPASA provide that formal ad-

vertising is the preferred method for conduct-

ing Government procurement. Both statutes

authorize the use of negotiated procurement,

but restrict its use by numerous procedural

requirements that are not related to market

conditions. ASPA provides 17 and FPASA pro-

vides 15 exceptions to the requirement for use

of formal advertising. Each requires that a par-

ticular condition exist in order to use negotia-

tion instead of formal advertising.21 Many of

the exceptions require written findings and de-

terminations, and some also require approval

by the agency head. Still other provisions limit

the authority of the agency head to delegate

his approval function.

Nevertheless, the Government uses forma'

advertising for purchasing only from 10 to 1*

percent of its needs in terms of reported con-

tract award dollars." The pattern of using

"S« II U.S.C. 2»04(«)(1) (17) aad 41 U.S.C. 262(c) (l)-(lH

Our recommendations involve repealing those sections, as well s>

those concerned with justifying the use of negotiated cost an1*

Incentive-type contracts. Some of the decisions made pursuant"

these sections are final and not reviewable by the Genera) Accounting

Omce. See 10 U.S.C. 2310 and 41 U.S.C. 257. The mechanics of repe*1

will involve either rewriting or eliminating the finality present!*

accorded some administrative decisions to negotiate. We take r'

position on whether the current prohibition against GAO revie*

should be eliminated or substantially retained with new statutory

language.

'•Calculated by the Commission. See recent annua) report"

Military Prime Contract A iraraw. DOD. and Procurement for Civil*'

Aoensie*. GSA. Office of Finance. These sources also indicate th*'
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competitive negotiations instead of formal ad-

vertising has arisen only in the last three dec-

ades. During that period, first the urgency

and demands of war, and then national do-

mestic priorities, compelled Government to

meet more of its needs by advancing the state

of technology rather than by purchasing items

"off the shelf." This development—not the

conjecture that agency officials intentionally

and increasingly disregard the law—explains

the decline in the use of formal advertising.

In recent years, many Government require-

ments do not lend themselves to the form of

specifications needed for "formal advertising."

Creating such specifications to procure items

beyond the existing state of technology is not

realistic.

Simply identifying the conditions which

justify negotiation is time-consuming. When

the statute also requires that such justification

be put in writing, more time and expense is

consumed. Of even greater importance is the

fact that when the contracting officer's writ-

ten justification must be approved at higher

levels, the process often is wasteful and even

more expensive and time-consuming.

These justification provisions are intended

to discourage sole-source negotiation. However,

they also may restrain the use of competitive

negotiation to satisfy requirements for impre-

cise, changeable, and sometimes unique prod-

ucts and services. Competition in the markets

where these requirements must be satisfied

cannot be achieved by the use of formal ad-

vertising. The point is not that there should be

more negotiation and less advertising but that

competitive negotiation should be recognized in

'aw for what it is; namely, a normal, sound

buying method which the Government should

Prefer where market conditions are not appro-

priate for the use of formal advertising.2"

Formal advertising can be as inappropriate

'n some Government procurements as it is ap-

propriate in others. Since its use in many po-

set-aside contracts, which are restricted to small

— are also awarded by formal advertisini: techniques,

°unt for approximately an additional four to five percent of

»a kl"1 Gov""ment Procurement award dollars. In terms of the

of reported procurement actions in DOD during- fiscal 1972.

1<iwr'"tritted and unrestricted uae of formal advertisini; techniques

of """"'imately 11.4 percent of all military procurement actions

'"0.000

tentially competitive circumstances is inappro-

priate, it should not be encouraged, much less

preferred, in those circumstances. When com-

petitive negotiations are the appropriate pro-

curement technique, the statute should not

require Government officials to indulge in ex-

pensive, wasteful, and time-consuming proce-

dures to carry out congressionally authorized

missions.

UNDUE RESTRAINTS AGAINST THE

USE OF COST-TYPE CONTRACTS

The current statutes 2~ provide that cost-re-

imbursable and incentive contracts cannot be

used without a finding either that such con-

tracts probably will be cheaper or that it is

impractical to use any other type of contract.=v

However, in numerous situations the use of

cost-reimbursable or incentive contracts is de-

sirable, even if fixed-price contracts could be

used or might be cheaper. Many of these are

competitively awarded and include procure-

ments where the use of a fixed-price contract

would involve an inordinate risk or where the

procuring agency wishes to motivate the con-

tractor to apply his efforts toward specific ele-

ments of contract performance.

Where a cost-reimbursable or incentive con-

tract promises no net advantage over a fixed-

price contract, public policy rightly favors the

use of the fixed-price contract. In competi-

tively negotiated procurements, it provides the

greater assurance that the benefits of competi-

tion have been obtained and employed. How-

ever, conjectures that one type of contract will

prove more expensive than another or other-

wise be "impractical" to use generally are pure

speculation. Nor is there any reliable way of

validating whether the prediction was an ac-

curate one. Consequently, the finding or pre-

diction required by the present statute is a

hollow requirement and in practice is gener-

ally satisfied by findings which merely repeat

the language of the statute.

We believe the procurement statutes should

not stigmatize cost-reimbursable and incentive

contracts and require their use to be accom-

aj. - <w more.

liH^f* *ilT»tIar point made by the Task Force on Procurement.

0^ rv rvonrement, 195ft, p. 24, prepared for the Commission on

'of the Executive Branch of the Government.

'10 U.S.C. 2306(c) and 41 U.S.C. 254 (b) (1970).

"They also contain an absolute prohibition atraiiut "cost-plus-a-

See 10 U.S.C. 2306(a) and 41 U.S.C. 254(b) (1970).
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panied by findings which, as a practical mat-

ter, can rarely be supported by verifiable evi-

dence.

CONCLUSIONS

Our recommendations encourage the use of

competitive procurement procedures. They en-

dorse a preference for formal advertising

wherever practical but eliminate the wasteful

atid unnecessarily expensive exercise—in both

time and money—of having high-level agency

reviews of decisions to use competitive proce-

dures other than formal advertising. Thus,

procuring agencies will be directed to use ap-

propriate techniques to obtain the best possible

competitive results.

C«mp«titive Discussions

Recommendation 4. Adjust the statutory

provision on solicitations and discussions in

competitive procurements other than formal

advertising in the following manner:

(a) Extend the provision to all agencies.

(b) Provide for soliciting a competitive

rather than a "maximum" number of sourees,

for the public announcement of procure-

ments, and for honoring the reasonable re-

quests of other sources to compete.

(c) Promulgate Government-wide regu-

lations to facilitate the use of discussions in

fixed-price competitions when neeessary for

a common understanding of the product

specifications.

(d) Require that evaluation criteria, in-

cluding judgment factors to be weighed by

the head of an agency when he is responsible

for contractor selection, and their relative

impertasee, be set forth in competitive

solicitations involving contracts which are

not expected to be awarded primarily on the

basis of the lowest cost.

EXTENSION OF ACT TO ALL AGENCIES

The only general legislative requirement for

Part*

written or oral discussions in negotiated pro.

curements is found in ASP A, as amended:

. . . proposals, including price, shall be se-

Hcited from the maximum number of quali-

fied sources consistent with the nature and

requirements of the supplies or services to ■ ■

be procured, and wrtten or oral discussions

shall be conducted with all responsible of-

ferors who submit proposals within a com-

petitive range, price, and other factors

considered: Provided, however, that the re-

quirements of this subsection with respect

to discussions need not be applied to pro-

curements . . . where it can be clearly dem-

onstrated from the existence of adequate

competition or accurate prior cost experience

with the product, that acceptance of an ini-

tial proposal without discussion would result

in fair and reasonable prices . . .2a

Civilian agencies currently are not subject

to a similar general statutory prohibition

against dealing with only one of the competi-

tors they solieit for a negotiated procurement."

They are covered only in the FPR which, un-

like the statutory requirement, provide 31 that

competitive discussions are not mandatory for

some procurements; for example, cost-reim-

bursable and R&D contracts.

We believe a statute requiring discussions

in competitively negotiated procurements is

fundamental to protecting the Government's

interest, and that its requirements should be

applied uniformly throughout the Government.

REVISIONS TO STATUTORY REOUTREMENTS

Ten years of experience with the law on

competitive discussions indicates that modest

changes are desirable. Seme of these changes

appear to be evolving through regulations and

decisions interpreting the law; others require

legislation. These are discussed below.

"MAXIMUM" SOURCES

Under 10 U.S.C. 2304(g), solicitation of pro-

"10 U.S.C. 2304(g) (1970).

■> Congreas enacted the requirement for ditcuuiont in Public La*

87-653. Recently, Congress enacted Public Law 92-582 requiring

agencies subject to FPASA to conduct "discussions" in obtaining

architect-engineer service* by contract.

■ FPR 1-3.805.
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posals is required "from the maximum number

of qualified sources consistent with the nature

and requirements" of a procurement. Trans-

lating this requirement to practice poses a vex-

»g problem.

WbD procurements, probably more than any

gther, embody the two characteristics which

pve rise to the problem; namely, a large num-

ber of firms seeking Government contracts and

relatively complex proposals which are costly

to prepare and evaluate. Under these circum-

stances, total solicitation casts may exceed the

value of the contract. Moreover, most R&D pro-

nts seek innovative ideas and fre-

be considered as essentially

cost er price competitive. Therefore, the partic-

ipation of a maximum number of firms does

*ot necessarily ensure minimum costs to the

Government, a primary purpose of the statute.

Participation lay a "maximum" number of

firms in such situations may unduly complicate

the selection process and add considerably to

both the procuring agency's and the offerors'

costs.

Several agencies now interpret the statute

to permit limiting the initial issuance of re-

quests for proposals (RFPs) to a reasonable

number of firms deemed most competent,

©thars are reluctant to follow this practice,

fhey believe a blanket issuance of the RFP

and the evaluation of all proposals is easier,

safer, and possibly less costly than attempting

10 justify a limited solicitation. Moreover, some

consider that the intent of Congress, as re-

nted in the statute, requires that all doubts

°e resolved in favor of "maximum" solicita-

tion.

Providing in the statute for the solicitation

°f * "competitive" rather than a "maximum"

"umber of sources in negotiated procurements

should convey the intent that the desirable

"umber of sources depends on the conditions

*hich prevail in the market at the time the

Purchase is made. We reeognize that this

change could foster favoritism for certain con-

tactors; that is, only "favorites" might be

'"vited to submit proposals. To prevent this

abuse, we recommend retaining the statute

*hich requires public announcement of pro-

and adding to it a requirement

*" U.SX. M7(,| (1970).

that agencies honor all reasonable requests by

uninvited offerors to compete.

COMPETITIVE DISCUSSIONS FOR

FIXED-PRICE CONTRACTS

An exception in ASPA permits an agency

conducting a competitively negotiated procure-

ment to select a contractor on the basis of his

initial offer, without discussions with any of

the competitors.31 When Congress was con-

sidering the exception language in the legisla-

tion, GAO's view was that it would curtail

competition. GAO was concerned that the con-

tracting agency would not be in a position

(without the benefit of discussions) to deter-

mine with any degree of certainty tiie reason-

ableness of estimated costs and proposed

prices. Congress, however, accepted DOD's

position that the statutory requirement for

discussions include the exception permitting

awards without discussions. DOD believed

that the exception would discourage offerors

from submitting padded initial prices.

GAO's concern appears to have been directed

toward the use of fixed-price contracts in

negotiated procurements. It cited an example

where the contracting agency rejected for-

mally advertised bids because of a statutory

technicality. The agency later conducted a>

"negotiated" procurement for the same items,

without competitive discussions, and accepted

a low offer from a contractor which was

about $20,000 higher than the offer he made

in the formally advertised procurement. GAO

maintained that discussions would prevent

these abuses without encouraging padded of-

fers, since competitors would hesitate to sub-

mit unnecessarily high offers that eliminated

them from the competitive range.

Our studies suggest that offerors will not

be deterred from including substantial con-

tingencies in initial offers." Moreover, we be-

lieve there is a likelihood of the Government's

u Offerors must be advised of the possibility that discussions may

not be conducted, and th

the contracting officer. The ■

fixed-price contraeta.

M Responses to s question raised by Study Group 8 (Negotiations

and Subcontracting*). disclosed that more than half of the

Government buyers interviewed on this point thought sellers did not

pad their offers : over half of the sellers believed they did. (See Study

Group 8, Final Report, vol. II. appendix F.
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inadvertently accepting higher offers under

fixed-price contracts if discussions are not

held. This could occur when an offeror antici-

pates discussions with the Government to

establish a common understanding of an im-

precise specification and wishes to leave a

margin in his initial price or contract terms

to facilitate making appropriate concessions.

For example, his experience might be that the

Government often discovers through discus-

sions that its needs are not adequately defined

by the specification and asks the offeror to go

beyond what is literally required by the speci-

fication without increasing the original bid

price. Inadvertent acceptance of unnecessarily

high offers also might occur as a result of

divergent understandings of an imprecise

specification; this could lead to a higher qual-

ity product than actually is needed.

When the specifications are inadequate for

formally advertising the procurement, they al-

so are unlikely to be adequate for negotiating

a fixed-price procurement without competi-

tive discussions. The low offer may be a higher

price than the Government need pay, or it

may offer a lower quality product than is

acceptable. In short, if the specification is not

sufficient to assure a common understanding

by all offerors, thereby permitting a choice

between offers on the basis of price, then such

offers may be too high or too low, and in

either event, unacceptable.

In these circumstances, the procurement

regulations should require the Government to

conduct discussions for the purpose of estab-

lishing a common understanding of the speci-

fications. Such an understanding usually

should permit contractor selection on the basis

of the lowest price finally offered.

The statutory changes we recommend do

not say how long discussions should be con-

ducted in the attempt to achieve a common

understanding of the specification. The statute

should not dictate that Government buyers

bargain endlessly in order to achieve such

common responses to a specification as to per-

mit selection primarily on the basis of price.

This must be left to the common sense and

discretion of the Government buyer.

Part |

COMPETITIVE DISCUSSIONS FOR

COST-TYPE CONTRACTS

The extensiveness of competitive discus-

sions, rather than the absence of discussions,

has been a recurring complaint of contractors

dealing in cost-reimbursable and R&D con-

tracts. Representatives of the R&D industry

believe that technical portions or ideas of one

competitor's proposal commonly are "trans-

fused" into another's. They allege this occurs

during competitive discussions, especially

when the Government points out deficiencies

in a competitor's proposal and invites him to

change and improve it.

They further allege that discussions in R&D

procurements have been used to achieve the

comparability between competing "products"

which one expects in formal advertising.

This tends to bring the offer of each proposer

to a common level of technical excellence. Such

"technical leveling" can foster a Government

practice of "auctioning" the contract to the

proposer who bids the lowest price.

Recent changes in procurement law suggest

that agencies now are devoting much attention

to this matter and that these problems may

not continue to be considered acute.1'' How-

ever, the lines of distinction between improve-

ments initiated by the offeror and those to

which the Goverment may allude, on the basis

of its knowledge of others' ideas, is often a

difficult one to draw. Creating sensible rules

in statutes, regulations, or legal decisions to

facilitate drawing the line between competi-

tive endeavors and "technical transfusion" is

a hard task.

In view of the recent attempts to avoid

tt In U.S. Comptroller General transmittal letter (p. S) and

decision B-173677 (p. 32). Mar. St. 1972, which denied a protest

against NASA's aliened Hull failure U> discuss deficiencies in the

protestor's R&D proposal, the Comptroller Genera] observed:

. . . This is a research and development procurement in which

the offeror's independent approach in attaining the desired

performance is of paramount importance . . . Obviously, disclosure

to other proposers of one projMMer's innovative or ingenious

solution to a problem is unfair. We agree that such "transfusion"

should be avoided. It is also unfair, we think, to help one proposer

thruugh successive rounds of discussions to bi ing his original

inadequate proposal up to the level of other adequate proixwals by

pointing out those weaknesses which were the result of his own

lack of diligence, competence, or inventiveness in preparing his

proposal.

Also see NASA Procurement Regulation Directive 70-15 (revised),

Sept. 15, 1972. providing that in coat.reimbursement and R&D

competitive procurements, the contracting agency shall not point out

to competitors the deficiencies in their proposals which inhere in

their management, engineering, or scientific judgment.
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technical transfusion" and "auctioneering,"

the complexity of the subject, and the present

state of flux in implementing the statute, we

haw concluded it would be inappropriate at

this time to recommend detailed statutory

revisions.

EVALUATION CRITERIA

The procuring agencies use different pro-

cedures for evaluating proposals. The proce-

dure most commonly used for larger or more

complex procurements in which price may

be only one of numerous considerations re-

quires that evaluation criteria be established

prior to soliciting offers. Evaluation criteria

apprise competing sellers of the features, in ad-

dition to cost, the Government considers im-

portant to the purchase and their relative

importance to each other. The criteria also

alert Government technical specialists, who

may not be the ones who devised the criteria,

of what to look for and what weight to give

to certain aspects of the proposal in scoring

or otherwise evaluating it.

The statutes currently are silent on the

evaluation criteria the Government uses to

select a contractor, although this is a matter

of major importance. Proposers often com-

plain they cannot adequately respond to solici-

tations because the evaluation criteria do not

indicate the relative weight the buyer attaches

to various elements of the specification or pro-

Posed contract terms.

The procuring agencies have reservations

about communicating the relative importance

of evaluation criteria. They fear such disclo-

SUre may result in the buying officials and the

sellers relying too heavily on the mechanics of

the scoring system instead of using their own

judgment. They also believe that the Govern-

ment might award contracts to inferior firms

*h'ch had a slightly higher "acore" than a

superior competitor, that competitors might

°* inhibited from submitting innovative ideas

*hich did not agree with the evaluation cri-

|*ria, and that GAO might be inclined to up-

°'d protests on the ground that award was

"6t made to the competitor with the highest

•core. The weakness jn these observations is

25

that neither law nor common sense supports

the likelihood of their occurrence.

Nothing could be more basic to sellers than

knowing what the buyer really wants. With-

out knowledge of the relative importance of

evaluation criteria, sellers can determine only

partially what the procuring agency considers

important. Withholding uniform and formal

disclosure of such information may, on occa-

sion, lead to some sellers learning more than

others about what the agency regards as im-

portant.

Acceptance of our recommendation to com-

municate the relative importance of evalua-

tion criteria would create greater public

confidence in the procurement process, motivate

procuring agencies to give greater attention

to defining what they want from sellers, and

facilitate the preparation of more responsive

proposals.

Post-Award Policy

Recommendation 5. When competitive pro-

cedures that do not involve formal adver-

tising are utilized, establish that agencies

shall, upon request of an unsuccessful pro-

poser, effectively communicate the reasons

for selecting a proposal other than his own.

Letting an offeror know why he lost a com-

petition contributes to his ability to compete

for future solicitations. It also adds to the

general confidence in the fair application of

the rules and procedures governing Federal

procurement. Today there are no statutory

requirements or uniform practices for inform-

ing losing offerors why their proposals were

not considered as advantageous to the Govern-

ment as the winning contractor's.

Losing competitors believe they should be,

but frequently are not, provided with enough

details on the relative value of their proposals.

Consequently, existing practices often result

in informal complaints as well as formal pro-

tests to force adequate disclosure. We believe

the Government will receive better proposals

and gain more credibility if a statutory base

exists for honoring the post-award requests

of losing offerors for the reasons why the

contractor was selected.
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SOLE-SOURCE PROCUREMENT

Recommendation 6. Authorize sole-source

procurements in those situations where

formal advertising or other competitive

procedures cannot be utilized, subject to ap-

propriate documentation; and, in such

classes of procurements as determined by

the Office of Federal Procurement Policy,

subject to the determination being approved

at such level above the head of the procur-

ing activity as is specified in agency regula-

tions.

One reason for public concern over the pro-

curement process is the high proportion of non-

competitive (sole-source) contracts awarded

by the Government. Nevertheless, in many

instances, because of urgency, lack of a reason-

able competitive source, standardization, or

other factors, the contracting agency has no

realistic alternative to soliciting an offer from

one firm. This is particularly true in DOD,

NASA, and AEC, where costly items of high

technology frequently are needed. For fiscal

1972, 58.6 percent of the reported DOD mili-

tary procurement dollars involved noncom-

petitive procurements/0

ASPA and FPASA have provisions that

limit negotiation, regardless of whether the

negotiation is a competitive or a sole-source

procurement. We have recommended removing

the statutory restrictions insofar as they apply

to competitively negotiated procurement. Lift-

ing the restrictions against competitive negotia-

tions, however, requires adoption of statutory

safeguards for noncompetitive negotiations.

Our recommendations introduce additional

safeguards. Written determinations for failure

to use formal advertising are not required

today for seven of the exceptions under ASPA

and 11 of the exceptions under FPASA. Our

recommendation would require written docu-

mentation in the file for all cases over $10,000

where formal advertising is not used and

where only one source is solicited.

Moreover, the documentation in some of

"U.S. Department of Defence, Military Prime Contract Auardt,

July lS71-Junc 1S7!. p. 40. Of these dollars, the Commission

calculated that 32.4 percent were "follow-on" to contracts which

oriirinally had been awarded on a competitive basis, and 67.6 percent

were other sole-source procurements.

Part*

i

these procurements would require approval

at an agency level above the head of the pro.

curement office. The rationale for this is the!

fact that some potentially sole-source procure-

ments will involve large expenditures or other!

wise be of a sensitive nature. In such cases,

we believe the issue of whether competition

can be obtained should not be decided at the

level within the agency which is most likely |

to be biased.

We recommend that the Office of Federal!

Procurement Policy decide which classes of

sole-source procurement should be approved

at a level above the contracting officer. We

would leave to the discretion of each agency I

the exact administrative level from which the

contracting officer should seek approval be- j

cause the level at which an independent and

detached judgment can be expected may vary.!

SPECIAL PROCUREMENT TECHNIQUES

>

Small Purchase Procedures i

Recommendation 7. Increase the statutory j

ceiling on procurements for which simpli-

fied procedures are authorized to $10,000.;

Authorize the Office of Federal Procure

ment Policy to review the ceiling at least

every three years and change it where an

appropriate formula indicates the costs of |

labor and materials have changed by 10

percent or more.

Under ASPA and FPASA, procurements in I

excess of $2,500 must be made pursuant to

the statutory rules for formal advertising or

negotiation. Simplified procedures are author-

ized in procurements of less than $2,500. These

procedures include the use of competitive

techniques but need not be encumbered by

either the sealed-bid requirements of formal

advertising or the administrative burdens or-

dinarily associated with a negotiated transac-

tion. Their use is not conditioned on a written

explanation of why formal advertising is not

feasible or, when a single source is solicited,

why competition is not being obtained.

The limit of $2,500 was placed on small

purchases in 1958. Data for fiscal 1972 in-
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dicates that DOD alone issued 795,917 for-

mally advertised contracts under $10,000.37

This represented only 7 '10 of 1 percent of

the total dollar value of all reported DOD

military procurements.'" In terms of procure-

ment actions, more than 98 percent are for

less than $10,000." Many of these tranactions

are for commercial items for which prices

are set competitively or by regulatory proc-

esses. Mandatory procedures for small trans-

actions in excess of $2,500 require a great

deal of extra paperwork, time, and frustration,

and discourage many companies from compet-

ing. This results in additional costs and longer

delivery schedules. GAO estimated that up to

$100 million in administrative costs ,0 can be

saved annually by DOD procurement centers

if contracts under $10,000 could be awarded

under simplified, small purchase procedures.11

To assure that potential savings are not lost,

more is required than simply raising the dollar

ceiling. The need to avoid the statutory rigidity

of a fixed dollar ceiling is of equal importance.

Such rigidity can inadvertently restrain the use

of appropriate procurement techniques and in-

crease administrative costs. Therefore, the

ceiling should be made flexible by relating it

to the purchasing power of the dollar.4-

Muiti-year Contracting Authority

Recommendation 8. Authorize all executive

agencies to enter into multi-year con-

tracts with annual appropriations. Such

contracts shall be based on clearly specified

firm requirements and shall not exceed a

five-year duration unless authorized by an-

other statute.

'Multi-year procurement" is a special term

p. 49.

__tas) dollar value of these

in fiscal 1972 n Kill

U,e p L*"*r ,rom u s- D*P»rtment of Defense (Comptroller)

Commission, Nov. 1. 1972. (Percentage calculated by the Com-

mission.)

'wludin, both

**, p. no

Uwr*tter (B-160725) from the

^Commission, Nov. SO, 1972.

S«e lo U.S.C. 2304(a)(3) and 41 U.S.C. 252(c)(3) (1970) for

"■»«,of ,2ill0o.

•Imni^ P*rt D' C^P'" «• far additional discussion of the use of

used to denote a method of competitively con-

tracting for more than one year. It is now

used by agencies which either have "no-year"

or multi-year appropriations, or special

statutory authorit>." However, many appro-

priations, including most of those for the pro-

curement of services, are on an annual basis.

This requires that the funds be obligated within

the fiscal year for which the appropriation

is made and only for needs arising during that

fiscal year. Further, 31 U.S.C. 627 prohibits

contracting in excess of an appropriation

unless an act of Congress declares specifically

that such a contract may be executed. Conse-

quently, in the absence of special statutory

authority, multi-year contracting generally

has not been used when annual appropriations

are involved.

Multi-year contracting properly is used only

to purchase firm and clearly specified require-

ments, which do not change during the term

of the contract." This method of contracting

provides for the solicitation of prices based

on both the current one-year program, and on

the annual increments making up the total

program, for a period of up to five years.

The contractors' nonrecurring or "start-up"

costs are lumped together in their one-year

bids, but are prorated over the entire period

of the contract in the multi-year bids. The con-

tract is awarded on the basis of the bid that

reflects the lowest unit prices to the Govern-

ment. Often, the proration of nonrecurring

costs and other advantages of high-volume

and long-term production results in a multi-

year bid representing the lower overall cost.

If a multi-year contract is awarded, only

the first year is funded. The next year, if ad-

ditional funds are available, the contracting

officer notifies the contractor prior to a deadline

date or event to continue; notice obligates the

parties to the next year's performance. If

41 Isolated statutes provide a few agencies with limited

authorization to enter into long-term contracts with appropriated

funds. See, for example, 42 U.S.C. 2201(u). 7 U.S.C. 427(1), 7 TJ.S.C.

416. 10 U.S.C. 2306(g). and 10 U.S.C. 2352 (1970). A list of

statutes providing authority for long-term contracts is found in

Study Group 2, Final Report, vol. III. appendix 1 to chapter 3, pp.

1038-1035.

** A change in the

labor or of purchasing equipment for the specific contract.
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the contract is canceled, the contractor and

the Government negotiate the cancellation pay-

ment. In this event, the Government can pay

no more than the pre-agreed cancellation ceil-

ing which represents the estimated unpaid

increment of nonrecurring costs.

Proper use of multi-year contracting ap-

pears to have yielded impressive results. In a

survey conducted by the Commission, DOD

reported average annual savings of over $52

million, attributable to the use of multi-year

contracting for fiscal years 1968-1973." These

savings resulted from spreading the nonre-

curring costs over several years, the purchase

of items and services for more than one year,

and the increased efficiency of a stable labor

force.

Potential savings in the field of automatic

data processing equipment (ADPE) are also

impressive. In fiscal 1969, almost all of the

$390 million spent on ADPE rentals involved

short-term leases—usually the most expensive

method of acquisition.47 Statistics show that

the ADPE is usually needed for longer than

one year. If 828 of the ADPE systems rented

by the Government as of June 30, 1969, were

under three-year leases, costs could have been

reduced by as much as $26 million over the

periods of the leases. Similarly, if 666 of the

systems were under five-year leases, costs

could have been reduced by as much as $70

million."' The Comptroller General concluded

that either the GSA's ADPE Fund should

receive greater capitalization or legislation

should authorize the ADPE Fund to contract

on a multi-year basis without obligating

monies to cover the full period at the time

of entering into a lease.49

The U.S. Army Corps of Engineers noted

that in the case of the Safeguard missile

system a multi-year contract for approxi-

mately $43 million was awarded to one sup-

plier. Had annual funds been involved in this

procurement, thus precluding a long-term con-

tract, the Corps doubts that it would have

secured competition on the next year's procure-

M Commission Studies Program.

U.S. Comptroller General. Report to Congress. B-115369. Multi-

Year Leasing and Government-Wide Purchasing of Automatic Data

Processing Equipment Should Result in Significant Savings, Apr. 30.

1971. p. 1 of Digest.

■ Ibid., p. IT.

** Ibid., p. 26.

Part A

ment. Competition would have been impracti-

cal because of the special equipment and large

initial capital outlay required to enter the

program.'"

Congress has been reluctant to extend au-

thority for multi-year contracting/'' Also, the

House Committee on Armed Services, in its

report covering fiscal 1973 authorizations for

DOD, expressed dissatisfaction with the re-

sults in some procurements using this contract

method. The multi-year contracting authority

appeared to have been misused in that require-

ments were not firm, nor was the design

specified with adequate clarity. Consequently,

Congress has enacted a provision which denies

DOD the use of this authority for contracts

when the cancellation ceiling is more than $5

million."

Despite occasional misuse of the authority,

the evidence amply supports the greater use of

multi-year contracts for required goods and

services. Legislation is required, however, to

overcome a number of statutory restrictions

on the use of annual funds if this contract

method is to enjoy wider use. •'

Granting broader authority for multi-year

contracting will not substantially diminish

congressional control of agency expenditures.

Such control still may be exercised during

the authorization and appropriation process.

Through the Office of Federal Procurement

Policy, adequate controls could be established

to assure Congress that multi-year contracting

provisions are properly implemented, particu-

larly with respect to the definitiveness of re-

quirements and specifications.

Subcontracting Review

Recommendation 9. Repeal the current stat-

utory requirement that the contractor pro-

vide the procuring agency with advance

notification of cost-plus-a-fixed-fee subcon-

tracts and subcontracts over $25,000 or five

percent of the prime contract cost.

M Attachment to a letter from the Office of the Chief of Engineers

to the Commission. Sept. 1. 1971.

"See, for example. Multiyear Procurement Bill (H. R. 16789).

hearings before the Subcommittee for Special Investigations of the

Committee on Armed Services, H. RepL 47. 90th Cong , 1st and

2d seas., under the authority of H. Res. 124. July 27. Oct. 26. 1967,

and Mar. IS. 1968. p. 7668.

■ Public Law 92-436. Act of Sept. 26. 1972.

M See Chapter 7 for a discussion of contract funding.
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Both ASPA and FPASA M require that cost-

tvpe contracts contain a provision for advance

notification to the procuring agency by the

contractor of cost-plus-a-fixed-fee subcontracts

and of fixed-price subcontracts in excess of

$25,000 or five percent of the estimated cost

of the prime contract.

These statutory provisions, while not ob-

jectionable per se, do not establish an ade-

quate system for the review of contractor

procurement transactions and represent inflex-

ible requirements which can result in an un-

necessary and inefficient use of resources. They

"10U.S.C. 2306(e) i 41 U.S.C. 264(b) (1970).

29

typify the kind of detail that should be elimi-

nated from the statute and made a part of the

policy responsibilities of the executive branch.

Both ASPR and FPR now contain criteria

for reviewing contractor purchasing systems

and transactions. In Chapter 8, we discuss

the need for placing more emphasis on the re-

view of contractor purchasing systems and

recommend the adoption of a Government-

wide policy in this area. We conclude that the

guidelines for review and approval of con-

tractor purchase transactions should be estab-

lished by the Office of Federal Procurement

Policy.
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CHAPTER 4

The Regulatory Framework

After statutes and Executive orders, agency

regulations are the most important written

means for directing the Government procure-

ment process. At the Government operating

level, regulations provide the main, if not the

sole, reference source for guidance on Govern-

ment procurement policy and procedures. Reg-

ulations affect contractors directly to the

extent that they are given the force and effect

of law and are binding on contractors and indi-

rectly to the extent that they control contract-

ing officers and thus limit what contractors

can accomplish by negotiation.

The impact of regulations goes beyond the

immediate contracting parties. Subcontractors

and vendors are affected through flowdown

clauses.' Workers, minorities, and others also

are affected by wage, hour, and work stand-

ards,1 as well as by nondiscrimination,3

safety,4 health,' insurance,6 and environmental

requirements 7 which implement social and eco-

nomic objectives. Buy-American,8 gold-flow,1

and barter policies 10 have international reper-

cussions. Thus procurement regulations have

widespread ramifications and many parties in

interest.

Problems involving the substance of specific

regulations are discussed throughout this re-

Port. Here we focus on the regulatory process

and consider problems relating to:

"^FPR 1-3.814-3.

!f"PR 1-12.605.

1 FPR 1-12.803-2.

'fPR 1-12.904-1.

''kid.

'FPR 1-10.3. 1-10.4. 1-10.5.

Propose Environmental Protection Agency retaliations relating

■ Administration of the Clean Air Act with respect to Federal

""■"trscu. grants, and loans. See also Executive Order 11602. same

■*»««. June 29. 1971. 3 CFR 167 (1971 Comp.l.

'ASPR 6-100.

'ASPR 6-800.

"ASPR 4-501.

• The organization, composition, and volume

of procurement regulations

• The extent of industry and other public

participation in procurement rulemaking

• The legal force and effect of procurement

regulations.

A SYSTEM OF COORDINATED

PROCUREMENT REGULATIONS

Multiplicity of Procurement Regulations

Recommendation 10. Establish a system of

Government-wide coordinated, and to the ex-

tent feasible, uniform procurement regula-

tions under the direction of the Office of

Federal Procurement Policy, which will have

the overall responsibility for development,

coordination, and control of procurement

regulations.

In our review, we found a burdensome mass

and maze of procurement and procurement-

related regulations.11 There are:

• Too many primary sources of regulations

• Numerous levels of supplementing and im-

plementing regulations

• Numerous collateral procurement-related

regulations, issued independently of, but

nevertheless affecting the procurement proc-

ess and organization.

And there is no effective overall system for

coordinating, controlling, and standardizing

regulations. Basically, there is no central

11 See fig. 1, for an example of a system of regulations as it

impacts on s local procurement officer.
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manager and therefore no Government-wide

management of procurement regulations.1- We

emphasize that our recommendation does not

require publication of a single Government-

wide procurement regulation; the recommenda-

tion can be accomplished through the present

structure. Leadership by the Office of Federal

Procurement Policy in directing and controlling

a coordinated and uniform system of regula-

tions is the key to our recommendation.

There are two primary procurement regula-

tions: the Armed Services Procurement Regu-

lation (ASPR), and the Federal Procurement

Regulations (FPR). The statutory relation-

ship between the ASPR and the FPR is some-

what nebulous and varies with the subject

matter involved.13 Although the question of

preeminence or authority of one over the other

has not been pressed to a conclusion, in prac-

tice, a working accommodation has been

achieved in areas of mutual interest.

There are also semiautonomous procurement

regulations for AEC, CIA, NASA, TVA, Bon-

neville Power, and, until recently, the Coast

Guard. Each of these has some degree of in-

dependence from the FPR, though the extent

to which this is manifested varies in form

&nd practice. For example, the NASA PR,

'ike the ASPR, is published independently of

the FPR. The AECPR, however, generally fol-

lows the FPR.

Collateral policies and procedures are is-

sued by nonprocuring organizations outside the

normal channels of procurement regulations.

Though not designated as "procurement regu-

lations," they directly affect procurement.

Some are interagency, some intra-agency.

•"e interagency collateral policies and proce-

dures are issued by such agencies as:

* Department of Labor

* Small Business Administration

* Environmental Protection Agency

* Office of Management and Budget

Ntril Procurement Rek'ulstions «Uff and the In

^■"•emenl Policy Committee established by GSA cannot ii

c°n*'d*>ed • central manager of procurement reirulatic

PnT*"0" °n' *hould "P*™1* See Chapter 2 for a diacuaai

J*!*** Office of Federal Procurement Policy.

^ Tl» following provi.iona of FPASA have cir,

OfoT*1* lt" •*"r>inKly broad authority of GSA to prescribe

4jj*Urnn*'X policies and regulations under FPASA: 40 U.S.C 474.

I*> ! 41 U.S.C 252(a)(l)-(2t (1970).

• General Services Administration (with re-

spect to property management and disposal)

• Renegotiation Board

• General Accounting Office.

Intra-agency collateral policies and proce-

dures are issued by high-level nonprocurement

elements within an agency (such as comptrol-

ler, engineering, accounting, supply, audit, and

agency administration). In the Department of

Defense (DOD) these may take the form of

DOD directives, manuals, circulars, and in-

structions.'* Some directly affect procurement,

such as those governing funding, source selec-

tion, management reporting systems, and data

requirements.

Supplementing and implementing—and often

repeating and rephrasing—the top-level pro-

curement and collateral regulations are subor-

dinate agency procurement and collateral

regulations. These sometimes flow down to the

fourth and fifth levels. For example, in the

Army, the ASPR and other primary regulations

are amplified by five levels of intermediate reg-

ulations and instructions (see fig. 1).

As a result, a contracting officer at the U.S.

Army Electronics Command, Philadelphia

Procurement Division, has a five-foot shelf

of procurement and procurement-related regu-

lations which he is responsible for knowing and

applying to the extent they govern his area of

procurement (see fig. 2)."

This five-foot stack of regulations does not

include interagency regulations such as those

of the Department of Labor. Apart from the

burden of absorbing and piecing together all

this guidance and reducing it to everyday prac-

tice, there is the mechanical task of keeping the

books up-to-date. Considerable manpower is

expended for this purpose alone. For example,

revisions 8 and 9 to the 1969 edition of ASPR

(published in a seven-month period) totaled

1664 pages and represented about 53 percent of

the total number of ASPR pages. DOD has

estimated that its internal cost for posting

these two revisions was $482,000 (72 man

years).1"

14 An example of such sn intra-ageney

Directive 6000.1. Acquisition of Major

"ASPR 1-40S.

■ Memorandum for the

Feb. 4. 1972. p. 4.

regulation is DOD

(Case 71-87).
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Part*

EXAMPLES OF BOOKS Of REFLATIONS

USER AT A LOCAL BUYING ORGANIZATION

■ned Services Procu

ient Regulation (ASPR)

Defense Procu r*

Army Materiel Com

i 715-1 through 825-1

Internal Procure

Production and Procurt

Internal Operating Instruct

iOls—F<scal 1971

1

Source Study Grout 3, Final Report, Nov. 1971, p. 73.

Figure 2

Lack of Uniformity

As is to be expected with a multiplicity of

regulations and no authoritative eentral man-

ager to coordinate and control them, there

are many gaps and inconsistencies in the

ASPR, FPR, and other procurement regula-

tions. Reflecting DOD predominance and

greater experience in procurement, ASPR gen-

erally has taken the lead in developing new

procurement regulations and these regulations

have been substantially incorporated in the

FPR and NASA PR. Although there is con-

siderable uniformity on subjects such as for-

mal advertising and mandatory contract

clauses, substantial differences remain. The AS-

PR covers many subjects not treated in the

FPR; for example:

Research and development contracting (AS-

PR section IV, part 1)

Multi-year procurement (ASPR 1-322)

Advance procurement planning (ASPR 1-

2100)

Government property (ASPR section XIII)

Purchases under $250 (ASPR 3-604.1)

Prison-made supplies (ASPR 5^00)

Blind-made products (ASPR 5-500)

Special treatment of Canadian supplies un-

der Buy American Act (ASPR 6-103.5)

Freedom of information (ASPR 1-329)

Novation agreements (ASPR 26-400)

In addition, the ASPR includes many manda-

tory or optional contract clauses not in the

FPR.'7

Even when there is coverage of identical

subjects, there may be substantive differences.

For example:

• ASPR provides for an alternative 50 per-

cent cost evaluation factor in addition to the

basic six-percent Buy American evaluation

formula used under the FPR.1"

• ASPR makes prospective subcontractor

cost or pricing data mandatory,19 NASA PR

makes it discretionary,20 and the FPR is

silent on the matter.

• ASPR and FPR use three clauses fw

truth in negotiations; the NASA PR uses

one."

• AECPR cost principles are significantly

different in approaeh from those in ASPR

and FPR."

Table 1 gives other examples of substantive

differences.

Even on subjects such as formal advertising

and standard contract clauses for fixed-price

supply contracts, where the greatest degree of

uniformity has been achieved, there are many

word differences. Of 48 sections in FPR and

rch

'" Compare ASPR 6-104.4 and FPR 1-6.104-4.

"ASPR 3-807.3(b).

« NASA Procurement Herniation directive No. 70-2. Feb. 3, 1970

"ASPR 7-104.29, 7-104.41. 7-104.42: FPR l-S.814-1. 1-3.814-!.

1-3.814-3; NASA PR 3.807-4.

» Compare ASPR. section XV. and AECPR, part 9-15.
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*SPR covering formal advertising only ten

are identical, while most have two or three

different versions. A comparison of the stand-

ard fixed-price supply contract clauses in the

FPR with those in ASPR and the NASA PR

shows that only 15 of 36 are identical, while

most have two or three different versions.

These multiple, and for the most part, minor

differences add to the burden of contracting.

The parties must make sure just what version

is applicable in any procurement and what,

if any, difference in substance is intended. In

many cases, the differences do not seem to be

based on significant differences in program re-

quirements or agency operations.

Multiple and nonuniform regulations compli-

cate contract administration for offices that

serve many agencies. These offices must tailor

their practices and adapt their personnel to

the various contract clauses, policies, and pro-

cedures established by the different pur-

chasing agencies.

For the same reasons, the present system

also is complicated for contractors dealing with

different agencies, for they must adjust their

pricing, negotiating, and contracting practices

to the variable requirements and regulations of

the different agencies or determine that differ-

ences in contract clauses are not significant.

For example, in dealing with DOD they must

concern themselves with Weighted Guidelines

f°r Profit, Contractor's Weighted Average

Share (CWAS) in determining overhead, man-

datory submission of prospective subcontractor

cost or pricing data, the DOD Manual for Con-

trol of Property in Possession of Contractors,

~efense Financing Regulations, Rules for

Avoidance of Organizational Conflicts of Inter-

*y and use of the Material Inspection and Re-

aving Report (DD Form 250). In dealing

other agencies, such regulatory require-

ments are either different or nonexistent. There

are variations even in cost principles. DOD,

r example, has much more liberal policies

nan does AEC for reimbursing an allocable

are of a cost contractor's bid and proposal

« and for independent research and devel-

°Pment costs."

As previously noted, the ASPR coverage is

0re complete and detailed than that found

in other regulations. Prima facie, therefore,

Government-wide coordination of regulations

as recommended would involve extension of the

ASPR coverage to other regulations. To the de-

gree this would bring about greater uniformity,

the result would be beneficial. However, if not

properly managed, the interagency coordination

process could handicap all agencies in issuing

regulation changes needed to provide prompt

solutions to problems.

Differences in Format

In reviewing major procurement regulations,

we found troublesome differences in format

and method of publication, including the num-

bering of paragraphs. These differences are not

warranted and result in needless additional cost

to the Government. '4 To the extent possible, the

proposed system of Government-wide coordi-

nated procurement regulations should require a

uniform method for numbering regulations at

all levels.

Functional Procurement Manuals

Procurement personnel at the buying level

who are forced to handle and update a "five-

foot shelf" of procurement regulations, in

many cases use only a small portion of the

regulations because their responsibility is lim-

ited to a specific area (for example, construc-

tion, small purchases, interdepartmental orders,

research and development, or standard com-

mercial items). Various sources in and out of

Government have recommended that the basic

procurement regulations be broken up into func-

tional volumes to simplify issue, handling, and

use and to save money when a change affects

only one type of procurement, such as R&D,

construction, and professional services. For ex-

ample, it seems unnecessary and costly to bur-

den the 35,591 holders of ASPR " with a change

to a contract clause for mortuary services.2i>

Msm,?"*" ASPR U-MU, 15-206.35

•Up! »l"> P«rt B for disc

•■>d independent research and

and AECPR 9-15.5010-12.

lasion of bid and proposal

levelopment IIRAIM coats.

14 See Study Group 3 I Herniations). Final Report. Nov. 1971, pp.

89-125.

"ASPR Subcommittee Report. ASPR Case 71-87. Feb. 4. 1972.

P. S.

"•ASPR 7-1201.13.
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TABLE 1. EXAMPLES OF LACK OF UNIFORMITY IN PROCUREMENT REGULATIONS

(July 1972)

■ Wl.<

Telegraphic bids

2-402.3

Delay of Bid Opening

2-407.8

Protests against

2-503.1 (a) (6)

Step one (in 2 step

formal advertising)

2-603.1 (a) (8)

Step one (in 2 step

formal advertising)

ASPK

Late telegraphic bids shall not

be considered for award re-

gardless of the cause for late

receipt, including delays caused

by the telegraphic company,

except for delays due to mis-

handling on the part of the

nt.

Provides policy concerning

postponement of bid openings.

Policy in ASPR & FPR are

essentially the same except

ASPR makes special reference

to protests involving eligibility

under the Walsh-Healey Public

Contracts Act.

f PR

Uniform with ASPR.

Follows FPR.

Provides a detailed statement

for inclusion in requests for

concerning

of late technical

This paragraph in ASPR is

more detailed than either FPR

or NASA PR with respect to

No coverage.

See comment under ASPR

No provision for a statement

in the proposals concerning

late proposals. Only directs

that the date by which pro-

posals must be received be

included in requests for tech-

nical proposals.

No coverage.

AEC follows FPR, however it

requires the contracting offi-

cer to obtain the approval of

his superior officer to make

an award where a protest has

been filed with GAO and the

matter has not been resolved.

Other agencies such as VA

and GSA have policies re-

quiring approval by higher

levels before a contracting

officer can make award where

a protest has been filed with

GAO.

Follows FPR.

See

nt under ASPR. Follows FPR.

Allows acceptance of late tele-

graphic bids where the bidder

demonstrates by clear and con-

vincing evidence, which includes

substantiation by an authorized

official of the telegraph com-

pany, that the bid was filed with

the telegraph company in suffi-

cient time to have been delivered

by normal procedure so as not to

have been late.

No coverage.

NASA policy differs from ASPR

in that a protest which cannot

be resolved by the contracting

officer must be referred to

NASA Hdqtrs. who will obtain

views of GAO. (ASPR and FPR

provide for the contracting offi-

cer to refer cases directly to

GAO. NASA policy also requires

approval by Hdqtrs. of an award

on which a protest is pending.

Also contains a statement to the

effect that the policies pertain-

ing to protest before award also

apply to those protests received

after award.

Provides for a very short state-

ment to be included in the re-

quest for proposal to the effect

that the Government reserves

the right to consider technical

proposals or modifications there-

of received after the date speci-

fied for receipt.

Same as FPR.
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3-1000 (subpart J)

Contractors Weighted

Average Share in Cost

Risk (CWAS) &

ASPR XV.

Part 15—Contract

Cost Principles and

Procedures. Although

much of the language

in this part compares

word for word there

are many areas of

language differences

which can result in

different policy inter-

pretations, e.g., in

ASPR 15-401.2 the

words "home office"

are used whereas in

FPR 1-15.402-2 the

words "central or

branch office" are

used.

indicating that the technical

proposals may be accepted

without further discussion and

the Government may proceed

with the second step without

requesting further information.

This subpart sets forth the

concepts and objectives which

govern the Contractor

Weighted Average Share in

Cost Risk (CWAS) technique.

It also sets forth detailed pro-

cedures for determining the

contractors weighted average

share for a given fiscal year as

a percentage of costs incurred

by type of contract during the

contractor's fiscal year.

The use of the CWAS indica-

tor in ASPR 15-201 et seq.

constitutes the major variance

in ASPR, FPR, and NASA PR

cost principles.

The FPR lacks the coverage

provided in ASPR 3-1000 and

ASPR XV.

The language in FPR 1-15.4

is different than ASPR 15-4.

This subpart provides cost

principles for Construction

and Architect-Engineer Con-

tracts.

No coverage in A EC regula-

tions on CWAS.

AEC, in subpart 9-15.50,

charts a generally independ-

ent course on the subject of

cost principles and rules, with

the exception of its use of

those in FPR 1-15.3 for cost-

reimbursement-type contracts

with educational institutions.

However, contracts with edu-

cational institutions for the

operation of A EC-owned con-

tractor-operated research lab-

oratories are governed by

9-15.50 and 9-7.5006-9. See

9-15.103(a).

NASA regulations lack CWAS

standards as provided in ASPR

3-1000 and ASPR XV.

NASA cost principles are sub-

stantially similar to ASPR,

however, NASA does not make

use of the Contractors Weighted

Average Share (CWAS) as de-

fined in ASPR Part 3, Subpart

J. Also NASA PR 15.205-30

provides that pre-contract costs

can be subject to the Date of

Incurrence of Costs clauses in

7.205-52, 7.404-5, and 7.453-52.

•Citation refen to ASPR section.

Source: Study Group 3, Final Report, Nov. 1971, pp. 66-68.
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38

Separate manuals of regulations for specific

types of procurement would:

• Reduce the mass of regulations to those

needed for individual procurement functions

• Promote understanding and application of

the regulations by making them easier to use

• Reduce the frequency of change for any

given manual

• Focus attention on regulatory changes

only in affected areas.

Although separate procurement manuals could

benefit the overall procurement process, they

would add to initial publishing costs by dupli-

cating regulations and procedures which cut

across functional lines.

The feasibility of providing separate pro-

curement manuals should be decided on the

basis of a cost-benefit study. While we recog-

nize that the ASPR Committee has under

study a subcommittee report which recom-

mends against the use of separate manuals,"

we question whether all factors have been given

full consideration. A more thorough evaluation

could be made by a test that emphasizes the

effect separate volumes would have on the user.

For this purpose, one or more functional pro-

curement regulations could be published on a

test basis to ascertain whether the benefits to

users of separate manuals outweigh any added

costs associated with duplicating material.

The Problem of "Readability"

Our studies indicate that the "readability"

of procurement regulations presents a contin-

uing problem for the user. This is not an

original observation " and there is no easy solu-

tion at hand. Readability in the sense we use

it involves both the speed and level of user

understanding. The more understandable the

text the less need there should be for adding

explanatory material at each succeeding level

and the greater the assurance that a given

policy will be implemented uniformly.

1T Note 25, lupro. p. 4.

■ Kor example, the ASI'R Committee ha* studied this problem at

leant twice (ASPR Cue 64-7 and 67-1).

Part a1

Conclusions

A coordinated system of procurement regula-

tions is needed to provide a greater integration

and uniformity in the substance and format

of the regulations; control their proliferation,

volume, and frequency; coordinate them with

socioeconomic and other collateral regulations;

and make it easier for contracting officers,,

contractors, and their supporting personnel to

correlate, understand, use, and apply procure-

ment regulations.

PARTICIPATION IN PROCUREMENT

RULEMAKING

Criteria for Participation

Recommendation 11. Establish criteria and

procedures for an effective method of solic-

iting the viewpoints of interested parties

in the development of procurement regula-

tions.

Existing statutes authorize the Administra-

tor of General Services, the Secretary of

Defense, and other agency heads to issue pro-

curement regulations," but do not require that

they first obtain the views of contractors or

other interested parties. By contrast, public

notice and opportunity for comment generally

are required for proposed regulations in the

nonprocurement areas by the rulemaking pro-

visions of the Administrative Procedures Act

(APA).** Matters relating to contracts are ex-

empted from this requirement. The rationale

for exempting contracts was that they in-

volved the proprietary interests of the Govern-

ment itself, as contrasted with general public

regulatory matters affecting solely the inter-

ests of private parties.31

In recent years there has been considerable

support for eliminating the exemption for mat-

ters relating to contracts from the rulemaking

"5 U.S.C. SOI; 10 U.S.C. 2202; 40 U.S.C. 481(a)(1); 40 U.S.C

486(c) ; 41 U.S.C 262(a) (1970).

■ 5 U.S.C. 651 (1970).

11 A. E. Bonfield. report prepared for the Administrative

Conference, a revision of which was later published. See Bonfield'

Public Participation in Federal Rulemaking Relating to Puhti*

Property. Loans. Grant*. Benefit: or Contracts. 118 V. Pa. L. Rev-

540, 572-57S (1970).

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



436
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requirements of the Administrative Procedure

Act." Elimination of the "contracts" exemp-

tion was proposed by Recommendation 16 of

the Administrative Conference of the United

States adopted at its Third Plenary Session,

October 21-22, 1969, Washington, D.C. Follow-

ing that recommendation, bills were introduced

in Congress to eliminate the exemption."

We agree that giving contractors and other

interested parties an opportunity to comment

on proposed procurement regulations during

their development is essential to ensure con-

sideration of all available alternatives and in-

formation, promote better understanding and

relationships, and enhance the acceptability of

regulations when adopted. At the same time,

we recognize a very practical problem—how

to be fair without unduly burdening the

procurement process with APA-type rule-

making procedures. Subjecting the process of

issuing procurement regulations to the APA

procedures has the potential for blocking pro-

curement actions by litigation over whether an

agency complied with the rulemaking require-

ments.

Current Practices

Current agency practices for soliciting in-

dustry comment on proposed procurement reg-

ulations are extremely varied. Some agencies

"ever solicit comment from industry; some do

so occasionally; others, like DOD and to a lesser

extent GSA, do so fairly regularly, but even

they solicit comments from selected industry,

Professional, and institutional associations, and

•to not publish proposed regulations in the Fed-

er<il Register for the benefit of individual con-

tactors and the public. Agencies sometimes

"take exceptions in cases seriously affecting con-

tractors, frequently solicit comment too late to

J* fully effective, and provide little or no ra-

tionale for proposed or adopted changes or for

[^•ting^industry recommendations.3*

Crossbaum. Procedural Fatraess in Public Conlrocfi: The

r?*"nen' Kenlationt: 57 Ve. L. Rev. 171 (1971).

s 3569. 9Ut Conit.. 2d m (1970) ; H.R. 8869. 92d Conn.. 1st

, 119711 I S. HIS. 92d Conn.. 1st seas. (1971). the Kennedy Bill.

*•* w P°int*d ***rnple of not soliciting industry com

"** "antidaims" clause promulgated in Navy

Some agencies have voluntarily adopted APA

rulemaking procedures for their agencywide

procurement regulations following the Admin-

istrative Conference action; however, the

major procuring agencies have not.35 The agen-

cies that have are not necessarily complying

with the APA since strict application of the

APA definition of "rules" 36 to contract mat-

ters would involve more than agencywide pro-

curement regulations. Many implementing and

collateral regulations within an agency would

fall within the APA definition of "rule." Ac-

cordingly, the limited voluntary compliance

rendered by some agencies does not indicate

what the full impact of the APA would be if

its rulemaking procedures were made applicable

to procurement regulations.

Problems With Current Practices

The general practice of soliciting industry

comment, after the Government tentatively has

agreed upon a proposed change, discourages

industry. It feels handicapped in having to

overcome hardened attitudes. Industry also

questions whether regulations can be fair when

they are formulated solely by representatives

of procuring agencies.

There also has been criticism that "manda-

tory" and "standard" clauses prescribed by

procurement regulations have seriously eroded

the bargaining process in contracting. Critics

say that the only real opportunity industry

has for negotiating changes to mandatory con-

tract clauses, cost principles, and other signifi-

cant contract elements is through meaningful

participation in the rulemaking process.

We have concluded that the present varied

practices of agencies in soliciting comments on

proposed regulations in some cases and not in

others do not meet minimum standards for

"promoting f-\ir dealing and equitable relation-

ships among the parties in Government con-

tracting," ,T as set forth in the Act establishing

this Commission. There is a pressing need for

a regularized system of participation by con-

No- 15. Mar.

•nd interested bar i

vy Procurement

1970, which raised a hue and cry by

— u»r groups because there was no opportunity

"•try to evaluate and offer comments on the clause. See BNA

- <-o«!. Rep.. No. 341. Aug. 31. 1970, pp. K-l to K-S.

^rcular

"DOD, GSA, NASA, and A EC have not irone

Administrative Conference's request, as part of its!

that agencies voluntarily adopt such procedures.

"5 U.S.C. 551(4) (1970).

« See Puhlic Law 91-129, sec. 1(11).
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tractors and other interested parties in the

formulation of procurement regulations. How-

ever, we do not favor accomplishing this simply

by eliminating the present statutory exemption

for contracts and making procurements subject

to the APA rulemaking requirements.

Problems With APA Rulemaking for

Contract Matters

The APA procedures were formulated pri-

marily for public regulatory agencies, which

generally issue regulations from a central

source.31" Procurement regulations, on the other

hand, are issued by a number of offices, both

headquarters and subordinate. Agency pro-

curement directives also extend to technical and

business decisions that are made at all levels

in a procuring agency. Subjecting activity of

this type to APA rulemaking could only create

an administrative morass.

Making procurement regulations subject

to APA provisions would greatly expand

judicial review of procurement policies and

contract awards. This, together with the inter-

pretative problems of applying APA defini-

tions or terms, such as "matters pertaining

to agency management," "general statements

of policy," and "impracticable, unnecessary,

or contrary to the public interest," among

others, would significantly burden the procure-

ment process.

The proprietary interest of the Government

as a contracting party must be considered a

significant factor differentiating procurement

agencies from regulatory agencies whose role

is that of an umpire reaching a policy decision

as the result of adversary activity on the part

of competing groups outside the Govern-

ment.39 This proprietary interest is the main

reason the exemption for contracts was

granted. The extensive studies, hearings, and

proposed legislation over a ten-year period that

led up to the APA do not paint a picture of

hasty consideration in adopting the "contract"

M See the basic report which led to enactment of the Ad-

ministrative Procedure Act, Adminietrative Procedure in Government

Agencies, report of the Committee on Administrative Procedure, fi

Doe. 8, 77th Cong., 1st Bess. (1941), p. 2-4.

"Williams, Fifty Yeare of the Lau> of the Federal Administrative

Agencies— And Beyond. 29 Fed. B.J. 267, 276 (19661.

Part*

exemption from APA "rulemaking." Contracts

are a principal means of accomplishing many

important Government functions. The contrac-

tual arrangement between the Government and

a contractor generates legal relationships that

are substantially different from the relation-

ships between regulatory agencies and the

public. Although procurement regulations some-

times prescribe contract terms, prospective

contractors usually can compensate for such re-

quirements through pricing or other negotiable

aspects of contracting. These differences are

sufficient in degree, if not altogether in kind,

to set procurement apart from the typical ar-

bitral-type operations of traditional regula-

tory agencies.

It is doubtful also that publication of pro-

curement regulations in the Federal Register,

as required by the APA, would reach any sub-

stantial body of people not now put on notice

through the ASPR procedures and voluntary

publication of significant ASPR changes by

trade and professional journals. We do not

quarrel with the view that soliciting opinions

on proposed procurement regulations is

good, as our recommendation bears out, but

the "minimal formal requirements" of APA

rulemaking, will not significantly benefit the

Government, the contractors, or other inter-

ested parties.

We recognize that some of the unique char-

acteristics and needs of Government procure-

ment can be accommodated under the APA

procedures by resorting to the special excep-

tions provided in the act.40 But the language

of the act is so unclear and unsettled as to

militate against the agencies acting decisively

in reliance on such exceptions. Even the re-

search paper prepared for the Administrative

Conference,'" supporting removal of the "con-

tracts" exception for rulemaking appears to

recognize that at least some of the terms in

the act involve problems that are difficult to

resolve.4-

■i D.&C ill(t) (1)1 Will (!) i ill(b) (Al and (B) (1970).

41 Note 31, tupra.

■ The courts have also strutnded with the APA rulemaking

provisions. For example, in Pharmaceutical Mfge. Atoc. v. Fine*'

807 F. Supp. 858. 863 (19701, the court stated that:

[alttemptinjr to provide a facile semantic distinction between as

"interpretive and procedural" rule on the one hand and *

"substantive" rule on the other does little to clarify whether th>

retaliations here involved are subject to . . . Section 4 of a%s

Administrative Procedure Act . . . The baste policy of Section •

IS U.S.C. 553] at least requires that when a proposed regulation

90-185 0-88-15
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Conclusions

There is a need to establish criteria and

procedures within the executive branch to

give contractors and other interested parties

an opportunity to comment on proposed pro-

curement regulations during their development.

Adoption of APA rulemaking as a means of

achieving such outside participation is fraught

with many administrative difficulties and pos-

sibilities of delaying litigation which offset

the minimal benefits attained by APA's require-

ments of notice and opportunity to comment.

The benefits of meaningful outside participa-

tion during the development of procurement

regulations can be attained much more easily

through executive branch action.

In lieu of inflicting the uncertainties of the

APA on the procurement process and the agen-

cies, we favor a requirement that the Office of

Federal Procurement Policy establish criteria

for participation in development of procure-

ment regulations. Among other things, the of-

fice could:

• Distinguish between ASPR, FPR, and

agency-level regulations and lower-level reg-

ulations

• Distinguish between matters such as bid

solicitation, contract clause requirements,

and award and selection procedures which

directly affect contractors and matters such

as internal management and organization re-

quirements which only indirectly affect con-

tractors

• Provide for means, alternative or supple-

mentary to the Federal Register, of giving

notice of proposed rulemaking

• Identify the parties eligible to partici-

pate in procurement rulemaking

• Consider the extent to which its rulemak-

lng procedures should be mandatory, prefer-

ential, or wholly optional. (The purpose

would be to foreclose or minimize the poten-

I applicability hu • eubt

^""ry. or an important class of

I industry, notice and opportui

"""ided.

. "*« and "important

1 APA rulema)

Ml persons.

tial for litigation over a failure to com-

ply.) H

Balancing the public against the individual

interests involved, we question whether a pend-

ing procurement for an urgent requirement

should be delayed or upset by litigation—for

example, to enjoin or invalidate an award on

the ground that the agency incorrectly inter-

preted and relied on one of the vague excep-

tions from the APA rulemaking requirements

and, therefore, did not first publish the regula-

tion in the Federal Register for comment. In

lieu of court review, the Office of Federal

Procurement Policy could consider alternative

informal administrative procedures (for ex-

ample, providing for reconsideration of a

noncomplying promulgation in response to a

petition for a change in the regulation or rec-

ognizing that in this as in other areas aggrieved

parties can bring the matter to the attention

of higher authority within the agency or

elsewhere within Government).

Finally, placing the authority in the Office

of Federal Procurement Policy would allow the

flexibility needed to adapt and refine procure-

ment rulemaking procedures in the light of ex-

perience and future developments.

THE LEGAL FORCE AND EFFECT OF

PROCUREMENT REGULATIONS

A doctrine of law (the "Christian Doctrine")

has developed in the Court of Claims and other

Federal courts which generally holds that cer-

tain procurement regulations (generally sum-

marized as those that implement a basic and

specific procurement law or policy and other

regulations which are for the benefit of both

the Government and the contractor) have the

force and effect of law and must be included in

or applied to a contract, either actually or by

operation of law, and neither the Govern-

ment nor the contractor can waive them.44 This

u For example. >ee Ballerina Pen v. Kuniia, 433 F.2d 1204 (1970):

BUckhawk Heating & Plumbing ». Driver, 433 F.2d 1137 (1970). In

i should be made between question! involving

procedures and

i^™** and "important class" to define when a pror

l APA rulemaking, also is subject to varyinir

***<">.ble persons.

substantive authority for regulations or failure to comply with re-

quirements in matters other than rulemaking.

44 For a detailed analysis, see the research report submitted to

the Commission by Herman M. Braude. John Lane, Jr., and Frank

Krueirer for Study Group 3. Tke "Christian Project—The Force and
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doctrine is not applicable where a regulation

is waived before the contract is entered into

by approved deviation procedures.

In G. L. Christian & Associates v. United

States,'7' the Court of Claims read into a con-

tract, by operation of law, a "termination for

convenience" clause prescribed by ASPR as

mandatory for use in the contract. The clause

had been left out of the contract. The court

stated that ASPR was issued under statutory

authority and, therefore, had the force and

effect of law.

In the immediate aftermath of the Chris-

tian case, a generalization quickly developed

that the "Christian Doctrine" stood for the

proposition that all procurement regulations

have the force and effect of law and are auto-

matically incorporated into an applicable Gov-

ernment contract.46 This generalization, an early

reaction to the Christian case, has not been

borne out by the case law that has developed

over the nearly ten years since Christian was

first decided. The present legal doctrine, that

certain procurement regulations have the full

force and effect of law, has continued to have

an impact in Government contracts but to a

much lesser extent than was originally antici-

pated.

Effect on Regulations, July 13. 1971, a revised ami extended version

of which was later published. See Braude and Lane, Modern In-

sights on Validity and Force and Effect of Procurement Regula-

tion!—A New Slant on Standing and the Christian Doctrine, 31

Fed. BJ. 99 (1972).

"312 F.2d 418 (Ct. CL 1963). rehearing denied. 320 F.2d 345

(1963). cert, denied. 375 U.S. 954 (1963). rehearing denied. 376

U.S. 929 (1964).

"See. for example. Cibinic, Contract by Regulation. 32 Geo. Wash.

Rev. Ill (1963).

Part A

The current rules work to the benefit of con-

tractors as often as they do for the Govern-

ment.47 Also, a case-by-case determination by

the courts is more adaptable to the circum-

stances of each case. Any substitute general

rule would have to be somewhat arbitrary, and

it is doubtful that it would do more evenhanded

justice to the parties than the courts. Industri-

als© appears to have accepted the current rules

A current evaluation of the "Christian Doc-

trine" by two private attorneys concludes that:

In reviewing judicial application of the

'force of law' concept to procurement regu-

lations, it is apparent that no particular

hardship, injustice, or inequity has resulted

... In short, the Christian Doctrine as

applied by the Court of Claims and other

courts has not resulted in general arbi-

trary treatment of contractors or inequit-

able situations.41'

While the existing rules introduce some de-

gree of uncertainty in Government contracts,

the problem rarely arises, and when it does it

is no more likely to favor one party than the

other.

We have concluded that no change is neces-

sary in the present status of the legal doctrine

relating to the legal force and effect of pro-

curement regulations.

■ For example. CTiria Berg. Inc. v. United States. 192 Ct CI. IT*

426 F.2d 314 (1970) ; Moran Bros. Inc.. v. United State: 171 Ct CL

245. 346 F.2d 590 (1965); Electrotpace Corp.. ASBCA 14520. 72-1

BCA 9455.

"Braude and Lane. Modern Insights on Validity and Force **■

Effect of Procurement Regulations—A New Slant on Standing s*i

the "Christian Doctrine." SI Fed B.J. 99, 120 (1972).
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CHAPTER 5

The Procurement Work Force

The procurement process is a support func-

tion—not an end in itself. However, its im-

portance within the Federal establishment

cannot be minimized because the organizations

and personnel engaged in performing the pro-

curement process represent the means by

which Federal objectives and missions are ac-

complished. To the extent that these organi-

lations and personnel operate at less than

optimum level, the effectiveness of the process

and the realization of national objectives suf-

fer.

Our studies revealed that the Federal organ-

izations and personnel responsible for procure-

ment generally have done and are doing a

P>od job.

ORGANIZATION

Place of Procurement in

Agency Organizations

Recommendation 12. Reevaluate the place of

Procurement in each agency whose program

S°a)s require substantial reliance on pro-

curement. Under the general oversight of

tne Office of Federal Procurement Policy,

each agency should ensure that the business

^Pects of procurement and the multiple

"ational objectives to be incorporated in pro-

y Group 5 (Organization and Personnel) mi

*t ~ °* the grents process; the group found that the

1*1^ tation and personnel encountered ir

•j^*" basically the same as those in .

*»b(^tl'r** '°r procurement and (rants in fiscal 1972

'about 41 percent of the Federal budget)

curement actions receive appropriate con-

sideration at all levels in the organization.

An in-depth analysis was made of the or-

ganizational structures of 14 of the largest

executive agencies of the Government. To ac-

complish their missions these agencies rely

heavily on procurement. Our analysis gave

particular attention to the organizational re-

lationship of procurement to mission-oriented

functions.

The official responsible for procurement re-

ports to the head of the agency, or ranks

with other functional managers, in only

three - of the 14 agencies. In the other 11

agencies, he is three to seven levels removed

from the head of the agency and is well below

the level of other officials with whom he must

interface.

The procurement officials of these agencies

report organizationally to an Assistant Sec-

retary for Administration, who may be re-

sponsible for as many as ten distinct agency

functions. The word "procurement" or "grant"

seldom appears in the title of primary offices;

but the procurement function is found as one

of several responsibilities in an activity such

as an "office of general services." Little direct

top management attention is devoted to pro-

curement or grant problems and the lack of

understanding of the importance of the procure-

ment function by agency heads is apparent.

Within the civil agencies, program technical

functions were readily identifiable; they were

universally placed in a dominant position;

* Study Group 6. Final Report, appendix 1, p. 619. The 14 agencies

covered by this phase of the study were: Departments of Agri-

culture. Defense. HEW. HUD. Labor, and Transportation : and AEC.

AID. EPA. GSA. NASA. NSF. OEO. and TV A The three agencies

referred to are DOD, GSA. and TVA.
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and the officials in charge had direct access

to the agency head. Within these same agen-

cies, the location of the procurement function

was rarely as apparent.

The failure to place procurement on an

organizational parity with program technical

personnel resulted in frequent comments that:

Technical personnel tend to dominate per-

sonnel engaged in the procurement process.

Procurement personnel do not receive the

management support they must have in

order to bring their professional expertise

into play in awarding and administering

contracts and, as a consequence, they must

often bow to the desires of requisitioners

who do not have expertise in procurement.

The constraints under which procurement

now operates in some agencies should be re-

moved. If the function is to operate effectively

and on a parity with other functional disci-

plines with which it must interface, it must

be placed at a level in the organization which

affords a high degree of visibility to the agency

head.

Role of the Contracting Officer

Recommendation 13. Clarify the role of the

contracting officer as the focal point for mak-

ing or obtaining a final decision on a pro-

curement. Allow the contracting officer wide

latitude for the exercise of business judg-

ment in representing the Government's in-

terest.

Recommendation 14. Clarify the methods by

which authority to make contracts and

commit the Government is delegated to as-

sure that such authority is exercised by

qualified individuals and is clearly under-

stood by those within the agencies and by

the agencies' suppliers of goods and services.

A further illustration of the necessity for

giving attention to the status of procurement

in an organization is found in the duties as-

signed to a "contracting officer," who is the

individual having authority to sign a contract

3 Study Group 5 (Organization mnd Personnel) hinal Re/tort.

Feb. 1972. p. 104.

Part, I

and commit the Government to its terms. Iden.

tical language is used in both the ASPR and

FPR regarding the responsibilities of contract.

ing officers:

Each contracting officer is responsible f0r

performing or having performed all adminj.

strative actions necessary for effective con.

tracting. The contracting officer shall

exercise reasonable care, skill and judgment

and shall avail himself of all the organiza.

tional tools (such as the advice of special,

ists in the fields of contracting, finance,

law, contract audit, engineering, traffic

management, and cost or price analysis)

necessary to accomplish the purpose as, in

his discretion, will best serve the interest

of the Government.4

In selecting individuals to serve as contract-

ing officers, both the Federal Procurement Reg.

ulations • (FPR) and the Armed Services

Procurement Regulation" (ASPR) require

consideration be given to experience, training,

education, business acumen, judgment, char-

acter, reputation, and ethics. These elements

are essential to ensure that the individual is

qualified by experience, character, and train-

ing to carry out the responsibilities of con-

tracting for the Government.

Although the authority to commit the Gov-

ernment is not to be bestowed lightly on a

contracting officer, Study Group 5 found:

. . . (more than half) of the civilian agen-

cies issuing contracts were using as contract-

ing officers, personnel whose training,

educational background, experience, and

expertise were in such fields as real estate,

property management, general administra-

tion, economics, engineering, transporta-

tion, etc. Contracting experience, if any,

was purely incidental to the specific disci-

pline . . .

Although the criteria cited in the Federal

Procurement Regulations recognize, as an

element in the selection process, the disci-

plines stated above, such specialized experi-

ence, per se, does not qualify a person as a

contracting officer. The personnel involved

did not possess nor were they exposed to

• FPR 1-3.801.2. and ASPR 3-801.2.

• FPR 1-1.404.1.

• ASPR 1-404.1.
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(with rare exceptions) knowledge of applic-

able laws, Executive orders, and regula-

tions essential to the proper performance

of the contracting function.

The contracting authority being exercised

generally resides in the "position" occupied.

This is particularly true in the research and

development and in the socioeconomic proj-

ects which are accomplished through con-

tractual arrangements with non-profit as

well as profit-making organizations. The

positions of project officers, program man-

agers, division directors, branch chiefs,

etc. included in their "position description"

authority to contract for "such services as

required." The occupants of these types of

positions are generally selected on the basis

of their expertise in the particular mission

to be accomplished. The contracting aspects,

generally involving substantial expenditures

of appropriated monies, are consummated

by personnel within the specific organiza-

tion whose experience, education, etc. is

technically oriented rather than procure-

ment oriented. . . . Where this procedure

of delegation of contractual authority was

employed, no provisions were set forth in

the activities' procedures for determining

the capability or qualification of an individ-

ual authorized to sign contracts in the name

of the United States Government. . . .;

The inadequacy of the delegation of approval

authority to contracting officers is a major

cause of the dilution and diffusion of his in-

herent responsibilities. Concern over the role

of the contracting officer is not new. Similar

concerns were expressed by the Commission

on Organization of the Executive Branch of

the Government (the Hoover Commission) in

1955. That commission_jgas__conrprned pri-

marily with the practices that constrained

the judgment of the contracting officer and

recommended strengthening the role of the

contracting officer "in the interest of more

expeditious and affective buying." 8

The Comptroller General's 1970 Report, de-

spite the changes that had occurred in the 15

1 Note 3, tvpr*., p. 80-81.

'U.S. Comvhission on Organisation of the Executive Branch of

Government. Took Force Report on MUiter, Procurement. U.S.

Government PrlnUng OflWe. June 1951, p. «7.

45

years that intervened, emphasizes the same

theme:

There is a need to develop a competent

procurement work force with the capacity

for exercising more initiative and judgment

in making procurement decisions. The mass

of detailed instructions currently in use to

guide Government procurement personnel

is no substitute for a highly competent and

motivated work force.* (Emphasis added)

We endorse this conclusion as it applies to

DOD, but we would extend it throughout the

Government. As discussed in Part J, there

are 4,000 provisions of Federal law, reams of

interpretive documents, and thousands of

pages of regulations and instructions relating

to procurement. We have made recommenda-

tions regarding these matters in earlier

chapters, but the success of any solution will

depend largely on the effectiveness of the pro-

curement people who will be doing the work.

Accordingly, agencies must recognize the im-

pact of organizational location on effective

performance of the procurement function.

Further, agency heads should delegate author-

ity to place contracts and grants to specifically

designated individuals who are qualified by

training, ability, and experience to carry out

the responsibilities involved.

It is significant to note that eight of our 13

study groups made recommendations with re-

spect to the role of the contracting officer.

The central point of agreernent was that the

contracting officer's authority over the busi-

ness aspects of the contract, and as Federal

spokesman to the contractors, must be clearly

understood and effectively enforced at all

management levels.

Great changes have taken place in procure-

ment in the last 25 years. The complexity

of today's procurement calls for a broad en-

gineering and technical support base. Special-

ists in fields such as engineering, the physical

sciences, auditing, and law must participate

and, indeed, may dominate in some procure-

ments or at various states in others. The role

of the contracting officer is not to preempt

these specialists; rather it is one of resolving

■ U.S. Comptroller General. Report B-164682. .lotion Required to

Improve Department o/ Defense Career Program for Procurement

Personnel. Aug. 13, 1970. p. 5.
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within the agency the various procurement

considerations, gaining agreement with the

supplier, and operating as the "business man-

ager" of the Government's interests.

The impact on the procurement process of

current social and economic changes, the com-

plexities of the materials procured, the techno-

logical aspects of the hardware required, and

most important of all the number of Federal

dollars expended have generated an unwar-

ranted and costly overreaction by all levels

of authority involved in the review and ap-

proval of the contracting officer's functions.

There are an-inordinate-awmber of .reviews, by

various levels of authority, that have been ad-

ministratively created or imposed. These re-

views frequently result in piecemeal decisions

being made at higher levels by staff personnel

not charged with procurement responsibility

for either the program or the contract.

recruitment and training of procurement

personnel.1"

That the actions of the procurement worlt

force have a major impact on the effectiveness .

with which about one fourth of the annual

Federal budget is spent—$57.5 billion

annually—is worth repeating. It is also irn-

portant to emphasize that procurement in fiscal

1972 involved nearly 16 million separate trans-

actions." These varied from $5 purchases ■

(involving only a few minutes on the telephone

by one buyer) to actions committing millions

of dollars (resulting from many years of effort

by hundreds of people). No rulebook can pro-

vide precise directions for 16 million separate

transactions; the personnel executing them'

must be trained, qualified, and capable of ex-

ercising good judgment in carrying out their

duties.

PROCUREMENT PERSONNEL

While statutes and regulations establish the

goals of procurement and the framework with-

in which procurements are made, a most

important factor in carrying them out is the

caliber of the work force.

The future capability of this work force is

being endangered by lack of management at-

tention. People are the most critical part of

any effective procurement process. We have

good people throughout all levels of procure-

ment organizations today, but nowhere is it

more apparent that concerted management

attention is needed than in the area of organiz-

ing and planning for the procurement work

force of the future:

• When we undertook our studies of the

procurement work force it could not be

determined from any single source how

many people are engaged in procurement,

what skills are needed, or how they are being

provided.

• One fourth of the estimated work force

of 80,000 people will be eligible for retire-

ment within five years and almost half

will become eligible within ten years.

Most agencies have no long-range plans for

Procurement Personnel Management

Recommendation 15. Assign to the Office of

Federal Procurement Policy responsibility i

for:

(a) Developing and monitoring, in co-

operation with the procuring agencies and

the Civil Service Commission, personnel

management programs that will assure a

competent work force.12

(b) Defining agency responsibilities and i

establishing standards for effective work

force management and for development of

a Government-wide personnel improvement 1

program.

(c) Developing and monitoring a uniform

data information system for procurement

personnel.

10 Se« Appendix E for lommiry of data developed through the

questionnaire used by Study Group 5 to obtain basic information.

"In fiscal 1972, DOD statistics show more than 10.4 million

separate transactions involving $38.3 billion. Data on the number

of transactions for all nondefense agencies are not available. Using

the 157.5 billion estimate of the total procurement workload and

assuming a similar ratio of dollars to transactions, the DOD data

extrapolates to nearly 16 million separate transactions for the

Federal establishment.

11 As noted earlier, our concern is with personnel who have pri-

mary responsibility for the business aspects of transactions involv-

ing use of Government funds by others, whether by contract or by

grants. In Part F, we give specific attention to grants and suggest

definitions and parameters for different types as well as indications

of where the attention to such matters is similar to procurement

situations and where it is quite different-
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-r^e Office of Management and Budget

oMB) nas an e^ec* on personnel policies

hrouffh its manpower and budgetary respon-

bjlities. OMB also has a responsibility which

[t has never exercised Government-wide "to

, n and develop programs to recruit, train,

Motivate, deploy and evaluate career person-

al "» The Civil Service Commission14 is

sponsible for general personnel policies and

-tandards, investigations, retirement, person-

a management evaluation, and intergovern-

mental personnel programs and management

services. Federal agencies are responsible for

carrying out personnel activities in accordance

with the policies of OMB and the Civil Ser-

vjce Commission. Finally, managerial ele-

ments within agencies are responsible for

ensuring the availability of qualified staff to

carry out the procurement process efficiently.

Personnel management is not a matter for

personnel or manpower people alone, but

for personnel, manpower, and procurement

management people working together. Achiev-

ing an effective personnel management program

within this framework requires close coopera-

tion and coordination between personnel

offices and operational elements. We found

cooperation and coordination to be inadequate

as evidenced from our experience in trying

to obtain satisfactory data on the existing

work force and in the results of our comprehen-

sive evaluation of the overall work force situa-

tion and its prospects for the next decade.

The management officials directly respon-

sible for procurement—at the highest levels

in the executive branch and within each

agency as well as procurement managers

supervising the work—must exercise the

leadership required to maintain a work force

competent to cope with the size and complexity

of the procurement task. Analysis of the statis-

tics developed by Study Group 5" regarding

age distribution and retirement potential,

coupled with its findings on the extent and

adequacy of existing training opportunities,

make this a matter requiring immediate at-

tention in a long-range perspective.

The Office of Federal Procurement Policy

"lust not usurp the manpower roles of either

I V.S. Government

"Wfc I). 517 ff.

II Not* 10. tupra.

Manual. I97t-7S, p. 71.

the Civil Service Commission or the procur-

ing agencies. The Commission should continue

to promulgate overall manpower and person-

nel policies and the agencies should manage

their own work forces. The Office of Federal

Procurement Policy must, however, provide

leadership in:

• Determining and providing for the over-

all procurement personnel needs of the

Government

• Providing for Government-wide activities

(or Government-wide use of individual

agency activities) whenever necessary to

prevent redundant or inconsistent efforts

• "Bringing heads together" when progress

is stymied.

Our study revealed that existing personnel

management information systems are inade-

quate and are unabte to provide current in-

formation (vital statistics on positions and

personnel) on the procurement work force.

Data from existing sources was found to be

incomplete, inaccurate, and n«t current. It

was impossible to accumulate sufficient in-

formation from the Federal agencies to study

or analyze the characteristics of the overall

procurement work force. We therefore used

a questionnaire in order to develop the req-

uisite information.

With greater emphasis being placed on the

procurement function and the stated need for

improving the quality, efficiency, and economy

of Government procurement organizations and

personnel, it is imperative that a comprehen-

sive Federal procurement personnel informa-

tion system be implemented. This system

should cover all procurement and procurement-

related personnel (for example, lawyers, en-

gineers) who spend 50 percent or mere ef their

time in the procurement process.

Recruiting and Trainee Programs

Recommendation 16. Establish a recruiting

and trainee program to assure development

of candidates for procurement positions in

all agencies, at all levels, and in all required

disciplines. Special attention should be

given to college recruitment to obtain
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young workers capable of being trained

through experience and additional formal

education to provide the managerial staff

required a decade from now.

Very few agencies have recruiting programs

based on forecasted workload, potential losses,

and allowances for training time. Recruiting

is largely an immediate reaction to an impend-

ing change in actual workload. Additional

spaces are seldom available for training pur-

poses, and training suffers from lack of time

and attention devoted to it by those who can

benefit from it and by those whose experience

qualifies them to provide it.

Only small numbers of college graduates are

being placed in the procurement work force,

as illustrated by data from our work force sur-

vey. Two percent of the total procurement

work force is under 25 years of age; more

than one-third of these employees has from

four to eight years of service."

Most of the 14 agencies studied have college

recruitment programs, but most do not re-

cruit specifically for procurement jobs. The

agencies normally do not make offers to the

student candidate during campus visits—they

use interviews to inform students of the kinds

of positions available, the examination process

(Federal Services Entrance Examination

[FSEE] and Management Intern Examina-

tion), the selection process, and the available

trainee programs. Specific offers are weeks—

even months—removed from the interviews.

Outstanding candidates have to be highly dedi-

cated to a career in Government to survive

such a process when private employers are

in a position to act decisively at such inter-

views.

The agencies need to develop specific require-

ments in advance of college recruitment for

use in conjunction with authority to make

firm job offers on-the-spot to desirable appli-

cants. Procrastination and offers of vague

opportunities at some point in the future are

"While the overall input of college-level intern/trainees at the

entry level is conaidered low (1.6. 2.1. 2.8 percent of those hired

for fiscal years 1968, 1969. and 1970. respectively), these furores

would have been considerably lower if two organizations that were

hiring a large percentage of college-level intern/trainees had not

been included in the statistics. The two organizations are the

and has authorization for 300 trainee iiositions to he filled

a three-year period.

PartA .

not conducive to a dynamic recruitment pro.

gram. f

About half of the agencies visited durir^

our studies had some type of formal intern 0r

trainee programs which varied in duration

from one to two years. Our studies indicated

that:

• Management intern programs generally

required on-the-job training, classroom train,

■ing, and rotation through various areas to 1

provide the trainee with a broad knowledge

of the total procurement process.

• Trainee programs vary from agency to

agency but generally are narrower in scope

and provide more specialized training than

intern programs. In most instances, trainee'

programs do not provide a well-balanced

and comprehensive approach.

Each agency, and sometimes several organi-

zations within an agency, was developing (or

indicated that it planned to develop) trainee

programs. These individual actions have natur-

ally resulted in highly fragmented programs.

The fact that new employees in most agencies

are receiving little formal training is substan-

tiated by the personnel characteristics data

developed by Study Group 5.

Procurement demands many skilled person-

nel at many different levels. Although not all

must be college graduates, the "pipeline" must

provide the personnel capable of progressing

to the highest levels and the training oppor-

tunities to ensure such progress. As evidenced

by the statistical data assembled by Study

Group 5, particular attention should be devoted

to college recruitment and on-the-job and

formal classroom training if the procurement

work force is to be maintained and upgraded

as retirement and other losses of the next

decade take effect.

Many procurement officials stated that they

were unable to carry out desired training due

to lack of transportation or per diem funds,

heavy workloads, or unavailability of spaces

in procurement schools. Most agencies indi-

cated that when funds were cut training was

the first thing to be curtailed.

Career Development

Recommendation 17. Establish a better bal-
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ance between employee tenure and promo-

tion rights and long-range needs of the

agencies.

Recommendation 18. Establish grade levels

together with job prerequisites to reflect

the authority and responsibility vested in

procurement personnel.

Recommendation 19. Establish a rotation

program to provide selected future procure-

ment management personnel with a variety

of related job experiences and individual as-

signments throughout the Government and in

various locations.

Recommendation 20. Structure career devel-

opment, promotion, and reduction-in-force

programs to reflect a longer-range view-

point of what is best for the overall needs

of the agency and of the Government.

TENURE AND PROMOTION RIGHTS

Government employees have substantially

more stability in their employment than is

possible in the private sector. This is true

because the Civil Service law and implement-

ing regulations are designed to remove the

questions of tenure and promotion from polit-

ical control. The rules of employment for the

civil servant place heavy emphasis on longev-

ity and numbers of people supervised as

qualifications for promotion and increased re-

sponsibility.

We endorse the objectives of confining

political control to those few policy positions

where it is essential and of maintaining a

strong work force capable of professional per-

formance regardless of party politics.

GRADE LEVELS

In two important areas, grade levels and

reduction-in-force procedures, we believe the

current Civil Service regulations and agency

implementation actions do not build and main-

tain the procurement work force in a manner

that best serves the long-range interests of

the Government or its employees.

Under Civil Service standards the highest

level a nonsupervisory contract negotiator

49

can attain is GS-15. However, personnel in

most agencies believe the description of duties

and responsibilities in the Civil Service posi-

tion classification standards for the GS-13

level, the so-called "journeyman" level, are

such that it is impossible to rate an employee

above that level unless supervisory duties are

assigned.

The Air Force recently completed a study

that compared grades of engineers and pro-

curement personnel in System Project Offices

(SPO) which handle only large major sys-

tem acquisition programs. Excerpts from the

study indicate that:

. . . Another contributing factor to these

problems may be the lack of professional

recognition (and consequently lower grade

levels) of the procurement function in re-

lationship to other career fields within the

total acquisition process. To deal effectively

with other professionals requires parity;

psychological and actual. The Department

of Defense analyzed the key personnel as-

signed to 24 specific project managed weapon

systems within the military services. Of the

1506 personnel files received for review, 350

military and 1156 civilian, it was found that

"60 percent of the total civilian work force

in those project offices were engineers,

while only slightly over 10 percent were

in the procurement function." The remain-

der of the work force consists of administra-

tive, fiscal and supply personnel. (These fig-

ures must be viewed in the context that the

SPO's do not do any engineering per se;

it's all contracted out.) One must ask if

the business management function is well

served by this disparity of manning em-

phasis. This is not a criticism of the people;

they do the best they can; it is the system

that is suspect.

. . . Another facet is grade disparity within

the SPO. A grade comparison made of en-

gineers, who constitute the majority of per-

sonnel assigned, and procurement personnel,

also gives evidence of a further dispropor-

tionate structure between these career fields

in these project offices. Over 16 percent of

the engineers are GS-15s or higher vs. 11

percent in procurement with none above

GS-15, as shown in the following:
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Engineers (800 Series Procurement (1100 Series

Classification)* Classification)*

tirade Sumbrr Grade Number

GS-17 1 GS-17 0

GS-16 4 GS-16 0

GS-15 107 GS-15 13

GS-14 211 GS-14 36

GS-13 357 GS-13 65

GS-12 7 GS-12 5

•This does not include the Administrative Contracting Officers and

price analysts in the Air Force Plant Representative Offices, or

the Design Engineers, who are each a part of the "Team." 11

In today's environment, where multibillion

dollar programs are being consummated, there

should be appropriate recognition and pay

grades for the persons responsible for negotiat-

ing and administering complex and costly

procurements. A good contract negotiator is

worth far more negotiating contracts than

supervising the processing of paperwork.

Analysis of the grade structure of the var-

ious agencies indicated as much as a three-

grade spread for similar positions in different

organizations.1" This disparity is partially at-

tributable to the level that procurement was

assigned within the respective organizational

structures and partially to the inadequacy

of Civil Service standards.

If we are to retain an experienced work

force, agencies must take concerted action to

increase the grades of contracting personnel

based on responsibilities and professionalism

required rather than the numbers of people

supervised.

ROTATION PROGRAMS

Only a few agencies have formal or in-

formal plans for rotation of their civilian

employees from one position to another or from

one occupational area to another for purposes

of career development. The agencies that have

intern programs provide for rotation during

the first one or two years of employment for

orientation. Since agencies' plans vary, there

1T U.S. Department of the Air Force, draft study by the Director-

ate of Procurement Policy, "The Contracting Officer," undated. Data

quoted in these two paragraphs are attributed to an earlier DOD

study, Managerial Profile of Selected Project Office*, unpublished

report. Directorate for Procurement Management, Office of the

Assistant Secretary of Defense (Installations and I IIBSSllSSl, May

1970.

» Note 3. supra, p. 686.

Part,

is no uniformity or consistency among acren

cies.

Movement across functional lines for career

development purposes is negligible except

the Atomic Energy Commission, the Tennessee

Valley Authority, and the Forest Service of the

Department of Agriculture. Geographical ro.

tation or planned interagency rotation policjaj

are virtually nonexistent. The Department of

Defense provides for a formal rotation,

mobility plan in its civilian career program

for procurement personnel,'0 but little mobil.

ity has been achieved.

A program of wholesale rotation for career

development is not necessary, but one of

limited mobility is essential for individuals

who have demonstrated high potential for

progressing to top procurement positions. The

mobility of such individuals must be deter-

mined early in their careers since there is

little long-range return unless the individual

is indeed mobile.

CAREER DEVELOPMENT PROGRAMS

DOD has a formal, planned career program

for civilian procurement personnel, but this

program does not include all the procurement

occupations.'-0 These plans specify a range of

grades for the trainee, journeyman, and man-

agement levels and a master development plan

for each. They also serve as guides for deter-

mining training and development assignments

for career progression.-'

In addition to the DOD career development

program for civilian personnel, each of the

military services has established procurement

career development and training requirements

for commissioned officers. These programs

are not compatible either with each other or

with the civilian programs.-•

'• U.S. Department of Defense. DOD Manual 1430.1O-M-1. DOD-

H-tfa Civilian Career Program for Procurement Personnel. AuB. 4.

1966.

*> U.S. Comptroller General. Report B-164682. Action Retruired to

Improve Department of Defenee Career Program for Procurement

Personnel. Aug. 13. 1970.

"Ibid.

22 For example, only two DOD procurement courses were listed

civilian counterparts.

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



448

peral Procurement Considerations

REDUCTION IN FORCE

Generally, reduction-in-force (RIF) pro-

edures eliminate the least senior employee

an occupational series and grade level,

'ving consideration to other statutory require-

ments such as the Veterans Preference Act

and performance ratings." If a position in

one occupation and grade is eliminated and

tne incumbent is otherwise qualified, he may

displace another employee with less seniority

at the next lower grade, who may in turn

displace the next less senior employee in the

next lower grade, and so on.

This procedure may require an agency to

lay off outstanding performers having a high

potential for professional development, while

retaining average or even marginal employ-

ees, some of whom may be long past the com-

bination of age and years of service required

for retirement.

Reduction-in-force procedures also may

have a devastating effect on long-range train-

ing or career development programs. Although

an employee is protected from reduction-in-

force while in trainee status, once he completes

his training he becomes the most vulnerable

employee. Thus, not only may the funds spent

on his development be wasted (if he does not

secure another Federal position for which he

was trained), but an overall training plan may

be completely negated.

In view of these limitations and problems

arising from current reduction-in-force pro-

cedures, the agencies, together with the Civil

Service Commission, should make provision

for greater recognition of relative job perform-

ance in determining the retention rights of

employees. The practical effect of the current

performance rating system and reduction-in-

force procedures is that there is inadequate

recognition of merit and of the tieeds of the

agency in determining which employees will

be retained.

Agencies should give increased emphasis to

those programs wtiich are designed to place

employees in position vacancies for which they

are qualified rather than extending the chain

reaction of employees "bumping" others

throughout an entire organizational structure.

A "pool" should be established within the Civil

"5 U.S.C. J502 (1970).
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Service Commission and/or geographical areas

whereby employees designated for reduction-in-

force would be "pooled" for a period of time

to facilitate matching displaced personnel with

vacancies available elsewhere throughout the

entire Government.

TRAINING PROGRAMS AND FORMAL

EDUCATION OPPORTUNITIES

Recommendation 21. Establish a Federal

Procurement Institute which would include

undergraduate and graduate curricula, pro-

curement research programs, executive semi-

nar programs, and other academic programs.

Existing schools, courses, and formal educa-

tion programs—some of which are excellent—

do not adequately provide the special training

needed to sustain the highly competent pro-

curement work force required to handle the

major contracting efforts of the Government.

Most college curricula treat marketing in some

depth but similar treatment of procurement

matters is unusual. Most of the Government's

schools are devoted either to specialty fields

or to a basic approach. Formal education op-

portunities for civilian employees are rare and

seldom have more than an indirect relation-

ship to procurement management needs.

Government Schools

Government schools and programs of in-

struction in the procurement area vary signifi-

cantly from one agency to another. We

identified 12 Government schools, which con-

ducted 194 procurement or procurement-related

courses. These 12 schools are spread across

four separate Federal agencies and organiza-

tions. The Department of Defense, because of

its major role in procurement, has nine of the

12 schools; and there is one each in the Federal

Aviation Administration, Department of Agri-

culture, and General Services Administration.

DOD has the most extensive procurement

education and career development programs

within the Government.
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Each DOD school, except the Defense Sys-

tem Management School and the Industrial

College of the Armed Forces, is an organiza-

tional element of one of the armed services.

In the area of major systems management,

the Air Force Institute of Technology (AFIT)

has a masters program in system management

in the School of Engineering at Wright-

Patterson Air Force Base; the Navy has

recently established a Weapons Systems Ac-

quisition Curriculum at the Naval Post Grad-

uate Center; and DOD opened the Defense

Systems Management School (DSMS) in Julv

1971.

DOD has a number of continuing procure-

ment career development programs, primarily

the Continuing Education Division, School of

Systems and Logistics, AFIT; the Army Logis-

tics Management Center (ALMC); and the

Army Management Education Training

Agency (AMETA). The Air Force also con-

ducts procurement courses at the Lowry Tech-

nical Training Center, Denver, Colorado, and

the Defense Contract Audit Agency (DCAA)

sponsors the Defense Contract Audit Institute

in Memphis, Tennessee.

Procurement courses are also included in

the educational programs of three civilian agen-

cies: The Federal Aviation Administration op-

erates the Federal Aviation Administration

Academy at Oklahoma City, Oklahoma; the

U.S. Department of Agriculture conducts

several procurement courses at the U.S. De-

partment of Agriculture Graduate School in

Washington, D.C.; and the General Services

Administration conducts procurement courses

both in Washington, D.C., and at various

locations around the country.

There are no schools currently in existence,

Government or civilian, dedicated to the up-

grading of procurement education throughout

the Government. All of the schools mentioned

above have broader missions involving the

teaching of courses other than procurement.

Hence, it is difficult to single out any one

functional element in any coordinated plan to

orient faculty and teaching programs to be

responsive to the special needs of procurement.

Moreover, we found that the existing frag-

mentation of procurement training has resulted

in:

• Redundant training effort (for example,

Part*

three separate programs in systems man.

agement and two basic procurement courses)

• Voids in the curriculum, particularly with

respect to the management level

• A problem with the currency of some

course offerings.

Federal Procurement Institute

There is general agreement among procure-

ment management personnel on the need for

a national institute or academy responsible

for research and education in the field of

Government procurement and charged with the

general advancement of that field. Such an

institute could serve to develop an elite and'

mobile procurement work force.

We strongly urge the establishment of a

Federal Procurement Institute24 responsible

for the following:

In the Field of Research:

• Conduct and sponsor research in procure-

ment policy and procedure. (This function

would encompass the concept of the "Pro-

curement Research Laboratory" as discussed

in House Report 91-1719, Dec. 10, 1970).

• Establish and maintain a central reposi-

tory and research library in the field of

Federal procurement and grants."

• Offer a program, similar to Sloan Fellow-

ships, for Federal and industry personnel.

This program would provide a period of

,4 Note 9. tupra. p. 4. The Comptroller General'! report recom-

mends such an institute for DOD alone. We believe it should serve

the needs of all agencies, civilian and military-

■ The Library and collected papers assembled by the Commission on

Government Procurement in conducting these studies could form

the nucleus of such a collection.

The Administrator. General Services Administration, will be

ultimately responsible for the disposition of the Commission's

library when the Commission expires (44 U.S.C. 2905 et sen..). In

view of the Commission's recommendation to establish this Institute

and of the important place our library could take in such an Insti-

tute, if established, the Administrator of the General Services Admin-

istration has airreed that the Commission's library will be maintained

as an operating entity for a period of one year following the sub-

mission of the Commission's report. Further, should the Congress or

the executive branch establish the Institute, this factor will be

given appropriate consideration in determining the ultimate dis-

position of the library.

Meanwhile, students of procurement (whether they be employers

of the Government, private industry, or from the academic com-

munity), may use the library of the Commission on Government

Procurement. Interested persons should contact the Federal Supply

Service. Washington. D.C. 20406. for Information regarding location
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gtudy and research at the Institute or re-

lated institutions.

• Maintain liaison with professional organ-

izations; participate in intergovernmental

and international procurement conferences

and related activities.

In the Field of Education:

» Formulate comprehensive education and

training plans in cooperation with all agen-

cies.

• Monitor education and training efforts

throughout Government, industry, and the

academic community, to include studies of

the appropriateness and adequacy of such

efforts.

Sponsor and publish studies and research

materials relating to education for pro-

curement operations and management.

Sponsor training for the faculties of

schools instructing in procurement and

related subjects.

Assist universities that wish to develop

bachelor degree programs in the field of

procurement.

Develop and conduct advanced degree

programs in procurement, available to

State and local governments and to con-

tractor personnel.

Develop and conduct executive seminar

programs for procurement management

personnel.

The Institute must evolve in well-planned

phases. During its initial phase, the Institute

might not teach, but would conduct workshops

and seminars for faculty from the various

Government and civilian schools that now con-

duct procurement courses. Individual training

should continue to be the responsibility of

each agency, but the Institute should begin to

coordinate procurement training on a Govern-

ment-wide basis. It might also encourage,

through grants and scholarships, advanced

research and publication of texts to help es-

tablish the base of published data and the cadre

of educators needed to support a broader pro-

gram.

The Institute should eventually include a

Graduate School where both Government (Fed-

eral, State, and local) and industry may send

students for programs in Federal procurement

53

management. A representative group of pro-

grams should be made available at the masters

and doctorate levels. The Institute should offer

a Fellowship Program (similar to the Sloan

and Princeton programs) permitting outstand-

ing individuals to do independent research.

Such a program could be operated in con-

junction with a Procurement Research Labora-

tory for the Office of Federal Procurement

Policy and individual agencies. Executive semi-

nars should be conducted to enable high-rank-

ing Government and industry personnel to

participate in procurement programs similar

to the general programs held by the Brookings

Institution and the Federal Executive Insti-

tute.

Maximum use should be made of approved

university courses. Of particular importance

will be the development of curricula that pro-

vides basic information for prospective stu-

dents.

Degree credit for procurement courses and

related courses conducted by both Government

and civilian schools should be provided. Courses

taken at several different schools and locations

should qualify for credit toward a degree.

CIVILIAN AND MILITARY PERSONNEL

ASSIGNMENTS IN DOD

One procurement problem, unique to DOD,

requires comment. The mix of military and

civilian personnel in the top and middle pro-

curement management positions in DOD

ranged from two percent military iu the De-

fense Supply Agency to 33 percent in the Air

Force.28

Each military service has its own career

development and training requirements sys-

tem which, as previously noted, differs from

other military systems and also from those

established by DOD for the civilian work force.

The criteria" for designating management

positions as either military or civilian provide

that:

• Military personnel normally will be as-

signed to management positions when re-

■ Note 8. eupra. p. 880.

■ Department of Detente Direetiee 1100.9. Mi/itar»*CiVilian StnJT-

mp cf Management Petition* m the Support Aetivitiee. oriirinally

dated Apr. 24. 1957. and releaued Sept. 8. 1971.
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quired by law, when the position requires

skills and knowledge acquired primarily

through military training, and when experi-

ence in the position is essential to enable

personnel to assume responsibilities neces-

sary to combat-related support and career

development.

• Civilian personnel normally will be as-

signed to management positions when the

special skills required are found in the

civilian economy and continuity of manage-

ment can be provided better by civilians.

(Proper civilian career development will be

essential in such determinations.)

• Maximum use of personnel will be effected,

and no more than one person will be as-

signed to perform duties which can be ef-

fectively performed individually. The line of

authority and supervision in support ac-

tivities need not be military. Supervisory

authority may be exercised in support activi-

ties by either civilian or military personnel.

The exercise of supervisory authority by

civilian personnel over military personnel

does not conflict with exercise of authority

in the military establishment.

Two unique situations creating management

problems result from this dual system:

• Top-level assignments are alleged to be

made to military personnel without due re-

gard to the effect on the procurement ac-

tivity.

• Rotation policies for military personnel

are incompatible with their assignment to

key management positions of long-term

major system development and production

projects.

GAO recently found less than full applica-

tion of DOD's policy"—and this report is

dated 15 years after the policy directive was

first issued. In addition, we found a specific

example, in writing, of direction contrary to

the stated assignment policy:

. . . the optimum military/civilian mix is

determined on a building block basis. First,

the military requirements are determined,

then from the remainder, the civilian needs

■ U.S. Comptroller General, Report B-146890. Extensive Vee oi

Military Personnel in Civilian-Type Position*. Department of De-

tente. Mar. 20. 1972.

Par,,*

allocated and finally, contract services ^ <

utilized (where appropriate).

Following the building block approach,

tions and tasks are first examined to deter

mine if it is essential to man the position

with military. Development of the militajj

force structure includes consideration of'

military career progression requirements

After establishing the minimum military

essential force, the remainder of the work,

load is allocated to civilian manning ft,

the case of the procurement function). Tht

civilian procurement workload manning Itvti

which remains may or may not be suscepti.

ble to an ideal career progression configur*.

Hon for civilians.1' [Italics supplied.]

In his report, the Comptroller General rec-

ommends that the Secretary of Defense direct 1

each military service to review all types of

positions except those in deployable combat or

combat-support units to determine whether:

• The position must be filled by military

personnel. ■

• The position could be filled by either mili-

tary personnel or civilians and the circum-

stances in which the position would be used

for military personnel, such as rotation or

for career development.

• The position need not be filled by a mili-

tary incumbent and should be filled by a

civilian.

The DOD policy needs reemphasis and en-

forcement. There must be educational and

training requirements as well as career plan-

ning for both military and civilian personnel.

Duplicate positions must be eliminated. Once

military personnel are assigned to procurement

management tasks involving an important time

commitment, arbitrary rotation inconsistent

with that commitment must be stopped. Where

military personnel are used, management con-

tinuity should be provided by stabilizing as-

signments. Above all, military and civilian

forces must be integrated so that the best

man for the procurement job gets the assign-

ment.

Efficiency and economy would be enhanced

by (1) integrating, within DOD, the civilian

n Air Force Procurement Career Development Action Plan, Proj-

ect COPPER CAP. Dec. 1970, p. 10.
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gnd military procurement career development

nd personnel management programs to obtain

optimum utilization of the total personnel as-

sets available and (2) requiring at the option

0f the agency, civilian procurement personnel,

upon reaching journeyman level, GS-12, to

sgr«e to geographical job relocation for career

aVvelopment, as a condition to higher advance-

ment and to satisfy the need for mobility.

In addition, the following actions should be

taken by the military departments:

• Thoroughly evaluate designated procure-

ment/contract administration and program

management jobs to ensure that the profes-

sional requirements of such jobs are matched

with personnel possessing such required

professional qualifications.

• Eliminate such dual staffing of positions

as may still exist. Staffing should be ac-

complished with either a civilian or military

person, depending primarily upon the pro-

fessional requirements of the position(s) in

question.

• Ensure that the tour lengths of military

personnel engaged in the procurement proc-

ess are extended to provide for an average

tour length of at least three to five years

and for longer periods to stabilize major

system program manager assignments. In

connection therewith, encourage greater spe-

cialization and subspecialization of military

personnel in procurement or procurement-

related endeavors. Such action is deemed

desirable to reduce excessive current turn-

ever rates and ensure that military pro-

curement managers are well trained and

experienced for procurement assignments.

SUfflEMENTAL VtEWS

The basic text describes deficiencies which

exist relative to the ability of the various agen-

cies to optimally utilize total personnel assets.
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While subscribing to the recommendations ad-

vanced therein, certain Commissioners* hold

the view that additional steps are in order to

precipitate quantum improvement in certain

areas in the field of personnel management:

• Within the Department of Defense, de-

sirable actions already underway should

be expanded to more fully integrate ci-

vilian and military procurement career

development 'personnel management pro-

grams.

• In furtherance of the above, DOD, in con-

cert with the Civil Service Commission

where appropriate, should consider estab-

lishment of a "Defense Executive Pro-

curement Service," which is envisioned to

include certain personnel in super-grade

and general/flag officer ranks assigned to

certain designated managerial poets. Those

who enter this "service" should be chosen

by selection boards upon application by the

individuals or by invitation of their su-

periors. Military and civilian personnel

would receive equal consideration for en-

trance, and their pronation and assign-

ment rules would be laid down by the

Secretary of Defense and Service Secre-

taries. (Promotion by selection board and

rates of pay perhaps set at any increment

falling between minimum and maximum

limits which might be established.)

Operation of the Defense Executive Procure-

ment Service as envisioned would serve to

provide greater stimulus toward personal excel-

lence. Many assert such excellence is lacking,

if not actively stifled, as a result of the man-

ner in whieh certain disincentives operate

within the framework of current Civil Service

and military personnel policies.

An Executive Service would permit selec-

tion, placement, and retention of thoroughly

qualified and motivated people in those key

procurement management positions demanding

such incumbents.

McGuire. Sampson. Sanders, Stub, and Webb.
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CHAPTER

The Government Make-or-Buy Decision

POLICY

The Government relies heavily on contrac-

tors to provide goods and services needed to

support its missions. Historically, Government

policy has favored contracting for goods and

services rather than providing them in-house.

However, only limited expressions of this policy

appear in the statutes 1 and executive branch

procedures for its application have been sub-

ject to controversy.

Bureau of the Budget (BOB) Bulletin 55-4

(January 1955) was the first executive docu-

ment to state the Government policy of re-

liance on the private sector. With minor

changes, this statement was repeated in Bul-

letin 57-7 (April 1957) and Bulletin 60-2

(September 1959). BOB Circular A-76 (March

1966, revised August 1967) replaced Bulletin

60-2 and is currently in force; it states that

the Government should rely on the private

sector for needed goods and services except

when:

• Use of a commercial source would delay

or disrupt an agency program

• Direct performance is required for combat

support, military training, or mobilization

readiness

• The product or service is not available

from a commercial source

• The product or service is available from

another Government agency

• Procurement from a commercial source

will result in higher cost to the Government.

From time to time Congress has shown con-

cern over current interpretation and implemen-

tation of the policy. Businessmen charge that

many goods and services are provided by Gov-

ernment agencies in direct competition with

the private sector, whereas Government em-

ployee organizations contend that work which

should be done by Civil Service personnel is

contracted out. These and other difficult ques-

tions arise in deciding whether to "make or

buy" in specific cases.

Expression of Pehcy

Recommendation 22. Provide through legis-

lation that it is national policy to rely on

private enterprise for needed goods and

serviees, to the maximum extent feasible,

within the framework of procurement at

reasonable prices.

For almost 40 years congressional commit-

tees have studied various aspects of Gov-

ernment activities that are or may be in

competition with private enterprise. The first

extensive study was made in 1932 by a special

committee of the House of Representatives.

It recommended that the House create a stand-

ing committee on Government competition

with private enterprise.2 Later studies of vari-

ous aspects of the problem have been made by

the Senate and House Appropriations Com-

mittees, the House Armed Services Committee,

the Senate and House Committees on Govern-

ment Operations, and the Senate Seteet Com-

mittee on Small Business.

In the early 1950's, the Intergovernmental

Relations Subcommittee of the House Com-

mittee on Government Operations studied

various aspects of Federal supply management,
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53

with particular reference to military and re-

lated activities. During the 83rd Congress,

the same subcommittee made an exhaustive

study of all commercial and industrial activi-

ties of the Government that compete with

private business. The subcommittee reported *

that the number of such activities conducted

by Government agencies posed a real threat

to private industry and imperiled the tax struc-

ture. It recommended that "a permanent,

vigorous, preventive and corrective program

be inaugurated," which "should start from the

Executive Office of the President with criteria

set for general guidance of all agencies."

In 1949, the Senate Committee on Govern-

ment Operations considered a House-passed

bill and a companion Senate bill to terminate,

to the maximum extent compatible with na-

tional security and the public interest, Govern-

ment activities that compete with private

industry. After hearings on these bills,4 the

House-passed bill was reported favorably in

August 1954. However, action on the measure

was postponed.

The First Hoover Commission reported the

need for a thorough study of the extent to

which the Government was competing with

private enterprise. Following an examination

by the Senate Committee on Government

Operations of such competition of various

facets, the Congress established the Second

Hoover Commission to study and make rec-

ommendations for "eliminating nonessential

services, functions, and activities which are

competitive with private enterprise. . . ."

The Second Hoover Commission report on

"Business Enterprise," filed in 1955, presented

22 recommendations designed to eliminate or

decrease Government activities competing with

private enterprise and urged the use of con-

tract services to perform various activities

being conducted by Government agencies.

In 1955, the Chairman of the Senate Com-

mittee on Government Operations introduced

a billr' to establish a policy on activities of

the Government that compete with private

enterprise. While this bill was pending before

the committee, the Director of BOB advised

1 U.S. Congress. House. Committee on Government Operations.

H. Rept 1197. 83d Cong.. 1st sess.. 1953.

* U.S. Congress. Senate, Committee on Government Operations,

S. Rept. 2382, 83d Cong.. 1st sess.. 1953.

1 U.S. Congress. Senate. Commission on Government Operations.

S. Rept. 1003, 84th Cong.. 1st sess., 183.V

Pan.

that the executive branch had a program under,

way for the review of activities so the com.

mittee postponed further action.

Between 1953 and 1960 the Senate Select

Committee on Small Business conducted a con.

tinuing review of Government activities that

were competing with small businesses and

other private enterprise. Hearings on this sub.

ject were held in 1953, 1955, 1957, and I960.

In 1964, the Subcommittee on Manpower

Utilization of the House Committee on Post

Office and Civil Service held hearings on the

"Control of Labor Costs in the Department of

Defense." The hearings were devoted mainly

to three types of contract operations: "think

factories," services formerly provided by in-

house personnel, and contractor personnel

working alongside and under the supervision

of Government employees.

Later developments appear to have been

strongly influenced by:

• Hearings and reports" by the Manpower

Subcommittee of the House Committee on

Post Office and Civil Service, concerning the

effect that contracting for services was hav-

ing on career Government employees.

• A report from the Comptroller General in

March 1964,7 concluding that use of con-

tract personnel by the Air Force at a base

in Japan was more costly than using Civil

Service employees.

• An opinion from the General Counsel of

the Civil Service Commission,8 based on the

Air Force contract in Japan, holding that

contracts under which Government person-

nel directly supervise contract employees are

illegal.

• A DOD study 9 of contract support serv-

ices, completed in 1965, concluding that

many service contracts were in conflict with

Civil Service laws and were also more costly

than in-house performance.

In 1967, the Senate Committee on Govern-

■ U.S. Congress, House. Committee on Post Office and Civil

Service, report by the Subcommittee on Manpower. H. Rept. 129.

89th Cong.. 1st sess.. 1965.

; U.S. Comptroller General. Report B-146823. Erceuive Costs /»•

curred in Ueing ContractorrFurniehed Personnel Instead of Govern

ment Personnel hy the Pacific Region of the Ground Electronic)

Equipment Installation Engineering Agency. .Mr Force Logistics

Command.

< Letter from the U.S. Civil Service Commission. Office of the

Genersl Counsel, to the U.S. General Accounting Office, Feb. It

19(5.

• U.S. Department of Defense, Contract Support Service Project.

Mar. 1965.

\
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I procurement Considerations

nt Operations held hearings on Government

licy ana" practice with respect to contracts

^r technical services.10

The next hearings related to these issues

j,eld by the Special Studies Subcommittee of

jhe House Committee on Government Opera-

tions in June 1967, focused mainly on NASA

use of support service contracts." GAO and

the Civil Service Commission were critical of

the extent to which NASA had relied on such

contracts. NASA defended its practice on

grounds of the need for rapid build-up and the

mandate of the National Aeronautics and

Space Act to make maximum use of the scien-

tific and engineering resources of the United

States.

The questions of legality and comparative

cost were major issues. Further hearings by

this subcommittee in early 1968 dealt with

cost comparisons for support services 12 and

resulted in recommendations that Circular A-

76 be revised to include support services, but

the recommendations were not adopted by

BOB.

This lengthy history of congressional and

executive branch efforts to develop and imple-

ment an effective "mak«-or-buy" policy is in-

dicative of the complexities of the problem.

We believe, as a first step toward its resolu-

tion, there should be a clear expression in law

of the Government's policy for relying on the

private sector for goods and services.

Implementation aitd Enforcement of Policy

Responsibility for implementation of Cir-

cular A-76 is assigned to the agencies and de-

partments of the executive branch, most of

which have issued implementing instructions.

The circular also requires that all Government

commercial and industrial activities 13 be in-

ventoried and reviewed to ensure that their

continued operation is in accord with the policy

and guidelines provided.

10 U.S. Congress. Senate. Senste Committee on Government Operm-

I Practice ivitk Reelect to Contract* for

h Conn.. 2d sess.. M«y 17.

11 U.S. Congress, House, Committee on Government Oi>eration8,

Support Service Contract*, hearings before a subcommittee on

Government Operations. 90th Conir., 1st seas.. June 21. 1967.

u U.S. Congress, House. Committee on Government Operations,

t Coat Profile for Support Servicet. hearings before I

of the Committee on Governm

1968.

A-76 defines a"'

Many examples of Government commercial

and industrial activity can be cited; the ra-

tionales for the creation of and continued

operation of such activities are as diverse as

the activities themselves. Government activi-

ties that provide goods or services for public

use, such as money (bills and coins), electric

power, printed products, information and edu-

cational services," and airports are excluded

as not falling under the definition of a Gov-

ernment commercial or industrial activity.

In 1971, the Office of Management and

Budget (OMB) requested a special report from

the agencies on the status of their commercial

and industrial activities. Information submit-

ted in response to this request is shown in

table 1.

The reports to OMB showed that:

• 2,899 activities (16 percent) had not been

reviewed, although Circular A-76 required

such reviews to be completed by June 30,

1968.

• With more than 15,000 activities

reviewed, only 99 were discontinued or cur-

tailed as a result of review.

• Of the 55 new starts proposed since Octo-

ber 31, 1967, 44 were approved, 9 were pend-

ing, and two were disapproved.

In early 1972, GAO reported that reviews

of commercial and industrial activities by the

military departments had not been effective.1

The following specific deficiencies were cited:

Except ift a few cases where cost studies

had been made, ttiere were no explanations

supporting local recommendations that in-

house performance of activities be continued.

Recommendations often were based on the

reviewer's personal knowledge, and there

was no evidence of the factors that had

been considered.

Although the Air Force and the Navy spent

$1.7 billion for in-house, depot-level mainte-

nance in FY '69, they did not review these

activities as required by Circular A-76.

or service that is obtainable from a private source."

14 Information and educational services provided to the public by

Government include: books, bulletins, snd brochures on agricultural

and so on.

"U.S. General Accounting Office. Report B-l58685. Better Con-

trols Needed in Reviewing Selection of In-houec

Performance of Support Activities. Mar. 17, 1972. pp. 1-2.
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TABLE 1. COMMERCIAL AND INDUSTRIAL ACTIVITIES IN THE EXECUTIVE BRANCH

Aaency

Department of Agriculture

Atomic Energy Commission

Civil Service Commission

Department of Commerce

Department of Defense

General Services Administration

Department of Health, Education, and Welfare

Department of the Interior

Department of Labor

National Aeronautics and Space Administration

Panama Canal Company

Department of State

Department of Transportation

Department of the Treasury

Tennessee Valley Authority

United States Information Agency

Veterans Administration

Total

Source: Letter from the Office of Management and Budget, Proeui

1971

Although the military departments should

have completed the first three-year cycle

of reviews by June 30, 1968 they were all

far behind schedule. As of June 1971, many

activities had not been reviewed for the

first time.

The few cost studies made showed that

savings could be realized by converting ac-

tivities either to in-house or to contract

performance. GAO believes that these stud-

ies are indicative of significant potential

savings available in activities not yet re-

viewed.

DOD has included in its inventory and three-

year review certain activities already being

performed under contract. DOD regulations

strongly suggest that decisions to contract

out new activities and those being performed

in-house be supported by cost comparisons

to ensure that the most economical source

is adopted. Since the philosophy of Circular

A-76 favors contracting over in-house per-

formance, it would appear desirable for DOD

to maintain records of the costs incurred in

making these studies so that these costs

can be compared with the benefits of the

program.

GAO reviewed the program at six military

installations. Because there were no defini-

tive guidelines as to the commercial and in-

Capital

invetlment

co.t

(Thouae

nd. of dollar.)

70

157,845

27,536

4

14,173

9,124

1

116

287

29

7,971

17,124

6,556

9,011,134

5,483,700

10,717

78,365

194,399

55

13,983

27,952

720

334,618

63,922

5

510

5,624

99

104,300

42,500

11

43,690

47,578

E

16

577

27

53,827

61,196

31

43,634

376,525

19

54,882

450,794

3

4,247

1,403

264

57,386

24,418

18,616

9,980,697

6,834,659

1 Commiasion. Dee. lj.

dustrial activities to be included, some

significant activities were omitted from the

inventories of such activities. These omis-

sions could result in failure to provide serv-

ices in the best or most economical way.

Individual activities which should be re-

viewed separately were combined in broad

aggregations; such as "aircraft depot main-

tenance."

The Army installations visited had started

new in-house activities which had not been

subjected to the analysis required under

Circular A-76 nor included in the inventory

as required. Installation officials were not

aware of the requirement for new-start ap-

proval. The military departments should

have a system to ensure that new starts are

submitted for approval.

Incorporation of GAO findings in this re-

port should not be construed to mean that

DOD has been less dedicated than other agen-

cies in the implementation of the circular. We

found nothing to indicate that any other

agency had devoted as much time and effort

as had DOD in making the required inven-

tories of commercial and industrial activities.

We believe that a new approach and stronger

implementation of the program is needed to

achieve consistent and timely Government-

wide application of the policies set forth in

Circular A-76. A specified method for imple-
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,1 procurement Considerations

61

menting the policies, under the direction of a

senior official in the Executive Office of the

president, is proposed in Dissenting Recom-

mendation 1 (see below). The entire Commis-

sion a?rees tnat stronger and more

consistent implementation must be obtained

and (2) that the method proposed in Dissenting

Recommendation 1 would be one way of achiev-

ing that objective. However, the majority pre-

ferred not to specify a particular method in a

formal recommendation, believing that the

executive branch should have a free choice

of methods in order to best accomplish the goal.

Cost Comparison Threshold

Recommendation 23. Revise BOB Circular

A-76 to provide that Federal agencies should

rely on commercial sources for goods and

services expected to cost less than $100,000

per year, without making cost comparisons,

provided that adequate competition and

reasonable prices can be obtained.1"

Circular A-76 does not require a cost com-

parison whenever the products or services in-

volved cost less than $50,000 annually and

there is reason to believe that adequate com-

petition exists. Putting the cost comparison

threshold at this level requires relatively costly

administrative actions for fairly low dollar-

value activities with little potential for signifi-

cant savings. In furtherance of the policy of

reliance on the private sector, the threshold

should be increased to $100,000.

Cost Comparison Guidelines for Existing

Activities and New Starts

Circular A-76 lists five exceptions to the

policy; four of these do not require a cost

comparison. When one is required, the guide-

lines set forth in the following recommendation

should be used.

Recommendation 24. Base cost comparisons

on:

(a) Fully-allocated costs if the work con-

cerned represents a significant element in

the total workload of the activity in ques-

tion or if discontinuance of an ongoing op-

eration will rer.ult in a significant decrease

in indirect costs.

(b) An incremental basis if the work is not

a significant portion of the total workload of

an organization or if it is a significant portion

in which the Government has already pro-

vided a substantial investment."

The existing guidelines calling for the use of

incremental cost comparisons have been a

source of much controversy. Under BOB Bul-

letin 60-2, Government commercial and indus-

trial activities were permitted on the basis of

relative cost only when "the costs are analyzed

on a comparable basis and the differences are

found to be substantial and disproportionately

large." Circular A-76 guidelines are based on

relative economy of operation. With respect

to cost comparisons, the Circular provides as

follows in section 7(c)(3):

An activity should be continued for reasons

of comparative costs only if a comparative

cost analysis indicates that savings result-

ing from continuation of the activity are at

least sufficient to outweigh the disadvantages

of Government commercial and industrial

activities. No specific standard or guideline

is prescribed for deciding whether savings

are sufficient to justify continuation of an

existing Government commercial activity

and each activity should be evaluated on the

basis of the applicable circumstances.

These guidelines are interpreted differently by

each agency; they include intangible factors

as well as calculable out-of-pocket costs, and

generally require use of cost-accounting data

that are not available to many agencies.

Although relative cost is only one of the five

criteria which justify exception to the policy

expressed in Circular A-76, the implementing

instructions of some agencies appear to place

inordinate emphasis on it. For example, DOD

instructions state:

DOD components will be equipped and staffed

to carry out effectively and economically

those commercial or industrial activities

which must be performed internally in order

to meet military readiness requirements. All

other required products or services will be

obtained in the manner least costly to the

dissenting position, infra.

11 See dissenting position, infra.
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Government (by contract, by procurement

from other Government agencies, or from

DOD commercial or industrial activities)."

It is generally agreed by Government and in-

dustry spokesmen that the method used in de-

termining the cost of Government activities

in some cases may bias cost comparisons in

favor of in-house performance. In some situ-

ations, this bias can defeat the policy of Gov-

ernment reliance on private enterprise.

In criticizing the use of incremental costing,

it is necessary to look at the alternative: fully-

allocated costing of Government activities. One

major problem in using the fully-allocated ap-

proach is that Government accounting records

are not kept on a basis that readily permits

identification and allocation of all indirect

costs and depreciation, particularly costs cov-

ered by the budgets of different agencies.

Despite this problem, there have been ex-

amples which indicate that fully-allocated cost-

ing might be feasible. The AEC seems to have

little difficulty in making fully-allocated

cost studies of its activities. GAO, in specific

studies such as the charges to the Communica-

tions Satellite Corporation " for launching sat-

ellites, has been able to identify indirect costs

and depreciation that should have been allocated

to those tasks by NASA and the Air Force.

In similar studies of user charges by the Na-

tional Bureau of Standards,2" the Food and

Drug Administration,21 and the Immigration

and Naturalization Service,22 GAO was also

able to point out indirect and administrative

costs which were properly allocable to the

services being provided.

Some DOD activities, such as shipyards and

support facilities that serve different activities,

use an industrial fund accounting system.23

While this system does not provide for com-

u U.S. Department of Defense. DOD Directive 4100.15. Com-

mercial or Industrial Activities. July 8. 1971.

ia U.S. General Accounting Office. Report B-168707. Large Costs

to the Government Not Recovered for Launch Services Provided to

the Communications Satellite Corporation, Oct. 8, 1971.

"U.S. General Accounting Office. Report B-11S378. Inequitable

Char gee for Calibration Services: Need for Accounting Improvement*

at National Bureau of Standards. June 18. 1970.

11 U.S. General Accounting Office, Report B-164301<2). Improve-

ments Suggested in Accounting Methods Used in Establishing Fees

for Reimbursable Testing and Related Services. Dec. 12. 1969.

"U.S. General Accounting Office. Report B-125061, Need to Re-

vise Fees for Services Provided by the Immigration and Naturaliza-

tion Service and United States Marshals. Oct. 7. 1969.

* U.S. Department of Defense. DOD Directive 7410.4. Regulations

Governing Industrial Fund Operations. Jan. 2. 1970.

Part,

plete, fully-allocated costing, it does involv.

allocation of many elements of indirect cost

Criteria should be established for makin»

cost comparisons for commercial and industrial

activities on either an incremental or fully,

allocated cost basis. Our recommended guide,

lines will have to be supplemented and

modified by the Office of Federal Procurement

Policy if they are to be effectively adminis-

tered.

New Starts

Recommendation 25. Increase the BOB Cir-

cular A-76 threshold for new starts to

$100,000 for either new capital investment

or annual operating cost.

Recommendation 26. Increase the minimum

cost differential for new starts to justify

performing work in-house from the 10 per-

cent presently prescribed to a maximum of

25 percent. (Of this figure, 10 percent would

be a fixed margin in support of the general

policy of reliance on private enterprise. A

flexible margin of up to 15 percent would be

added to cover a judgment as to the pos-

sibilities of obsolescence of new or additional

capital investment; uncertainties regarding

maintenance and production cost, prices, and

future Government requirements; and the

amount of State and local taxes foregone.)

New starts which require little or no capital

investment would possibly justify only a 5-

percent flexible margin while new starts

which require a substantial capital invest-

ment would justify a 15-percent flexible

margin, especially if the new starts were

high-risk ventures.24

A "new start" is currently defined by

Circular A-76 to mean either (a) a new Govern-

ment commercial or industrial activity involv-

ing additional capital investment of $25,000

or more or annual operating costs of $50,000

or more; or (b) an expansion or renovation of

an existing facility with dollar thresholds

double the amounts listed for new activities.

Circular A-76 provides for reviews of "new

starts" after 18 months to determine whether

continuance of in-house activities are war-

ranted, and for reviews after that at least

once every three years.

14 See dissenting position, infra.
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For purposes of compatibility with previous

recommendations, and based on the same

rationale, the above definition should be

amended to cover any case where the new capi-

tal investment or additional annual operating

cost is $100,000 or more.

Circular A-76 stipulates that a new Govern-

ment commercial or industrial activity will not

be initiated on the grounds of relative economy

unless the savings, compared to commercial

performance, is greater than a specified differ-

ential. While the amount of this differential

should vary in individual circumstances with

the amount of investment and risk involved, the

circular prescribes that it normally should be

at least ten percent. Experience indicates that,

once an in-house operation has been established,

and a substantial start-up investment has been

made, conversion to contract seldom occurs.

In view of the importance of this original "new

start" decision, we believe a higher differential

is desirable to strengthen the general policy

of reliance on private enterprise, although a

certain amount of flexibility is needed to deal

with factors such as risk and uncertainty.

Dissenting Position

A number of the Commissioners* do not

fully support the concept presented as the Com-

mission position. They do agree with the need

for a statutory expression of policy as embodied

in Recommendation 22 of the Commission's po-

sition but would provide for specific guidelines

for implementing the policy. The dissenting

Commissioners further believe that cost com-

parisons should not be required, but should

their use continue, they suggest that the guide-

lines cover ongoing activities as well as new

starts. Their recommendations and reasons

therefor are discussed in the following para-

graphs.

IMPLEMENTATION

While the report adequately points out the

need for stronger implementation of the policy

of reliance on the private sector, the Commis-

sion's recommendations do not adequately treat

with existing Government activities. The dis-

'Commiuioners B«mmer. Gurney, Horner, and Joers.

63

senting Commissioners believe that strong im-

plementation including a thorough review of

ongoing activities is imperative, as these ac-

tivities have greatly proliferated in recent

years. It is felt that a specific recommendation

is required since Executive policy has been

in existence for many years but has not been

effectively implemented.

Dissenting Recommendation 1. Designate a

senior member of the Executive Office of the

President to devote his full time to the im-

plementation of the policy of reliance on the

private sector. He should be assisted by an

interagency task force whose members also

would be full time for a period of one to two

years or until the program is thoroughly

implemented. This task force would:

(a) Work with each principal agency to:

(1) Lay out a definitive time schedule

covering the completion of the agency's

inventory of commercial or industrial

activities being performed in-house.

(2) Outline in order of priority the

analyses to be conducted.

(b) Maintain a review of the actions of

each agency on the program and examine the

studies made by the agency of its major ac-

tivities in order to offer assistance and ad-

vice.

COST COMPARISONS

We cannot support the concept of using cost

comparisons and offer the following recom-

mendation in lieu of Commission recommenda-

tions 23, 24, 25, and 26.

Dissenting Recommendation 2. Require Fed-

eral agencies to rely on the private sector

except for those cases where:

(a) Such reliance would truly disrupt or

significantly delay an agency program.

(b) In-house performance is essential for

the national defense.

(c) The product or service is not and can-

not be made available in the private sector

and is available from a Federal source.

Take all practical steps to encourage and

develop additional private sources in the un-

likely event that sufficient competitive sources

are not available in the private sector. Only
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as a last resort consider in-house perform-

ance in comparison to the private sector.

Throughout our history there has been a gen-

eral policy of reliance on the private sector as a

source for most of the goods and services

needed by the Government. As our social and

economic system has become more complex and

more specialized, there has been more and more

need for Federal employment. This substan-

tially larger Federal work force has led to in-

creased Federal performance of duties that

could just as easily be performed by private

organizations.

It is clear that many management functions

must be performed by Government employees.

The Government must enhance the wealth-

creation potential and performance of the

Nation, provide for interstate and international

commerce, ensure the national defense, perpet-

uate the integrity of the monetary exchange

system, collect taxes needed to pay Federal

expenses, and provide for other essential pro-

grams. There is always the strong temptation,

however, for Federal employees to become

deeply involved as participants in accomplish-

ment, and higher rates of growth seem to be

somewhat proportional to the size of Govern-

ment.

Here again, it must be recognized that some

Government programs have been carried out

entirely with Government employees. Some-

times this is simply because a proposed program

did not match any experience available in the

private sector and sometimes because the pro-

gram seemed to be better served by direct

Government employment. Perhaps the best

example of the latter case is national defense.

There is, however, a large and increasing

number of services and products provided

through Federal employment that are either

readily available from the private sector or are

so similar to those already available that the

Federal "make or buy" decision has used a dif-

ferent basis than simple unavailability or in-

appropriateness of the private source.

The public policy manifested in Circular

A-76 provides in a general statement for Gov-

ernment reliance on the private sector, but con-

tains so many exceptions that the policy has

been ineffective. One exception is that a Fed-

eral commercial or industrial activity may be

authorized when "procurement from a com-

i

Part*

mercial source will result in higher cost to the

Government." It further specifies that cost

comparisons will be based on the total (or

contract) cost of the commercial alternative

and on an incremental (or marginal) esti-

mate for Federal cost. This provision tends to

maximize conflict. 1

Many of the difficulties experienced with

procurement through the use of Federal employ,

ment are inherent in our public employment

process. For example, all classes of Government

employees have substantially more stability in

their employment than those in the private 1

sector. Much of this stability is provided

through the Civil Service law in order to

remove the questions of tenure and promo-

tion from the instabilities of political fortunes.

Thus, the rules of employment for the civil ,

servant place heavy emphasis on longevity and

numbers of people supervised as qualifications

for promotion and increased responsibility.

(The procurement work force is discussed in

greater detail in Chapter 5.) These rules very

effectively serve the purpose for which they

were intended, but they also provide a strong

motivation for senior employees to increase

the size and scope of their organizations even

if it is at the expense of competing with the

private sector. Once an activity is under way,

it is extremely difficult to curtail or terminate it.

Industrial and commercial organizations, on

the other hand, are very accustomed to the ebb

and flow of people as the needs for their prod-

ucts and services come and go. This is es-

pecially true in industries that normally serve

the Government, since the cancellation or com-

pletion of a contract frequently requires the

discharge or deployment of hundreds and

sometimes thousands of people within very

short periods of time.

This difference between the two methods of

employment is perhaps the best reason for

avoiding cost comparisons when deciding to

"make or buy." In the first place, it is almost

impossible to make a true cost comparison. For

any commercial or industrial organization it

is absolutely necessary that the payment for

their products and services covers all of their

costs. The so-called "incremental costing anal-

ogy" sometimes used to support the method of

Federal cost determination is purely an analy-

tical tool for an industrial organization to apply
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at a single time to maximize the use of invested

reSources that cannot be recaptured in any

other way. The inability of Government to

make short-term decisions and to phase out op-

erations completely invalidates this comparison.

The need to guard against ever-increasing

growth in the size of Government is manifest in

recent history. At present, nearly one-fifth of

the civilian work force in our country is on

the payrolls of Federal, State, and local gov-

ernments,2, while many of our world competi-

tors are supporting a public payroll that is

sUbstantially less than half of that proportion.

There are good reasons for this imbalance,

considering our responsibilities in the world

community, but the obvious tax consequences

emphasize the overwhelming need to reduce this

burden and simultaneously increase the tax

base. Reducing the number of Federal employ-

ees also promises a second-order reduction in

expenses in that it is highly likely that many of

the products and services currently provided

by the Government would be found to be less

than essential if they did not have the appear-

ance of being free.

Relative cost considerations can be minimized

or eliminated in favor of reliance on the private

sector, but the interests of current Federal

employees must be considered. Federal policy

since the 1936's has supported employee rights

and collective bargaining. The practice of con-

tracting work to private firms became an issue

around 1960. While the National Labor Re-

lations Board (NLR6) has ruled that this

practice is subject to collective bargaining,

conflicting decisions have left the extent of

management obligations unclear.

Federal labor relations are controlled by Ex-

ecutive Order 11491, which states that deci-

sions or issues subject to collective bargaining

will be made by the National Labor Relations

Council. The Council is currently considering a

request from a Federal shipyard union to rule

that the contracting out practice is subject to

bargaining.

There is a moral obligation on the part of

the Government toward employees who accepted

employment with the understanding that work

would continue to be available to them. Any

decision to discontinue a Federal activity in

favor of a commercial source should include

■ Butintu Wtmk. Sept 9, 1972. p. 85.

65

maximum consideration for displaced employ-

ees. Where possible, deactivation should be a

gradual phase-out process through attrition and

transfer to other Federal activities. Full ad-

vantage should be taken of provisions in current

Civil Service regulations to assist employees

whose positions are discontinued, including

"bumping" rights, transfer and relocation as-

sistance, severance pay, and special retirement

considerations. In addition, the contractor who

will assume performance of the work should be

encouraged to offer employment to any Fed-

eral employee willing to leave Federal service.

Any requirement to base a "make-or-buy"

decision on a cost comparison between the pri-

vate sector and a Federal in-house activity

would be contrary to a strong policy of reliance

on the private sector.

COST DIFFERENTIALS

If cost comparison policies are to be con-

tinued (which the Commission proposes and we

do not favor), they should at least include

guidelines for ongoing activities as well as

new starts.

Dissenting Recommendation 3. Establish a

15-percent cost differential favoring the

private sector over ongoing activities. Of this

figure, ten percent would be in support of

the general policy of reliance on the private

sector.

The present guidelines suggest no differential

for evaluating relative costs of an existing

Government activity, but merely state that sav-

ings must be sufficient to outweight the dis-

advantages of Government ownership and

operation. This provides no assurance of con-

sideration of contracting out and contributes

to the relative permanence of in-house activi-

ties. A more positive provision with a specific

minimum differential might contribute to more

effective policy implementation while retain-

ing consideration of relative economy.

The five-percent flexible margin included in

the recommendations is to cover State and local

taxes foregone. If the actual State and local

taxes can be accurately determined, then that

amount should be used even if it exceeds that

five-percent margin.
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GOVERNMENT-OWNED, CONTRACTOR-

OPERATED FACILITIES

The Government sometimes contracts for a

product or for management and technological

skills (usually from industry) while owning the

facilities used to produce the product or serv-

ice. Such facilities are known as Government-

owned, contractor-operated (GOCO) facilities

and are neither pure in-house nor pure private

sector activities. GOCOs are specifically ex-

cluded from Circular A-76, but are subject to

BOB Circular A^19, "Use of Management and

Operating Contracts," February 25, 1959.

GOCO facilities existed prior to World War

II and DOD is still one of the largest owners

of this type of resource.28 GOCO facilities were

established either to produce items that lacked

commercial demand (for example, ammuni-

tion), or to provide services or facilities (for

example, specialized testing facilities) too ex-

pensive for a single company to offer. DOD

currently has 84 GOCO facilities, all operated

by industrial firms."

AEC is the other large user of GOCO facili-

ties. The Atomic Energy Act provides for

Government ownership of facilities for the pro-

duction of nuclear materials and authorizes

AEC to make contracts for the operation of

such facilities.2* AEC has a different view of its

GOCO operations than DOD and calls them

"management contractors." The use of "man-

agement contractors" to operate AEC facilities

is expressly authorized.29 This concept began

with the World War II project of the Manhattan

Engineer District of the War Department,

which combined the resources of industry and

the academic community to successfully develop

nuclear weapons. The participating organiza-

tions operated under flexible cost-plus-a-fixed-

fee (CPFF) contracts and the spirit of

cooperation achieved is not the ordinary buyer-

seller relationship.

The same spirit of cooperation and mutual

interest exists today between the AEC and its

40 management contractors. They operate 63

facilities employing 90,464 persons.30 Major

"Commission Studies Program.

"From annual reports of the military services in compliance with

DOD Instruction 4155.5. Inspection of Departmental Industrial and

National Industrial Reserve Plants.

■ 42 U.S.C. 20S1 (1970).

■ S. Rept. 1211. 79th Cong., 2d seas.. 1946.

K Annual Report to the Congress of the Atomic Energy Com-

mission for 1971. Jan. 1972, p. 193.

Part K

AEC GOCO plants represent a capital invest,

ment of $9.3 billion 11 and annual operating

costs of $2.5 billion.12 They operate, for ex.

ample, the uranium enrichment complex under

the Oak Ridge Office; the production reactors

and separation facilities at Richland, Wash-

ington, and in South Carolina; the AEC Na.

tional Laboratories and other AEC-ownerJ

research facilities; and the AEC weapons pro.

duction and test facilities. They provide mis-

cellaneous construction services and operate

many supporting facilities required for pri-

mary programs. An AEC management contract

differs from other GOCO activities in that the

AEC approach is oriented toward a long-term

relationship and the accomplishment of an

agency mission."

Commercial firms that have developed goods

or services that compete with GOCO goods or

services point out that while the original need

was generally legitimate, there is no mechanism

to discontinue their operations when the pri-

vate sector can fulfill the need. They feel that a

GOCO is more of an in-house activity than an

industry operation since the contractor has vir-

tually no risk or investment. These critics

claim that a GOCO has a significant cost ad-

vantage over a competing industrial firm. To

correct this situation, the Office of Federal Pro-

curement Policy should consider strengthening

Circular A-49 by supplying guidelines on the

make-or-buy decision. The information pre-

sented at the hearings that established the

Commission 34 and a recent GAO study 35 sup-

ply pertinent background data.

Some GOCOs could be useful to agencies

other than the sponsoring agency. For example,

the GOCO test complex of the Arnold Engineer-

ing Development Center (AEDC) has been

made available to all potential users. Other

facilities of this type should be industrially

funded and made available to all potential users.

■ Ibid., p. 234.

■ Ibid., p. 227.

"O. S. Hlestand. Jr.. and M. J. Florsheim. "The AEC Maneiit-

ment Contract Concept," Federal Bar Journal, vol. 29. no. 2.

spring 1969.

M U.S. Congress. House, Committee on Government Operation*.

Government Procurement and Contracting, hearings before a sub-

committee of the Committee on Government Operations, on H.R.

474. "To Establish a Commission on Government Procurement." 91st

Conx.. 1st seas . 1969, part 2. p. 445 ft.

"U.S. Comptroller General. Report B-164105. Procurement ol

Certain Products from Private Industry by the Atomic Energe

Commission. Oct 22. 1969.
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CHAPTER 7

Timely Financing of Procurement

Efficient and economical procurement of

goods and services requires thorough planning.

Timing is the key factor in the planning proc-

ess. The disruptions, inefficiencies, and waste

caused by nonavailability of funds at the time

they should be available are major impediments

to efficiency and economy.

The record of regular appropriation acts

over the ten-year period covering fiscal years

1964-1973 shows that of 129 regular appropri-

ation acts approved by Congress only seven—

one in 1964, two in 1966, two in 1967, one in

1968, and one in 1969—were approved prior to

the beginning of the fiscal year on July 1. On the

average, bills were 94 days late; the longest

delay was 273 days, and 30 acts were passed 150

or more days after the fiscal year began.1

The disruptions to the procurement process

from such delays are so serious that we con-

cluded the subject had to be dealt with, al-

though fully recognizing that funding delays

have a significance that goes far beyond the

procurement process. However, our discussion

is restricted to the effects of delayed funding

on procurement. The validity of our sugges-

tions as applied to related problems is for others

to judge.

THE PROBLEM OF DELAYED FUNDING

Recommendation 27. Initiate effective mea-

sures to make procurement funds available

,r*it* for fiscal ysars 19*4-1972 from Congressional Record. Apr.

». 1972. p. S6119 | diU for fiscal 1973 from Calendar, of the

Vsiled States House of Representatives and History of Legislation.

0«. 18. 1972.

to the procuring activities in a timely man-

ner.

(a) The executive branch should eliminate

delays in the submission of authorization

and appropriation requests.

(b) Congress should eliminate delays in its

consideration of requests. Among the tech-

niques which hold promise of providing

substantial improvement, we believe each of

the following deserves serious consideration

by the Congress:

(1) Making greater use of authoriza-

tion statutes covering periods of two

years or more.

(2) Making greater use of authorizing

legislation covering program objectives

rather than annual segments of work.

(3) Making greater use of appropria-

tions for a period longer than one fiscal

year.

(4) Changing the fiscal year from July

1-June 30 to October 1-September 30.*

(c) The executive branch and its agencies

should assure that apportionment, alloca-

tion, and allotment of appropriated funds

are promptly made available to the procur-

ing activities.

In directing our primary attention to the

long series of delays in the passage of appro-

priation bills, we do not imply that this is

the only funding problem nor do we intend to

"point the finger" exclusively at Congress.

Congress cannot deal effectively with either

an authorization or an appropriation bill until

authoritative proposals have been made by the

executive branch. Moreover, many legislative

stalemates cannot be overcome unless the ex-

•Sk ttjUf position, m/r*.
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ecutive branch proposes some viable alternative.

Finally, in an area that so intimately involves

the interrelationships between the legislative

and executive branches and so greatly affects

the operational capability of the executive

branch, Congress seldom legislates entirely on

its own initiative. The problem of late appro-

priations extends beyond Federal operations;

through grant programs, it also extends to

State and local government operations, includ-

ing most school districts. As summarized by the

late Senator Ellender:

I think this to be a very important subject

and one worthy of attention by Congress

and the executive branch. Over the last 20

years, it seems that a trend or pattern of

procedure gradually developed whereby long

delays in the approval of appropriation acts

became the accepted order of the day. The

pattern was marked by an increasing num-

ber of appropriation acts which, in each ses-

sion of Congress, were not approved at the

beginning of the fiscal year. The trend be-

came more pronounced during the 1960's.

Many Federal agencies have been forced to

operate on continuing resolutions for long

periods of time during each fiscal year of the

last 10 or 12.

There is no question that this procedure is

not in the interest of good government un-

der our present system of financing. There

can be little doubt that the question marks

raised by long and unpredictable delays in

the appropriations process are answered by

considerable waste and inefficiency in the

Government's operation.2

Although late appropriations have tended to

become the rule rather than the exception,

there is no easy way to adjust to them. In-

variably, a certain number of appropriations

are passed long after the beginning of the

fiscal year, but since it cannot be predicted

which appropriations will be late and how late

they will be, there is no basis for effectively

adjusting planning to meet the problem.

An ongoing function that remains unfunded

at the beginning of a fiscal year is supported

by a series of "continuing resolutions" that

keep the function alive until the appropriation

1 Congreationai Record. Apr. 13. 1972. p. S6116.

Part,

is finally passed. The continuing resolution,

permit the agencies to expend funds at one of

th ree rates based on the legislative status ^

the time the resolution is enacted:

• Where neither chamber has yet acted 0n

the appropriation request, the current rate

(i.e., the rate for the prior year to that f0r'

which the budget applies) or the level 0f

the new budget, whichever is lower.

• Where both chambers have passed differ,

ent versions of the bill, the lower of the tw0

rates approved.

• Where one chamber only has acted, the

rate approved by that chamber or the cur-

rent rate, whichever is lower.

Once a continuing resolution has been passed,

later action by either one or both chambers

does not constitute permission to change the'

rate of expenditure unless a new continuing

resolution is passed by both chambers subse-

quent to such action.

Although continuing resolutions permit

agencies to continue their ongoing functions,

they do not accommodate evolving programs

nor do they reflect reduced requirements that

may result from unplanned curtailments in an

appropriation act. Finally, continuing resolu-

tions do not support any new operations.

The use of continuing resolutions tends to

reduce the ability of Congress to expand, con-

tract, or eliminate programs, since a substan-

tial portion of the fiscal year elapses before

final congressional action is taken. In a state-

ment before the Joint Committee on Congres-

sional Operations, the Assistant Secretary of

Defense (Comptroller) discussed the impact of

late appropriations on changing programs:

In addition to the Department's problems,

we believe that present arrangements pose

serious problems for the Congress. One result

of the extensive delays in Defense bills is

that, when Congressional decision points are

reached, the ability to change Defense pro-

grams has been sharply diminished by the

passage of time. The regular bills, enacted

in the middle of the fiscal year, are subject

to timing considerations. By that time, the

Department has been operating for six

months based on the continuing resolutions.

Plans and work schedules are in being cov-

ering at least the next several months—this
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involves deployments, combat operations,

training rates, rebuild and transportation

schedules, manpower programs, ship and air-

craft operations, and so forth. At the same

time contractors are at work producing goods

and services for Defense. Industry manpower

is engaged, parts orders and subcontracts

have been let, and work is proceeding. Large

parts of the Defense program are not subject

to orderly change if decisions are delayed

until the middle of the fiscal year.3

EXAMPLES OF INEFFICIENCIES

CAUSED BY LATE FUNDING

Even the most routine procurements depend

0n ordering points that, in turn, depend on

the rate of use and the delivery time. A delav

in ordering frequently results in added ex-

pense for accelerated delivery, substitution of

a more expensive or less efficient item, or the

wasted expense incurred in stopping the work

and restarting later.

Results for nonroutine procurements can be

disastrously out of proportion to the item being

procured. In one case, a six-month delay in

fund availability delayed an atomic weapons

test program for another three months be-

cause, when the funds did become available, it

was too cold at the test site to pour concrete.4

The Department of the Army cited several

problems that occur when delayed funding pre-

vents the scheduled delivery of new equipment;

such delays required old equipment to be kept

longer than had been expected. The old equip-

ment required repairs or even reconditioning

to keep it going—an added expense that other-

wise would have been avoided. Further ex-

pense resulted from the cost of transporting

old equipment to depots for repairs and from

paying overtime to shorten turnaround time

at the repair depot."

An example of an entire program delayed

by a late appropriation was given in hearings

before the House Appropriations Committee

concerning Department of Defense (DOD) ap-

1 U.S. Congress, Joint Committee on Congressional Operations,

aaarinws on The Federal Fieeat Year ae It Relate* to the Conffree-

*°»al Budget Proeeee. June 1971, p. 225.

4 Study Group 2. Final Report. Nov. 1971. p. 101.

'Ait, pp. 97-98.

69

propriations for fiscal 1972.11 The delivery of

missiles under the research and development

phase of the procurement had been scheduled

for completion by November 1, 1970. DOD

planned to enter into a production contract on

that date, well after the beginning of the fiscal

year. However, the appropriation was not en-

acted until January 11, 1971, and the produc-

tion contract could not be signed until January

18, 1971. To ensure continuity in the program

and to prevent a break between the research

and development and production phases of the

program, the delivery of the missiles was

stretched out. Had a break occurred, there

would have been a loss of skilled personnel and

a lack of continuity in the various support

services (for example, utilities, guard, and

custodial services). These actions, according to

the testimony presented, increased the cost of

the research and development and the produc-

tion phases by more than four million dollars,

but this was considered prudent in order to

avoid even more costly alternatives.

The Bonneville Power Administration

(BPA) representatives stated that operating

under a continuing resolution hinders efficient

program implementation because their activi-

ties are such that full advantage must be taken

of favorable weather to assure availability of

power. BPA finds that during the favorable

construction season, delays in appropriations

result in delays in awarding contracts.7

Contractors advised that late passage of ap-

propriations forces them to work with short

leadtimes, perform under difficult delivery

schedules, reduce or curtail operations, and in-

cur startup costs when the full operation is re-

instated. On occasion, contractors spend their

own money in order to meet contract delivery

schedules. In this regard, one company repre-

sentative advised that the impact of late ap-

propriations was felt in three ways:'

1. We have been forced to work with ex-

tremely short leadtimes for bid and proposal

preparation in many cases, and to perform

tight, difficult and sometimes impossible de-

livery schedules.

2. Funding delays cause layoffs followed by

■ U.S. Conirress, House, hearings before a subcommittee of the

Committee on Appropriations. 92d Con*., 1st sess.. part V. May

IX 1971. p. 200.

'Study Group 2. Final Riport. Nov. 1971, p. 100.

*lbid.. pp. 104-105.
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associated startup problems and excessive

administrative costs.

3. [Our company] has found it necessary to

take excessive risks by spending its own

monies in advance of contract receipt in or-

der to assure meeting contract delivery

schedule requirements.

The continuing resolutions passed by Con-

gress only partially alleviate the impact. When,

as often happens, the previous fiscal year's

budget contains funds for only the initiation

of a project or for an ascending rate of activ-

ity, the rate attained at the end of the fiscal

year cannot be maintained while adhering to

the previous year's overall funding level. The

result is a stretchout or a complete stoppage

of the project.

Continuing resolutions are interim actions,

frequently on a month-to-month basis. Like any

method of piecemeal or incremental funding,

they are costly to administer. They require a

repetitive expenditure of time and effort to

process the limited funding actions and addi-

tionally, and perhaps more importantly, are

completed only by expending efforts that

should be devoted to other activities (for ex-

ample, monitoring and directing the work it-

self). A DOD study describes some of the

costly administrative workload resulting from

incremental funding as a "paper mill," involv-

ing preparation and execution of multiple sup-

plemental agreements or change orders for

each contract in a program. In the office studied,

the investigators found programs with as

many as 60 contracts and cited examples of

single contracts having to be modified six or

more times. The investigating team concluded:

. . . the Air Force pays dearly for this

method of contracting, not only is procure-

ment effort diverted from its primary mis-

sion, but also in the intangibles of increased

risk and program uncertainty, higher prices

for long leadtime items, and other contract

and overhead costs . . . These funding

problems make the acquisition process most

difficult . . . Furthermore, funding prob-

lems that lead to stretchouts (as evidenced in

the Titan III CPIF contracts) vitiate and

destroy the original and meaningful prem-

ises upon which the contract incentives were

based. Subsequent attempts to preserve con-

tract incentives in an environment of

*»tA j

stretchouts, incremental funding and result,

ant change orders, become exercises jn

futility.'

These examples cover only some of the ad-

verse effects of delayed funding. Other effects

include:

• Costly temporary expedients; for example

using higher-priced rentals (all kinds of

equipment or space) because money to buy

or execute long-term leases is temporarily

delayed.

• Purchasing routine supplies more fre-

quently and in smaller quantities (with

added costs resulting from loss of quantity

discounts and higher transportation costs).

• Inability to exercise options or complete

award procedures on a procurement prior to

the expiration date of the option or bid (ne-

cessitating readvertising and analysis of new

proposals).

• Compressing time periods allowed for

preparation of bids and proposals and lead-

times to start work or make deliveries in an

effort to recoup part of the time lost because

of the funding delay.

All of these practices are expensive and waste-

ful when considered in the light of the hun-

dred of thousands of actions 10 to which they

apply. The cumulative effect of even a small

added cost on each would bring the dollar total

to a very high level.

For the same reasons given by the Director

of the Office of Management and Budget and the

Legislative Reference Service," we cannot ac-

curately estimate the total impact of late ap-

propriations on the procurement process:

there are too many variables and their effect is

spread over hundreds of thousands of individ-

ual procurements. It is impractical and too

costly to design a reporting system that would

enable one to add them up and obtain a total.

Despite this inability to estimate the total ac-

u U.S. Department of Defense. Procurement Management Revie*

Program. A Review of Procurement Operation* in the Space and

Mittile SuMtemM Oroaniiation (SAMSO). Dee. 1968.

10 There are nearly 16 million separate procurement transaction

annually: since appropriation delays averaged approximately 9t

days per year per appropriation bill (see Congrettional Record. Apr.

13. 1972, pp. S6118-S6U9). the number of transactions on which

funding restrictions might produce waste and inefficiency could run

aa hig*h as 4 million per year.

"See Conoreteional Record. Apr. 13, 1971. pp. S6116-S6117. Bots

of these agencies had been asked to provide estimates of the total

cost of late appropriations, but neither was able to do so. Some of

their examples indicate clearly the impact on other aspects of

Government activity- Federal. State, and local.
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rately> there is no disagreement that the

C^aste and inefficiency are most serious. We be-

lt ve that the impact on procurement alone

volves some hundreds of millions of dollars

annually-

ALTERNATIVES FOR CONSIDERATION

During hearings in June 1971, the Joint

Committee on Congressional Operations consid-

ered three primary alternatives for expediting

the budget process.12

Lengthening the Period of Appropriations

One alternative was to appropriate for con-

struction programs on a full-funding basis and

to appropriate for regular ongoing functions

of Government for two years. This procedure

would reduce the congressional committees'

annual workload on a balanced basis, thereby

permitting review and approval of fewer au-

thorizations and budgets each year without a

substantial loss in congressional control. Hope-

fully, this, in turn, would permit acting on all

bills prior to the start of the fiscal year. We

found that such procedures would alleviate

some of the procurement problems, since plan-

ning periods could be based on a two-year

rather than on a one-year cycle.

Changing the Authorization Process

A former Director of the Bureau of the

Budget suggested the following changes in the

authorization process:

• Authorizations should be made effective for

longer periods of time, at least two years

and preferably five years, or for an indefi-

nite period. For example, in the case of con-

struction projects requiring three or four

years to complete, Congress could authorize

the entire project at the outset.13

• A greater portion of the authorizing legr-

1 Note 3, tupra.

S<* Part E for « further discussion of construction fundinit

71

islation should be stated in program terms

instead of in dollar amounts, leaving the an-

nual amount of funds to be determined by

Congress when it acts on the appropriations.

• Authorizing legislation which expires in

one calendar year should be reviewed during

the preceding year. In other words, renewals

and extensions would be enacted in 1973 for

authorizing legislation which expires in cal-

endar year 1974.

• The rules of Congress should be amended

to make it possible for appropriations to be

considered when authorizations are not acted

upon in a timely manner.

Many observers believe the root of the delay

problem is in the authorization process, partic-

ularly the tendency to restrict authorizations

to a single fiscal year or to a maximum dollar

amount for the budget year, rather than con-

sider them in terms of whole programs or in-

tegral segments of programs.

Many authorization provisions are in so-

called "permanent" legislation, but during re-

cent years there has been a growing tendency

to require an annual enactment of an author-

izing bill. The number of appropriations re-

quiring annual authorization increased from

8.2 percent of the total in fiscal 1960 to 19.3

percent in fiscal 1972. The dollar amounts of

appropriations requiring annual authorization

for fiscal 1960 and 1972 were $6 billion and

$32.9 billion, respectively.11 Specific annual

authorization acts are now prescribed for DOD

procurement of military aircraft, missiles,

naval vessels, tracked combat vehicles, naval

torpedoes, other weapons, research and devel-

opment, and construction. Annual authoriza-

tion requirements also have been extended to

appropriations for NASA, AEC, Foreign Aid,

the Coast Guard, and the National Science

Foundation.

The objective of having both an authoriza-

tion and an appropriations process in Congress

seems to be to provide one forum in which the

program aims and the means of accomplishing

them can be reviewed and another forum in

which the annual dollar expenditures can be

evaluated and compared with competing needs.

Contrary to this objective, the more the au-

14 U.S. CongTesa, Joint Committee on Congressional Operations.

Changing the Fettered Fiscal Year: Testimony and Analyst*. First

Report. 92d Cornt.. lit teas., H. Rept 92-614. p. 52.
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thorization process deals with annual incre-

ment! of work—rather than with the entire

program or integral segments of it—the more

the two sets of hearings tend to concentrate

on the same short-range questions and the less

attention is given to overall objectives and

longer-range implications. Agencies for which

annual authorization is required must present

their programs to four different congressional

committees. They find that the presentations

to both the authorizing and appropriation

committees tend to concentrate on the same

questions and issues and revolve around the

dollar estimates for the budget year rather

than providing a basis for evaluating basic ob-

jectives.11

The congressional committee having juris-

diction has a basic responsibility for what is

to be undertaken and for such oversight as is

needed to reassure Congress on such matters

as program integrity, control, and methods of

accomplishing the agreed-upon objectives.

However, accomplishing these tasks need not

depend on having annual expiration dates for

the authorizations. Such alternatives as stag-

gering the expiration dates for different -pro-

grams but holding periodic program reviews

could provide the authorizing committees with

full control over these matters, without impos-

ing the arbitrary limitations that result from

having authorizations expire annually."

Is Interestingly, the check-and-balance system represented by the

congressional rules requiring authorizing legislation before funds

can be appropriated seems to have originated as an answer to late

appropriations earlier in our history:

The roots of this procedural distinction in the House of Repre-

sentatives were planted by John Quincy Adams, who served in

the House after he left the White House. He complained .hat

appropriation bills had tacked on to them all sorts of legislative

matters <called 'riders') which gave rise to dissensions and pro-

tracted debate in the House, "with the consequence that appropria-

tion bills dragged their slow length slong through half a year

before they finally passed." His proposal was to require that

appropriation bills be reported within 30 days after the commence-

ment of each session.

From early debates on the subject there resulted a House rule

which requires that before an appropriation is made, the expendi-

ture first must be authorized by law. Thus, there is set up a dual

legislative process. Authorization or policy is one enactment: funds

to carry it out is another and separate enactment (Herbert

Robaek. Conoregaionat Interett in Weapon! Acquisition, a paper

read at the Program Managers Course, Army Logistics Manage-

ment Center. Port Lee. Vs., July 1*62. pp. 14-15.)

For example, the Legislative Reorganization Act of 1970. as

implemented under the present House Rule XI, 29, requires the

committees to conduct a review and study on a continuing basis

of appropriation, administration, and execution of their jurisdic-

tional laws. Each committee, whether House or Senate, is re-

quired to submit a biennial report on its review and study setivities.

There is no need, therefore, to regard the annual authorization as

the only means to enable and ensure periodic program evaluations

by the committees.

Also, it is imperative to distinguish between

a continuing long-term activity and a one-timt

major project. In the latter case, there j,

seldom good reason for enacting authorizing

legislation which does not permit completion of

a usable product or achievement of a given enr]

result. Thus, authorizations should treat either

the project in full, or, at least, usable indivjrj.

ual segments in a sequence which would pro.

duce usable results even though the remaining

segments are not authorized. If such a project

or integral segment extends over several years

the authorizing committee has other means'

such as annual reports, and program reviews

for maintaining control over the project.

In the case of continuing activities, author,

izations enacted a full year in advance (that is

in the legislative session prior to the session at

which the appropriation would be considered)

have two very distinct advantages. First, con-

tinuity of the program is maintained since

such a system allows ample time for agencies

to plan program adjustments desired by Con-

gress, on a basis that causes far less disruption

than the present system. Second, such a sys-

tem eliminates the delay in considering appro-

priation bills because of a lack of authorization

and makes it possible for the budget submis-

sions to be much clearer, since the major ele-

ments of the program have been decided when

the budget is being prepared.

In our opinion, adoption of suggestions along

these lines would significantly benefit the pro-

curement process; planning for procurement is

best accomplished in terms of the natural

phases of the work at hand. For many activi-

ties, these phases bear little or no relationship

to a fixed period on the calendar.

Change Dates of the Fiscal Year

Under the fiscal year system, Congress re-

ceives, in January, the budget for the year be-

ginning the following July. This leaves about

six months for the congressional review and

approval process.

Under one proposal to change to a calendar

year, Congress would receive the budget in Jan-

uary for the year beginning the following

January. This would, on the surface, appear to
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ngi-mit a period of 12 months for congressional

review and approval. However, as presented by

tf,e testimony on this proposal, if the new

budget is to be based on actual data for the past

vear (to end in December) it could not be sub-

mitted until around April and half the added

time would thus be dissipated.

This led to discussion of another alternative

which would change the fiscal year from July

1-June 30 to October 1-September 30. On this

basis a budget presented in January could con-

tain actual data for the year ending on the

preceding September 30, and Congress would

have nine months instead of six months prior

to the beginning of the budget year to consider

and act on the proposals.

The improvement this could make in the

cycle is obvious from data on dates of appro-

priations approvals over the last ten years."

As mentioned earlier, only seven out of 129

bills were approved prior to July 1 for fiscal

years 1964-1973, but 55 bills were approved

prior to October 1; in five of the ten years,

more than half of the appropriation bills were

enacted prior to October 1.

DISSENTING POSITION

One Commissioner* does not concur with the

"Note 1. supra.

■Commissioner Sanders.

73

recommendation to change the fiscal year

(Recommendation 27(b)(4)). He subscribes to

the conclusion reached by the Joint Committee

on Congressional Operations 1S that insufficient

evidence exists to warrant changing the fiscal

year.

SUMMARY

Unplanned funding delays—regardless of

cause—lead to disruptions, substitute deci-

sions, and temporary expedients that are both

costly in themselves and inefficient in terms

of the program objectives that procurement is

supposed to serve. While procurement is not

the only Governmental function affected, the

problem affecting procurement is so serious

that we consider its early solution imperative.

Other considerations obviously are involved,

but from examples we have seen of problems

arising in other areas of Governmental activ-

ity, including the effects of late appropriations

on State and local governments, school boards,

and so on, the problem of late appropriations

must be squarely faced and promptly resolved.

'* Note 14. lupra.

90-185 0-88-16
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CHAPTER 8

Selected Areas in the Acquisition Process

COST AND PROFIT ISSUES

The negotiation of price agreements for ne-

gotiated procurements, including modifications

to formally advertised contracts, usually in-

volve cost and profit considerations. Figure 1

lists seven key cost and profit issues and shows

their relationship to major stages of formally

advertised and negotiated procurements. Truth

in negotiations and renegotiation involve stat-

utory considerations covered in Part J, Chapter

4. This section covers the five other cost and

profit issues.

COST AND PROFIT ISSUES

FORMALLY

ADVERTISED

PROCUREMENTS

NEGOTIATED

PROCUREMENTS

CONTRACT

AWARD

CONTRACT

MODIFICATIONS

CONTRACT

PAYMENT

ISSUES

1. AGREEMENT ON PRICE

(COST AND PRICE

ANALYSIS)

2. COST PRINCIPLES

3. OVERHEAD SETTLEMENTS

4. TRUTH IN NEGOTIATIONS

5. PROFIT AND RISK

CONSIDERATIONS

6. PAYMENTS

7. RENEGOTIATION

(NEGOTIATED PROCUREMENTS)

Figure 1
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Negotiated Agreements on Price

Success in negotiating equitable price agree-

ments requires, among other things, the ability

to make sound judgments based on the amount,

kind, and quality of available information, art-

fulness in bargaining, and time. If there is

adequate price competition, the principal task

is to determine which of several competing

proposals will satisfy a requirement and be de-

livered on time for the lowest total cost. Fur-

ther detailed price and cost analyses are

usually unnecessary.

In noncompetitive situations, the objective of

proposal analysis and negotiations is to achieve

a price equivalent to one that would be ob-

tained in open competition. Most offerors can

be expected to propose prices they believe will

afford them as much protection or profit as

possible. The offeror first estimates what he

believes will be the cost to perform, consider-

ing all uncertainties. He then presents the

facts that best support his price proposal. The

buyer, on the other hand, counters with an of-

fer to buy at a price as low as he thinks the

offeror can be persuaded to accept.

Techniques for the evaluation of proposals

include (1) price analysis and (2) cost analy-

sis.

Price analysis relates the proposed prices to

the prices paid for an earlier procurement of

comparable items and to current price trends

in the competitive marketplace.

Cost analysis is often used to establish the

basis for negotiating contract prices if price

competition is inadequate or if the product or

service has never been marketed. This type of

analysis involves the detailed evaluation of the

seller's proposal, including his assumptions,

cost estimates, backup cost information, and

other relevant data. Thus, cost analysis is an

important tool in the negotiation of price

agreements, and advancement in pricing tech-

niques can be expected from refinements in its

use.

Cost Principles

Recommendation 28. Establish Government-

wide principles on allowability of costs.

Part ■

Both estimated and actual costs are used in

pricing various types of negotiated contracts

or modifications to contracts. Cost principles

are used to help judge whether or not costs are

reasonable and allowable.

In cost analysis, cost principles help to iden-

tify various cost elements that can then be

evaluated to determine their allowability. Fac-

tors considered in the evaluation are reason,

ableness, allocability, application of generally

accepted accounting principles and practices

appropriate to the circumstances, and limita-

tions in the contract as to type or amount of

cost.

Cost principles in the Armed Services Pro-

curement Regulation (ASPR), Federal Procure-

ment Regulations (FPR), and other agency

regulations prescribe rules for the allowance

of costs in the negotiation and payment for

cost-reimbursement contracts. For example,

these regulations forbid the recovery of inter-

est, entertainment expenses, donations, and cer-

tain advertising costs. They also require use

of cost principles in the pricing of fixed-price

contracts and contract modifications whenever

cost analysis is performed.

The tests of reasonableness and allocability

are matters of interpretation, judgment, and

agency policy and are the source of many dis-

putes between Government and industry. The

definitions of allocability in ASPR and FPR

are identical.1 The FPR definition is not man-

datory for all civilian agencies. The Atomic

Energy Commission (AEC), which performs

most of its work in Government-owned, con-

tractor-operated (GOCO) plants, has its own

definition of allocability.; The difference is that

AEC does not include the provision of the

ASPR and FPR that a cost is allocable if it

"is necessary to the overall operation of the

business, although a direct relationship to any

particular cost objective cannot be shown."'

This variance has led to a difference in recog-

nition of independent research and develop-

ment (IR&D) and bid and proposal (B&P)

costs.

The Department of Defense (DOD) Contrac- ,

1 ASPR 15-201.4 : FPR 1-15.201-4.

5 U.S. Atomic Eneriry Commission, Office of the Controller, memo-

randum to all field offices. Contract Cost RctmAummfnt Princirfa-

Mar. 2, WT1.

1 Note 1, tupra.
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tor'S Weighted Average Share of Risk

(C\VAS) program, introduced in ASPR in

j966, is another example of variance in cost

principles- It is based on the principle that a

given profit center which has in excess of 65

percent (using a weighted scale) of fixed-price

or commercial contracts should be exempt from

a determination of "reasonableness" on specific

cost elements delineated in ASPR 15-205. If

such costs are not "reasonable" the contractor

stands to lose more than the Government. No

other agencies have adopted this system, yet

this would seem to be sound for all agencies or

for none. The contractor annually justifies his

qualification for exemption, but it only applies

to his dealings with DOD.

Other differences exist among the cost prin-

ciples in agency procurement regulations.

Many of them have persisted despite many at-

tempts to attain consistency.4 There is no good

reason for different treatment of identical cost

items simply on the basis of differences in the

agencies involved. The Office of Federal Pro-

curement Policy should promulgate cost prin-

ciples for use by all agencies.

Settlement of Overhead Costs

Recommendation 29. Establish procedures

for a single, final overhead settlement bind-

ing on all Federal contracts at a given con-

tractor location.

In formally advertised procurement, over-

head allowability is not an issue in the initial

award since it is assumed that reasonableness

has been determined by market competition.

However, overhead allowability can be in-

volved in modifications to such contracts.

In negotiated contracts, allowability of over-

head costs generally requires a specific agree-

ment. In all Government agencies, final

overhead settlements are reached either by

negotiated settlement or by audit determination.

If the negotiated settlement method is used,

a contractor's proposal covering indirect costs

for a period of time, usually a year, is audited,

and a report that includes audit recommenda-

tions on acceptable and unacceptable costs is

'Study Group 7, Final Report, Feb. 1972. pp. 343 et wmv.

77

submitted to the contracting officer. Settle-

ment negotiations follow and, depending on

the overhead rate agreed on, contractor billings

are adjusted.

Under the audit determination method, the

Government auditor makes an after-the-fact

final rate determination based on his review

and evaluation of the reasonableness, alloca-

bility, and allowability of the cost involved in

accordance with cost principles and contract

terms. If the contractor and the auditor cannot

agree on a final overhead rate, the contractor

may appeal to the contracting officer and, if

appropriate, to the agency board of contract

appeals.

Under either method, final settlements sel-

dom are made promptly, which results in long

delays in closing-out completed cost-type con-

tracts. The main reasons reported for the de-

lays in final overhead settlements are:

• Differences in interpretation and applica-

tion of Government cost principles

• Contractor appeals to contract appeal

boards or to the courts

• Low priority accorded to overhead audit

and settlement among contract actions.

The lack of uniformity in procedures and

standards for overhead rate determinations

may cause a contractor to have different de-

terminations made for his contracts although

cost elements are the same.

More consistency of treatment is needed in

determining a contractor's final overhead rate.

A single, final overhead rate that is binding

for all Government contracts at a given con-

tractor location should be required to elimi-

nate the costly duplication of administrative

procedures and reduce delays in the settlement

of completed contracts.

Profit and Risk Considerations

Recommendation 30. Develop uniform Gov-

ernment-wide guidelines for determining

equitable profit objectives in negotiated con-

tracts. The Office of Federal Procurement

Policy should take the lead in this inter-

agency activity. The guidelines should em-
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phasize consideration of the total amount of

capital required, risk assumed, complexity

of work, and management performance.

Recommendation 31. Evaluate procurement

negotiation procedures on a continuing basis

to compare results obtained in completed

contracts with original objectives. This eval-

uation should take place Government-wide.

Profit is the basic motive of business enter-

prise and the Government uses this motive to

stimulate efficient contract performance. How-

ever, Government policies for negotiating

profit levels and the cumulative effect of many

other procurement policies and practices fre-

quently lessen profit levels so that they no

longer motivate.

Requirements for unlimited contractor lia-

bility clauses, use of inappropriate contract

types, and promotion of price "auctions"

among competitors are examples of regula-

tions and practices that have shifted some of

the risks of contract performance from the

Government to the supplier. Although contrac-

tor risks on Government contracts have in-

creased, profits as a percentage of sales have

declined. At the same time there is no ac-

cepted alternative standard, such as profit as

a function of capital employed, to measure

profit.

The amount of profit that a contractor

should be allowed to earn is controversial, but

the principle that reasonable profits are neces-

sary to maintain a viable industry is generally

accepted/' Companies that depend on Govern-

ment contracts for business often cannot rely

on other customers even when profits from

Government contracts are considered too low.

The implied option to drop unprofitable Gov-

ernment business is not a viable one for the

supplier or for the Government. Highly spe-

cialized facilities, personnel, and product lines

are factors that may prevent movement away

from Government business.

In some extremely unprofitable situations the

Government has taken extraordinary meas-

ures, such as loan guarantees, to preserve an

essential supplier. In one case, the effectiveness

of our national defense v/as at issue. The rela-

1 Se« Part J for discussion and recommendation nmrdinil the

Renegotiation Act.

Part,

tionship created by such extraordinary meag.

ures is far beyond profit motivations and other

free enterprise principles. Nevertheless, moat

Government suppliers depend on realistic Gov.

ernment profit policies and procurement prac.

tices.

In 1963, DOD adopted a formula approach

to compute "going-in" (or initially established)

profit rates. DOD determined an initial profit

by applying a percentage factor to various ele-

ments of cost. Percentage factors also were ap.

plied to the total cost based on the supplier's

assumption of cost risk, his past performance

and his dependence on the Government for fi.

nancial resources or property. The new policy

and procedures were intended to stimulate ef.

fective and economical contract performance

by the use of the profit motive. A report by

DOD in 1971 11 showed that the use of weighted

guidelines increased going-in or initial profit

rates, but that final profits were significantly

less than those established in the initial agree-

ment.

DOD is revising its method of computing

going-in profit objectives to recognize capital

employed as a basic element of profit policy,7

to remove the inequities of a cost-based

weighted guidelines policy, and to encourage

contractors to invest in facilities and equip-

ment." The new system embodies return on in-

vestment (ROI) concepts that have been under

study for several years.

NEED FOR UNIFORM PROFIT GUIDELINES

Regardless of the system used for computing

going-in profits, they will not be realized unless

procurement policies and practices conform to

profit objectives. The current emphasis on

maximum competition (including discussions

with competing offerors that amount to price

auctions," inadequate estimating and pricing,

and the use of improper contract types) fre-

quently prevents the establishment of realistic

going-in profits. Agency controls that prevent

# U.S. Department of Defense, rrofit Rate* on Negotiated I'n*<

Contract: Fimeal Year

'U.S. Department of Defense. ASPR Case No. 70-41.

'See "Government Property." intra, for discussion and recom-

mendations pertaining to disposal of Government pmpeily »Bd

facilities.

* See discussion in Chapter 3.
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the exercise of management prerogatives, fund-

in? uncertainties that stretch out perform-

ance, and the disallowance of normal business

gxpenses (such as bid and proposal and inde-

pendent R&D costs) are some of the policies

and practices that can limit potential profits.1"

Unlimited liability contract clauses add to

s(Jpplier risk without offering additional profit

considerations. "Anticlaims clauses" minimize

gnd control contractor claims by requiring

early identification of constructive changes

and by making the contractor responsible for

defective specifications over which he had no

control. Unless compensation for such risk is

incorporated into the established profit objec-

tive, this "overreaching" by the Government

results in an undue shift of risk to the con-

tractor. This view is seldom shared by the

"overreaching" agency.

Congress directed 11 the General Accounting

Office (GAO) to study profits earned on nego-

tiated contracts entered into by DOD, NASA,

the Coast Guard, and AEC contracts to meet

DOD requirements. GAO found 12 that profits

measured as a percentage of sales were signifi-

cantly lower than those earned for comparable

commercial work done by the 74 large DOD

contractors included in the study. When profit

was considered as a percentage of the total

capital investment, the difference in profit per-

centages between defense and commercial

work narrowed considerably.

The GAO report" recognized the adminis-

trative problems involved in providing for con-

sideration of total invested capital. The report

recommended that the Office of Management

and Budget (OMB) take the lead in inter-

agency development of uniform Govern-

ment-wide guidelines for determining profit

objectives. The guidelines would emphasize the

total amount of contractor capital required if

effective competition is lacking. To develop

these guidelines, OMB organized a Task Group

in November 1971 consisting of personnel from

AEC, DOD, GSA, and NASA. The Task Group

has considered three or four approaches and

has reviewed DOD policy development and test

* Each of these subject* ;> discussed elsewhere in the report.

U.S. Congress. Armed Force* Appropriation Authorization Act.

,y '"■ Public Law 91-121. 91st Com., Not. 19. 1969.

"U.S. General Accounting- Office. Report B-159896. Defence ln-

•»*>» ProM Study, Mar. 17. 1971. pp. 15-17.

"/bid., pp. »4-S8. 41-4&. 54-5S.

implementation. The work of this group is

continuing.

Any system of profit guidelines must be

closely monitored to determine the profit being

attained on completed contracts. Because of

the added impact on profit of other procure-

ment policies, we believe the task of developing

and monitoring Government-wide profit guide-

lines is consistent with the role of the Office of

Federal Procurement Policy.

Payments

Recommendation 32. Establish contract pay-

ment offices to make payments for all Fed-

eral agencies in each of the ten Federal

regional areas. This could be accomplished

by a lead agency designated to formulate

standard procedures to implement this recom-

mendation.

The methods and timeliness of the payment

far work performed by prime contractors and

subcontractors have a significant impact on

realized profit. Inconsistencies among agencies

in the processing of vouchers cause confusion

in submitting vouchers for payment. The fact

that the Government does not recognize inter-

est as a contract cost " makes late payment of

vouchers a matter of great concern to con-

tractors. A Government-industry study" of

contract financing found delays in progress

payments that ranged from 3 to 22 days. In

addition to recommending improvement in the

promptness of payments, the subcommittee

recommended that progress payments be made

less frequently and that costs of materials and

subcontracts be paid only when the prime con-

tractor pays his bills. These recommendations

became effective for DOD contractors on

January 1, 1972.16 One industry executive"

estimated that when this policy is fully imple-

mented prime contractors would be paying out

14 U.S. Department of Defense. Defense Procurement Circular No.

97. Feb. IS. 1972. makes provision for interest payment on claims

arising- from disputes when settled in she contractor's favor.

u U.S. Department of Defense, Industry Advisory Council Sub-

committee to Consider Defense Industry Contract Financing, June

11, 1971, p. IS.

M U.S. Department of Defense, Defense Procurement Circular No.

94. Nov. 22. 1971.

11 Richard Mulligan. Controller, TRW Systems Group, quoted in

Government Contracts Service, supplement 11-71. Procurement

Associates. Inc., p. A-3
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about $700 million a year ahead of progress

payments. Interest on that amount would be

about $56 million. Thus, payment delays will

become more critical.

Interim payment vouchers under cost-type

contracts are handled in a variety of ways.

For example:

• In DOD, all interim vouchers are sub-

mitted by the contractor directly to a DCAA

audit office for provisional approval and to a

disbursing office for payment.

• Under NASA Regulations, the contract

auditor transmits provisionally-approved

vouchers to the cognizant fiscal or financial

management officer and issues NASA Form

456, "Notice of Contract Costs Suspended

and/or Disapproved," through the cognizant

contracting officer to the contractor.

• In other civilian agencies, there does not

seem to be any uniformity in the processing.

FPR 1-3.809(10) (c)(i) provides that

"when the circumstances warrant, arrange-

ments may be made for the contract au-

ditor to examine contractor's reimbursement

vouchers or invoices, and transmit those ap-

proved for payment to the cognizant con-

tracting or disbursing officer." Agencies

governed by FPR have instituted their own

procedures, but these vary among agencies

and sometimes within the same agency. The

methods range from direct submission of

vouchers to the finance office, to four levels

of review before payment is made.

• Letters of credit have been used by civilian

agencies to make advance payments to uni-

versities, other nonprofit organizations, and

State and local governments under both con-

tracts and grants using Department of the

Treasury Circular 1075."* This procedure

may be used with for-profit contractors, but

we found it was being used only for oper-

ating contractors at Government-owned fa-

cilities. Department of the Treasury Circular

1075 is being currently revised.

Under DOD and NASA procedures interim

(not final) vouchers are processed and paid

within 30 days, and generally within two

weeks. The audit of these vouchers is mainly

■ FPR 1-30.104-1.

PartA

clerical. A detailed audit is performed only jn

exceptional cases. Other agencies, however, re.

quired 45 to 90 days and, in some cases, i2n

days were needed. One agency had a backlog 0j

75,000 unpaid purchase orders under $50.

The multiplicity of paying offices also causes

delays. DOD has 500 disbursing offices in the

United States, 27 of them in metropolitan

Washington, D.C.'9 Many contractors must

forward their vouchers to several disbursing

offices. Some contractors deal with as many as

45 DOD disbursing offices,-0 while any contrac-

tor who is also doing business with civil agen.

cies must deal with another group of paying

offices.

DOD has been studying the consolidation of

its paying offices since 1965.:l A recommenda-

tion to establish a Defense Disbursing Service

was not implemented although piecemeal im.

provements have been made, including the con-

solidation within DC AS at the 11 regions and

a reduction from 13 to 2 Air Force Contract

Management Division paying locations. These

consolidations have improved efficiency, but

they have done little to solve the industry prob-

lem.

The multiplicity of paying offices through-

out the country is inefficient and costly for

both the Government and the contractor. All

contract payments for Government agencies

should be processed by regional offices using

standardized procedures.

CONTRACTOR-FURNISHED

INFORMATION: PRODUCT DATA

AND MANAGEMENT SYSTEMS

The Government often requires two kinds of

information from contractors: product data on

the product or service being provided and man-

agement information needed to monitor the

performance of the contractor. Information re-

quirements are spelled out in the contract.

They vary from minimal product data in fixed-

price contracts for standard commercial items

■ U.S. Department of Defense, Joint Procurement Management

Review of Assigned Contract Administration Responsibilities ii-ttfcia

the DOD. Feb. 1969.

« Study Croup 5. Final Report. Feb. 1972. p. 322.

11 U.S. Department of Defense, Study of Disbursing Systems t"

Selected Areas of DOD. Mar. 1966.
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t0 extensive product data and management in-

formation for complex systems such as space

vehicles, transportation systems, and nuclear

pow ered ships.

The annual cost of acquiring product data

gnrf management information from contractors

amounts to billions of dollars. The Blue Ribbon

Defense Panel 11 reported that the cost to the

Department of Defense (DOD) for manage-

ment system application and related reports

a|one was about $4.4 billion in fiscal 1969.

product Data

Recommendation 33. Establish standards

and criteria for estimating costs and bene-

fits of product data requirements. The need

for product data should be determined on the

basis of cost-benefit analyses. Selective after-

the-fact reviews should be used as a basis

for eliminating unnecessary requirements.

The Government needs data describing the

product or service being furnished under a con-

tract for a wide variety of purposes. Typical

needs for even the simplest equipment include

maintenance and operation manuals, replace-

ment parts lists, and inspection or quality con-

trol data. If the product or service is complex or

critical, the need for descriptive data tends to

be urgent and voluminous. Although we do not

question the legitimacy of these requirements,

we believe that there is a tendency to acquire

excessive or unnecessary data. We recogniz:

that effective control of the quantity and cost

of acquired data is an immensely difficult task.

Nevertheless, the potential for vast savings

clearly indicates the need for a continuing ef-

fort to minimize data requirements.

DOD has long recognized this potential for

savings and has established a data manage-

ment program. Prior to soliciting proposals for

a new major program, a "data call" requests

that the data needed from contractors be iden-

tified. The data call is directed to program man-

agement, engineering, training, maintenance,

3 Blue Ribbon Defense P»nel. Report to the Pneidcnt and the

Secretary of Defense on the Department of Defense, July 1970.

•PMndix E (SUIT Report on M«jor Sy»tems Acquisition Process I.

» If,

81

operations, supply, and other units concerned

with the program.

Planners must use an "authorized data list"

to select the information they require. New or

revised data requirements must be separately

identified and approved by the program/project

manager. Frequently, a special board reviews

such requirements. When finally approved, the

consolidated data requirements become part

of the contract.

EARLY ACQUISITION OF DATA

Despite the notable progress of the DOD

data call program and the continuing efforts

of other agencies, unnecessary and costly ac-

quisition of data persists. In requests for pro-

posals (RFP) for items not yet designed,

agencies routinely require preservation, pack-

aging, and transportability plans; field and

depot support plans; personnel subsystem de-

velopment plans and other planning informa-

tion. The value of such data at that point is

questionable, as the data have little impact on

a decision to select one contractor over another.

The Government frequently acquires data

for future competitive procurements. This pol-

icy, although sound in intent, is impractical

when the data acquired cannot be effectively

used by competitors. Further, when agency of-

ficials do not have a sound basis for deciding

what specific data should be acquired, the re-

sult is a costly exercise that fails to establish

additional competitive sources.

One technique which can help to reduce data

requirements is to defer the delivery of data

until a firm requirement can be economically

determined based on actual operational needs.

Delivery can be required at any point during

performance of the contract or within two

years from either acceptance of all items (ex-

cept for data) on the contract, or termination

of the contract, whichever is later.

Another technique is to defer ordering data

at the time the contract is initiated. Under this

method, when firm data requirements are de-

termined, they are negotiated separately with

the contractor; a specific delivery date also is

negotiated."

■ ASPR 9-.i02<h>-(c>.
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A Harbridge House study of three prime

contracts for the Air Force revealed that de-

ferred delivery could have lowered total data

costs by about 27 percent."

PRICING OF DATA

The Government does not have an effective

policy for pricing data. Although individual

agencies develop cost estimates, there is no pro-

gram for establishing adequate criteria for

identifying data costs.

In quoting the price for data, contractors

usually include only the cost of data prepara-

tion and reproduction. Thus, their stated prices

rarely represent the real costs of the data since

such costs often are inextricably mixed with

engineering or other program costs.

CONCLUSIONS

While DOD and other agencies urge the pro-

curement of minimum essential data, costly

and nonessential data continue to be acquired.

The potential for significant savings is evident

from the large expenditures for this purpose.

Early requirements for data compound the

problem of estimating total program costs,

often result in the acquisition of unneeded

data, and are of little value in the source-

selection process. The acquisition of reprocure-

ment data is inherently imperfect and may not

be advantageous to the Government when all

factors are considered. Deferring the procure-

ment of data for up to two years after comple-

tion of a contract can effectively reduce data

costs.

Standards and criteria for realistically esti-

mating costs and benefits of data should be de-

veloped on a Government-wide basis. The need

for data should be determined on the basis of

cost-benefit analyses prepared and retained by

the requestor for later validation and review.

M Harbridge House. Inc . A Study of Reqnirementt for Data and

Management Control Syetemt in Three Engineering Development

Program: Feb. 1970. p. VI1-26.

Part n

Management Systems

Visibility of contractor operations frequently

dictates the use of designated management

systems for reporting specified contractual

data. No single "management system" 25 exists

and, in fact, no one system could produce all

of the information and reports needed eon.

cerning a complex contract.

The lack of adequate criteria and standards

for the imposition of management systems on

contractors has resulted in a proliferation of

agency systems which frequently require over-

lapping or duplicative information. These sys-

terns often are incompatible with the manner

in which the work is performed, thus requiring

a contractor to alter his existing systems or to

implement separate systems to satisfy Govern,

ment requirements. The uncoordinated or frag,

mented specification of management systems

results in unnecessary frustration to both Gov-

ernment and industry personnel. More impor-

tantly, the excessive costs that may be

incurred ultimately are passed on to the Gov-

ernment. As in the case of data acquisition,

there is great potential for cost savings by

minimizing requirements for management sys-

tems.

CRITERIA FOR MANAGEMENT SYSTEMS

Recommendation 34. Establish Government-

wide criteria for management systems which

are prescribed for use by contractors, includ-

ing standards for determining mission-

essential management data requirements.

GOVERNMENT NEEDS

Government program managers must know

the details of their programs and be able to

identify actual or potential problems. They are

■ U.S. Department of Defense. DOD Instruction 7000.6, Ami*-

turn Management Syeteme Control, Mar. 15, 1971. defines a maass**

ment system as: "A documented method for assisting manager* is

defining or statins policy, objectives, or requirements: assienisl

responsibility; controlling utilization of resources: periodically meas-

uring performance: comparing that performance against Stan*

objeetivea and requirements: and taking appropriate action. A

management system may encompass part or all of the above ares*.

and will require the generation, preparation, maintenance, and/*

dissemination of information by a contractor."
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eJCpected by their superiors, Congress, and the

jjlic to have instant, accurate information

about all aspects of their programs. Congress

also requires extensive information from agen-

cies, much of which derives from that furnished

by contractors. Despite the volume of informa-

tion now furnished to Congress, it is the

opinion of several congressional committee

staffs 24 that additional or different information

jS still needed.

The Government program manager is con-

tinually frustrated by the lack of accurate and

timely reporting by industry, even when man-

agement systems are specified in the contract

and paid for by the Government. The con-

tractor's ability to supply exactly what is

required frequently is limited because his man-

agement methods and systems will not readily

produce reports in the content and format spec-

83

visions of his contract would result in an ad-

ditional cost of $400,000 to $500,000.2; He at-

tributed these costs principally to two features

of the system: prescribed work-level report-

ing in unnecessary detail and added direct

costs.

Despite myriad reports routinely submitted

by contractors, the Government often levies

one-time special requirements for information,

including numerous telephone requests. Al-

though such requests may be legitimate, their

frequency suggests that much information in

routine reports may not be required or may

not be usable in the form presented. This high-

lights the need for the Government to limit

information requirements to those which are

essential. Moreover, consideration should be

given to the contractors' internal management

systems in order to integrate information re-

quirements to the maximum practical extent.

CONTRACTOR PROBLEMS

Contractors have a difficult problem in at-

tempting to satisfy various management sys-

tem requirements simultaneously because the

systems are not coordinated and frequently are

incompatible. A contractor must have manage-

ment systems and reports to run his business,

but the information produced for his internal

use often does not satisfy the management

systems and reporting requirements imposed

by the Government. Neither the Government

nor industry is satisfied with the cost-benefit

aspects of acquiring management information.

Both feel that the costs involved are excessive

and consume contract dollars that could be bet-

ter used for other purposes.

Industry personnel generally acknowledge

the need for and intent of management sys-

tems. They contend, however, that implementa-

tion of policy directives by procuring agencies

does not always conform to the intent of the

directed system and that the resulting benefits

are not worth the cost. One contractor esti-

mated that on a five-year contract, compliance

with the required management systems pro-

* Study Group 9 (Report! and Management Control!). Final

■HH Oct. 1971. p. 72.

DOD/INDUSTRY STUDY OF MANAGEMENT

SYSTEM REQUIREMENTS

In 1966, a joint DOD/industry committee 2S

was organized to examine ways of insuring ef-

fective management of defense programs while

minimizing the degree of control over industry.

As a result of this effort, the number of

management systems used by DOD has been re-

duced from 1,200 to 129, excluding those spe-

cifically required by standard ASPR clauses.

These systems are identified in the Acquisition

Management Systems List (AMSL).29 Despite

the reduction in the number of systems, the

services have found that systems in the AMSL

and the accompanying implementing direc-

tive 30 do not adequately reflect DOD acquisi-

tion management policies. As a result, the list

is not effective for either planning or control

purposes.

The Assistant Secretary of Defense (Comp-

troller) authorized the Air Force, at its re-

quest, to field test suggested improvements in

the program for controlling management sys-

"Ibid., p. 260.

*< DOD-CODSIA (Council of Defense and Space Industries Associ-

ation) Advisory Committee for Management Systems Control.

» U.S. Department of Defense, DOD Manual 7000.6M. Authorized

Management Syttema Control Lilt. July 1970.

"U.S. Department of Defense. DOD Instruction 7000.6. Aeouiai-

tion Management Syttemt Control. Mar. 15, 1971.
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terns.11 The testJ- will explore the feasibility of

defining management systems by generic cat-

egories rather than by documents per se, the

use of planning guides in place of the AMSL,

and the use of preprinted application check-

lists to trace decisions. The test also will corre-

late and tailor management systems and data

requirements to provide an integrated list of

required management documentation. Al-

though the test has not been completed, we be-

lieve the concepts being explored are sound

and offer the potential for materially improv-

ing the effectiveness of the acquisition of both

management systems and related data prod-

ucts.

00D PERFORMANCE MEASUREMENT FOR

SELECTED ACQUISITION SYSTEMS

Indicative of the costs associated with current

management systems are those associated with

DOD Instruction 7000.2, Performance Measure-

ment for Selected Acquisition.33 This directive

requires the use of Cost Schedule Control Sys-

tem Criteria (CSCSC) on all defense programs

estimated to require more than $25 million in

research and development or $100 million

in production funds. It is intended as an overall

mechanism to monitor contractors' costs and

delivery schedules.

We found varying estimates of how much it

costs contractors to comply with this one sys-

tem. Individual contract proposals have in-

cluded as much as $4 n illion to establish it.

Other estimates varied from 1 to 1 1/2 percent

of the contract cost.3' Some contractors were

reluctant to quote figures because they could

not segregate this additional cost from changes

they were making voluntarily to meet their

own needs. Whether such costs are separately

identifiable makes little difference since the

Government ultimately must pay for them.

The use of management systems by other

executive agencies differ widely. NASA has re-

quirements similar to those of DOD. GSA has

"U.S. Department of Defense. Assistant Secretary of Defense

(Comptroller) Memorandum for Secretary of the Air Force, Field

Test of Proposed Improvement* in the Management Systems Con-

trol Program, Jan. 21. 1972.

■ Ihid.. Enel. 2.

u U.S. Department of Defense, DOD Instruction 7000.2. Perform-

ance Measurement for Selected Acquisition. Apr. 25, 1972.

14 Note 26, supra, p. 257.

Part A

little need for complex management systern«

because of the predominant use of fixed-priCe

contracts based on firm specifications. GSA's

quality assurance system is basically one of in.

spection for compliance with specifications

and its financial operations are straightfor!

ward. The newer agencies (such as Health

Education, and Welfare; Housing and Urban

Development; and Transportation) are still

developing management systems as their pro.

grams expand. We observed increasing con-

cern by contractors and Government agencies

that these newer organizations might be de-

veloping management systems which are in.

compatible with contractor systems or with

Government-prescribed systems already jn

force.

CONCLUSIONS

A major improvement in the procurement

process, with attendant cost reductions, could

be achieved by more effective control over se-

lection and imposition of management systems

on contractors. Although top-level Government

officials have recognized the need for im-

provement in this area and progress has been

made, more is needed.

The concepts currently being field tested by

the Air Force are sound and should enable

DOD to better define and selectively use man-

agement systems. This, in turn, should enhance

its ability to ensure better integration of sys-

tems requirements which are more compatible

with contractors' internal operations. We urge

that this test be pressed to completion in order

that further improvements to the management

system program can be implemented at the

earliest practical date. Experience with the re-

vised DOD program should be closely analyzed

for the feasibility of Government-wide applica-

tion.

GOVERNMENT PROPERTY

For procurement purposes, Government

property is limited to property owned 35 by the

w In some cases the Government's interest is a leasehold inter**

rather than full ownership or title.

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



480

genera' Procurement Considerations

government and provided to a contractor for

use in the performance of Government con-

tracts. Government property may be provided

to contractors by two different methods: The

government may acquire the property and fur-

nish it to a contractor; or the contractor may

acquire the property and retain it under con-

tract terms which vest title to the property in

the Government immediately upon acquisition

by the contractor. Under the Armed Services

procurement Regulation (ASPR), the two

lands of property are called "Government-

furnished property" and "contractor-acquired

property " M As the agency which furnishes the

most property to industry, DOD is the agency

with most experience of this kind.

Under the ASPR,37 Government-owned prop-

erty is categorized as material, special tooling,

special test equipment, military property (for

example, aircraft), and facilities (for example,

production plants and equipment). It also in-

cludes such production aids as models, draw-

ings, and reproduction data. Material includes

property that may be incorporated in an end

product or that may be consumed or expended

in the performance of a contract (such as raw

and processed materials, parts, components,

small tools, and supplies).3"

Government Policy

The general policy of DOD is that contrac-

tors furnish all material required for the per-

formance of Government contracts; *• however,

exceptions are made when it is in the Govern-

ment's interest. The Government may have to

acquire materials and components and furnish

them to contractors (1) to assure uniformity

and standardization among different produc-

ers; (2) in the case of long-lead components,

to expedite production of the end product by

starting component production before the con-

tract for the end product is awarded; or (3) to

take advantage of Government priorities under

a controlled materials system during a period

of defense emergency that causes materials

"ASPR 13-101.2.

"ASPR IJ-I01.I.

"ASPR 13-101.4.

"ASPR 1S-201. 13-301.

85

shortgages. The Government may want to use

up its stocks of materials and special tooling,

special test equipment, or other equipment,40

rather than acquire more.

In accordance with a current defense policy

to "stay out of the facilities business,"" pro-

viding new facilities to contractors is limited

to situations involving existing Government-

owned, contractor-operated (GOCO) plants,

planned mobilization requirements, and other

special cases where there is no practical al-

ternative.'- Some equipment or plant improve-

ments may be so specialized that their only

possible use is for Government production. Be-

cause of the unpredictable nature of future

Government requirements, contractors cannot

always count on enough long-range business to

fully amortize their investment in such special

property. They, therefore, may be unwilling to

provide it at their own expense and risk. In such

cases, the Government may have no alternative

but to finance the new facilities or to motivate

the contractor to acquire the needed property.'13

A recent GAO report to the Congress *•

stated that in June 1971 DOD-furnished plant

equipment had declined to $4.1 billion from

$4.6 billion in December. The $4.1 billion in-

cluded $2.2 billion worth of industrial plant

equipment (IPE) such as lathes, milling ma-

chines, and drills. The $1.9 billion balance was

the value of other plant equipment such as ma-

chines costing less that $1,000, furniture, ve-

hicles, and computer equipment.

The report stated that, although in March

1970 the military services and the Defense

Supply Agency (DSA) were directed to re-

quire contractors to submit plans to phase out

their use of Government-owned facilities, the

Deputy Secretary of Defense has permitted de-

ferment of these plans at contractor plants

where mobilization base requirements are

being developed and where phase out would be

contrary to Government interests or would

create an economic hardship for the contrac-

tor. As of June 30, 1972, DOD had received all

"ASPR 13-201. 13-S04U). 13-306.1.

41 In Mar. 1970, DOD initiated a pro (tram to phase out Gov? rn-

ment~owned facilities at contractor plants. Memorandum from the

Assistant Secretary of Defense (I&L). Mar. 4. 1970. published as

Item I. Defense Procurement Circular 80. June 22, 1970.

"ASPR 13-301<a) (i). (ii), and (Hi),

*» Study Group 9. Final Report. Dec. 1971, p. 143.

"U.S. Comptroller General, Report B-140S89. Further Improve-

ment* Needed in Controls Over Government-owned Plant Equipment

in Cuttody of Contractors. Aug. 29, 1972, p. 1.
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required plans, and 461 of the required 667

plans had been approved by December 1972.

Uniformity in Regulations

The bulk of Government property located

with contractors is under the control of DOD,

NASA, and AEC. As a result, their manage-

ment in this field is far better developed, and

their regulations are much more explicit and de-

tailed, than those of agencies that have a

relatively insignificant amount of Government

property in the hands of contractors." The

ASPR has an entire section (part XIII) de-

voted to Government property, but the FPR

has no similar part. However, the importance

of Government property in emerging programs

of other agencies is being recognized, and we

understand that Government property cover-

age in FPR is being developed by GSA. In this

connection, we refer to our recommendation in

Chapter 4, for establishment of a single system

of Government-wide coordinated procurement

regulations which could include the require-

ment for uniform regulations on Government

property.

Government property is a significant element

of a contract and its cost. Accordingly, under

the strict requirements of competitive bidding,

the invitation for bid (IFB) must include all

significant information concerning property to

be furnished by the Government." A bid is

nonresponsive if it fails to comply with IFB

instructions concerning Government property,

or if it is conditioned on an authorization to

use Government property."

Possessing Government-furnished property

is deemed to give an offeror competitive ad-

vantage over one who does not possess Govern-

ment-furnished property. To mitigate any

competitive advantage that might arise from

the use of Government-furnished property,

DOD and NASA policy is to charge rent, or

rent equivalents, in evaluating bids and pro-

posals; and, in the case of special tooling and

■ William G. Roy. Govemment-Funiehed Property. 1972. p. 1.

"See ASPR 13-202: 13-J05.2(d> (2): 2-20H»l <1S)-<14): and

J-501(b)(11)-(12).

"40 Camp. Gen. 701 (1071): 38 Camp. Gen. (08 (1969): Camp.

Gen. Dec. B-149486. Sept. 5. 1982. See also Goodwin. Government-

Owned Property, Government Contract* Monograph No. 0. George

Waahinirton University. 1963. p. ft.

PartA

special test equipment, by an evaluation of re.

sidual value. Theoretically, an offeror without

Government-furnished property can bid on a

par with one who possesses such property."

Motivating Contractor Investment

in Facilities

Recommendation 35. Provide new incentives

to stimulate contractor acquisition and

ownership of production facilities, such as

giving contractors additional profit in con-

sideration of contractor-owned facilities

and, in special cases, by guaranteeing con-

tractors full or substantial amortization of

their investment in facilities specially ac-

quired for Government production pro-

grams.

Every reasonable effort should be made to

minimize Government provision of new pro-

duction facilities for the performance of Gov-

ernment contracts. To the extent possible,

contractors should provide such facilities at

their own expense. We recognize that it is un-

likely that contractors will always be willing

and able to do so. In some cases, the Govern-

ment will, in its own interest, have to provide

facilities because of special mobilization re-

quirements or because of the uncertainty that

Government business will continue long enough

for the contractor to amortize his investment

in full.

Provision of facilities by the Government can

and should be minimized by motivating con-

tractors to provide their own facilities. For ex-

ample, in recognition of the added investment

and risk involved in the ownership of facili-

ties,49 contractors who provide special facilities

at their own expense should be permitted to

earn a higher profit than is allowed to con-

tractors that use Government facilities. Also,

if there is doubt in special cases as to the dura-

tion and extent of a Government procurement

program that requires new production facili-

ties, consideration could be given to a special

cancellation charge, or similar arrangements

to reimburse the contractor for any losses in-

"ASPR. sec XIII. part 6; NASA PR. part 13, subpart S.

* DOD allows this recognition under its Weighted Guidelines tot

Profit ASPR 3-808.5<e) (1).
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ctirred in disposal as compared to the non-

amortized portion of his investment.50

Negotiated Sale of Government Equipment

Recommendation 36. Enact legislation to

authorize negotiated sale of surplus elephan-

tine tools (such as heavy machine tools) and

of equipment which is "excess to Govern-

ment ownership but not to Government re-

quirements," with adequate protection to the

Government for its future needs when com-

petition is not feasible. While the lack of

such authority now appears to be a problem

only for the Department of Defense, to pro-

vide for future contingencies the legislation

should cover all agencies.

Although the current DOD policy is to get

out of the facilities business, its efforts to do

so have been hampered by lack of authority to

negotiate sales to the contractor in possession

of elephantine tools and equipment that are

excess to Government ownership but are still

needed on a part-time basis to fulfill Gov-

ernment needs. If a contractor owned the

equipment and therefore could use it for non-

Government work, the cost to the Government

could be materially reduced.

Legislation to authorize negotiated sales in

such cases has been before Congress for several

years. Recently the House passed a bill51 to

provide for the disposal of Government-owned

equipment by negotiated sales." The bill:

• Restricts the procurement of production

equipment for the purpose of furnishing it

to contraetors, unless it is necessary for mo-

bilization requirements, it is determined by

the Small Business Administration to be

necessary to assist small businesses, or it is

needed to meet essential needs for supplies

or services that cannot be met by any other

practical means.

• Authorizes the negotiated sale of certain

production equipment to using contractors

"To a limited extent such arrangements arf embraced in the

W«sent ASPR provisions for multi-year contrmetinK. under which

• cancellation charge is psid the contractor in the event the full

■sW-year program is not completed. ASPR l-S22.Ua).

"H R. 1S792, 92d Cone. 2d sess.. 1972.

* Reported In Government Contracts Surveyed. Sent. 1. 1972. p. It.

87

under terms which require the purchaser to

maintain the equipment in good working or-

der and available for use on Government

contracts on a priority basis. (It is this sec-

ond factor which DOD considers most im-

portant.)

Comprehensive studies have shown that in

many instances Government-owned equipment

is needed in its present location to meet current

and projected military requirements, but that

Government ownership would not be necessary

if the equipment could be sold in a way which

would insure its availability on a priority ba-

sis for use on Government contracts. H.R.

13792 would permit such sales. The bill stipu-

lates that a fair market value shall be estab-

lished by experienced GSA appraisers and that

a sale shall not be made at less than fair

market value. To facilitate surveillance of the

program, the bill provides that the details and

circumstances of the negotiated sales shall be

reported promptly to Congress. Contracts for

such sales would require that, for a period

agreed upon, the property or its replacement

will be available for defense needs on a pri-

ority basis.

Equipment now eligible for sale cost about

$450 million and has a current market value of

from $150 to $200 million. It is held by about

485 contractors, approximately 35 percent of

whom are small businesses.''1 Transfer of title

without change of possession will:

• Relieve the Government of administrative

burdens and costs for management, control,

maintenance, and protection

• Add property to State and local tax rolls

in jurisdictions which now tax personal

property

• Give the contractor greater flexibility in

managing and using the property

• Give the contractor an incentive to mod-

ernize and improve the property to meet all

production needs with benefits to the Gov-

ernment in the form of better contract per-

formance and lower contract costs.

In the case of elephantine tools, even though

sl Baaed on Department of Defense survey. See testimony of

Barry J. Shillito. Assistant Secretary of Defense (I4L). before

House Armed Services Investigating Subcommittee. H.A.S.C. No.

92-80. 92d Cong.. 1st seas.. Oct. 7. 1971. pp. 14793-14795.
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the equipment is truly surplus and is not

needed by the Government, the alternative of

a negotiated sale is necessary to provide

greater assurance that the Government re-

ceives a fair price for the equipment. In an

advertised sale, any bidder other than the con-

tractor in possession would have to incur

the costs of dismantling, shipping, and re-

assembling the tools elsewhere. This gives the

contractor in possession an overwhelming

competitive advantage and relieves him of the

normal market pressures to bid the full in-place

value of the equipment. In such cases, authority

to negotiate would allow the Government dis-

posal officer to use competitive negotiations,

formal advertising, or both, to produce the

highest return for the Government.

SUBCONTRACTING

Subcontractors are an integral part of the

Government procurement process and are es-

sential to its effective operation. They perform

many of the services and furnish much of the

material required to perform prime contracts

(direct Government contracts) either under

contract to prime contractors or to higher-tier

subcontractors. In 1970, an estimated 50 cents

out of every DOD prime contract dollar went

to subcontractors. An earlier DOD review

showed that the top 10 prime contractors sub-

contracted an average of 54 percent of their

contract dollars/'*

In many procurements, no single prime con-

tractor has the ability or capacity to perform

all the technical operations or to produce all

the materials required for the end product. The

organization needed to develop and produce a

major system, for example, requires capabili-

ties in many technical fields, as well as large

and diverse physical facilities, which seldom

exist within any single organization. The

Apollo program provides an example of the

degree to which subcontractors are involved

in Government procurement activities. Of the

more than 20,000 companies included in the

program, only a handful were prime contrac-

"U.S. Comptroller General Report B-169434, Need to /mprovs

SUmotivmaom of Contractor Prowrrmnt Sytim Rrviov. Auk. 18.

1970, p. 4. Reliable data on the amount of subcontracting by prime

contractor* with civilian agencies are not available.

Part a'

tors; the remainder were subcontractors. In

construction, the prime contractor rarely has

the manpower skills and equipment needed to

perform all of the contract work.*5

Although the statutes and regulations give

little attention to subcontracts, many agency

requirements and practices have significant

impact on subcontractors. For example, defec-

tive specifications, contract changes, and ter-

minations can have very serious implications

for subcontractors. Because there is a lack of

privity of contract,58 subcontractors usually

cannot seek redress directly from the Govern-

ment contracting agency. Thus, there is some

truth to the observation that the subcontractor

is "the forgotten man in Government procure-

ments." 57

Many subcontract problems result from

problems that affect the procurement process

as a whole, such as unnecessary statutory re-

strictions, complex procurement regulations,

variation in agency requirements, social and

economic program requirements, and profit

and risk policies. Subcontractors often are

small businesses that have the usual problems

of a small business. Since our recommenda-

tions address the basic issues in Government

procurement, they generally cover subcontrac-

tor problems. However, having a dynamic,

healthy family of subcontractors is so essential

to the Nation's industrial base that it is im-

portant to highlight some of their concerns.

Flowdown of Contract Requirements

While subcontractors usually are subject to

the same contractual obligations as prime con-

tractors, they often do not receive the same

benefits. Many prime contracts provide for ad-

vance and progress payments, but subcontracts

seldom do. In addition, subcontractors some-

times are required to indemnify a prime con-

tractor in areas where the prime contractor

has no similar obligation to the Government.

Although many flowdown problems (prob-

n See Part E for a more detailed discussion

M Privity of contract is the legal connection or relationship which

exists between two or more contracting parties.

Government Procurement and Contracting, part 7. hearings on H.B.

474. May 1969. p. 1832 (statement of Prof. Harold C Petrowitt)
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]erns arising from the flow of requirements

down through the tiers of subcontracts) result

from actions of the prime contractor, others

are the direct result of Government require-

ments. The*»e are numerous contract clauses

specified by Government procurement regula-

tions that prime contractors must include in

subcontracts, often without any change in

wording; for example, the Notice and Assist-

ance Regarding Patent and Copyright Infringe-

ment Clause,'" and Contract Work Hours

Standards Act Overtime Compensation

Clause.'" Some other standard prime contract

clauses require that clauses "substantially con-

forming thereto" be incorporated into subcon-

tracts; for example, those concerning military

security requirements,60 and safety precautions

for ammunition and explosives.81 Other clauses

are silent as to their applicability to subcon-

tracts but are applicable by operation of statute

or regulation; for example, the Walsh-Healey

Public Contracts Act62 and Priorities Alloca-

tions and Allotment Clause."

Some clauses make no reference to their ap-

plicability to subcontracts but impose obliga-

tions on prime contractors which cannot be

fulfilled unless similar provisions are incorpo-

rated into subcontracts; for example, those re-

garding changes "4 and United States products

(Military Assistance Program)."5 Some stan-

dard clauses are written solely for use in sub-

contracts; for example, the Subcontract

Termination Clause 66 and the Subcontract Ter-

mination Clause—Cost Reimbursement Type.*7

The Government should clarify the extent to

which prime contract clauses apply to subcon-

tractors and the manner in which they are to

be applied and interpreted. Our recommenda-

tion to establish a coordinated Government-

wide system of procurement regulations would

provide a mechanism for accomplishing this.

Further, we believe it desirable to estab-

lish criteria for the guidance of prime contrac-

tors with respect to terms and conditions

"ASPR 7-103.2S.

"ASPR 7-103.16.

"ASPR 7-104.12.

■ ASPR 7-104.79.

"ASPR 7-103.17.

"ASPR 7-104.18.

"ASPR 7-108.2.

* ASPR 7-104.43.

"ASPR g-706.

"ASPR 8-70!.

appropriate for particular subcontract situa-

tions. The development of a set of standard

subcontract terms and conditions which prime

contractors could use, as appropriate, would

help avoid overimplementation of prime con-

tract requirements.

Low Thresholds on Social

and Economic Programs

The social and economic programs imple-

mented through the procurement process

create subcontract as well as prime contract

problems. These problems are discussed in

detail in Chapter 11 and in Parts D and E. Of

particular concern are the low dollar thresh-

olds at which these programs come into opera-

tion. At the time such social and economic

program requirements were enacted, many

subcontracts were exempt, but inflation and

other factors have all but dissipated those ex-

emptions. As noted in Chapter 11, we believe

consideration should be given to raising the

dollar thresholds for application of the social

and economic programs implemented through

the procurement process.

Inconsistency in Subcontract

Review and Approval

Later in this chapter we point out that

there is no uniform subcontract approval

policy applicable to all agencies. This causes

duplication of Government review efforts, un-

necessary contractor processing costs, and

unnecessary Government administrative costs.

The different subcontract approval policies

also have an impact on subcontractors by cre-

ating delays in their work and by subjecting

them to variations in agency requirements, par-

ticularly where their work pertains to pro-

grams of several agencies. Our recommendation

to establish a Government-wide policy for the

review and approval of contractor purchasing

systems and transactions, together with repeal

of the statutory subcontract advance notifi-

cation requirements, would mitigate subcon-

tractor problems in this area.
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Truth in Negotiations Act

The Truth in Negotiations Act«" (Public

Law 87-653) requires the submission of cost

and pricing data by subcontractors under nego-

tiated defense contracts if the price of their

subcontracts or any changes or modifications

thereto are expected to exceed $100,000. It

also requires certification that all such data are

accurate, complete, and current. Similar re-

quirements are imposed by FPR on subcontrac-

tors performing under civilian agency prime

contracts.

Subcontractors are concerned with the im-

plementation of these requirements, and parti-

cularly that both contracting agencies and

prime contractors often require essentially

complete cost and pricing data for subcontracts

of less than $10,000. Allegations exist that

many prime contractors go beyond the require-

ments of the act and require subcontractors to

indemnify them against loss of profit resulting

from defective subcontractor data.

In Part J we recommend the extension of

the Truth in Negotiations Act to contracts of all

Government agencies and the development of

consistent implementation policies. The statute

serves a useful purpose, although there are dif-

ficulties in the language of the act which cause

problems. Overimplementation of reports and

certifications under the act are not good sub-

stitutes for adequate analysis and negotiation

at either the prime contract or subcontract

level. These matters should be considered care-

fully in developing Government-wide policies

concerning this statute.

Patents and Technical Data

The problems of subcontractors with respect

to patents and technical data are, in general,

quite similar to the problems of prime contrac-

tors. Our recommendations in these areas are

contained in Part I.

Our studies identified some special problems

for subcontractors. Some prime contractors ap-

parently require subcontractors to indemnify

the Government against infringement. Most

agencies permit prime contractors to publish

■ 10 UAC. 2306f (1970).

Part A

data generated under their contracts, but this

right is not always passed on to subcontractors.

Although prime contractors may not be speci.

fically required to obtain background patent

and data rights from their subcontractors

some do so anyway. Technical data of subcon.

tractors is not always given the same pro.

tection accorded technical data of prime

contractors and subcontractors complained that

some prime contractors refuse to accept techni-

cal data with any restrictive legend, even when

ASPR would permit use of the "limited rights"

legend.

These situations are inequitable and contract-

ing agencies should try, where possible, to

avoid ambiguity in subcontract requirements.

However, we do not believe it is desirable or

feasible to establish acro6s-the-board manda-

tory requirements regarding prime contractor/

subcontractor relationships in patent and data

areas. The acceptance of our recommendations

for the uniform implementation of the Presi-

dential Statement of Government Patent Policy

and for uniform policies and clauses concern-

ing rights in technical data and treatment of

data submitted with proposals, publications,

and copyrights in data would benefit subcon-

tractors as well as prime contractors.

Quality Assurance

Government requirements for quality as-

surance create additional problems for subcon-

tractors because agencies impose different

quality assurance specifications upon prime

contractors. The requirements of these speci-

fications then flow down through the prime

contractor-subcontractor chain, often with dif-

ferences in interpretation at every level. In

addition, contractors and subcontractors usu-

ally have their own requirements (imposed by

company policies) for quality determinations,

quality system requirements, and quality rat-

ing systems. The result can be the imposition

of quality assurance requirements on subcon-

tractors which are greater than those required

by Federal specification and a wide diversity

of quality assurance programs within a single

plant, possibly for similar or identical products.

Companies with subcontracts from several
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•me contractors may have surveys of their

Pr -ations for identical or essentially similar

"■ jucts or services performed by several

Pr°me contractors or higher-tier subcontractors,

improvements in the development and im-

i rnent31-'0" °^ Government quality assurance

Pr0grams, while desirable, involve many com-

P|ex factors. The procuring agency having pro-

responsibility for a project is best able

gram

to determine the kind of quality assurance pro-

gram

required by its project. We believe this

matter deserves in-depth consideration by the

Office of Federal Procurement Policy with a

vjew to consolidating the various Government

quality assurance specifications into a single

specification. This office should establish con-

sistency in the interpretation of quality assur-

ance requirements and should minimize, to the

extent possible, the diversity of such require-

ments and number of plant surveys imposed

on subcontractors.

Termination of Subcontracts

Termination clauses in procurement regula-

tions require prime contractors and subcon-

tractors to settle termination claims of their

immediate subcontractors with the Govern-

ment reserving the right to approve or ratify

such settlements. Procuring agencies may au-

thorize prime contractors to settle subcontrac-

tor claims of $10,000 or less without approval

or ratification, and in some cases, they may

increase the authorization to $25,000. Subcon-

tractor termination claims can require process-

ing through several tiers of subcontractors up

to the prime contractor, and, where the amount

of the claim exceeds the settlement authority

of the prime contractor, on to the procuring

agency. All of these higher contracting levels

have to approve lower-tier claims, and each

level can require additional detail and justifica-

tion.

The $10,000 subcontract termination settle-

ment authorization is one of long standing

which has been so eroded by inflation and other

factors that most termination settlements

exceed the $10,000 authority. As a result, the

majority of subcontract termination settle-

ments require approval by procuring agencies.

91

Where such approval is required, the time

necessary for settlement is increased signifi-

cantly, many settlements taking more than a

year to process.

We have recommended increases in the small

purchase procedure authorization. We believe

the Office of Federal Procurement Policy

should examine subcontract termination settle-

ment authorization levels and determine

whether higher levels should be established on

a Government-wide basis.

Disputes

The handling of disputes arising under

subcontracts has been a matter of longstand-

ing controversy. Although such disputes often

are related to Government actions or inactions,

the lack of contract "privity" between a sub-

contractor and the Government generally has

barred direct legal recourse against the Gov-

ernment. Most agencies bar the inclusion of a

disputes provision in subcontracts that would

permit subcontractors to use the boards of

contract appeals to resolve disputes with the

Government. Subcontractors, however, can ob-

tain access to the boards when the prime con-

tractor will sponsor their claims and the claims

are redressable under the prime contract.

This sponsorship approach often works im-

perfectly. Although the Government's legal

rights and liabilities are governed by the terms

of the prime contract, inadequate Government

specifications, change orders, delays in making

Government property available, and many

other Government actions can and do affect

subcontractor costs. Requiring the subcon-

tractor to seek relief through the prime

contractor can result in conflict of interest sit-

uations and inhibit the ability of the subcon-

tractor—the real party in interest—to obtain

a speedy resolution and adequate relief.

Although inequities can exist under the

present sponsorship approach, it does not

appear to have as many drawbacks as a system

which would permit direct recourse against or

access to the Government. Establishing a sub-

contractor right to direct recourse against the

Government, or permitting the use of agency
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administrative procedures and forums for re-

solving subcontractor claims, would create

management responsibility problems, partic-

ularly with regard to fixed-price prime

contracts. Not all disputes affecting subcon-

tractors involve matters for which the Govern-

ment is responsible, and there is no reason

why the Government should assume responsi-

bility for deciding purely private matters.

Even if restricted to matters involving the

Government, direct access could increase the

workload of agency personnel and dilute the re-

sponsibility of prime contractors to manage

their contract work.

Therefore, we do not recommend changes

with respect to the rights and procedures for

handling subcontractor claims.69 At the same

time, we do consider this matter to be an im-

portant aspect of a good procurement sys-

tem and believe that the agencies should pay

special attention to how their prime contrac-

tors approach sponsorship of subcontractor

claims.

We have made a number of recommenda-

tions in Part G which, although primarily

aimed at Government-prime contractor dis-

putes, also would benefit subcontractors. In-

cluded are recommendations to:

• Establish regional Small Claims Boards

of Contract Appeals to resolve quickly and

economically claims not exceeding $25,000

• Pay interest on successful contract claims

• Encourage negotiated settlements of dis-

putes through the use of an agency informal

review conference

• Upgrade the agency boards of contract

appeals

• Allow claimants the option of direct ac-

cess to the courts for the resolution of their

claims.

The disputes-resolving system will continue

for the most part to require prime contractor

sponsorship of subcontractor claims against the

Government, but once such sponsorship is

gained, subcontractors as well as prime con-

tractors will find the system more flexible and

better suited to their i»eed3.

"See Part G (or additional analyila of

part A

Bid Shopping

Concerns about "bid shopping" :o by prirn.

contractors as well as by higher-tier subcon.

tractors have been expressed by members of

Congress and industry. Some agencies have

initiated efforts to curtail such practices by

special contract clauses. This general subject

is covered in Part E.

Conclusions

In many respects the problems of subcon-

tractors in Government procurement are the

same as those of prime contractors. In some

areas they are exacerbated because the subcon-

tractor must deal with Government as well as

prime contractor requirements. Although the

Government has a real stake in how subcon-

tracting is done, there are valid reasons why

Government should make a distinction between

its responsibilities and obligations to prime

contractors and subcontractors.

It is neither desirable nor possible for the

Government to regiment all of the relation-

ships, practices, and procedures between con-

tractors, their subcontractors, and lower-tier

subcontractors, suppliers, and other business

entities furnishing supplies and services for

Government contract work. However, we be-

lieve many of our recommendations would

eliminate or minimize the kinds of special prob-

lems now experienced by subcontractors in

doing Government work. For example, our

recommendation to establish a system of

Government-wide coordinated procurement reg-

ulations would provide the mechanism and au-

thority for:

• Obtaining clarity and consistency in the

requirements for flowdown of clauses and

obligations to subcontractors

• Standardizing and establishing consistent

requirements for the review and approval of

subcontracts

• Providing consistent application of cost

principles and the cost and pricing data re-

"Aa ua«d herein the term "bid ehopping" refer* to the effort! to

nee the lowaat bid already received on a subcontract M hrveraffo to

gain an even lower bid.
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quirements of the Truth in Negotiations

Act.

Other recommendations to permit greater

use of multi-year procurement, to have the Gov-

ernment act as a self-insurer for loss of or

damage to defective supplies, and to provide

indemnity protection against catastrophic ac-

cidents would improve the subcontractor situa-

tion by providing greater stability of operations

and by eliminating the fear of certain types of

losses which could be economically disastrous.

Additional recommendations, which would

benefit subcontractors as well as prime con-

tractors by reducing administrative costs and

by providing greater certainty on Government

work, include the establishment of: standards

and criteria for estimating costs and benefits

of data requirements and for prescribing

management controls, Government-wide prin-

ciples for allowability of costs, uniform profit

policies, and raising the jurisdictional amount

of the Renegotiation Act.

We believe the implementation of the recom-

mendations discussed above would alleviate the

problems of subcontractors under the Gov-

ernment procurement system.

REVIEW OF CONTRACTOR

PROCUREMENT SYSTEMS

AND TRANSACTIONS

Recommendation 37. Establish a Govern-

ment-wide policy for the review and approval

of cost-type prime contractor procurement

systems and transactions.

Contractor procurement includes subcon-

tracting of work to be performed as well as ac-

quisition of materials and services required to

do contract work. Both types of procurement

actions are generally referred to as subcon-

tracts.

The requirements for review and approval

of contractor procurement systems and trans-

actions stem primarily from agency policies,

although there are statutory requirements for

advance notification of certain transactions

under cost-type contracts. While there is a re-

lationship between the various purposes for

reviewing contractor purchasing systems and

93

transactions, the factors to be considered are

sometimes different.

Depending on the type of prime contract,

the Government's interest in subcontracts may

involve deciding whether subcontracting will

be permitted, how subcontracts are made, and

what they will cost. A contractor's purchasing

system, for example, may be an important

consideration in the selection process. It also

may be important after award in determining

what types—and amounts—of transactions

must be submitted for review and approval

by the contracting officer. When the selection

of a contractor over his competitors involves,

for example, consideration of his facilities and

personnel, the Government has a natural de-

sire to control subcontracting. In other contract

situations, construction, for example, it is gen-

erally understood that much of the work will

be subcontracted. Even here there is often an

interest in how and to whom subcontracts

are awarded.

Subcontracts for supplies and services can

affect performance of the contract work or

agency program schedules. In cost-type con-

tracts in particular, subcontracts impact the

total cost to the Government and involve the

procuring agency in issues with respect to fair

treatment of those participating in Govern-

ment work.

Both the Armed Services Procurement Act

(ASPA) 71 and the Federal Property and Ad-

ministrative Services Act (FPASA) 72 require

that cost-type contracts shall contain a provi-

sion for advance notification to the procuring

agency by the contractor of any cost-plus-a-

fixed-fee subcontract and of any fixed-price

subcontracts in excess of $25,000 or five percent

of the estimated cost of the prime contract. This

requirement originated in a 1948 Senate

amendment to ASPA and reflected growing

concern in Congress over the importance of sub-

contracting in Government procurement.

Building on this statutory base, both ASPR

and FPR have evolved requirements for the re-

view and approval of contractor procurement

transactions. ASPR requires advance notifica-

tion and consent (approval) " of subcontracts

"10 US C. 2506(e) (1970).

■ <1 U.S.C. 254(b) (1970).

71 DOD reneraJly ua the term "consent' in lieu of "approval"

(ASPR 23-200).
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under some fixed-price prime contracts, as well

aS under cost-type and time-and-material con-

tracts. It prescribes contract clauses and iden-

tifies types of subcontracts and monetary

amounts which are subject to control and pro-

vides criteria for use by the contracting officer

jn giving consent (approval) to proposed sub-

contracts.74 FPR contains criteria for the in-

clusion of subcontract advance notification and

approval provisions in some contracts. It also

contains factors to be considered in the evalua-

tion of subcontracts submitted to the procuring

agency. It does not prescribe subcontract notifi-

cation or approval clauses and, except for the

statutory requirement, does not specify types of

subcontracts or monetary amounts which are

subject to control."

Both ASPR and FPR provide for review

and approval of contractor purchasing systems

as a partial substitute for review and approval

of individual transactions; however, only

ASPR provides specific criteria and guidance

concerning the method and extent of such re-

views and the effects of an approved system

on the treatment of individual transactions.

Figure 2 shows the general DOD requirements

for advance notification or consent of contractor

procurement transactions and shows the differ-

ences in requirements between an approved and

unapproved system.

DOD has instituted a contractor procure-

ment system review (CPSR) concept. This con-

cept is based on a review of a contractor's total

procurement system to evaluate the efficiency

and effectiveness of the methods and proce-

dures used in acquiring supplies and services.

It is used generally for contractors who are

expected to have yearly sales to the Govern-

ment in excess of $5 million under cost-type and

time-and-material contracts, fixed-price with

escalation contracts, or noncompetitive negoti-

ated contracts regardless of contract type. Such

reviews examine the degree of price competi-

tion obtained, pricing policies and techniques,

methods of evaluating subcontractor responsi-

bility, treatment accorded affiliates and other

firms having a close relationship with the con-

tractor, and attention given to the management

of major subcontract programs. The ultimate

responsibility for granting approval rests with

"ASPR 28-200 rt aeq.

95

the contracting office; however, the reviews are

usually conducted by procurement manage-

ment analysts and may bo evaluated by a Con-

tractor Procurement System Review Board

which makes recommendations to the contract-

ing officer. The program also provides for

annual and special reviews after a contracting

officer's initial approval.

Our studies indicate that the reviews are

handled differently by the Army, Navy, Air

Force, and Defense Contract Administration

Services (DCAS). In DCAS and the Air Force

the reviews are made through an ad hoc team

approach, consisting of field procurement

management analysts with support from pro-

fessional specialists such as auditors and quality

assurance personnel. The Army conducts re-

views with special teams, and the Navy re-

tains the responsibility at the procuring activity

level. DCAS, which has the largest program,

had 140 of 171 contractors with approved sys-

tems as of December 1971.7*

Most of the civilian agencies are beginning

to examine procurement systems evaluation

techniques as a substitute for the review and

approval of individual transactions. However,

NASA has policies similar to DOD, and nor-

mally utilizes DOD to conduct such reviews.'7

AEC also has established criteria for the re-

view and approval of cost-type contractor pro-

curement policies and methods.7"

A 1970 GAO report on the DOD contractor

procurement system review program found that

the concept is generally sound but that the pro-

gram was not being implemented effectively.7'

The report included recommendations for (1)

improving the planning and performance of

the reviews; (2) developing standards for ap-

proval or disapproval of systems; (3) better

utilization of reports within Government; (4)

expanding the criteria to include more contrac-

tors; and (5) performing annual in-depth re-

■ Defense Contract Administration Service!, Contractor Procure-

ment Syetem Review Program Annual Report 1971. Apr. 26, 1972.

p. 0.

» NASA PR 23.100 et seq.

"AECPR 9-69.000 et aeq. Pursuant to the authority contained in

602(d) (13) of the Federal Property and Administrative Service.

Act, AEC haa waived the statutory requirements for advance noti-

fication of subcontracts under cost-type contracts when the prime

contractor's procurement system and methods have been reviewed

and approved. AECPR 9-3.901 (b).

™U.S. Comptroller General. Report B-169434. Need to Improve

Effectiveneet of Contractor Procurement System Review*. Au(t. 18.

1970. P. 9.
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views on a more selective basis. Most of the

GAO recommendations, for improving the pro-

gram have been adopted and others are under

consideration.

Overall, the DOD CPSR concept is sound

and has benefits both for the Government and

its contractors. The concept has a strong po-

tential for improving the efficiency of procure-

ment and for reducing the administrative costs

and burdens associated with review and ap-

proval of individual transactions. Its utility is

greatest in very large contracts, particularly

where the contractor is heavily engaged in

Government work.

The CPSR concept is not intended to be a

complete substitute for the review and ap-

proval of all individual transactions. When

properly used, it can be equally or more effec-

tive than approval of individual transactions

where the primary Government interests are

the adequacy of competitive methods and equal

treatment of prospective subcontractors. Hav-

ing an approved procurement system before

beginning work on a contract contributes to

better Government/contractor relationships and

helps to minimize work delays caused by the

necessity of submitting individual transactions

for review and approval by the contracting

agency. An approved procurement system also

can facilitate review and approval of individual

transactions since many of the elements of

interest to the Government will have been

satisfied by the approved system.

A Government-wide policy would facilitate

contract administration for the Government

and its contractors by eliminating duplicate

reviews of contractor procurement systems

where more than one agency is involved. It

also would facilitate interagency use of Govern-

ment contract administration and audit services

PartA

at contractor locations. There is no logi^

reason why uniformity in policies and

quirements for review and approval of sub.

contracting transactions should not be sought.*

Since most review and approval requi^

ments pertain to cost-type prime contracts,

have limited our recommendations for develop,

ment of Government-wide policies to these

contracts. We recognize there may be a need

to require reviews and approvals in other than

cost-type contracts, such as those with contrac.

tors with mixed cost centers.

The present statutory requirement for ad-

vance notification of subcontracts under cost-

type contracts underscore the importance of

adequate attention to contractor procurement;

however, we believe this requirement is un-

duly restrictive and imposes an unnecessary ad-

ministrative burden. Also, due to inflationary

trends over the years, the monetary amount

specified by statute in 1948 now affects many

more procurements than was initially intended.

We believe adoption of a comprehensive pro-

gram for subcontract approval such as CPSR,

with guidelines for review and approval of in-

dividual transactions established Government-

wide will benefit all parties and will be less

costly than the variable methods now used. In

developing a sound, economical system, it will

be important that the executive branch have

the flexibility needed to adjust both monetary

amount and type of approval requirements as

appropriate. Accordingly, the language in 10

U.S.C. 2306(e) and 41 U.S.C. 254(b) with re-

spect to advance notification of subcontracts

under cost-type contracts should be repealed as

we recommended in Chapter 3.

• Consideration should also be riven to greater use of other eoa-

trmetor systems approvals such as quality control, property control,

and cost estimating1.
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CHAPTER 9

procurement of Professional Services

This chapter deals with the problems of

contracting for professional services. These

services relate to such fields as accounting;

management, economic, market, and systems

analyses; program evaluation; industrial engi-

neering; and operations research. The product

furnished generally is a report which sets

forth findings and recommendations for solu-

tions to problems, suggestions for improving

operations, evaluations of program results,

suggestions for alternative means to achieve

agency objectives, etc. The discussion excludes

architect-engineer (A-E) services, which are

discussed in Part E because of their close inter-

relationship with construction.

For some time, Government agencies have

engaged professional firms to perform such

services in order to supplement "in-house"

capabilities. The types of firms engaged are

companies, partnerships, or corporations—both

profit and nonprofit. Early in our work, we

were advised that the use of such professional

firms had increased significantly in the past 10

to 15 years and that many problems are ad-

versely affecting their use.

Scope of Professional Services

While we found that precise or comprehen-

sive data on the use of professional services was

not available from official sources, we did obtain

many indicators of their magnitude and impor-

tance.

Table 1 is a summary of data (based on

1967 statistics) compiled by The National

Council of Professional Services Firms in Free

Enterprise on "private, for-profit firms, en-

gaged in consulting, design, analysis, and re-

search work."

The Council estimated that about one-third

of the activity of this "industry" is devoted to

the Federal sector. On this basis, professional

services, excluding A-E services, performed an-

nually by "for-profit" organizations amounted

to $1.8 billion." Universities, foundations, and

other nonprofit organizations that perform

very similar projects are not included in these

data.

1 The Council data do not include amount* spent on basic re-

search and RAD for major systems and- other hardware.

TABLE 1. DATA ON PROFESSIONAL SERVICE FIRMS

.Vo. of

ToloX

Percent of

Type of eerviee

firm.

(btUioiu)

revenue

Architect-engineer

6,300

$3.60

40

Computer software (analysis and programming)

1,800

2.70

30

Management consulting and social sciences

2,000

1.35

15

Systems analysis

250

1.08

12

Research and development (mainly laboratories)

100

0.27

s

Total

10,450

*9.00

100

Source: Memorandum of Interview by representatives of the General Account! na Office with officials of The National Council of Profes-

sional Services Firms in Free Enterprise. Oct. «, 1972.
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The Evaluation Research Industry

One of the newest developments has been

the emergence of what is now known as the

evaluation research industry. The Bureau of

Social Science Research, in May 1972, pub-

lished a study of The Competitive Evaluation

Research Industry. This study finds that a

specialized industry "of imperfectly known

magnitude and boundaries has grown up to

serve this demand for social program evalua-

tion research."

The study points out that the percentage of

total Federal outlays for human resources pro-

grams doubled between 1955 and 1971 and that

accompanying this trend has been an increasing

acceptance of the principle that these programs

should be "subject to explicit, systematic, in-

dependent, professional evaluation." The Bu-

reau reports that many statutes specifically

allocate funds for program evaluation—and

that "one percent of the total budget appears to

be a figure popular with the Congress."

An analysis by the General Accounting Of-

fice of legislation during 1967-1972 identified

23 acts and five bills that require program

evaluation. Examples of these are:

• Each title of the Economic Opportunity

Act specifies detailed methods of evaluation,

including cost-benefit analysis, use of con-

trol groups, and standards for evaluation. It

is estimated that in fiscal 1973 the Office of

Economic Opportunity will spend more than

$8 million on evaluation studies.

• The HEW budget for fiscal 1973 requests

approximately $51 million to finance its eval-

uation activities. This includes $33 million

for evaluations of health services, $10 mil-

lion for education programs, $4 million for

social and rehabilitation services, and $3

million for child development. It is reported

that about 45 percent of HEW's contract

studies are performed by for-profit firms, 50

percent by universities and nonprofit orga-

nizations, and the rest by public sector or-

ganizations.

• Funding authorizations appear in the Pub-

lic Health Service Act Amendment of 1968,

the Elementary and Secondary Education

Amendment of 1967, Head Start Supporting

Services, and the Older Americans Act

Amendments of 1969.

PartA

Evaluation studies are of major importance

in agencies which deal with health and safety

education, housing, and economic opportunity

programs. Almost all other agencies have some

requirement for these or similar services and

the problems identified below generally appear

throughout the executive branch.

Contracting for Professional Services

Recommendation 38. The procurement of

professional services should be accomplished

so far as practicable, by using competitive

proposal and negotiation procedures which

take into account the technical competence

of the proposers, the proposed concept of

the end product, and the estimated cost of

the project, including fee. The primary fac-

tors in the selection process should be the

professional competence of those who will

do the work, and the relative merits of pro-

posals for the end product, including cost,

sought by the Government. The fee to be

charged should not be the dominant factor

in contracting for professional services.

Professional services rarely can be acquired

by formal advertising or the competitive tech-

niques used in buying hardware, since detailed

specifications or performance criteria against

which to judge competing proposals do not

exist. Rather, competitors are compared on the

basis of qualitative factors which usually are

characterized by the knowledge, skills, and ex-

perience of the individuals who propose to per-

form the services. Hence competitive selection

requires evaluation and judgment by agency

officials and necessitates the use of competi-

tive negotiation procedures.

Negotiation for these specialized services is

authorized by the Armed Services Procure-

ment Act and the Federal Property and

Administrative Services Act2 and would be

continued by our recommendations in Chapter

3.

'Personal or professional services: 10 U.S.C. 23041a) (4); <1

U.S.C. 252(e) (4).

The services of educations) institutions: 10 U.S.C. 28.04(e)(5)

41 U.S.C. 2S2(e> (5).

Experimental, developmental, and research work: 10 U.S.C. 2304U)

(11): 41 U.S.C. 262(e) (11). (Continued on next pace.)
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The procedures followed are like those used

for other competitively negotiated contracts;

that is, a request for proposal (RFP) is issued

3nd the requirement is announced in the Com-

merce Business Daily. Written proposals are

presented by all interested offerors, negotia-

tions are conducted, and an award is made.

Our study identified a number of problems

which result in unnecessary costs, discourage

participation by many qualified firms, and re-

sult in products of low utility. The remainder

of this chapter discusses these difficulties and

suggests ways to minimize them.

Inadequacies in Requests

for Proposals (RFPs)

The RFP is intended to describe the agency's

needs and to invite contractors to submit pro-

posals stating how they would fulfill the needs

if awarded a contract. We found that the lan-

guage of many RFPs is vague and ambiguous

thereby substantially reducing the likelihood

that the services rendered will be useful and

raising serious doubts as to whether the

agency's managers will be ready to act on the

study results. Such language makes it difficult

for prospective contractors to respond intelli-

gently to an RFP and for the agency to select

a suitably qualified firm.

Representatives of consulting firms univer-

sally complained about the large number of

proposals they must prepare in the effort to

obtain contracts. The preparation of proposals

is a costly process that adds to the overhead

of competing firms and increases the cost to

the Government. Solicitation of 16 to 20 firms

is not unusual and, in one instance, an agency

sent RFPs to 250 firms. We determined that

a bidder's cost in preparing a proposal might

constitute as much as 25 percent of the con-

tract amount and, in some cases, the total cost

of preparing proposals by all bidders exceeds

the contract amount. Proposal costs are so sig-

nificant that many potential competitors are

reluctant to bid before first trying to obtain

hard intelligence regarding the likelihood of

Procurement of studies or surveys other than those negotiated

"Oder the three exceptions above: 10 U.S.C. 2304 (a) (10) : 41 U.S.C.

"2(c)(10).

99

the contract being let and the genuineness of

the competition.

Cumbersome and costly RFP procedures

produce undesirable consequences. First, com-

petition is reduced because only a small number

of organizations can sustain the overhead costs

of keeping a cadre of proposal writers on the

payroll. Second, the procedure fosters "bro-

churemanship" which may result in propos-

als high on promises but low on performance.

They also tend to weaken confidence in the

integrity of the procurement process, espe-

cially when it is recognized that the cost of

preparing proposals ultimately is added to the

indirect or overhead costs paid by the Govern-

ment.

CONCLUSIONS

To overcome these wasteful aspects of pres-

ent RFP procedures, means must be found to

promote competition and avoid favoritism

while assuring that the contractors selected

are fully qualified to meet the Government's

needs.

In part, these problems are generated by the

existing requirement to solicit a "maximum"

number of sources. In Chapter 3, we recommend

a change in the basic procurement statute to

require that only an "adequate" number of

sources be solicited. We also recommend in

Chapter 3 revised criteria for the use of sole-

source procurement. We believe these revisions

should be accomplished by including appropri-

ate guidelines in the procurement regulations

as follows:

• Agency officials must clearly define the

tasks to be performed in requests for pro-

posals.

• If many firms can furnish the contem-

plated professional service, the agency

should be authorized to obtain brief prelim-

inary data on their capabilities, availability,

and desire to perform the work and, on the

basis of this information, to select an ap-

propriate number of firms, perhaps three to

eight, to prepare detailed proposals. In this

connection the Office of Federal Procure-

ment Policy could assist agencies in develop-

ing lists of prospective bidders.
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• In unusual circumstances, only one firm

may have the demonstrated capability to

provide the needed services. In such cases, it

should be recognized that it is proper for an

agency to negotiate with that firm on a sole-

source basis.

Failure to Balance Qualitative

Factors and Price

We found that agencies need guidance on

how to balance the quality of the technical

proposal against the price proposal in order to

select the firm that presents the optimum bal-

ance between quality and price. Placing undue

emphasis on initial price tends to degrade the

quality of the proposals, encourage buy-ins, and

discourage some of the best qualified firms

from bidding. This problem is discussed else-

where in this report and specifically in Part B

with respect to the Acquisition of Research

and Development. The same considerations are

present in the types of specialized services cov-

ered in this chapter.

CONCLUSIONS

In order of importance, the factors normally

to be considered in contracting for pro-

fessional services should be: (1) technical

competence of the proposers, (2) proposed

plan of performance, and (3) estimated cost.

The criteria for evaluation should be set forth

in the RFP, and the primary basis of rating

technical competence should be the qualifica-

tions of the key people who will perform the

work. Key personnel should be named in the

proposal and in the contract. The estimated

cost should be only one factor in contracting

for specialized services.

Underutilization of

Contract Results

During our interviews, both industry and

Government officials expressed concern over

the failure to implement the results present^

in many of the studies performed under pr^

fessional services contracts. For example, on.

industry representative noted that a newly

appointed agency official requested proposals (a

study a problem that had been studied no fewet'

than 12 times in the past ten years. In each 0f

the prior studies, the same solution had beei,

proposed but not implemented. In another case

an agency's internal review team examined 55

professional service contracts costing more

than $10 million. The results from contracts

representing two-thirds of this cost were not

utilized because of personnel turnover, poorK

conceived RFPs, reorganization, poor perform,

ance by the contractor, or lack of involvement

by persons in decisionmaking positions.

CONCLUSIONS

Guidelines and agency regulations should re-

quire assignment of qualified agency personnel

to oversee performance of professional service

contracts, to be responsible for evaluating re-

sults of the services performed, and to take

action on resulting findings or recommenda-

tions. If action is not taken, the agency records

should reflect the reasons therefor.

Inappropriate Use of Professional

Service Contractors

Another maj«r problem concerns the use of

professional services contracts when they are

not really justified or relevant.

An official of the Office of Management and

Budget,3 in assessing the use of management

experts within Government, has cited the fol-

lowing "inappropriate situations":

• As a substitute for developing essential

in-house competence

• As the fashionable thing to do

•Statement of Al»n A. Dean, Deputy Assistant Director for

Organization and Management Systems. OMB. in a lecture delivered

on Dec. 6, 1971, and published as "Improving Management ft"

More Effective Government." SOtk Annivenartj Lecture!, of tsr

United States Central Accounting Office 1)11-1371.
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• As a means of circumventing personnel

ceiling

• As a technique for avoiding decisionmak-

ing

The Blue Ribbon Panel which studied the

management practices of the Department of

pefense in 1970 found, in respect to contract

studies, that:

There is no effective control of contract

studies within the Department. While each

study must be justified to get funding, there

does not appear to be, at any point, an ef-

fective mechanism for establishing a rela-

tive need for the study, or for determining

the extent to which the subject area has been

studied previously. It appears from reviewing

completed studies, that many of them are

not objective analyses to provide inputs to

the decision process but are rather per-

formed to support positions known to be

held by the contract organizations.

The following recommendations of the Blue

Ribbon Panel on this point should stand as a

model that other agencies should consider:

• Establish procedures to review and vali-

date requirements for contract studies.

• Establish a central control record of con-

tract studies to include subject, purpose,

cost, significant finding, and an assessment

of the quality of the work and the utility of

the product.

• Establish procedures for contracting for

101

studies to provide adequate safeguards to as-

sure that the Department gets a product that

is relevant and responsive to the require-

ment; assure a close working relationship

between the contracting officer and the tech-

nical representative; and develop criteria

for selecting contractors that will assure

competent and objective support to the De-

partment.'

Summary

Improvements in the acquisition of profes-

sional services are important, not only because

of the growing size of these procurements but

also because such services, properly employed,

are essential to effective program administra-

tion. Moreover, the analyses and recommenda-

tions flowing from these professional services

contracts frequently are the basis for sizeable

additional expenditures of Federal funds.

Our recommendation and other suggested ac-

tions should bring about the desired improve-

ments. However, they should be supplemented

by periodic reviews of agency practices and

procedures by the Office of Federal Procurement

Policy in order to assure that the problems

noted are beinjr corrected and that further ac-

tions are initiated where necessary.

* Blue Ribbon Defense Panel. Report to the President and the

Secretary of Defense on the Department of Defense. July 1970, pp.

158-160.
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CHAPTER 10

Field Contract Support

GOVERNMENT-WIDE CONTRACT

SUPPORT

Recommendation 39. Establish a program

to coordinate and promote interagency use

of contract administration and contract

audit services; and use, to the fullest extent

possible, for comparable contract support re-

quirements, the services of those Federal

agencies charged with performing desig-

nated support services for the general public

at contractors' facilities.

Several Federal agencies maintain extensive

field organizations to provide contract support.

Other agencies provide in-plant inspections of

products intended for public use. To the extent

of their capabilities, these agencies should be

used to provide field contract support services

for all Federal agencies.

Field contract support services may include

one or many steps in the administration of

contracts, such as pre-award surveys, plant

clearance, industrial security, equal employ-

ment opportunity contract compliance reviews,

small business assistance, price and cost anal-

yses, production surveillance, safety, property

administration, quality assurance, transporta-

tion, contractor payment, contract audit, and

contract termination.

At present, many agencies fail to take full

advantage of available field contract support.

These failures are attributable to two main

causes: (1) interagency use of field contract

support is not mandatory and (2) there is no

focal point in the executive branch for coordi-

nating field contract support.

In the Department of Defense (DOD), the

Defense Contract Administration Services

(DCAS) and the Defense Contract Audit

Agency (DCAA) have reduced the number of

activities and personnel needed to administer

DOD contracts. Although DCAS and DCAA

can perform similar services for civilian agen-

cies, they are being used to do so only to a

limited extent.

Civilian agency use of DCAS generally has

been limited to sporadic quality-assurance re-

quirements. There has been a greater tendency

to use the services of DCAA; it currently does

work for about 22 Government agencies.' Many

agencies, however, still make their own con-

tract audits or, in some cases, have them made

bv commercial auditors. NASA, however, reg-

ularly uses the services of DCAS and DCAA,

and the services have proven to be reliable and

effective.2

Some agencies do not use inspection services

available from other Government agencies, and

contractors often complain that there is much

duplication of agency inspection. For example,

the Department of Agriculture (USDA) and

the Food and Drug Administration (FDA) are

required by law to inspect and grade food for

the public or as a reimbursable service to the

food industry. When Government agencies

contract with the segment of the food industry

served by USDA and FDA inspectors, they

usually do not use these inspection services.

A Government-wide program for inter-

agency field contract support would provide a

means for maximizing the use of present re-

sources and minimizing the demands on sup-

pliers. To be fully effective, the program must

1 U.S. Department of Defense, DCAA Annual Report. Fitcal Year

Ml. p. 8.

1 Study Group 5. Final Report. Fell. 1972. p. 326.
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operate under uniform procedures and have

strong central direction.

DOD CONTRACT SUPPORT

Transfer all DOD Plant

Cognizance to DCAS

Recommendation 40. Transfer all plant

cognizance now assigned to the military de-

partments to the Defense Contract Admin-

istration Services with the exception of those

plants exempted by the Secretary of Defense

(for example, GOCO plants and Navy SUP-

SHIPS).

With the establishment of DCAS in 1965,

DOD improved the effectiveness of the field

contract support provided to its procuring ac-

tivities. These internal improvements in DOD

operations have had a salutary effect on in-

dustry: much of the duplication at contractors'

facilities has been minimized or eliminated,

thus showing a single DOD "face" to industry.

Nevertheless, further economies can be real-

ized. A first step toward these goals involves

the transfer of additional plant cognizance re-

sponsibilities to DCAS.

The DOD plan 1 for centralized contract

management excludes certain types of con-

tracts and organizations from DCAS central

management. These exclusions are:

• Basic research contracts to which field

personnel could contribute little

• Research contracts with educational insti-

tutions under exclusive cognizance of the Of-

fice of Naval Research (ONR)

• Government-owned, contractor-operated

(GOCO) plants (primarily arsenal opera-

tions involving ammunition and chemicals

under cognizance of the Army)

• Navy Supervisors of Shipbuilding (SUP-

SHIPS) whose activities relate exclusively

to shipbuilding and fleet operations

• Construction.

DCAS commenced operations with a limited

but ambitious charter. The contract manage-

Part f

ment offices taken over by DCAS representee]

about 50 percent of total DOD contract expend,

itures and more than 60 percent of the contract

administration resources.4 Minimal progress

has been made toward bringing the 51 major

plants initially excluded under the cognizant

of DCAS. As shown in table 1, 39 plants are

still controlled by the military departments.

As originally conceived, the program would

assign plant cognizance to the DOD agency

with the preponderance of contract activity a\

a particular plant. In this way, the assigned

agency would administer all DOD contracts

placed in the plant, regardless of their origin.

Although the program includes flexibility to

reassign plant responsibility among the mili-

tary services and DCAS, this generally has

not been done.

In most cases, when a military service awards

a new contract for a major weapon system, the

responsibility for contract administration au-

tomatically comes under the service cur-

rently cognizant in the contractor's plant. This

situation appears to prevail regardless of the

mix or amount of work being performed by

the contractor or for whom it is being per-

formed. Although some plant reassignments

have been made, the net result has been per-

petuation of the status quo (see table 1). Little

progress has been made toward the ultimate

goal of transferring all plant cognizance func-

tions to DCAS.

The division of plant cognizance functions

between the military services and DCAS per-

petuates the problems of nonuniform policies

and procedures, duplication, and overlap. The

three military services and DCAS each has its

own set of policies and procedures covering

field contract support. They all stem from the

same authority, the Armed Services Procure-

ment Regulation (ASPR), but they are not

uniform since agency interpretations and

methods of implementation differ. The adverse

effects are clear. Industry must cope with four

different sets of procedures, all intended to

accomplish the same functions, administered

by four separate organizations. The problem

is acute for a multidivision contractor doing

business with more than one DOD organiza-

tion and is further aggravated if the contrac-

'U.S. Department of Detenu. Office of the Secretary of Def<

Project SO Report on Contract Management, 1963.

Ihid.
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TABLE 1. DOD PLANT COGNIZANCE ASSIGNMENTS, MARCH 1972

105

Army

Nan

Air

Force

dcas

Totml

member 13, 1W4

10

17

24

41

92

Transferred out

7

4

7

2

20

Transferred in

2

2

2

14

20

Established new

0

0

0

4

4

Dissolved

0

0

0

28*

23*

v,t March 1972

5

15

19

34

73

• Represents discontinuance nf plant residencies. In m

ost cases responaihility

rnr support of s

I particular

plant was reassiu

ned to a DCAS

jjatrict or area office.

. urce; (1) DOD Directory of Contract . XdminiliraUo

a Service! Component! (DOD «105.59H).

Mar. 1!>72.

tor is

also doing business with civilian agen-

The military services are wary of the ero-

sion of their technical control and direction

0ver major weapon system programs. We un-

derstand this concern and fully support the

program manager's prerogative to position re-

quired technical personnel in the contractor's

facilities. However, many tasks performed in

field offices are important to the success of a

program but are not of continuing concern to

the program manager. Performance of these

tasks by a field contract support team comple-

ments program personnel assigned to a con-

tractor's facility.

DCAS has been a major asset for DOD and

industry and can, if expanded, service the

plants now under cognizance of the military

services, improve DOD contract administra-

tion, and reduce costs.

Separate DCAS from DSA

Recommendation 41. Remove the Defense

Contract Administration Services organiza-

tion from the Defense Supply Agency and

establish it as a separate agency reporting

directly to the Secretary of Defense.

When DCAS was formed, the Secretary of

Defense placed DCAS under the Defense Sup-

ply Agency (DSA). The selection of DSA,

rather than one of the services, was a reason-

The proliferation of reflations ia i

in detail in Chapter

able assignment since DSA was already jointly

staffed and had a defensewide mission.

Federal and industry officials generally

agree that DCAS performs its mission effec-

tively. However, many procuring agencies are

reluctant to assign contracts to DCAS and

some agencies that do assign work to DCAS

fail to use the full range of its available serv-

ices. The reasons given generally relate to

DCAS' location in DSA and concerns that by

reason of its location DCAS would not give

sufficient emphasis or priority to their needs.

Whether these concerns are real or imag-

ined, the assignment of a contract administra-

tion and a wholesale supply mission to DSA

inhibits the attainment of the full benefits of

central management of contract support. Re-

quiring two major mission elements to com-

pete for resources and management attention

within a single organizational framework

creates problems involving priority of man-

agement attention.

Locating DCAS in DSA was influenced by

the potential economies inherent in attaching

the new organization to an established admin-

istrative base. DCAS and DSA would share

headquarters support services such as person-

nel, public affairs, counsel, administrative sup-

port, comptroller, manpower use, and systems

planning. Although the two functions were to

be accorded equal organizational status with a

Deputy Director of Supply and a Deputy Di-

rector for Contract Administration Services,

this has not been done. The Deputy Director of

DCAS reports to the Director/Deputy Director

of DSA in the same manner as the Executive
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Directorates of the DSA headquarters (see fig.

1).

A more forceful, integrated, and responsive

OOD contract support program would result if

DCAS were a separate agency reporting di-

rectly to the Secretary of Defense. As a sep-

arate agency, DCAS would have the status and

independence that the military departments

consider necessary to provide them with fully

responsive support.

Consolidate OCAS and DCAA

Into a Single Agency

Recommendation 42. Consolidate the De-

fense Contract Administration Services and

Defense Contract Audit activities into a

single agency reporting directly to the Sec-

retary of Defense. •

Organizationally two different approaches

were taken when DCAS and DCAA were es-

tablished. DCAS was placed under an existing

organization (DSA), but DCAA was estab-

lished as a separate agency. Allegedly, the nec-

essity to preserve the auditor's "independence"

was the overriding reason for affording DCAA

separate status. This reason evidently was con-

sidered to outweigh the advantages of bringing

together, in a single organization, all the

skills needed to support the contracting officer.

Regardless of the reason, the organizational

separation of DCAS and DCAA continues to

cause unnecessary friction.

Interface problems between DCAS and

DCAA have persisted since their establish-

ment. Contract administrators and buying of-

fice personnel resent the fact that auditors

enjoy a separate command channel. They be-

lieve that this independent status often pre-

vents the auditor from performing in an

"advisory" role as a member of the contracting

officer's team. Rather, they feel that the auditor

often "judges" the procurement decisions of

the contracting officer.

Contract administration and buying person-

nel resent the situation that permits the au-

ditor to submit a dissenting report through an

107

audit organization to the Secretary of Defense

level. Relatively few actions have, in fact,

reached the Office of the Secretary of Defense

for decision. It was clear, however, that the

mere existence of this mechanism, whether

used or not, is a constant source of irritation.

DCAA, however, believes that the roles

and relationship of auditors to contracting offi-

cers (including administrative contracting of-

ficers [ACOs] are defined in the ASPR and

FPR; and it is clearly the province of the con-

tracting officer to make the ultimate judgments

in reaching reasonable and prudent contract

pricing decisions. DCAA believes that if au-

diting were to be organizationally responsible

to officials charged with making pricing de-

cisions, its effectiveness would be reduced. Sim-

ilar views were expressed by audit personnel

in the civilian agencies. However, we noted

that rontract auditing in these agencies is not

separated from the internal audit function.

These auditing organizations, as independent

arms of the agency heads, are responsible for

auditing internal agency operations as well as

contractors. This contrasts with DCAA whose

mission is limited to the review of contractors'

records and does not include the review of Fed-

eral agency performance. DCAA is not an

inspector general or an agency charged with

investigating fraud.

Individual industry representatives and asso-

ciations have publicly criticized the organiza-

tional separation of auditing from the other

field contract support functions within DOD.

They point out that the existing structure pre-

sents yet another Government agency that con-

tractors must deal with in pricing, overhead

determinations, accounting system reviews, etc.

They believe this arrangement places an un-

necessary and costly burden on industry and

seriously inhibits the Government's goal of

achieving "unified team action" in providing

contract support to its procuring agencies. We

found through extensive interviews and ques-

tionnaires that these views were shared by a

broad cross section of industry.

A succession of ad hoc committees and task

forces have studied the issues and made

recommendations to resolve the problems in-

volved. The 1969 Logistics Management Insti-

90-185 0-88-17
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tute (LMI) reportc- evaluating the contract

audit-contract administration interface sug-

gested that the existing organizational frame-

work be improved or that DCAA and DCAS be

merged into a single organization reporting to

the Secretary of Defense. LMI recommended

the latter alternative as the one more likely to

produce a workable and lasting solution.

Subsequently, the Deputy Secretary of De-

fense designated a task group composed of top

DOD officials to review and evaluate the rec-

ommendations of the LMI study. The task

group unanimously concluded that DCAA and

DCAS should not be merged, but recommended

a number of actions designed to achieve closer

coordination between the two agencies and to

clarify regulations and directives on their re-

spective roles and missions.7

In 1970, to implement the task group's sug-

gested improvements, the Deputy Secretary of

Defense directed the establishment of a second

task group. In July 1971, this group proposed a

number of recommendations that were ap-

proved by the Deputy Secretary of Defense."

These recommendations included changes in

regulations, physical collocation of contract ad-

ministration services and auditing offices, im-

proved procedures for requesting field pricing

assistance and resolving differences, and estab-

lishment of a working level group to be known

as the Contract Administration and Audit Ad-

visory Forum. ASPR Revision 11 of April 28,

1972, partially implemented these changes by

directing contracting officers to send all re-

quests for field pricing assistance to the ACO/

Plant Representative.

Thus far these attempts to resolve audit-

contract administration interface problems

within the existing organizations have not been

fully effective. Despite the many statements that

contract administration and audit are equally

important advisory functions, their organiza-

tional separation continues to result in overlap,

■ Logistics Management Institute. Report on the Contract Audit/

Contract Administration Interlace. LMI Task 68-17, Mar. 1969.

1 U.S. Department of Defense. Office of the Assistant Secretary

of Defense (Comptroller) Memorandum for Deputy Secretary of

Defense. Logittict Management Institute (LMI) Study Covering "The

Contract Audit/Contract Adminittration interlace"- March 1969.

Jan. 16. 1970.

• U.S. Department of Defense. Office of the Deputy Secretary of

Defense. Defense Contract Advisory Council Task Group. Report on

DOD Contract Audit/Contract Adminittration Operating Improve-

ment: July 12. 1971.

Part a

duplication, and friction. We are concerned

that these problems still persist despite the

vast amounts of energy already devoted to their

resolution.

Opponents of a DCAS and DSA merger con-

tend that the auditor traditionally and neces-

sarily must be independent of the operations

he is auditing. When placed in the proper con-

text, this is a sound management principle. p0r

example, an agency's internal audit organiza.

tion audits all internal operations, including

procurement. To prevent the exertion of undue

influence by the several levels of operating

management and to lend objectivity, the au-

diting organization is separate from the op-

erating elements and reports directly to the

agency head. Thus, the auditor is "independ-

ent" of the operations he is auditing.

Contract audit, however, has a different role.

This role was described succinctly by the

Director of DCAA during the congressional

hearings that led to the establishment of this

Commission:"

... In order to set the stage, and to be

sure that the Agency's place in the general

scheme of things is clearly understood, I

would like to make the following statements:

First, substantially all of our work is in sup-

port of some phase of procurement or con-

tract administration.

Second, we audit no enterprise or activity

except Government contractors; we do not

audit or examine any internal Government

function or activity.

Third, our reports and recommendations art

advisory to procurement and contract ad-

ministration officials. It is intended, where

there is to be a negotiation or a determina-

tion of costs, either with respect to costs

incurred or prices proposed, that our re-

ports should bring to the attention of the

contracting officer or negotiator those costs

claimed or proposed which are either:

(i) Unallowable or not allocable under the

contract provisions or the contract cost

principles, or

• U.S. Congress. House. Committee on Government Operator*.

Government Procurement and Contracting, hearintrs before I

subcommittee of the Committee on Government Operations on H.a

171 "To Establish a Commission on (kivernment Procurement." SI*

Conn . 1st mm., imw.
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(ii) Of such nature that they may be ac-

ceptable in whole or in part, but the

decision needs to be based on knowledge

and/or skill possessed by the contract-

ing officer or negotiator, or their

engineering and other technical assist-

ants.

Fourth, the contract auditor has very little

authority, as such; only the responsibility to

provide for others a professional type of

service which is vital to the conservation

and protection of public funds . . . [Italics

supplied]

The foregoing clearly indicates that con-

tract auditing exists to provide a professional

advisory service to procuring agencies in the

placement and administration of contracts.

This is also the goal of the field contract ad-

ministration services organization. DCAA does

not audit the internal operations of any Gov-

ernment activity. In this sense, it is not engaged

in the traditional internal audit function—nor

would it be if DCAA were merged with an-

other organization. In terms of independence,

the contract auditor is completely separate, as

he must be, from the contractors whom he

audits. Here again, this independent status

would be preserved if DCAS and DCAA

were combined.

A great number of combined skills must be

brought to bear in order to support the con-

tracting officer. Toward this end, the profes-

sional independence of engineers, lawyers,

production specialists, quality assurance tech-

nicians, and others is necessarily subordinated.

Contract auditing should not be an exception.

Although contract auditors might appear to

suffer from loss of status if DCAS and DCAA

were to be combined, this is largely a prob-

lem of attitudes that is not any more serious

than the existing problem.

Sound management practices recognize the

advantages of grouping mutually supporting

activities in a single organization. The contract

auditing function is a mutually supporting

skill that belongs in DCAS. This arrangement

would promote a single line of responsibility

between procuring and field support activities

and would provide a much clearer and more re-

sponsive channel to DOD contractors.

These benefits, together with the potential

109

cost savings that would accrue from consolidat-

ing DCAS and DCAA, outweigh the possibility

that the objectivity and independence of con-

tract auditing would be eroded.

DISSENTING POSITIONS

A number of Commissioners 5 do not support

the consolidation of DCAS and DCAA into a

single agency. Their views on this recommenda-

tion are as follows:

The majority opinion is that the Defense

Contract Administration Services and the

Defense Contract Audit Agency activities

should be consolidated into a single agency

reporting directly to the Secretary of De-

fense. The majority believes that the contract

administration community generally re-

sents the fact that audit personnel enjoy a

separate command channel and can submit

a dissenting report through audit channels.

They also believe that a merger of the two

organizations would result in savings by

eliminating duplicate staff functions and

through space and administrative savings.

GAO, in a report to the Chairman, Select

Committee on Small Business (B-166470,

April 21, 1969), on a similar proposed merg-

er stated its views that, regardless of the

type of organization ultimately decided up-

on, the DCAA auditor should continue to

have complete independence in determining

the scope and depth of the review necessary

for reporting his findings and conclusions

concerning a contractor's incurred and esti-

mated costs.

The Secretary of Defense believes that it

is not in the public interest or the interest

of the Department of Defense to destroy the

independence of the DCAA or to change the

organizational arrangement under which

DCAA reports directly to the Secretary of

Defense. In 1969 the Logistics Management

Institute proposed a merger of DCAS and

DCAA which was rejected by the Depart-

ment of Defense. Both the Senate and House

Appropriations Committees expressed strong

opposition to this proposal.

GAO believes that the consolidation of

DCAS and DCAA would inevitably result

■Commissioners Chiles. Holifleld, staats, and Webb.
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in a diminution of the independence of the

auditor. Undoubtedly consolidation would

place the DCAA auditor under the supervi-

sion and control of DCAS personnel. This

could result in restrictions placed on the au-

ditor and decrease the confidence that the

public and the Congress have in the contract

negotiation and administration process.

There is little evidence of adverse ef-

fects on the procurement process that result

from DCAA operating as an independent

agency or of the savings that would be re-

alized by the proposed consolidation. Fur-

ther, whether or not DCAA and DCAS

should be consolidated has little effect on the

procurement process. It is primarily an

internal coordination and management prob-

lem which should be resolved by the Secre-

tary of Defense.

Commissioner Webb adds the following com-

ments to the dissenting position:

While my dissent from the majority

opinion on the consolidation of DCAA with

DCAS is primarily based on my view that

the independence of both internal and con-

tract audit functions should be clearly pre-

served, there is another basic reason for my

dissent. All through the studies for the Gov-

ernment Procurement Commission we have

found a very real need for senior officials of

Government agencies to give more atten-

tion to ways and means through which they

can furnish better leadership to improve

Par,*

procurement activities and to encourage ar>(j

support procurement personnel in ways that

will accomplish a substantial upgrading jn

both the capability and motivation of the

men and women who are assigned respons,

bility in this area.

In my private business activities and g0v

ernmental service, I have found that senior

officials in a complex organization can build

into the structure an important self-policin?

function through the use of senior officials

reporting at the highest level, to administer

an independent audit function. Procurement

personnel gain a strong feeling of suppo^

and motivation from the assurance that sus.

pected irregularities relating to procurement

will be given attention by very senior of.

ficials. This is of great importance to the

quality of their performance. An added ele-

ment of effectiveness for the leadership role

of senior executives is frequently obtained

from utilizing the independent audit capa-

bility to emphasize, through the way the

audit work is planned and conducted, those'

basic policies and patterns of work which I

are considered most important. Senior ex-

ecutives such as the Secretary of Defense

and Deputy Secretary simply cannot assume

that procurement personnel will maintain

the high level of performance which «

needed without their direct and visible lead-

ership to this end and the utilization of the i

most effective forms of organizations to

make that leadership effective.
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CHAPTER 11

National Policies Implemented Through the

procurement Process

The magnitude of the Government's outlays

for procurement and grants creates opportuni-

ties for implementing selected national policies.

The opportunities lie in the disciplining effect

which the Government can exert on its

contractors and grantees. It can require, for

example, that suppliers maintain fair employ-

ment practices, provide safe and health-

ful working conditions, pay fair wages,

refrain from polluting the air and water, give

preference to American products in their

purchases, and promote the rehabilitation of

prisoners and the severely handicapped. How-

ever, the pursuit of these opportunities also

creates problems in the procurement process.

The enormity of the dollar figure involved

($57.5 billion 1 for direct procurement and $39.1

billion 2 for grants in fiscal 1972) makes the

procurement process appear to be an attractive

vehicle for achieving social and economic

goals. The procurement process also draws at-

tention because its flexible regulatory system

makes it readily adaptable to the implementa-

tion of diverse policies. However, its effective-

ness in accomplishing such goals is perhaps

overrated; for example, even though a large

share of the Government procurement dollar is

spent for commercial products, sales to the

Government amounted to less than two percent

of the Nation's total commercial sales in 1967.3

1 S«e Appendix D.

'U.S. Office of Management and Budget. Special Analyteo of the

United State* Government, Fiscal Year 197S. table P-9. Federal Aid

•o State and Local Governments, p. 254.

'tttt Census of Business, vol. III. Wholeaale Trade Subject

••Ports, table I. Wholeaale Trade Sales by Class of Customer. 1969.

>- 4-1. indicates sales to the Government constitute about 1.6

Mrcent of the total sales in wholesale trade.

The problems engendered by use of the pro-

curement process in the implementation of na-

tional goals are that procurement becomes more

costly and time-consuming with the addition

of each new social and economic program.

The cumulative effect of programs already

imposed on the procurement process and the

addition of those contemplated could over-

burden it to the point of threatening breakdown.

At the very least, the imposition of national

goals and objectives on the procurement proc-

ess, as beneficial as they may be, add numerous

obligations and administrative complexities for

Government contracting officers. Legitimate

questions arise as to how much of the extra

costs and other burdens of social and economic

programs should be absorbed in the procure-

ment process and how much should be supported

by more explicit means.

The procurement process is only one means,

and in the main a supplemental one, for

achieving social and economic objectives. The

Government grants tax benefits, licenses, and

privileges; makes direct grants of money and

equipment; and uses other instruments to

achieve national purposes by encouraging cer-

tain types of conduct and discouraging others.

The cost burden in extra time and money of

pursuing nonprocurement objectives through

the procurement process cannot be precisely

measured, although we can say with certainty

that these costs are significant. For some pro-

grams, incremental costs of administration can

be identified, as when a line item is requested

for administration of fair employment prac-
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tices 4 or for contract awards to minority en-

terprises.5 They can also be identified when, as

in the case of the Noise Control Act," specific

amounts are authorized for tmr-payment of

price differentials in the purchase of low-noise-

emission products.7 In other cases, costs are ab-

sorbed within the procurement process itself,

without any ready means to identify them.

In a larger sense, it may be cost-effective

for the Government and society at large to use

the leverage of the procurement process for

achieving selected national objectives. It is

doubtful that such achievement is cost-

effective, for, the procurement process itself.

Herein lies the dilemma. We do not Believe

this dilemma can be resolved by simply dis-

engaging the procurement process from the

whole complex of other objectives attached to

it through many decades. However, there are

limits to the number of such objectives that the

procurement process can support, and both

Congress and the Executive should consider

the consequences for procurement each time

a law is passed or an Executive order is issued

which mobilizes the procurement process for

some other purpose—regardless of the worthi-

ness of that purpose.

Our mandate is to improve the procurement

process, not to assess the value or relative im-

portance of all the nonprocurement objectives

associated with that process. However, our stat-

utory charter directs us to consider the prob-

lem of conforming Government procurement

policies and programs, wherever appropriate,

4 Budget figures for fiscal 1972 indicated that the procurement

agencies budireted approximately 324 million for the enforcement of

nondiscrimination in employment This figure does not reflect the

time snd effort of procurement personnel, who have implementation

responsibilities, or of contractors, whose costs sre ultimately home by

the Government.

•The fiscal 1»72 budget of the Small Business Administration

contained $8 million for "business development expense." that is. the

price differentia] paid small business enterprises over what the goods

or services could be obtained for elsewhere. (U.S. Congress. House.

Select Committee on Small Business, hearings on Government

Minority Small Business Programs before the Subcommittee on

Minority Small Business Enterprise. 92d Cong.. 2d seas.. 1972. vol. 2.

p. 395.)

• Public L»w 92-574.

1 Section 15 of the act provides for the preqnalifleation and

certification of low-noise-emission products and also presides that the

Government is to acquire certified low-noise-emission products for its

use in lieu of other products if the Administrator of General Services

determines that the procurement costs of low-noise-emission products

are not more than 125 percent of the retail price of the least

expensive products for which they are substitutes. It authorizes

appropriation of tl million for fiscal 1973 and 12 million for each

of the two succeeding fiscal years for the payment of price

to other established Government policies anrj

programs. Our studies in this area necessarily

have been limited because of the wide-ranjjj,,

impact of procurement on everything else that

the Government does or supports.' Our recom.

mendations recognize the dilemma mentioned

earlier. We do not propose to divorce the

procurement process from other national oh.

jectives. We do believe, however, that more

deliberate attention and analysis should be

given to the nonprocurement obligations placed

on the procurement process and to the con-

sequences that are adverse to efficient and

economic performance.

Nature and Scope

One of the earlier attempts to bring about

social change through the procurement process i

was the enactment of the Eight Hour Laws, a

series of statutes setting standards for hours of

work." The eight-hour day was first extended to

workers employed by contractors and sub-

contractors engaged in Federal projects in

1892. In 1905 an Executive order by President

Theodore Roosevelt prohibited the use of con-

vict labor on Government contracts,10 thereby

implementing through the procurement process

an 1887 statute prohibiting the hi ring-out of

convict labor. A list of several social and eco-

nomic programs implemented through the

procurement process is set forth in table 1. Each

of these programs results in the addition of a

clause or clauses to Federal contracts or in the

requirement for a certification, notification, or

some other administrative procedure related to

obtaining bids or proposals. Some problems as-

sociated with the mo6t significant of these pro-

grams are summarized in table 2.

■ Our detailed studies have been limited to statutes,

orders, or other pronouncements which are implemented solely or

principally through the procurement process. Many other social sns

economic measures which sre of general application also have »"

impact on the procurement process in that procuring agencies arc

required to take action to assure that such measures are not violated

in connection with their procurements. The current wsge snd price

controls are an example.

• These confusing and overlapping work standard statutes w«r<

superseded on Aug. 13. 1962, by the Work Hours Act of 1962. 1«

Stat. 357.

"Executive Order 325A. An Order Forbidding the Hiring el

Prisoner* by Contractor! to the US. Government. May 18. 1905.
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An awareness of the potential of the Gov-

ernrnerit contract as a means for promoting so-

cial and economic objectives developed during

the depression of the 1930's. In the face of high

unernployment and depressed wages, Congress

nacted the Buy American Act11 and most of

the labor standards legislation relating to public

contracts, including the Davis-Bacon Act,"

tne Walsh-Healey Public Contracts Act,11 and

the Copeland "Anti-Kickback" Act." While the

guy American Act, with its procurement pref-

erence for domestically-made products, sought

t0 protect American industry and promote

jobs, the labor standards legislation was aimed

largely at protecting workers from exploitation

by unscrupulous employers. This period also

produced the Federal Prison Industries Act"

and the Wagner-O'Day Act *• which established

preferences for products produced by Federal

prisoners and by the blind.

The exigencies of war mobilization also have

given impetus to the use of the Government

contract for accomplishing objectives other

than procurement. Executive orders requiring

nondiscrimination in employment by Govern-

ment contractors are among measures which

originated during World War II when maxi-

mum use of the Nation's manpower and re-

sources was a chief concern.17 This concern also

gave birth to the program begun in 1952 for

placing Government contracts in labor surplus

areas.'" Certain of these programs gained new

emphasis in the late 1960's as part of the

broader Government effort to provide more

jobs in the inner cities. In 1967, the procure-

ment preference for "areas of persistent or sub-

stantial labor surplus" was expanded to include

a new preference category, "sections of concen-

trated unemployment or underemployment,"

aimed at reducing urban unemployment." Sim-

ilarly, although Section 8(a) of the Small

Business Act20 is aimed at small business

generally, it has become the instrument of

"41 U.S.C. 10«-10d (1970).

°40 U.S.C. 276a-276a-5 (1970).

"<1 U.S.C. 35-45 (1970).

M18 U.S.C. 874: 40 U.S.C. 276c (1970).

"18 U.S.C. 4124 (1970).

"41 U.S.C. 46-48 (1970).

"Executive Order 8802. 3 CFR 957 (1938-1943 Comp.).

"Defense Manpower Policy No. 4. 32A CFR 33 (1972).

* II U.S.C. 637(») (1970).

a special Government program to create and up-

grade minority-owned business firms.

The 1960's was also a period of expanded

labor-related legislation designed to close some

of the gaps in the legislation of the 1930's. An

amendment to the Davis-Bacon Act in 1964

broadened the prevailing wage concept to in-

clude certain fringe benefits as well as actual

wages.21 The Service Contract Act of 1965 22 ex-

tended to service employees of contractors the

wage and labor standard policies established by

the Davis-Bacon Act and the Walsh-Healey Pub-

lic Contracts Act. Like the Walsh-Healey

Act, this law also required safe and sanitary

work conditions for service employees. In 1969,

the Contract Work Hours Standards Act was

amended to give the Secretary of Labor author-

ity to promulgate safety and health standards

for workers on construction contracts."

Today, the procurement process increasingly

is being recognized as a means of implement-

ing Government policies. New and diverse na-

tional programs are being grafted upon the

process at a rapid pace. For example, it was

recently used to help meet the employment needs

of Vietnam veterans by requiring Government

contractors and subcontractors to list employ-

ment openings with appropriate State em-

ployment service offices 24 and to promote train-

ing opportunities in construction crafts by

requiring the employment of apprentices and

trainees on Federal construction projects.23

New proposals are currently being advanced

to incorporate into the process the Nation's

efforts to mitigate air and water pollution.2"

Other social and economic measures that will

be implemented through the procurement proc-

ess are the Noise Control Act of 1972 and the

Vietnam Veterans Readjustment Assistance

Act of 1972." The Noise Control Act estab-

"Act of July 2. 1965. Public L»w 88-349. 78 SUt 238.

■ Public Law 89-286. 79 SUt. 1034. The purpose of the bill as set

forth in S. Rept. 798. 89th Conn., lit seas.. Sept. 30. 1965, was "to

provide labor standards for . . . the only remaining category of

•J Public Low 91-54.

- Executive Order 11598. 3 CFR 161 (Supp. 1971).

m Statement by the President on "Combating Construction

Inflation and Meeting Future Construction Needs." Mar. 17. 1971 (6

Werklji Comp. of PreM. Doe. 376 (1970). art. III. see. B.4.

■ In particular, see the Clesm Air Act. 42 U.S.C 1857 et seq.

(1970) and Executive Order 11602 of June 29. 1971, pursuant

thereto. 3 CFR 167 (Supp. 1971) ; the Water Quality Improvement

Act of 1970. 33 U.S.C. 1151. 1151 note. 1155. 1166. 1158. 1160-1172.

1174 (1970).

■ Public Law 92-540.
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TABLE 1. SOCIAL AND ECONOMIC PROGRAMS

luIAorify

41 U.S.C. 10a-10d

Buy Ameriean Act*

Preference for United States Mann- 22 U.S.C.

Preference for United States Manu-

facturers

Preference for United States Products

(Military Assistance Programs)*

Preference for United States Food,

Clothing, and Fibers (Berry

ment) *

Officials Not to Benefit*

Clean Air Act of 1970

Copetand "Anti-Kickback" Act*

Walsh-Healey Act*

Davis-Bacon Act*

Service Contract Act of 1965*

Contract Work Hours and Safety

Act*

Fair Labor Standards Act of 1938

Acquisition of Foreign

16 U.S.C. 560a

22 U.S.C. 2354(a)

Public Law 91-171, sec. 624

41 U.S.C. 22

42 U.S.C. 1857h-4

Exec. Order 11246, Exec Order

11375

18 U.S.C. 874, 40 U.S.C. 27«c

41 U.S.C. 35-45

40 U.S.C. 276a-l-5

41 U.S.C. 351-357

40 U.S.C. 328-332

29 U.S.C. 201-219

Prohibition of Construction of Naval Public

Law 91-171 (DOD Ap-

propriation Act of 1970), title

IV

Public Law 90-500, (DOD Ap-

Act of 1969), sec.

Release of

Consumers

Product Information to Exec. Order 11566

Prohibition of Price Differential

Public Law 83-179, sec. 644

Required Source for Jewel Bearings* ASPR ''-104.37

To provide preference for donw,

materials over foreign materiaUj^^

To provide preference for domem.

manufactures in construction of dipj^

matic and -onsular establishment)

To restrict U.S. Forest Servj^

from purchasing twine manuf,^

tured from materials of foreign origjj

To require the purchase of U.S. ^

products for the military assistant

program

To restrict the Department of Def^m,

from purchasing specified'

commodities of foreign origin

To prohibit members of Congress fro,,

tract

To prohibit contracting with a <

convicted of criminal violation of air

pollution standards

To prohibit discrimination in

ment contracting

To prohibit kickbacks from

on public works

To prescribe minimum wage, hours, age,

and working conditions for supply eon.

tracts

To prescribe minimum wages, benefit),

and work conditions on construction

contracts in excess of $2,000

To prescribe wages, fringe benefits, and

work conditions for service contracts

To prescribe eight-hour day, forty-hour

week, and health and safety standard!

for laborers and mechanics on public

To establish minimum wage and maxi-

mum hours standards for employee!

engaged in commerce or the production

of goods for commerce

To prohibit use of appropriated funds

for the construction of any Navy vessel

in foreign shipyards

To restrict use of appropriated funds to

purchase, lease, rent, or otherwise ac-

quire foreign-manufactured buses

To encourage dissemination of Govern-

ment documents containing product in-

formation of possible use to consumer!

To prohibit use of appropriated fundi

for payment of price differential on con-

tracts made to relieve economic disloca-

tion

To preserve a mobilization base for

manufacture of jewel bearings
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,yment Openings for Veterans* Exec. Order 11598, 41 CFR

50-250, ASPR 12-1102

Covenant Against Contingent Fees' 41 CFR 1-1.500-509

gratuities*

32 CFR 7.104-16

Internationa! Balance of Payment* ASPR 6-805.2, FPR 1-6.8

Prison-made Supplies 18 U.S.C. 4124

Preference to U.S. Vessels*

10 U.S.C. 2631, 46 U.S.C. 1241

Care of Laboratory Animals*

ASPR 7-303.44

Required Source for Aluminum Ingot* ASPR 1-327, FPR subpart 1-

Small Business Act*

Blind-made Products

5.10

15 U.S.C. 631-647; see also 41

U.S.C. 252(b) and 10 U.S.C.

2301

41 U.S.C. 46-18

Duty-free Entry of Canadian Supplies* ASPR 6-605

Use of Excess and Near Excess Cur- ASPR 6-000 et seq., FPR 1-

rency*

Purchases in Communist Areas*

6.804-806

ASPR 6-401 et seq.

Nonuse of Foreign Flag Vessels En- ASPR 1-1410

gaged in Cuban and North Vietnam

Labor Surplus Area Concerns*

Defense Manpower Policy No. 4,

32A CFR 33 (Supp. 1972)

Economic Stabilization Act of 1970 12 U.S.C. 1904 note

7 U.S.C. 1901-1906

40 U.S.C. 270a-d

Exec. Order 325A, ASPR 12-201

et seq.

To require contractors to list suitable

employment openings with State em-

ployment system to assist veterans in

obtaining jobs

To void contract obtained by broker for

a contingent fee

To provide Government with right to

terminate if gratuity is given to a

Government employee to obtain contract

or favorable treatment

To limit purchase of foreign end prod-

ucts and services for use abroad

To require mandatory purchase of spe-

cific supplies from Federal Prison In-

dustries, Inc.

To require the shipment of all military

and at least half of other goods in U.S.

vessels

To require humane treatment in use of

experimental or laboratory animals

To eliminate excess quantity of alumi-

num in the national stockpile

To place fair portion of Government

purchases and contracts with small

•Indicates that the program has resulted in the

Source: Commission Studies Program.

To make mandatory purchase of prod-

ucts made by blind and other handi-

capped persons

To further economic cooperation with

Canada and continental defense

To provide preference in award to

bidders willing to be paid in excess or

near-excess foreign currency

To prohibit acquisition of supplies from

sources within Communist areas

To prohibit contractor from shipping

any supplies on foreign flag vessel

that has called on Cuban or North

Vietnamese port after specific dates

To provide preference to concerns per-

forming in areas of concentrated un-

employment or underemployment

To stabilize prices, rents, wages, sala-

ries, dividends, and interest

To purchase meat only from suppliers

who conform to humane slaughter

standards

To require contractor to provide pay-

ment and performance bonds on Gov-

ernment construction contracts

To prohibit employment on Government

contracts of persons imprisoned at hard

labor

To give employment preference to dis-

abled veterans and veterans of the

Vietnam era

of a standard I
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TABLE 2. SUMMARY OF PROBLEMS ASSOCIATED WITH SOCIAL AND ECONOMIC PROGRAMS

Original

enactment

date Agenciet eharing t

eponeihility with procuring activity

Davis-Bacon Act (40 U.S.C. 276a-l

to 276a-5)

Walsh-Healey Public Contracts Act

(41 U.S.C. 35-45)

Copeland "Anti-Kickback" Act

(18 U.S.C. 874 and 40 U.S.C. 276c)

Miller Act (40 U.S.C. 270a-d)

1931 Department of Labor; Comptroller General • Low dollar threshold.

• Ambiguity or lack of definition of important

terms, including "site of work," "public work,"

"construction, alteration, or repair" versus "main-

1936 Department of Labor; Comptroller General

1934 Department of Labor

Comptroller General

Buy American Act (41 U.S.C. lOa-d)

1933

Convict Labor (Executive Order 325A)

• Ambiguity of enforcement responsibility.

• Improper determinations of prevailing wage rates.

• Excessive reporting requirements.

• No wage determinations made since 1964.

• Pair Labor Standards Act of 1938 and Occupa-

tional Safety and Health Act of 1970 overlap and

make much of act unnecessary.

• Inhibition of use of 4-day, 10-hour work week.

• Prohibition of use of convict labor is contrary to

current rehabilitation policies.

• Reports required cause administrative burdens.

Total impact minor.

• Unrealistically low dollar threshold.

• Technically qualified small contractors, including

minority contractors, may have equipment, expertise,

and desire to perform but lack credit rating sufficient

to be bondable.

• Bonding costs to Government are substantial.

• Nonuniform practices as to (a) whether agencies

may waive bonding requirement for cost-type con-

tractors, and (b) requiring bonds from fixed-price

subcontractors of cost-type prime contractors.

• Nonuniform regulations and procedures make

administration of act confusing to suppliers.

• Definition of "domestic" allows inclusion of up to

50 percent of foreign components (by cost) in a

domestic end product and makes purchase of foreign

components (only) as replacement parts difficult.

• Suppliers' certifications of percentage of foreign

components in an end product are difficult for pro-

curement personnel to verify.

• Act applies to all contracts regardless of amount.

• Changing attitudes in rehabilitation programs

cast doubt on currency of taw, particularly ainca
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Labor Surplus (Defense Manpower

Policy No. 4)

Equal Opportunity

(Executive Order 11246)

Service Contract Act

(41 U.S.C. 351-357)

Original

1952

1965

Office of Emergency Preparedness; Depart-

ment of Labor

Department of Labor (Office of Federal

Contract Compliance); Designated "Com-

pliance Agencies"

Department of Labor; Comptroller General

under another statute Federal prisoners may work

for pay in local communities under work release

programs.

• Prohibition against payment of price differentials

for award to labor surplus area concerns prohibits

total set-asides and complicates procedures.

• Program conflicts with small business program.

• Contractor may be subject to review by several

compliance agencies, particularly when he operates

in more than one industry.

• Complaint may result in contractor being investi-

gated both by OFCC and EEOC for the same alleged

violation.

• Pre-award solicitations and requirements are

numerous, confusing, and cause delay.

• Wage determinations are often improperly made

by using "median rates or slotted rates" as prevail-

ing rates.

• The act is often extended to cover professional

engineering and technical employees although it

applies only to service employees.

• Rates applicable to the area of the procuring

activity are applied if the place of performance is

unknown.

• Recent amendments may reduce competition be-

tween potential service contractors and have an

inflationary effect.

• Even the unrealistically low $2,500 threshold for

wage determinations appears to have been eliminated

by recent amendments.
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lishes a Government policy of purchasing low-

noise-emission products and permitting a price

differential to be paid for such products. The

Vietnam Veterans Readjustment Assistance

Act of 1972 requires Government contracts and

subcontracts thereunder to contain provisions

requiring that employment preference be given

to disabled veterans and to veterans of the Viet-

nam era.

Thus, conditions attached to Government

contracts are designed to carry out a variety of

objectives or policies such as:

• Establishing fair wages and working con-

ditions

• Promoting domestic business and the do-

mestic economy

• Eliminating unemployment and providing

training and job opportunities

• Establishing fair employment practices

• Promoting minority business concerns

• Rehabilitating prisoners and the handi-

capped

• Protecting the environment

• Effective use of resources

• Humane treatment of animals.

Reexamination Needed

Recommendation 43. Establish a comprehen-

sive program for legislative and executive

branch reexamination of the full range of

social and economic programs applied to the

procurement process and the administrative

practices followed in their application.

Although the objectives of the various so-

cial and economic programs implemented

through the procurement process are commend-

able, there is a need to reexamine them as the

result of changes in social objectives, current

economic requirements, and the passage of new

laws. For example, the prohibition against the

use of convict labor by Government contractors

reflects national policy at the turn_of this cen-

tury." Protecting jobs by flatly prohibiting

competition from convict labor, however, tends

to be inconsistent with current trends in Fed-

eral and State penal systems that emphasize

M Note 10. wuvra.

PartA

rehabilitation pi w6 rams such as work-release

arrangements. The Davis-Bacon Act, which

was enacted to solve a problem during a period

of economic depression, recently has been cited

as a cause of inflation and allegedly operates

as a restraint on meeting the increased demands

for skilled labor. The Walsh-Healey Act require,

ments for the payment of minimum wages de-

termined by the Secretary of Labor have been

rendered inoperative by Department of Labor

reaction to judicial decisions; and its overtime

pay requirements and safety provisions largely

have been superseded by other laws. The child

labor provisions of the act discriminate against

females and have been administratively modi-

fled by regulation. The act's requirement that

contractors be regular manufacturers or deal-

ers is also an objective of the basic procure-

ment statutes.

Apart from a reexamination for continued

relevancy,29 there also is a need to provide a

continuing means for evaluating_thejmpact on

the procurement process when new social and

economic objectives are established. Over the

years the number of such objectives imple-

mented through procurement has increased

steadily; nevertheless, there is little evidence

that consideration is given to the cumulative

effect of existing requirements or that full

recognition is given to the possible impact of

new ones. This is partly the result of the di-

verse responsibilities of the congressional com-

mittees and the various agencies in the executive

branch. There is no central place where each

can obtain an overview of the effects its re-

quirements will have on the procurement proc-

ess.

Conflicts Among Objectives

The existing pattern of social and economic

objectives implemented through the procure-

ment process discloses a number of conflicts in

priorities. Although some statutes establish

clear preferences,30 many provide no guidance

■ See Part J for • discussion of the consolidation of existing labor

Irnws affecting procurement.

"For example, the Wagner-O'Day Act and the set establishing the

Federal Prison Industries, Inc.. make it mandatory on Federal

agencies to purchase product! produced by the blind and other

severely handicapped, and also those produced by prisoners, in place

of those available through commercial sources. The choice between
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resolving the conflicts." in such cases the Administrative Consequences

contracting agencies are forced to contend with

tne conflicts and provide some accommoda-

tion to all." The latter situations, particularly,

create significant problems for the contracting

agencies and give rise to protests or other

complaints. The complicated scale of set-aside

preferences established under the procurement

regulations for the small business and labor

sl,rplus area programs is a good example.

Under Defense Manpower Policy No. 4, pref-

erential treatment is provided to areas of high

unemployment by setting aside portions of pro-

curements for negotiation with qualifying firms.

The intention is to relieve economic distress

and create jobs by directing Government con-

tracts into such areas or to firms agreeing to

perform a substantial portion of the produc-

tion on those contracts in or near such areas.

The small business set-aside program, in con-

trast, emphasizes preferential treatment for a

different category of business firms. It permits

normal competitive bidding and award proce-

dures on procurements reserved exclusively for

such firms.

Under the regulations, labor surplus set-

asides are given priority over small business

set-asides, so that when a contracting officer

initiates a procurement he must consider first

the possibility of a labor surplus set-aside, and

then that of a small business set-aside. Within

labor surplus areas, however, small businesses

are given preference.

Another example is the use of Section 8(a)

of the Small Business Act for assisting minor-

ity enterprises; this use also results in a

conflict with other small business set-aside pro-

grams and has been the subject of legal chal-

lenges.'1

of Federal primmer rehabilitation. The agency purchasing an item

or service mult look first to the Federal Prison Industries' schedule

of products and then to the schedule of products made by the blind

and other severely handicapped.

"For a review of the use of the procurement process in the

s of social and economic goals and particularly of conflicts

ich goals see Roback. "Government Procurement as a

Means of Enforcing Social Legislation." 6 National Contract

Management Journal 13 (1972).

* In newly established procedures, the Department of Defense

now makes total small business set.asides with a portion thereof

reserved for small business firms which also qualify as labor surplus

area concerns. See Defense Procurement Circular No. 102 (July 31.

1»72).

"KUmn-Ritt Janitorial Services. Inc. v. Laird. U.S. Dist. Ct. Dtat.

of Masa. Civil Action No. 71-1SM58-W. Ray Baillie Troth Hanline.

The social and economic programs imple-

mented through the procurement process add

many complicating factors. Agencies must de-

termine the applicability of the programs to a

proposed contract, determine the compliance

status of the apparent successful bidder prior to

award, and obtain and incorporate wage deter-

minations in bid solicitations. Implementation

of many of the programs requires special regu-

lations and the addition of personnel to con-

duct investigations, make reports, and keep

records.

The administrative problems are com-

pounded by the division of authority between

procurement and regulatory agencies. For

example:

• The Secretary of Labor has a voice in

agency contractor selections since under

the Walsh-Healey Act he decides who is a

"manufacturer or regular dealer" and is eli-

gible for a Government contract.

• In the labor surplus area program, policy

is the function of the Office of Emergency

Preparedness; areas of eligibility are de-

fined by the Department of Labor; and set-

asides are made by the various procurement

agencies.

• The Small Business Administration can

conclusively determine that a small business

firm has the capability to perform a con-

tract where a procuring agency would other-

wise reject its bid or proposal.

• Under the Section 8(a)" minority con-

tracting programs, Government agencies en-

ter into contracts with the Small Business

Administration which in turn subcontracts

the work to firms owned by disadvantaged

persons.

• The Clean Air Act amendments of 1970

involve the President, the Administrator of

the Environmental Protection Agency, and

the procuring agencies in the process of

adapting the procurement process to further

the act's objectives.

• Some of the labor standard laws divide

enforcement between the Department of La-

Ine.. et ol. t. Tkomat S. Klevpr. Adminiltrator. Small

.Administration, et aL. U.S. Dist. Ct. Southern Dist. of Florida.

No. 71-103tt-Clr-JLK: Pacific Coatt Utilities Service. Inc. v. I

U.S. Dist. CU. Northern Dist. of Calif.. Case No.

"15 U.S.C. 637(a).

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



514

120

bor, the procuring agencies, and the Gen-

eral Accounting Office causing cumbersome

interplay of reporting procedures and differ-

ent interpretations of responsibilities."

• Enforcement of the equal employment

clause is divided between the Office of Fed-

eral Contract Compliance (OFCC) in the

Department of Labor and designated compli-

ance agencies which have major procurement

responsibilities. Charges of discrimination

in employment are often investigated by

OFCC, the Equal Employment Opportunity

Commission, and State agencies.

The administrative discretion permitted by

the Buy American Act has resulted in incon-

sistent administration among agencies, partic-

ularly between the civilian and military

agencies. In evaluating foreign bids on sup-

ply contracts, civilian agencies add a six-

percent evaluation factor to the bid price

including duty, except that where the low do-

mestic bidder is a small business or labor sur-

plus area concern a 12-_p_e_rcent evaluation factor

is substituted.-1" On the other hand, military

agencies normally use an evaluation factor of

either 50 percent of the foreign bid price exclu-

sive of duty or six percent of the bid price in-

clusive of duty, whichever results in the

greater evaluated price.37 Where the low do-

mestic bid is from a small business or labor sur-

plus area coneern a 12-percent" factor is

substituted for the six-percent factor. This dis-

parity in evaluation procedures is confusing and

a matter of concern to suppliers who sell to

both military and civilian agencies.

A reexamination of the administrative prac-

tices followed in the implementation of social

and economic programs would reveal whether

the implementation of the programs was con-

sistent with the purposes of the programs. For

example, under the Service Contract Act pre-

vailing wage determinations have been extended

to cover professional employees although the act

purports to cover only service employees; wage

rates prevailing at the location of the procuring

agency have been imposed although the act

requires that wage rates prevailing in the area

M See Part E for a discussion of these problems in connection with

the Davis-Bacon Act.

■ FPR 1-6.104-1.

■ ASPR 6-104.4.

"Ibid.

Par,,

of the work be applied; "median," "slotted," » i

and construction trade rates are sometime,

used as prevailing rates although it is possibl. 1

that no service employees are being paid su^ ,

rates.40

Dollar Threshold for Applying Social

and Economic Programs »

Recommendation 44. Raise to $10,000 the

minimum level at which social and economic

programs are applied to the procurement

process.

Currently there is considerable variance in

the dollar levels at which the various social

and economic programs apply to procurements.

The Walsh-Healey Act, labor surplus area prr>

gram, and equal employment opportunity prr>

gram (Executive Order 11246) all apply »

above the $10,000 level. The Davis.-Bacon Act,

Miller Act, and Copeland "Anti-Kickback"

Act apply to construction contracts exceeding

$2,QQ0. The Service Contract Act applies to

service contracts of any dollar amount. The

Buy American Act and the Convict Labor Laws'

apply regardless of the dollar level of the

contracts. Many of these thresholds were es-

tablished more than 30 years ago and inflation

and other factors have all but dissipated the ex-

emptions they provided when first enacted. The

varying threshold levels require special proce-

dures for Government procurement personnel ■

and for its contractors; thi» increases adminis-

trative costs and the possibility of error in the

application of the social and economic clauses.

The Department of the Interior previously

proposed legislation which would raise the

** Slotting is a practice whereby rates applicable to one

classification are applied to another classification having some minor

degree of similarity in duties. For example, the electrician wan

rates might be applied to a janitor who changes light bulbs.

M Other matters considered in connection with the administration

of the Service Contract Act which have apparently been resolved by

the recent amendments enacted by Public I*w 92-473 (Oct 9, 1972)

are the disadvantage to which incumbent service contractors are ant

when no wage determinations are made in connection with rebtddioK

contracts, and the loss of fringe benefits suffered by employees when

service contractors are changed annually. The amendments create

other problema, however, in that they apparently now require ware

determinations for contracts below S2.5O0: they have establishes

policies for all service eontracta which can have no application to

contract* which are not being rebid: and they make a successor

contractor responsible to employees for fringe benefits accrued bat

not used while working for predecessor contractors.
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threshold of the Davis-Bacon Act to $25,000

0n the basis that price increases subsequent to

j935 have made the current threshold out

0f date and the cost of administering con-

tracts under $25,000 outweighs the benefits

intended. The General Services Administration

agreed with the proposed $25,000 threshold"

as did the Department of Labor." Of the agen-

cjes queried in our study program, the majority

favored a threshold of $25,000, though sug-

gestions ranged from $15,000 to $100,000.

The Comptroller General has proposed an

increase in the Davis-Bacon threshold to an

amount between $25,000 and $100,000. This pro-

posal is aimed at reducing the Department of

Labor's workload with respect to wage deter-

minations. According to the Comptroller Gen-

eral, a reduction in the number of wage

determinations required would permit the De-

partment (1) to make more thorough inves-

tigations, (2) to conduct more frequent detailed

onsite wage surveys, and (3) to resolve more

adequately protests or problems that may arise

in arriving at factual determinations without

appreciably affecting the wage stabilization ob-

jectives of the act.11

The Copeland "Anti-Kickback" Act is a com-

panion to the Davis-Bacon Act and should have

a threshold corresponding to the Davis-Bacon

Act.

A survey by the General Accounting Office

has disclosed that the cost of Miller Act bonds

is substantial,4 and that defaults are few. An

increase in the act's threshold would increase

competition in Government construction con-

tracts by permitting contractors who cannot

obtain bonds to bid.

The Service Contract Act always has re-

quired wage and fringe benefit determinations

to be made for contracts exceeding $2,500 but

allowed the Secretary of Labor to make "reason-

able variations, tolerances and exemptions"

from the act. In practice, such determinations

■ Letter from A. F. Sampson, Commissioner Public Buildings.

CSA, to George P. Shultz. Director, Office of Management and

Budget. Mar. 17, 1971.

* Report. U.S. Comptroller General. B-146842. Need for Improved

Uminttiration of the Davit-Bacon Act Noted Over a Decade of

General Accounting Office Revitv, July 14. 1971. p. 37.

■ Ibid., pp. 36-37.

** Eatimated by the Comptroller General at between $16.5 and $20

million in fiscal 19701 between $20 and $24.5 million in fiscal 1971:

»nd between $23 and $28 million in fiscal 1972. (U.S. Comptroller

Central, Report B-168106. 5wr*«» of CA. Application of the Oovom-

"enf, Polity on Salf-fnemranot. June 14. 1971. pp. 61. 54. 66.)

121

seldom have been made for small dollar con-

tracts. In fiscal years 1968 through 1970, wage

determinations were issued for about 35 per-

cent " of the contracts for which they were re-

quested. Thus, in about 65 percent of the cases

contracting agencies did not receive a wage de-

termination but were required to wait 30 days

before advertising for bids. The Department of

Labor has stated that it does not have sufficient

staff to make appropriate determinations in

areas from which it lacks adequate informa-

tion."' An increase in the threshold of the act to

a more realistic level would minimize, if not

eliminate, much unproductive delay in waiting

for wage determinations that are never issued

and still leave most service contract employees

covered. Recent amendments to the act will

gradually increase the range of contracts that

must include wage and fringe benefit determi-

nations; after fiscal 1977, they apparently will

be required for every service contract, regard-

less of amount.

Foreign procurement constitutes a small pro-

portion of total procurement and the bulk of

foreign products purchased represents end

items or materials not available in the United

States. On that basis, we believe that the cost

of administering the Buy American Act on

contracts not exceeding $10,000 is unjustified.

Elsewhere in this report we recommend

raising the ceiling on small purchases from

$2,500 to $10,000, a step which could save the

Government millions of dollars in administra-

tive costs each year. That change will not be

fully effective, however, if the present thresh-

olds for social and economic requirements im-

plemented through the procurement process are

retained. These requirements add adminis-

trative costs by necessitating additional time

for making awards, increased requirements for

contract provisions, and more personnel for

their implementation.

In a meeting with representatives of organ-

ized labor, we were advised of Labor's strong

opposition to any increase in the thresholds of

labor laws implemented through the procure-

ment process. The union representatives con-

tended that such thresholds should be lowered

"Study Group 2. Final Report, vol. III. p. 1311.

* Letter from Leo R. Werts. Assistant Secretary for Administra-

tion, Department of Labor, to E3mer B. Staats, Comptroller General,

Oct. o. 1970.

■ Chapter 3.
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rather than increased. Notwithstanding, we be-

lieve that the cost and administrative effort

required by social and economic programs that

are imposed on low-dollar procurements cannot

be justified by the results obtained.

Need to Increase Cost Visibility

Recommendation 45. Consider means to make

the costs of implementing social and eco-

nomic goals through the procurement process

more visible.

It is basic Government procurement policy

to obtain products and services of the needed

quality at the lowest reasonable price available.

This policy does not always require acceptance

of the lowest bid or proposed cost but does em-

phasize the public policy of minimizing expendi-

tures of tax revenues. The pursuit of social

and economic objectives through the procure-

ment process often contradicts this basic policy

to minimize cost. The labor standards that im-

pose minimum wage and other working condi-

tion requirements on contractors increase the

costs of Government purchases by placing a

competitive floor under the labor factor in bids

and proposals. The Buy American Act and re-

lated measures that jrive procurement prefer-

ence to domestic producers in many cases

exclude lower prices from foreign producers or

those possible with foreign-made components

which could be incorporated into domestic ar-

ticles.

Higher costs also stem from implementation

and administration of social and economic pro-

grams. These costs cannot be measured with

any sort of precision unless they are specifically

identified, as in the Section 8(a) minority shall

business program. The business development ex-

pense commitments made by SBA under that

program between July 1, 1971, and February

29, 1972, amounted to $2,242,143.21.48 At pres-

ent much of the incremental cost of social and

economic programs is hidden within the budgets

of the procuring agencies that cover both

in-house costs of administration and increased

** U.S. Congress. House, Select Committee on Small Business,

hearings on Government Minority Small Bueintee Programt before

the Subcommittee on Minority Small Business Enterprise. 92d Cong..

2d Bess., vol. 2, p. 399 (1972).

Part a

contractor performance costs in the form of

higher overhead and prices. A recent informal

survey of the Office of the Secretary of De-

fense, Army, Navy, Air Force, and Defense

Supply Agency estimated that the equal employ-

ment, small business, and Section 8(a) pr0.

grams alone cost them $396,024,000 per year."

We fully recognize that it is extremely dif-

ficult, if not impossible, to measure precisely

the value of certain of the social and economic

programs in order to compare this value with

their cost. How does one place a value on the

elimination of inner city riots, the protection of

the environment, the prevention of substandard

labor conditions, or the retention of an Ameri-

can source for possible strategic materials or

products? We do believe, however, that a reason-

able assessment can and should be made of the

costs these programs impose on the procure-

ment process and of the results of the programs

in order to determine if the procurement proc-

ess is an effective and appropriate vehicle for

their implementation.

One possible means that has been suggested

for measuring the cost of certain of the social

and economic programs is to provide statutory

authority, where necessary, for agencies to pay

premium prices to contract with firms in order

to support social and economic programs. This

would exempt the agencies from the require-

ment to deal with the lowest bidder if necessary

to attain social and economic objectives. Such an

approach would require modifications to cur-

rent legislation.50

There is a great need to recognize the im-

pact that social and economic programs have on

the procurement process, the individual and cu-

mulative cost of such programs, and the effec-

tiveness of the procurement process as a means

of promoting such goals.

"Presentation by Captain L. E. Hopkins. SC. USN, Chairman.

Armed Services Procurement Regulation Committee, at a Procure-

ment Conference. Sept. 27-29. 1972. In his presentation Captain

Hopkins pointed out that the departmental inputs on both the direct

cost estimate of $14,799,000 and the indirect cost estimste of

$381.225.000 consisted of variable mixes and cost projection. In s

recent interview Captain Hopkins emphasized that the cost figures

were "guess-estimates" or "ballpark" figures.

60 For example, the Department of Defense Appropriation Act

consistently contains a prohibition against the payment of a price

differential on contracts made for the purpose of relieving economic

dislocation. A similar prohibition appears in Defense Manpower

Policy No. 1, 32A CFR 33 (Supp. 1972).
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Sanctions for Violation

Recommendation 46. Revise current debar-

ment policies to provide for uniform treat-

ment for comparable violations of the various

social and economic requirements and to es-

tablish a broader range of sanctions for

such violations.

A number of the social and economic laws

Implemented through the procurement process

eXpressIy authorize or direct debarment of a

contractor who fails to comply with the require-

ments of those laws imposed through his

contract;'' for example, Davis-Bacon Act,

W'alsh-Healey Act, and Service Contract Act.

Others do not; for example, Executive Order

325A (convict labor). Defense Manpower Pol-

icy No. 4 (labor surplus area), and Miller Act.

The Copeland "Anti-Kickback" Act does not it-

self provide for debarment but the regulations

under it do. Executive Order 11246 authorizes

debarment for violation of the equal employ-

ment opportunity requirements contained in

Government contracts.

The standards for imposition of debarment

and the period of debarment vary with the dif-

ferent social and economic programs. Under

some programs an inadvertent violation of the

requirements can lead to debarment; others re-

quire an "aggravated or willful" violation. The

older laws provide for the debarment of con-

tractors or subcontractors when they are found

in violation of those laws by some administra-

tive official such as the Comptroller General,

Secretary of Labor, or an agency head. The

newer laws such as the Water Control Amend-

ments of 1972" and Executive Order 11602 53

(which provides for administration of the

Clean Air Act M with respect to Federal con-

tracts) require conviction of a violation of the

act as a minimum basis for debarment. The

Xoise Control Act of 1972 K contained similar

debarment provisions as passed by the Senate,

but all debarment provisions were deleted by the

House before it passed the act."

■ See Part G for a full discussion of debarment procedures and

Problems.

a Public Law 92-500.

"3 CFR 167 (Supp. 1972).

"42 U.S.C. 1857 (1970).

"Public Law 92-574.

* The Senate accepted the deletion but ita Public Worka

if appropriate will recommend their addition at a later time.

IConareiaionaJ Record. Oct. 18. 1972. p. S18645.)
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Some debarment provisions specify the pe-

riod of debarment. Others specify a maximum

period or an indefinite period that will end when

the contractor demonstrates compliance with

program requirements. The indefinite debar-

ment period reflects the current trend.

Debarment is a severe sanction and can have

serious economic consequences to contractors

and their employees. If imposition of the sanc-

tion also results in termination or cancellation

of existing contracts, ongoing procurement ac-

tions and agency programs may be affected.

This can deter effective implementation of the

socioeconomic objective, since both the procur-

ing agency and the enforcement agency may be

reluctant to take actions that may cause delays

and increased costs. These situations would oc-

cur less frequently if the social and economic

programs provided a more uniform and broader

range of sanctions that could be applied accord-

ing to the severity and naturg of the violation.

Such sanctions could distinguish between "ag-

gravated and willful" and inadvertent viola-

tions, provide for fines instead of termination

of contracts or debarment for lesser violations,

and provide for reinstatement of contract eligi-

bility upon demonstrated compliance.

In the absence of express statutory or Presi-

dential directives, the grounds for debarring

contractors have been restricted to criminal acts

related to contracting, serious violations of

contract provisions, or conditons affecting the

responsibility of a contractor to perform."

The nonstatutory grounds for debarment are

established by the ASPR and FPR and at pres-

ent are essentially the same. During our studies

it was suggested that the grounds for debar-

ment of contractors should be enlarged to

include violations of other Federal laws; for

example, violations of the National Labor Re-

lations Act (NLRA). Representatives of orga-

nized labor cited one situation where a company

violated the NLRA on numerous occasions yet

continued to receive Government contracts. The

NLRA, of course, proscribes certain actions by

both employers and unions and establishes sanc-

tions for violations of the act. Whether those

sanctions should include debarment from Gov-

ernment contract work raises questions of over-

all national labor relations policies. As such we

11 See Part G for a discussion of nonstatutory grounds for

debarring of contractors.
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believe they involve matters beyond the mandate

given this Commission by Congress. However,

Congress, either through its appropriate com-

mittees or the proposed Office of Federal Pro-

curement Policy, may wish to determine

whether there is a need to strengthen the sanc-

tions imposed under other statutes or to extend

the grounds for debarment from Government

contract work in order to achieve the objectives

of these statutes. Any evaluation of the feasi-

bility of imposing debarment as a sanction

for the violation of Federal law generally would

have to consider such difficult questions as how

apparent violations would be detected and how

and by whom determinations of violations

would be made. There would also be a need to

consider the enormous administrative prob-

lems, effort, and cost involved in extending

such sanction to the millions of Federal con-

tracts, grants, and grants-in-aid each year.

Part A

Other Issues Raised by Organized Labor

During our studies, representatives of orga-

nized labor noted that Government procurement

from an employer during a strike or representa-

tion campaign can adversely affect his employ,

ees' assertion of their rights under the NLR^

and alleged that there had been cases when Gov-

ernment procurement from a contractor was

increased for this purpose. Of course, by

withholding contracts during such events the

Government would also adversely affect an

employer's capacity to exercise his rights under

the NLRA.

We strongly believe that contracting agen-

cies should not take sides in the employee-

employer relationships of their contractors

and should not use the power of procurement

either for or against the parties involved in a

labor dispute.

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

2
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



519

CHAPTER 12

procurement From Small Business

For 30 years, the Federal Government has

recognized that small business must play an

important role in supplying Government needs.

Accordingly, we devoted much effort to stud-

ies of the problems small business firms en-

counter in contracting with the Government

and to solutions that will help to strengthen

the role of small business in meeting essential

national needs.

Historical Development

At the beginning of World War II, the Gov-

ernment recognized the need to increase its

reliance on small business. Full mobilization

disclosed that the industrial capacity of small

business was not being used. Not only were

some small industries unable to contribute

fully to the war effort, they often could not ob-

tain manpower and raw materials for essential

civilian production. Many small firms faced the

prospect of going out of business, because Gov-

ernment agencies created to administer war

production favored large corporations that had

proven management and technical capability

and the capacity for mass production. This

situation was corrected by the small business

programs of the War Production Board

(WPB)1 and the Smaller War Plant Corpora-

tion (SWPC).J

After the war the Government took steps

to strengthen small business participation in

the Federal marketplace. One of these steps,

the Armed Services Procurement Act of 1947,

states that:

1 Executive Order 9024, Jin. 16, 1942.

'Public Law 77-808. ch. 404. mc. 4: 56 Sut 853.

It is the policy of Congress that a fair pro-

portion of the purchases and contracts . . .

be placed with small business concerns.3

A similar statement appears in the Federal

Property and Administrative Services Act of

1949.*

The Defense Production Act of 1950 5 pro-

vides that small business concerns should "be

encouraged to make the greatest possible con-

tribution toward achieving the objectives of

the Act," one of which is to maintain an indus-

trial mobilization base. A 1951 amendment'

to the Defense Production Act established the

Small Defense Plants Administration (SDPA);

then, in 1953, the Small Business Administra-

tion (SBA) was created by the Small Business

Act which states that:

The essence of the American economic sys-

tem of private enterprise is free competi-

tion . . . The preservation and expansion

of such competition is basic not only to the

economic well-being, but to the security of

this Nation. Such security and well-being

cannot be realized unless the actual and po-

tential capacity of small business is encour-

aged and developed.7

SBA originally had a temporary existence of

two years," but its franchise was extended pe-

riodically until 1958,' when it became a perma-

nent agency.

•10 U.S.C. 1*01 (1970); the "fair proportion" concept is dia-

euased later in this chapter.

•41 U.S.C. 252(b) (1970).

■ Public Law 81-774, eh. 932: 64 Stat. 815.

• Public Law 82-96, ch. 276. sec 110(a); 66 Stat. 119.

'Public Law 83-163, title II. ch. 282; 67 Stat. 292.

•Public Law 83-163. ch. 282. see. 221(a) : 67 Stat. 240.

• Public Law 85-686. as amended: 72 Stat. 884: It U.S.C. 681-847

(1970).
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The Role of Small Business in

Government Procurement

Small business participates in Government

procurement by:

• Improving and broadening the competi-

tive base

• Providing innovative technology

• Lowering procurement costs

• Performing a vital role in industrial mo-

bilization

• Dispersing procurement funds industri-

ally and geographically.

Small business procurement policy is set

forth in broad terms in the Small Business Act

and other procurement statutes, but implemen-

tation of the general intent of Congress is left

to SBA and the procuring agencies. Although

SBA and the procuring agencies advocate

small business participation in the Federal

marketplace, they do not always agree on how

much is possible or how to measure perform-

ance. Procurement officials, who are required

to seek maximum performance at the lowest

reasonable price, also are required to give

special treatment to small firms. These goals

are not always compatible.

DEFINING SMALL BUSINESS

AND FAIR PROPORTION

Variations in the definition of "small busi-

ness" from industry to industry and from year

to year persistently have perplexed small

businessmen and procurement officials. More-

over, there has been no set definition of "fair

proportion" in determining how many Govern-

ment contracts should be channeled to small

business.

Small Business

In 1942, a member of one congressional com-

mittee accurately predicted that failure to find

a usable definition of small business would lead

to difficulty in formulating small business pro-

grams.10 In the 1940's two attempts by Con-

M U.S. Congress. Home, Committee on Ranking and Currency,

hearing- on S. 2260 and H.R. 6976. 77th Cons., 2d seat., p. 39.

Part,

gress to define small business were unsuccejj,

ful." 12 In 1953, Congress abandoned

attempt to define small business through legj^

lation. Accordingly, the Small Business Act

states:

It shall be the duty of the Administration

... to determine within any industry the

concerns, firms, persons, corporations, part.

nerships, cooperatives, or other business en.

terprises which are to be designated small

business concerns for the purpose of effectu.

ating the provisions of this Act.11

PROBLEMS

Many definitions of small business have been

offered, but none has gained popular accep-

tance. The variety of definitions has confused

and handicapped small firms in obtaining Gov-

ernment contracts. Because definitions vary

the applicability of small business assistance

programs has not always been clear.

SBA originally defined a small business as

one with less than 500 employees. Many rep-

resentatives of small business testified at con-

gressional hearings that this criterion did not

meet the needs of certain industries. They

pressed for industry-by-industry standards,

and SBA obliged by making exceptions to the

standard. These included an increase in the

permissible number of employees and dollar

quotas (annual revenues) for service indus-

tries.

SBA recently established a new size policy

that states:

. . . there is a segment of each industry

wherein concerns by reason of their size are

in the competitive disadvantage. Therefore,

the definition of small business for each in-

dustry should be limited to that segment of

the industry struggling to become or remain

competitive.

Smaller concerns often are forced to com-

pete with middle-sized as compared with

very large concerns. In consideration of this

fact, the standard for each industry should

be established as low as reasonably possible.

11 Public Law 78-458. ch. 8. sec 204(c): 58 Stat 788.

"Public Law 80-769, sec. 18(a): 60 Stat. 626.

"Public Law H5-53B. sec. 8(b)(6): 15 U.S.C 6St and 6J7(b)<«>

(1970).
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It should be lowered in any case where the

gBA determines that a few concerns

have . . . gained undue competitive

strength. . . .

concerns which . . . have grown to a

size which exceeds the applicable small busi-

ness size standard should compete for Gov-

ernment contracts not reserved for small

business concerns or should seek commercial

markets in the same or related fields. Under

such circumstances small business concerns

should not rely on continuing assistance un-

der the Small Business Act from the cradle

to the grave, but should plan for the day

on which they become other than small busi-

ness and should be able to compete without

assistance.14

Issuance of this policy did not enable SBA to

resolve the problem. On September 21, 1971,

the SBA Administrator stated, "What is a

small business? I can't exactly say . . . No-

body can.""

CONCLUSIONS

The definition of small business has changed

and should continue to change to accommodate

programs established by Congress and SBA.

Procurement agencies should use definitions

and standards provided by SBA. SBA, rather

than the procuring agencies, is and should con-

tinue to be responsible for establishing the defi-

nition.

Fair Proportion

Each year the legislative and executive

branches spend much time, energy, and money

to assure that small businesses receive ade-

quate consideration when the Government

buys goods and services. This activity centers

around the concept of "fair proportion" as de-

fined in the Small Business Act:

It is the declared policy of the Congress that

the Government should aid, counsel, assist

14 U.S. Congress. Senate. Select Committee on Small Business.

Review of Small Business Administration's Program! and Policies—

924 Com.. 1st sees.. Oct. 6. 1 971. pp. H 21

"U.S. Congress, House. Select Committee on Small Business.

Organization ana! Operation of Small Business Administration, hear-

ings. 92d Cong.. 1st seas.. Sept 21-22. 1971, p. 53.
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and protect insofar as possible the interests

of small business in order to ensure that a

fair proportion of the total purchases and

contracts or subcontracts be placed with

small business enterprises."

PROBLEMS

In evaluating small business assistance pro-

grams it has been a common practice to use the

ratio of contract awards to small business as

derived from procurement statistics, even

though there have been no studies to indicate

that such data provide a valid and reliable

measure of fair proportion. Moreover, it has

been common to compare the fair proportion

statistics of one year with those of preceding

years without compensating for the procure-

ment mix, the capability of small business to

supply what the Government bought, how the

Government made its purchases, which agen-

cies made the purchases, and other factors that

influenced contract awards.

A comparison of DOD military procurement

data for fiscal years 1965 and 1966 illustrates

the danger of relying solely on statistics. In

fiscal 1965, the small business share of DOD

contracts increased to 19.6 percent from 17.2

percent in fiscal 1964. It increased to 21.4 per-

cent in fiscal 1966." In 1965 and 1966, DOD

increased its purchases of items normally pro-

duced by small business. However, these statis-

tics do not show whether the percentage rise

from one year to the next indicates a "fairer"

proportion or a "less fair" proportion for small

business.

CONCLUSIONS

Fair proportion can be a rigidly defined or

a fluid concept. A rigid definition, such as

awarding a fixed percentage of Government

procurement to small business, would not be in

the Government's interest, even though the

percentage might be adjusted from year to

year. We believe fair proportion should be rec-

ognized as a working concept that expands or

contracts from year to year with the types of

■ Puhlie Lbs) 85-659. sec. 1(a): 15 U.S.C. 551(a) (1970).

"U.S. Department of Defense, Office of the Secretary, Military

Prime Contract Awards and Subcontract Payments or Commitments.

July lS70-June 1971. p. 25.
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procurement by the Government, state of

the economy, and fluctuations of particular in-

dustries. It should support and create a small

business capability to meet the Government's

needs and should express congressional intent

to develop small business opportunities in Gov-

ernment procurement.

awards to fluctuate. For example, the log

standing use of the percentage of total

curement to show the success of the sma|]

business program is not an accurate indicator

since it does not consider such variable facto^'

as the change in mix of products and serviCe>

for which small business can reasonably corn

pete.

SMALL BUSINESS ASSISTANCE

PROGRAMS

The Government aids small business by pro-

viding disaster relief, financial and manage-

ment assistance, and preferential treatment

and counseling in Government contracting.

Preferentia1 treatment and counseling pro-

grams are implemented through the pro-

curement process by such techniques as the

following:

• Set-asides restrict all or portions of solici-

tations for certain goods and services to

small businesses.

• Certificates of Competency provide a

small business firm with a separate evalua-

tion of its capability to perform a contract

after the procuring agency determines that

it lacks the credit or capacity necessary to

fulfill the contract successfully.

• Small business subcontracting promotes

the use of small business firms as subcon-

tractors to Government prime contractors

and major subcontractors.

• Counseling acquaints small business with

the how, what, and where of dealing

with the Government.

Recommendation 47. Establish new standards

for annually measuring the performance of

procuring agencies and their prime contrac-

tors in using small business. Standards for

measuring performance, including the sound

use of set-aside techniques, should assess

progress made in assisting small businesses

to obtain a fair proportion of awards—not

just statistical percentages.

Unrefined statistics are inadequate stand-

ards for measuring the success of Government

programs for assisting small business. Such

data are not based on thorough, objective anal-

yses of small business awards and what causes

Set-asides

The small business set-aside program is de-

signed to strengthen the industrial base by

providing competitive opportunities for small

business. A set-aside restricts a procurement

partially or totally to competition among small

business firms.

Set-asides are of two types: (1) "joint de-

terminations" or "joint set-asides" made un-

der the Small Business Act18 that require the

joint decision of SBA and the procuring activ-

ity and (2) unilateral set-asides made by the

procuring agency alone under its authority to

negotiate during periods of national emer-

gency.'"

A total set-aside restricts the entire procure-

ment to small business.20 A partial set-aside re-

stricts only part of the procurement to small

business. To qualify for partial set-asides, the

procurement must be severable into two or

more production runs. All bidders compete on

the unrestricted portion, and small firms whose

bids on this portion are within 130 percent of

the highest award price are offered the re-

stricted portion at the highest price paid on

the unrestricted portion.21

In addition to total or partial set-asides,

classes of procurement or portions of selected

items or services may be set aside for small

business. For example, some procuring agen-

cies set aside for small business all construc-

tion contracts of $500,000 or less.

A new DOD combined set-aside procedure

takes precedence over all other DOD set-asides.

It involves a total small business set-aside with

"Public Law 85-636, ch. 15: 72 Stat 395: 15 U.S.C 544 (1975).

"10 U.S.C. 2304(a)(1): 70 Stat. 128: Public Law 81-152. ch

288: 63 Stat. 893: 41 U.S.C. 252(c)(1) (1970).

» ASPR 1-707.1 (c); SBA Standard Operating Procedure 60-02. p.

IS.

"ASPR 1-706.6: FPR 1-1.706-6: SBA Standard Operating Pro-

cedure 60-02, pp. 13-14.
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portion further restricted for small business ments that under ordinary circumstances

Arms in "labor surplus areas."" would be won by small business in open compe-

tition.

PROBLEMS

Set-asides affect a relatively small portion of

qOD military procurements, but they are im-

portant to the small business community be-

cause they account for a large part of DOD

awards to small firms.-' DOD awarded small

business about $5.8 billion in military prime

contracts in fiscal 1972.24 Of this amount, $1.6

billion resulted from set-asides. These set-

asides represented more than one-fourth of the

small business awards, but only 4.5 percent of

the total DOD prime contract awards (exclud-

ing intragovernmental procurement).2r'

Set-asides pose a dilemma for Government

procurement officials. The Government is ex-

pected to maximize competition and obtain the

lowest reasonable price (other factors consid-

ered). Because competition for products and

services in the set-aside program is restricted

to small business, prices to the Government

may be higher than those prevailing in a fully

competitive market. Moreover, some program

officials complain that set-asides delay the pro-

curement process.2"

SBA, small business associations, and indi-

vidual small business firms continually call for

more set-asides. Congress responds by urging

the procuring agencies to increase their awards

to small business. These pressures often cause

short-term agency response but do little to en-

hance the long-range goal of maintaining a

viable and competitive small business com-

munity.

Many procurement officials contend that the

set-aside program has become a "numbers

game" in which improving the competitive po-

sition of small business is secondary to the sta-

tistical record.27 This is particularly true when

it appears that procuring offices "satisfy"

the directed or implied quota that constitutes

a "fair proportion" by setting aside procure-

M Defense Procurement Circular 102. July 31. 1972.

■ U.S. Department of Defense. Office of the Secretary. Military

Prime Contract Avarda and Subcontract Paiimente or Commitments.

July 1971-June 19Tt, p. 48.

"Ibid., p. 47.

M Ibid., p. 48. (Percentage calculated by the Commission.)

■ Study Group 2, Final Report. Nov. 1971. pp. 287-827.

"Ibid., p. 812.

CONCLUSIONS

Set-asides allow small businesses to compete

in segments of the Federal marketplace. How-

ever, the set-aside program would be more ef-

fective if procuring agencies would establish

set-asides in procurement areas where small

businesses have been unable to compete suc-

cessfully for Government contracts. This would

permit procurement officials to concentrate on

areas offering "real" rather than "paper" ac-

complishments. Small business firms would

benefit by obtaining set-aside contracts in

areas where they had not previously been com-

petitive. Such action would counter over-

emphasis on statistics and would support the

long-range goal of a viable and competitive

small business industrial base.

Certificate of Competency

If a procuring agency rules that a small busi-

ness firm lacks capacity or credit to perform

a contract, the agency must submit the case to

SBA. SBA determines the firm's competency *■

as to capacity and credit. A favorable ruling

by SBA is commonly termed a Certificate of

Competency (COC).

Under the Small Business Act,2' Govern-

ment procurement officers:

. . . are directed to accept such certification

[from SBA] and are authorized to let such

Government contracts to such concern or

group of concerns without requiring it to

meet any other requirement with respect to

capacity and credit.

PROBLEMS

SBA representatives report that since 1954

the COC program has resulted in more than

"Public Law 88-686, sec. 8(b) (7); 72 Stat. 887; 15 U.S.C. 687(b)

(7) (1970).

"72 Stat. Hi! 15 U.S.C. 5687 (1970).
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TABLE 1. SAVINGS RESULTING FROM THE COC PROGRAM

1954-1961

1962

1968

1964

196B

19(16

Saving $

in million*/

$15.7

5.3

2.2

&2

8.9

3.9

1967

1968

1969

1970

1971

1972

million?)

$3.0

4.2

4.0

4.9

5.0

5.6

$60 million in savings to the Government.'"

This figure was arrived at by subtracting the

low bid of the small business firm that re-

ceived the COC from that of the next highest

bidder that would have received the award if

the COC had not been issued. Individual fiscal

year savings are shown in table 1." According

to SBA, the total savings are about equal to

the amount appropriated for all SBA procure-

ment assistance programs during this period."

Although the COC program has yielded

lower contract prices, many agency officials

state that the administrative burden it places

on the procuring agency offsets much of the

savings.11 They claim that once a COC has been

issued, the procuring agency and SBA care-

fully watch the progress of and often provide

substantial assistance to the COC contractor

to assure successful completion of the con-

tract."

Procurement officials claim that the SBA

bias in favor of small business could result in

issuance of a COC that would endanger a vital

agency mission. These officials contend their

first concern is to award contracts to firms

which can clearly meet the agency's needs

rather than to assist a small firm whose ability

to perform is doubtful.

ALTERNATIVES

(DSA) representatives suggested that SBA

participate in the procuring agency's pre-

award surveys. SBA and the small firms with

whom this was discussed rejected the idea.

They believe it might make SBA a party to the

contracting officer's decisions on capacity and

credit, thereby largely negating SBA's ability

to make an independent COC decision. A sec-

ond alternative would be to rescind SBA's COC

authority on the grounds that an insignificant

number of COCs are issued, and a third would

be to continue the program in its present form.

CONCLUSIONS

The number of contracts awarded under

COCs represents an insignificant share of the

total number of Government contracts. How-

ever, it is clear that when looking solely at

SBA operating costs, there are savings.

Neither the number of COC contracts nor the

amount of savings is a sound basis for judging

the COC program. The question is whether or

not the COC program has contributed to the

goal of maintaining a viable small business in-

dustrial base. Because the COC program has

encouraged small businesses to compete for

Government contracts, it should be continued

in its present form.

Several alternatives have been proposed to

the COC program. Defense Supply Agency

■* Letter from U.S. Small Business Administration to the Com-

minion. Oct 27. 1972.

"Ibid. (Data rounded by the <

° Ibid. Theee SBA procurement

aaide contract*, subcontracting;,

sales, and 8(a) contracting

*> Study Group 6. Final Report. Dee. 1971. p. IBS.

14 Study Group 2. Final Report. Nov. 1971. p. 337

Small Business Subcontracting

Recommendation 48. Test mandatory small

business subcontracting on a selected basis

to determine its feasibility.

In 1961, Public Law 87-305 established the

Government's small business subcontracting
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program.3'' The act provided for cooperation

between SBA, DOD, and GSA to develop a

small business subcontracting program to en-

sure that:

• Small business firms are given fair con-

sideration as subcontractors

• SBA will be consulted by procuring

agency prime contractors and subcon-

tractors concerning small business sub-

contracting opportunities.

• SBA will have access to the procuring

agency's subcontracting records.

The small business community expected

Public Law 87-305 to increase its share of

Government subcontracts; however, the re-

sults do not indicate that any increase oc-

curred. At the time of enactment, DOD

surveyed 378 large contractors and found that

small business received about 38 percent of the

subcontracts awarded under military prime

contracts. Two years later, with 617 large con-

tractors reporting, the small business share of

subcontracting showed no appreciable im-

provement.1"

In May 1963, to stimulate the Federal small

business subcontracting program, SBA for-

mulated a corollary program called the "volun-

tary subcontracting program." This program

was immediately accepted by 29 major prime

contractors. As of October 27, 1972, 68 major

contractors were participating in the pro-

gram.37

Under the voluntary subcontracting pro-

gram, SBA representatives periodically review

prime contractors' subcontracting programs

and operations. To determine areas of possible

"Public Lew 87-305; 76 SUt 667; 15 U.S.C. 537(d) (1»70).

■ Note 17. supra, p. 61.

"Note 30. tMpra.
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subcontracting, they analyze detailed statistics

on all awards over $10,000. They chart the

trend of individual plants on subcontract

actions, subcontract awards, percentage of sub-

contracting opportunities offered to small busi-

ness, percentage of subcontracts awarded to

small business, and the "capture rate" (ratio

of awards made to opportunities offered). In-

stances of "no known small business sources"

are cataloged and analyzed on an interregional

basis in an effort to bring additional small

business sources to the attention of prime con-

tractors.

PROBLEMS

Small businesses annually receive 35 to 43

percent of DOD military subcontract dollars.

The percentage is even more significant when

subcontracts for which small businesses cannot

compete are taken into account, but this per-

centage has declined over the past few years.

In fiscal 1967, the small business subcontract-

ing percentage of military awards peaked at

43.3 percent. As shown in table 2, this per-

centage has declined in each succeeding year,

and by 1971 it was down to 34.8.

When Federal procurement expenditures de-

cline, large contractors become concerned

about maintaining their work force and op-

erating their facilities to capacity. As a result,

the large prime contractors tend to "make"

rather than "buy"; and, when they do buy,

first consideration often goes to firms that can

offer subcontracts in return.3* A 1970 survey

of 27 large contractors found:

» Not* 26. ««pro, p. 377.

TABLE 2. DOD MILITARY SUBCONTRACTING TOTALS

1967

1968

1969

1970

1971

1972

■Rounded hr the Commission

Source: U.S. Department of _

"itmenu, July Itri-June UTt. p.

816

886

946

865

766

nbeontraeted*

(biUiont)

$15.5

15.2

14.9

11.9

9.5

9.9

Defense, Office of the

Small butineu per-

centage of total

tubeontracting

43.3

42.7

40.6

96.7

34.8

34.8
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... a clear trend toward limiting competi-

tion . . .

Expense, trust, risk and familiarity . . .

emerge as pressures constraining against

exclusive reliance on the competitive selec-

tion of subcontractors.19

The decline of the total value and percentage

of small business subcontracting under Gov-

ernment contracts is a potentially serious prob-

lem. If the decline continues, the Government

will lose indispensable sources of goods and

services needed to maintain a broad and viable

industrial base.

A mandatory subcontracting program might

reverse the decline in small business subcon-

tracting opportunities. The Department of

the Navy has successfully tested such a pro-

gram under a contract for the MK 56 mine.

In this test the contractor was required to place

first-tier subcontracts equal to 25 percent of

the total contract price with small firms; to

identify proposed first-tier small business sub-

contractors; to describe the subcontracted

items; and to estimate in dollars the value of

the subcontracts. The Navy reported that this

subcontracting requirement did not increase

prime contract costs, that the prime contractor

awarded more than the prescribed 25 percent,

and that the mandatory provision did not di-

minish overall competition.*0

Limited testing does not prove that the pro-

gram would be successful on a larger scale,

particularly if the mandatory percentage were

raised to 34.8 percent or 43.3 percent as was

accomplished without mandatory subcontract-

ing (see table 2, column 4).

CONCLUSIONS

Despite the potential drawbacks, the need

for greater subcontract awards to small busi-

ness merits a thorough test of the mandatory

subcontracting concept.

"Raymond G. Hunt, et mi.. "Federal Procurement: A Study of

Some Pertinent Properties. Policies and Practices of a Group of

Business Organisations." National Contract Manaoemtnt Journal.

fall 1970. pp. 263, 299.

*° Note 26, ntpra. p. 392.

Part,

Counseling

To sell a product or service to the Govern

ment, the seller must understand Federai

procurement procedures. The Government, rec

ognizing that its procurement organizations

and operations are often complicated, ofW

"counseling" to the businessman. Counseling

generally consists of explaining to the business

man what goods and services a specific procure

ment agency buys, whether or not a specific

procurement is related to his product line

which procurement offices might buy his prod!

uct, and how to be placed on an agency bidders'

list.

Counseling is especially important for small

business firms; since they usually have limited

resources, they are at a disadvantage in pur.

suing sales opportunities. Congress recognjzef]

this in the Small Business Act, which states-

"the Government should aid, counsel and pro-

tect . . . the interests of small business con-

cerns . . ."41 [Italics supplied.]

The procurement agencies are primarily re-

sponsible for counseling small businesses on

Government procurement. Any procurement

official can provide such counseling, but it is a

primary responsibility of a "small business

specialist," who works for the agency and is

usually located in or near the agency's pro-

curement offices. Small business specialists also

are located in the Defense Contract Adminis-

tration Services regions to provide field as-

sistance to small business contractors located

within a particular geographic area.

SBA also provides procurement counseling

to small businessmen through its field offices

and its Procurement Center Representatives

(PCRs) located at major procurement centers.

PROBLEMS

Small business advocates believe that agency

small business specialists do not represent

them adequately since the specialists are

closely aligned with the interests of the agen-

cies that employ them. They believe that only

the PCRs actively promote small business in-

terests. Although they are ombudsmen for

small business, small business specialists must

"Note 16. tupra.
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also promote the interests of their agency.

pCRs. °n tne other hand, are employed by

ggA and owe n0 allegiance to the procuring

agency.

Representatives of the House Small Business

Committee believe the rise and fall in the vol-

ume of small business set-asides can be attrib-

uted directly to the "policing" effect of the

pCR presence in the procuring agency. They

also believe that PCR services are needed to

establish set-asides and to increase the small

business share of Government procurement.4-'

CONCLUSIONS

Both small business specialists and the PCRs

are needed to maintain liaison between small

business and the procuring agencies. The rela-

tionships among the small business specialist,

the PCR, and the procuring agency should not

be modified.

BENEFITS TO SMALL BUSINESS FROM

COMMISSION RECOMMENDATIONS

Interagency Coordination

Recommendation 49. Initiate within the ex-

ecutive branch a review of procurement

programs with guidance from SBA and the

Office of Federal Procurement Policy with

the objective of making small business partic-

ipation in Government procurement more

effective and assuring that small businesses

have a full opportunity to compete for Gov-

ernment contracts.

The ultimate value to be derived by small

business from our recommendations depends

largely on close liaison between SBA and the

Office of Federal Procurement Policy. Such

liaison would encourage timely development of

innovative techniques to maintain a viable

small business base. It would provide a clear

Government-wide focus on the role of small

business in contracting with the Government

° U.S. Congress. House, a report of Subcommittee 6 to the Se-

lect Committee on Smell Business. H. Kept 91-1608, 91st Cons;., U

•ess., 1970, Small BuoineM in Government Procurement—Before and

*lter Defense Cutback: p. 9.
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and a mechanism for achieving for small busi-

ness the benefits we foresee from the many rec-

ommendations for improving the procurement

process presented elsewhere in this report. A

discussion of the expected benefits to small

business from some of these recommendations

follows.

Office of Federal Procurement Policy

Establishment of a central Office of Federal

Procurement Policy in the executive branch

to provide leadership in procurement policy

and related matters will provide an effective

high-level forum for small business interests

and a focal point to consider the views of the

small business community on procurement pol-

icy. This office can be of special benefit to

small business by unifying the efforts of pro-

curement offices in the promotion of programs

of interest to small firms. Also, the promotion

of uniformity, consistency, and simplifica-

tion of procurement policy will be especially

helpful to small business.

Modernize Procurement Statutes

Providing a common statutory basis for pro-

curement policies and procedures applicable to

all executive agencies by consolidation of the

Armed Services Procurement Act (ASPA)

and title III of the Federal Property and Ad-

ministrative Services Act (FPASA)44 will re-

duce administrative cost and simplify business

dealings with the Government. During our

studies many small businessmen stated that

the elimination of divergent policies and pro-

cedures would encourage them to participate

in Government procurement.

System of Coordinated

Procurement Regulations

A system of Government-wide coordinated

and uniform procurement regulations under a

central office should be especially appealing to

■ Psrt A. Chapter 2. Reco. nendation 1.

"Psrt A, Chapter 3. Recommendation 2.
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small business.' • Giving the small businessman

a system of uniform regulations will help to

reduce the number of problems arising from

differing policy interpretations by different

procurement officials. Small businessmen are

especially critical of procurement regulations.

They find it difficult in dealing with different

agencies to adjust their pricing, negotiating,

and contracting practices to the variable re-

quirements and regulations of different agen-

cies. Small business usually lacks the legal

talent, manpower, and time to interpret and

follow the myriad of existing regulations;

greater consistency in procurement regulations

would relieve much of this burden.

Legal and Administrative Remedies

The recommended changes in the disputes-

resolving process will aid small firms by re-

moving some of the rigidity in the process.48

The proposed system of remedies is more flexi-

ble and better suited to the needs of small

business than existing procedures. It includes

recommendations to establish regional Small

Claims Boards of Contract Appeals to resolve

claims not exceeding $25,000 quickly, fairly,

and economically; to pay interest on successful

contract claims; to encourage the negotiated

settlement of disputes through the use of an

informal agency review conference; to upgrade

the agency boards of contract appeals; and

to allow claimants the option of direct access

to the courts for the resolution of their claims.

These changes will be especially helpful to the

small firm which lacks the financial and person-

nel resources required for protracted litigation.

Small Purchase Authority

Increasing the statutory ceiling to $10,000

on procurements for which simplified proce-

dures are authorized will facilitate contract-

ing in the price range where small business is

most competitive. Based on DOD experience,

Part A

about half of the dollars for awards of lesg

than $10,000 go to small business firms."

Raising the limit from $2,500 to $10,000 and

permitting the use of simplified procurement

procedures would have the immediate effect of

making small business contracting less burden,

some and more attractive to small firms.

Specifications

Our recommendation that development of

new Federal specifications for commercial-type

products be limited to those that can be specifi.

cally justified, including use of total cost-

benefit criteria, and be reevaluated every five

years 49 will mitigate a problem that burdens

small businessmen. It is usually most difficult

for a small business to gather all the specifica-

tions and standards referred to in an invita-

tion for bid or request for proposal. Many

times the specification for a simple item in-

corporates a seemingly endless number of

others by reference. With fewer specifications,

more small businessmen will be encouraged

to respond to solicitations.

Multi-year Contracts

Authorizing all executive agencies to enter

into multi-year contracts with annual appro-

priations will permit small firms to become

more competitive for contracts requiring sub-

stantial startup costs and capital outlays. Us-

ually such expenditures are more burdensome

to small than to big business. The ability to

amortize such costs over longer periods

should be helpful to small firms in competing

for service and support contracts in the firm's

geographic area.

Government Self-insurance

We are recommending that the Government

act as a self-insurer for loss of or damage to

■ Part A. Chapter 4. Recommendation 10.

m Part G, Chapters 2 and 3, Recommendations 1-20.

"Part A, Chapter 3. Recommendation 7.

"Note 23. npra. p. 22.

** Part D, Chapter 3, Recommendation 3.

m Part A. Chapter 3, Recommendation 8.
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government property resulting from any de-

fect in items supplied by a contractor and

finally accepted by the Government; that this

policy apply to subcontractors on the same

basis as to prime contractors; and, where items

delivered by a contractor to the Government

are resold by the Government to a third party,

that the latter be granted no greater rights

against the contractor or its subcontractors

than the Government would have if it had

retained the property.'" Adoption of this rec-

ommendation would relieve small business of

the purchase of costly insurance against

potentially disasterous losses.

Unsolicited Proposals

Elimination of restraints which discourage

the acceptance of unsolicited proposals" will

encourage small research and development

firms to submit innovative ideas to the Gov-

ernment and afford them increased oppor-

tunities to obtain contracts. Proposals for

research are normally requested only when an

agency identifies a need and then only from

known sources, which limits the chances for

small innovative firms to acquire Government

business. Our recommendation should change

this practice.

Total Economic Cost

Providing for consideration of administra-

tive, operational, life-cycle, and other signifi-

cant costs in the establishment and use of

procurement and distribution systems" is ex-

pected to give independent distributors and

retailers the opportunity to obtain more con-

tracts than is now possible. Interagency sup-

port policies have tended to limit the use of

innovative and efficient local suppliers. Manda-

tory centralized interagency support may pre-

vent local sources, including small businesses,

"Part H. Chapter 2, Recommendation I.

"Part B, Chapter 4. Recommendation 1.

9 Part D, Chapter 4, Recommendation 8.
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from providing products and services although

they would be competitive if total costs of

procurement, distribution, and handling were

considered. Application of a total economic

cost concept will be particularly beneficial to

small vendors in competing for local supply

and service contracts.

Government-wide Contract Support

Small business would reap considerable bene-

fits from a Government-wide program for in-

teragency use of field contract administration,

contract audit, and inspection services.14 Such

a program would maximize the use of Gov-

ernment and contractor resources and mini-

mize duplicate demands on small business.

Some agencies perform support functions al-

ready available from other agencies thus caus-

ing small business to complain that there is

much duplication of agency contract support

activities at their facilities.

Major Systems Procurements

One of our proposals for improving the ac-

quisition of major systems calls for soliciting

small firms which do not own production fa-

cilities if they have (1) personnel experienced

in the development and production of major

systems and (2) contingent plans for later

utilization of the required equipment and fa-

cilities." Small businesses have traditionally

been excluded from competing on major system

programs due to a lack of equipment and fa-

cilities. Adoption of our recommendation

would enable and encourage entry of smaller

firms into such competition. While they could

not expect to be awarded a production con-

tract requiring complex and costly facilities,

small firms could certainly benefit by submit-

ting a winning solution in a major system

competition.

M Part A. Chapter 10, Recommendation 39.

u Part C, Chapter 4. Recommendation 4.
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Appendixes

a Public Laws 91-129 and 92-47 F. Steps in the procurement process

g Data on Study Groups G. Historical development of the procurement

r Commission Support Staff process

„ Estimated Government expenditures for H List of recommendations, Parts A-J

procurement and grants I. Acronyms

g. Data on the procurement work force
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APPENDIX A

Public Laws 91-129 and 92-47

JL

Public Law 91-129

91st Congress, H. R. 474

November 26, 1969

an act

To fstiii>li»h a ('.imiiiission on Iiurrnuuenl Pmrumm-iit.

Hi- it enacted by tlie Semite and House of liepiesentntirtu of the

/ nitt-d States of A merirtt in Congress itsxembled.

DECLARATION OF FOLK V

Commission or.

Government

Procurement.

Establishment.

Section 1. It is hereby declared to lie the policy of Congress to pro-

mote economy, efficiency, and effectiveness in the procurement of goods,

services and facilities by and for tlie executive branch of the Federal

Government by—

(1) establishing [>olicies, procedures, and practices which will

require the Government to acquire goods, services, and facilities of

the requisite quality and within the time needed at the lowest rea-

sonable cost, utilizing competitive bidding to the maximum extent

practicable;

(2) improving the quality,efficiency, economy, and performance

of Government procurement organizations and personnel;

(3) avoiding or eliminating unnecessary overlapping or dupli-

cation of procurement and related activities;

(4) avoiding or eliminating unnecessary or redundant require-

ments placed on contractor and Federal procurement officials;

(5) identifying gaps, omissions, or inconsistencies in procure-

ment laws, regulations, and directives and in other laws, regula-

tions, and directives, relating to or affecting procurement;

(6) achieving greater uniformity ai.d simplicity whenever ap-

propriate, in procurement procedures;

(i) coordinating procurement policies and programs of the

several departments and agencies;

(8) conforming procurement policies and programs, whenever

appropriate, to other established Government policies and pro-

grams; 83 STAT. ?69

(9) minimizing possible disruptive effects of Government pro- 83 STAT. 270

curement on particular industries, areas, or occupations;

(10) improving understanding of Government procurement

laws and policies within the Government and by organizations and

individuals doing business with the Government:

(11) promoting fair dealing and equitable relationships among

the parties in Government contracting; and

(12) otherwise promoting economy, efficiency, and effectiveness

in Government procurement organizations and operations.

ESTABLISHMENT OF THE COMMISSION

Sec. 2. To accomplish the policy set forth in section 1 of this Act.

there is hereby established a commission to be known as the Commis-

sion on Government Procurement (in this Act referred to as the

"Commission").

MEMBERSHIP OF THE COMMISSION

Sec. 3. (a) The Commission shall be composed of twelve members,

consisting of (1) three members appointed by the President of the

Senate, two from the Senate (who snail not be members of the same

political party), and one from outside the Federal Government, (2)

three members appointed by the Speaker of the House of Representa-

tives, two from the House of Representatives (who shall not be mem-

bers of the same political party), and one from outside the Federal

Government, (3) five members appointed by the President of the
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140

Par,*

Appointment

by President.

auorum.

Vacancies.

Pub. Law 91-129

- 2

November 26, 1969

Cnited States, two front the exemtive branch of tlie Government and

three from outside the Federal Government, and (4) the Comptroller

General of the I'nited States.

(h) The Commission shall select a Chairman and a Vice Chairman

from among its members.

{<■) Seven members of the ('ommission shall constitute a quorum.

(d) Any vacancies ill the Commission shall not affect its powers,

but shall be rilled in the same manner as the original appointment.

Studv of

procurement

procedures.

Report to

Congress.

B3 STAT. 270

83 STAT. 271

80 Stat. 498;

Ante, p. 190.

5 USC 5701-

5708.

Travel ex-

penses, etc.

DIT1ES OF Tl IE COMMISSION

Sw. 4. (a) The Commission shall study and invotisntc the present

statutes affecting Government procurement; the procurement policies,

rules, regulations, procedures, anil practices followed by the depart-

ments, bureaus, agencies, boards, commissions, offices, independent

establishments, and instrumentalities of the executive branch of the

Federal Government; and the organizations by which procurement is

accomplished to determine to what extent these facilitate the policy-

set forth in the first pert ion of this Art.

(b) Within two years from the date of enactment of this Act, the

Commission shall make a final report to the Congress of its findings

ami of its recommendations for changes in statutes, regulations,

policies, and procedures designed to carry out the policy stated in

section 1 of this Act. In the event the Congress is not in session at the

end of such two-year period, the final report shall l>e submitted to

the Clerk of the House and the Secretary of the Senate. The Commis-

sion may also make such interim reports as it deems advisable.

COMPENSATION OF MEMHERS OK THE COMMISSION

Sec. .">. (a) Members of the Commission who are Members of Con-

gress or who are officers or employees of the executive branch of the

Federal Government, and the Comptroller General, shall receive no

compensation for their services as members of the Commission, but

shall 1* allowed necessary travel expenses (or in the alternative,

mileage for use of privately owned vehicles and a per diem in lieu

of subsistence not to exceed the rates prescribed in sections 5702 and

5704 of title 5, United States Code), and other necessary expenses

incurred by them in the performance of duties vested in the Commis-

sion, without regard to the provisions of sul>chapter I, chapter 57 of

title 5, Cnited States Code, the Standardized Government Travel

Regulations, or section 5731 of title o, Cnited States Code.

(b) The members of the Commission appointed from outside the

Federal Government shall each receive compensation at the rate of

$100 for each day such member is engaged in the actual performance

of duties vested in the Commission in addition to reimbursement for

travel, subsistence, and other necessary expenses in accordance with

the provisions of the foregoing subsection.

POWEHS OF THE COMMISSION

Sec. fi. (a)(1) The Commission, or at its direction any subcommittee

or member thereof, may, for the purpose of carrying out the provi-

sions of this Act, hold such hearings, sit and act at such times and

places, administer such oaths, and require by subpena or otherwise the
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Considerations

November 26, 1969

3 -

Pub. Law 91-129

Attendance and testimony of such witnesses and tlie production of suA\

books, records, correspondence, memorandums, papers, and documents

as the Commission or such sulx-ommittee or memlier may deem advis.

able. Any member of the Commission may administer oaths or affir-

mations to witnesses appearing before the Commission or before such

subcommittee or memlier. Subpenas may be issued under the signature

of the Chairman or Vice Chairman and may be served by any person

designated by the Chairman or the Vice Chairman.

(■2) In the case of contumacy or refusal to obey a subpena issued

under paragraph (1) of this subsection by any person who resides, is

found, or transacts business within the jurisdiction of any district

court of the I'nited States, such court, upon application made by the

Attorney General of the United States, shall have jurisdiction to issue

to such person an order requiring such person to appear before the

Commission or a subcommittee or member thereof, there to produce

evidence if so ordered, or there to give testimony touching the matter

under inquiry. Any failure of any such psnan to obey any such order

of the court may be punished by the court as a contempt thereof.

(b) The Commission is authorized to acquire directly from the head

of any Federal department or agency information deemed useful in the

discharge of its duties. All departments and agencies of the Govern-

ment are hereby authorized and directed to cooperate with the Com-

mission and to furnish all information requested by the Commission

to the extent permitted by law. All such requests shall be made by or

in the name of the Chairman or Vice Chairman of the Commission.

(c) The Commission shall have power to appoint and fix the com-

pensation of such personnel as it deems advisable without regard to the

provisions of title 5, United States Code, governing appointments in

the rnmpcritirf service, and such personnel may be paid without regard

to the provisions of chapter 51 and subchapter III of chapter 53 of

such title relating to classification and General Schedule pay rates, but

no individual shall receive compensation at a rate in excess of the maxi-

mum rate authorized by the General Schedule. In addition, the

Commission may procure the services of experts and consultants in

accordance with section 3109 of title 5, United States Code, but at

rates for individuals not in excess of $100 per diem.

(d) The Commission is authorized to negotiate and enter into con-

tracts with private organizations and educational institutions to carry

out such studies and prepare such reports as the Commission deter-

rin order to carry out its duties.

Cooperation

of Federal

agencies.

Compensation

of personnel.

STAT. 271

80 Stat. 443,

467.

5 USC 5101,

5331, 5332

note,

80 Stat. 416.

Contraot

authority.

GOVERNMENT DEPARTMENTS AND AGENCIES AUTHORIZED TO AID

COMMISSION

Sec. 7. Any department or agency of the Government is authorized

to provide for the Comm'ssion such services as the Commission requests

on such basis, reimbursable or otherwise, as may be agreed between the

department or agency and the Chairman or Vice Chairman. All such

requests shall be made by or in the name of the Chairman or Vice Chair-

man of the Commission.

90-185 0-88-18

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



534

83 STAT. 272

Pub. Law 91-129 - 4 - November 26, 1969

Sec. 8. One hundred and twenty days after the submission of the

Ante, p. 270. final report provided for in section 4 of this Act, the Commission shall

cease to exist.

AUTHORIZATION OF APPROPRIATIONS

Sec. 9. There are hereby authorized to be appropriated to the Com-

mission such sums as may be necessary to carry out the provisions of

this Act.

Approved November 26, 1969.

LEGISLATIVE KISTORYl

HOUSE REPORTSl No. 91-468 (Com. on Government Operations) and

No. 91-613 (Conn, of Conferenoe).

SENATE REPORT No. 91-427 aooonpanylng S. 1707 (Comm. on

Government Operations).

CONGRESSIONAL RECORD, Vol. 115 (1969)l

Sept. 231 Considered and paseed House.

Sept. 261 Considered and passed Senate, amended, In lieu of

S. 1707.

Nov. 121 Senate agreed to oonferenoe report.

Nov. 131 House agreed to oonferenoe report.

GP0 ST.13*
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Gen**1

Public Law 92-47

92nd Congress, H. R. 4848

July 9, 1971

an act

To amend the Act nf NoveiulaT 26, 1969, to provide for an extension of the date

r»n which the CommiMaion on Government Procurement Mlirill stiliuiit Jta final

Be it enacted hy the Senate and Howe of Representatives of the

United State* of America in Congress assembled. That subsection (b) Cocwnission on

of section 4 of the Act of November 26, 19fi9 (83 Stat. 271; 41 I'.S.C. Government Pro-

251. note), is amended to read as follows: curement.

•'(b) The Commission shall make, on or before December 31, 1972, ?epor^s*° ex_

a final re port to the Congress of its findings and its recommendations t°JJf^"'' eX~

for changes in statutes, regulations, policies, and procedures designed

to cany out the policy stated in section 1 of this Act. In the event the

Congress is not in session at the time of submission, the final report

shall be submitted to the Clerk of the House and the Secretary of the

Senate. The Commission may also make such interim reports as it

deems advisable."

Approved July 9. 1971.

LEGISLATIVE mSTORfl

HOUSE REPORT No. 92-145 (Conm. on Government Operations).

SENATE REPORT No. 92-231 (Oeran. on Government Operations).

CONGRESSIONAL RECORD, Vol. 117 (1971) I

May 17, oonflldered and passed House.

June 24, considered and passed Senate.

WO 41- i
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AppENDIX B

Data on Study Groups

FULL-TIME STUDY GROUP PARTICIPANTS

LOANED TO THE COMMISSION ON GOVERNMENT PROCUREMENT

STUDY GROUP 1 (UTILIZATION OF RESOURCES)

Evaluated the manner in which the Government uses procurement to acquire,

maintain, and utilize resources in the national interest. This included the Government's

decision to provide services and products in-house or to purchase them from private

industry, mobilization production planning, and maintenance of a technological base.

Chairman

The Mitre Corporation

Vice Chairmen

American Telephone and Telegraph Com-

pany

James W. Roach

Frank A. Robinson, Jr.

William D. Russell*

Evan D. Anderson

Jerome S. Antel

Paul Atwood

Lloyd Dyer, Jr.

Daniel M. Hamers

Thomas P. Rider

Earl Ullman

* Replaced Frank A. Robinson, Jr.

RCA Service Company

Members

Office of the Assistant Secretary of 1

(Installations and Logistics)

Department of the Army

Department of the Army

International Telephone and Telegraph

Corporation

Atomic Energy Commission

General Accounting Office

American Telephone and Telegraph Com-

pany

STUDY GROUP 2 (CONTROLS OVER THE PROCUREMENT PROCESS)

Analyzed the procurement process as an instrument for carrying out such socio-

economic objectives as those relating to employment discrimination, unemployment,

labor standards, and environmental protection. Also examined the process by which

the procurement of goods and services is funded and the role of small business in

Lawrence B. Ocamb

Charles W. Neuendorf

Eugene J. Davidson

Eugene M. English

John Garmat

David L. Hirsch

Alice Hodnett

Raymond Kamrath

Fred T. Plybon

Allan G. Vetter

Harold M. Zinn

Chairman

AVCO Corporation

Vice Chairman-

Office of the Assistant Secretary of Defense

(Comptroller)

Members

Small Business Administration

General Services Administration

Department of the Treasury

Norris Industries

Atomic Energy Commission

Department of Labor

General Accounting Office

Veterans Administration

Department of LaborG
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STUDY GROUP 3 (REGULATIONS)

Studied the regulations and the regulatory process governing Federal pi

with emphasis on the role and structure of regulations as a management

how they are developed, and whether they are serving their purpose.

Wayne M. Wallace

Leroy J. Haugh

Robert C. Bryan

Russell Y. Cooke, Jr.

Norman V. Gomes

Irving Liberman

John H. Mitchell

John E. Preston

Floyd R. Sherman

William J. Wilken

Chairman

Control Data Corporation

Vice Chairman

Office of the Assistant Secretary of De-

fense (Installations and Logistics)

Members

Department of Agriculture

Sperry Rand Corporation

Jet Propulsion Laboratory

Defense Supply Agency

Hercules, Incorporated

General Accounting Office

General Services Administration

National Aeronautics and Space

Administration

STUDY GROUP 4 (LEGAL REMEDIES)

Analyzed the remedies and disputes-resolving processes which are available to the

Government, prime contractors, subcontractors, and prospective contractors.

Russell Fairbanks

Moody R. Tidwell, III

Chairman

Rutgers University School of Law

Vice Chairman

Department of the Interior

Andrew L. Bain

Eugene Brownell

John A. Erlewine .

Donald A. Giampaoli

Irving JafTe

John A. Mclntire

John A. McWhorter

William Munves

Paul Shnitzer

Richard Speidel

Lawrence P. Stitch

John A. Stichnoth

Singer-General Precision, Inc.

Kurz and Root

Atomic Energy Commission

Associated General Contractors of

America

Department of Justice

Department of the Navy

King and King, Attorneys-at-Law

Department of the Air Force

General Accounting Office

University of Virginia

International Businc

Corporation

Union Carbide Corporation

STUDY GROUP 5 (ORGANIZATION AND PERSONNEL)

Reviewed the manner in which Federal agencies are organized and staffed to carry

out their procurement mission. Also examined the qualifications of procurement person-

nel and developed ways to increase proficiency and promote career development of the

procurment work force.

Allen A. Kaufmann

Chairman

Litton Industries, Incorporated
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147

Vice

Robert D. Lyons

Thomas Anderson

Arthur E. Epperson

Harvey M. Kennedy

Charles J. Kenny

John C. King:

Robert A. Nolan

Frank J. Walcovich

Douglas J. Wishart

Office of the Assistant Secretary of Defe

(Installations and Logistics)

Members

Defense Contract Administration Services

General Accounting Office

U.S. Civil Service Commission

Honeywell, Incorporated

General Services Administration

Atomic Energy Commission

Martin Marietta Corporation

STUDY GROUP 6 (PRE-CONTRACT PLANNING)

Considered how and

contracts, including' professional services, and how best to fairly and

select contractors. In addition, evaluated patent policy, contract types

specifications and standards, technical risk analysis, and planning procedures.

Chairman

Atomic Energy Commission

Vice Chairman

Martin Marietta Corporation

petition for its

Jarold C. Valentine

Howard D. Clark, Sr.

Thomas P. Connolly

James E. Harvey, Jr.

Franklin L. Hunting

Edward H. Koch

Joseph W. Lund

Richard A. Martin

Robert A. McKay

Samuel B. Mesnick

Members

LTV Electrosystems, Incorporated

General Services Administration

National Security Industrial Association

Westinghouse Electric Corporation

Department of the Navy

General Accounting Office

Texas Instruments, Incorporated

Atomic Energy Commission

Department of the Air Force

Harold C.

Edward J. Kirkham

Paul R. Kittle, Sr.

John W. Leinhardt

Paul McErlean

Joseph A. Nocera

Donald W. O'Bryan

Robert L. Palmer

STUDY GROUP 7 (COST AND PRICING INFORMATION)

Studied factors that influence the establishment of price, such as the estimating of

unknowns and technical uncertainties, risk analysis, inflationary trends, warranty

provisions, funding limitations, cost accounting standards, cost allowability principles,

and Truth in Negotiations Act.

Chairman

Northrop Corporation

Vice Chairmen

McDonnell Douglas Astronautics Company

National Aeronautics and Space Adminis-

tration

Members

Grumman Aerospace Corporation

International Business Machines Corpora-

tion

Office of the Assistant Secretary of Defense

(Comptroller)

Atomic Energy Commission

Department of the Army

Defense Contract Audit Agency

Defense Supply Agency

Defense Contract Audit Agency

General Accounting Office

Honeywell, Incorporated

J. Grant Macdonnell

Richard M. Randall

Richard P. White

E. L. Baker, Jr.

Daniel F. Cleary
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Pat a

STUDY GROUP 8 (NEGOTIATIONS AND SUBCONTRACTING)

Evaluated the conduct of negotiations, including the allocation of risks and benefits.

Additionally, problems of the Government contracting authority in the negotiation

process, constraints on business judgment, and the degree of latitude granted the

Government negotiator were examined.

Chairman

Arthur Linkins Eastman Kodak Company

Vice Chairmen

John T. Howard Defense Supply Agency

Robert E. Rodney Defense Supply Agency

John W. Carley

Carl S. Grossman

John Hemlick

Carl J. Mitchell

Warren D. Orr

Members

ITEK Corporation

Defense Contract Audit Agency

Department of the Army

General Services Administration

Lockheed Missiles and Space Company

STUDY GROUP 9 (REPORTS AND MANAGEMENT CONTROLS)

Studied the authority, generation, and use of procurement reports and management

control systems.

Chairman

Rear Adm. Edward F. Metzger, USN Department of the Navy

Vice Chairman

W. Stewart Hotchkiss TRW, Incorporated

Marvin D. Coffiand

George E. Fleury

D. W. Neal

Stanley I. Sachs

A. Anthony Scarpa

Comdr. Patrick D. Sullivan,

John F. Wood

Members

Department of the Air Force

General Accounting Office

The Boeing Company

Westinghouse Electric Corporation

Department of the Army

USN Defense Supply Agency

International Business Machines Corpora-

tion

STUDY GROUP 10 (CONTRACT AUDIT AND ADMINISTRATION)

Addressed such contract administration matters as adherence to contract schedules,

quality assurance, control over contractual changes, and timeliness in the clogeout of

completed contracts. Also evaluated the effectiveness with which specific contractual

provisions are administered, i.e., payments, suspension of work, terminations, inspec-

tion and testing, and the audit of contractors' records.

Robert S. MacClure

Robert F. Larkin

Frank B. Colby

Gerald A. Couture

Herbert C. Duffy

Robert L. Fitzgerald

Michael J. Francone

David W. Johnson

Robert P. Meahl, Jr.

Ronald G. Tormey

Troy R. Willson

Peat, Marwick, Mitchell and Company

Vice Chairman

Defense Contract Administration Services

Members

United Aircraft Corporation

Environmental Protection Agency

Department of Health, Education, and

Welfare

General Services Administration

Defense Contract Audit Agency

Department of the Navy

General Accounting Office

Colt Industries

Mason and Hangar-Silas Mason Co.,
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STUDY GROUP 13 (COMMERCIAL PRODUCTS,

ARCHITECT-ENGINEER SERVICES, AND CONSTRUCTION)

Chairman

Robert J. Brown Atomic Energy Commission

Vice Chairman

William H. Norton J. T. Baker Chemical Company

STUDY GROUP 13A (COMMERCIAL PRODUCTS)

Studied the procurement of equipment, material, and services generally available

through established commercial sources. Emphasis was placed on an evaluation of

total costs, including item price, acquisition system costs, and cost of the product

Coi. George Ostrowski, USAF Department of the Air Force

Vice Chairman

Francis E. Daigle General Electric Company

Members

Francis C. Bryan John Sexton and Company

Roy C. Chisholm General Services Administration

John W. Egan A. T. Kearney Company, Incorporated

G. Kent Godwin Department of Agriculture

Raymond L. Harshman Small Business Administration

Dr. Claire R. Miller Honeywell, Incorporated

John J. Mitchell Department of State

John J. Shea Veterans Administration

Lt. Col. Walter B. Sloan, USAF Defense Supply Agency

STUDY GROUP 13B (ARCHITECT-ENGINEER SERVICES)

Examined procedures unique to architect-engineer services and the possibilities for

increasing competition in this area of contracting.

Chairman

Leo A. Daly, Jr. Leo A. Daly Company

Vice Chairman

Thomas L. Peyton, Jr. General Services Administration

Roger S. Long Department of the Navy

Robert J. Piper The Perkins & Will Corporation

Roy L. Poore Department of the Army

BUly T. Sumner Barge, Waggoner, Sumner & Cannon

Travis Thompson Atomic Energy Commission

STUDY GROUP 13C (CONSTRUCTION)

Evaluated the entire construction procurement cycle, from planning to occupancy,

including variations between Government and commercial practices.

Chairman

Robert J. Fitz Department of the Army

Members

H. N. Hockensmith Brown and Root, Incorporated

Charles F. Palmetier Department of the Interior

Robert S. Penter Bechtel Corporation

Comdr. Joseph L. Reese, Jr., USN Department of the Navy

William P. Snyder Atomic Energy Commission
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genera

I Procurement Considerations

SOURCE OF STUDY GROUP PARTICIPANTS LOANED

TO THE COMMISSION ON GOVERNMENT PROCUREMENT

151

Consult-

ant*

Study Group

Govt.

Industry

Other •

Govt.

Industry

Other'

Total

Utilization of resources

5

5

0

1

5

6

0

22

Controls over the procurement

process

9

2

0

0

3

1

2

17

Regulations

6

4

0

4

0

0

0

14

Legal remedies

7

3

5

6

1

0

4

26

Organization and personnel

7

3

0

22

4

4

6

46

Pre-contract planning

6

. 4

1

20

13

fi

6

54

Cost and pricing information

8

5

0 .

3

10

0

1

27

Negotiations and subcontracting

5

3

0

4

14

5

3

34

Reports and management controls

5

4

0

4

5

0

0

18

Contract audit and administration

7

4

0

1

5

1

0

18

Research and development

7

3

3

1

3

12

3

32

Major systems acquisition

8

8

8

34

84

16

8

104

Commercial products,

architect-engineer services,

and construction

1

1

0

0

0

0

0

2

. Commercial products

7

4

0

0

6

0

1 .

18

. Architect-engineer services

4

8

n

4

6

0

0

17

. Construction

4

'8

0

5

0

0

0

11

- Statutes *

0

0

0

0

0

2

0

2

Total

96

58

11

109

109

68

27

462

• Includes) participants from universities, foundations, and

b Major effort waa performed by the staff of the Co mm us*

• There were also approximately 270 attorneys in the Commiai

r assisted the Study Groups.

DISCIPLINES REPRESENTED ON

STUDY GROUPS

industry, professional, and trade associations.

SUMMARY OF STUDY GROUP

Number of

Administration/management

Audit/accounting

Engineering

Finance

Discipline*

6

22

15

32

8

16

66

Total 166

SUMMARY OF PUBLIC MEETINGS HELD

BY STUDY GROUPS

Thirty-six public meetings were convened in 18 cities.

Number of Study Groups that held public meetings 6

Total attendance 1,035

Total number of speakers 142

Government:

Civil agencies

Department of Defense

Financial, industrial, and

other profitmaking

organizations

Industry, professional, and

trade associations

Colleges and universities

Federally funded research i

development centers

Miscellaneous

Total

Study Groups visited installations

and the District of Columbia.

Approximately 12.000

ducted by the study groups.

270

14

109

49

35

46

2,047
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AppENDIX C

Commission Support Staff*

Gearline C. Adams

Mary M. Gray

Steven L. Preister

Sue W. Adkins

Richard C. Guay

Bernadette W. Price

peborah R. Babcock

Rebecca A. Gute

Virginia Puffenbarger

William L. Banks

Josephine V. Haley

Frances K. Raftery

Claudia F. Barnes

Mabel Hall

Barbara A. Rauth

Sharon A. Beechko

Belita K. Hardesty

Juanita A. Richards

Carol C. Bell

Sandra M. Harris

Vivian D. Richardson

Pauline T. Bischoff

Richard D. Heironimus

Gwendolyn D. Rivers

Susie A. Bowles

Nancy A. Hiner

Sandra J. Robertson

Helen T. Bradley

Louis 0. Hinton

Gene L. Romesburg

Janet K. Brickey

Lucy J. Itterly

Margaret M. Schuler

Phyllis Britt

Clifton M. Jackson

Natalie H. Schuman

Catherine A. Burleson

Cloria Jackson

Nancy S. Shade

Phyllis M. Byrne

Katherine G. Jahnel

John M. Shannon

Claire B. Cann

Cynthia D. Johnson

Mildred D. Sher

Nola Casieri

Helen B. Johnson

Janey L. Shine

Marylyn L. Clark

Shirley S. Johnson

Catherine A. Smith

Geraldine B. Clifton

Juanita S. Jones

0. Diane Southard

James C. Cochran

Kathleen Kelly

Janice E. Stanfield

Theresa D. Coleman

Randolph W. King

Shirley A. Staton

Dorothy E. Collins

Marykathryn Kubat

Raymond C. Stevenson

Martha A. Cook

Wanda J. Lamb

Constance B. Stewart

Carol B. Cunningham

Rose A. Lawrence

Laura C. Swartz

Mildred B. Dangielowicz

John E. Levan

Joyce F. Tanner

Jane L DeNeale

Carolyn A. Levere

Vernetta Tanner

Madeline C. Devan

James L. Lyles

Virginia L. Thaxton

Donald L. Disier

Bonnie Lucas

Betty M. Thompson

Janet P. Donovan

Mary C. Mclntire

Carol L. Thompson

Dorothy J. Douglas

Alice H. Mason

Lucy E. Toland

Sue H. Dye

Jean R. Mathis

Jean A. Tressler

Delores Edmonson

Benjamin 0. May

Vivian E. Tyler

Joyce R. Edwards

Margaret A. Molesworth

Arleen W. Vandemark

Jane M. Ellett

Nancy C. Morrison

Bernadette M. Washington

Vance C. Ellis

Patricia A. Newton

Muriel J. White

Dorothy L. Evans

Mary A. Nikolic

Katherine S. Wilson

Michael E. Evans

Ella F. Owens

Mignon J. Wilson

Martha A. Fairhead

Betty J. Pass

Marian R. Winkler

Michael R. Flowers

Margaret L. Pavell

Jean A. Wood

Donald P. Frazee

Diane R, Perkins

Jeannie C. Yeats

Barbara P. Friend

Carolyn L. Petty

Mazie 0. Young

Gloria M. Goodwin

Joyce M. Pool

Sophie M. Zawistoski

'Number* of personnel and periods of service varied to meet demands of Study Groups.
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APPENDIX |

ESTIMATED TOTAL GOVERNMENT PROCUREMENT

FISCAL YEAR 1972

OTHER ($ BILLIONS)

PROCUREMENTS

Does not include salaries of personnel engaged

in procurement activities.
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General Procurement Considerations 155

Estimated Government Expenditures For

procurement and Grants

Government Procurement by Executive Aoentnei

Ftecai J171

(BMiom o/ dollar mi

Aeeney Total

Department of Defense 1 39.35

civilian executive agencies"

Atomic Energy Commission 2.88

Department of Agriculture 2.62

National Aeronautics and Space Administration 2.48

General Services Administration 1.31

Veterans Administration 0.74

Department of Health, Education, and Welfare 0.72

Department of Transportation 0.70

Department of the Interior 0.65

Department of Labor 0.38

Department of Housing and Urban Development 0.25

Tennessee Valley Authority 0.23

Department of State 0.20

Department of Commerce 0.17

Department of the Treasury 0.16

Other agencies 1.00 14.49

Other expenditures which should be classified as procurement

Executive printing by GPO * 0.18

Blind-made products 1 0.02

Government bills of lading" 1.05

Government transportation requests' 0.38

Commercial utilities and communications * 1.50

Rents paid by GSA * 0.51 3.64

Total estimated Government procurement' 57.48

• U.S. Department of Detente. Office of the Secretary of Defeiue. Military Prim* Contract Award, and Subcontract Payment, and Com-

mitment*. July 1871-June I97t; and Commission Studies Program.

H' S General Services Administration. Office of Finance. Proeurtmeni by Civilian Execnlive -loenctee. Period July I, tin-June 10,

:t7t. and Commission Studies

* Estimated by the Commission.

'Information furnished by GAO and

• Information furnished by GSA and
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APPENDIX E

Data on the Procurement Work Force

THE PROCUREMENT WORK FORCE

HIGHLIGHTS, 1971

MB

ESTIMATED TOTAL —80,000

POSITIONS REPORTED—61,000

POSITIONS ANALYZED—57 000 (THOSE ANSWERING

QUESTIONNAIRES)

DEPARTMENTAL DISTRIBUTION

76%—DEPARTMENT OF DEFENSE

24%—ALL OTHER DEPARTMENTS

GOVERNMENT PROCUREMENT REFERENCE

(CIVILIAN STAFF)

NONE, OR LESS

THAN 1 YEAR — 8%

1-5 YEARS —26%

OVER 5 YEARS—66%

j OVER 50% WILL BE ELI-

GIBLE TO RETIRE BY END

OF 1980—OBVIOUSLY FROM

THE MOST EXPERIENCED

1 GROUP

AVERAGE EDUCATION

(CIVILIAN STAFF)

HIGH SCHOOL, PLUS 3 MONTHS COLLEGE

Source: Commission Studies Program (based on responses to Com-

mission questionnaires).

MANAGEMENT LEVEL MIX

MIL 0-6

CIV. GS-15

(AND ABOVE)

CIVILIAN

77%

MIL.

23%

TOTAL STAFF

OWLIAN

DISTRIBUTION OF

HIGHER LEVEL CIVILIAN AND MILITARY

PROCUREMENT POSITIONS

34%

GRADE 0-4

(GS-13 EQUIVALENT

AND ABOVE)

18%

GS-13 AND ABOVE

MILITARY

CIVILIAN

COMPOSITION OF THE FEDERAL GOVERNMENT PROCUREMENT

WORK FORCE, BY AGE

A" Civilian

20 and under 12

21—25 1,206

26—30 3,093

31—35 4,324

36-^0 5,934

41—45 7,215

46—50 11,235

51—55 10,845

56—60 6,176

61—65 2,674

66—70 579

Total 53,293

Percent

Military

Percent

Total

Percent

—

61

1.4

73

0.1

2.3

749

17.3

1,955

3.4

5.8

1,060

24.5

4,153

7.2

8.1

721

16.7

5,045

8.7

11.1

838

19.4

6,772

11.8

13.5

449

10.4

7,664

13.3

21.1

279

6.4

11,514

20.0

20.4

143

3.3

10,988

19.1

11.6

24

0.5

6,200

10.8

5.0

4

0.1

2,678

4.6

1.1

—

—

579

1.0

100.0

4,328

100.0

57,621

100.0

Source: Commission Studim Protmn

to Commission quostio

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



548

QfDtrtI Procurement Considerations ^

COMPOSITION OF THE FEDERAL GOVERNMENT PROCUREMENT

WORK FORCE, BY HIGHEST LEVEL OF EDUCATION

than high school

gifh school

post high school

le*st 30 aemester hoars of

college credit

At lesst 60 semester hours of

college credit and/or a junior

college certificate (AA) (AS)

At least 90 to 120 semester

hours of college credit

Bachelor's degree

L,w degree (LLB, JD, etc.)

Doctor's degree

2,073

3.9

38

n.9

2,111

3.7

20,864

38.9

891

22.0

21,755

37.8

1,513

2.8

1<

0.4

1,629

2.6

4,228

7.9

Ml

M

4,439

7.7

3,812

7.1

154

3.8

3,966

6.C

2,787

5.2

108

2.7

2,895

5.0

14,529

27.1

1,572

38.8

16,101

27.9

1,104

CI

82

2.0

1,186

2.1

2,183

4.1

923

22.8

3,106

5.4

475

0.9

68

1.4

533

0.9

53,568

100.0

4,053

100.0

67,621

100.0

COMPOSITION OF THE FEDERAL GOVERNMENT

PROCUREMENT WORK FORCE, BY YEARS OF GOVERNMENT

PROCUREMENT EXPERIENCE

O^TwmmU proenre,

Civilian'

Percent

JfflitorV"'*'* *

Percent

Total

Percent

None or less thi

an one year

'4,303

8.0

391

9.6

16[237

8.2

1_ 5 years

13,809

25.8

2,428

60.0

28.2

6—10 years

13,078

24.5

659

16.3

13,737

23.8

11—15 years

8,593

16.0

339

8.4

8,932

15.5

16—20 years

7,609

14.2

190

4.7

7,799

13.5

21—25 years

3,739

7.0

34

0.8

3,773

6.5

26—30 years

2,041

u

•

0.2

2,050

3.6

31 years and on

■er

396

0.7

3

—

399

0.7

Total

53,568

1OO.0

4,063

100.0

57,621

100.0
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APPENDIX F

Steps in the Procurement Process

There is no simple uniform set of detailed

actions for each step in the procurement proc-

ess (as depicted in figure 1). The process

differs according to the agency conducting the

procurement; the goods or services required;

the size, type, and complexity of the procure-

ment; the economic interests and concerns

of the public in a given transaction; and the

laws and procedures that apply in each case,

part A covers some general considerations in

the procurement process; Parts B through J

cover issues relating to specific types of pro-

curement and detailed legal considerations.

Policy Development

Policy development and implementation are

eventually expressed through a legal and ad-

ministrative structure which provides the

foundation for procurement activities. Stat-

utes and regulations dealing with national

policy objectives, such as social goals, also are

implemented through the procurement process

and form a part of this foundation.

Work Force

The key to successful conduct of procurement

within an agency is the procurement work

force. The agency's contracting officers and

other professional specialists are members of

the procurement team. If a need is special or

complex, the team may include project man-

agers, scientists, engineers, lawyers, account-

ants, price analysts, and other specialists

whose services may be required at one or more

steps of the procurement (for example, identi-

fying the need; planning; contractor solicita-

tion and selection; contract negotiation; and

contract administration).

THE PROCUREMENT PROCESS

Figure 1

Needs

A need for a simple commercial item may

result from the normal depletion of stock. The

mechanics for satisfying such a requirement

may be routine to the extent that computers

are used to determine desired quantities and

delivery schedules and to initiate purchase re-

quests. Satisfaction of a need for a yet-to-be-

developed major system (involving research, de-

velopment, testing, production, construction,

installation, training, operation, and mainte-

nance) requires complex planning and procure-

ment considerations. All decisions to contract

for needs must be supported by congressional

appropriations.
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Some needs can be met through: (a) pro-

curement of commercial items, (b) use of

"in-house" or intragovernment resources, or

(c) acquisition of special items from private

sector suppliers. Under (b) or (c) above, it

may be necessary to modify a product, de-

velop a new product, or even develop new

technology.

Planning

FORMS OF COMPETITION

The basic forms of procurement include (1)

advertising, (2) competitive negotiations, and

(3) negotiations with a sole-source. One of the

three forms must be decided on prior to con-

tractor solicitation and selection.

TYPE OF CONTRACT

Selection of the type of contract best de-

signed to fulfill a procurement goal is a basic

planning factor. Contract types vary accord-

ing to the degree of risk assumed by the con-

tractor and the amount of profit incentive

offered for achieving the Government's ob-

jectives. At one end of the spectrum is the

firm-fixed-price (FFP) contract in which the

contractor agrees to deliver the supplies or

services for a specified price which includes

profit. At the other end is the cost-plus-a-fixed-

fee (CPFF) contract, in which profit is fixed in

the form of a specified fee and the contractor

is reimbursed for his allowable costs. Selection

of contract type is influenced by factors such

as the financial liability of the Government,

the adequacy of cost information furnished

by the contractor, the nature of the work,

associated risks, and current market condi-

tions.

COST ESTIMATES

Cost estimates are needed for initial and

subsequent planning and frequently must be

revised at several stages of a procurement.

The quality of an estimate depends on the time

Part*

available to prepare it, the amount and kind

of data available, the precision used in defining

the object to be estimated, the extent of tech-

nical and economic uncertainties, and the skill

of the estimator.

Estimates are used in making cost-benefit

analyses; in deciding whether to continue a

program; in revising requirements; in evaluat-

ing alternative or competitive courses of ac-

tion; in budgeting to obtain funding; and in

apportioning funds. Estimates are also used to

prepare independent judgments before solicita-

tion of proposals and to establish negotiating

positions and goals after receipt and analysis

of proposals.

Solicitation

A solicitation document should reflect all

key decisions made in the initial planning. An

invitation for bid (IFB) is used to solicit

competitive sealed bids. A request for pro-

posal (RFP) is used to solicit competitive and

sole-source proposals.

An IFB must be precise because bidders

are required to bid on exactly what is set forth.

Deviations from the requirements of the IFB

usually disqualify the bidder. RFPs permit

more flexibility and judgment in making busi-

ness decisions.

Generally, IFBs are sent to a large number

of firms. Any firm that requests an IFB may

obtain one. When other competitive procedures

are used, agencies generally select the firms

to which an RFP will be sent; however, addi-

tional firms may request an RFP and submit

a proposal.

Selection and Award

FORMAL ADVERTISING

The formal procedures for the public open-

ing and recording of responses to invitations

for bids (IFBs) involve: preparation of ab-

stracts of all bids received; public examina-

tion of all bids; and, where required, a
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decision as to the disposition of any late bids

0r modifications received.

All bids are reviewed for possible mistakes,

exceptions, and missing information. A formal

determination must be made of the responsive-

ness of all bidders to the requirements of the

IfB and the low-responsive bidder identified.

A positive determination then must be made

0f the low-responsive bidder's capability to

perform on the contract. Following these de-

terminations, the contract can be awarded.

NEGOTIATED PROCUREMENT

Responses to competitive requests for pro-

posals (RFPs) are received at a specified time,

but there is no public opening or abstracting.

However, procedures do call for an elaborate

review of proposals received. Initially it must

be determined that offerors have complied fully

with the requirements of the RFP. A business

evaluation is made of prospective suppliers by

the contracting officer and the specialists sup-

porting the contracting officer in determining

the offeror or offerors with whom to negotiate.

Negotiations with the selected offeror or of-

ferors may include details regarding the work

to be accomplished, terms and conditions of

the contract, and its price. Cost and profit

considerations are primary factors in the

process by which the prices of negotiated con-

tracts, or modifications thereto, are established.

The Government's requirement for cost and

pricing information includes a determination

of whether the prices are reasonable and well-

defined. Other factors that must be considered

are: contract type; nature of the work (re-

search, development, production, services);

161

technical uncertainties; risk factors; social and

economic considerations; inflationary trends;

warranty provisions; funding limitations; and

competitive pressures—all of which affect the

cost and price of a product or service. Following

successful negotiation of these considera-

tions, a contract is awarded to the bidder pro-

posing the most advantageous offer to the

Government, price and other factors considered.

Contract Administration

Contract administration involves the actions

necessary to assure compliance with the terms

and conditions of the contract. Typical ac-

tivities include: negotiation of overhead rates;

determining allowability of costs; review of

contractor management systems; pre-award

surveys; proposal evaluation; cost/price analy-

sis; production surveillance; inspection and

testing, and responsibility for Government-

furnished property and facilities. A significant

amount of resources are devoted to the quality

assurance function which consists of the ac-

tions taken to ensure that goods and services

meet specified technical requirements.

Another important aspect of contract ad-

ministration is contract audit which provides

accounting and financial advisory service in

connection with the negotiation, administra-

tion, and settlement of contracts and subcon-

tracts. Examples of significant contract audit

functions are audits required by the Truth in

Negotiations Act, analysis of contractor vouch-

ers, and prenegotiation reviews of contractor

cost proposals.
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APPENDIX G

Historical Development of the Procurement Process

RECURRING ISSUES IN

PROCUREMENT HISTORY

Many problems relating to the Federal Gov-

ernment's procurement of goods and services

have been with us since the beginning of the

Nation. The evolution of the procurement proc-

ess has been strongly influenced by several

recurring issues: Who will be in charge?

What methods will best encourage competi-

tion? How can excessive profits be prevented

and reasonable prices be ensured? How can

accountability to the public be attained?

What is the role of the public vs. the private

sector in supplying Federal needs? Can socio-

economic goals be attained by means of the

procurement process?

MILITARY ACTIVITY AS NATURAL

TURNING POINTS

The most significant developments in pro-

curement procedures and policies have occurred

during and soon after periods of large-scale

military activity.

The Revolutionary War Period

During the Revolutionary War, purchasing

activity was characterized by sharp and primi-

tive practices, untrained purchasing officials,

profiteering, poor supplies, and deficient man-

agement.

The Second Continental Congress took con-

trol of the Army in June 1775 and appointed

a commissary-general to purchase provisions.

Colonists rarely accepted Continental currency,

thus creating the greatest business difficulty at

that time.

One of the earliest problems in selecting be-

tween public and private sources for meeting

Government needs occurred in 1776. Because

of a lack of interest by private enterprise,

General Washington asserted that he would

manufacture needed supplies himself and, on

January 16, 1777, he ordered the erection of

facilities for casting cannon at Yorktown,

Pennsylvania.

In July 1777, General Washington wrote of

the scarcity of food, soap, and other necessities,

and Congress directed the Bofcrd of War to

contract for these items. On March 2, 1778,

Congress approved the permanent appointment

of a Quartermaster General. Purchasing com-

missaries were paid 2 percent of the money

disbursed by them.

To discourage embezzlement and to stabilize

the purchasing service, Congress provided, in

1778, that purchasing commissaries be sala-

ried at $100 per month and six daily rations.

Thomas Jefferson successfully sponsored legis-

lation for the bonding of incumbents. Not

until 1808 was an "officials not to benefit"

law passed.

Inflation and scarcities persisted in 1779,

and Congress, in despair, threw the burden

of feeding and clothing the Army on the

States. This plan proved a fiasco and was

abolished. By the summer of 1781, conditions

began to improve as executive power became

more centralized.

Financier Robert Morris arranged for feed-

ing the Army by letting contracts for delivery

of rations. Disputes were to be referred to

arbitrators. Deficient rations could be replaced

by Congress at contractors' expense.

Washington, aware of the value of har-

monious Government-contractor relationships,

wrote to Robert Morris on January 8, 1783,

"I have no doubt of a perfect agreement be-

tween the Army and the present contractors;

nor of the advantages which will flow from

the consequent harmony."
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Early Purchasing Under the Constitution

The Constitution contained no specific pro-

visions for contracting but, as the Supreme

Court has confirmed (United States vs. Tingey,

39 U.S. 114 [1831]), the implied power of

the executive to enter into contracts is inherent

in the concept of sovereignty. However, to

withdraw money from the Treasury, under

Section 9, Article I, of the Constitution, ap-

propriations must be made by Congress.

Through the years, Congress has imposed

many requirements or limitations on this im-

plied executive contracting power.

With the ratification of the Constitution,

the militia and the standing Army required

food and other essentials. The first Congress

had set the pattern of procurement, including

the establishment of executive departments

(Foreign Affairs, War, Treasury, and Post

Office) and the making of appropriations for

those agencies, including provisions for light-

houses and other facilities.

Alexander Hamilton, as the first Secretary

of the Treasury, is generally credited with

having given the initial impetus to centralized

Federal purchasing. While today there are some

4,000 procurement-related statutes, it was on

May 8, 1792, that the Second Congress passed

the first law regulating Federal procurement,

providing that all purchases for the Army

were to be made by the Department of the

Treasury. In 1798, Congress required all out-

standing contracts to be deposited in the

Treasury, a function to be inherited many

decades later by the General Accounting Office

(GAO).

Centralized purchase by the Department of

the Treasury was shortlived, and in 1798 and

1799 some of its duties were transferred to

the Navy and War Departments. Hamilton's

dream of centralized procurement suffered ad-

ditional setbacks when, on March 28, 1812,

under the stress of war with England, Con-

gress established the Quartermaster General's

Office1 broadening the purchasing authority of

the Army.

With progressive expansion of the Govern-

ment, various agencies gradually introduced

the practice of obtaining supplies they needed

by funding them through their own budgets.

'2 Stmt. 696

Part*

Nineteenth Century:

Advertising Established

Between 1829 and the Civil War, no maj0t

procurement legislation was introduced. Fault,

in the system largely persisted until 1860 anrj

1861, when Congress enacted a law requiring

advertising for purchases, except for matter*

of "public exigency." Earlier versions of thig

law had been enacted since 1809, although a

number of advertising exemption laws were

passed between 1809 and 1841. An 1842 |aw

on stationery and printing procurements re-

quired advertising, sealed bids, and default

security; an 1843 law required an abstract of

bids; and an 1852 law provided for advertising

60 days before the opening of public bids.

Advertising for competitive bids became

generally mandatory during this period, al-

though the Civil War, with its specification

difficulties, profiteering, and other problems

demonstrated that in some situations negotia-

tion is the most practical method of procure-

ment. The 1860 advertising law, as amended

in 1910, became known as "Section 3709 of

the Revised Statutes." Except during the

Spanish-American War, the Filipino insur-

gency, and World Wars I and II, this statute

applied until 1948 for the military depart-

ments, NASA (NACA in the original law),

and the Coast Guard; until 1949 for the Gen-

eral Services Administration (GSA) and del-

egated agencies; and until 1965 for other

executive agencies. This law still applies to

agencies not in the executive branch.

EARLY TWENTIETH CENTURY REFORMS

The Dockery Commission

In 1893, a joint Senate and House Commis-

sion (named for its chairman, Representative

Dockery of Missouri) was established to make

certain studies, including one of procurement

It was a prototype of the Hoover Commission

and the Commission on Government Procure-

ment.

The commission reported that there had

been no attempt to standardize specifications

or quantities purchased by the various agen-
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cjes. Based on the commission recommenda-

tion, Section 3709 of the Revised Statutes was

amended in 1894 to provide for review of all

agency purchase proposals by a newly created

Board of Awards with representatives of the

Department of the Treasury, Interior, and

post Office. The board was advisory only, how-

ever, and largely powerless to deal with un-

stable prices, nonstandard specifications, and

duplication of functions.

165

General Supply Committee as a substitute

for the earlier one appointed by the Board

of Awards. For Federal establishments in

Washington, the law required advertised pro-

curements by the Secretary of the Treasury.

Internal and external developments in 1914,

however, tended to relegate the General Supply

Committee to the background when the ram-

ifications of World War I had engulfed the

United States.

The Keep Commission

President Theodore Roosevelt, on June 2,

1905, appointed the Keep Commission (named

for its chairman, an Assistant Secretary of

the Treasury), which conducted a year-long

study pointing out deficiencies such as lack of

standardization and widely differing prices for

similar articles. The Keep Commission rec-

ommended the establishment of a General

Supply Committee to assure coordination and

standardization of supplies.

Thereafter, the Board of Awards, in 1908,

appointed a committee for the creation of a

"General Schedule of Supplies," consisting of

23 members from the executive agencies.

This period also is noted for the first uses of

the procurement process for socioeconomic re-

form; for example, restrictions on use of Fed-

eral convict labor by Congress in 1887 and by

Executive Order in 1905; restricted hours of

work (8-hour laws) in 1892 and 1912. One of

the early statutory price restrictions, enacted

in 1897, limited the per ton price of armor

plate to $300, a restriction which proved un-

workable and was repealed in 1900.

A Statutory General Supply

Committee Established

By Executive Order 1071 in 1909, President

Taft directed that all supplies contained in

the General Schedule would be purchased by

Federal agencies under contract made by the

General Supply Committee.

In 1910, Congress created a statute-based

WORLD WAR I

The War Industries Board

The War and Navy Departments handled

vast amounts of military and civilian goods.

Throughout World War I, the General Supply

Committee, under the Treasury Department,

continued to issue its General Schedule of

Supplies—indefinite-quantity term contracts.

On July 28, 1917, the War Industries Board

was established and, by Executive Order

2868, May 28, 1918, was made a separate

agency under President Wilson. The board

was given control over war materials, finished

products, priorities, labor, and prices. Many

procedures were eliminated or relaxed. At

war's end, however, the War Industries Board

was dissolved.

Problems and Procedures

Contracting procedure in World War I

leaned heavily to cost-type contracts, including

cost-plus-a-percentage-of-cost contracts, later

outlawed. "Profiteering" and "influence ped-

dling" were highly publicized at this time.

Congress enacted excess-profits taxes in 1917,

although "profiteering" was practiced and

strongly condemned in Washington's time. To

curb influence peddling, President Wilson

directed the use of the "covenant against con-

tingent fees," which is now required by statute

and regulations. The war was over before some

of the wartime procurement problems were

solved.
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POST-WORLD WAR I DEVELOPMENTS

Reconversion

Dominating the post-World War I period

were the problems of reconversion to peace-

time production and the use of enormous

amounts of surplus materials through reissue

by the General Supply Committee. Military

procurements continued to be made by the

War and Navy Departments.

Organizational Developments

Both the Bureau of the Budget (BOB) and

GAO were created from their Treasury De-

partment predecessors by the Budget and Ac-

counting Act of 1921. Under this law, GAO

received its charter to audit expenditures and

settle claims against the United States.

On July 27, 1921, the first Director of

the Bureau of the Budget, with President

Harding's approval, created the Federal Co-

ordinating Service, with a number of "coor-

dinating" boards. Particularly relevant to

procurement were the Federal Purchasing

Board, the Interdepartmental Board of Con-

tracts and Adjustments, and the Coordinator

for Purchase.

Congress strengthened the General Supply

Committee in 1929 by conferring on the Sec-

retary of the Treasury authority to procure

and distribute supplies for consolidated Fed-

eral requirements in Washington, D.C., and

optionally for "field services." The law also

created the General Supply Fund of the De-

partment of the Treasury, later transferred

with broadened authority to GSA for financing

purchasing and supply operations. This law

laid the groundwork for a centralized pur-

chasing and distribution system and revital-

ized the General Supply Committee.

Return to Peacetime Procedures

The end of the war brought a return to

formal advertising and standard peacetime

procurement procedures. The standardization

of forms was started in the 1920's under the

Part A

Interdepartmental Board of Contracts and Ad-

justments of the Federal Coordinating Service

a function to be later transferred to the Treas-

ury Department by Executive Order 6166 jn

1933 and to GSA under the Federal Property

and Administrative Services Act of 1949.

THE GREAT DEPRESSION

Establishment of the Procurement Division,

Department of the Treasury: Centralization

for Economy

The depression that followed the 1929 stock

market crash stimulated the establishment of

an improved procurement system through

cuts in Federal expenditures. Under the Econ-

omy Act of June 20, 1932, President Roosevelt

issued Executive Order 6166 in 1933, reorga-

nizing certain executive agencies, creating the

Procurement Division of the Department of

the Treasury, and abolishing the General Sup-

ply Committee.

Under the order, the determination of pro-

curement policies and methods and certain

related functions were transferred to the De-

partment of the Treasury. The Procurement

Division was authorized, upon Department of

the Treasury order with approval of the Pres-

ident, to perform any procurement, ware-

housing, or distribution functions desirable in

the interest of economy. The earlier Federal

Coordinating Service was abolished and its

procurement-related functions, including pre-

scribing of standard forms, transferred to the

Procurement Division. The Army Corps of

Engineers retained its responsibilities. It is in-

teresting to note that a similar centralization

of procurement authority had been contem-

plated by President Hoover, but under the

Department of the Interior.

Not since Alexander Hamilton's era had

procurement been so centralized. The work of

the Procurement Division was further ex-

panded by the Emergency Relief Program.

On June 10, 1939, President Roosevelt ap-

proved a Department of the Treasury order

stating that the Procurement Division would

thereafter undertake all civil procurement for

use in Washington, D.C., "or in the field." In
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jjje months which followed, the Procurement

pjvision did gradually assume purchasing re-

sponsibilities for some Federal agencies.

Special Procurement Programs

Various special programs were also added

to the centralized procurement system: the

Red Cross purchasing program for refugee

relief abroad; the Stockpiling Act for pur-

chasing strategic materials; consolidated pro-

curement of defense housing equipment;

lend-lease purchasing; and other special pro-

grams.

Socioeconomic Uses of Procurement

During the Depression

The depression years saw the first con-

certed Federal attempts to promote socioeco-

nomic goals through procurement. Efforts to

promote some of these goals through the power

of Congress over taxes and over interstate

commerce had failed in the Courts. Congress

thereupon passed laws to support wages and

improve employment conditions on Federal

contracts. These included the Davis-Bacon Act,

setting minimum wages on construction; the

Walsh-Healey Act, upgrading wages and con-

ditions of employment on supply contracts and

prohibiting the use of convict labor; the Miller

Act, requiring payment bonds to protect sub-

contractors and material men on construction

jobs; and the Copeland Act, preventing pay

kickbacks on construction work.

Federal procurement of products made by

workshops for the blind was ordered by Con-

gress in 1938 (expanded in 1971 to products

made by other handicapped persons).

The depression years also saw Congress

enacting profit limitations on the aircraft and

shipbuilding industries (Vinson-Trammel Act

of 1934), and promoting employment by giving

preference to domestic sources for Federal pur-

chases under the Buy American Act.

167

DEVELOPMENTS IN THE 1920's RELEVANT

TO THE LATER DEVELOPMENT OF

AERONAUTICS, RESEARCH AND

DEVELOPMENT, AND SYSTEMS

PROCUREMENT

Some of the problems in the 1950's, 1960's,

and 1970's relating to use of private versus

Federal sources for research and development,

methods of assuring effective competition, and

overlapping designs are traceable to the growth

of the aviation industry in the post-World

War I period.

Though World War I demonstrated the im-

portance of the airplane in the postwar years,

the aviation industry declined at such a rate

that in 1923 an investigative committee pre-

dicted its disappearance if remedial actions

were not taken.2 The decline was caused by

the small market for aircraft and the lack of

a comprehensive Federal policy to stimulate

the industry's growth. The Air Corps Act of

1926 initiated a flexible five-year program of

Federal purchasing.

The Postwar Aviation Industry:

Factual Background

An historical perspective on the aviation

industry shows the critical importance of the

Air Corps Act of 1926. In the eight years

prior to 1916, the Government purchased only

59 airplanes.3 American entry into World War

I initiated a crash program of production.

During the 21-month American participation

in the war, aircraft production swelled to 9,742

airplanes and 14,765 engines.4 However, the

armistice reduced the aviation industry to

chaos. Within months, more than a hundred

million dollars worth of contracts was can-

celled.5 Ninety percent of the industry under-

went liquidation.'

During the early 1920's, the commercial

1 This report of the Last iter Board was referred to by the Hon.

Fred. M. Vinson in the Congressional Record. Jane 29. 1926, p.

12319.

1 See note 2, supra, p. 12320.

4 Ming-os. The Birth of an Industry, in G. R. Simonson. ed., The

History of tko American Aircraft Industry, p. 44.

1 See note 4. supra, p. 46.

• See note 2, supra, p. 12321.
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aviation market was still in an embryonic

state. The first practical demonstration of the

commercial potential of aircraft was provided

by air mail in 1918.' Within a few years,

this service covered the continent; however,

figures available from 1926 suggest that Amer-

ican industry lagged behind its European

counterpart." Only 433,648 pounds of air mail

were transported within the United States at

a cost of $6.45 per pound, whereas European

airlines carried 2,512,460 pounds at a cost of

$3.90 per pound. Air cargo freight service

within the United States amounted to only

3,555 pounds. Only 5,782 passengers made use

of American aircraft, which sharply contrasts

with the 150,095 passengers' transported

throughout Europe. Safety risks, the lack of

Federal regulation, and the prohibitive costs

of insurance contributed to the low number

of passengers. Between the armistice and 1925,

more than 300 persons were killed and 500

injured in flying accidents.* In 1924 alone,

the injury ratio for private commercial flying

amounted to one fatality for every 13,500 miles

flown.10

Federal competition exacerbated the deplor-

able condition of the aviation industry." In

the postwar years, the Government allotted

substantial funds for the production and de-

velopment of aircraft. During the 1920-24

period, total aviation expenditures for the

Army and Navy air services amounted to

about $424 million," the bulk of which was

consumed in operational costs. Of the annual

expenditures of approximately $84 million,

only 10 percent was devoted to purchasing

new airplanes and parts and remodeling older

aircraft.18 During this period, the $30 million

devoted to research work maintained a Federal

aviation industry larger than the entire civil

industry.14 An excerpt from the Lambert Re-

port of 1925 suggests the effect of Federal

programs:

The Air Services have no standard procure-

ment policy. They have not sufficiently rec-

'See note 4, supra, p. 49.

* Final Report of tke War Department Special Committee on the

Army Air Corp*. 1984. p. 78.

•S. Rept 2. 69th Cone, lit imi. 1926. p. 2.

"ML

"H. Rept. 1868 (L

p. 16.

>> Ibid., p. I.

ognized the principle of proprietary right,

They have not spent their money with 4

view to continuity of production in the in.

dustry. They have constantly competed wj^

the industry. They have spent a large pa^

of their appropriations attempting to do th,

things that ought to be left to private cap.

ital, all with the result that the aircraft

industry is languishing . . . The decline i„

industrial aircraft is due not only to a lacit

of orders but also to a lack of a continuing

policy . .

The net results of the Government-spon.

sored production program were hardly com-

mensurate with the expenditures. Figure,

available from 1924 reveal that the Govern-

ment possessed only 1,592 • operational air-

planes.1' This figure is deceptive, since more

than 40 percent of these airplanes were so

seriously handicapped that they were unsuited

for use in a war emergency.

The Air Corps Act of 1926:

Remedial Legislation

The Air Corps Act of 1926 was the major

congressional attempt to stimulate the avia-

tion industry.17 The act addressed itself to

improving the Army air service, but its am-

bitious construction program and innovative

procurement policy promised to benefit the

private aviation industry as well.1* Under the

act, the Government was to begin a five-year

program of aircraft procurement (a projected

1,800 airplanes) for the military departments.

The act included authorization for the replace-

ment of up to 400 obsolete craft per year.

The program would cost $200 million.

Section 10 of the Air Corps Act was the

keystone of a new procurement policy for air-

■ Ibid., p. 15.

» Ibid., p. 22.

"Act of July 2. 1926. eh. 721. Me. 9. 44 Stat 784. The author

tikn note that in Mar. 1926. Concrete enacted Into law the Com-

mercial Aviation Act of 1926. Act of Mar. 17. 1926. eh. 844 . 44

Stat.. 568. Thfe act (ranted the Secretary of Commerce genenl

powers to footer civil air navigation. It subjected civilian aviatioD

to Federal reculation. The prime objective of the act was to im-

prove the safety record of private aviation. It did not have the

immediate Impact on the aviation industry that the Air Corps Act

had.

u This act incorporated the language of two earlier bills (H.I.

11471 and R.R. 11472) which had km Introduced Into the 4tts
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craft design and construction. It substantially

revised a prior procedure that had proven it-

self too inflexible. It was tailored to encourage

expansion of the aircraft industry, to provide

incentive and protection for creative design

work, and to allow the Government to secure

quality aircraft at a reasonable cost.

A Flexible Procurement Policy

World War I had induced the Government

to depart from its tradition of procurement

by formal advertisement on a fixed-price basis.

The postwar years witnessed a return to this

method of procurement." However, the air-

craft industry had not yet achieved such a

level of standardization 20'21 that it could follow

the same procedure that governed the pro-

curement of other supplies.

The Air Corps Act introduced a new flex-

ibility into the procurement process. The mil-

itary departments were authorized to make

use of a design competition in contracting for

aircraft, parts, or accessories." The act re-

quired the advertisement of such a competition

and the publication of detailed specifications

of the kind and quantity of aircraft desired.

A formal merit system, expressed in percent-

age points, was to be applied to the designs

submitted.

The Secretary of War or the Secretary of

the Navy enjoyed discretion to award a con-

tract "on such terms and conditions he may

deem most advantageous to the Govern-

ment." 23 Performance rather than price was

to be the controlling factor.24 However, if the

designer was unable to deliver the finished

product, the Secretary was authorized to pur-

chase the design, if reasonable terms were

agreed upon. Where a price was in dispute,

the Secretary could retain the design, adver-

tise for bids, and contract for construction

in accordance with the design. Appropriate

measures provided compensation for the de-

signer.

"vom B«ur. "Fifty Yeare of Government Contract Law," Ftd-

•nl Bar Journal. 2»:S18 (1970).

"See not« 2. »«pro. p. 12S20.

"Ml. p. 12321.

"44 Stat. 786. eh. 721. sec. 10.

"44 Stat 78S. eh. 721. ate 10(g).

"See note 2. eapro. p. 12S21.
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Under the act, new authority was conferred

on the military departments to purchase ex-

perimental designs either in the United States

or abroad,25 with or without competition. Con-

tracts for the construction of such aircraft

were to be let competitively only to manufac-

turers located within the Continental United

States.2"

In addition, the act conferred new author-

ity to contract for production in quantity

where a design had reached the working model

stage.27 Under prior law, the Secretary of War

or the Secretary of the Navy was unable to

contract with the manufacturer who had de-

veloped the model. He was required to write

up the specifications of the model and advertise

to the entire industry for construction bids.

Since developmental costs were included in

any bid, the original manufacturer would often

lose the contract for construction.

Protection of Design Rights

Prior to the Air Corps Act, the Secretary

of War could not compensate designers whose

ideas the government appropriated in the in-

terests of national defense.-" 29 This act estab-

lished two channels through which a designer

might obtain compensation. The designer was

given a statutory right to initiate a cause of

action in the Court of Claims.30 Since such

litigation might prove unduly burdensome, a

board of patents and designs was established

for the military departments with authority

to pay up to |75,000 for any design in which

the Government claimed ownership or non-

exclusive right of use."

Protection of the Government's Interest

The Air Corps Act also prescribed certain

control devices to insure that the Government

would receive safe and efficient equipment at

'■44 sut 787. ch. 721. Me. 10(k)

"44 Stat 787. ch. 721. aec. 10(j).

"44 SUt 788. eh. 721. aec. 10(g).

** See note 2. iMpra. p. 12322.

» H. Rept 1395. 69th Cong., lit aeaa.. 1926. p. 2.

"44 SUt 786-7. ch. 721. aec. 10(1).

"44 Sut 788. ch. 721. aec. 10(r>.
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reasonable cost. The Government reserved the

right to inspect the plant and audit the books

of any contractor furnishing or constructing

aircraft." The Secretary of the appropriate

department was required to report to Congress

all operations under the act," including the

names and addresses of all persons awarded

contracts and the prices of the contracts. Penal

sanctions were also incorporated into the act

to prevent any collusion which would deprive

the Government of the benefit of full and free

competition.34

WORLD WAR II: PROCUREMENT ORGA-

NIZATION AND CONTROL OF POLICY

As the world prepared for war, officials rec-

ognized that peacetime practices would not

suffice and that the Federal structure for mo-

bilizing and using resources would require

drastic changes. In 1940, President Roosevelt

declared a "threatened national emergency"

and established the Office for Emergency Man-

agement in the Executive Office of the Pres-

ident. One of its functions was the clearing

of Army and Navy contracts.

After several earlier actions relating to co-

ordination and clearance of Army and Navy

contracts, President Roosevelt created the Of-

fice of Production Management, and Federal

purchasing was placed under central control

in its Purchase Division. With the advent of

war, however, these functions were shifted to

the new War Production Board (WPB), with

its extraordinary powers over production and

procurement.

Executive Order 9024 of January 14, 1942,

gave full responsibility to the Chairman of the

War Production Board to direct war procure-

ment and production; determine policies, plans,

and procedures of agencies engaged in procure-

ment, production, construction and conversion,

requisitioning, plant expansion, and financing;

and allocate supply priorities. The Army and

Navy Munitions Board reported to the Pres-

ident through the chairman, and the chair-

man's decisions were to be final.

» 44 Stat. ch. Til. DC 10(B).

"44 SUt 788. ch. 721, mc 10(p).

PartA

One of the first WPB directives established

policies for war procurement, including &

requirement for negotiated contracts. Contract-

ing by formal advertising was prohibited un-

less specially authorized, and there is no record

of any such authorizations. WPB dealt with

allowable costs; financing of facilities, contract

forms, and clauses (including a uniform ter-

mination clause); and use of price-revision

clauses.

In practice, however, the development of

most of the specific policies, clauses, and pro.

cedures devolved on the War and Navy De-

partments, which issued extensive regulations

implemented by the "Technical Service" and

"Bureau" procedures. The Munitions Board

and, at the top of the structure, WPB were

coordinating offices.

Some of the principal organizations conduct-

ing and controlling war purchasing were:

Army—Quartermaster Corps, Ordnance Corps,

Signal Corps, Medical Corps, Chemical Corps,

Engineers Corps, and Air Corps; Navy-

Bureau of Ships, Bureau of Ordnance, Bureau

of Yards and Docks, and Bureau of Supplies

and Accounts. Other major purchasing activi-

ties were carried out by the Department of the

Treasury, the Department of Agriculture, and

the Maritime Commission.

Title II of the First War Powers Act:

Negotiation of Contracts

Legislation in 1939 and 1940 authorized lim-

ited negotiation. However, on December 18,

1941, Congress enacted the First War Powers

Act, which, in title II, as implemented by Ex-

ecutive Order 9001, authorized contracting

without regard to laws relating to the making,

performance, amendment, or modification of

contracts. Negotiation was thus authorized.

Prohibited were use of cost-plus-a-percentage-

of-cost contracting or contracts in violation

of profit-limitation laws.

This broad negotiating authority and ability

to disregard other legal restrictions invali-

dated prior authority. Yet competition was

actively sought and wartime experience dem-

onstrated the wisdom of informal procedures.
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Excessive Profits

As the war progressed, various congres-

sional committees, particularly the House

Naval Affairs Committee and the Senate

"Truman" Committee, uncovered instances of

unreasonable profits. The earlier 1934 Vinson-

Trammel Act profit limitations on aircraft and

naval vessels had been suspended in 1940 with

the reintroduction of the World War I-orig-

inated excess profits tax. In a related matter,

the Supreme Court handed down a 1942 de-

cision in the Bethlehem Shipbuilding case up-

holding the validity of a World War I contract

providing for unusually high profits. These

events led to the passage, in 1942, of the

Renegotiation Law" authorizing renegotia-

tion of particular contracts to eliminate ex-

cessive profits. The Revenue Act of 19423"

extended individual renegotiation to renego-

tiation of all contracts, allowed income and

excess-profit taxes to be credited in renego-

tiation, and authorized exemptions for spe-

cific categories of contracts and subcontracts.

The Revenue Act of 1943 37 improved the cri-

teria for determining excessive profits and set

up a War Contracts Price Adjustment Board

to replace individual department boards. It

is interesting to note that industry dissatis-

faction with criteria for determining excessive

profits has continued and was one of the major

problems identified for this Commission's con-

sideration.

Small Manufacturing Concerns

To achieve effective and fair use of all re-

sources, the Office of Small Business Affairs

was set up in November 1940 under the Na-

tional Defense Advisory Commission, later to

become part of the Office of Production Man-

agement. Its task was to subdivide defense

contracts, preferably among smaller business

enterprises.

On June 11, 1942, the Smaller War Plants

Corporation was created, with capital stock,

to assist in mobilizing the productive capacity

of small concerns. This corporation was author-

"56 Stat 246. Sixth Supplement*! National Defense Appropria-

tion Act. Apr. 28. 1942. MO. 103.''

"5« Stat. »82. Oct. 21. 1942.

■ M Stat 78, Feb. 26. 1944.
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ized to subcontract Federal prime contracts

to small manufacturers. The same authority

was given to the Small Defense Plants Admin-

istration under the Korean Conflict Defense

Production Act of 1950 (1951 Amendments).

World War II Procurement Policies

and Procedures

Besides the use of negotiation (and the

WPB prohibition on formal advertising of

March 3, 1942) and advance payments, other

major aspects of World War II procurement

included a broad use of cost and pricing anal-

yses and an extensive use of price-revision

clauses and other pricing devices, such as vol-

untary price reductions and company pricing

agreements. When necessary, of course, cost-

type contracts were used.

On major items, letter orders and letters-of-

intent were used to cope with the problem

of inadequate leadtime for detailed negotia-

tions. Mandatory orders were available, but

rarely used. Priorities in military and civilian

use of materials were under the strict control

of WPB and other agencies. Some property

was seized under WPB's requisitioning pro-

cedures, with later agreements on price in the

Court of Claims determining just compensa-

tion. Other major achievements were the

expedited procedure under the Contract Settle-

ment Act of 1944 and the Wartime Army-

Navy Joint Termination Regulations and

related surplus property-disposal regulations.

Nondiscrimination-in-employment provisions

were first used in Federal contracts in World

War II on the orders of the President (Exec-

utive Order 8802, June 24, 1941) as essential

to full manpower mobilization. This policy has

been reaffirmed by every President since that

time.

POST-WORLD WAR II: THE COLD WAR

The Armed Services Procurement

Act of 1947

As the end of the war approached and the
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First War Powers Act was due to expire, WPB,

with representatives from various Federal

agencies, studied desirable peacetime procure-

ment methods. The conclusion was reached that,

as in the war period, legislation was needed to

authorize negotiated procurement and pricing

and special contract types. Legislation was

drafted to reintroduce prewar formal adver-

tising, but to allow negotiation where advertis-

ing would be unrealistic.

Congress did recognize the need for more

flexible peacetime procedures. As enacted,

the Armed Services Procurement Act of 1947

stated that contracts were to be formally ad-

vertised, but that agencies were authorized to

negotiate under 17 justifiable exceptions. Many

of these represented modifications of prior in-

terpretations of the earlier law or, in some

cases, clarifications or expansions of previously

interpreted authority. This latter category in-

cluded public exigency; purchases within the

open-market limitation of $1,000; personal or

professional services; items procured for use

outside the United States; medical supplies;

resale supplies; perishable or nonperishable

subsistence; experimental, developmental, or

research work; classified projects; and items

for which it is "impracticable to obtain com-

petition."

Additional exceptions included negotiation

during a national emergency, national defense

priorities in the event of national emergency

or in the interest of rapid mobilization, re-

quired standardization and interchangeability

of parts, cases requiring a substantial initial

investment or extended period of preparation

for manufacture, services by educational insti-

tutions, cases where bid prices after advertis-

ing are unreasonable, or contracts otherwise

authorized by law.

The act continued the First War Powers Act

prohibition against cost-plus-a-percentage-of-

cost contracts and required economic justifica-

tion for contracts other than fixed-price

contracts. The law also required use of the

"covenant against contingent fees," a rule

against paying employees on a contingent-fee

basis for obtaining Federal contracts, except

for bona fide employees with commercial sell-

ing agencies. The Armed Services Procurement

Act (as did the later Government-wide title

III of the Federal Property and Administrative

Part A

Services Act of 1949) continued the policy 0f

using Federal procurement to award small busj.

nesses a "fair share" of contracts.

Certain First War Powers Act Provisions

Extended and Made Permanent

After enactment of the Armed Services Pro.

curement Act, there was some uncertainty

about the continued application of title II 0f

the First War Powers Act. Following the out-

break of hostilities in Korea in 1951, Congress

extended and subsequently reextended the act

until 1958. At that time, the provisions of the

act were continued or merged into Public Law

85-804, thus making that authority a semi,

permanent measure effective during periods of

national emergency " for specified agencies and

authorizing, among other things, amendments

without consideration.

Extension of Profit Limitations:

The Renegotiation Act of 1951

The profit limitations on military aircraft

and naval vessels in the Vinson-Trammel Act

of 1934 had given way to excess-profits taxes

in 1940 and early forms of renegotiation from

1942 through 1948. The cold war, with its high

military expenditures, led to further exten-

sions of renegotiation, including the Renegoti-

ation Act of 1951, which has been extended

every two years since, including its latest

two-year extension through June 30, 1973, as

provided by Public Law 92-41. The law also

substituted the Court of Claims for the Tax

Court as the forum for appeals from the

Renegotiation Board's excess-profits determi-

nations.

22. 1971. amended the earlier order to

Aeation for certain riski.
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general Procurement Considerations

FIRST AND SECOND HOOVER

COMMISSIONS

first Hoover Commission 1947-1949

The Commission on Reorganization of the

Executive Branch, the First Hoover Commis-

sion, made many recommendations for improv-

ing tne structure of the executive branch. One

recommendation was for the establishment of

a strong central organization to provide Fed-

eral services such as supply and procurement,

records management, and building manage-

ment. Congress thereupon enacted the Federal

property and Administrative Services Act of

1949, creating the General Services Adminis-

tration (GSA). Control of procurement policy

and, to a limited extent, certain procurement

operations was conferred upon GSA, along

with a rather complex set of exemptions for

certain agencies and activities. The Bureau of

Federal Supply of the Department of the

Treasury was abolished.

The commission also recommended extend-

ing the negotiation provisions of the Armed

Services Procurement Act of 1947 to all agen-

cies. In effect, this was accomplished by title

III of the Federal Property and Administra-

tive Services Procurement Act of 1947, except

for two categories of exceptions contained only

in the latter act, that is, the need for a facility

for mobilization and requirements involving

substantial investment or long leadtime. Title

III negotiating authority was granted to GSA

with the right to redelegate to other agencies.

The law was later amended to extend title III

directly to all executive agencies.

The commission also recommended that sup-

ply activities of the military and civil agencies

be coordinated through a Supply Policy Com-

mittee. This was substantially effected by

GSA and DOD. The Hoover Commission Sup-

ply Task Force recommended participation of

the Office of the President in this coordination

process. The Hoover Commission also recom-

mended centralization of purchases and stores

distribution to eliminate the many duplica-

tions of facilities and promote savings. This

recommendation was effected to a considerable

extent through the establishment of the GSA-

DOD National Supply System, described else-

where in this report, and the Federal Supply

173

Service, working cooperatively with other

agencies.

The recommendation for the development of

standard forms of contracts and bid documents

was also substantially effected through the es-

tablishment of the Federal Procurement Regu-

lation (FPR) and various forms occasionally

issued for Government-wide use. DOD has sim-

ilarly standardized many military forms.

Second Hoover Commission 1953-1955

The Second Hoover Commission recom-

mended regrouping certain DOD functions

including logistics and research and develop-

ment, under Assistant Secretaries. This was

effected in the DOD Reorganization Act of

1958.

The commission also recommended the es-

tablishment of a separate civilian agency

reporting to the Secretary of Defense to admin-

ister common supplies and services, including

commercial items. While this recommendation

was not fully carried out, the Defense Supply

Agency (DSA) and component organizations,

like the Defense Contract Administration

Services (DCAS), were established under the

control, direct or indirect, of the Secretary of

Defense and, with GSA, carry out many of the

Hoover Commission's recommendations under

the National Supply System.

The commission's Task Force on Procure-

ment recommended that the Secretary of De-

fense create a civilian position in his office for

planning and review of military procurement

requirements. The establishment of the Office

of the Assistant Secretary for Installations

and Logistics and the Office of Director of

Defense Research and Engineering were par-

tially in response to this. Other joint review

mechanisms have since been established.

In coordination with other executive agen-

cies and the Comptroller General, the com-

mission also recommended steps to remove

needless legal and administrative procedures in

awarding military contracts. The Armed Ser-

vices Procurement Regulation Committee, in

coordination with GSA and GAO, have at-

tempted to meet this goal with varying degrees

of success.
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Effective contract-pricing policy for DOD

was recommended. This was undertaken in

revisions of the Armed Services Procurement

Regulation (ASPR), especially through the is-

suance of the DOD Pricing Manual, the con-

duct of periodic DOD Pricing Conferences,

and other methods.

Streamlining the contract administration

system was recommended by the commission.

This was partially accomplished by "Project

60," establishing DCAS as a component agency

of DSA. The military departments, however,

still retain some contract administration func-

tions, and retain plant cognizance of prime

contractors for certain major systems.

Other recommendations included evaluation

of existing coordinated purchasing assign-

ments, additional purchase coordination ef-

forts, and consideration of the mobilization

aspect of coordinated purchasing. Some changes

in assignments have resulted in more central-

ized procurement by DSA and GSA and in

reorganization of military procurement orga-

nizations.

The Second Hoover Commission also recom-

mended policies to strengthen the contracting

officer's effectiveness. Later changes in the reg-

ulations sought to do this by assigning career

personnel to key positions. DOD took certain

steps to promote career development. Also rec-

ommended was the establishment of a pro-

curement policy council with the Assistant

Secretary of Defense, Supply and Logistics,

assuming a greater degree of authority over

military procurement. The Office of the Assis-

tant Secretary of Defense "for Installations

and Logistics" was reorganized adding a Dep-

uty Assistant Secretary for Procurement. The

Office of the Director of Defense, Research and

Engineering, was established under the Secre-

tary of Defense to coordinate research and

development activities.

In its report on business enterprise, the Sec-

ond Hoover Commission endorsed the policy of

eliminating Government-operated services and

functions that compete with private enter-

prise. This was in accordance with earlier

executive branch policies, congressional com-

mittee conclusions, and the commission's own

charter.

Since the Second Hoover Commission's rec-

ommendations on procurement, there have

Part A

been many directives issued, organizational

arrangements revised, and changes in proce,

dures made. At the start of this study, how.

ever, many of the problems identified by the

Second Hoover Commission were still persist,

ing in varying degrees.

CONTROL OF GOVERNMENT

PROCUREMENT

Government-wide GSA Procurement

Policy Role: Dominant Role of DOD

In title II of the Federal Property and Ad.

ministrative Services Act of 1949, GSA was

given authority over procurement policies and

methods of all executive agencies. It also re-

ceived authority to perform general pro-

curements, coordinated with affected agencies.

Appeals from GSA decisions in this field were

to be referred to the President. Exceptions to

this authority were given primarily under

Section 602(d) of this act to certain agencies

and programs, including DOD, Atomic Energy

Commission (AEC), National Aeronautics and

Space Administration (NASA), Central In.

telligence Agency (CIA), Tennessee Valley

Authority (TVA), and others. The language

of the exceptions tended to be limiting, but the

technique of strengthening central control

through statement of intent in the legislative

history had only limited success. Initially,

DOD was directed by President Truman not

to except itself from GSA policy direction, but

this was revoked by President Eisenhower,

who proposed arrangements for voluntary co-

operation in this area. Neither Presidential

instruction had a significant effect on the rel-

ative roles of DOD and GSA.

Interagency Task Force to Simplify

Procurement Procedures

At President Eisenhower's direction in 1956,

following the suggestions of the President's

Cabinet Committee on Small Business, GSA

Administrator Franklin Floete established the

Interagency Task Force for Review of Govern-
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rnent Procurement Policies and Procedures to

increase small business participation. Some sim-

lifications of procurement procedures oc-

curred ; for example, Public Law 85-800, raising

tne Armed Forces Procurement Act's and the

federal Property and Administration Services

Act's open-market, simplified-purchase level

from $1,000 to $2,500, and allowing progress

payments limited to small concerns in adver-

tised contracts. Efforts to raise the threshold

for application of the Davis-Bacon Act to

$10,000 were unsuccessful, although Congress

jjd substitute a certification for the more

cumbersome sworn-affidavit requirement for

payrolls.

In 1959, also as a result of the task force

studies, GSA established the Federal Procure-

ment Regulations (FPR), "developed coopera-

tively" with the Department of Defense,

exempting DOD from mandatory compliance

except for standard forms, clauses, and specifi-

cations and regulations which might originate

from higher authority. These Government-

wide regulations concern policies, procedures,

standard forms, and clauses of general applica-

bility, although the title II issuing authority is

subject to the partial exemptions largely found

in Section 602(d) of the amended Federal

Property and Administrative Services Act of

1949. The FPR also established an "FPR

system" in which all agency procurement reg-

ulations were to be published, with uniform for-

mat and numbering, in a single title (41) of

the Code of Federal Regulations. This system

is partially operative today, with most agen-

cies publishing a version of their regulations

in title 41. DOD ASPR regulations and mili-

tary department regulations for implement-

ing procurement, although still published

separately from other regulations in title 32 of

the U.S. Code, are similar in format and num-

bering to the FPR.

Specialized negotiated procurements and

policies governing them, such as for research

and development and major systems, for the

most part remain under the control of separate

agencies. GSA's authority in such areas is un-

clear.

Because of the size, dollar volume, and di-

versity of types of procurement, DOD has

taken the lead in policy initiation and revision

during the 1950's and 1960's. For the most

175

part, its policies continue to be substantially

adopted by other regulatory agencies. Most

Government-industry dialogue, as a practical

matter, is carried on through the ASPR pro-

cess for developing regulations. Most of the

FPR is thus adopted or adapted from the

ASPR.

During this period the FPR expanded into

areas which lent themselves to Government-

wide regulatory coverage. Most civil agencies

followed or incorporated the FPR. However,

because of limitations on GSA authority and

other constraining factors, the FPR was lim-

ited in coverage. Civil agencies augmented the

FPR with their own special regulations, not

always fully consistent with GSA. NASA de-

veloped, with GSA's consent, an independent

set of procurement regulations based primar-

ily on the ASPR, but with special emphasis on

research and development and related opera-

tional missions.

The Departments of Health, Education, and

Welfare; Interior; Commerce; Agriculture;

Transportation; Housing and Urban Develop-

ment; and the Veterans Administration are

some of the civilian agencies that follow the

FPR and augment it as needed. Some of these

agencies, such as the Department of Transpor-

tation, have developed extensive procurement

regulations, due in part to the absence of cov-

erage in the FPR. Much of the supplementary

material is taken verbatim or adapted from

the ASPR.

National Supply System

In conventional purchasing and distribution

during the 1960's, GSA, DOD, and especially

DSA worked closely together to further de-

velop a "national supply system" and to pro-

mote more centralized purchasing.

GSA, DSA, and other defense agencies thus

began additional centralized buying of certain

commodities for defense agencies and for the

entire Government. Procurement of certain

common-use items for the military depart-

ments, like paint and handtools, was

transferred to GSA. Purchases of other com-

modities, like electronics, fuels, and lubricants,

were controlled by DOD. Some of these actions

were spurred on by the continuing interest of
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congressional committees, especially the Gov-

ernment Operations Committees and the Joint

Economic Committee, as illustrated by the

latter's 1960 hearings on "Economic Aspects

of Military Procurement and Supply." The

committee dealt with lagging implementation

of Hoover Commission recommendations and

the economic objectives of the Federal Prop-

erty and Administrative Services Act of 1949.

More recently, complaints by Federal agencies

which use the commodities and by local busi-

ness organizations have led the commission to

examine the extent to which the Government's

centralized supply and distribution system

partially duplicates more economical commer-

cial systems. Another area of commission

study is the effect of the extension of the Fed-

eral purchasing and distribution system for

use by grantees under multibillion dollar grant

programs. The complaint was that this is an

unwarranted intrusion of the Federal Govern-

ment into the private sector.

Department of Defense: Organization for

Procurement Policy and Operations

The Department of Defense was established

as an executive department by the National

Security Act Amendments of 1949 to succeed

the "National Military Establishment" created

by the National Security Act of 1947. Creation

of the new department was, of course, a major

step in the unification of the Armed Forces,

following the creation of the Air Force as a

separate service 2 years earlier.

The goals of procurement unification in the

new department were not immediately real-

ized, and the need for centralized policy con-

trol led finally to the enactment of Section 638

of the Defense Appropriation Act of 1953."

Under that law, officers and agencies of DOD

were prohibited from using funds "for pro-

curing, producing, warehousing or distributing

supplies, or for related functions . . ." except

under regulations issued by the Secretary of

Defense.

The reorganized Office of Assistant Secre-

tary of Defense for Supply and Logistics (later

Installations and Logistics) assumed broad au-

■ 10 U.S.C. 2201 (1970).

Part A

thority over procurement policy. The Office of

Director of Defense Research and Engineering

was established to manage research, develop,

ment, testing, and evaluation of weapons

designs, and engineering.

Defense agencies have assumed procurement

duties previously performed by the military

departments (for example, the Defense Con-

tract Audit Agency, the Defense Supply

Agency, and, within it, the Defense Contract

Administration Services). There is now one

Armed Services Procurement Regulation, in

place of separate regulations for each service;

a unified Armed Services Board of Contract

Appeals; and a central directive system for

treating issues in procurement policy.

Army Procurement Organization

During World War II, Army procurement

was managed by the "technical services,"

including the Chemical Corps, the Signal

Corps, the Transportation Corps, the Ordnance

Corps, the Quartermaster Corps, the Corps of

Engineers, and the Medical Corps. Between

World War II and 1962, the trend was toward

regionally dispersed centralized procurement

and procurement management.

In a major reorganization in the summer of

1962, the Army Materiel Command (AMC)

was created. The procurement functions of the

technical services were transferred to AMC

(except for construction, which remained with

the Corps of Engineers, and common-use, com-

mercial items of the Quartermaster Corps,

which, for the most part, went to the new

Defense Supply Agency).

Weapons and related military material are

currently procured by AMC through the seven

"commodity commands": Aviation Materiel,

Electronics, Munitions, Missile, Weapons,

Tank-Automotive, and Mobility Equipment.

Another major command is Test and Evalua-

tion.

Navy Procurement Organization

At the end of World War II, the bulk of the

Navy's procurement dollars were being spent

90-185 0-88-19
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Dy the technical bureaus in Washington. This

centralized purchasing continued after the

war, although additional authority was dele-

gated to Navy field-purchasing offices.

In May 1966, Navy Systems Commands were

formed, replacing the technical bureaus. The

Office of Naval Material, formerly a staff or-

ganization, became the Naval Material Com-

mand (NMC) with subordinate commands

responsible directly to it. NMC in turn reported

to the Chief of Naval Operations. The sub-

ordinate Navy Systems Commands are Ships,

Air, Ordnance, Electronics, Supply, and Facil-

ities Engineering. NMC is currently charged

with setting procurement policy for the vari-

ous commands and the Navy generally.

Air Force Procurement Organization

Upon separation of the Air Force from the

Army in 1947, the Air Materiel Command

(AMC) was at Wright-Patterson Air Force

Base, and a Procurement and Production Di-

rectorate was formed at Headquarters, U.S.

Air Force, to establish policy and supervise

AMC's procurement operations.

Early in the 1950's, when selected classes of

procurement were assigned to the geographi-

cally-aligned Air Materiel Areas, decentraliza-

tion of procurement operations began.

In 1961, AMC and the previously established

Air Research and Development Command were

reorganized and redesignated the Air Force

Logistics Command and the Air Force Systems

Command. The Logistics Command has respon-

sibility for logistical support of operational

systems, and the Systems Command has re-

sponsibility for research and development and

systems acquisition.

A major realignment of procurement oc-

curred in the Air Force July 1, 1969 when

several Air Force commands, in addition to

AFLC and AFSC, were designated procuring

activities and all Air Force commands and sep-

arate agencies were given unlimited procure-

ment authority.

177

PROCUREMENT IN THE 1950's

AND THE 1960's

The Impact of the Technological Age: The

Advent of Major Systems Procurement

A major era in Federal procurement began

in the 1950's and 1960's. Technology in gen-

eral, and rocketry, solid-state electronics, and

aerospace and military technology in particu-

lar, experienced a quantum jump in sophistica-

tion and complexity, creating a new set of

needs and goals. Aeronautics, electronics, and

atomic energy in World War II, and even aero-

nautical developments of World War I, could

be said to represent major technological

advances, just as did the naval ironclads

of the Civil War. However, with the excep-

tion of the development of the atom bomb, ear-

lier technological developments had much less

influence on international politics, the national

economy, and society in general.

It was this period that saw the birth of a

new social consciousness, the spawning of a

wide spectrum of socioeconomic programs, and

efforts to apply the new techniques of engi-

neering and systems analysis and development

to such programs.

While the Government's needs for commer-

cial products grew apace with its size, it was

the development of procurement programs for

military and aerospace systems which required

new techniques and complex contractual and

organizational arrangements on an unprece-

dented scale. Skills were blended in combina-

tions which created new and perhaps

unorthodox relationships between the Govern-

ment and private enterprise. The new organi-

zational patterns were strange to many who

were more comfortable with the earlier and

clearer lines of demarcation.

Undoubtedly, these novel relationships influ-

enced the growth of regulations and the

demand for controls—management, fiscal, or-

ganizational, conflicts-of-interest, and others—

in response to the huge potential for waste,

mismanagement, and inefficiency. The cost and

possible self-defeating character of these pyr-

amiding controls attracted only secondary in-

terest at the time of their evolution.

This period witnessed a great outpouring of

economic, political, and philosophical commen-
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tary on the weaknesses of the procurement

process and the programs to which it was

being applied. In many cases, complaints about

the system itself were closely tied to differences

over the wisdom of the programs being sup-

ported.

Increased Use of Negotiation and of Cost-

type Contracts: Need for Motivation

The 1950's were characterized by a trend

towards increased use of negotiated and cost-

reimbursement contracts, particularly for

research and development work and for work in-

volving the acquisition of major weapons and

aerospace systems. Certain congressional

studies and the 1962 "Bell Report" (named for

BOB director David Bell, chairman of the

Interagency Study Group designated by Presi-

dent Kennedy) dealt particularly with re-

search and development, the use of cost-type

contracts, and the relative roles of public and

private research laboratories, including non-

profit organizations. All these studies led to

the conclusion, among others, that cost-type

contracting lacked necessary controls and mo-

tivation to keep costs down.

These studies, particularly the Bell Report,

emphasized the need for "incentive-type"—

cost-reimbursement and fixed-price—contracts.

Cost-reimbursement incentive contracts pro-

vided for reimbursement of costs and for ad-

justment of fees up or down based on the

contractor's achievements in cost, performance,

and schedule. Fixed-price incentive contracts

permitted contractors to earn increased or de-

creased fees within a ceiling price, based on

accomplishments; an actual loss could result if

costs exceeded the ceiling.

In major systems acquisition, the 1960's saw

the development of systems evolution in se-

quential steps during which the system was

increasingly defined and limited efforts were

made to have competition maintained. A tech-

nique adopted during this period was the

"total package procurement," which sought to

join development and initial production work

under a single contract to reduce the likelihood

of competing contractors underestimating

costs and attempting to "buy in" to a maj0t

program during the development phase.

Movement to Increase Competition

Because of the concern over the increasing

dollar value of "negotiated" as distinguished

from "advertised" procurement under the

Armed Services Procurement Act,40 pressure

was growing to increase competition. Two-step

formal advertising was developed and other

methods were used, such as the use of corripo.

nent breakout procedures, improved source-

selection procedures, and adoption 0f

contractor performance-evaluation programs.

Hearings on military procurement were held

in 1959 by the Senate Armed Services Com-

mittee on a group of bills, S. 500, S. 1383, and

S. 1875, with emphasis on the "Saltonstal Bill,"

S. 500. Much testimony was heard, but no ac-

tion taken. The bill would have given competi-

tive negotiation equal status with formal

advertising and removed statutory inhibitions

on use of incentive-type contracts.

In 1962, Public Law 87-653 was enacted

amending the Armed Services Procurement

Act to require "oral or written discussions"

with all firms "within a competitive range"

and also requiring, in negotiated contracts ex-

ceeding $100,000, the use of a contract clause

providing for price reductions for defective

pricing data and full disclosure of all "current,

complete, and accurate" cost and pricing data.

This latter provision has become known as the

Truth in Negotiations law. The same law also

tightened the requirements for justifying the

use of "negotiation exceptions" in lieu of the

preferred formal advertising.

Shift of Risk: Profit Guidelines

Because of the pressure to increase competi-

tion, DOD issued instructions which were de-

signed to shift the risk of bearing unexpected

costs to contractors to the fullest extent possi-

M Sec, for example. Economic Aspects of Military Procurement

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



568

general Procurement Considerations

ble This was accompanied by a policy of in-

reased compensation through weighted profit

Sidelines. A major shift to the use of fixed-

rice contracts and formal advertising led, in

the 1960'S an<* 1970's, to an unparalleled num-

ber of claims. In response to this, anticlaims

clauses have been developed.

pricing

A principal activity in the 1960's was the

effort to improve pricing. The 1962 Truth in

Negotiations Amendment to the Armed Ser-

vices Procurement Act, Public Law 87-653,

focused attention on this area. Many "defective

pricing data" cases were disclosed by GAO.

These led to increasingly detailed implement-

ing regulations.

Apart from attempts to avoid submitting

costs which were not "current, accurate, and

complete," enormous effort went into improv-

ing pricing and negotiation techniques and

their related training programs. Often, pricing

problems resulted from short leadtime.

The relative roles of pricing personnel and

"advisory" auditor reports came under contin-

uing consideration as a conceptual and organi-

zation problem.

During the late 1960's, there were many

congressional hearings and other expressions

of concern directed at profits considered ex-

cessive by some and inadequate by others. The

various methods of measuring profits came

under review, including reexamination of the

return-on-investment basis as possibly being

entitled to more weight in calculating profit

objectives.

Concerns over profiteering are not new, of

course. World War I profits were still scandal-

ous as the country prepared for World War

II. Profiteering was rampant in the Revolu-

tionary and Civil Wars.

Senate hearings of 1961 and 1962 dealt

with the pyramiding of profits in the early

missile programs. More recent GAO studies

conducted during the period of this Commis-

sion's study (for a relatively small proportion

of contracts) disclosed rather high profits

measured by return on capital invested. Of

course, contractor performance, risks assumed,

amount of research and development in-

volved, and return on sales are also factors

to consider. From a historical standpoint, how-

ever, the role of profit measured by return

on invested capital has become increasingly

significant in policy development. Studies

prior to and during this Commission's study

disclosed that "extracontractual motivations"

(long-term standings, social approval, reward-

ing social relationships, and other factors)

may be more important than short-term prof-

its. All this bears on prior assumptions about

the extent to which the profit factor could

successfully motivate improved performance

or greater cost efficiency under incentive con-

tracts.

Cost Accounting Standards

Divergent practices in accounting for costs

between direct and indirect procurement, Fed-

eral and non-Federal business, and estimates

and cost performances all led to demands

for greater uniformity. The Uniform Cost

Accounting Standards Amendment to the De-

fense Production Act set up a Cost Account-

ing Standards Board under the Comptroller

General of the United States.

Growth of Social and Economic Uses

of the Procurement Process

The 1950's and 1960's were characterized

by intensified use of procurement for social

and economic ends, a use which, as described

earlier, had its impetus in the depression of

the 1930's. During World War II, the equal

employment opportunity program was intensi-

fied, and enforcement techniques became more

effective.

Similarly, small business and surplus labor

area assistance and preference programs were

intensified. Congress enacted the Small Busi-
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ness Act of 1953, creating the Small Business

Administration, and made it a permanent

agency in 1958. The labor standards laws of

the 1930's for construction (Davis-Bacon Act)

and supply contracts (Walsh-Healey Act) were

extended to employees of service contractors

with regard to wages, hours, and safety and

health conditions (Service Contract Act).

Safety and health standards were also extend-

ed to construction workers (Contract Work

Hours Standards Act), and Davis-Bacon Act

wage coverage for construction workers was

broadened to include fringe benefits.

The Federal contract appeared increasingly

attractive as a device for implementing socio-

economic programs, particularly as an execu-

tive branch alternative to lengthy legislation.

Thus, Federal procurement was enlisted in

programs relating to discrimination against

Women and the aged, humane animal

slaughter, safety and health regulations, hard-

core unemployment, the disadvantaged and

minority enterprises, geographic distribution

of Federal work, gold-flow controls, wage and

price controls, and environmental pollution

(Clean Air Act and President Nixon's Execu-

tive Order 11602).

While the cost of administering and carry-

ing out these programs is, for the most part,

not directly appropriated by Congress, implied

sanction comes through the regular appropria-

tions process which funds all contractual costs,

from planning through end product, and

through administrative funding of the costs

of procurement and management. Direct sanc-

tions are present, of course, for those programs

specifically mandated by Congress.

Developments in the Procurement of

Major Weapons and Other Systems

In the 1950's and 1960's, major emphasis

was given by Congress and the Executive

Branch to the problems of procuring weapons,

aerospace, and other major systems.

The technological crisis came to the fore

in the 1950's. Reductions in defense research

and development dating from the end of

World War II came to a stop, and funds were

poured into the development of missiles,

high-performance aircraft, nuclear weapons,

Pat A

and the space program. Cold war crisis atti

tudes, heightened by the Korean conflict anj

continued international uncertainties, led to

a recognition of the need for a permanently

high level of military readiness and a broader

technological base.

The "Permanent" Defense Industry

Thus, the United States began to develop

for the first time in its history, a "pernia.

nent" defense industry. The "arsenal system,"

which had developed when private enterprise

turned away from military production, wag

no longer adequate; the free enterprise sys-

tern was considered more efficient. The trend

toward a permanent defense industry attract-

ed a significant number of industries produc-

ing primarily for national defense. Some

broad-based, commercially-oriented concerns

created separate defense divisions.

In this environment the traditional free

market system in which sellers could come and

go was drastically changed. Because of the

size of investments and the great technical

and financial uncertainties, new marketing

procedures were needed.. Special Federal in-

vestments in plants and equipment, and fund-

ing techniques such as progress payments

under risk-limiting, cost-type contract reim-

bursement procedures, altered the earlier

relationships of Government and private enter-

prise.

Along with these developments came in-

creasing Federal involvement in the perfor-

mance of the work and in the review of the

management systems used by contractors.

The principle which developed was that if

the Government must provide primary sources

of operating capital and the physical plant,

and must underwrite the risk, then it should

have a substantial voice in the procedures

used by defense contractors.

Government Engagement in Business

Activities vs. Reliance on Private

Enterprise: New Emphasis in

the 1950's and 1960's

Which Federal needs should be met by con-

tracting with private enterprise and which

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



570

general Procurement Considerations

gjiould be done in-house? This question faced

0ur Government as far back as the Continental

Congress and has remained an issue through-

out our history. It may be noted that although

both public and private sources were employed

(o produce military hardware in the Revolu-

tionary War, the fledgling Government pro-

vided for its own needs only when there was

a lack of interest on the part of private enter-

prise.

On the other hand, agencies created early

jn our history tended to rely on in-house

facilities (for example, Postal Service, De-

partment of the Treasury, Department of

Justice), whereas more recent agencies tend

toward contracting (for example, AEC,

NASA, Housing and Urban Development, En-

vironmental Protection Agency). Prior to

World War II, the military departments re-

lied heavily on in-house sources, such as ar-

senals and naval shipyards, but expansion and

growing complexities brought increased reli-

ance on the private sector.

For some 40 years, special and standing

congressional committees and groups such as

the Second Hoover Commission conducted ex-

tensive studies of the proper extent of Federal

involvement in business activities. Congres-

sional studies during the depression years spot-

lighted the World War I carryover business

operations of the Government. More recently,

the Appropriations Committees, Armed Ser-

vices Committees, Government Operation Com-

mittees, and Small Business Committees

studied and conducted hearings on the sub-

ject throughout the 1950's. The Second Hoover

Commission report in May 1955 recommended

that the Government's direct business opera-

tions be narrowed. The Senate Government

Operations Committee sponsored legislation to

that end in 1955, but was forestalled by execu-

tive branch policy directives, particularly

those of the Bureau of the Budget (BOB Bul-

letin 55-4 of January 15, 1955, and 57-7 of

February 5,1957).

In the 1963-68 period, the Government

Operations Committees and the House Com-

mittee on Post Office and Civil Service con-

ducted hearings on the use of Federal and

contract manpower, the effects of Civil Service

ceilings, the use of military personnel to per-

form civilian work, and the use of contractor

181

personnel to work alongside Federal person-

nel, particularly in skilled or technical ser-

vices. DOD and NASA implementations of

BOB Circular 60-2 of September 21, 1959, and

A-76 of August 3, 1966, and August 30, 1967,

were studied. The later hearings were also

correlated with various opinions and rulings

by the Civil Service Commission and the Comp-

troller General concerning the propriety of

contracting for personnel to supplement Civil

Service work and the related questions of

the necessary degree of supervision of contract

personnel and the comparative costs of Federal

and contract personnel.

In general, industry has been critical of the

Government's moving certain operations in-

house. On the other hand, Federal Employee

Union representatives have criticized the con-

tracting out of functions which, but for Civil

Service personnel ceilings, presumably would

be performed by Federal personnel.

Neither industry nor Federal employee

groups have been content with the distribu-

tion of assignments between the private and

public sectors. Many, but not all, of the dif-

ferences revolve around the proper implemen-

tation of BOB Circular A-76 of 1966 and 1967,

which sets forth the criteria under which the

Government fills its needs through its own

resources or through private industry.

Advent of Federally-initiated, Privately-

operated Organizations

During the 1950's and 1960's, certain prob-

lems suggested that neither the Government

nor private industry was best suited to per-

form certain functions. For example, inflexi-

bilities in the Civil Service system constrained

Federal agencies from obtaining needed

scientific and technical skills. Organizational

conflicts of interest developed when contrac-

tors were used to write specifications for

systems for which they would compete.41 These

problems led Federal agencies to sponsor the

creation and financial support of various types

41 The growth of research and development programs and the

technical and evaluative assistance needed by Federal procurement

activities in the development of major systems led to concern over

conflicts of interest by organisations and individuals used to assist

in design development and evaluation work.
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of nonprofit organizations, neither purely

Federal nor purely private. Included were

Federally-owned or financed, privately-

operated centers for scientific or operations

research; for strategic analysis; for systems

analysis; for systems engineering evaluation,

development, or integration; and for "think

tank" studies of various types. The "Bell Re-

port," referred to earlier, concluded that while

Government should continue to rely heavily

on private contracts, both public (in-house)

and private research programs had their place,

and their use should be based on relative effi-

ciency, with management of research retained

in Federal hands.

Characteristically, these hybrid organizations

are privately operated, sometimes university-

affiliated. They operate under agency-approved,

flexible controls. Reconsideration of their

proper role has been underway for some time

by various agencies and congressional com-

mittees.

Adoption of Statutes and Rules

on Conflicts of Interest

A number of laws dealing with conflicts of

interest have been enacted through the years

and made a part of the Criminal Code. For

example, the "official not to benefit" law (18

U.S.C. 431), barring members of Congress

from sharing in Federal contracts, was origi-

nally enacted in 1809. Other Federal and former

Federal employees are similarly restricted

from submitting claims, receiving dual com-

pensation, or influencing or benefitting from

Federal contracts (18 U.S.C. 201-219 and 437-

422, and Executive Order 11222 of May 8,

1965, and implementing Civil Service and

agency regulations).

In the 1950's and 1960's, the complexity of

major systems procurements required the as-

sistance of profit and nonprofit organizations

in developing and evaluating systems speci-

fications and performance. The high-level in-

teragency committee appointed by President

Kennedy in 1961, which issued the "Bell

Report," recommended agency codes of con-

duct to prevent conflicts of interest by non-

Federal organizations engaged in research

and development and systems evaluation work.

Part*

Current complaints relate either to over,

application or purposelessness of the restric.

tions or, in some cases, to the continued

potential for conflict.

"Cost Overruns" and "Buy-Ins"

Cost overruns are not new, but in the 1960's

and 1970's, they attracted public awareness

to an extent uncharacteristic of previous times.

For example, the cost increases in the C-5A

transport probably have no historical equal.

Yet overruns have been characteristic of most

new technological efforts, public or private.

World War I cost increases in armaments and

naval vessels, for example, were notorious in

their time. The NC4 airplane of 1919, impor-

tant in early aviation history, had a 40 percent

cost increase over Curtiss and Navy estimates

and design problems as well.

A 1970 GAO study of 57 major systems

revealed 38 systems with an estimate of a 30

percent increase from the point of contract

award (50 percent from planning estimates)—

$62.8 billion versus the original $49 billion.

While the percentage of increase may not be

new or may be even less than in earlier times,

the staggering dollar amount has become even

more unacceptable.

Cost increases have been ascribed, among

other things, to planning deficiencies and or-

ganizational rivalries, abnormal inflation,

changes in design, underestimates to "buy-

in," overoptimism by program advocates, and

premature commitment to production with

insufficient technical validation. In March

1971, DOD-selected procurement reports for

45 systems amounting to $110 billion accounted

for "cost growth" in the following categories:

technical changes, 20 percent; delivery sched-

ule extensions, 17 percent; abnormal economic

fluctuations, 18 percent; incorrect estimates,

29 percent; and other causes, 16 percent. Thus,

some patterns of cost growth causes have been

emerging.

Performance deficiencies and schedule slip-

pages may often be expressed in terms of

"dollars to correct," and both will likely con-

tribute to cost overruns. Contractor buy-ins

and Federal program optimism lead to under-

estimates and have been the subject of public
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Ge(iefa| procurement Considerations

ncern even though they do not bring about

^tual inefficiency. A system can be efficiently

*roduced, meet performance requirements, be

p schedule, and yet register major cost over-

runs if underestimates are the basis of com-

parison.

Strengths and Weaknesses in Systems

procurement in the 1950's and 1960's

WTiile the technical success of weapons sys-

in the 1950's was noteworthy—closing

the "missile gap"—the management of weap-

ons systems procurement during this period

was less successful. Some of the deficiencies

ware related to inadequate purchasing meth-

ods, information systems, and cost controls,

particularly on overhead and manpower costs.

Cost estimating came under criticism because

of severe underestimates. Whether the result

of underestimates or of overexpenditures, in-

creases in cost-over-original estimates involved

huge sums of money.

The 1960's were characterized by efforts to

centralize decision making and solve manage-

ment problems. One approach to improve moti-

vation was to adopt policies which increase

the contractor's risk and provide commen-

surate rewards through profit guidelines.

Incentive and fixed-price contracts were

used to accomplish this. Because of the size

and technical uncertainties in the new sys-

tems, the general consequence of this approach

was substantial disillusionment, particularly

with the concept of tying research and develop-

ment to production and pricing them to-

gether ("total package procurement").

In the early 1970's, the pendulum had started

to swing back to more Federal risk assump-

tion through cost-type contracting for develop-

ment until prototypes and other proofs show

the feasibility of committing for production.

Under more recent DOD directives, concur-

rent development and production is to be

avoided in favor of more "proving-out" time

and contracts which postpone substantial pro-

duction risks until technical and financial

uncertainties are better resolved.

183

CONTROL OF GOVERNMENT

PROCUREMENT AT THE

START OF THE 1970's

The First Hoover Commission envisioned a

strong central organization to provide control

over procurement, supply, public buildings,

public records, and property use and disposal.

Despite the many compromises inherent in

the law, there is no doubt that in enacting the

Federal Property and Administrative Services

Act of 1949, which set up GSA, Congress ex-

pected to carry out these recommendations.

In the areas of public building, public rec-

ords, and property disposal, observers would

largely agree that the objectives had been met.

More than 20 years later, however, it would

appear that control over the procurement pro-

cess, its organizations, its personnel, and its

policy has fallen short of expectations. Per-

haps an independent, non-cabinet-level estab-

lishment in the Executive Branch could

achieve no more. Some uniformity has been

achieved. In the area of computers and gen-

eral-purpose automatic data processing equip-

ment, Congress, by Public Law 89-306 (1965)

(the "Brooks Bill"), gave GSA total control

over procurement and use of this equipment;

yet funding and staffing problems have not

permitted full use of the available authority,

and affected agencies have found problems

in the manner of its implementation. Thus,

the diffusion of authority is not the sole limit-

ing factor.

It has been stated in this study that no

organization is fully in charge of this activity

that involves so much money and so many

people, and has such important economic im-

plications. This in no way detracts from the

efforts of the people who labored to make this

system work. The FPR staff and the ASPR

Committee staff did, in fact, cooperate within

the confines of their respective organizational

structures. But the fuller results envisioned

by the Hoover Commission and Congress were

not achieved. Alternatives for a simplified reg-

ulatory system were examined. Neverthe-

less, like Topsy, the regulations "just grew,"

relatively free from top-level review. The sheer

volume of regulatory material and the fre-

quency of changes had oecome impossible to

comprehend or coordinate.
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184

ESTABLISHMENT OF THE COMMISSION

ON GOVERNMENT PROCUREMENT

Originally proposed in 1966, preliminary

hearings were held by the 89th and 90th

Congress on the need for a comprehensive

study of Federal procurement. H.R. 474, the

bill that eventually led to Public Law 91-129

establishing this Commission, was introduced

in the 91st Congress by Congressman Chet

Holifield on January 3, 1969. Testimony from

more than 100 witnesses filled 10 volumes of

hearings on H.R. 474 and the companion bill,

S. 1707, introduced by Senator Henry M.

Jackson.

Alternative studies by the Executive Branch

or congressional committees were considered,

but a legislatively-created commission with a

bipartisan, 12-member body from the Legisla-

Part A

tive Branch, the Executive Branch, and the

public was the mechanism finally adopted

The Comptroller General of the United States

was made a statutory member.

Creation of the Commission was generally

favored, although some in Government and

industry were concerned with the magnitude

and complexity of the study and the sensi-

tivity with which the Commission would have

to approach many problems. Nevertheless, op.

position faded away and both the public and

private sectors made noteworthy investments

of talent and know-how in the study effort.

In any event, the foregoing represents some

of the historical events, circumstances, trends,

and concerns confronting the Commission as

it undertook its study of the procurement pro.

cess.
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APPENDIX H

List of Recommendations—Parts A-J

when the number of sources, existence of ade-

quate specifications, and other conditions justi-

fy its use.

(b) Authorize the use of competitive negotia-

tion methods of contracting as an acceptable

and efficient alternative to formal advertising.

(c) Require that the procurement file disclose

the reasons for using competitive methods other

than formal advertising in procurements over

$10,000, or such other figure as may be es-

tablished for small purchase procedures.

(d) Repeal statutory provisions inconsistent

with the above.

4. Adjust the statutory provision on solici-

tations and discussions in competitive procure-

ments other than formal advertising in the

following manner:

(a) Extend the provision to all agencies.

(b) Provide for soliciting a competitive rather

than a "maximum" number of sources, for the

public announcement of procurements, and for

honoring the reasonable requests of other

sources to compete.

(c) Promulgate Government-wide regulations

to facilitate the use of discussions in fixed-price

competitions when necessary for a common un-

derstanding of the product specifications.

(d) Require that evaluation criteria, including

judgment factors to be weighed by the head of

an agency when he is responsible for contractor

selection, and their relative importance, be set

forth in competitive solicitations involving con-

tracts which are not expected to be awarded

primarily on the basis of the lowest cost.

5. When competitive procedures that do not

involve formal advertising are utilized, estab-

lish that agencies shall, upon request of an

PART A

GENERAL PROCUREMENT CONSIDERATIONS

Chapter 2

Policy Development and Implementation

1. Establish by law a central Office of Fed-

eral Procurement Policy in the Executive Office

of the President, preferably in the Office of

Management and Budget, with specialized com-

petence to take the leadership in procurement

policy and related matters. If not organiza-

tionally placed in OMB, the office should be

established in a manner to enable it to testify

before committees of Congress. It should de-

velop and persistently endeavor to improve

ways and means through which executive agen-

cies can cooperate with and be responsive to

Congress.

Chapter 3

The Statutory Framework

2. Enact legislation to eliminate inconsisten-

cies in the two primary procurement statutes

by consolidating the two statutes and thus

provide a common statutory basis for procure-

ment policies and procedures applicable to all

executive agencies. Retain in the statutory base

those provisions necessary to establish funda-

mental procurement policies and procedures.

Provide in the statutory base for an Office of

Federal Procurement Policy in the executive

branch to implement basic procurement poli-

cies.

3. (a) Require the use of formal advertising
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186

unsuccessful proposer, effectively communicate

the reasons for selecting a proposal other than

his own.

6. Authorize sole-source procurements in

those situations where formal advertising or

other competitive procedures cannot be utilized,

subject to appropriate documentation; and, in

such classes of procurements as determined

by the Office of Federal Procurement Policy,

subject to the determination being approved at

such level above the head of the procuring ac-

tivity as is specified in agency regulations.

7. Increase the statutory ceiling on procure-

ments for which simplified procedures are

authorized to $10,000. Authorize the Office of

Federal Procurement Policy to review the ceil-

ing at least every three years and change it

where an appropriate formula indicates the

costs of labor and materials have changed by

10 percent or more.

8. Authorize all executive agencies to enter

into multi-year contracts with annual appro-

priations. Such contracts shall be based on

clearly specified firm requirements and shall

not exceed a five-year duration unless author-

ized by another statute.

9. Repeal the current statutory requirement

that the contractor provide the procuring

agency with advance notification of cost-plus-a-

fixed-fee subcontracts and subcontracts over

$25,000 or five percent of the prime contract

cost.

Chapter 4

The Regulatory Framework

10. Establish a system of Government-wide

coordinated, and to the extent feasible, uniform

procurement regulations under the direction of

the Office of Federal Procurement Policy, which

will have the overall responsibility for develop-

ment, coordination, and control of procurement

regulations.

11. Establish criteria and procedures for an

effective method of soliciting the viewpoints of

interested parties in the development of pro-

curement regulations.

Part A

Chapter 5

The Procurement Work Force

12. Reevaluate the place of procurement in

each agency whose program goals require sub-

stantial reliance on procurement. Under the

general oversight of the Office of Federal Pro-

curement Policy, each agency should ensure

that the business aspects of procurement and

the multiple national objectives to be incorpo-

rated in procurement actions receive appro-

priate consideration at all levels in the organi-

zation.

13. Clarify the role of the contracting officer

as the focal point for making or obtaining a

final decision on a procurement. Allow the con-

tracting officer wide latitude for the exercise of

business judgment in representing the Govern-

ment's interest.

14. Clarify the methods by which authority

to make contracts and commit the Government

is delegated to assure that such authority is

exercised by qualified individuals and is clearly

understood by those within the agencies and

by the agencies' suppliers of goods and services.

15. Assign to the Office of Federal Procure-

ment Policy responsibility for:

(a) Developing and monitoring, in cooperation

with the procuring agencies and the Civil Serv-

ice Commission, personnel management pro-

grams that will assure a competent work force.

(b) Defining agency responsibilities and es-

tablishing standards for effective work force

management and for development of a Govern-

ment-wide personnel improvement program.

(c) Developing and monitoring a uniform data

information system for procurement personnel.

16. Establish a recruiting and trainee pro-

gram to assure development of candidates for

procurement positions in all agencies, at all

levels, and in all required disciplines. Special

attention should be given to college recruit-

ment to obtain young workers capable of being

trained through experience and additional

formal education to provide the managerial

staff required a decade from now.

17. Establish a better balance between em-

ployee tenure and promotion rights and long-

range needs of the agencies.
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^peral Procurement Considerations

Ig. Establish grade levels together with job

^requisites to reflect the authority and re-

sponsibility vested in procurement personnel.

19. Establish a rotation program to provide

selected future procurement management per-

sonnel with a variety of related job experiences

jjjd individual assignments throughout the

government and in various locations.

20. Structure career development, promotion,

and reduction-in-force programs to reflect a

]onger-range viewpoint of what is best for the

overall needs of the agency and of the Govern-

ment.

21. Establish a Federal Procurement Insti-

tute which would include undergraduate and

graduate curricula, procurement research pro-

grams, executive seminar programs, and other

academic programs.

Chapter 6

The Government Make-or-Buy Decision

22. Provide through legislation that it is

national policy to rely on private enterprise

for needed goods and services, to the maximum

extent feasible, within the framework of pro-

curement at reasonable prices.

23. Revise BOB Circular A-76 to provide

that Federal agencies should rely on commercial

sources for goods and services expected to cost

less than $100,000 per year, without making

cost comparisons, provided that adequate com-

petition and reasonable prices can be obtained.

24. Base cost comparisons on:

(a) Fully-allocated costs if the work concerned

represents a significant element in the total

workload of the activity in question or if dis-

continuance of an ongoing operation will result

in a significant decrease in indirect costs.

(b) An incremental basis if the work is not a

significant portion of the total workload of

an organization or if it is a significant portion

in which the Government has already provided

a substantial investment.

25. Increase the BOB Circular A-76 thresh-

old for new starts to $100,000 for either new

capital investment or annual operating cost.

187

26. Increase the minimum cost differential

for new starts to justify performing work in-

house from the 10 percent presently prescribed

to a maximum of 25 percent. (Of this figure,

10 percent would be a fixed margin in support

of the general policy of reliance on private

enterprise. A flexible margin of up to 15 per-

cent would be added to cover a judgment as to

the possibilities of obsolescence of new or ad-

ditional capital investment; uncertainties re-

garding maintenance and production cost,

prices, and future Government requirements;

and the amount of State and local taxes fore-

gone.) New starts which require little or no

capital investment would possibly justify

only a 5-percent flexible margin while new

starts which require a substantial capital in-

vestment would justify a 15-percent flexible

margin, especially if the new starts were high-

risk ventures.

Dissenting Position

Dissenting Recommendation 1. Designate a

senior member of the Executive Office of

the President to devote his full time to the

implementation of the policy of reliance on

the private sector. He should be assisted by

an interagency task force whose members

also would be full time for a period of one

to two years or until the program is thor-

oughly implemented. This task force would:

(a) Work with each principal agency to;

(1) Lay out a definitive time schedule

covering the completion of the

agency's inventory of commercial

or industrial activities being per-

formed in-house.

(2) Outline in order of priority the

analyses to be conducted.

(b) Maintain a review of the actions of each

agency on the program and examine the

studies made by the agency of its major

activities in order to offer assistance and

advice.

Dissenting Recommendation 2. Require Fed-

eral agencies to rely on the private sector

except for those cases where:

(a) Such reliance would truly disrupt or

significantly delay an agency program.

(b) In-house performance is essential for the

national defense.
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(c) The product or service is not and can-

not be made available in the private sector

and is available from a Federal source.

Take all practical steps to encourage and de-

velop additional private sources in the un-

likely event that sufficient competitive sources

are not available in the private sector. Only

as a last resort consider in-house perform-

ance in comparison to the private sector. (Of-

fered in lieu of Commission recommendations

23, 24, 25, and 26.)

Dissenting Recommendation 3. Establish a

15-percent cost differential favoring the pri-

vate sector over ongoing activities. Of this

figure, ten percent would be in support of

the general policy of reliance on the private

sector.

Chapter 7

Timely Financing of Procurement

27. Initiate effective measures to make pro-

curement funds available to the procuring ac-

tivities in a timely manner.

(a) The executive branch should eliminate

delays in the submission of authorization and

appropriation requests.

(b) Congress should eliminate delays in its

consideration of requests. Among the tech-

niques which hold promise of providing sub-

stantial improvement, we believe each of the

following deserves serious consideration by the

Congress:

(1) Making greater use of authorization

statutes covering periods of two years or

more.

(2) Making greater use of authorizing legis-

lation covering program objectives rather

than annual segments of work.

(3) Making greater use of appropriations

for a period longer than one fiscal year.

(4) Changing the fiscal year from July 1-

June 30 to October 1-September 30. [One

Commissioner dissents.]

(c) The executive branch and its agencies

should assure that apportionment, allocation,

and allotment of appropriated funds are

PartA

promptly made available to the procuring ^

tivities.

Chapter 8

Selected Areas in the Acquisition Process

28. Establish Government-wide principles on

allowability of costs.

29. Establish procedures for a single, final

overhead settlement binding on all Federal con.

tracts at a given contractor location.

30. Develop uniform Government-wide guide-

lines for determining equitable profit objectives

in negotiated contracts. The Office of Federal

Procurement Policy should take the lead in

this interagency activity. The guidelines should

emphasize consideration of the total amount of

capital required, risk assumed, complexity of

work, and management performance.

31. Evaluate procurement negotiation pro-

cedures on a continuing basis to compare

results obtained in completed contracts with

original objectives. This evaluation should take

place Government-wide.

32. Establish contract payment offices to

make payments for all Federal agencies in each

of the ten Federal regional areas. This could

be accomplished by a lead agency designated

to formulate standard procedures to implement

this recommendation.

33. Establish standards and criteria for es-

timating costs and benefits of product data

requirements. The need for product data should

be determined on the basis of cost-benefit

analyses. Selective after-the-fact reviews should

be used as a basis for eliminating unnecessary

requirements.

34. Establish Government-wide criteria for

management systems which are prescribed for

use by contractors, including standards for de-

termining mission-essential management data

requirements.

35. Provide new incentives to stimulate con-

tractor acquisition and ownership of production

facilities, such as giving contractors additional

profit in consideration of contractor-owned fa-

cilities and, in special cases, by guaranteeing

contractors full or substantial amortization of
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general Procurement Considerations

their investment in facilities specially acquired

for Government production programs.

36. Enact legislation to authorize negotiated

ggle of surplus elephantine tools (such as heavy

machine tools) and of equipment which is "ex-

ceas to Government ownership but not to

(jovernment requirements," with adequate pro-

tection to the Government for its future needs

when competition is not feasible. While the lack

of such authority now appears to be a problem

only for the Department of Defense, to provide

for future contingencies the legislation should

cover all agencies.

37. Establish a Government-wide policy for

the review and approval of cost-type prime

contractor procurement systems and transac-

tions.

Chapter 9

Procurement of Professional Services

38. The procurement of professional services

should be accomplished, so far as practicable,

by using competitive proposal and negotiation

procedures which take into account the tech-

nical competence of the proposers, the proposed

concept of the end product, and the estimated

cost of the project, including fee. The primary

factors in the selection process should be the

professional competence of those who will do

the work, and the relative merits of proposals

for the end product, including cost, sought by

the Government. The fee to be charged should

not be the dominant factor in contracting for

professional services.

Chapter M

Field Contract Support

39. Establish a program to coordinate and

promote interagency use of contract adminis-

tration and contract audit services; and use, to

the fullest extent possible, for comparable con-

tract support requirements, the services of

those Federal agencies charged with perform-

ing designated support services for the general

public at contractors' facilities.

40. Transfer all plant cognizance now as-

189

signed to the military departments to the De-

fense Contract Administration Services with

the exception of those plants exempted by the

Secretary of Defense (for example, GOCO

plants and Navy SUPSHIPS).

41. Remove the Defense Contract Adminis-

tration Services organization from the Defense

Supply Agency and establish it as a separate

agency reporting directly to the Secretary of

Defense.

42. Consolidate the Defense Contract Ad-

ministration Services and Defense Contract

Audit activities into a single agency reporting

directly to the Secretary of Defense. [Four

Commissioners dissent.]

Chapter 11

National Policies Implemented Through the

Procurement Process

43. Establish a comprehensive program for

legislative and executive branch reexamination

of the full range of social and economic pro-

grams applied to the procurement process and

the administrative practices followed in their

application.

44. Raise to $10,000 the minimum level at

which social and economic programs are ap-

plied to the procurement process.

45. Consider means to make the costs of im-

plementing social and economic goals through

the procurement process more visible.

46. Revise current debarment policies to pro-

vide for uniform treatment for comparable

violations of the various social and economic

requirements and to establish a broader range

of sanctions for such violations.

Chapter 12

Procurement from Small Business

47. Establish new standards for annually

measuring the performance of procuring agen-

cies and their prime contractors in using small

business. Standards for measuring perform-

ance, including the sound use of set-aside

techniques, should assess progress made in as-

sisting small businesses to obtain a fair
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proportion of awards—not just statistical per-

centages.

48. Test mandatory small business subcon-

tracting on a selected basis to determine its

feasibility.

49. Initiate within the executive branch a

review of procurement programs with guidance

from SBA and the Office of Federal Procure-

ment Policy with the objective of making small

business participation in Government procure-

ment more effective and assuring that small

businesses have a full opportunity to compete

for Government contracts.

PART B

ACQUISITION OF RESEARCH AND

DEVELOPMENT

Chapter 2

Federal Objectives and Organizations

L Conduct R&D procurement primarily to

meet agency missions, but whenever possible

be responsive to the needs of other Federal

agencies and activities.

2. Allocate a limited amount of funds to each

Federal laboratory to be used at the discretion

of the laboratory director to initiate R&D

projects in support of any national objective.

Some of these projects might lie outside the

normal mission of the laboratory.

3. Encourage, through the Office of Science

and Technology, every Federal agency that has

an R&D program in direct support of its mis-

sions and objectives to generate an associated

program in long-range basic research and ad-

vanced studies and to support it at a level ap-

propriate to the agency's needs.

Chapter 3

Performers of Research and Development

4. Strengthen in-house capabilities to sup-

port technology advancement in the private

sector, and specifically the procurement-related

Part*

technical and management capabilities in lab.

oratories by:

(a) Clarifying the assigned roles of the lab.

oratories;

(b) Providing training and temporary assign,

ment of technical manpower to intra-agency

and interagency program management office

and regulatory bodies;

(c) Undertaking test and evaluation (T&E) 0f

conceptual design, hardware, and systems that

are proposed, designed, and built by private

sources; and

(d) Maintaining technical competence by con-

tinuing to conduct basic and applied research

and development projects.

5. Continue the option to organize and use

FFRDCs to satisfy needs that cannot be satis-

fied effectively by other organizational re-

sources. Any proposal for a new FFRDC should

be reviewed and approved by the agency head

and special attention should be given to the

method of termination, including ownership

of assets, when the need for the FFRDC no

longer exists. Existing FFRDCs should be

evaluated by the agency head periodically (per-

haps every three years) for continued need.

6. Monitor the progress of the NSF/NBS

experimental R&D incentives program and ac-

tively translate the results of this learning into

practical agency application.

Chapter 4

Procurement Policy

7. Eliminate restraints which discourage the

generation and acceptance of innovative ideas

through unsolicited proposals.

8. Eliminate cost sharing on R&D projects,

except in cases where the performer of the

project would clearly benefit, e.g., through

economic benefits on commercial sales. De-

cisions with respect to the placement of R&D

contracts or grants should not be influenced by

potential involvement in cost sharing.

9. Eliminate recovery of R&D costs from

Government contractors and grantees except

under unusual circumstances approved by the

agency head.
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10. Recognize in cost allowability principles

that independent research and development

(jR&D) and bid and proposal (B&P) expendi-

tures are in the Nation's best interests to pro-

mote competition (both domestically and inter-

nationally), to advance technology, and to foster

gconomic growth. Establish a policy recognizing

IR&D and B&P efforts as necessary costs of

doing business and provide that:

(a) IR&D and B&P should receive uniform

treatment, Government-wide, with exceptions

treated by the Office of Federal Procurement

policy.

(b) Contractor cost centers with 50 percent

or more fixed-price Government contracts and

sales of commercial products and services

should have IR&D and B&P accepted as an

overhead item without question as to amount.

Reasonableness of costs for other contractors

should be determined by the present DOD for-

mula with individual ceilings for IR&D and

B&P negotiated and trade-offs between the two

accounts permitted.

(c) Contractor cost centers with more than

50 percent cost-type contracts should be subject

to a relevancy requirement of a potential re-

lationship to the agency function or operation

in the opinion of the head of the agency. No

relevancy restriction should be applied to the

other contractors.

Dissenting Position 1

Dissenting Recommendation 10. Recognize

in cost allowability principles that IR&D and

Bid and Proposal expenditures are in the

Nation's best interests to promote competi-

tion (both domestically and internationally),

to advance technology, and to foster economic

growth. Establish a policy recognizing IR&D

and B&P efforts as necessary costs of doing

business and provide that:

(a) IR&D and B&P should receive uniform

treatment. Government-wide, with exceptions

treated by the Office of Federal Procurement

Policy.

(b) Allowable projects should have a po-

tential relationship to an agency function or

operation in the opinion of the agency head.

(These will be determined in the negotiation

191

of advance agreements with contractors who

received more than $2 million in IR&D and

B&P payments during their preceding fiscal

year.)

(c) Agency procurement authorization and

appropriation requests should be accompanied

by an explanation as to criteria established

by the agency head for such allowances as

well as the amount of allowances for the

past year.

(d) A provision should be established where-

by the Government would have sufficient ac-

cess to the contractor's records for its

commercial business to enable a determina-

tion that IR&D and B&P costs are allowable.

(e) In all other cases, the present DOD

procedure of a historical formula for reason-

ableness should be continued.

(f) Nothing in these provisions shall pre-

clude a direct contract arrangement for

specific R&D projects proposed by a con-

tractor.

Dissenting Position 2

[One Commissioner believes that in addition

to the prime and dissenting recommendations

advanced above, additional mechanisms exist

which if explored adequately may offer rea-

sonably acceptable solutions to the IR&D

dilemma. [See Chapter 4 for full text of his

views.]

Chapter 5

Procurement Procedures

11. Encourage the use of master agreements

of the grant and contract types, which when

executed should be used on a work order

basis by all agencies and for all types of per-

formers.

12. When a potential organizational conflict

of interest exists and use of a hardware ex-

clusion clause is proposed, require a senior

official of the procurement agency to examine

the circumstances for benefits and detriments

to both the Government and potential contrac-

tors, and reach and justify his decision to con-

tract with either no restraint, partial restraint,

or strict hardware exclusion provisions.
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PART C

ACQUISITION OF MAJOR SYSTEMS

Chapter 3

Needs and Goals for New Acquisition Programs

L Start new system acquisition programs

with agency head statements of needs and goals

that have been reconciled with overall agency

capabilities and resources.

(a) State program needs and goals independent

of any system product. Use long-term projec-

tions of mission capabilities and deficiencies

prepared and coordinated by agency compon-

ent (s) to set program goals that specify:

(1) Total mission costs within which new

systems should be bought and used

(2) The level of mission capability to be

achieved above that of projected inventories

and existing systems

(3) The time period in which the new capa-

bility is to be achieved.

(b) Assign responsibility for responding to

statements of needs and goals t» agency com-

ponents in such a way that either:

(1) A single agency component is responsible

for developing system alternatives when the

mission need is clearly the responsibility of

one component; or

(2) Competition between agency compo-

nents is formally recognized with each offer-

ing alternative system solutions when the

mission responsibilities overlap.

2. Begin congressional budget proceedings

with an annual review by the appropriate com-

mittees of agency missions, capabilities, defi-

ciencies, and the needs and goals for new

acquisition programs as a basis for reviewing

agency budgets.

Chapter 4

Exploring Alternative Systems

3. Support the general fields of knowledge

that are related to an agency's assigned respon-

sibilities by funding private sector sources and

Government in-house technical centers to do:

(a) Basic and applied research

(b) Proof of concept work

(c) Exploratory subsystem development.

Restrict subsystem development to less th^

fully designed hardware until identified as part

of a system candidate to meet a specific opera,

tional need.

4. Create alternative system candidates by-

(a) Soliciting industry proposals for new syg,

terns with a statement of the need (mission

deficiency); time, cost, and capability goafe.

and operating constraints of the responsibly

agency and component(s), with each contrac.

tor free to propose system technical approach,

subsystems, and main design features.

(b) Soliciting system proposals from smaller

firms that do not own production facilities if

they have:

(1) Personnel experienced in major develop

ment and production activities.

(2) Contingent plans for later use of re-

quired equipment and facilities.

(c) Sponsoring, for agency funding, the mo«t

promising system candidates selected by agency

component heads from a review of those pro-

posed, using a team of experts from inside and

outside the agency component development or-

ganization.

5. Finance the exploration of alternative sys-

tems by:

(a) Proposing agency development budgets ac-

cording to mission need to support the explora-

tion of alternative system candidates.

(b) Authorizing and appropriating funds by

agency mission area in accordance with review

of agency mission needs and goals for new

acquisition programs.

(c) Allocating agency development funds to

components by mission need to support the

most promising system candidates. Monitor

components' exploration of alternatives at the

agency head level through annual budget and

approval reviews using updated mission needs

and goals.

6. Maintain competition between contractors

exploring alternative systems by:

(a) Limiting commitments to each contractor

to annual fixed-level awards, subject to annual

review of their technical progress by the spon-

soring agency component.
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(b) Assigning agency representatives with

^[evant operational experience to advise com-

neting contractors as necessary in developing

oerformance and other requirements for each

candidate system as tests and tradeoffs are

made.

(C) Concentrating activities of agency devel-

opment organizations, Government laboratories,

and technical management staffs during the

private sector competition on monitoring and

evaluating contractor development efforts, and

participating in those tests critical to determin-

ing whether the system candidate should be

continued.

Chapter 5

Choosing a Preferred System

7. Limit premature system commitments and

retain the benefit of system-level competition

vith an agency head decision to conduct com-

petitive demonstration of candidate systems

by:

(a) Choosing contractors for system demon-

stration depending on their relative technical

progress, remaining uncertainties, and eco-

nomic constraints. The overriding objective

should be to have competition at least through

the initial critical development stages and to

permit use of firm commitments for final de-

velopment and initial production.

(b) Providing selected contractors with the

operational test conditions, mission perform-

ance criteria, and lifetime ownership cost fac-

tors that will be used in the final system evalua-

tion and selection.

(c) Proceeding with final development and

initial production and with commitments to a

firm date for operational use after the agency

needs and goals are reaffirmed and competitive

demonstration results prove that the chosen

technical approach is sound and definition of

a system procurement program is practical.

(d) Strengthening each agency's cost estimat-

ing capability for:

(1) Developing lifetime ownership costs for

use in choosing preferred major systems

(2) Developing total cost projections for the

number and kind of systems to be bought

for operational use

193

(3) Preparing budget requests for final de-

velopment and procurement.

8. Obtain agency head approval if an agency

component determines that it should concen-

trate development resources on a single system

without funding exploration of competitive

system candidates. Related actions should:

(a) Establish a strong centralized program

office within an agency component to take

direct technical and management control of

the program.

(b) Integrate selected technical and manage-

ment contributions from in-house groups and

contractors.

(c) Select contractors with proven manage-

ment, financial, and technical capabilities as

related to the problems at hand. Use cost-

reimbursement contracts for high technical

risk portions of the program.

(d) Estimate program cost within a probable

range until the system reaches the final de-

velopment phase.

Chapter 6

System Implementation

9. Withhold agency head approval and con-

gressional commitments for full production

and use of new systems until the need has been

reconfirmed and the system performance has

been tested and evaluated in an environment

that closely approximates the expected opera-

tional conditions.

(a) Establish in each agency component an

operational test and evaluation activity sepa-

rate from the developer and user organizations.

(b) Continue efforts to strengthen test and

evaluation capabilities in the military services

with emphasis on:

(1) Tactically oriented test designers

(2) Test personnel with operational and

scientific background

(3) Tactical and environmental realism

(4) Setting critical test objectives, evalu-

ation, and reporting.

(c) Establish an agency wide definition of the

scope of operational test and evaluation to

include:

(1) Assessment of critical performance
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characteristics of an emerging system to

determine usefulness to ultimate users

(2) Joint testing of systems whose missions

cross service lines

(3) Two-sided adversary-type testing when

needed to provide operational realism

(4) Operational test and evaluation during

the system life cycle as changes occur in need

assessment, mission goals, and as a result of

technical modifications to the system.

10. Use contracting as an important tool of

system acquisition, not as a substitute for man-

agement of acquisition programs. In so doing:

(a) Set policy guidelines within which ex-

perienced personnel may exercise judgment in

selectively applying detailed contracting reg-

ulations.

(b) Develop simplified contractual arrange-

ments and clauses for use in awarding final

development and production contracts for dem-

onstrated systems tested under competitive

conditions.

(c) Allow contracting officials to use priced

production options if critical test milestones

have reduced risk to the point that the remain-

ing development work is relatively straight-

forward.

11. Unify policymaking and monitoring re-

sponsibilities for major system aquisitions

within each agency and agency component. Re-

sponsibilities and authority of unified offices

should be to:

(a) Set system acquisition policy.

(b) Monitor results of acquisition policy.

(c) Integrate technical and business manage-

ment policy for major systems.

(d) Act for the secretary in agency head de-

cision points for each system acquisition pro-

gram.

(e) Establish a policy for assigning program

managers when acquisition programs are ini-

tiated.

(f) Insure that key personnel have long-term

experience in a variety of Government/indus-

try system acquisition activities and institute

a career program to enlarge on that experience.

(g) Minimize management layering, staff re-

views, coordinating points, unnecessary pro-

cedures, reporting, and paper work on both the

Part*

agency and industry side of major system

acquisitions.

12. Delegate authority for all technical and

program decisions to the operating agency com.

ponents except for the key agency head deci-

sions of:

(a) Defining and updating the mission need

and the goals that an acquisition effort is to

achieve.

(b) Approving alternative systems to be com-

mitted to system fabrication and demonstration

(c) Approving the preferred system chosen

for final development and limited production.

(d) Approving full production release.

PART D

ACQUISITION OF COMMERCIAL PRODUCTS

Chapter 2

The Marketplace

1. Improve the system for collection and dis-

semination of statistics on procurement by com-

modity and agency to meet congressional, exec-

utive branch, and industry needs.

Chapter 3

Requirements

2. Provide a positive means for users to com-

municate satisfaction with their support sys-

tem as a method of evaluating its effectiveness

and ensuring user confidence.

3. Require that development of new Federal

specifications for commercial-type products be

limited to those that can be specifically justified,

including the use of total cost-benefit criteria.

All commercial product-type specifications

should be reevaluated every five years. Purchase

descriptions should be used when Federal

specifications are not available.

4 Assign responsibility for policy regarding

the development and coordination of Federal

specifications to the Office of Federal Procure-

ment Policy.
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Chapter 4

Acquisition

5. Encourage agencies to use headquarters

procurement staff personnel in the conduct of

on-the-job training of field procurement per-

sonnel to (a) implement techniques adapted to

specific field activity needs and (b) identify

possibilities for procurement innovation and

transfusion.

6. Provide statutory authority and assign to

the Office of Federal Procurement Policy re-

sponsibility for policies to achieve greater

economy in the procurement, storage, and dis-

tribution of commercial products used by Fed-

eral agencies. Until statutory authority is pro-

vided and until such responsibility is assigned

to the Office of Federal Procurement Policy,

the following actions should be taken:

(a) Establish reasonable standards to permit

local using installations to buy directly from

commercial sources if lower total economic

costs to the Government can be achieved. How-

ever, decentralization of items for local pur-

chase should not be permitted to affect adversely

centralized procurement and distribution man-

agement required for purposes such as

mobilization planning, military readiness, and

product quality assurance.

(b) Develop and implement on an orderly basis

industrial funding of activities engaged in

interagency supply support of commercial prod-

ucts and services, to the fullest practical extent,

so that (1) determination and recoupment of

the true costs for providing such products and

services will be facilitated, and (2) efficiency

in the use of resources will be fostered.

(c) Evaluate continuously the efficiency, econ-

omy, and appropriateness of the procurement

and distribution systems on a total economic

cost basis at all levels, without prejudice to

mobilization reserve and other national re-

quirements.

7. Require that consideration be given to the

direct procurement of products made in the

United States from sources available to over-

seas activities when such sources are cost-

effective.

8. Authorize primary grantees use of Fed-

eral sources of supply and services when:

195

(a) The purpose is to support a specific grant

program for which Federal financing exceeds

60 percent,

(b) The use is optional on the grantee, the

Government source, and, in the case of Federal

schedules or other indefinite delivery contracts,

on the supplying contractor, and

(c) The Government is reimbursed all costs.

9. Require that grantor agencies establish

regulatory procedures for assuring appropriate

use of the products or services and computation

of total costs for Government reimbursement.

10. Assign responsibility for monitoring im-

plementation of this program and its socio-

economic effects to the Office of Federal Pro-

curement Policy.

[One Commissioner abstained from voting on

recommendations 8, 9, and 10.]

Dissenting Position

Dissenting Recommendation 1. Prohibit the

use of Federal supply sources by grantees,

except where unusual circumstances dictate

and under express statutory authorization.

Dissenting Recommendation 2. Charge grant-

ees on the basis of total economic cost to the

Government for Federal supplies and serv-

ices made available to them.

[Offered in lieu of Commission recommenda-

tions 8, 9, and 10.]

Chapter 5

Special Products and Services

11. Reevaluate GSA and agency ADPE ac-

quisition procedures from identification of

requirements to delivery of an operational sys-

tem, for consideration of all appropriate ele-

ments on the basis of total economic cost.

12. Require that GSA establish ADPE pro-

curement delegation policy that would promote

(a) effective preplanning of requirements by

agencies and (b) optimum use of manpower.

13. Revise funding policies regarding multi-

year leasing contracts, in addition to use of

the ADPE Fund, to permit Government agen-

cies to procure ADPE on a cost-effective basis.
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14. Develop and issue a set of standard pro-

grams to be used as benchmarks for evaluating

vendor ADPE proposals.

15. Change the late proposal clause regarding

ADPE to conform to other Government pro-

curement practices.

16. Assign responsibility for consistent and

equitable implementation of legislative policy

concerning food acquisition to the Office of

Federal Procurement Policy or to an agency

designated by the President.

17. Establish by legislation a central coordi-

nator to identify and assign individual agency

responsibilities for management of the Federal

food quality assurance program.

18. Encourage procuring activities, when it is

deemed in the best interests of the Government,

to purchase supplies or services from public

utilities by accepting the commercial forms

and provisions that are used in the utilities'

sales to industry and the general public, pro-

vided the service contract provisions are not

in violation of public law.

19. Review transportation procurement tech-

niques to determine whether more innovative

procurement methods are warranted when

alternative sources and modes are available.

PART E

ACQUISITION OF

CONSTRUCTION AND

ARCHITECT-ENGINEER

SERVICES

Chapter 2

Architect-Engineer Services

1. Base procurement of architect-engineer

services, so far as practicable, on competitive

negotiations, taking into account the technical

competence of the proposers, the proposed con-

cept of the end product, and the estimated cost

of the project, including fee. The Commission's

support of competitive negotiations is based

on the premise that the fee to be charged will

not be the dominant factor in contracting for

PartA

professional services. The primary facto,,

should be the relative merits of proposals f0r

the end product, including cost, sought by the

Government, with fee becoming important only

when technical proposals are equal. The prac.

tice of initially selecting one firm for negotia.

tion should be discouraged, except in those rare

instances when a single firm is uniquely qualj.

fied to fill an unusual need for professional

services.

2. Provide policy guidance, through the Of.

fice of Federal Procurement Policy, specifying

that on projects with estimated costs in excess

of $500,000 proposals for A-E contracts should

include estimates of the total economic (Hfe.

cycle) cost of the project to the Government

where it appears that realistic estimates are

feasible. Exceptions to this policy should be

provided by the agency head or his designee.

Dissenting Position

Dissenting Recommendation 1. The procure-

ment of A-E services should continue to be

based on a competitive selection process as

outlined in Public Law 92-582, which focuses

on the technical competence of interested

prospects. Solicitations of a price proposal

and negotiations as to price should be under-

taken only when the best qualified firm has

been ascertained; if mutual agreement can-

not be reached, the next best qualified firm

should be asked for a price proposal, followed

by negotiation; and if necessary, the process

should be repeated until a satisfactory con-

tract has been negotiated. [Offered in lieu

of Commission recommendations 1 and 2.]

3. Consider reimbursing A-Es for the costs

incurred in submitting proposals in those in-

stances where unusual design and engineering

problems are involved and substantial work

effort is necessary for A-Es to submit pro-

posals.

4. Repeal the statutory six-percent limitation

on A-E fees. Authorize the Office of Federal

Procurement Policy to provide appropriate

policy guidelines to ensure consistency of action

and protection of the Government's interest.
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PART F

FEDERAL GRANT-TYPE ASSISTANCE

PROGRAMS

Chapter 3

proposed Changes

1. Enact legislation to (a) distinguish assis-

tance relationships as a class from procurement

relationships by restricting the term "con-

tract" to procurement relationships and the

terms "grant," "grant-in-aid," and "coopera-

tive agreement" to assistance relationships,

and (b) authorize the general use of instru-

ments reflecting the foregoing types of rela-

tionships.

2. Urge the Office of Federal Procurement

Policy to undertake or sponsor a study of the

feasibility of developing a system of guidance

for Federal assistance programs and periodi-

cally inform Congress of the progress of this

study.

PART G

LEGAL AND ADMINISTRATIVE REMEDIES

Chapter 2

Disputes Arising in Connection

With Contract Performance

L Make clear to the contractor the identity

and authority of the contracting officer, and

other designated officials, to act in connection

with each contract.

2. Provide for an informal conference to re-

view contracting officer decisions adverse to

the contractor.

3. Retain multiple agency boards; establish

minimum standards for personnel and case-

load; and grant the boards subpoena and dis-

covery powers.

4. Establish a regional small claims boards

system to resolve disputes involving $25,000

or less.

5. Empower contracting agencies to settle

197

and pay, and administrative forums to decide,

all claims or disputes arising under or growing

out of or in connection with the administration

or performance of contracts entered into by the

United States.

6. Allow contractors direct access to the

Court of Claims and district courts.

7. Grant both the Government and contract-

ors judicial review of adverse agency boards

of contract appeals decisions. [Five Commis-

sioners dissent.]

8. Establish uniform and relatively short

time periods within which parties may seek

judicial review of adverse decisions of adminis-

trative forums.

9. Modify the present court remand practice

to allow the reviewing court to take additional

evidence and make a final disposition of the

case.

10. Increase the monetary jurisdictional limit

of the district courts to $100,000. [One Com-

missioner dissents.]

IL Pay interest on claims awarded by ad-

ministrative and judicial forums.

12. Pay all court judgments on contract

claims from agency appropriations if feasible.

Chapter 3

Disputes Related to the Award of Contracts

13. Promulgate award protest procedures that

adequately inform protestors of the steps that

can be taken to seek review of administrative

decisions in the contract award process.

14. Continue the General Accounting Office

as an award protest-resolving forum. [One

Commissioner dissents.]

15. Establish, through executive branch and

GAO cooperation, more expeditious and manda-

tory time requirements for processing protests

through GAO.

16. Establish in the executive procurement

regulations, in cooperation with the General

Accounting Office, a coordinated requirement

for high-level management review of any de-
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cision to award a contract while a protest is

pending with GAO.

17. GAO should continue to recommend ter-

mination for convenience of the Government

of improperly awarded contracts in appropriate

instances.

18. Improve contracting agency debriefing

procedures.

19. Establish a pre-award protest procedure

in all contracting agencies.

20. Conduct periodic reviews by GAO of

agency award protest procedures and practices.

Chapter 4

Equitable and Special Management Powers

Under Public Law 85-80U

21. Make authority presently conferred by

Public Law 85-804 permanent authority.

22. Authorize use of Public Law 85-804 by

all contracting agencies under regulations pre-

scribed by the President.

23. Incorporate Public Law 85-804 into the

primary procurement statute.

[One Commissioner dissents to recommenda-

tions 21-23.]

24. Revise existing requirements in Public

Law 85-804 on reporting to Congress.

PART H

SELECTED ISSUES OF LIABILITY: GOVERN-

MENT PROPERTY AND CATASTROPHIC

ACCIDENTS

Chapter 2

Self-Insurance of Government Property

1. That the Government, with appropriate

exceptions, generally act as a sell-insurer for

the loss of or damage to Government property

resulting from any defect in items supplied by

a contractor and finally accepted by the Govern-

ment.

Part A

2. Apply the Government policy of self-insur,

ance to subcontractors on the same basis as to

prime contractors.

3. Ensure that, where items delivered by a

contractor to the Government are transferred

by the Government to a third party, the third

party has no greater rights against the con.

tractor or its subcontractors than the Govern,

ment would have if it retained the item.

Chapter 3

Catastrophic Accidents

4. Enact legislation to assure prompt and

adequate compensation for victims of catas-

trophic accidents occurring in connection with

Government programs.

5. Enact legislation to provide Government

indemnification, above the limit of available

insurance, of contractors for liability for dam-

age arising from a catastrophic accident occur-

ring in connection with a Government program.

PART I

PATENTS, TECHNICAL DATA, AND

COPYRIGHTS

Chapter 2

Patents

1. Implement the revised Presidential State-

ment of Government Patent Policy promptly

and uniformly.

2. Enact legislation to make clear the au-

thority of all agencies to issue exclusive licenses

under patents held by them.

3. Supplement the Presidential policy by the

adoption of uniform procedures for application

of the rights reserved to the Government under

the policy.

4. Amend 28 U.S.C. 1498 to make authoriza-

tion and consent automatic in all cases except

where an agency expressly withholds its au-

thorization and consent as to a specific patent.

5. Amend agency regulations and clauses to

provide that all contractual warranties against
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patent infringement be provided by specific

contractual language and not by implication.

6. Authorize all agencies to settle patent in-

fringement claims out of available appropria-

tions prior to the filing of suit.

7. Grant all agencies express statutory au-

thority to acquire patents, applications for pat-

ents, and licenses or other interests thereunder.

8. Give the United States District Courts

concurrent jurisdiction with the Court of

Claims for suits brought pursuant to 28 U.S.C.

1498 subject to the jurisdictional amount under

the Tucker Act.

Chapter 3

fechnical Data

9. Amend or repeal statutes limiting agency

flexibility concerning rights in technical data.

10. Undertake, through the Federal Council

for Science and Technology in coordination

with the Office of Federal Procurement Policy,

to develop and evaluate the implementation of

a statement of Government policy on rights in

technical data supplied under Government con-

tracts. Give specific consideration to the re-

lationships between prime contractors and sub-

contractors.

11. Authorize agencies to acquire informa-

tion and data.

12. Undertake, through the Federal Council

for Science and Technology, in coordination

with the Office of Federal Procurement Policy,

to develop and evaluate the implementation of

a statement of Government policy on the treat-

ment of data submitted with proposals or other

related communications.

13. Establish a remedy for the misuse of

information supplied to the Government in con-

fidence.

Chapter 4

Copyrights

14. Amend or repeal statutes limiting agency

flexibility in dealing with the publication of

works developed under Government contracts.

15. Enact legislation giving all agencies au-

thority to acquire private copyrights or inter-

ests therein.

199

16. Establish an interagency task force un-

der the lead of the Office of Federal Procure-

ment Policy to develop and evaluate the im-

plementation of a statement of Government

copyright policy.

PART J

OTHER STATUTORY CONSIDERATIONS

Chapter 2

Codification—A Consolidated Procurement

Title in the United States Code

L Establish a program for developing the

technical and formal changes needed to or-

ganize and consolidate the procurement stat-

utes to the extent appropriate in Title 41, Pub-

lic Contracts, of the United States Code.

Chapter 4

Statutes of Limited Application

2. Extend the Truth in Negotiations Act

to all Government procurement agencies and

develop coordinated regulations for interpre-

tation and application of its provisions.

3. Extend the Renegotiation Act for periods

of five years.

4. Extend the Renegotiation Act to con-

tracts of all Government agencies.

5. Raise the jurisdictional amount under the

Renegotiation Act from one million to two

million dollars for sales to the Government;

and from twenty-five thousand to fifty thousand

dollars for brokers' fees. [Two Commissioners

dissent].

6. Expand and clarify the criteria used by

the Renegotiation Board.

Dissenting Position

Dissenting Recommendation 6. Expand and

clarify the criteria utilized by the Renegotia-

tion Board in determining excess profits and

include therein a limitation of renegotiation

to cost-type contracts.

Total recommendations Parts A-J: 149
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APPENDIX I

Acronyms

ACO

Administrative Contracting Officer

ADPE

Automatic Data Processing Equipment

A-E

Architect-Engineer

AEC

Atomic Energy Commission

AEC PR

Atomic Energy Commission Procurement Regulations

AEDC

Arnold Engineering Development Center

AFIT

Air Force Institute of Technology

ALMC

Army Logistics Management Center

AMETA

Army Management Education Training Agency

AMSL

Acquisition Management Systems List

APA

Administrative Procedure Act

ASPA

Armed Services Procurement Act

ASPR

Armed Services Procurement Regulation

BOB

Bureau of the Budget

B&P

Bid and Proposal

BPA

Bonneville Power Administration

CFR

Code of Federal Regulations

CIA

Central Intelligence Agency

COC

Certificate of Competency

CPFF

Cost-Plus-A-Fixed-Fee

CPIF

Cost-Pius-Incentive-Fee

CPSR

Contractor Procurement System Review

CSCSC

Cost Schedule Control Systems Criteria

CWAS

Contractors Weighted Average Share in Cost Risk

DCAA

Defense Contract Audit Agency

DCAS

Defense Contract Administration Services

DOD

Department of Defense

DPC

Defense Procurement Circular

DSA

Defense Supply Agency

DSMS

Defense Systems Management School

ECOM

Electronics Command

EPA

Environmental Protection Agency

FDA

Food and Drug Administration

FPASA

Federal Property and Administrative Services Act

FPR

Federal Procurement Regulations

FY

Fiscal Year

GAO

General Accounting Office

GSA

General Services Administration

GOCO

Government-Owned, Contractor-Operated
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Qg General Schedule

jjgW Department of Health, Education, and Welfare

jj r. House of Representatives

jpg Invitation for Bid

jqI Internal Operating Instruction

jpE Industrial Plant Equipment

jr&D Independent Research and Development

jjtfl Logistics Management Institute

MK Mark

\JASA National Aeronautics and Space Administration

VASA PR National Aeronautics and Space Administration Procurement Regulations

j^LRA National Labor Relations Act

VLRB National Labor Relations Board

qPCC Office of Federal Contract Compliance

0MB Office of Management and Budget

QjjR Office of Naval Research

pCR Procurement Center Representative

r&D Research and Development

gpp Request for Proposal

pjF Reduction in Force

rOI Return on Investment

SBA Small Business Administration

SDPA Small Defense Plants Administration

gpO System Project Officer

SUPSHIPS Supervisor of Shipbuilding (Navy)

SWPC Small War Plant Corporation

TVA Tennessee Valley Authority

U.S.C. United States Code

USDA United States Department of Agriculture

VA Veterans Administration

WPB War Production Board
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PRESIDENTS

PRIVATE SECTOR SURVEY

ON COST CONTROL

TASK FORCE REPORT ON

THE OFFICE OF THE SECRETARY OF DEFENSE

SUBMITTED TO THE SUBCOMMITTEE FOR

CONSIDERATION AT ITS MEETING ON JULY 13,1983
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THE PRESIDENT'S PRIVATE SECTOR SURVEY ON COST CONTROL

REPORT OP

THE OFFICE OF THE SECRETARY OF DEFENSE

TASK FORCE

SUBMITTED TO THE SUBCOMMITTEE FOR CONSIDERATION

AT ITS MEETING ON JULY 13, 1983
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THE PRESIDENT'S PRIVATE SECTOR SURVEY ON COST CONTROL

REPORT OF

THE OFFICE OF THE SECRETARY OF DEFENSE

TASK FORCE

SUBMITTED TO THE SUBCOMMITTEE FOR CONSIDERATION

AT ITS MEETING ON JULY 13, 1983

CO-CHAIRS

Robert A. Beck

Carter L. Burgess

James E. Burke

Carl D. Covitz
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THE PRESIDENrS PRIVATE SECTOR SURVEY ON COST CONTROL

June 20, 1983

Mr. J. Peter Grace

Chairman

Executive Committee

President's Private Sector Survey on

Cost Control in the Federal Government

Dear Mr. Chairman:

The following report represents the results of the Office

of the Secretary of Defense Task Force of the President's

Private Sector Survey (PPSS) on Cost Control in the Federal

Government. The report culminates the combined efforts of

the 45 members of the Task Force, who devoted about 160

person-months of pro bono work to the PPSS initiative. These

members, who represent 21 private sector companies, reviewed

Department of Defense activities during the period July 1982

to December 1932.

The report contains proposed major recommendations

which, when fully implemented, could result in three-year

total cost savings of $44.7 billion. It should be noted,

however, that some of the recommendations may require years

for the full savings to be realized. If our recommendations

were fully implemented, annual savings (in 1983 dollars) of

$19.3 billion would be realized plus $4.9 billion of one-time

savings, offset by $1.8 billion of one-time and recurring

implementation costs.

While all facets of the Department of Defense could not

be surveyed in the time allotted, areas selected for review

were considered to offer significant potential for cost sav-

ings and improvements in operating efficiencies. Clearly,

other opportunities for improvement exist, but due to limited

time and personnel resources available, they could not be

pursued.

The OSD Task Force did not attempt to assess the

appropriate budget level required for the Department of

Defense to fulfill its mission.

1850 K Street. N.W. • Suite 1150 • Washington. D.C. 20006

(202) 466-5170
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Mr. J. Peter Grace

June 20, 1983

Page Two

The importance of the accompanying recommendations

rests on the fact that they represent the potential for

better utilizing finite resources available to the Federal

Government, particularly as they relate to the Department

of Defense. In making each of these recommendations, it

was the intention of this Task Force to suggest approaches

which will increase management efficiency in the Department

of Defense and provide opportunities for cost savings with-

out impairing the ability of DOD to provide for the

national defense.

Should you, the other members of the Executive Commit-

tee, or the Survey Management Office have any questions,

please do not hesitate to contact us, the Project Manager,

William H. Tremayne, or the individual members of the Task

Force.

Very truly yours,

Robert A. Beck

Chairman and Chief Executive Officer

The Prudential Insurance Company of

America

Carter L. Burgess

Chairman, Executive Committee

Foreign Policy Association

James E. Surke

Chairman and Chief Executive Officer

Johnson and Johnson

Carl 0. Covitz

President

Landmark Communities, Inc.
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PREFACE

On June 30, 1982, President Reagan signed Executive

Order 12369 formally establishing the President's Private

Sector Survey on Cost Control (PPSSCC) in the Executive

3ranch of the Federal Government. An Executive Committee

under the chairmanship of J. Peter Grace was established,

consisting of 161 high-level private sector executives--

mostly chairmen and chief executive officers--from many of

the nation's leading corporations.

Briefly stated, the President directed the PPSSCC to:

o Identify opportunities for increased efficiency

and reduced costs achievable by executive action

or legislation.

o Determine areas where managerial accountability

can be enhanced and administrative controls

improved.

o Suggest short- and long-term managerial operating

improvements.

0 Specify areas where further study can be justified

by potential savings.

o Provide information and data relating to govern-

mental expenditures, indebtedness, and personnel

management.

The Executive Order also provided that "the Committee

is to be funded, staffed and equipped ... by the private

sector without cost to the Federal Government." To imple-

ment this objective, the Foundation for the President's

Private Sector Survey on Cost Control was established. Tt

formed a Management Office which organized thirty-six "Task

Forces," each co-chaired by two or more members of the

~'ecutive Committee, to do the "preliminary reports." These

ira listed below:

Aarieulture

Air Force

Army

Automated Data Processinq/Office Automation

Boards/Commissions-Banking

Boards/Commissions-Business Related

Comawrce

Defense-Offica of Secretary

Education

Energy (including Federal Energy Regulatory

Commission and Nuclear Regulatory

Commission)

Environmental Protection Agency/Small

Business Administration/Federal

Emergency Management Agency

Federal Conatruction Management

Federal Feeding

Federal Hospital Management

Federal Management Systems

Financial Asset Management

Health k Human Services-Oepertment Management/

Human Development Services/ACTION

Health i Human Services-Public Health

Service/Health Care Financing Admin.

Health i Human Services-Social Sejeui

Administration

Housing fc Urban Development

Interior

Justice

Labor

Land. Facilities and Personal Proper

Management

Low Income Standards and Benefits

Nevy

Personnel Management

Privatization

Procurement/Contracts/Lnventory

Management

Peal Property Management

Research and Development (National

Science Foundation/National

Aeronautics t Space Admin.i

State/AIO/USIA

Transportation

Treasury

User Charges

veterana Administration

Management Office Selected Issues
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Twenty-two of these task forces were assigned to study

specific departments and agencies, and the remaining fourteen

studied functions cutting across government such as personnel,

data processing and procurement. Apart from the co-chairpersons,

none of the task force members were members of the Executive

Committee, nor did the task forces have any authority to make

recommendations to departments and agencies or to the President.

Each of the 36 task forces prepared a draft report. This

is one such task force report. Each, with a few exceptions,

also prepared an appendix providing more detailed information

supporting the tentative recommendations contained in the task

force report. Those appendices are on file at the Department

of Commerce's Central Reference and Records Inspection Facility.

It should be noted that tentative recommendations relating to

any one federal agency may be included not only in the

appropriate agency task force report but also in the reports

of the functional cross-cutting task forces.

All of the task force draft reports will be considered

and acted upon in meetings open to the public by a Subcommittee

of the Executive Committee of PPSSCC, along with other statements

and recommendations. Accordingly, all tentative recommendations

contained in this task force report are subject to possible

changes resulting from the Subcommittee's deliberations. In

addition, in identifying the implementation authority for each

recommendation, the Task Force drew upon all available data at

its disposal. 3ecause of the complexities of the appropriations

process, as well as historical precedents, further data could

result in a change in the PPSS-identified authority.

It is important to note that cost savings, revenue

generation, and cash acceleration opportunities in this draft

report may duplicate similar dollar opportunities reported in

other task force reports. Thus, there may be instances of

double counting of dollar opportunities between task force re-

ports. These duplications will be netted-out in the Final Summary

Report to the President. Additionally, dollar estimates in this

draft report are based on reasonable and defensible assumptions,

including standard three-year projections based on first, second,

and third year partial or full implementation will occur.

Accordingly, estimated savings or revenue opportunities are

understandably of a "planning" quality and not of a "budget"

quality. Therefore, the reader should guard against drawing

conclusions or making dollar projections based on the disclosures

contained only in this draft report.

90-185 0-88-20
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Following action upon all of the task force reports, the

Executive Committee will adopt a Final Summary Report to

the President, summarizing the scope of its individual task

force recommendations and offering general conclusions and

advice.
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EXECUTIVE SUMMARY

The Office of the Secretary of Defense (OSD) -Task

Force of the President's Private Sector Survey on Cost

Control has completed its review of OSD operations

selected Department of Defense (DOD) activities. The

mission of the DOD is to deter war and, if deterrence

fails, to conclude any conflict on terms favorable to the

United States. All functions in DOD and its component

agencies are performed under the direction, authority, and

control of the Secretary of Defense.

DOD's total obligational authority for fiscal year

1983 is currently estimated to be $239.4 billion. This

includes $61.7 billion for payment of military salaries and

retirement; $66.2 billion for operations and maintenance,

including civilian salaries; $24.8 billion for research,

development, testing and evaluation; $80.2 billion for

procurement; and $6.5 billion for other expenditures.

DOD employs two million military personnel in approxi-

mately 5,600 locations throughout the world. There are

almost one million reservists and more than one million

military retirees. Spouses and dependents of active duty,

reserve, and retired military personnel total more than

seven million. In addition to the total military-related

population of 11 million people, there are about one million

civilian employees of the Department of Defense and an

estimated three million employees of defense contractors.

The policies and programs of the Department thus directly

affect the lives of more than 15 million people.

This Task Force reviewed OSD as to both the functions

performed within the Agency and its responsibilities for

monitoring and controlling functions common to the military

services: the Air Force, the Army, and the Navy (including

the Marines).

The OSD Task Force did not attempt to assess the

appropriate budget level required for DOD to fulfill its

mission. Rather, the Task Force sought to identify cost

saving opportunities that would enable DOD to fulfill its

mission in a more cost-effective manner.

The OSD Task Force analyzed defense cost saving oppor-

tunities in the following areas:

o logistics

o weapons acquisition

o retirement provisions

o health programs

o personnel and compensation

o financial controls

i
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Opportunities for Cost Savings and Revenue Enhancements

The OSD Task Force review identified 40 cost savings

and revenue enhancement opportunities. When fully imple-

mented, these recommendations could produce annual savings

of $19.3 billion (in 1983 dollars), plus one-time-savings

of $4.9 billion, offset by $1.3 billion of one-time imple-

mentation costs. It should be noted, however, that it will

take several years to realize fully the savings of some of

the more significant recommendations.

In no case do we recommend diminishing the defense

program. The OSD Task Force is in full agreement with the

need for a strong national defense posture. All recommenda-

tions are made with full appreciation of this overriding

need.

Almost 40 percent of the recommended savings can be

derived from improved management of the weapons acquisition

process. The OSD Task Force analyzed the process only.

The issue of specific weapons choices was not addressed

since this was beyond the competence of the review team and

not relevant to our charge.

Overall Findings

Management of OSD and DOD is an awesome task. The

Department has more employees and more locations, and

controls more dollars, than any other free world organiza-

tion. As would be expected in a democracy, DOD is under

constant scrutiny by Congress, the Office of Management and

Budget (OMB), the White House, the media, special interest

groups for and against its activities, its employees, its

retired employees, business leaders, and the general public.

Two special circumstances impede efficient management

and decisionmaking, as viewed by private sector standards.

First, the military services have never really bought into

the need for central management by the Secretary of Defense.

DOD has been in place for 35 years, but the services still

resist its authority. Secondly, Congress continually con-

stricts DOD's management prerogatives. Weapons choices,

base deployment, and other major management decisions cannot

be made in isolation from home district political pressures

from throughout the country. This creates an environment

which favors expansion of programs; the management efficien-

cies of contraction or consolidation are seldom attainable.

i i
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Because of the rapidly escalating defense commitment,

it is particularly necessary to effect economies where

possible. Not only is total spending escalating, but the

trends in defense appropriation are changing. Prom FY 1974

to FY 1983 the following categorical increases are noted:

Personnel costs up 111%

Operations and maintenance up 175%

Research, development, test, and evaluation up 202%

Procurement up 369%

Procurement, which is the largest component of the FY

1983 budget, is also growing at the fastest rate. Clearly,

it is an area in need of constant scrutiny for management

efficiencies. The huge out-year costs of weapons now being

developed will exacerbate this trend, as illustrated in the

chart below.

TOTAL DOD APPROPRIATIONS

($ BILLIONS)

FY 1974 FY 1983

$81.1 Billion $239.4 Billion

iii
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Weapons procurement — the nine recommendations made

to improve the weapons acquisition process would save a

projected $18.1 billion in the first three years. Annual

savings of almost $10.5 billion (1983 dollars) would be

realized following full implementation of the

recommendations over a five-year period.

We recommend consolidating the weapons acquisition

function since many of the problems noted are rooted in the

organization structure. Further, we recommend steps to

reduce instability in the weapons acquisition process.

This alone could produce annual savings of $5 billion or

more if properly managed. Instability will also be curbed

if DOD exercises discipline to reduce the number of major

system new starts each year, to allow for affordability

constraints.

Discipline in limiting overly rigorous military speci-

fications and encouraging greater use of common parts will

also yield very significant savings. So, too, will a

simplification of existing regulatory constraints.

Logistics — fourteen recommendations are made which

produce $12 billion in savings in the first three years in

which savings would be achieved. Annual savings of $4.1

billion (1983 dollars) would be realized following full

implementation of the recommendations. Beyond these sav-

ings, there is the potential to reduce inventories by more

than $4 billion if appropriate investments are made to

upgrade computer systems and other controls.

Recommendations are made to improve traffic procedures,

and depot operations, and reduce the cost of demilitariza-

tion of ammunition. Two recommendations will reduce the

cost of providing services and support to military bases.

Another suggestion will significantly reduce the cost of

petroleum products by establishing a realistic bidding

procedure to which sellers will respond.

We feel that special steps will have to be taken by

the President or the Secretary of Defense to reduce the

military base structure in the United States. Congressional

barriers erected in the oast ten years render it almost

impossible to close or realign significant military bases.

Even the mention of consideration of a base closure gen-

erates adverse reaction from the affected Congressional

delegations, community leadership, local private sector

vendors, and base employees. Yet the cost of maintaining

unnecessary bases ranges from 52 billion to $5 billion

annually. We recommend that a special commission be

established to tackle this thorny problem.

Retirement — retirement pay for military personnel is

rapidly becoming unaffordable for the Nation. A system

that starts retirement pay as early as age 37, with benefits
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equal to half of terminal base pay oc more, generates an

enormous outlay for DOD. Given the expected life span of a

37-year-old retiree, it is probable that the total amount

he or she receives in retirement pay will exceed the total

received for active duty compensation, even before allow-

ances for inflation.

Our four retirement recommendations would generate $6.9

billion in savings during the first three years that any savings

could be achieved. (For our preferred retirement recommenda-

tion, savings would not be achieved until eight years after

implementation.) We propose to modify the retirement systems

by delaying full entitlement to retirement income until 30

years after service entry date, or through an earned income

offset so that full military retirement pay would go only to

those actually retired from the active work force prior to

age 62.

Health — DOD's health care costs have risen signifi-

cantly over the past few years, without sign of abatement.

DOD runs three separate service health care systems and a

Civilian Health and Military Program of the Uniformed

Services (CHAMPUS) program for civilian dependents and

retired personnel and dependents. These systems are not

satisfactorily coordinated to provide incentives for effi-

cient use of health care dollars. Those incentives which

are in place tend to drive cost3 up, rather than down.

We recommend consolidated management of the entire

military health care system. Only in that way can needed

efficiencies be introduced. CHAMPUS users should be

shifted to direct care facilities, where such facilities

are locally available. Greater cost sharing should be

required by users, in order to induce cost containment

actions.

Our four health care recommendations would generate

S3.2 billion in savings during the first three years.

Personnel — there are four recommendations which

address personnel-related issues and would generate savings

of more than $2.2 billion in the first three years. Almost

half of this amount would be realized by closing virtually

all commissaries in the continental United States, thus

eliminating the commissary subsidy from the DOD budget.

The commissary system is no longer required to meet its

historic mission. In fact, 59 percent of those who use it

today are retired military personnel. The private sector

provides adequate and affordable access to food and staple

items in almost all areas. In those very few areas where

it does not, the exchange system could meet such needs

without a Government subsidy.
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Finance -- more than $2.3 billion in three-year annual

savings could be achieved-through implementation of the five

recommendations made in this area. Financial issues addressed

include foreign military sales, Government-furnished mate-

rial, freight bill auditing, and procurement auditing. A

key recommendation is to establish a public audit committee

to advise the Secretary of Defense and to instill tighter

controls and increased efficiencies in operation from a

stronger internal management audit function.

Organization — the Task Force has analyzed previous

studies of the relationship of OSD to the services and the

Joint Chiefs of Staff. W« have made our own analysis from

both an operational and a cost savings perspective. We

recommend that a Defense Executive Office be established,

comprised of the Secretary of Defense, the Deputy Secretary

of Defense, the three Service Secretaries, and the Chairman

of the Joint Chiefs of Staff. We recommend the elimination

of separate staffs reporting to the Service Secretaries.

In addition, we recommend that the position of Under-

secretary of Defense for Acquisition be created, and that

this new position and function be separated from the

Undersecretary of Defense for Research and Engineering.

Implementation

More than eighty percent of the savings dollars can only be

achieved if there is Congressional concurrence. In some

cases, affirmative legislation is required. In others,

successful implementation of a recommended change can only

take place if Congress refrains from blocking DOD's actions.

For example, while legislation is not necessary to close a

base, too many examples exist where such action has been

blocked to say that implementation is in the hands of the

Secretary of Defense.

The Secretary of Defense is urged to initiate adminis-

trative actions to effect change where he already has such

authority and to recommend legislation where such is

required.

As the Report clearly indicates, implementation

requires dealing with knotty issues like tradition, inter-

service rivalries, institutional resistance, and Congres-

sional interposition. It is not an easy task, but it is an

important one. All parties should cooperate in effecting

the spirit of these recommendations. It is far too costly

to the country as a whole, and its Government and people,

not to do so.
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The Report Recommendations -- A Perspective

It is vitally important that the recommendations in

this Task Force Report be placed in perspective. -They are

the product of an unprecedented and wide-ranging survey

that was performed in a politically charged atmosphere by

private sector executives and specialists whose services

were volunteered. This staff had the formidable task of

bringing their expertise to bear on largely unfamiliar and

complex Federal operations in the short span of a few

months.

Despite these difficult and perplexing challenges —

all of which were anticipated at the onset — a great deal

of valuable work was performed. The recommendations con-

tained in this Report, if implemented, will result in real

and significant savings and other benefits to American tax-

payers whose hard work and personal sacrifices foot the

bill for these Federal programs and operations.

We have sought to be realistic about the recommenda-

tions reported. The great majority of them, we believe,

are fully substantiated. However, it would be misleading

for us to leave the impression that each and every recom-

mendation is rooted in a uniformly high level of research,

analysis, and substantiation. The press of time, other

business commitments, lack of adequate resources, and other

constraints did not always permit the luxury of achieving

this desired uniformity.

As a result, and to promote a realistic expectation of

recommendations reported, we have evaluated the supportabil-

ity of the recommendations on their management merits and

have grouped them into three categories.

o Category I — Fully substantiated and defensible.

Recommendations in this category

are, in the opinion of the Task

Force, convincing and deserving of

prompt implementation.

o Category II — Substantially documented and sup-

portable . Recommendations in this

category may not be fully rational-

ized or documented in the Report,

but all indications point to the

desirability and defensibility of

proceeding with their implementa-

tion.
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o Category III — Potentially justifiable and sup-

portable. Recommendations in this

category, while meritorious, are

not regarded as fully supported in

the Report, due to time," personnel

resources, and other constraints,

but are deemed worthy of further

analysis to determine the full

extent of their merit for imple-

mentation.

These category descriptors do not take into account

political, social, or economic conditions which may alter the

supportability of these recommendations for implementation.

Accordingly, it is possible, by grouping the recommendations

along the above categories, to assess more effectively the

cost savings that can be expected. This analysis permits

summary estimates of: (1) firm, (2) probable, and (3) poten-

tial savings.

The Report Recommendations — An Assessment

Based on the above perspective and categorization, an

assessment of the reported recommendations is contained in

the matrix on the following pages.
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Issue

Category/Three Year-Savings (S)

or Revenue Generation (K) [| millions)

OSD 1: Procure petroleum products by competitive bid. t514(S)

OSD 2: Upgrade existing inventory data systems. $6,075(5)

OSD 3: Transfer conauaable inventory items to OLA. $124(S)

OSD 4: Consolidate depot level Maintenance facili-

ties and management functions. $590(SI

OSD 5: Consolidate wholesale depot operations.

OSD t: Contract out to private sector for demili-

tarization of conventional aaaunltion. S207(S)

OSD 7: Contract out under provisions of OMB

Circular a-76. $460(S)

OSD B: Consolidate base support operations across

service lines. $993(S)

OSD 9: Heallgn or close sillitary bases where there

are significant saving opportunities.

OSD 10: Centralize traffic aanageaent functions

in a single agency. $B4(S)

OSD lis Procure ocean container transportation

separately froa Inland container transpor-

tation services. *25(s)

OSD 12: Establish s cargo dispatch function to

alnialze DOD container detention charges. $<(S)

OSD 13: Integrate Cargo Data Interchange systea

Into DOD prograa to upgrade its cargo

tracking and documentation capabilities.

OSD 14: Introduce competitive rate program for

aoveaent of household goods to Alaska and

Hawaii, and require proper packaging for

household goods moved to Alaska by sea. $69(S)

OSD 15: Consolidate the management of the weapons,

acquisition function at the OSD level. !_/

OSD lb: Consolidate contract administration

functions at llui OSD level. $298(S)

111

$11»(S)

S2,732(S|

*5(S»
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Issue

Cateyory/Tliree-Year Savings (S)

or Revenue Generation (K) (t Millions)

III

OSO 17: Modify the Defense Acquisition Regulations

to simplify and streamline complex regula-

tory procedures.

OSO 18: Eliminate complex regulatory requlreaents

associated with contractors' recovery of

IR6D expenditures.

OSD 19:

OSO 20:

OSD 21:

OSD 22:

OSD 23:

OSD 24:

25:

OSD 26:

Iaprove coaaunlcations between the DOD

laboratories and the services, and require

aore effective coordination of research

prograaa aaong the labs.

Where feasible, require the use of coaaon

parts in weapons systeas and allow tailoring

of ailitary standards for specific systeas.

Llalt the nuaber of new weapons programs

Initiated each year relative to projections

of available dollars to fund the systeas

through the production phase.

Modify existing procedures to ensure aore

accurate estiaates of weapons systea costs,

and assign the responsibility for aonitoring

atfordabi11ty of proposed weapons systeas to

the DOD Coaptroller.

Coaalt to stable five-year spending plans for

weapons systeas. Where feasible. Introduce

■ultlyear procurement contracts.

Delay full entitlement to retireaent incoae

until 30 years after service entry date.

Integrate ailitary retire

Social Security benefits.

nt pay with

Base ailitary retireaent pay on the average

of the retiring member's highest 36 wont lis

of base pay.

Defer the commencement of retirewent

payments until a member has utilized all

accumulated leave.

1/

|3I1(8|

$1,S94(S)

S7.112(8|

81,521(8)

II

*7.18S(S)

(6,401(S|

8274(81

8122(8)

*126<S)
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Issue

Category/Three-Year Savings (S)

or Revenue Generation (R) (t ■Ultona)

111

OSD

OSD

OSD

OSD

OSD

OSD

28:

291

10:

111

121

3):

24:

38:

Restrict the use of CHAHfUS by beneficiaries

who reside in catchaent areas.

Consolidate aanageaent of DOD health care

resources under a Defense Health Agency.

Require sore effective cost containment

provisions In the Military health care systea.

Discontinue operation of the Unlforaed

Services University of the Health Sciences.

Discontinue operation of coaaissarles in

the continental U.S.

Strictly Halt the nuaber of exceptions to

en luting policy on permanent change of

st at Ion aoves.

Restrict payments under the Selective Keen-

list aent Bonus program to skill areas Banned

at lest than lOut of desired levels, and

eliminate payments for members with ten or

more years of service.

Eliminate aviation career incentive pay for

members who do not serve on regular and

frequent flight duty. Also, reduce payments

for members with mote than 12 years of service.

Establish a DOD Public Audit Committee, com-

prised of members from the private sector, to

review and advise the Secretary of Defense on

DOD's internal audit practices and controls.

Establish a central audit group with responsi-

bility for Internal audit of all DOD procure-

ment practices.

Contract out the freight bill audit function

and credit dollars recovered to the budgets of

the transportation piocurvia.

$1,179(S)

$9««(S)

$933(S)

I1WIS)

$»73(S)

$331|S)

$62»<S)

$262(S)

1/

$247<S|

*1,655(S)

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



Issue

Category/Three-Year Savings (S)

or Revenue Generation (B) IS millions)

III

Improve controls over government furnished

Materials which are provided to aalntenance

and production contractors.

Consolidate the responsibility for imple-

menting administering, and monitoring the

pricing policies for foreign military sales

under the DOD Comptroller.

Total coat savings by category

«132(S)

*249(S>

S39,713(S) $4,»7US1

Total — all recommendations $44,684 billion

1/ Savings not quantified.

2/ Savings included iu estimate for USD 2).
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Z. INTRODUCTION

A. OFFICE OF SECRETARY OF DEFENSE OVERVIEW

The mission of the Department of Defense (DOD) is

simply to deter war and, if deterrence fails, to conclude

any conflict on terms favorable to the United States.

The Office of the Secretary of Defense (OSD) Task Force

is in full accord with the need for a strong national

defense posture. All recommendations are made with full

appreciation for this overriding need.

The Task Force did not attempt to assess the appro-

priate budget level required for DOD to fulfill its mission,

nor was any attempt made to assess relative merits of

weapons systems. Rather, the Task Force sought to identify

cost saving opportunities that would enable DOD to fulfill

its mission in a more cost-effective manner.

Since DOD's prime responsibility is preparedness, it

is tempting to conclude that the high cost of preparedness

is not subjected to rigorous challenge by DOD. This would

be a simplistic judgment. Task Force interviews and

analyses revealed a keen level of concern for the overall

cost of the national defense.

At the same time, the Task Force noted that there is a

predisposition to avoid any cost savings move that might be

vulnerable to either political opposition or to a charge of

weakening national preparedness. Readiness is too often

given as a reason for continuing a practice when the logic

of the practice is challenged. This atmosphere may create

a disincentive to implementation of some of our recommenda-

tions .

Because of the focus on preparedness, particularly in

the military services where the bulk of the dollars is

spent, it is essential that continuing emphasis be placed

upon cost-effectiveness.

Preliminary research by the OSD Task Force indicated

that many cost saving opportunities are not initiated

because DOD's culture and structure inhibit the decision-

making process. For this reason, a study team was added to

determine whether organizational changes could facilitate

the cost management process without impairing preparedness.

This report makes a number of suggestions to this end.
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The OSD Task Force Report avoids confusing cost control

with budget slashing. The suggestions made are intended to

strengthen military readiness by more efficient use of those

dollars which are made available for the national defense.

It is up to the Administration and Congress to determine

the appropriate budget level for DOD.

Private sector experience can more readily be applied

to defense decisions than some might conclude. Both sectors

must deliver a product or service at a price that the public

is willing to pay. In order to keep the price at acceptable

levels, it is necessary to review constantly the cost of

delivery of the product or service. Neither the private

sector nor the defense sector can afford to let its costs

outrun its revenue base, whether that be selling price or

taxes.

Competition and the profit motive combine to spark the

drive for cost control in the private sector. The risk of

confrontation worldwide needs to be balanced against the

limited resources available from public taxes to spark a

similar drive for cost control in defense.

The premise underlying all OSD Task Force recommenda-

tions is that the preparedness level should be maintained

or improved, while unnecessary costs of delivering that

level of preparedness should be eliminated.

Pervading Atmosphere

War is an undesirable act. Nevertheless, the American

people stand ready to support their country when outside

threats confront them.

Perceptions of the threat weigh heavily in the

decisions made regarding our national defense needs. These

perceptions change over time, playing a major role in

determining how much of the Gross National Product (GNP) is

dedicated to national defense.

But there are other attitudes, rooted in history, which

influence defense decisions — and hence cost:

o Military versus civilian control — while the

free world has virtually always opted for

civilian control at the highest levels, the

desire for military decisionmaking by the

military is understandable.

2

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



616

o The traditions of the services and the consequent

competition for limited resources — as an April

1982 Report to the Chairman of the Joint Chiefs

of Staff stated, "It is unrealistic to expect the

Service Chiefs as a corporate body to help resolve

joint issues involving the allocation of- limited

resources among the four Services."

o Disdain for centralized control — despite its 35-

year existence, it appears that OSD has not yet

been fully accepted by the services. While no

intellectual arguments to this effect were pre-

sented to the OSD Task Force, it is evident that

the emotional undercurrent exerts a constant tug.

o Lack of incentives for cost control — although

cost control is considered a noteworthy goal, it

seems to get more attention when budgets are set,

rather than at the time operational decisions are

made.

o Patriotism and its rewards — Americans who have

contributed to the national defense, in whatever

way, take pride in their contribution. Over time

this pride is accompanied by a feeling of

entitlement.

Entitlement

"Entitlement means that a group is to be rewarded at

damn-the-cost for service to the nation." So wrote Theodore

H. White in his recent book America in Search of Itself

(Harper and Row, 1982, page 125).

"Entitlement" is frequently applied to social programs

that have been created in the last half century. Whether

one thinks of them as good or bad usually depends upon

whether one is entitled.

In seeking to determine why cost saving opportunities

had not been implemented when they appeared self-evident

from a private sector viewpoint, the OSD Task Force realized

that there is a pervasive feeling throughout DOD that many

areas of the defense budget are hostage to provisions for

groups and institutions that regard themselves as

"entitled":

o Weapons programs, once started, are seldom cur-

tailed even in the face of unwarranted cost

escalation or performance deficiencies. Project
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managers, the services, contractors and sponsoring

members of Congress protect them from challenge.

o Special pay and benefit provisions put in place

when military compensation was unduly low are not

corrected long after military pay has be_en brought

competitive with civilian pay, both in Government

and the private sector.

o Retirement provisions are not looked at anew,

even when the conditions on which they were pre-

dicated change.

O Contractors, large and small, regard continuing

weapons and military base contracts as their

right.

o Civilian Government employees and their unions do

not necessarily look with favor on cost saving

opportunities from contracting out to the private

sector. Other recommendations which would reduce

staffing are resisted.

o Members of Congress, local communities and local

businessmen are strongly protective of the money

spent on local bases, irrespective of their

military need or cost-inefficiency.

o The services cherish historic roles and budget

shares, while resisting Defense-wide adaptation

to changing world circumstances. They feel they

must have their own laboratories and hospitals,

and must manage their own housing and bases.

The private sector does not flinch from declaring its

piece of the defense pie sacrosanct, as the above list

shows.

It is human nature that groups should attempt to pre-

serve historic entitlements. It is not necessarily in the

national interest.

A group may have good reason to feel entitled. That

does not preclude asking whether the price being paid is

too high. The conditions that created a particular program

may no longer apply. It is time to look at these entitle-

ment problems in light of this Government's growing

deficits, which threaten our economy and overall financial

stability.
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Organization

DOD is probably the most complex organization in the

free world today for several reasons:

o DOD has great difficulty establishing long-range

objectives when its planning horizon is the end

of a current Presidential term or, worse, the

next Congressional election.

o The personnel challenge alone involves managing

1,000,000 civilian employees and 2,000,000

military personnel in approximately 5,600 loca-

tions throughout the world. This represents

approximately 62 percent of all Federal employ-

ment, or nearly 15 times as many people as the

next largest department in the Government. When

3,000,000 contractor employees are included in

the total, the statistics indicate that DOD

directly or indirectly employs 5.2 percent of the

national labor force.

o The economics of the DOD are staggering. Defense

outlays for 1982 totaled $183 billion, which

represented:

- 25.2 percent of total Federal outlays;

- 5.9 percent of the U.S. GNP; and

- approximately $800 for every person living in

the United States.

The nearly $100 billion budgeted for major weapons

in 1983 is more than the gross revenues of the

largest corporation in the United States. The

outlay forecast in FY 1983 for military retirement

pay alone in the DOD is $16.5 billion, approxi-

mately equal to the gross revenues of the 16th

largest corporation in the Fortune 500.

o The political impact of defense spending puts

massive pressure on DOD. Of the entire Federal

budget, $180.5 billion is categorized as

"Relatively Controllable Outlays." Of this

discretionary spending $134.2 billion, or 74

percent, is in DOD. This presents a major oppor-

tunity for the public, press, lobbyists and

Congress to help decide how and where vast sums

of money are spent.

5

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



619

o DOD employs 105,000 engineers and scientists —

3.6 percent of the U.S. supply — in research,

development, and engineering roles across tech-

nologies ranging from food and apparel to the

most sophisticated missiles. R&D expenditures in

FY 1983 are forecast at $24.3 billion. .

DOD's organization is, by necessity, unusual. This

derives, in part, from the need to provide civilian control

over a military function.

The competition among the services, and the relation-

ship of the services and their Secretaries to the Joint

Chiefs of Staff (JCS), to the Commanders-in-Chief, and to

the Secretary of Defense all contribute to the peculiar

organization structure. These relationships have been care-

fully derived, however, and the OSD Task Force has made all

organizational cost saving judgments in full recognition of

the reasons why these relationships were established.

Ever since the creation of DOD, the services have

fiercely protected all functions for which they were

historically responsible and resisted attempts to consoli-

date functions, whether in OSD, in unified commands, or in

specified commands. These reactions are generally healthy.

Service competition insures that varying viewpoints will be

fully weighed by the Department, the Administration, and

the Congress, before fundamental questions are resolved.

Frequently, however, the facts may indicate that

noncombatant functions can be done better if consolidated,

and that consolidation would be more cost-effective. The

National Security Act of 1947, as amended, gives the

Secretary of Defense the responsibility and the authority

to provide for the performance of any noncombatant supply

or service activity common to more than one military

service by one agency (or such other organizations as he

considers apppropriate), whenever it is determined to be

more effective, economical, or efficient. A number of the

OSD Task Force recommendations urge operational consolida-

tion, but all such recommendations are consistent with

military management of military functions. These noncom-

batant consolidation recommendations are made where it is

felt that costs can be reduced and effectiveness improved.

These consolidation recommendations do not confuse

consolidation with centralization. In some cases, consoli-

dation and decentralization may be appropriate, but decen-

tralization by service may not be the most effective way to

accomplish operational efficiency.
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Some of the OSD Task Force organizational recom-

mendations are far reaching and novel, to the extent that

anything can be novel in this much-studied department.

Others have been adequately studied, and can be readily

implemented.

Recommendations with respect to weapons acquisition

management (p. 134) and overall DOD organization (p. 16)

are long range in nature, but very important. Their cost

saving potential is significant. The OSD Task Force

believes they will enhance effectiveness, that they are

directionally correct, and that they can be accomplished.

(Nonetheless, they require analysis beyond that which could

be accomplished by this survey.)

Management Information

It is evident that management information is not very

usable throughout the Federal Government. It is for this

reason that the Reform '88 program was announced by the

White House in 1982.

This deficiency is especially evident when reviewing

the information available in OSD. In part, this derives

from the structure of the U.S. Budget. The line item

analysis required for construction of the budget is not

very useful as a management tool in an organization as

large and complex as DOD. Despite this deficiency, the

importance and visibility of DOD's budget require the con-

tinuing attention of the Department's management. Further,

budgets for two to three years are under detailed scrutiny

at all times.

Since the budget is not a useful management tool and

management information is not readily available otherwise

on an ongoing basis, great reliance is placed upon special

studies. This is often frustrated by tendency to make no

firm decisions in the face of the slightest controversy,

resulting in sequential similar studies without resolution.

For example, from the first Hoover Commission in 1949

through a subcommittee report of the Senate Armed Services

Committee in 1982, there have been more than 20 studies of

consolidation, coordination, and regionalization of the

Department's health care systems. Mo definitive action to

resolve the obvious problems has taken place, but the

studies continue.

Similarly, there have been many studies concerning

depot consolidation and maintenance consolidation. These

studies are quite costly to perform, yet resolution of the

problem is continually deferred.
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Archaic data processing systems are documented in this

and other task force reports of the President's Private

Sector Survey (PPSS) on Cost Control. This situation

exacerbates the problem.

In the course of the survey, the OSD Task Force was

unable to secure satisfactory data with respect to base

consolidation. Government-furnished materials, Government-

furnished equipment, base support costs, full health care

costs, etc., because of the inadequacies of the management

information.

Further, it was noted that while OSD needs a great

deal of management information from the services in order

to perform its planning and control function, it frequently

does not have ready access to the data.

Budget

The appropriations for DOO, the services, and OSD for

the past ten years are presented on pages 11-15. For FY

1983, estimated appropriations total $239.4 billion.

Caveat

It comes as no surprise that an organization with a

budget of almost $240 billion and with more than three

million employees provides significant cost saving oppor-

tunities .

The issues raised here did not develop overnight.

Many are rooted in the years before DOD was created. Many

reflect the natural tension that exists between the Legis-

lative and Executive Branches. Some of the issues recom-

mended here have been proposed by DOD in the past, but were

rejected or blocked by Congress. In those cases, the OSD

Task Force urges reconsideration by Congress and supports

DOD's position.

The OSD Task Force was asked to look for cost savings

opportunities. By its nature, a report such as this is

critical, focusing on areas in need of correction. It can-

not be construed as a report card evaluating the performance

of OSD or DOD.

The OSD Task Force has been impressed by the quality

and the accomplishments of the civilian leadership of DOD
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and the military leadership of the services. Hopefully,

the recommendations made here will further strengthen their

shared goals.

Methodology

The methodology used by the OSD Task Force was basi-

cally similar for all issues. The survey began with a

literature review, augmented by introductory briefings.

Information available through the General Accounting Office

(GAO), the Office of Management and Budget (OMB), the

Congressional Budget Office (CBO), the Federal Budget,

Departmental documents, and private sector sources was

scanned to provide initial guidance.

The OSD Task Force staff was divided into teams to

review OSD and DOD from the following perspectives:

0

weapons,

o

logistics,

o

financial management,

o

personnel,

o

organization, and

o

legal and legislative issues.

Data gathering pertinent to the potential issues

identified by the teams relied significantly upon interviews

of Department personnel with the relevant responsibility.

Further information was gleaned from financial data avail-

able through the Department. Interviews were conducted

with knowledgeable sources outside Government, with outside

contractors, and with former officials of the Department.

Incumbent officials interviewed ranged from the

Secretary of Defense to the line management personnel

responsible for the activities under review. Also inter-

viewed were former officials: Secretaries of Defense,

Service Secretaries, Chairmen of the JCS, OSD officials,

and other members of management from prior Administrations.

In sum, more than 1,000 interviews were conducted in

the course of developing the recommendations in this report.

Liaison was maintained throughout the survey with the Execu-

tive Assistant to the Deputy Secretary of Defense and with

the Office of Review and Oversight. Meetings were held
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with the Secretary of Defense and the Deputy Secretary of

Defense to obtain their perspectives.

The OSD Task Force is very appreciative of the coopera-

tion it received from all segments of DOD, as well as from

former DOD officials. The Secretary of Defense and his

associates provided ready access to all data requested, to

the extent that it was available.

Regular meetings were held between the co-chairs, who

were members of the PPSS Executive Committee assigned to

the OSD Task Force, and the project management team. The

survey scope was jointly determined. The co-chairs provided

active oversight and guidance to the Task Force by reviewing

progress reports and preliminary findings throughout the

survey process.
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ARMY APPROPRIATIONS

($ billions)

Operations

Personnel—^

and 2/

maintenance—

Procure-"

ment

FY

RDT&E

Other

Total

1974

8.8

7.4

1.9

2.5

0.7

21.3

1975

9.2

7.0

1.7

2.3

1.1

21.3

1976

9.6

8.3

2.0

3.0

0.7

23.6

1977

10.0

9.2

2.3

4.4

0.8

26.7

1973

10.5

9.8

2.4

5.3

0.4

28.4

1979

11.1

10.8

2.6

6.0

0.8

31.3

1980

12.1

12.3

2.8

6.4

0.8

34.4

1981

14.2

14.5

3.1

10.5

1.0

43.3

1982

16.3

16.8

3.6

13.9

1.7

52.3

1983

(est.)

17.6

17.6

3.9

15.7

2.4

57.2

1/ Military salaries only (including Reserves, National Guard,

etc.)

2/ Includes civilian salaries

;
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NAVY & MARINE CORPS APPROPRIATIONS

fl billions)

Operations

Personnel-''

and 2/

maintenance—

Procure-

ment

FY

RDT&E

Other

Total

1974

7.5

7.3

2.7

8.6

0.6

26.7

1975

7.9

7.9

3.0

8.4

0.6

27.8

1976

8.1

9.1

3.3

10.2

0.6

31.3

1977

8.4

10.6

3.7

13.1

0.6

36.4

1978

8.8

12.1

4.0

14.6

0.0

39.5

1979

9.2

13.1

4.5

14.4

0.9

42.1

1980

9.9

16.1

4.6

15.8

0.8

47.2

1981

12.0

19.04

5.0

20.3

1.3

58.0

1982

14.0

21.5

7.5

26.2

0.4

69.6

1983

(est.

14.8

23.2

8.1

35.6

0.1

81.8

)

1/ Military salaries only (including USNR, USMCR, etc.)

2/ Includes civilian salaries
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AIR FORCE APPROPRIATIONS

($ billions)

Operations

1/ and 2/

Personnel- maintenance-

Procure-

ment

FY

RDT&E

Other

Total

1974

7.8

7.7

3.1

5.9

0.2

24.7

1975

7.9

8.2

3.3

6.0

0.6

26.0

1976

7.8

8.7

3.6

7.7

0.6

28.4

1977

7.7

9.5

3.8

10.2

0.8

32.0

1978

8.0

9.8

4.2

9.9

0.7

32.6

1979

8.5

10.9

4.4

10.7

0.4

34.9

1980

9.0

14.2

5.1

12.8

0.6

41.7

1981

10.7

16.9

7.1

16.8

1.6

53.1

1982

12.3

18.5

8.9

23.7

1.4

64.8

1983 13.1

(est.)

19.5

10.6

28.1

3.7

75.0

1/

Military

National

salaries only (including USAF Reserve,

Guard, etc.)

Air

2/

Includes

civilian

salaries
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I. INTRODUCTION (CONT'D)

B. THE MANAGEMENT ROLE OF OSD: CRITIQUE AND PROPOSALS

The National Security Act of 1947 created an integrated

structure to formulate national security policy. Military

restructuring was initially intended to bring about unifi-

cation of the armed forces through the exercise of control

and direction by the Secretary of Defense.

After 15 months as the country's first Secretary of

Defense, James Forrestal said in a summary report, "The

mere passage of the National Security Act did not mean the

accomplishments of its objectives overnight." The findings

of the President's Private Sector Survey (PPSS) Office of

the Secretary of Defense (OSD) Task Force led to the con-

clusion that it has not happened over 35 years either.

During the OSD Task Force study, debate has raged in

Congress, in the media, and throughout the country concern-

ing the appropriateness of the Department of Defense (DOD)

budget. It has been sniped at from many directions.

One facet of the debate seems clear. Those who criti-

cize agree only on their criticism of the aggregate cost,

rather than specific programs or bases. Those who defend

choose to do so in the aggregate as well. Discussion of

specifics rarely leads to consensus.

The dilemma of chaos can be illustrated clearly by the

following excerpt from the Washington Post on February 2,

1983:

Committee Chairman John G. Tower . . . released

a letter to colleagues asking them for military

activities that could be eliminated in their

home areas to help reduce defense spending.

In a Dear Colleague letter, Tower said he found

it "intriguing" that "in one breath Senators

will argue for reductions in defense, and then

in another breath will argue just as strongly

that such reductions should not be made in

programs located in their states.

90-185 0-88-21
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"I would invite every Senator," Tower wrote, "to

give me a list by March 1, 1983 of any defense-

related project in his or her state where a

reduction of expenditures could be made because

such expenditure is not essential for national

defense."

Laughter broke out in the crowded hearing room

at the Dirksen [Senate] Office Building as Tower

outlined his proposal.

Laughter comes all too easily if we accept the implicit

assumption that this is the system whereby defense priori-

ties should be set. But it is gallows humor, since we also

recognize that far more than a grain of truth underlies it.

At least in theory, the Secretary of Defense, with the

concurrence of the President, should be able to assess the

relative priorities of defense needs and choose those mar-

ginal programs, bases and personnel that should be elimi-

nated, should an aggregate reduction of the Defense budget

prove necessary. We recognize that this theory may fly in

the face of the realities of the democratic process. But

the existence of these political realities does not diminish

the validity of the theory. Since the theory and the reali-

ties will be in constant tension, we deem it necessary that

the two sides be fairly balanced.

It is the conclusion of the OSD Task Force that the

ability of the Secretary of Defense and OSD to appropriately

represent the views of the Administration is encumbered, in

significant measure, by DOD's organization and structure.

OSD is encumbered by statute, by tradition, by

so-called "political realities," and even by failure to

utilize the full powers that are vested in it.

Background

Almost all of the problems addressed in the 40 issues

comprising this report have been recognized for many years.

Only a few of our recommendations are truly innovative.
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In order to get a broad range of perspectives on the

management problems we observed, we interviewed a signifi-

cant number of incumbent DOD officials. We also discussed

these concerns with former DOD officials: former Secre-

taries of Defense, former Deputy Secretaries, former Service

Secretaries, and former Chairmen of the Joint Chie-fs of

Staff (JCS). We also interviewed other knowledgeable per-

sons within and outside of Government. We sought out their

ideas on management and organization problems and, in turn,

used them as sounding boards for our then tentative recom-

mendations.

Those whom we interviewed told us that OSD is, in many

respects, a prisoner of its history.

Historical Analysis

From the earliest consideration of unifying the mili-

tary establishment, the authority or potential authority of

the Secretary of Defense has been controversial. During

World War II, the separate War and Navy Departments had

been only slightly coordinated by Joint Committees for cer-

tain field commands and by civilian emergency agencies.

Following, World War II, the War Department argued for

a single defense department, while the Navy argued against

it. When hearings before the Senate Committee on Military

Affairs seemed to be unable to reach an early solution, the

President stepped into the fray.

On December 19, 1945, President Harry S. Truman sent a

message to the Congress proposing a Department of Defense,

saying in part, "One of the lessons which has most clearly

come from the costly and dangerous experience of this war is

that there must be unified direction of land, sea, and air

forces at home, as well as in all other parts of the world

where our Armed Forces are serving. We did not have that

kind of direction when we were attacked four years ago —

and we certainly paid a high price for not having it."

After delineating the problems of the pre-World War II

organization structure and stating that further studies of

the general problem would serve no useful purpose, President

Truman presented nine reasons for unification:

o We should have integrated strategic plans and a

unified military program and budget.
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o We should realize the economies that can oe

achieved through unified control of supply and

service functions.

o We should adopt the organizational structure best

suited to fostering coordination between- the

military and the remainder of the Government.

o We should provide the strongest means for civilian

control of the military.

o We should organize to provide parity for air

power.

o We should establish the most advantageous frame-

work for a unified system of training for combined

operations of land, sea,and air.

o We should systematically allocate our limited

resources for scientific research.

o We should have unity of command in outlying bases.

o We should have consistent and equitable personnel

policies.

President Truman then provided an outline of a unified

defense department. Included in that outline was a recom-

mendation that, "The President and the Secretary should be

provided with ample authority to establish central coordinat-

ing and service organizations, both military and civilian,

where these are found to be necessary."

President Truman's general plan was introduced as

S. 2044 on April 9, 1946. Agreement could not be reached

in 1946. In 1947 a compromise was achieved, and on July

26, 1947, President Truman signed The National Security Act

of 1947 (P. L. 253, 80th Congress).

Initially, the Secretary of Defense was designated the

head of the National Military Establishment, which consisted

of the Departments of the Army, Navy, and Air Force, togeth-

er with related agencies. The statute empowered the

Secretary of Defense to establish "general" policy and

programs and to exercise "general" direction, authority and

control.

In 1949 the first Hoover Commission recommended that

the powers of the Secretary of Defense be strengthened,

that statutory authority previously vested in the services

be granted directly to the Secretary of Defense, and that
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the Secretary of Defense have full authority, subject only

to the President and the Congress, to establish policies

and programs.

President Truman incorporated these views in a message

to Congress on March 5, 1949. He proposed converting the

National Military Establishment into the Department of

Defense, while providing the Secretary of Defense with

appropriate responsibility and authority to fulfill that

enlarged responsibility. He urged that the responsibility

of the Secretary of Defense to exercise direction, author-

ity, and control over the Department of Defense be made

clear and that certain limitations and restrictions on his

role as head of an Executive Department be removed.

Congress approved amendments to the National Security

Act of 1947, and President Truman signed them into law on

August 10, 1949. The Department of Defense was created.

The Act vested in the Secretary of Defense direction,

authority and control over the Department of Defense. It

was no longer "general."

The power to exercise direction, authority and control

was not without restrictions, however. Another amendment

to the Act provided that:

... no function which has been or is here-

after authorized by law to be performed by

the Department of Defense shall be subtan-

tially transferred, reassigned, abolished or

consolidated until after a report in regard

to all pertinent details shall have been

made by the Secretary of Defense to the

Committees on Armed Services of the Congress.

Since 1949 the case for expanding the management powers

of the Secretary of Defense has been made a number of times:

o On November 18, 1952, Secretary Robert A. Lovett

wrote to President Truman as his term came to a

close. Lovett suggested clarification and

strengthening of the Secretary's powers, noting

difficulties in asserting authority in the field

of supply, warehousing and issue. He cited, with

approval, reorganization plans in other agencies

under which "all functions of all other offices

of a department and all functions of all agencies

and employees of a department are transferred to

the Secretary of the Department with exceptions,

if necessary. The application of this approved

procedure to the three Military Departments or

the Department of Defense could neatly cure such

questions."
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o On April 11, 1953, Secretary Charles E. Wilson

forwarded, with President Eisenhower's full

approval, a report by the Committee on Department

of Defense Organization. The Committee had dis-

cussed the major problem of organization and pro-

cedure with former Secretaries of the military

departments, the military chiefs of the services,

with civilians who had held high offices in the

Department, and other knowledgeable private citi-

zens. Its military consultants were General

George C. Marshall, Admiral Chester W. Nimitz,

and General Carl Spaatz.

The Committee Report observed that, "It was not

expected in 1947 when the National Security Act

was adopted, or in 1949 when it was amended, that

the national security organization should be

closed to further improvement. While its funda-

mental practices are still sound, experience

indicates that it needs to be amended, and that

the organization and procedures of the Department

of Defense need to be improved to attain four

compelling objectives:

- The lines of authority and responsibility

within the Department must be made clear and

unmistakable.

The Secretary of Defense must be able to

clarify the roles and missions of the

services.

- Planning must be based on the most effective

use of our modern scientific and industrial

resources.

The organization of the Department must be

able to effect maximum economies without

injuring military strength and its necessary

productive support."

The Committee Report called for statutory amend-

ments to provide the Secretary of Defense with

the following tools of sound management:

Clear and effective authority over the entire

defense organization, and control over the

principal personnel, civilian and military,

in DOD?
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A system to provide the Secretary with com-

plete, accurate and understandable informa-

tion on which to base decisions; and

- An independent audit of programs and of

efficiency of performance.

O On April 30, 1953, President Eisenhower sent to

Congress a message transmitting a reorganization

plan which would strengthen the authority of the

Secretary of Defense along the lines recommended

by the Committee on Department of Defense Organi-

zation. Aside from the legislative proposal, he

noted that he was also clarifying the lines of

authority within DOD in order to strengthen

civilian responsibility. He underscored the

importance of the Secretary's responsibility,

noting that:

No function in any part of the Department

of Defense, or in any of its component

agencies, should be performed independent

of the direction, authority, and control

of the Secretary of Defense. The Secre-

tary is the accountable civilian head of

the Department of Defense, and, under the

law, my principal assistant in all mat-

ters relating to the Department. I want

all to know that he has my full backing

in that role.

The reorganization plan that accompanied President

Eisenhower's message became effective on June 30,

1953.

o The second Hoover Commission transmitted its

Department of Defense recommendations to Congress

on June 20, 1955. For the purposes of our review,

the most significant recommendation was to estab-

lish a separate civilian-managed agency, reporting

to the Secretary of Defense, to administer common

supply and service activities. Secretary of

Defense Wilson rejected this recommendation in a

memorandum issued in March 1956, in which a pref-

erence for a single manager system was noted,

few years later Secretary of Defense McNamara did

establish three defense agencies for common

supply and service activities.
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o President Eisenhower remained concerned about

organization and functioning of the Department of

Defense, which he addressed in a message to Con-

gress on April 3, 1958. He covered the steps in

the unifying process, which have been cited above,

but expressed his concern over continuing

constraints:

These various steps toward more effec-

tive coordination of our Armed Forces

under one civilian head have been

necessary, sound, and in the direction

pointed by the lessons of modern war-

fare. Each such step, however, has

prompted opponents to predict dire

results. There have been allegations

that our free institutions would be

threatened by the influence of a mili-

tary leader serving as the principal

military advisor to the Defense Secre-

tary and the Commander in Chief. There

have been forecasts that one or more

of the Services would be abolished.

As a result, the Secretary of Defense

has never been freed of excessive stat-

utory restraints. As a result of

well-meaning attempts to protect tra-

ditional concepts and prerogatives, we

have impaired civilian authority and

denied ourselves a fully effective

defense. We must cling no longer to

statutory barriers that weaken execu-

tive action and civilian authority.

We must free ourselves of emotional

attachments to service systems of an

era that is no more.

President Eisenhower asked for more authority for

the Secretary of Defense with respect to:

o more flexible control over appropriated

funds;

o distribution of functions within DOD;

o control over public affairs and lobbying of

services; and

o transferring top officers between services,

with the consent of the individual.
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President Eisenhower expressly addressed the

inter-service rivalry question, noting that, "the

truth is that most of the service rivalries that

have troubled us in recent years have been made

inevitable by the laws that govern our defense

organization." He went on to observe that "these

rivalries, so common in the National Capital, are

almost unknown in the field. Here in Washington

they usually find expression in the Services'

Congressional and press activities which become

particularly conspicuous in struggles over new

weapons, funds, and publicity."

President Eisenhower continued, "I suggest that

we be done with prescribing controversy by law.

I recommend eliminating from the National Security

Act such provisions as those prescribing separate

administration of the military departments and

the other needless and injurious restraints on

the authority of the Secretary of Defense. I

specifically call attention to the need for remov-

ing doubts concerning the Secretary's authority

to transfer, reassign, abolish, or consolidate

functions of the Department."

This time, however, what Congress gave with one

hand, it took back with the other. Under the

1958 Defense Reorganization Act, effective August

6, 1958, Congress granted to the Secretary of

Defense the authority, "to take appropriate steps

(including the transfer, reassignment, abolition,

and consolidation of functions) to provide in the

Department of Defense for more effective, effi-

cient, and economical administration and operation

and to eliminate duplication."

So far, so good. But they went on, "However,

. . . no function which has been established by

law to be performed by the Department of Defense,

or any officer or agency thereof, shall be sub-

stantially transferred, reassigned, abolished, or

consolidated ..." until Congress has been given

30 days notice, after which either House could

reject, within 40 days, any transfer or abolition

of major combatant functions assigned by law to a

military department, so long as in the opinion of

that House the proposed action would impair the

Nation's defenses.

24

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



638

Thus, Congress responded to the President's

request that they remove doubts concerning the

Secretary's authority for those key management

functions. There no longer was any doubt; Con-

gress had constricted the Secretary's authority

even further.

o While Congress had always been chary of granting

the Secretary authority to transfer and consoli-

date functions, it has been even more restrictive

when it comes to base realignments and closures.

General support for economy in defense spending

evaporates when discussions of closing specific

bases arise. Furthermore, the pressure must be

initiated by OSD, since Congress and the services

have a common interest on this question.

On the one hand, members of Congress are sensitive

to the loss or disruption of any major employment

source in their districts. On the other hand,

having military bases in as many Congressional

districts as possible provides the services with

high confidence of a favorable atmosphere for

military programs. Almost 60 percent of all Con-

gressional districts contain, or are adjacent to,

significant installations, which some feel results

in a "reciprocal pork-barrel," which is the domi-

nant constraint on base closures and realignments.

Since 1969 resistance to base realignments has

been written into law. The National Environmental

Policy Act (NEPA) of 1969 has been interpreted to

require an environmental impact assessment and, if

necessary, preparation of an environmental impact

statement before proposed actions are approved.

The 1977 and subsequent Military Construction

Appropriations Acts have required NEPA compliance

before funds can be used for closure or realign-

ment actions.

In the 1978 Military Construction Appropriations

Act, a new section 2687 was added to Title 10 of

the United States Code which requires in advance

of any closure or realignment action:

public announcement and notification to both

Armed Services committees of Congress that a

military installation is a candidate for

closure or realignment;
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\

NEPA compliance?

notification to both Armed Services commit-

tees of Congress of a final decision to close

or realign, with a detailed justification for

the decision, including statements of the

estimated fiscal, local economic, budgetary,

environmental, strategic, and operational

consequences of the proposed closure or

realignment; and

the passage of a 60-day grace period during

which no irrevocable action may be taken to

implement the decision.

Thus, the stage has been set so that a long period

ensues between the time that a base is identified

as a candidate and the earliest possible date for

implementation. Public opposition, political

pressure, and even blocking legislation can occur

long before this process can be completed or final

decision announced.

This historic analysis has not been comprehensive as

it focuses primarily on the legislative trail. At the same

time, this historic recitation should reveal clearly that

the authority of 0S0 and the Secretary of Defense is no

little matter. Perhaps the independence of this Task Force

from vested interest in the resolution will be helpful to

those who must make the decisions as to the future of OSD

vis-a-vis the Congress, the services, the President and the

American taxpayer.

Congress and OSD

Many of those we interviewed are concerned about the

trends in defense spending, about the heavy overload in the

out years for weapons contracted for, and about the impli-

cations of defense spending for the entire national picture.

They are worried that, when the out-year costs become clear,

there will be massive cutbacks and cancellations, and that

much of the money spent in the intervening years will have

been wasted. They are further worried about the debilitat-

ing effect this will have on the defense industry, where

the secondary level of suppliers has become critically weak,

largely because of the risks inherent in being a DOD

supplier.
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This is of particular concern to them because many of

them seem to regard Congress as representatives of special

interest groups, reacting to legislation piece by piece,

with little regard for the long-run picture. It is not

difficult to understand why Congress wants such a heavy

voice in DOD decisions. The defense portion of the 1983

fiscal year outlays will approach 30 percent of the total.

But more importantly, almost 74 percent, or about $135

billion of the $180 billion in "Relatively Controllable

Outlays" in the entire budget, goes for defense.

Congress is keenly aware that defense decisions are

not only large in amount, but they are extremely complex

with a heavy element of subjective judgment. Every dis-

trict feels entitled to a piece of the action.

This creates a dilemma of staggering proportions for

even the most conscientious politicians: on the one hand,

the need to choose, among strongly lobbied alternatives,

the most cost-effective weapons systems for the overall

good of the Nation; and on the other hand, the pressure to

make these choices based on the specific impact on their

own constituencies.

Further complicating the picture is the fact that

individual members of Congress frequently have a strong

orientation to one or more of the services. Even after 35

years of OSD, Congress continues to deal directly with the

services — and vice versa — and frequently around OSD.

This happens for several reasons:

o Psychological — it is easier to identify with

the Army, Navy, Air Force, or Marines than with

OSD. The uniformed services can attract loyalty

that OSD does not naturally come by. Further-

more, we in the private sector are well aware of

how corporate headquarters are regarded.

o Budget — Congress still approves the budget by

service. While the Secretary of Defense has the

authority to adjust it to meet conflicting

demands, he does not exercise it. The services

know who in Congress will fight for their

interests.
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o Hone district — the presence of a military base

in a district builds a loyalty to that service.

o Divided opinion — because DOD does not always

speak with one voice, Congress steps in to referee

the battles or reconcile the differences- to its

own satisfaction.

o Success — so long as the services perceive that

they can get more out of Congress than they can

from OSD, they will continue to do so.

It is the view of this Task Force that the country is

not well served by the restrictions that sometimes inhibit

the Secretary of Defense from exercising good business and

military judgment in the choice of weapons systems and base

structure. However, the overall problem is one that cannot

be solved by people from the outside, private sector or

otherwise.

The problems cited by Presidents Truman and Eisenhower

still exist. If anything, they are worse in light of the

world threat, the escalating cost of defense, and the

pervasive feeling of entitlement to the defense dollar.

Perhaps it is time for the President and the leaders

of Congress to agree to study the possibility of a Modern

Agenda for Military Management. It has been 30 years since

the Committee on Department of Defense Organization convened

for the last thoroughgoing study of overall organization

and procedure.

OSD and the Services

In the course of this Task Force study, hundreds of

interviews were conducted in OSD, in the services and other

Governmental organizations, with outside contractors, trade

associations, think tanks and other knowledgeable observers

of DOD.

On paper, and in fact, the Secretary of Defense and

OSD have enormous authority, even with the limitations that

have been cited previously. However, given that the charge

to the office is the overall management of the defense

structure, it is instructive to observe how that authority

is perceived.
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Many of the people who spoke with us noted that, in

many respects, the services have never really accepted the

need for, the existence and long-term viability of OSD.

In the view of many observers, the services simply do not

accept the statements of the Secretary of Defense .as final;

and management throughout OSD does not believe the.

Secretary of Defense has effective authority over the

services.

The purpose here is not to evaluate whether these

perceptions are valid, but to point out that they exist.

It is also clear that perceptions influence actions. To

the extent that OSD management perceives the authority of

the Secretary to be less than it really is, that perception

may constitute a de facto limitation on its ability to make

effective management decisions.

Certainly the analyses of this OSD Task Force could be

interpreted to lend support to the ability of the services,

sometimes abetted by Congress, to thwart logical cost sav-

ings that would derive from consolidation, centralization

or better management. See, for example, the following

issues:

OSD

3

Transfer of Consumable Inventory Items

OSD

4

Maintenance Depot Consolidation

OSD

5

Wholesale Depot Consolidation

OSD

8

Consolidation of Base Support Operations

OSD

9

Base Realignments and Closures

OSD

10

Unification of Traffic Management

OSD

15

Improved Organization of Acquisition Function

OSD

16

Defense Contract Administration Consolidation

OSD

20

Common Parts and Standards

OSD

21

Major Systems New Starts

OSD

22

Estimating Weapons Systems Costs

OSD

29

Direct Health Care Consolidation

OSD

39

Government-Furnished Materials

OSD

40

Foreign Military Sales
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Further, a review of the actions of the services after

creation of DOD lends credence to the perception of service

dominance. The organization structures of the services

have not changed much to accommodate to the existence of

OSD, except to add interfacing staff positions. The ser-

vices each seem to have attempted to remain standalone

units which could undertake full defense responsibility,

even if OSD and the other services were to disappear

tomorrow.

The services often object to any move that would

transfer functions to an OSD entity, even where it has been

demonstrated clearly that an OSD agency is more efficient

and more reliable. For example, in 1981 the Surveys and

Investigation Staff of the House Appropriations Committee

came to a conclusion similar to that reached by the OSD

Task Force in OSD 3. In its report the Surveys and Investi-

gations Staff said, in part, "The services can interminably

rebut, or disagree with any economic analysis performed by

any organization regardless of qualifications. It is virtu-

ally impossible to perform the finite analysis the services

will continue to insist on. The Investigative Staff feels

that there is sufficient data and evidence upon which to

make a decision on this matter. The services' arguments

against the proposal are parochial, and at times even emo-

tional. The time has come to 'fish or cut bait.'" Still,

the services continue to oppose this issue.

In the judgment of the OSD Task Force, the primary

impediment to the adoption of at least one-third of the 40

recommendations submitted in this report will be the objec-

tion of the services to losing exclusive control over that

part of the activity which they have historically managed,

irrespective of the potential cost savings to the Nation.

In 1958 President Eisenhower attempted to strengthen

unification by encouraging transfers of top officers between

services, saying, "It is my belief that before officers are

advanced beyond the two-star level, they must have demon-

strated, among other qualities, the capacity for dealing

objectively — without extreme service partisanship — with

matters of the broadest significance to our national

security." Not many feel that this lofty ideal has been

achieved. While this Task Force was uniformly impressed by

the caliber, intelligence, vision and breadth of the senior

military officers that we interviewed, we were nonetheless

struck by the strong dominance of their background in their

particular service. We were frequently told of the turf

battles among the services, as well as among the factions

within each service.

30

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



644

Years of tradition, doctrine and behavior created the

culture in which service dominance exists. But there

appears to be one thing above all that intensifies and per-

petuates service dominance: the services never relinquish

control of their people, even when they send them.to activ-

ities such as the Joint Staff, OSD assignments, oc to

Unified Commands. Their career opportunities continue to

rest with their service. Individuals know that if they are

to have a future when they return to their service, they

must "vote service* whenever presented with the opportunity.

In the period following World War II, President Truman,

with the support of General Marshall and General Eisenhower,

pushed hard for the unification of the services, but he

failed. Later, as President, Eisenhower attempted unsuc-

cessfully to press toward the same end. Today, those we

interviewed felt that the need for integration and coordina-

tion of the services is growing increasingly stronger. DOD

must find a way to get not only good coordination and prior-

ity setting among the services, but also their support for

sensible proposals that set aside the individual service

bias that each senior officer carries.

The recommendations that follow throughout this report

are intended to be sensible proposals. They frequently

call for OSD, a defense agency, or civilian contractors to

perform nonmilitary tasks, not only because they can be

done more efficiently there, but also because it frees up

talented military people to perform their military role.

Finally, throughout our interviews we found a wide

body of opinion to the effect that the staffs of the Service

Secretaries are really anachronisms in light of the respec-

tive responsibilities of OSD and the Service Chiefs' staffs.

We heard this view expressed by managers positioned through-

out the organization, including former managers in the

Service Secretariats. Many feel that these staffs are

redundant, and that the Service Secretaries should rely on

the Service Chiefs' staffs and OSD for that support which

cannot be eliminated.

Analysis of OSD Organization Structure

We found organization structure a very difficult issue

to explore. When we probed into this area, nearly every

manager queried had the same response, "We really don't

have any organization structure problems. What we need is

better people." The record indicates that this simply is

not so. It would be hard to prove that top managers in DCD
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have been anything less than exceptional people — people

who had performed well in previous positions and who per-

formed well after they left DOD.

The fact is that DOD does not perform as well as it

might, and we believe there are some structural problems

which contribute. Further, we believe that more good people

will not necessarily make a significant difference unless

the organization is designed to operate efficiently and

economically. The most telling comment we heard often in

proof of this was, "The minute we have a crisis, we cut

through all the bureaucracy, and things get done." The

obvious question then is why not design for everyday opera-

tion the organizational structure that works when it must.

One reason is that the DOD organization does not feel it

has the freedom to organize itself to do its job most effec-

tively. In fact it cannot, as the historical analysis above

clearly demonstrated.

In the years since its creation, DOD has been faced

with constantly changing demands on its organization:

gearing down from World War II? rearming for the Korean

conflict, then later cutting back to normal peacetime oper-

ation; building up to fight the Vietnam action in the face

of tremendous opposition from the people, the press and

influential members of Congress; then once again scaling

down during the 1970s, only to begin a dramatic push for

rearmament under the Beagan Administration. Entwined with

these needs to expand and contract have been pressures to

consolidate and centralize at times, and to decentralize at

other times.

In a number of DOD units, duplicated or overlapping

functions have been consolidated into single organizations.

We find that OSD has taken on the role of managing several

consolidated functional groups, such as the Defense Logis-

tics Agency (DLA), the Defense Mapping Agency (DMA), the

Defense Communications Agency (DCA), and others. This has

resulted in some very strange organizational combinations:

o DLA, the major procurement and supply agency for

the consumables used by the services, employs

nearly 50,000 people and spends $20 billion per

year. It is generally agreed that DLA is a

successful consolidation of functions formerly

duplicated among the services.

This consolidated line organization reports to

the Assistant Secretary of Defense who has the

staff responsibility for Manpower, Reserve
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Affairs and Logistics. Though logistics has been

added to this Assistant Secretary's title, this

does not alter the fact that the main mission of

DLA has little to do with the balance of the

responsibilities of the Assistant Secretary.

DLA's primary mission is to support the services

and the Unified and Specified Commands.

o DMA, also considered to be a successful consoli-

dation, employs 9,000 people and makes maps to

support military operations throughout the world.

This line organization works in direct support of

the Commands under the Chairman of the JCS, but

reports to the Under Secretary of Defense for

Research and Engineering.

o DCA, the organization through which the Chairman

of the JCS communicates with the Commands, also

reports to the Under Secretary of Defense for

Research and Engineering.

These are organization patterns which would simply be

ignored in the event of crisis. In fact, they are often

ignored in the normal course of business. This mixture of

line and staff functions in an organization creates many

problems in setting priorities. Typically, in the private

sector, such "two-hatted" managers give their attention to

their line units, so the staff work and long-term planning

suffer. Experience has shown that operating line units

should report to line management and that staff units

should report to staff management. In addition, private

sector experience certainly supports decentralization of

functions, responsibility and authority as an effective way

to bring focus and identity to the product or service

outputs of an organization.

These hybrid organizations are among the many causes

of what we saw as another problem throughout DOD: overly

large spans of control. We found many managers with any-

where from 15 to 30 people or organizations reporting to

them. When we probed this we were told, "Well, that really

doesn't happen. He doesn't see him that often, etc."

Common private sector practice normally limits spans of

control to six to eight, perhaps ten in unusual situations.

A span of 20 or more simply cannot work.

Another factor encouraging these enormous spans of

control was the civilian personnel system. It appears that

under this system, supervisory positions are often evaluated
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on the basis of the span of control; i.e., the number and

the highest level of personnel reporting to that supervisory

level.

Our survey indicated that the 00D organization

contained a number of units which duplicated the structure

and function of other units. Many organizations perform

similar functions in OSD, in each of the staffs supporting

the Services Secretaries, and again in the staffs reporting

to the Service Chiefs. We interviewed a number of managers

who argued persuasively that "the staffs reporting to the

Service Secretaries are anachronisms, left over from their

days of Cabinet rank. They communicate up to their counter-

parts in OSD and down to their counterparts in the service

organizations. They translate DOD policy into appropriate

terminology and publish the policy for use in their service.

They often impede efficient, economical operation. We could

eliminate them entirely, strengthen OSD's staffs to communi-

cate directly with the staffs reporting to the Service

Chiefs, and never miss the Service Secretaries' staffs at

all. In fact, it would tighten the overall organization to

eliminate the Secretaries' staffs, and ask the Secretaries

to use the service and OSD staffs."

The following are some outstanding examples of

duplication of effort:

o There are large Manpower and Reserve Affairs

organizations in OSD reporting to the Secretary

of Defense; again in the Service Secretariats,

reporting to the Service Secretaries; and then

again in the services, reporting to the Chiefs.

Among top managers, there was a widely held belief

that these responsibilities should be assigned

largely to the Service Chiefs. Then, the Manpower

and Reserve Affairs unit in OSD could be reduced

drastically, keeping only the minimum organization

needed to deal with DOD-wide issues, such as the

all-volunteer force and compensation matters.

o Throughout the acquisition system in DOD, there

are major overlaps of functions in OSD and the

services which make the process of acquiring major

weapons systems both more costly and more time

consuming than necessary.

o There are people performing legislative and public

affairs functions in OSD, the Service Secretari-

ats, and in the staffs reporting to the Service

Chiefs. The organizations in the services tend
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to focus their attention on the specific needs,

programs or activities of their particular ser-

vice. We found that in many cases, the individual

services maintained more extensive lobbying or

public relations efforts than OSD. Whil-e this

may be good for the particular service i-n the

short term, activities which tend to focus on

individual services create inter-service issues

or conflicts which are often counter-productive

to the accomplishment of DOD's mission. President

Eisenhower also addressed this subject in his

message to Congress requesting reorganization of

DOD in 1958, using these words:

. . . a principal outlet for service

rivalries is the public affairs and

legislative liaison activity within

each of the military departments . . .

Surely everyone will agree that per-

sonnel charged with such duties should

not seek to advance the interest of a

particular service at the expense of

another, nor should they advance a ser-

vice cause at the expense of overall

national and defense requirements. We

do not want defense dollars spent in

publicity and influence campaigns in

which each service claims superiority

over the other and strives for in-

creased appropriations or other

Congressional favors.

I have directed the Secretary of

Defense to review the numbers as well

as the activities of personnel of the

various military departments who

engage in legislative liaison and

public affairs activities in the

Washington area. I have requested

that he act, without impeding the flow

of information to the Congress and the

public, to strengthen Defense Depart-

ment supervision over these activities

and to move such of these personnel

and activities as necessary into the

Office of the Secretary of Defense.

Now, 24 years later, we still find active legis-

lative and public affairs organizations in each

of the services. Beyond the negative effects of
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these overlapping organizations, this suggests

that it is almost impossible to eliminate a func-

tion in DOD. One senior official told us, "The

organization in DOD is like a starfish: it

regenerates lost parts."

We found no clear insight or emphasis on long-range

planning of organization structure. We asked organization

analysts in OSD what the ideal organization should look like

to fit the functions DOD performs. The response: "Whatever

the current Secretary wants." We asked how organization

planning was done and how change was accomplished. The

response: "Functions can't really be eliminated. We don't

really change much? we just move the blocks around. We're

prevented from really changing by external forces."

Further, there appeared to be no good process in place

for organizational self-analysis, which would increase the

awareness of a need for improvement in structure.

The net result of these structure problems is an orga-

nization that breeds all of the typical problems of a

bureaucracy: slow response, unclear reporting lines, major

overstaffing, and too much internal bickering over who

should do what.

Recommendations

Throughout this report are recommendations that will

strengthen the ability of OSD to perform consolidated func-

tions for DOD and its services at considerable cost savings.

Defense agencies or new consolidated operations are

recommended or could be considered for many issues:

OSD 8 Consolidation of Base Support Operations

OSD 10 Unification of Traffic Management

OSD 16 Defense Contract Administration Consolidation

OSD 29 Direct Health Care Consolidation

OSD 37 Procurement Audit Service

OSD 38 Freight Bill Audit

OSD 40 Foreign Military Sales
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Beyond these specific issues, our analysis of the prob-

lems of the weapons acquisition process in Issues OSD 15

through OSD 23 has led us to suggest consideration of a

major overhaul, leading perhaps to the consolidation of

this process in OSD. This recommendation is outlined in

detail in Issue OSD IS.

While the consolidation of responsibility for the

acquisition process would be a major undertaking, it would

solve many of the problems that have been outlined in this

chapter. It would also transfer to OSD activities that can

best be addressed by civilians, freeing up military leader-

ship for purely military functions. It would enable Con-

gress to look to a single source for comparative information

on weapons alternatives, and it would assure evenhanded

treatment of contractors.

Finally, in terms of overall organization of DOD and

in light of the problems that surfaced in the course of the

OSD Task Force study, we have several proposals to make:

o We recommend the creation of a Defense Executive

Office to include the Secretary of Defense, the

Service Secretaries, che Chairman of the JCS, and

the Deputy Secretary of Defense. If the Secretary

of Defense deems it appropriate, the Under Secre-

tary for Policy could also be a member of the

Defense Executive Office.

o We recommend the designation of an Under Secretary

of Defense for Acquisition (a new position) sepa-

rate from the Research and Engineering function,

which would continue to be under the direction of

the Under Secretary for Research and Engineering.

o We recommend that the DLA report to the proposed

Under Secretary of Defense for Acquisition.

o We recommend the elimination of the 3taffs

reporting to the Service Secretaries and the

transfer of any functions which cannot be elimi-

nated to OSD or to the staff of the appropriate

Service Chief.

The proposed DOD organization chart and the existing

chart, both in simplified form, are illustrated on pages 40

and 41.
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Many large private sector organizations, recognizing

that the burden of coordinating a large complex enterprise

is beyond the capability of one or two people, have created

Offices of the Chief Executive. Placing top DOD officials

in a coordinating role with the Secretary of Defense will

strengthen the DOD-wide decisionmaking process, provide

better representation of individual service views at the top

of the organization, establish a base from which to achieve

better unified decisions and actions among the services,

and relieve the span of control problem of the Secretary of

Defense.

The designation of an Under Secretary of Defense for

Acquisition will provide a separation of two organically

separate disciplines and spread an enormous work load. The

need for an Under Secretary of Defense for Acquisition

seems apparent under current circumstances, but would be

all the more necessary if the recommendations contained in

Issue OSD 15 were implemented.

We believe that in aggregate, these recommended changes

in organization structure would significantly improve DOD'5

operation by:

o providing more and broader leadership at the top

of the organization;

o providing an organizational framework which will

work to enhance, rather than inhibit, unified

decisions and actions;

o reducing staff and thus saving money and improving

efficiency;

o separating line and staff functions for maximum

effectiveness;

o reducing spans of control to reasonable operating

levels; and

o recognizing the clearcut distinction between the

acquisition function and the research and

engineering function.

Specific recommendations concerning the organization

of JCS are beyond the scope of this Task Force's charter.

It should be pointed out, however, that many respected

military and civilian leaders believe that it is timely to

consider options for JCS reform. (See U.S. Congress, House

of Representatives, Reorganization Proposals for the Joint

Chiefs of Staff, Hearings before the Investigation Subcom-

mittee, 97th Congress, 2nd Session, April-August 1982.).
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It has been stated that some reform of the military

staff system is necessary to provide the civilian leadership

with more objective judgments as to what priorities should

exist. Some believe that it is too much to expect that the

JCS, whose members are also individual Service Chiefs, and

a Joint Staff composed of members who serve brief tours —

always dependent on their individual service for promotion,

career path, etc. — could be institutionally capable of

providing the Secretary of Defense with the kind of

objective advice he needs.

Many different proposals have been advanced, e.g.,

strengthening the role of the Chairman of the Joint Chiefs?

changing to a single Chief of Staff, supported by the

General Staff with a unique promotion track, etc.

It might very well be appropriate to consider JCS

reform in conjunction with our proposals for the reorgani-

zation of OSD and the acquisition process.
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I. INTRODUCTION (CONT'D)

C. POD MANAGEMENT CLIMATE

Early in our investigations, we found that structural

and cultural problems in the Department of Defense (DOD)

often inhibited, and sometimes totally prevented, successful

exploitation of cost saving opportunities. We interviewed

civilian and military managers at all levels throughout DOD

and talked with former officials and other experts with

particular insights into these matters. We studied how the

organization is structured and how it operates. From this

background and our private sector experience, we developed

recommendations for improvement. While some of our recom-

mendations will result directly in identifiable savings, we

expect most of them will accomplish more by improving the

structure and functioning of the organization, and thus

will provide a supportive apparatus for ongoing cost savings

activity.

The Introduction noted that DOD is probably the most

complex organization in the free world. Beyond this

inherent complexity, there is a major factor which has a

pervasive impact on the efficiency and effectiveness of

DOD's operation — management turnover. There are several

understandable reasons for this high turnover:

o The political cycle virtually assures a complete

change of top management at least every four

years. In fact, the average service of

Secretaries of Defense has been 26 months.

o Military transfer policies establish the tour of

duty for officers in DOD as three years.

o Military and civilian retirement policies provide

incentives for successful top managers to retire

a number of years earlier than their counterparts

in the private sector — often just as experience

brings them to the peak of their productivity.

o Salaries and other rewards for top managers are

not competitive enough to attract or retain the

highest caliber people, except for those who are

more motivated by psychological rewards.

o Frustration over not being able to make right

things happen frequently drives managers to leave

after brief careers.
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Top management turnover is a problem throughout Govern-

ment, and certainly is not unique to DOD. Even though we

understand that reduction in turnover could bring improved

efficiency, we have taken high turnover as a given and

focused our attention on factors more controllable within

DOD.

In our investigations, we probed primarily to find the

areas which need to be improved. Thus, we deal in our

report almost exclusively with the negative aspects of orga-

nization structure and culture. Lest this be misunderstood,

we must make several important points:

o To varying extents, most large organizations

exhibit the kinds of problems we saw in DOD. Our

interest is to point out, based on private sector

experience, how DOD might improve the way it

handles organizational problems.

o We interviewed, and were otherwise exposed to,

large numbers of managers throughout DOD during

the four months of our investigation. While our

objective was not to evaluate individual perfor-

mance, we were impressed with many of the civilian

managers and their level of talent and experience.

We were particularly impressed by the breadth of

outlook, the dedication and level of administra-

tive and managerial skill we saw in the senior

military officers.

o We have not dealt with the question of financial

rewards. Obviously, the statutory limit on the

salaries of top managers and the rapidly escala-

ting salaries of those below this limit combine

to provide a wrenching force within this organi-

zation. When we talk of the reward system, we

mean to include promotion, status, recognition

and all of those intangibles which are so helpful

in motivating managers to take increased responsi-

bility, to perform better, and to gain additional

satisfaction from their jobs.

In our study we found attitudes, traits, traditions

and practices which prevent DOD from performing its mission

as effectively and economically as it might. These can be

grouped into four major topic areas:

o

o

o

o

Roles and Missions,

Personal Accountability,

Management Focus, and

Resistance to Change.
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Roles and Missions

Management has not adapted the roles and missions of

the major organizational components to changing conditions.

Organizations throughout DOD have extremely detailed

statements of roles and missions. But close examination

showed many of these organizations do not function the way

their statements say they should. Organizations have taken

on different roles and missions for a number of reasons:

because they were told to make the change; because a subor-

dinate organization did not perform; because external

pressure forced the most expedient change to be made; or

because functions were consolidated, and it seemed there

was no other central place for the new organization.

OSD itself is an organization which would insist it

has a well-defined role and mission. It seems clear that

the OSD organization should set long-term objectives for

DOD, develop policy, coordinate the activities of the ser-

vices, establish overall priorities for projects among the

services, and follow up to insure that policies are executed

and missions accomplished. Yet we found widespread feelings

that OSD interfered with the service organizations by micro-

managing their businesses, and that OSD was not performing

the function that subordinate units needed the most:

setting long-range objectives and leading the way, consis-

tent with the limitations imposed by the political process.

Interviews with former Chairmen of the JCS revealed a

major common thought: warfare has changed dramatically in

the past 25 years. We will never be able to fight again as

we did in World War II; yet we have made few adaptations to

the warfare of the future by changing the roles of the ser-

vices or by redefining the interfaces between them.

We found people expressing a number of reasons why

they thought roles and missions had grown fuzzy. They felt

that neither Congress nor the services ever really faced up

to the existence of OSD at its inception. The most notice-

able evidence of this was that many staff functions which

were placed in OSD were never completely eliminated from

the staffs of the Service Secretaries. Over the years,

OSD's role was perceived to have been altered dramatically

under some Secretaries. Roles also grew unclear because

emphasis was on the political, the expedient, the doable.

People told us, "We really shouldn't have given them that

job to do. It was doomed to be ineffective, but we had to

do something. We did what we could do, not necessarily

what was best."
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This lack of clarity naturally created problems in the

organization. The area of turf battles was the single topic

discussed by every person we interviewed. Obviously, when

roles and interfaces are not clear in an organization, it

invites and even encourages turf battles. In the -longer

term, the issues which cause these struggles for i-dentity

lead to new organizations to counteract or to watch the

"offending" organization.

Recommendations

DOD top management should jointly define for each of

the major organizational components in DOD the ideal role

and mission which would enable it to perform best its share

of the total mission in the future.

DOD management should give particular emphasis in its

role review to the following topics:

O The proper division of roles among OSD, the

Service Secretariats, and the staffs of the

Service Chiefs -- within these staffs, there are

many firmly entrenched organizations performing

similar functions. We recommend that each func-

tion be consolidated to the greatest practical

extent, and then be placed where it will be per-

formed best. We also recommend that the function

and the people performing the function be removed

from the other organizations.

o Centralization v3. decentralization — we

recommend that management work toward developing

decentralized, more manageable units which can

identify with output products or services.

o The proper role of the JCS — to improve the

effectiveness of their operation.

o Management of the acquisition of new weapons

systems — we have recommended that acquisition

functions be separated from the research and

engineering functions to put additional emphasis

on the execution phases of the acquisition

process. See the prior chapter and Issue OSD-23

for a more detailed analysis of this

recommendation.
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DOD management should work with subordinate management

to develop the ideal roles and missions for its units,

following redefinition of major component roles above.

Personal Accountability

Management does not clearly delegate authority along

with responsibility.

We interviewed many managers who exhibited little keen

sense of responsibility, who voiced in different ways a

sense of futility about their jobs, and who felt they could

not really do anything to influence the course of actions.

They felt a remoteness from the action and a concern that

good performance was not really recognized and rewarded.

As we probed deeper, we found a widespread belief that

all authority rested somewhere up at the top of the orga-

nization and that individuals could not really decide any-

thing by themselves. There appeared to be a perception at

the working levels that the top of the organization did not

really trust or rely on them. There seemed to be a per-

vasive feeling that if an individual manager stuck out his

or her neck to make a tough decision, the personal risks

were so high as to outweigh the potential benefits.

We developed a feeling that the system was at fault

more than the people themselves, and felt that the attitudes

we found need more probing.

We found several underlying causes for these common

feelings of impotence. A manager in 000 really understands

that his or her decisions are made in a goldfish bowl.

Congress, the press and the public are perceived to pounce

on the slightest move a person makes which would set him or

her apart from the pack.

The use of committees throughout DOD serves to confuse

and separate authority and responsibility. Early in 1981,

there was an intensive campaign to eliminate or consolidate

committees. DOD eliminated 187 committees, or 30 percent

of those in existence. But 437 committees remain, 153 of

them in OSD — 85 of these in Research and Engineering, 26

in Health Affairs, and 24 in Manpower, Reserve Affairs and

Logistics. In addition, there are scores of groups which

are not called committees, but which function in a similar

manner, such as task forces and study groups.
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One high-ranking OSD official told us, "Committees

result in consolidating the opposition and in generating

the lowest common denominator actions and recommendations.

They are used as convenient stalling mechanisms. They are

sieves, and by the time the information reaches the

Secretary, only the pap remains."

The frequent investigations by outside groups further

serve to heighten a manager's feelings that he or she is

not trusted. A DOD manager is the target of outside inves-

tigations — the General Accounting Office (GAO) and the

Office of Management and Budget (OMB) continually, and

periodically, from investigations such as ours.

Further, there were strong feelings that the reward

system did not really recognize individual initiative and

tough decisionmaking. Managers felt they would do much

better to fit in and survive than to excel and stand out.

Clearly, the reward system is not totally helpful. It

tracks seniority. Lower and middle managers are probably

overpaid for what they really do, and top managers are

underpaid, by statutory limitation, compared to their

private sector counterparts.

Another negative impact of the reward system in the

broadest view concerned self-policing by managers. If they

"blow the whistle" — that is, if they muster the courage

to say, "My program should be slowed or stopped." — they

run a major risk of damaging their career. Thus the system

motivates them to continue until someone else shuts them

down, which does not often happen.

These feelings of lack of personal accountability start

a chain reaction that ultimately has a profound negative

effect on the entire organization. First, managers begin

to delegate their responsibility back up to where they per-

ceive the real authority is. Then, the upper levels of the

organization become overloaded. They respond quite

naturally by adding deputies and assistants. When this

process does not totally solve the problem, they begin

adding layers to the organization, and this diffuses

authority and responsibility even further.

This is in direct contrast to private sector experience

which has clearly demonstrated that the effectiveness of a

large, complex organization improves when authority is

delegated down into the organization along with responsi-

bility. Decisions then are made by those with either the

most pertinent knowledge of the situation or with the

highest stake in the outcome of the decision.
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For a number of reasons Government, and DOD in

particular, does not delegate authority well. The impact

of holding authority at the top of the organization — or

of creating the perception of holding authority — is to

weaken the entire organization. The lower levels -do not

really create and innovate: they respond to the hierarchy

rather than propose and initiate; they pass the buck upward

to avoid risks, or do what they think the boss wants. This

results in tremendous overloads at the top of the

organization.

The one-on-one structure of the Secretary and Deputy

Secretary simply does not offer any relief for this

overload. This is why, in the previous chapter, we

recommended creation of a Defense Executive Office to

strengthen the Secretary's ability to coordinate operations,

reduce his span of control, and provide a crisp, clean

structure which would make delegation of authority easier.

Beyond the Secretary's immediate office there are

delegation problems well down into the organization. Each

level needs to examine itself very carefully and develop

ways to delegate more effectively.

Recommendations

DOD top management should develop a program to delegate

specific authority for actions down into the organization

along with responsibility.

DOD top management should move to take decisionmaking

authority out of the hands of committees, to assign specific

authority to the single individuals who should make these

decisions, and to eliminate any committee not specifically

needed for communication.

DOD management should insure that promotion and other

appropriate rewards go to those managers who set and achieve

challenging objectives.

Management Focus

Management focuses on activities instead of results,

the short term versus the long term, and the expedient

rather than the ideal.

While management by objectives has proven itself

effective throughout the private sector, management by

activity is firmly entrenched in Government, and DOD is no

90-185 0-88-22
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exception. Throughout our interviews, we asked managers

where their organizations were headed, what their basic

objectives were.

The two largest operating units under OSD are the

Defense Logistics Agency (DLA) and the Defense Mapping

Agency (DMA). Both of these agencies, managed by

experienced senior military directors, have in place crisp,

clear objectives programs which are understood well down

into the organization. But these proved to be the excep-

tion. Within the staff organizations of OSD, our questions

brought viewgraph presentations of organization size, budget

and mission, followed by articulate descriptions of programs

underway.

When we asked about performance, we were told most

often that a particular organization performed "very well."

When we asked how the performance was measured, we found

little or no relationship to hard measures or established

objectives. We found that people often measured an orga-

nization's effectiveness by the lack of noise about that

organization in the system; i.e., "if we are not hearing

bad things about them from other organizations, and we are

not getting a lot of griping from within, we assume they

are performing well."

We also asked why so much emphasis is placed on the

short term. We were told repeatedly by top managers, "I

arrived on the job behind and was under so much pressure

from the in-box that I never could stop to plan ahead."

One, a former Chairman of the JCS, told us, "I envy you the

opportunity to study this organization. You've asked me

questions about how we operate that I never had time to

think about or ask. I was always too busy with things that

had to be done immediately." Another former Chairman said,

"I could never see beyond the next budget."

A key point is implicit in these comments from the

leaders of the organization: if the top managers do not

have time to plan ahead, and to set goals and manage by

objectives, how can they possibly expect their subordinate

managers to do so? We were told repeatedly that goal

setting was more difficult in Government than in the private

sector because the profit motive was absent. Our conclusion
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is that, because there is no profit motive, and because

there is such high turnover in top management, there is far

greater need for long-term goal setting in Government than

in the private sector to the extent that it can be done in

the context of a four-year Presidential term and biennial

Congressional elections.

Recommendations

DOD top management should develop a clear, concise set

of long-range objectives for DOD.

DOD management should require each subordinate orga-

nization to develop clear, concise objectives for its

operation — both for the short term and for the long term.

DOD management should initiate a follow-up process to

insure that objectives are set and then met, and that

appropriate recognition and other rewards go to managers

who improve the efficiency of operations and successfully

reduce costs.

Managers throughout DOD should work within their

organizations to develop alternatives to the bottom line

profits of private sector organizations so they can

objectively measure progress and performance against their

goals.

Resistance to Change

Management and the system have jointly convinced people

that if they innovate, it offers more personal risk than

benefit.

Throughout our interviews, we inquired about the

process used in DOD to stimulate and manage change. We

found a wide diversity of attitudes. In the agencies which

produce and supply items to end users, we found relatively

little resistance to change — and a very clear under-

standing that they needed to continue to improve their

service and reduce their operating costs. Over the past

ten years, for example, DMA has managed a major evolutionary

change from 99 percent paper maps to a 50:50 mix of paper

and digital maps. It has managed the introduction of this

new technology in such a way that significant increases
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have been made in productivity, and improvements in morale

have been achieved as welcome side effects.

In the staff organizations, we saw the more classic

bureaucratic reactions to change, "We don't really- need to

change, just do what we're doing better. Making change

happen is just so difficult it's not worth the effort. If

we change to suit this boss, he'll be gone soon and the

next one probably will want something different anyway. We

can't change things — it will affect readiness, or we can't

change things because 'they' won't accept it."

It i3 easy to understand why career bureaucrats resist

change. Managers at the very top find it is not easy to

stimulate change. The fate of the Acquisition Improvement

Program is often used as an example of the sluggishness of

the organization's acceptance of change. In September 1982,

Government Executive reported, "After more than a year, the

[acquisition] Initiatives are still mostly top-level talk

and grass-roots inaction. What has been said by the

Pentagon policymakers is not being done." This is sad,

given the fact that most managers in industry and Government

alike believe that the changes in the acquisition process

proposed by these initiatives are necessary, and will be

helpful in reducing the cost and delivery time of major

weapons systems.

Exploring this area further, we found that few manage-

ment tools are in place to make innovation automatic. Most

private sector companies establish guidelines to demonstrate

their willingness to invest capital to reduce costs, improve

service or increase productivity. Instead, the Government

sometimes sets up systems which inhibit or retard change.

Private sector management has developed effective pro-

grams to encourage employees at all levels to question each

phase of their operation, not merely to find ways to improve

the operation, but to ask the basic questions: Why does

this task need to be done at all? Can it be eliminated

entirely?

Again, as in our discussion of personal accountability,

we found that personal risk enters the arena of resistance

to change. Large numbers of managers in DOD believe that

innovation in management offers high personal risk and

relatively little offsetting benefit. They perceive that

the reward system in total tells them not to rock the boat,

but to maintain the status quo.
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We believe resistance to change results very logically

from the emphasis on management by activity rather than by

objectives. When management has not developed clear goals

and objectives or defined what success of the venture means,

it is very hard to develop a persuasive case that .improve-

ment of any kind is needed — and harder yet to quantify

how much. Many private sector organizations have undertaken

massive efforts to develop organizational climates in which

the need for change is understood and accepted. Generally,

experience shows that these programs are most effective

when they are used to lay the groundwork for some specific,

understandable and necessary change. When programs are

merely activities pointing toward no specific action, they

tend to be received as interesting academic exercises.

Often, the learning must be reintroduced when really needed.

Experience in the private sector has shown that

resistance to change in the face of overwhelming indications

of its necessity ultimately exacts a very dear price. The

experience of the railroads, the steel companies and the

major automobile manufacturers is testimony to the punishing

impact of continually failing to modernize and improve.

Given the economic pressures facing the Nation, one can

only conclude that in DOD, resistance to change will

ultimately result in less preparedness for any given level

of expenditure.

Recommendations

DOD should develop programs to educate the entire

organization to the fact that change is vital to the

successful accomplishment of its mission.

DOD should use the changes proposed by the recommenda-

tions of this report as the focal point of a major

"acceptance of change" program.

Summary

There are many organizational structure and function

problems which prevent DOD from operating as well as it

might. We believe that DOD cannot make major improvements

in performance unless it eliminates some of these impeding

organizational problems. We believe that fixing these

problems will lead to considerable dollar savings.

We were not able to find a good program of critical

self-analysis of organizational structure and function.
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Until DOD can develop a culture in which self-analysis and

constructive criticism are accepted and encouraged, it must

rely on outside groups for this analysis and criticism.

Recommendations from outsiders will always have two handi-

caps: they will be based on lees detailed knowledge of the

total situation, and they will never achieve the degree of

ownership which internal recommendations achieve.

We believe that DOD should adopt our recommendations,

directing the existing organizations to accomplish the

intent of these recommendations without creating new

managers to head staff offices and oversee these programs.

Improvements to their organization are key responsibilities

of the responsible managers and, for success, they must be

perceived as such.
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II. ISSUE AND RECOMMENDATION SUMMARIES

A. LOGISTICS

OVERVIEW

The logistics issues developed by the OSD Task Force

pertain to the acquisition of goods for the field, the

transportation of goods and people, and base operations and

support.

In each of these areas there is a service predilection

for full control of logistics pertinent to that service.

While the desire to have full control over one's own

activities is natural, there are a number of reasons why it

may not be cost-efficient:

o It requires duplication of central staff support

and coordination.

o It may not take advantage of economic order

quantities.

o It does not recognize that the needs of the

services overlap geographically and functionally.

o Logistics, being relatively low on the individual

service's priority list, cannot receive the

attention it deserves.

The achievements of the Defense Logistics Agency (DLA)

consistently demonstrate that a specialized, consolidated

group can deliver needed goods faster and cheaper than can

the services operating independently. Statistics on supply

availability, inventory processing time, and on-time ship-

ment rate indicate that DLA's performance has generally

exceeded that of the services.

Many cost saving opportunities exist in the areas of

base support, base realignment and contracting out. Service

resistance and Congressional intransigence make the realiza-

tion of savings very difficult. The charge of intransigence

is a strong one, but it is difficult to otherwise describe

legislation that proscribes even studying cost saving

potential or puts so many hurdles to effecting cost savings

that such attempts are abandoned.
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II. ISSUE AND RECOMMENDATION SUMMARIES

A. LOGISTICS ISSUES

OSD 1: PROCUREMENT OF PETROLEUM PRODUCTS

Summary Recommendation

The Department of Defense (DOD) should seek legislation

that will permit it to modify the Defense Acquisition

Regulations to exempt petroleum procurement from all non-

essential requirements and modify standard provisions

utilized in petroleum procurement documents to conform them,

as nearly as possible, to provisions employed in commercial

fuel contracts. These changes should result in increased

competition among fuel suppliers and lower prices charged

to the Government.

Financial Impact

S53-S258 million Potential Savings: Annual savings are

annually based on a projected 1£ to 5^ per

gallon average price reduction for

refined petroleum products plus

additional annual savings of $1.5

million from decreases in personnel

and operating costs for the Defense

Fuel Supply Center.

These savings may be offset somewhat

by relatively minor costs incurred to

revise standard procurement procedures

and to retrain, redeploy, and/or

terminate Government personnel.

55

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



669

Background

Petroleum products are purchased for DOD by the Defense

Fuel Supply Center (DFSC), which is part of DLA. During FY

1981, DFSC petroleum purchases totaled $12.6 billion —

approximately 95 percent of the total petroleum purchases

by the Federal Government in that year. Although it only

accounts for 2 or 3 percent of domestic purchases, it is

the single largest petroleum buyer in the United States.

Defense expenditures for petroleum products have grown from

$2.5 billion per year in FY 1976.

Methodology

The OSD Task Force interviewed personnel in DOD, the

Office of Management and Budget (OMB), and DFSC regarding

procedures for DOD petroleum purchases. We also held

discussions with Canadian officials regarding their central-

ized system for the purchase of petroleum products.

Historical data on petroleum purchases by DFSC were analyzed

to determine average prices paid for petroleum products.

Findings

Prior to 1973, DFSC procured petroleum products by

means of formally advertised invitations for sealed bids

(IFBs) and was able to acquire all the petroleum products

it required at prices which were generally lower than prices

in the commercial market. Since the Arab oil embargo in

1973, DFSC has been negotiating its petroleum contracts (as

contrasted to using advertised IFBs), and has been paying

prices equivalent to those in the commercial market. Only

20 percent of FY 1983 DFSC fuel purchases will be accom-

plished through formal bidding.

In late 1979 and 1980, the Investigations Subcommittee

of the House Armed Services Committee held extensive

hearings on DOD's petroleum supply and procurement

practices. Among other things, the final report of the

Subcommittee, dated June 10, 1980, directed the Secretary

of Defense to: (a) modify the Defense Acquisition

Regulations to exempt petroleum procurement from all

nonessential requirements; (b) modify the contract

provisions utilized in petroleum procurements to conform

them, as nearly as legally possible, to the provisions

employed in commercial fuel procurements; (c) submit any

legislative proposals believed necessary to expedite DOD

fuel procurements; and (d) reorganize and staff the DOD

energy office with persons having education and experience

in petroleum production, refining, transportation, storage,

quality surveillance, and statistical analysis.
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In early 1981, DOD generated Legislative Proposal No.

97-86. Generally speaking, the proposal sought legislative

authority to permit DOD to waive various statutory procure-

ment requirements in order to make petroleum purchases at

competitive prices in a deteriorating market and to satisfy

DOD's urgent and critical requirements at any price in a

tight market. In DOD's own words, the "waiver authority

that would result from enactment of the proposed legislation

[would] enable DOD to depart in extraordinary situations

from prescribed procurement procedures and contract terms

when this is clearly in the Government's best interests."

Legislative Proposal No. 97-86 was submitted to OMB

and the Department of Justice for their review and comment

in accordance with regular procedure in early 1981. By

letter dated August 11, 1981, the Department of Justice

stated its view that the waiver authority was unnecessary

in light of the Defense Production Act. It was not until

June 10, 1982, that the Department of Justice announced

that it had never intended to block the submission of the

legislative proposal and that the final decision in this

regard rested with the Secretary of Defense. The legisla-

tive proposal never was submitted to Congress. It was

supplanted after year-end by Legislative Proposal 98-38.

It has not yet been approved by OMB nor submitted to

Congress.

The basic problem underlying all this controversy is

that DFSC is required by statute and regulation to use pro-

curement practices and procedures that are not well suited

to the procurement of petroleum products. These procurement

statutes and regulations were developed primarily to reg-

ulate DOD contractors whose prices are based on cost and

whose operations are relatively labor-intensive.

As DFSC readily acknowledges, the petroleum industry

is reluctant to accept rigid and time-consuming procurement

procedures and numerous boiler-plate contract clauses that

have little or nothing to do with the production of petro-

leum products" In general, the petroleum industry objects

to any contractual provisions that is not essential and

consistent with ordinary commercial practices.

As part of this study, the OSD Task Force contacted

Canadian officials to see what their experience has been

with respect to the procurement of petroleum products. We

were told that Canada has had great success over the past

four or five years with their new Consolidated Procurement

Support System (CPSS). CPSS is a centralized and fully

computerized system for purchasing petroleum products by

means of single annual competitively bid procurements.
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CPSS is being phased in by products and regions, and

presently includes heating fuel and gasoline products for

almost all of Canada. In contrast to DFSC solicitation and

award documents, which are burdened with lengthy and cumber-

some regulatory provisions, Canadian procurement documents

are short and simple, and deal almost exclusively .with

product, price, and delivery.

The information supplied by Canadian officials

indicates that a higher percentage of potential suppliers

bid on Canadian procurements than on DFSC procurements. In

addition, in contrast to DFSC's experience, these officials

report that they are still receiving significant discounts

from prevailing prices in the commercial market. Taken at

face value, the Canadian experience strongly supports the

OSD Task Force recommendations to simplify procurement pro-

cedures and reinstate competitive bidding in the procurement

of petroleum products by DFSC.

Conclusions

The continued use of specialized POD contracting

practices has caused economic injury in two respects.

First, competition is reduced because many suppliers simply

do not bid on DFSC procurements. Either they do not want

to divulge cost and other proprietary information, or they

cannot afford to comply with burdensome recordkeeping and

reporting requirements. Second, DFSC is unable to conduct

advertised IFB-type procurements because it is required to

include these standard contract clauses in its solicitation

documents. When those suppliers that do submit bids take

exception to one or more of the clauses, DFSC must declare

such bids nonresponsive. The irony is that DFSC then turns

around and negotiates contracts with these same suppliers

and agrees to eliminate the very clauses to which the

suppliers took exception. Unfortunately, the opportunity

for competitive sealed bids is lost in the process.

In our opinion, Legislative Proposal No. 98-38 is too

narrow" because it is limited solely to "extraordinary situa-

tions" such as deteriorating and tight market conditions.

The current legislative proposal might usefully be broadened

to include all market conditions in recognition of the fact

that many of the burdensome specialized contracting

practices are not necessary for DOD's petroleum purchasing.
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The point is that if these requirements were eliminated

at the outset, more suppliers would be willing to compete

for DFSC business, and DFSC would be able to use advertised

IF3-type procurements. These changes should result in lower

prices.

Recommendations

OSD 1-1: The OSD Task Force recommends that the legis-

lative proposal be broadened to provide waiver authority to

DFSC for any type of market conditions, if the waiver will

achieve significant savings, and will either enhance already

existing competition or provide competition where none now

exists. We have generally discussed these concepts with

officials at DFSC and OMB, and they agree that the broader

waiver authority should result in increased competition and

lower prices.

In further support of such a revised legislative pro-

posal, we would like to emphasize several points. First,

the increased waiver authority will permit a critical

balancing of a myriad of public interests — not the least

of which is the cost of national defense and the skyrocket-

ing cost of Government. Here, an opportunity exists to

better ensure supply and to eliminate unnecessary defense

expenditures by hundreds of millions of dollars each year.

Second, the waiver of cost and other proprietary information

will not damage the procurement process since DFSC already

relies on market data for pricing decisions. Third, the

waiver of various socioeconomic clauses will have relatively

little impact because the petroleum industry is not labor

intensive. Fourth, the number of petroleum suppliers is

small, so that relatively few contracts will be exempted

from existing procurement requirements. Finally, most

suppliers will continue to be bound by Federal and state

laws with respect to civil rights and the environment.

OSD 2-2: As noted above, the final report of the

Investigations Subcommittee of the House Armed Services

Committee directed the Secretary of Defense to reorganize

and upgrade the staffing of POD1s energy offices. Consis-

tent with this final report, the OSD Task Force recommends

that the training and rank of personnel at DFSC be upgraded

to a level commensurate with its- responsibility. DOD fuei

expenditures totaled $12.6 billion in FY 1981, and highly

trained and motivated personnel are needed to fulfill this

enormous purchasing responsibility.
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Savings and impact Analysis

DPSC estimates that 215 million barrels (or 9 billion

gallons) will be purchased in FY 1983. Of that total, 43

million barrels will be purchased domestically through

bidding; 50 million barrels will be purchased overseas

through negotiation; and 122 million barrels (or 5.124

gallons) will be purchased domestically through negotiation.

It is the judgment of experienced senior procurement

specialists serving on the OSD Task Force that one to five

cents per gallon could be saved through application of our

recommendation for those domestic purchases that are

currently negotiated. This would produce savings of $51

million to $256 million

If the legislative changes are made, DFSC estimates

that 50 positions (buyers and support staff) could be

eliminated, saving an additional $1.5 million per year.

Assuming a 10 percent inflation factor, the mean

estimated savings from adoption of this issue for the first

three years would be:

DFSC should also determine the extent to which formal

bidding could be employed for overseas purchases, thus

effecting further savings.

Implementation

DOO should prepare and submit a revised legislative

proposal incorporating the OSD Task Force recommendations

discussed above.

($ millions)

First year

Second year

Third year

$155

171

Three-vear total
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Background

In DOD, supply systems inventories are basically

organized into two levels, the wholesale (or distribution)

level and retail (or user) level. Inventories at the

wholesale level are stored in about 30 depots around the

country. Inventories at the retail level include those on

board ships and on numerous military bases, both in the

continental United States and abroad.

As of September 1981, DOD reported a total secondary

item inventory of about $40 billion (excluding fuel and

subsistence items). Secondary items include assets such as

spare parts, medical supplies and operating supplies. This

category excludes weapons, ammunition and aircraft engines

which are considered principal items. Approximately $30

billion of the secondary item inventory is considered

wholesale inventory, and the balance of $10 billion is

considered retail inventory.

The wholesale level normally acquires materials from

vendors, and then issues them to the retail level (the

users) according to their demand, generally through the

requisition procedure. Once the items have been trans-

ferred to the retail (user) level inventories, the inven-

tory control systems at the wholesale level no longer track

them. Also, the various retail inventory systems function

as almost totally self-contained entities with little or no

communication among facilities.

DOD expects to spend approximately $4 billion in FY

1983 on maintaining existing ADP systems for logistics sup-

port. By the end of FY 1983, DOD will have approximately

9,100 conventional computers, excluding weapon systems

embedded computers. Almost half of these will be pre-1974

vintage, and many are no longer serviced by vendors. DOD

supply and inventory ADP systems are mostly batch-oriented,

running programs developed over 20 years ago in some cases.

Methodology

The OSD Task Force made a comprehensive review of

published studies and reports on the DOD supply inventory

systems. These include General Accounting Office (GAO)

audit reports, DOD reports, and contractor studies. Ex-

tensive interviews were conducted with service and DLA

personnel responsible for management of inventory control

systems. Additionally, Task Force personnel analyzing this

issue were experienced in private sector inventory

management and control techniques.
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This issue and issues related to it were reviewed by

other President's Private Sector Survey task forces. For

further information, refer to the reports of the:

o Air Force Task Force,

o Automatic Data Processing Task Force,

o Navy Task Force, and

o Procurement/Contracts/Inventory

Management Task Force

Findings

In the past, attention has been directed at the man-

agement of inventory at the wholesale level within each

service" In' the mid-1970s, 000 diverted some attention to

the need to improve inventory management et the user level

and introduced the Retail Inventory Management and Stockage

Policy (RIMSTOP). This policy was developed from a 1974-

1976 study conducted by a joint work group with partici-

pation of all of the services.

The RIMSTOP report concluded that improving the man-

agement of retail inventories not only would affect the

size and effectiveness of the retail inventories, taut also

would have a significant impact on improving the Management

of the wholesale inventories. Obtaining more accurate and

timely data on supply usage and inventory activities at the

user level is one of the most important for improving the

management of inventories, including the ability to better

balance stocks and minimize excess stock buildup, thus

avoiding unneeded inventory investment and excessive obso-

lescence. The services arc in various phases of complying

with this policy. However, it appears that full compliance

will be dependent on extensive modernization of existing

automated inventory data systems.

The outdated ADP systems force artificial constraints

on inventory management in general. For example, using the

current ADP systems, economic order quantities for inven-

tory items are calculated within a minimum order period of

six months and a maximum of three years. The minimum con-

straint is the result of the inability of the ADP system to

physically handle purchase requisitions more than twice a

year per item. There are many items, particularly consum-

able items, that should be osdered monthly. Some small

requisitions are not completely automated, but faster ADP

equipment and higher dollar limits on fully automated

requisitions are now completely automated, but faster ADP

equipment and higher dollar limits on fully automated

requisitions would permit purchases of many items in monthly

lot sizes and could reduce average inventory by 2.5 months

for these items.
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The outdated ADP systems also create the following

problemsi

O The equipment experiences frequent downtime,

resulting in late reports with data updates some-

times omitted, due to lack of available .running

time. This poor service affects the productivity

of end users and of ADP personnel.

o Equipment running costs are excessive because of

high maintenance charges, large floor space

requirements, higher electrical and air condi-

tioning usage with more uninterruptible power

supply equipment requirements, and additional

operating personnel. Software maintenance costs

are high because the programs are old and have

been extensively patched and modified.

o Equipment is running at or near capacity to han-

dle basic operating needs. Limitations in power

and memory preclude the possibility of expanding

the systems. Obsolete equipment prevents the use

of modern and efficient magnetic tape and disks.

o Inventory management decisions are suboptimal due

to lack of timely data and high error rates. The

two principal operating problems resulting from

faulty data are poor retail asset visibility from

the wholesale level and poor demand forecasting.

- With respect to retail asset visibility, the

Army has no visibility of consumables at the

retail level; the Navy has visibility of these

assets on a quarterly basis at best; and the

Air Force has retail visibility of the major-

ity of its consumables. One problem resulting

from poor retail asset visibility is that

scarce maintenance resources are used to

repair parts that are in long supply. Repair-

ables, which are more costly than consumables,

should have tight controls with respect to

visibility. OSD has confirmed that a signifi-

cant cause of excess inventory and long supply

is the lack of retail asset visibility. For

example, a requisition may be sent to an in-

ventory control point (wholesale level) and be

filled from wholesale stocks, which will be

replenished by a purchase transaction. At the

same time, there may be excesses of the same

item elsewhere in the retail system which
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could have been used to fill the requisition,

or the requisitioning retail activity may be

stockpiling the asset. In the absence of

retail asset visibility, item managers are

unable to balance stocks within the total

system.

Previous POD efforts to modernize ADP hardware and

software have been frustrated by the time-consuming and

inefficient ADP procurement procedures that have evolved

under the Brooks Act, P. L. No. 39-306. The Brooks Act

establishes mandatory Government-wide procedures for the

procurement of computer and data processing equipment. In

1981, Congress partially exempted DOD from the Brooks Act,

by enacting Section 908 of the DCD Authorization Act for

1982, P. L. No. 97-86. Among other things, the purpose of

Section 908 was to permit DOD to streamline its ADP pro-

curement procedures and to exempt "mission-related logis-

tics support systems" from the Act. However, DOD has not

yet exercised its Section 908 authority, because it has

been unable to reach internal agreement on what ADP

hardware and software should be exempt.

Conclusions

In the DOD supply systems, reporting and processing of

inventory data is automated, but the equipment in use is

frequently obsolete' Present computer facilities are in

need of upgrading so that inventory data can be processed

in a more accurate and timely manner. In addition, the

development of compatible inventory data systems for the

services and DLA would increase retail asset visibility and

improve requisition efficiency.

Updated inventory management techniques would also

enable more efficient management of spare parts and would

have a positive impact on readiness. Improved inventory

management systems could increase weapons availability by 5

to 15 percent, according to estimates provided by the ser-

vices. For example, the Air Force has estimated that with

improved inventory management, it could field an additional

40 to 60 aircraft at all times.

Recommendations

OSD 2-1; DOD should initiate a program to substan-

tially modernize its ADP logistics systems for inventory

. management and control. The following elements should be

considered in this modernization plan:

o Improvement in systems for inventory control and

management will require replacement of obsolete

65

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

3
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



679

AOP hardware and software. DOD should streamline

the ADP approval process which could be accom-

plished, in part, by a determination that AOP

logistics systems are mission-related and, there-

fore, should be exempt from Brooks Act acquisition

requirements. Currently, AOP acquisition time

for DOD is approximately three times that for the

private sector.

o Modernization of ADP hardware and software will

require training of ADP personnel in state-of-

the-art ADP logistics support techniques. We

recognize that this is a cost which will have to

be expended to ensure effective implementation of

new ADP systems, and will reduce estimated sav-

ings to some degree in the short term. However,

greatly increased efficiencies in inventory

management and control will result in the long

term.

o Improved systems planning is necessary so that a

link is established between inventory investment

and readiness. New systems must satisfy opera-

tional needs. For example, data should be avail-

able through the system which would allow the

services to project the impact of reduced spare

parts inventory on aircraft availability.

o The planning and review of ADP logistics systems

should be centralized to ensure that the new or

modernized ADP systems are compatible across the

services, DLA and at the wholesale and retail

levels. We recommend that a central ADP logistics

policy group be created, reporting to the Assis-

tant Secretary of Defense for Manpower, Reserve

Affairs and Logistics. This group should help

define system objectives and also monitor the

ability of the systems to meet these objectives.

Savings and Impact Analysis

After the four years necessary to implement ADP

modernization, the savings would be:

($ millions)

Assuming 10%

Inflation

First year

Second year

Third year

$ 563

1,125

$ 563

1, 238

1, 361

Three-year total
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Our cost and savings estimates are based on data com-

piled by DOD. Exhibit II-l at the end of this issue

provides an estimate of the costs to the services and DLA

associated with modernization of ADP logistics systems.

The total estimated cost, assuming that the modernization

program is implemented over a four-year period, is

approximately $1.4 billion.

Exhibit II-l also details potential savings from

improved inventory management and control systems. A one-

time inventory reduction of $2.9 to $5.8 billion, or 7.3 to

14.5 percent, will be realized in the first two years of

savings realization. Annual recurring savings are projected

to reach approximately $.75-$1.5 billion in the second year

of savings realization. This assumes that new or expanded

systems are put into place over a four-year period.

Implementation

DOD should determine, as soon as possible, the extent

to which the above recommendations for the modernization of

ADP logistics can be carried out under the authority of

Section 908 of P. L. No. 97-36. The recommendations should

then be implemented as discussed. DOD should seek any

additional legislation that may be needed to implement these

recommendations free of the constraints of the Brooks Act.

The Secretary of Defense should create a strong cen-

tral focus for ADP logistics by assigning the policy and

review functions to an appropriate OSD unit that can assure

compatibility of inventory systems across service lines at

wholesale and retail levels.
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Exhibit II-l

PROJECTED COSTS AND RESULTANT SAVINGS

FROM ACCELERATION OF INVENTORY MANAGEMENT

SYSTEMS AND ADP MODERNIZATION

Projected Cost

(4-Year Implementation)

($ millions)

Army

Navy

Air Force

DLA

Total

Estimated Savings

($ millions)

First year of Subsequent annual

savings realization savings realization

Low High Low High

Procurement

Efficiencies!/ $150 $300 $350 $700

Logistics

Support!/ 100 200 150 300

Productivity!/ 125 250 250 500

Total (recurring

savings) $375 $750 $750 $1,500

Inventory

Reduction*/

(one-time) $750 $1,500 $2,125 4,250

i/ Procurement efficiencies include savings resulting from

better knowledge of inventory levels and improved

demand forecasting, thus enabling procurement personnel

to improve the purchasing process.

!/ Logistics support includes reduced transportation and

administrative costs.

2/ Productivity improvements result from more efficient

use of maintenance and supply personnel.

4/ The one-time inventory reduction is related to safety

stock reductions, reduced economic order quantity

levels, and lower levels of inactive inventories.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 3i TRANSFER OF CONSUMABLE INVENTORY ITEMS

Summary Recommendation

The management of consumable inventory items for the

Department of Defense (DOD) should be centralized in the

Defense Logistics Agency (DLA) to the fullest extent

possible. Accordingly, 900,000 of the 1.2 million

consumable inventory items currently managed by the

services should be transferred to the DLA. The transfer

should be phased in over an 18-month period.

Financial Impact

$75 million

annually

$125 million

Potential Savings; Estimated annual

savings of approximately $75 million

are based on personnel reductions which

would result from DLA's historically

higher ratio of items per manager.

Additional savings are possible, though

not quantified here, because of the

opportunity for increased competitive

bidding for the transferred items.

Implementation Cost; A total of $125

million in one-time costs for item re-

assignment, and personnel and facili-

ties costs.
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Background

DOD uses approximately 3.4 million consumable items.

The term "consumable items" includes (a) expendable items,

i.e., items, including minor spare parts, which are either

consumed in use or discarded when no longer serviceable,

and (b) field level repairables, i.e., items repaired or

expended in the field rather than items returned for depot

level repair. The DLA manages approximately 2.2 million

consumable items and the services manage 1.2 million items.

Approximately 25 percent of the items currently managed by

the services are bought on the basis of competitive bidding,

while the comparable statistic for DLA-managed items is 68

percent.

At the end of World War II, DOD operated 25 separate

supply systems. This caused extensive fragmentation of

effort and duplication of staff. As a result of the Hoover

Commission Report, some changes were initiated in the 1953,-

1956 period with single manager assignments to the services

for commodities such as fuel, medical and subsistence items,

clothing, and textiles. Under these assignments, each

single activity was designated a class manager with DOD-

wide responsibility for management of all items in a group

of Federal Supply Classes (FSC).

The next step toward integrated inventory management

was the establishment of the Defense Supply Agency (DSA) in

1962 and the transfer of the single manager commodities to

DSA. In January 1977, DSA was redesignated the Defense

Logistics Agency (DLA). As additional FSCs were assigned

to DLA, the Office of the Secretary of Defense (OSD) decided

that certain items should remain with the services. These

items included end items of equipment, depot level repair-

ables, and selected consumable items.

Methodology

The Task Force interviewed supply and logistics

officials in OSD, DLA, the General Accounting Office, and

the services. A review was made of pertinent DOD reports

and audits and of testimony presented before Congressional

committees on the transfer of consumable inventory items to

DLA.

This issue was also reviewed in the report of the

President's Private Sector Survey on Cost Control

Procurement/Contracts/Inventory Management Task Force.
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Findings

A two-world system has become more or less formalized

with regard to consumables: DLA manages commodity items,

while the services retain more complex, weapons systems

related items. The Item Management Coding is the mechanism

used to identify items or classes of items that are to be

managed by the services or DLA. Ten criteria must be met

for the services to retain an item. The cumulative effect

of decisions taken over the years has been to increase the

proportion of consumable items managed by DLA.

In 1977, the OSD staff proposed the consolidation of

all service-managed consumables into DLA (except conven-

tional ammunition). The proposal was presented to the

Deputy Secretary of Defense in December 1979, and was

forwarded to the services for comment. The Army and Air

Force rejected the idea completely; the Navy acknowledged

that 395 out of 520 items could go to DLA, but questioned

the economics involved. All of the services felt that

readiness would be adversely affected as a result of the

higher degree of complexity of the items proposed for

transfer. The services also questioned the economic anal-

ysis performed by OSD to demonstrate potential savings, and

came up with their own data, which indicated higher costs

if the transfer were made.

The OSD requested that the Defense Audit Service (DAS)

review the OSD economic analysis and the services' cost data

and arguments concerning readiness. In response, DAS Report

No. 80-108 was issued on May 29, 1980. The report dealt

extensively with the question of readiness impact. It

pointed out that according to the two most important DOD

measures of supply performance — percent supply effective-

ness (line fill rate) and total pipeline performance (per-

centage of requisitions filled within standard time) —

during the period 1978-1981, DLA consistently outperformed

the services by 4 to 15 percentage points and 3 to 11

percentage points, respectively.

The DAS also compared the functions performed and the

costs allocated by the services in the management of con-

sumable items to those functions performed and costs

incurred by DLA to manage the same types of items. DAS

pointed out that the services were using 6,126 personnel at

an annual cost of $116.7 million to manage their consumable

items, while DLA used 2,391 personnel at an annual cost of

$43.8 million to manage the same number of items.

In response, the services argued that their perfor-

mance had been adversely affected because of the complexity

of the items they manage. They also pointed out that DLA

performance seemed enhanced because the items it manages
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are common, commercial items. The May 1980 OAS report

examined the complexity issue and concluded that none of

the service-managed items was beyond DLA's capability to

manage. The report further pointed out that in the event a

technical problem developed which was beyond DLA's

engineering capabilities, regulatory procedures existed for

obtaining engineering support from the service most knowl-

edgeable about the item.

On July 7, 1981, the Deputy Secretary of Defense

directed that 200,000 consumable items be transferred from

the services to DLA. The transfer was to be completed by

November 1, 1982. An agreement with the services provided

for a two-year period in which to evaluate DLA's perfor-

mance after the transfer was complete. The argument for an

extended evaluation period was based on the reasoning that

DLA would be receiving a full pipeline from the services

and, therefore, would not have to take any procurement

action for some time. However, DLA was required to take

procurement action on many of these items.

Conclusions

It appears to the OSD Task Force that DLA has proven

its ability to manage successfully consumable items with

statistically superior results as compared to the ser-

vices . Further, it is misleading to assert that item com-

plexity has an impact on the mechanics of procurement,

since procurement actions are taken when an item hits its

reorder point. It seems, therefore, that a two-year eval-

uation period of the 200,000 item transfer is excessive.

This is particularly true in light of the significant

savings which are forfeited during the review period.

Recommendations

OSD 3-1t Of the remaining 1.2 million consumable items

managed by the services, we recommend a transfer of 300,000

items to DLA. The remaining 300,000 items fit into

categories which should be retained by the services, i.e.,

nuclear propulsion gas, field level repairables, and

design-unstable items.

It is our understanding that the maximum feasible rate

at which items can be transferred is approximately 50,000

items per month.. Therefore, at this rate, approximately

600,000 items could be transferred in a 12-month period.

During this period, a performance evaluation should be

conducted rtlativt to DLA's management of the previously

transferred 200,000 items and the 50,000 items being ac-

quired per month. Also, negotiations for the transfer of
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the remaining 300.000 items should be completed during this

period, based on DLA's track record on the recently acquired

items with comparable characteristics.

Based on an OSD economic analysis and a DAS report, it

has been estimated that approximately $100 million could be

saved annually if all 1.2 million consumable items cur-

rently managed by the services were transferred to DLA.

Since we are recommending the transfer of only 900,000

items, we have estimated annual savings at approximately

$75 million. To reflect the transfer of the 200,000 items

as of November 1, 1982, the Defense budget for FY 1983 was

reduced by approximately $15 million. All savings are

based on projected net reductions in personnel due to DLA's

historically higher ratio of items per manager. The per-

sonnel reductions from the services were partially offset

by additions to DLA.

Also, additional savings are possible to the extent

that transferred items can be opened to increased competi-

tive bidding. That is, to the extent that DLA can improve

on the 25 percent of service-managed items which are bought

on the basis of competitive bidding, savings in addition to

those from personnel reductions are likely.

In order to accomplish the transfer, certain non-

recurring costs would be realized, according to the OSD

economic analysis. These costs, estimated to total $125

million, are categorized into item reassignment and per-

sonnel and facilities costs. The payback period for the

project is expected to be three years.

Implementation

The Secretary of Defense should direct the phased-in

transfer of approximately 900,000 additional consumable

inventory items to DLA management as discussed above.

Savings would not be realized until the third year of

implementation. The first three years that these savings

are realized would be as follows:

Savings and Impact Analysis

($ millions)

Assuming 10%

inflation

Three-year total

First year

Second year

Third year

$ 75

75

75

$ 75

83

91

$"249
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 4t MAINTENANCE DEPOT CONSOLIDATION

Summary Recommendation

The Department of Defense (DOD) should consolidate

depot-level maintenance facilities and management functions

where there are opportunities for increased efficiencies

and cost reduction.

Financial Impact

$50 million Potential Savings: Estimated annual savings

annually of S50 million through consolidation of the

depot-level maintenance functions.

S300-S400 Consolidation of some maintenance facilities

million should result in a one-time cash gain of

one-time S300-S400 million due to a reduced need for

some specialized maintenance equipment.-
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Background

In the DOD system, maintenance is generally performed

at the organization, intermediate, and depot levels. The

organizational and intermediate levels perform maintenance

on specific weapons systems. The depot level performs heavy

maintenance on a variety of systems such as jet engines,

missile guidance systems, and tank engines.

Depot-level maintenance facilities require extensive

capital investment in fixed facilities, specialized tools,

and complex test equipment. DOD has 29 depot level main-

tenance facilities. Fiscal year 1983 expenditures for all

DOD depot-level maintenance are estimated at $12.4 billion.

Methodology

The Office of the Secretary of Defense Task Force

interviewed DOD Officials responsible for maintenance

policy. The Task Force also conducted an extensive review

of General Accounting Office, DOD, and contractor studies

on depot-level maintenance facilities and management of

depot maintenance resources.

Findings

Various DOD and outside groups have performed numerous

studies on opportunities for consolidation and streamlining

of depot-level maintenance capabilities. For example, the

issue of a single manager for DOD aeronautical depot main-

tenance has been studied over the last 15 years. Some

limited steps have been taken to capitalize on consolida-

tion opportunities identified in these studies.

In 1976, the Maintenance Interservice Support Manage-

ment Office (MISMO) was established under the Joint Logis-

tics Commanders Group in the military departments. MISMO

is responsible for examining all new items in the DOD

inventory and identifying opportunities for interservice

consolidation of depot maintenance. In FY 1981, MISMO

groups identified $35 million in cost-reduction opportun-

ities. In 1980, the Joint Aeronautical Depot Maintenance

Action Group was formed to accelerate the study of poten-

tial efficiencies in aeronautical depot maintenance

management.
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Many of the previous studies have commented on the

complexity of calculating depot level maintenance efficien-

cies and economies due to a lack of common cost accounting

systems and capacity measurement systems among and within

the services. These studies have noted that the lack of

comparable management information systems for depot-level

maintenance among the services has been a major deficiency

in developing consolidation alternatives. Data-on-cost and

capacity utilization is necessary to determine system-wide

capabilities for depot-level maintenance consolidation.

DOD Handbook 7220.29H and DOD Instruction 4151.15,

dealing with cost accounting and workload distribution,

were issued to address these data deficiencies. However,

implementation has been incomplete, and modifications to

the regulations are under consideration. Additional

emphasis is being placed on the refinement of data for

calculation of depot capacity and utilization.

Conclusions

There appears to be a consensus in DOD that consolida-

tion of depot maintenance capabilities offers cost savings

opportunities. However, it seems that considerable dis-

agreement over which areas to consolidate has stymied

significant action. The basic stumbling block appears to

be the strong feeling by the services that they must

control their own maintenance resources in order to assure

mission readiness. There is also disagreement over the

extent to which centralized control over such maintenance

would provide appropriate allocation of work assignments

and capital investment. Reluctance to give up total

control of depot-level maintenance capabilities has

prevented full realization of cost and efficiency

opportunities. The OSD Task Force feels that a reasonable

program for depot-level maintenance consolidation can be

devised, which will overcome these concerns.

To the extent that maintenance depot consolidation can

be buttressed by consolidated management of the industrial

activities that are performed in them, it would appear that

savings could be achieved through: (1) elimination of

redundant management and systems overhead; (2) greater

professionalism in the management of industrial activities;

and (3) better utilization, because of the elimination of

excess capacity.
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Recommendations

there are onco-LuiuEx., |gg ^lntena"^ f'^^£iphere

tne appropriate consolidatxon decision?2* der to make

accounting data is required Sn deooJ ?' ftandardized cost

city and utilization.q °n deP°t-level maintenance capa-

rorm cost aejgjgtln^ - it,!,, 4I.bi.ib so EKaFTnT-

necessary data ^ systems are used to generate the

Savings and Impact Analysis

Based on DOD data, potential annual savings from con-

solidation of depot-level maintenance are estimated at

approximately $50 million.

Assuming a 10 percent inflation rate, the mean estima-

ted savings for the first three years from implementation

of this recommendation would be:

($ millions)

First year

Second year

Third year

Three-year total

A one-time savings of $300 to $400 million is possible

due to a one-time reduction in specialized maintenance

equipment that would not be needed if maintenance functions

were consolidated. Interest savings would be about $35

million per year.

Implementation

The Secretary of Defense should develop and implement

a plan to consolidate maintenance facilities and management

functions as discussed above. To the extent that the con-

solidation plan constitutes a proposal to close or realign

military installations or facilities having more than 300

civilian employees, and will result in the reduction of 50

percent of the number of civilian employees at such instal-

lations, or a 1,000 total, DOD may not implement the

consolidation plan until it has complied with the

requirements of 10 U.S.C. Section 2687 (1980) and Section

112 of the 1982 Military Construction Appropriations Act,

P. L. No. 97-106.

50
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Pursuant to these statutes, DOD must publicly announce the

consolidation plan, comply with the requirements of the

National Environmental Policy Act of 1969, and submit a

detailed written justification to the House and Senate Armed

Services Committees. Congress then has 60 days in which to

affirmatively reject the consolidation plan before it can

be implemented by DOD.

The Secretary of Defense should require strict adher-

ence to DOD Handbook 7220.29H and DOD Instruction 4151.15

in order to establish common cost accounting and capacity

calculation systems for all maintenance depots as discussed

above.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 5; WHOLESALE DEPOT CONSOLIDATION

Summary Recommendation

The Department of Defense (DOD) should develop and

implement a plan for wholesale depot consolidation using

the prototype system in the recent Wholesale Interservice

Depot Support (WIDS) study as a model. Also, the existing

warehouse reporting system should be improved to provide

more accurate warehouse physical capacity information and

better measures of warehouse productivity.

Financial Impact

$50 million Potential Savings; $50 million per

annually year, based on a consolidation plan in

which four wholesale depots are closed.

Savings include reduced personnel,

transportation and depot operating

costs. .

$50 million Implementation Cost: One-time cost of

one-time $50 million, including costs of person-

nel termination and transportation of

material to other facilities.
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.Background

The DOD distribution system is responsible for provid-

ing worldwide support for defense personnel and weapons

systems. This requires a complex system of facilities and

procedures to receive, store, maintain, distribute and

control the flow of material through the military distribu-

tion system to its ultimate users.

A wholesale depot may be described as a facility that

receives, stores and issues material in bulk quantities to

the ultimate users of the material. Each military base or

installation (including ships) maintains inventories neces-

sary to perform its mission. Inventories at this level are

referred to as retail inventories.

DOD has 30 wholesale depots. The distribution of

wholesale depots is as follows: the Air Force maintains

five; Army, nine; Navy, seven; Marine Corps, three; and

Defense Logistics Agency (DLA), six.

Methodology

The Task Force reviewed numerous studies by the

General Accounting Office, DOD, and outside consulting

groups on the DOD material distribution system. Special

attention was given to the July 1982 WIDS study conducted

by DLA. The Task Force also interviewed DOD officials

responsible for distribution and supply.

Findings

The 30 wholesale depots currently in the POP system

have a total attainable capacity of 565 million cubic Feet

versus a total occupied space of 499 million cubic feet.

Excess capacity cannot be exactly determined by simply

subtracting occupied space from attainable space, since

some capacity must be available for surges in demand. The

three most recent reports on the wholesale distribution

system (discussed below) have all indicated that there is

excess capacity in the system, and there are opportunities

for consolidation.

In 1978, the Joint Logistics Commanders issued an

extensive report titled the 'PCD Material Pistribution

System Study.* This study recommended, in part, restruc-

turing the wholesale distribution system from 33 depots to

21 depots (excluding Pearl Harbor). It suggested that six

90-185 0-88-23
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DLA depots, three Army depots, and three Navy depots be

closed. Annual savings were estimated at $100 million,

with approximate one-time implementation costs of $84

million.

In 1979, American Management Systems, Inc., conducted

another analysis of the POD wholesale distribution system

and determined that the existing system of 33 wholesale

depots in the continental 'Jnited States could be reduced to

a total of 25'. The depots recommended for closure included

two Army depots, three Navy depots, and three DLA depots.

Annual savings were estimated at $13 million after one-time

implementation costs of $64 million.

Subsequent to these two studies, six depots were

merged with other existing facilities. In addition, three

new wholesale depots were added in locations which better

served the needs of the Navy.

In July 1982, the Defense Logistics Analysis Office

issued a third study, the WIDS study. The study noted that

there is considerable excess capacity in the wholesale dis-

tribution system and developed a prototype WIDS Distribution

Plan which created 10 General Distribution Depots and 16

Local Distribution Depots. In the development of a WIDS

prototype system, four DLA wholesale depots were eliminated

from the system. This implies a reduction in the wholesale

distribution system to 26 depots.

We recognize that it was not the intent of the WIDS

study to identify specific facilities for closure. It

appears, however, that the result of the WIDS effort is the

identification of four depots which could be merged with

other existing facilities and result in annual cost savings

of approximately $25 million. These depots are DDCSC

Columbus, DDMT Memphis, DDOU Ogden, and DGSC Richmond. The

WIDS savings are based solely on an estimated reduction in

transportation costs, since the facilities to be closed are

inefficiently located within the framework of the entire

wholesale distribution system.

DOD collects data on depot capacity and utilization

through DD Form 805, Storage Space Utilization and Occupancy

Report, and associated DOD Instruction 4145.5. In 1979,

the Defense Logistics Analysis Office recommended that the

reporting system be upgraded to improve the adequacy and

accuracy of physical warehouse capacity data reported. All

of the suggested improvements have not been accomplished.
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It also appears that there is a lack of uniform guid-

ance on' the establishment of surge and mobilization capacity

requirements for the physical distribution system. The

various studies on the distribution system have employed

surge and mobilization capability ranging from 15 percent

to 100 percent. This suggests a need to develop and imple-

ment a defined surge and mobilization capability criterion

for warehouse capacity planning purposes.

Conclusions

The OSD Task Force believes that POD has adequately

studied the distribution system issue, and it has been

determined that excess capacity exists. A depot consoli-

dation plan should be developed and implemented within the

framework of an aggressive timetable, as designated by the

Secretary of Defense.

It is evident that there is little accurate data on

capacity and utilization in the wholesale distribution

system. The lack of accurate capacity data places an

obvious constraint on developing sound warehouse capacity

decisions.

Recommendations

OSD 5-1; POD should develop and implement a final

plan for improving the wholesale distribution system using

information in all the previous studies. The WIDS proto-

type system could serve as a model. It has identified four

depots as candidates for consolidation or merger, but do

not argue that these four depots are the only candidates

for consolidation. The consolidation plan should include

those system changes needed to facilitate depot restruc-

turing, accurate identification of excess capacity and

mobilization requirements, and the selection of candidates

for depot deactivation. Further, any transportation sav-

ings that could be realized from the WIDS study and that

are independent of actual depot consolidation should be

implemented expeditiously.

OSD 5-2; The reporting system should be upgraded to

improve the adequacy and accuracy of physical warehouse

capacity data. In particular, DOD Instruction 4145.5

should be revised to improve the existing warehouse report-

ing system. Data should be generated that will allow DOD

to develop representative depot productivity and efficiency

measures, so that depot performance can be more effectively

monitored and controlled.
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Savings and Impact Analysis

Precise estimates of savings are difficult because the

conclusions were inferentially drawn from three recent

studies, none of which came up with precisely this recom-

mendation. On the other hand/ the four depots referenced

for closure here were each recommended for closure by at

least two of these recent studies. In the time available

for our review, the Office of the Secretary of Defense (OSD)

Task Force was not able to develop independent analyses of

the cost consequences of the reconfiguration of the depot

structure implied by the VflDS study.

Significant transportation cost savings would result

from the recommended consolidation, as well as from better

transportation planning for the reconfigured depot struc-

ture. We believe a $25 million estimate of annual savings

to be quite conservative, based upon our review of the

prior studies.

Operating cost savings would also be significant, with

the precise amount dependent upon the incremental operating

costs that the remaining depots would incur as a result of

closing the four suggested depots. Our assessment of the

three prior studies leads us to feel that a conservative

estimate of annual operating savings would also be at least

S25 million.

The combined annual savings of $50 million would be 7

to 12 percent of estimated wholesale depot operational

costs, according to DOD officials.

Also, based inferentially on the three prior studies

reviewed, we believe that one-time implementation costs of

as much as $50 million could be incurred. This would

translate to a one-year payback on the investment.

Assuming a 10 percent inflation rate, the mean esti-

mated savings for the first three years from implementation

of this recommendation would be:

($ millions)

First year

Second year

Third year

Three-year total

$ 50

55 61

323
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Implementation

The Secretary of Defense should develop and implement

a final plan to consolidate the wholesale depot system as

discussed above. To the extent that the consolidation plan

constitutes a proposal to close or realign military instal-

lations or facilities having more than 300 civilian em-

ployees — this would result in the reduction of 50 percent

of the number of civilian employees at such installations,

or 1,000 employees total — DOD may not implement the plan

until it has complied with the requirements of 10 U.S.C

Section 2687 (1980) and Section 112 of the 1982 Military

Construction Appropriations Act, 970106. Pursuant to these

statutes, DOD must publicly announce the consolidation

plan, comply with the requirements of the National Environ-

mental Policy Act of 1969, and submit a detailed written

justification to the House and Senate Armed Services

Committees. Congress then has 60 days in which to affirma-

tively reject the proposal before it can be implemented by

DOD.

DOD Instruction 4145.5 should be revised to improve

the existing warehouse reporting system as discussed above.
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II. ISSUE AND RECOMMENDATION SOMMARISS (CONT'D)

A. LOGISTICS (CONT'D)

OSD 6: DEMILITARIZATION OF CONVENTIONAL AMMUNITION

Summary Recommendation

The Department of Defense (DOD), through the Defense

Property Disposal Service (DPDS), should solicit bids for

the one-time demilitarization of its backlog of approxi-

mately 200,000 short tons of conventional ammunition and

for the ongoing demilitarization of the estimated 40,000

short tons of ammunition accumulated annually. Bids should

be sought both for contractor demilitarization in contrac-

tor-provided, nonmilitary facilities, and for contractor

demilitarization in military facilities. The priority in

this solicitation should be the elimination of the existing

backlog of surplus and obsolete ammunition. Based on

information contained in bid proposals, DOD can then deter-

mine the feasibility of ongoing contractor participation in

demilitarization.

Financial Impact

S18-S31 million

annually

$93-$157 million

Potential Savings: Annual savings of

$13 million are possible if ammunition

is demilitarized by private contractors

in nonmilitary facilities; $31 million,

if contractors perform demilitarization

in military facilities.

One-time savings from demilitarization

of the existing stockpile are estimated

at approximately $93 million if con-

tractors use nonmilitary facilities,

and $157 million if contractors use

Government facilities.
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Background

Ammunition stocks become surplus and obsolete as new

technology and weapons are introduced and phased in. The

disposal of obsolete surplus ammunition in the United States

has generally been accomplished by demilitarization (dis-

mantling and destruction) at a military base in accordance

with the Defense Demilitarization Manual (DOD 4160.21-M-l).

Ammunition becomes more sensitive with age. With a

large stockpile of ammunition awaiting demilitarization,

there is an increased potential for theft and accidental

discharge. Therefore, good safety practice dictates strict

control and prompt demilitarization of ammunition stock-

piles .

In 1977, the Army assumed the role of single manager

for conventional ammunition for all of the services. In

this role, the Army's responsibilities include production

and acquisition of ammunition as well as maintenance,

renovation, demilitarization and disposal. With respect to

demilitarization, this meant that as of November 1, 1977,

the Army inherited from the other services the ammunition

inventories designated for demilitarization.

Methodology

In order to assess the nature of the problem and

determine feasible alternative solutions, the Office of the

Secretary of Defense (OSD) Task Force conducted interviews

with appropriate OSD and Army personnel. Data were

gathered on inventory levels and estimated costs associated

with demilitarization of the backlog. Pertinent DOD

memoranda and directives on the demilitarization effort

were also obtained. Special attention was directed to the

Blue Ribbon Panel report.

Findings

At the end of FY 1977, the Army's demilitarization

inventory was approximately 39,000 short tons. At the

beginning of FY 1978, as a result of the Army's designation

as a single manager for conventional ammunition, the Army'3

demilitarization inventory increased by 98,700 short tons

to 137,700 short tons.
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The chart below depicts the growth in the Army's

demilitarization inventory since FY 1978.

DEMILITARIZATION INVENTORY

(Thousands of Short Tons)

1978

1979

1980

1981

1982*

Begin fiscal year

Annual demilitarization

Additions to inventory

137.7

59.4

58.7

137.0

35.2

58.3

160.1

42 .2

53.4

171.3

24.1

26.6

173.8

14.0

40.3

End fiscal year

137.0

160.1

171.3

173.8

200.0

Backlog

78.3

101.8

117.9

147.2

160.0

* 1982 figures are estimates.

During the five-year period, the demilitarization

inventory increased by 60,000 short tons, and the Army'3

backlog doubled. The Army contends that available resources

during this period were allocated to programs with higher

priority than in-house demilitarization. These programs in-

cluded depot improvement, particularly at Crane, Hawthorne,

and McAlester, and a high level of shipping and maintenance

activity to improve worldwide readiness and increase cer-

tain war reserve stocks.

The Army has projected an average addition to inven-

tory oT 40,000 short tons per year through FY 1987. The

current projected demilitarization funding levels for the

same period are sufficient for in-house demilitarization of

approximately the same volume. Therefore, unless addi-

tional resources are committed to in-house demilitarization

efforts, the Army will be unable to reduce the backlog.

In July 1980, noting the growing demilitarization

backlog, the Army requested a waiver from requirements that

demilitarization be performed on military installations.

In its waiver request, the Army stated that the March 31,

1980, demilitarization inventory was 167,000 short tons.

The Army also noted that: "Additional heavy generations

of surplus and obsolete ammunition are forecasted; conse-

quently, inventory growth will continue to outpace the rate

of disposal unless new initiatives are employed." One

initiative identified by the Army at that time as having a

high potential for success was the sale of surplus and

obsolete ammunition to reliable industrial firms at a nomi-

nal price for demilitarization in nonmilitary facilities

under Army surveillance.
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The Army was granted the authority to solicit bids for

contractor demilitarization in nonmilitary facilities.

According to the Blue Ribbon Panel study (October 1982),

four solicitations have been held since the waiver was

granted. In these four solicitations, only 12,750 short

tons of the total inventory of 160,000-200,000 short tons

were offered for sale.

The Blue Ribbon Panel study estimated that approxi-

mately" 88 percent, or 176,000 of the 200,000 short'tons of

ammunition in' inventory, is salable. The remaining inven-

tory, which is nonsalaole, includes high security-risk

items, inert components, or bulk explosives. The maximum

reclaim value in the 200,000 short-ton inventory is 659.7

million. The Army estimates that the in-house reclamation

value would be approximately $13.3 million.

Conclusions

The OSD Task Force believes that the Army should be

moving ahead in this area"! We recognize the safety and

security related concerns associated with demilitarization

of ammunition in nonmilitary facilities. We have

concluded, however, that continued inaction by the Army

will result in stockpiles of ammunition that are themselves

a safety and security problem.

The OSD Task Force believes that the sale by POD of a

sufficiently large volume of ammunition would provide an

incentive for contractor participation in the bid proces's.

To date, the Army has only offered for sale approximately

12,750 tons out of the 176,000-ton inventory that is sal-

able. In the four solicitations, tons offered for sale

ranged from 1,000 to 7,200. The total tons sold was only

742. The Army opposes sale of the entire inventory for

demilitarization in nonmilitary facilities. In general,

the Army argues that such a sale would be too costly, since

the Army would incur cost for inspection of the inventory,

materials and shipping. At a minimum, it is estimated that

such a sale would cost the Army $93 million (net of the

estimated $14 million reclaim value).

Recommendations

OSD 6-1: The Army should solicit bids for demilitar-

ization of the existing ammunition inventory by private"

contractors in Government facilities. This type of ar-

rangement would permit the Army to maintain close control

over the demilitarization process without incurring all of

the costs associated with demilitarization in nonmilitary

facilities.
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OSD 6-2: The solicitation should request bids for

demilitarization of the 200 ,QQO short-ton inventory in

military facilities or in nonmilitary facilities. This

will allow the Army to make a realistic assessment of the

potential cost savings under either approach. In order for

the Army to accurately assess the costs associated with

ongoing contractor demilitarization in either military or

nonmilitary facilities, bids should also be solicited for

demilitarization of approximately 40,000 short tons of

ammunition on an annual basis.

Savings and Impact Analysis

The Army has estimated that in-house demilitarization

of the existing inventory would cost approximately $136

million ($200 million minus $14 million estimated scrap

value). Both the Blue Ribbon Panel and the Army have

estimated costs for demilitarization by contractors in

nonmilitary facilities — the Blue Ribbon Panel estimated

$93 million; the Army, $31 million.

Based on our study of this issue, we estimate that

demilitarization by contractors in military facilities

would cost approximately $29 million.

Potential savings from contractor demilitarization of

the existing inventory would accrue as follows (detailed

estimates included in Exhibit II-2):

Contractor demilitarization off-post

Per 31ue Ribbon Panel estimate

($136 million-$93 million) $93 million

Per Army estimate

($136 million-$31 million) $105 million

Contractor demilitarization on-post

Per OSD Task Force estimate

($136 raillion-$29 million) $157 million

Assuming that DOD's average annual demilitarization

rate is 40,000 short tons, the annual savings potential

would range between $13 and $31 million if contractors

perform demilitarization. Our one-time savings estimate is

based on demilitarization of 200,000 short tons. Demili-

tarization by contractors of 20 percent of that amount

could yield savings of $13 million if contractors demili-

tarize in nonmilitary facilities (20 percent x $93 million)

to $31 million if contractors demilitarize in military

facilities (20 percent x $157 million).
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To estimate annual savings in the first three years,

we have used the midpoint of the estimated range of recur-

ring and one-time savings. Assuming an annual inflation

factor of 10 percent, the estimated savings would be:

Implementation

The Secretary of Defense should direct the Defense

Logistics Agency, through DPDS, to solicit bids for the

demilitarization of obsolete and surplus ammunition as

discussed above.

($ millions)

First year

Second year

Third year

Three-year total

150

27
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Exhibit II-2

ESTIMATED SAVINGS

Costs to Demilitarize Existing Inventory

($ millions)

In-House 1/ Contractor Contractor

(by Army) Denil. O£f-?ost Demil. On-?ost

Inspection

Packaging for

contractor

demil.

Shipping

?re-award

survey and

certification

Total cost

to DOD (net of

estimated S14M

scrap value)

Potential savings

from contractor

demil. (in-house

cost minus

contractor cost)

N/A

N/A

N/A

N/A

$136

3R? Est.j/ Army Est

$3.7

53.4

35.9

.2

$93.2

$93

$16 .2

22.5

42.5 1/

.2

$81.4

$105

$3.7

0.0 2/

25.0 1/

.2

$28.9

$157

1/ Detailed cost breakdown not available.

U Demilitarization by contractors in military facilities

would not require the extensive repackaging necessary

for off-post demilitarization.

2/ Midpoint of estimated range of $35-$50 million.

y Assuming that Government facilities are used for con-

tractor demilitarization, there would be some trans-

portation costs involved. Our analysis indicates that

these costs would be lower than those assumed by both

the Blue Ribbon Panel and the Army.

Average shipping cost ■ 12.5^ per ton mile

Average shipment =» 1000 miles

Tons to be shipped » 200,000

Total cost » ($.125 ) x (1300) :< 200 ,000

5/ Blue Ribbon Panel

$25 million
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II. ISSUE AND RECOMMENDATION SUMMARY (CONT'D)

A. LOGISTICS (CONT'D)

OSD 7: POD IMPLEMENTATION OF OMB CIRCULAR A-7 6

Summary Recommendation

The Department of Defense (DOD) should seek legisla-

tion that will terminate existing constraints on DOD

implementation of the Office of Management and Budget (OMB)

Circular A-76. A-76 is a Government-wide cost reduction

incentive program which encourages Government agencies to

contract out when the private sector can provide certain

goods and services more economically. In recent years, DOD

efforts to implement OMB Circular A-76 have been restricted

by various legislative requirements. DOD should be permit-

ted to aggressively pursue cost savings opportunities which

are available through A-76 programs.

Financial Impact

$337 million Potential Savings: DOD should be

annually allowed to proceed with an optimum

strategy for contracting out and

streamlining in-house work. If our

recommendations are implemented over a

five-year period, annual savings of $337

million will be realized.
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Background

OMB Circular A-76 implements the general policy that

the Government should rely on the private sector to provide

goods and services when it is economical to do so. More

specifically, OMB Circular A-76 defines the policies and

procedures to be followed in determining whether a certain

commercial activity should be carried out by the Government

or by private enterprise.

Circular A-76 does not apply to major systems acquisi-

tion or agency administrative and management functions. It

does apply to commercial and industrial activities currently

performed by Government employees, such as food service,

maintenance, security, firefighting, laundry and dryclean-

ing, automatic data processing, health services, audiovisual

support, etc. The exceptions under which the Government may

operate these commercial activities are: (1) there is no

satisfactory commercial source available; (2) use of a pri-

vate source would threaten national security; or (3) use of

a private source would result in higher costs. When A-76

contracts expire, they are reviewed to determine whether

they should be brought back in-house.

If a DOD activity is contracted out, military

employees are reassigned. Civilian employees must be

provided with the first right of refusal for employment on

the contract, with at least the wages and fringe benefits

prevailing for similar work in the locality. Displaced

employees are also given priority consideration and train-

ing for other Government positions.

Methodology

The Task Force findings are based on interviews with

numerous Government officials and a comprehensive analysis

of reports, studies and audits performed by Government and

non-Government groups on contracting out under OMB Circular

A-76. Interviews were conducted with officials from the

Office of the Secretary of Defense (OSD), the services, and

the Office of Federal Procurement Policy.

This issue and issues relating to it were reviewed by

other President's Private sector Survey task forces. For

further information, refer to the reports of:

o Procurement/Contracts/Inventory Management Task

Force,

o Real Property Management Task Force,
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o Air Force Task Force,

O Army Task Force, and

o Personnel Task Force.

Findings

POD has led other agencies in the implementation of

the A-76 program. Since 1979, POD has performed cost com-

parison studies of commercial activities involving 17,600

personnel spaces. These studies resulted in a determina-

tion that it was more economical to contract out approxi-

mately two-thirds of the commercial activities to the

private sector. This resulted in the conversion of 11,700

spaces from DOD to private contractors, with an annual

savings of approximately $70 million. Even if an activity

remains in-house after a cost comparison study, there

appear to be substantial cost savings as a result of im-

proved efficiencies (or streamlining) in operations which

are identified in the cost comparison studies.

However, DOD has been subject to Congressional restric-

tions and requirements not imposed on civilian agencies.

For example, Congress passed a moratorium on DOD A-76 re-

views for fiscal year 1978, which essentially halted A-76

planned conversions for a year. Also, DOD is required

to follow certain lengthy study procedures which do not

apply to civilian agencies. Before an activity can be

contracted out, DOD must perform a cost comparison study

in which it must be demonstrated that contracting out to

the private sector should yield a savings equal to at least

10 percent of the in-house personnel costs. Completion of

such studies, in some cases, takes from 12 to 24 months. 3y

contrast, civilian agencies need no cost studies to contract

out activities with annual operating costs under $100,000.

In addition, Congress requires that DOD report activities

which are scheduled for contracting out and also requires

details of cost study results after completion. DOD must

also provide annual reports to Congress on its contracting

out efforts.

In August 1982, language was included in the POP

Authorization Act for FY 1983, 97-252, which prohibits any

POD expenditures on new A-76 cost comparison studies

through March 31, 1983. DOD is also prohibited in FY 1983

from entering into any new contracts for firefighting or

security guard duties on any military installation.
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The Administration has encouraged OMB to give more

emphasis to contracting out programs. The President

affirmed his support for this program in his March 1982

budget message. It is our understanding that OMB is

currently working on a simplification of A-76 cost

comparison procedures.

Conclusions

POD efforts to aggressively pursue savings opportu-

nities under the A-76 program have been constrained by

legislatively imposed restrictions and requirements.

Continual intervention in DOD's management of the program

disrupts the contracting process and discourages support

for active participation in the A-76 program within the

services.

Recommendations

OSD 7-1: Current restrictions on DOD's use of A-76

procedures should be removecT DOD should be permitted to

program optimum savings, under A-76 procedures without the

constraints which destabilize the A-76 effort. DOD is

currently subject to additional requirements which have the

net effect of reducing potential savings. To the extent

that restrictions on DOD's implementation of A-76 have

become permanent through their inclusion in appropriation

or other legislation, DOD should seek further legislation

to repeal these restrictions.

Savings and Impact Analysis

The OSD Task Force understands that DOD objectives for

FY 1982 to 1987 were for conversions of approximately 78,400

personnel spaces to private contracts and streamlining of

2,500 additional spaces. Projected savings were $766

million per year. Operating under existing legislative

restrictions, DOD expects that actual conversions and

streamlining during the period will effect a total of

approximately 45,000 personnel spaces for annual savings of

$429 million. If these restrictions on DOD's use of A-76

procedures were removed, DOD would save an additional $337

million. This would bring total savings from A-76 to the

originally planned $766 million.

Exhibit II-3, at the end of this issue, provides

details on expected A-76 conversions versus actual

conversions and in-house streamlining. The incremental
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savings attributable to full implementation of expected

A-76 conversions is approximately $337 million by FY 1987

(five years) .

The estimated savings for the first five years from

implementation of the recommendations would be:

($ millions)

Assuming 10 percent inflation

First year $ 67 $ 67

Second year 135 149

Third year 202 24 4

Three-year total $404 $460

Fourth year 270 359

Fifth year 337 493

Implementation

DOD should seek legislation that will permit it to

implement OMB Circular A-76 as discussed above.

DOD should then proceed to convert or streamline 20

percent of the shortfall noted above during each of the

fiscal years 1983 to 1987.
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Exhibit II-3

ESTIMATED SAVINGS — CONVERSIONS AND IN-HOUSE STREAMLINING

(S millions)

Contract In-house

Conversions Streamlining Total

Annual Annual Annual

Spaces Savings Spaces Savings Spaces Savings

FY 79-81

a. Actual

11,700

$ 70

700

$14

12,400

$ 34

FY 82-87

b. Defense

guidance

78,438

$706

2,500

$ 60

80,938

$766

c. Expected

43, 900

395

1,400

34

45,300

429

d. Shortfall

34,538

$311

1,100

$ 26

35,638

$337

FY 79-87

Act. & Def.

guidance

(a+b)

90,138

$776

3, 200

$ 74

93,338

$850

Expected

(a+c)

55,600

46 5

2,100

48

57,700

513

Shortfall

34,538

$311

1,100

$26

35,638

$337
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD-8: CONSOLIDATION OF BASE SUPPORT OPERATIONS

Summary Recommendation

The Department of Defense (DOD) should consolidate more

base support operations across service lines. DOD should

require that the services participate in the Defense Retail

Interservice Support ORIS) program so that opportunities

for consolidation of base support services can be identified

in the short term. All bases operating in areas which con-

tain multiple military installations within a 50-mile radius

should become potential candidates for consolidation of

support services. Those consolidations with savings poten-

tial should be promptly implemented at the direction of the

Secretary of Defense.

Financial Impact

S100-S500 million Potential Savings: The estimated

annually - savings range used here is derived

from testimony by the General

Accounting Office (GAO) on June 22,

1932, before the Legislation and

National Security Subcommittee of

the House Government Operations

Committee. Based on an analysis of

the many audits and studies of the

DRIS program which have been con-

ducted over the last ten years, the

OSD Task Force concluded that this

savings range is feasible and

conservative.
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Background

Base support operations include such services as fire

protection, housing management and maintenance, finance and

accounting, refuse collection, civilian personnel manage-

ment, building and road maintenance, and security. There

are 50 such functions in the administrative and logistical

support areas and 25 in the supply and maintenance areas.

Since most of these functions are standard across the ser-

vices, there is a potential for cost savings to the extent

that interservice consolidation of such functions can be

initiated in geographical areas with several military fa-

cilities. Such consolidation can reduce duplication in

staffing and facilities.

The cost of base operations was approximately $20 bil-

lion in 1982, and it is expected to increase to $26 billion

by 1986.

Methodology

The Office of the Secretary of Defense (OSD) Task

Force reviewed numerous studies and audits conducted on the

DRIS program since 1975. The Task Force also interviewed

DOD officials involved in the management of the DRIS

program.

This issue and issues related to it were reviewed by

other President's Private Sector Survey task forces. For

further information, refer to the reports of the Army Task

Force and the Procurement/Contracts/Inventory Management

Task Force.

Findings

In 1973, DOD initiated DRIS program to provide base

commanders with a mechanism for determining where base sup-

port operations could be consolidated in order to reduce

costs and increase efficiency. (In the DOD context,

"retail" refers to the base or user level.) Through partic-

ipation in the DRIS program, coordinated by the Defense

Logistics Agency (DLA), base commanders indicate the base

support services their installations could use from, or

provide to, other installations within a 50-mile radius.

This information is reported to DLA and maintained in the

DRIS data bank. . Additional information is submitted by

participating bases which provides data on the dollar and

staff-year savings from consolidation and the types of

support services in a particular geographical area cate-

gorized by supplier and by receiver.
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In 1973, POD established Joint Interservice Resource

Study Groups (JIRSGs) for 51 geographical zones which con-

tain at least ten military installations within a 50-mile

radius. JIRSGs were directed to study each category of

support services and determine consolidation opportunities

within JIRSG zones.

In March 1931, the Deputy Secretary of Defense directed

each service to set a goal of minimum savings of 310 million

per year in FY 1983 to 1937 from consolidation of base sup-

port activities^ In March 1932, noting the limited success

of the DRIS program, a DOD audit report indicated that

changes in the JIRSG process were necessary to elevate the

importance of the DRIS program. The audit report recom-

mended that a General or Flag Officer be appointed to act

as an executive agent for each of the four primary JIRSG

regions. DOD has not followed this recommendation, though

a Directorate for Base Operations was established in OSD,

currently headed by a Lieutenant Colonel.

The DRIS program has been the subject of numerous

studies and audits. In general, all of the studies con-

cluded that the program has not been as effective as pos-

sible in identifying potential areas for consolidation.

Some of the reasons cited for the program's ineffectiveness

include: (a) participation in the program is not manda-

tory; (b) savings goals are too low to spark an aggressive

program; (c) there is no perceived authority to resolve

conflicts and force such consolidations without escalation

to the highest levels in DOD; (d) the parochialism of the

services militates against the sharing of base support

services through consolidations; and (e) there is much

confusion due to the overlappping of DRIS, the Commercial

and Industrial-Type Activities (CITA) program, and the

intraservice consolidation programs.

Conclusions

The issue of consolidation of base support operations

has been studied rather consistently over a period of at

least ten years by DOD and outside audit groups. All

reports conclusively point to the potential for savings

through effective consolidation of base support operations.

The OSD Task Force has concluded that no insurmountable

obstacles stand in the way of a successful program of inter-

service consolidation of base support services. It appears

that strong and forceful management is needed, along with an
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emphasis on the program at the OSD level, to provide the

impetus for full activation of the consolidation effort.

Recommendations

The OSD Task Force believes that DOD has an existing

vehicle through which further base support consolidation

efforts can be made, i.e., the DRIS program. However, to

improve the effectiveness of the program, the Task Force

suggests several modifications:

OSD 8-1: Participation in the program should be man-

datory for all base commanders. Further, all areas with

two or more bases operating within a 50-mile radius should

become potential candidates for consolidation of base

support services.

OSD 8-2: DOD should establish a timetable of not more

than two years for completion of all interservice consoli"^"

dation opportunities already identified by the DRIS program.

OSD 3-3: Where DLA determines it is appropriate,

prototype studies should be performed on potential base

support consolidation candidates. This would eliminate the

need for separate studies at individual bases.

OSD 8-4: The DRIS program staff should develop a rigid

schedule to implement, within a five-year timeframe", all

base support consolidation candidates proven feasible 3"7

the prototype studies. the staff should also aonitor tr.ese

consolidations as they are implemented.

Savings and Impact Analysis

Potential savings from an effective DRIS program are

difficult to estimate with precision. In testimony before

the Legislation and National Security Subcommittee of the

House Government Operations Committee in June 1982, the GAO

stated that a savings goal of $108-$540 million per year

from consolidation of base support activities was reason-

able. Within the timeframe of our review, we were unable

to better quantify potential savings. The lower end of the

GAO savings range represents only 0.5 percent of total base

operations costs. In light of the numerous previous studies

which have indicated that savings opportunities exist in

this area, it seems reasonaDie to assume that the GAO esti-

mate is feasible and conservative. Assuming a 10 percent
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inflation factor, the mean estimated savings for the first

three years from implementation of these recommendations

would be:

($ millions)

First year $300

Second year 330

Third year 363

Three-year total $99 3

Implementation

The Secretary of Defense should direct the consoli-

dation of base support operations.
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II. ISSOE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 9; BASE REALIGNMENTS AND CLOSURES

Summary Recommendation

The Department of Defense (DOD) should recommend and

Congress should concur with an aggressive program to close

or realign a significant number of military bases in the

United States. While the subject is politically painful

to pursue, the need for vigorous action is clear. Because

of the deep-seated resistance that springs up to oppose any

specific candidate for closure, we recommend that an um-

brella approach be taken. Two alternative approaches

should be considered:

o The President should appoint an independent

commission to make a comprehensive study of the

base realignment problem; or

o DOD should declare all bases as candidates for

closure, give appropriate notice to Congress and

the public, and commence the requisite studies.

Financial Impact

$2 billion Potential Savings: The full potential

annually savings are very substantial. It

appears that this savings estimate is

a conservative goal, based on informa-

tion in previous DOD and Office of

Management and Budget (OMB) analyses.
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Background

When this Office of the Secretary of Defense (OSD)

Task Force was starting its study, OSD indicated that our

assistance could prove helpful with respect to suggestions

for base realignments and closures. The Secretary of

Defense repeated the need for such assistance at a White

House briefing.

Early in the present Administration, in a letter to

each of the Service Secretaries, the Deputy Secretary of

Defense said, "On the basis of our current underutilized

base structure, I cannot accept continual expenditure of

Defense resources for activities and installations which

are not essential to the current overall National Defense

effort." Unfortunately, the request to the Service Secre-

taries to recommend significant base closures and realign-

ments did not result in an adequate response.

Prior Secretaries of Defense had also attempted to

reduce the base structure, but legislative impediments

enacted in the mid-1970s have made the process extremely

difficult politically.

As the Congressional Budget Office noted in a February

1982 report, "The major opposition to base realignments

stems from the economic dislocation they might produce in

communities near the bases — often a cause of intense

local concern." Consequently, while almost everyone can

agree with the need to reduce the base structure, agreement:

cannot be reached on specific bases if they are located in

the United States or its territories.

Methodology

Interviews were conducted with present and prior DOD

officials responsible for installations and housing. Data

available with respect to prior studies at the OSD level

were reviewed. OMB officials were interviewed and OMB

analyses were reviewed. This issue was also discussed with

prior Secretaries of Defense to secure their perspective

and suggestions.

Data at the service level were not reviewed for two

reasons. First, there was insufficient time available to

perform detailed reviews of the situation at each base.

More importantly, as discussed below, the problem is a

political and an OSD management problem, and should be

viewed in that context.
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Findings

POD maintains approximately 5,600 separate instal-

lations and properties throughout the world, of which

approximately 4,0Q0 are in the United States. These in-

stallations support over two million active-duty military

personnel, nearly one million reserve personnel, over one

million civilian personnel, over one million retired mili-

tary personnel, and an undetermined number of active and

retired dependents. Th'e annual cost of these installations

was approximately $20 billion in 1982, of which $14 billion

was for installations in the United States. 3y 1986, these

costs will grow to about $26 billion and $19 billion res-

pectively .

The installations and properties range in size from

one-half acre to over 600,000 acres, from 0 to over 50,000

personnel assigned. The definition of an "installation"

differs from service to service, primarily as a result of

differing history and command structures. Army and Air

Force installations are generally contiguous entities which

embrace all the activities within their borders and are

reasonably self-contained. Navy defines its installations

in a much more fragmented way so that, in some cases, con-

tiguous activities, or even activities completely surrounded

by other activities, are counted as separate installations.

Of the United States installations, approximately 312

are considered to be significant. The remaining installa-

tions are generally small support facilities (less than 150

employees) or National Guard and Reserve installations.

Since 1968, the POD worldwide military and civilian

employee population has decreased from about five million

to three million. Some progress was made early in that

period with respect to base realignments and closures, but

the effort has virtually dried up.

It does not appear coincidental that such economies

stopped in the mid-1970s after Congress enacted legislation

requiring POD to prepare detailed studies of base closings

and realignments, with advance notice to Congress and the

public of proposed studies, and providing for Congressional

review of the completed studies oefore implementation"!

Some proposals announced for study in 1976 have not

yet been resolved. No realignment packages have been

announced since 1979.
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This, perhaps, should not be surprising, since follow-

ing the 1979 closure and realignment package announcement,

the then Deputy Secretary of Defense and the Service secre-

taries were required to defend their actions at numerous

Congressional committee hearings. At some hearings, out-

side witnesses were allowed to join members of Congress to

expound their reasons why a base should not be realigned.

With increasing frequency, members of Congress from

affected districts introduce defense legislation, usually

in the military construction bill to delay specific realign-

ment proposals* After the 1979 package announcement, the

law was changed to require a particular Air Force base

realignment to be subject to Congressional special report-

ing procedures. Legislation was also passed to require the

preparation of an environmental impact statement for the

same realignment, despite an interpretation that it was not

required. In a number of other cases, specific legislation

was passed to require environmental impact statements even

though normal provisions would not have so required. Envi-

ronmental impact statements can be very expensive, often

costing $100,000 to $1 million to perform and can take

months and sometimes years to finalize.

In the case of another realignment, an amendment was

introduced in defense legislation that would have, for the

first time, stopped a proposed realignment. Not only did

DOD back down, but another $100 million will be spent for

new facilities on that base to modernize it.

According to a memorandum sent to the Secretary by the

Assistant Secretary for Manpower, Reserve Affairs and

Logistics, "There probably have been other cases where Con-

gressional pressure has been put on the military departments

that influenced their decision to maintain the status quo,

but since these actions never come to DOD's attention, we

do not know the total number of bases that Congress pre-

cluded us from closing."

We tried to obtain adequate information to enable us

to make specific recommendations in this area, as was sug-

gested to us by the Secretary of Defense. Unfortunately,

we were thoroughly frustrated by our inability to get usable

data. It should be noted that no data were refused us. We

reluctantly conclude that the many pressures that are

brought to thwart each specific proposal have discouraged

the assembly of usable data, at least at the OSD level.

Opinions as to the savings potential vary considerably:

o OMB has developed alternative proposals regarding

closures or realignments of 50 or more of the 312

significant installations in the United States.
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Under one alternative, potential savings of $2

billion are estimated from realignment of un-

necessary and inefficient installations, with no

increase in capital investment. A second option

estimates potential savings of $5 billion from a

major program of modernization and consolidation

of installation structures. This option would

require increased DOD funding levels for a three-

to four-year period. Estimates for both options

include savings from increased use of contractors

for base-support services.

o In March 1981, Secretary Weinberger directed each

of the services to meet reduction targets through

base realignments and closures, for a total of

$1.25 billion in annual savings. No specific

candidates for realignment or closure were desig-

nated by OSD, nor was the technique used by OSD

to arrive at the $1.25 billion figure delineated.

o The response from the services to Secretary

Weinberger 1s directive was not encouraging. The

aggregate response was less than 40 percent of

the target. Two of the services argued that no

further realignments or closures were advisable.

Subsequently, the responsibility for identifying and

carrying out base realignments was delegated to the ser-

vices. No goals were imposed, and little action has been

evident.

Conclus ions

It appears clear that the legislation of the mid-1970s

has had the effect of making it extremely difficult to close

or realign bases. Little has been done for almost four

years, even though previous Secretaries and top OSD offi-

cials of the current administration believe the current

base structure is underutilized.

It appears to the OSD Task Force that the political

problems associated with base closings make this a very

difficult issue to address. OSD does not appear to have

hard data that would enable it to be forceful with the

services. The services do not appear to want to give up

any bases. Even if they were willing, they appear to be

deterred by the anticipation of adverse reactions by the

affected Congressional delegations, community leadership,

local private sector vendors, and employees (both civilian

and military).
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In short, unless the President or the Secretary of

Defense directs that an objective, intensive study be made

in this area, there is little hope of accomplishing meaning-

ful realignment.

Recommendations

OSD 9-1: The President should appoint an independent

bipartisan commission to make a thorough study of the bas"e

realignment oroplen. There should be substantial represen-

tation of retired senior military officers. In addition to

making specific recommendations on base realignments, the

commission should be charged with the responsibility of

determining the extent to which nonmilitary considerations

(i.e., political pressures, broadly defined) interfere with

rational, cost-effective military decisions.

The OSD Task Force does not concede that this is an

impossible task. It is simply a difficult one. We believe

that a frank report to the American people will convince

them that the retention of inefficient, inadequate and mis-

placed facilities is not in the national interest.

Alternatively, DOD could declare all U.S. bases as

candidates for closure. Environmental impact statements

as required by the National Environmental Policy Act could

be started simultaneously. Appropriate notice would be

given to the respective Armed Services Committees and the

public. Following the completion of environmental impact

statements and other required studies and after all deci-

sions have been made, they would be announced to those

committees and the public, and the 60-day grace period

would begin.

Savings and Impact Analysis

Because estimated savings require detailed reviews

of the situation at each base, the OSD Task Force has no

independent estimate of the total savings possible from

further base realignments. If DOD pursues and Congress

allows, the remaining realignments from the 1979 package

would produce more than $500 million in savings over the

next five years.

OMB estimates annual savings of $2 billion to $5

billion could be achieved. The lower figure would not make

fundamental changes in base structure philosophy, but it
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would require strenuous efforts to realign unnecessary and

inefficient installations without any special increase in

capital investment.

While the OSD Task Force has not performed an inde-

pendent estimate of savings possible from further base

realignments and closures, we find the lower end of the otlB

range to be a conservative estimate of savings achievable.

Assuming five years to implement the recommendations, the

net savings would be:

($ billions)

Assuming 10%

Inflation

First year

Second year

Third year

Three-year total

Fourth year 1.6 2.130

Fifth year 2.0 2.928

$ .4

1.2

£2^£

$ .400

32.73;

Implementation

The President should appoint an independent bipartisan

commission to conduct a comprehensive study of the base

realignment problem. In the alternative, the Secretary of

Defense should declare all U.S. bases as candidates for

closure and initiate the compliance procedures for base re-

alignments required under 10 U.S.C. 2687 (1980).
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 10; UNIFICATION OF TRAFFIC MANAGEMENT

Summary Recommendation

The Department of Defense (DOD) should seek legislation

that would permit it to establish a single traffic management

agency within the Military Traffic Management Command (MTMC)

that would be responsible for the surface and air traffic

management functions currently vested in the Military Sealift

Command (MSC), the Military Airlift Command (MAC) and the

MTMC. The responsibility for the actual transportation equip-

ment and its operation would remain with MSC, MAC and MTMC.

The new traffic management agency would be responsible solely

for traffic management and coordination.

Financial Impact

$20 million Potential Savings; $4.7 million annual

annually savings have accrued from the trial con-

solidation of sealift cargo offering and

booking functions of MSC and MTMC under

the supervision of MTMC. The complete con-

solidation of all surface and air traffic

management functions recommended by the

Office of the Secretary of Defense (OSD)

Task Force should yield an additional

$15.3 million annual savings in reduced

overhead and personnel expenditures and

avoidance of duplicative data processing

costs.

$20 million

one time

$1-82 million

More efficient cargo traffic management

would also result in an estimated one-time

savings of $20 million due to a shortening

of the inventory pipeline.

Implementation Cost; One-time cost

associated with some office reorganization

and relocation of some personnel and pas-

senger booking terminal equipment.
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Background

Military traffic management is administered by MTMC,

MSC and MAC. Under the current system, operators of the

organic transportation resources make decisions on whether

to use these resources or whether to contract for the ser-

vices in the marketplace.

Currently, MTMC coordinates land transportation,

except for container movements, and operates military ocean

terminals. MSC coordinates inland container movement, pro-

cures commercial ocean cargo space, and provides ocean lift

using organic Navy or charter vessels. The individual

services handle the movement of air cargo. The passenger

traffic function is divided between the MTMC, which gen-

erally controls commercial air travel in the continental

United States, and MAC, which controls international air

travel, using both commercial carriers and the MAC fleet.

Methodology

The OSD Task Force conducted interviews with

representatives of MTMC and MSC and representatives of the

Air Force familiar with the operation of MAC. Additionally,

the OSD Task Force interviewed the author of a comprehen-

sive contractor study of DOD transportation functions.

Also, members of the OSD Task Force analyzing this issue

had extensive operating experience in the field of traffic

management and physical distribution.

Findings

History has shown that at times of peak military

activity (i.e., world War 11, Korea and Vietnam), there are

more demands upon the transportation system than there are

resources, and that a knowledgeable cadre of traffic experts

is necessary to allocate -ne availaole resources. In

peacetime, there is the further question of cost control.

Operators of transportation modes may not necessarily be

the best organizations to evaluate options and reach trans-

portation resource allocation and cost control conclusions

because of their inherent prejudice for a specific mode of

transportation.

The organization and operation of POD transportation

functions have been studied"and restudied by POD and by

outside consuming groups. There have been various recom-

mendations for consolidation, and there has been great

111

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



725

resistance to each. In fiscal year 1982, DOD proposed

creating a new Military Transportation Command, which would

consolidate the surface transportation and traffic manage-

ment functions of MSC and MTMC. However, Congress enacted

Section 1110 of the Department of Defense Authorization Act

for 1983, P.L. No. 97-252, which prohibits the consolida-

tion of "any function" currently being performed separately

by MSC, MAC or MTMC until Congress has the opportunity to

consider further DOD legislative proposals.

The OSD Task Force 'determined that the function of

mode selection and traffic management within DOD was frag-

mented and often in conflict with good management practice.

Specifically, many of the decisions relating to the utiliza-

tion of commercial air transportation services to points

outside the continental United States were made by MAC,

which also operates a fleet of military and cargo aircraft

for DOD. The need to justify and utilize these organic

resources often overrode economic criteria in carrier selec-

tion decisions and resulted in the use of military aircraft

in situations where commercial air carriers might have been

chosen if purely economic analysis had been allowed to

influence the transportation decision.

Further complicating this process was the fact that

the decisions on domestic personnel movements were made by

MTMC, which does not own any organic resources. MTMC deci-

sions often conflicted with the decisions made by MAC,

particularly where movement from an inland continental

United States point to an overseas destination was involved.

Similarly, MSC operated organic resources and contracted

for commercial cargo space. Again, operational considera-

tions often overrode economic decisions. Finally, MTMC

offered a career development path for military transporta-

tion specialists, whereas the Navy and Air Force did not

provide for progressive career development in this

specialized field.

Conclusions

The OSD Task Force concluded that the operation of

organic transportation resources was often in conflict with

rational economic decisions in the selection of transporta-

tion services and that substantial opportunities for cost

reduction existed if these functions could be separated.

The current DOD proposal does not really focus on the most

important issue — the need for a single traffic manager

for transportation. The proposal only considers surface

transportation of cargo. The air transport functions of

MAC and MTMC are not included in this proposal. However,

90-185 0-88-24
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a single traffic manager should manage cargo and passenger

movements by surface and air. Complete centralization of

traffic management would permit the traffic manager to weigh

all of the options and select the mode of transportation

that costs least and takes least time. A traffic manage-

ment function should make the mode decision, and the mode

operators, i.e., MAC, MTMC and MSC, should provide the

resources to implement the mode selections.

Recommendations

OSD 10-1: The functions of traffic management and

transportation equipment operation should oe separated and

treated as separate cost centers. This would more clearly

delineate the true cost of providing transportation ser-

vices. The consolidation of all traffic management func-

tions into one command should improve day-to-day operating

efficiencies and reduce management and administrative costs

OSD 10-2: We recommend that the traffic management

functions currently being performed by MTMC, MSC and MAC be

consolidated under one agency. This agency should have no

organic transportation resources. MAC should continue to

operate organic aircraft resources, and MSC should operate

organic ocean cargo resources and take over responsibility

for terminal operation from MTMC.

Savings and Impact Analysis

The trial consolidation of ocean cargo booking under

the control of the MTMC, which also coordinates the inland

movement of cargo, has generated estimated annual savings

of $4.7 million. Based on the efficiencies achieved to

date, it is estimated that additional savings of approxi-

mately $15.3 million, for a total annual savings of $20

million, could be achieved through complete consolidation

of all surface and air traffic management functions. Full

savings may not be achievable for one to two years due to

the necessity of developing new systems to interface with

existing data processing systems.

A study by Harbridge House, an independent contractor

working for DOD, has indicated that a unified traffic

management system offers further potential for at least S20

million in one-time cash gain through the reduction of the

inventory replacement time. This would lead to a one-time

reduction in total inventory investment.
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These savings opportunities would be offset initially

by a one-time expenditure of $1-62 million for personnel

relocation and facilities consolidation to accommodate the

combination of traffic management functions.

Assuming a 10 percent inflation factor, the estimated

savings for the first three years from implementation of

this recommendation would be:

($ millions)

First year

Second year

Third year

Three-year total

Implementation

DOD should seek legislation that will permit it to

consolidate all surface and air traffic management functions

as discussed above.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 11; INLAND CONTAINER TRANSPORTATION PROCUREMENT

Summary Recommendation

The Military Sealift Command (MSC) should discontinue

its requirement that ocean carriers provide through bills

of lading for intermodal surface cargo movement. MSC

should procure only ocean container transportation ser-

vices. Local Department of Defense (DOD) shipping and

receiving entities should procure inland container trans-

portation services. The Military Traffic Management

Command (MTMC) should be permitted to negotiate inland

transport rates upon request by local shippers and

receivers.

Financial Impact

$5-510 million Potential Savings; Estimated annual

savings are based on projected fiscal

year 1983 MSC expenditures of $55

million for inland container trans-

portation services. Approximately

10 percent of projected expenditures

(the estimated management fee charged

by ocean carriers) could be saved if

MSC discontinued its requirement for

through bill of lading. Further

savings could result from the flexi-

bility of local shippers to negotiate

local inland transport rates.
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3ackground

MSC has used the through bill of lading concept as a

way of simplifying the procurement and control of overseas

cargo shipments. The concept evolved from the development

of intermodal cargo movement, i.e., movement of cargo in

the same container which can be used interchangeably on

either truck or rail equipment or on board ship. Most

ocean carriers offered combined inland and ocean container

transportation services to private industry only for a

short time, until it proved to be too complex and expensive

to manage. MSC still requires through bill of lading for

its overseas shipments.

MSC also requires that ocean carriers include a break-

out of the cost of the land elements and sea elements of

each route in the bill of lading. The carriers must secure

quotations from trucking and rail companies for inland

transportation services at either end of each route, and

incorporate these rates into their overall rate quotations.

Ocean carriers are also required to provide trucking and

rail coordination and dispatch service in conjunction with

each ocean cargo shipment. The trucking and rail elements

of each rate structure are checked by MTMC against pub-

lished rates to ensure reasonableness.

Methodology

The Office of the Secretary of Defense (OSO) Task Force

conducted interviews and reviewed documents concerning

MSC's current practice in procuring container transporta-

tion services. Private sector ocean carriers were also

interviewed. This analysis was performed by Task Force

personnel with private sector experience in transportation

procurement.

Findings

Local POD shipping and receiving entities have the

option of procuring local trucking and rail service if

appropriate, but they currently have little incentive to

do so since any savings as a result of negotiation do not

accrue to the shipper or receiver.

The ocean carrier is responsible for selecting the

inland container carrier. DOD shipping and receiving

entities are only responsible for scheduling the arrival

and dispatch of the container. Tracking of the container
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Recommendations

OSD 11-1; MSC should discontinue its requirement that

ocean carriers procure inland container transportation

services. Local DOD shipping and receiving entities should

procure inland transport services, and they should be given

maximum flexibility to take advantage of competitive

developments in the marketplace.

It should be noted that Section 1110 of the DOD

Authorization Act for 1983, P.L. 97-52, prohibits the

consolidation of "any function" currently being performed

separately by MSC, MTMC or the Military Airlift Command.

To the extent that this OSD Task Force proposal consti-

tutes a consolidation of inland container transportation

services in MTMC, such consolidation arguably would be

prohibited by legislation.

Savings and Impact Analysis

It is estimated that ocean carriers charge approxi-

mately a 10 percent management fee for the service of pro-

curing inland container transportation. Currently, ocean

carriers maintain an office to manage inland transportation

of containers only for DOD. Elimination of this service,

along with a highly competitive bidding process for mili-

tary transportation contracts, should make it attractive

for steamship lines to pass through these savings in their

bids.

Local procurement of container hauling services in

today's deregulated environment and with the knowledge of

local conditions offers a potential for at least 10 percent

in additional savings. This kind of cost reduction achieve-

ment is not unusual in the private sector in today's

environment.

Based on estimated FY 1983 expenditures of $55 million

for inland container transportation services, total poten-

tial savings from implementation of this recommendation

should range between $5 and 10 million.

To estimate the annual savings potential, we have used

the midpoint of the estimated range of savings. Assuming

an annual inflation factor of 10 percent, the estimated

savings in the first three years would be:

($ millions)

First year

Second year

Third year

$ 7.5

8.3

9.1

Three-year total

$24.9
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Implementation

DOD Directives 5160.10 and 5160.53 should be revised

to separate the procurement of ocean and inland container

transportation services in connection with overseas cargo

shipments as discussed above. DOD may need to seek legis-

lation to implement this change because of the blanket

prohibition established by Section 1110 of P.L. 97-252.

119

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



733

II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 12; CONTAINER DETENTION CHARGES

Summary Recommendation

The Military Traffic Management Command (MTMC) should

establish a cargo dispatch function which would coordinate

cargo shipments with the unloading and storage capabilities

at receiving locations.

Financial Impact

S1-S2.5 million

annually

$.2-$.3 million

annually

Potential Savings: Tighter management

and better coordination in determining

container loading and unloading priori-

ties should reduce detention charges by

approximately 50 percent, or $1-52.5

million annually.

Implementation Cost; Some increase in

staff would be necessary to improve

control.
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Background

Container detention is a penalty charged by carriers

for use of carrier equipment (containers, rail cars, highway

trailers) in excess of a reasonable unloading time. Stan-

dard unloading times are set by carriers, often in conjunc-

tion with rate bureaus, trade associations and shippers

themselves. Charges are billed, usually on a sliding scale,

after free time is exceeded. MTMC estimates that detention

charges of S2-S5 million are incurred annually under exist-

ing cargo dispatch procedures.

The problem addressed here is that container shipments

are not coordinated with unloading and storage capabilities

at receiving locations. As a result, container flow often

exceeds the capabilities of receiving locations to unload

and store the containers, thereby causing the backup of

loaded containers on carrier equipment and the assessment

of detention charges. An efficient cargo dispatch function

could significantly reduce or eliminate unnecessary deten-

tion charges.

Methodology

The Office of the Secretary of Defense (OSD) Task Force

conducted interviews with officials in the Military Sealift

Command (MSC) and MTMC, and representatives of major ocean

carriers serving the United States' east coast ports and

the major European ports. Estimates of the total container

detention expense were provided by MSC.

Findings

The current procurement system places a premium on

meeting resupply deadlines established in the military pro-

curement system, and the procurement function is measured

on its ability to meet procurement schedules. Thus, there

is great incentive and pressure to procure goods, load con-

tainers, and dispatch cargo on the basis of schedules built

around total reorder cycle times. However, these schedules

do not incorporate any recognition of the potential for

unloading delays at destination. Our analysis indicated

that the substantial level of Department of Defense (DOD)

container detention at northern European installations

resulted from a lack of any consideration on the part of

shippers of unloading capabilities at destination ports.
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Information provided by MSC and MTMC, as well as by

the ocean carriers, indicates that there is a signiticant

unloading backlog at destinations in northern Europe. Dis-

cussions with individuals in these organizations also

indicated that most of the total DOD detention expense is

being incurred in this area, and it is being incurred on

cargo that generally originates from a limited number of

points in the eastern United States. Therefore, it appears

that a cargo control coordinating function, which releases

cargo for dispatch to unloading facilities on the basis of

the facilities' ability to promptly handle the cargo, could

yield significant reductions in container detention expense.

Discussions with ocean carriers indicated that there

is a potential for significantly escalating costs for con-

tainer detention since detention rates have been held down

artificially in past years through pressure from the ocean

transportation procurement agency. As a result, some of

these costs have been recovered in the ocean transportation

rate structure, thereby disguising the true cost of con-

tainer detention.

Conclusions

The OSD Task Force has concluded that the major portion

of container detention is occurring in a relatively compact

traffic lane with a limited number of shipping points in

the eastern United States and a limited number of receiving

points in northern Europe. Therefore, it appears feasible

that DOD could exercise some management control over this

traffic lane and coordinate container dispatch from the

United States with receiving capabilities in Europe.

Recommendations

OSD 12-1t A container dispatch function should be

organized within MTMC. The primary function of the group

would be to ascertain the container backlog situation at

the major receiving points in northern Europe and to release

containers from the major loading points in the eastern

United States on the basis of the standard container trans-

portation time and the ability of the receiving locations

to unload the containers.

This office should be staffed with four or five people

who are equipped with telex and telephone capability to

survey the key receiving locations. This office should be

given the authority to release or hold shipments at origin,

prior to container loading, to avoid generating container
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detention charges at the destination port. This coordinat-

ing capability should dramatically reduce container deten-

tion expense that DOD is currently incurring in northern

Europe.

Savings and Impact Analysis

MTMC has estimated annual container detention expense

in the United States' East Coast/northern Europe traffic

lane at $2-45 million. Good management of container loading

and release should halve this cost. Costs may go higher in

coming years without proper container release controls as

carriers seek to recover the true cost of holding loaded

containers for long periods of time.

It is estimated that a cargo dispatch staff of four to

five people with telex and telephone communication capabil-

ity would cost $200,000-S300,000 per year.

To determine the annual net savings potential we have

used the midpoint of the estimated range of savings minus

the midpoint of the estimated range for the annual implemen-

tation cost. Assuming an annual inflation factor of 10

percent, net savings in the first three years would be:

DOD Directive 5160.53 should be revised to establish a

cargo dispatch function in MTMC as discussed above.

($ millions)

First year

Second year

Third year

$ 2.0

2.0

2.0

Three-year total

$ 6.0

Implementation
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

A. LOGISTICS (CONT'D)

OSD 13: CARGO DATA INTERCHANGE SYSTEM

Summary Recommendation

In its program to improve and update the Military Stan-

dard Transportation and Movement Procedure (MILSTAMP), the

Department of Defense (DOD) should consider the extent to

which it can integrate systems developed by the Cargo Data

Interchange System (CARDIS). DOD's use of CARDIS should be

contingent upon successful development of the system by the

National Committee on International Trade Documentation

(NCITD) (which is being funded solely by the private

sector).

Financial Impact

$4-$5 million Potential Savings: $4-$5 million would

one-time be saved in systems development and pro-

gramming cost avoidance if CARDIS is

compatible with the MILSTAMP upgrade

program.

124

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



738

Background

DOD moves millions of tons of cargo around the world

each year. Much of this cargo moves by civilian commercial

carriers. In the early 1960s, DOD developed MILSTAMP to

provide semiautomated cargo documentation and tracing capa-

bility. This system consists of packets of 80-column cards

for each unit shipped. The cards are input at various

stages of cargo movement to provide cargo documentation and

tracing.

Cargo movement in the private sector is accomplished

through the use of bills of lading, commercial invoices,

and packing lists, which perform the same function as the

MILSTAMP cards. Both private sector and military systems

are in need of major improvement to keep pace with changes

in the transportation industry, improvements in transporta-

tion technology, and the advent of integrated electronic

data processing systems which may eliminate the need for

much of the printed document and punched card formats cur-

rently in use in the private and public sectors.

Methodology

The Office of the Secretary of Defense (OSD) Task Force

conducted interviews with the Director of Transportation

and Distribution Policy in OSD and with personnel involved

in the MILSTAMP program administration.

Findings

The MILSTAMP system has been modified in an attempt to

make it more compatible with the realities of today's trans-

portation system. The MILSTAMP system utilizes a technology

which is 20 years old and is considered outdated and cumber-

some by today's standards. Frequent modifications to the

existing system also make it difficult to administer.

The Deputy Assistant Secretary of Defense for Supply,

Maintenance, and Transportation recognized that the MILSTAMP

system was in need of overhaul and directed the formation

of the MILSTAMP Improvement Program in January 1980. The

MILSTAMP group was specifically directed to address options

available for improvement of documentation, accounting and

administration procedures; cargo-in-transit visibility and

control? interface with commercial carriers; and the need

for long-term development of a modernized DOD transportation

and movement system which would completely replace MILSTAMP.
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CARDIS is a prototype system of cargo documentation

being developed by NCITD. CARDIS seeks to integrate the

data and tracking requirements of shippers, carriers, census

offices, customs departments, banks, insurance companies

and consignees, who are all parties to the various transac-

tions which support the flow of goods in international

commerce.

NCITD began to work on the concept of electronically

transmitting cargo transportation data in the early 1970s,

when it became apparent that technology would provide the

ability to develop electronic cargo mail. A prototype sys-

tem was developed and tested in 1979, in a joint project

funded by NCITD and the Federal Maritime Administration.

The system test proved the utility of the CARDIS concept

and provided a basis for refinement of system specifica-

tions. Revised CARDIS specifications have been published,

and two potential vendors, Tymeshare and ADP, have announced

their intention to provide a CARDIS-type service. Initial

commercial testing is expected in 1983.

Conclusions

The MILSTAMP system is obsolete in terms of recognizing

users' needs, compatibility with the deregulated transporta^

tion environment, and current electronic data processing

technology. The private sector is currently wrestling with

similar transportation and documentation problems. A com-

bined effort by DOD and the private sector could lead to

considerable cost avoidance by DOD in upgrading MILSTAMP if

a commercially acceptable cargo documentation and tracing

system can be developed.

CARDIS is designed to provide cargo tracking, documen-

tation and expedited capabilities to the private sector

export market. Cargo configuration, transportation modes

and documentation requirements are basically similar for

the private sector and DOD. Therefore, development of a

common cargo data system offers a good area for Government

and private sector cooperation as well as economies of scale

for both organizations.

Recommendations

OSD 13-1: DOD has already recognized CARDIS as a pos-

sible~element in.its program to update MILSTAMP. The

MILSTAMP improvement working group should follow through.

If the CARDIS system proves commercially viable, the OSD

Task Force recommends that DOD consider integrating CARDIS
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Background

MTMC designed the Competitive Rate Program (CRP) in

1976 to obtain more competitive rates for the movetaent of

household goods of military personnel. Prior to implementa-

tion of this program, all carriers which had equal rates

shared equally in the household goods traffic. Thus, there

was no real incentive for any carrier to quote a lower rate,

because the carrier received no advantage as long as the

other carriers met the same rate. Under the CRP, the car-

rier with the lowest rate was guaranteed a significant

portion of the traffic, often as much as 50 percent. This

provided a volume opportunity to the low-cost carrier.

Methodology

The office of the Secretary of Defense (OSD) Task Force

reviewed data from MTMC and the General Accounting Office

that provided concrete information on the effectiveness of

competitive bidding in reducing the cost of moving house-

hold goods. The Task Force also reviewed household goods

loss and damage claims experience for moves to various

destinations by various modes of shipment.

Findings

The CRP was tested in Okinawa and Germany in 1976, and

substantial rate reductions were achieved. The Germany test

yielded rate reductions averaging 36 percent. As part of an

effort to expand the CRP to other overseas shipping routes,

competitive rates were solicited for Alaska and Hawaii in

1977. The quotes submitted under the competitive proposal

for Alaska reduced rates an average of 26 percent and for

Hawaii, 20.5 percent. However, restrictive language was

included in the DOD Appropriations Act for 1978 which pre-

cluded the adoption of CRP for moves to Alaska and Hawaii.

Similar language has been included in the DOD Appropriations

Act for each of the last four years. See, for example,

Section 744 of the DOD Appropriations Act for 1982, P.L.

97-114. As a result of this legislation, DOD is still pro-

hibited from implementing the program for moves to Alaska

and Hawaii.

As a corollary issue, the OSD Task Force has reviewed

the extensive number of loss and damage claims relating to

moves of household goods to Alask"a"I Normal practice in the

movement of household goods by sea is to pack and crate

them in large packing crates with a large quantity of brac-

ing and padding, along with extensive water barriers.
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However, household goods moved by sea to Alaska go in a

conventional moving van from the continental U.S. location

to Seattle. There they are off-loaded and packed in ocean

cargo containers for movement by sea to Alaska. The ocean

containers are unloaded in Alaska, and the household goods

are put on another moving van for final delivery. As a

result of the excessive handling of the goods and the inade-

quate water protection, 71 percent of all shipments to

Alaska have reportable loss or damage, as opposed to normal

DOD claims experience of 30 percent worldwide. The OSD

Task Force understands that MTMC follows these packing

procedures for shipments by sea to Alaska as a result of

pressure or resistance to change on the part of the Alaska

Movers Association.

Conclusions

Competitive bidding has proven its effectiveness by

dramatically reducing household goods moving costs to des-

tinations outside North America. Further, POD loss and

damage claims experience in moves to Alaska is excessive.

Action should be taken to reduce these claims to a level no

greater than the normal DOD claims experience.

The barriers to implementation of competitive bidding

of rates and packing and crating of household goods ship-

ments to Alaska and Hawaii should be eliminated. Reducing

loss of goods and damage claims will have a further benefit

through improving the morale of families whose goods are

moved.

Recommendations

OSD 14-1; POP should seek legislation which will permit

the CRP to include the movement of goods to Alaska and

Hawaii, the only remaining traffic lanes where competitive

bidding is npt used'. Using the 26 percent and 20.5 percent

rate reductions quoted for Alaska and Hawaii moves in 1977,

the OSD Task Force estimates that the CRP could result in

savings of approximately $19 million per year in moves to

these two states.

OSD 14-2; MTMC should require that household goods

moved to Alaska by sea be packaged in the same manner as*

all other overseas shipments of household goods. The OSD

Task Force understands that MTMC is already giving con-

sideration to implementing this recommendation for the

current fiscal year.
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Savings and Impact Analysis

Data provided by MTMC Household Goods Section projects

fiscal year 1983 Alaska and Hawaii moving expenses at $36.2

million. Based upon rate reductions offered for Alaska and

Hawaii when actual competitive bids were solicited in 1977,

savings are projected currently at $19 million.

It is estimated that approximately 14 percent of total

DOD dollars spent on moves of household goods to Alaska

represents payment of loss or damage claims. The average

DOD claims expenditure, as a proportion of the cost of all

DOD moves, is approximately 6 percent. Reduction of the

Alaska claims expenditures to the DOD-wide level of 6 per-

cent by using overseas packing' and crating methods in

shipments to Alaska would yield annual savings of

approximately $2 million.

Assuming an annual inflation factor of 10 percent, the

estimated savings in the first three years would be:

($ millions)

First year $21

Second year 23

Third year 25

Three-year total

Implementation

DOD should seek legislation that will permit it to

extend the CRP program to include the movement of household

goods to Alaska and Hawaii. In addition, MTMC should

require that household goods moved to Alaska by sea be prop-

erly packaged as discussed above.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS

OVERVIEW

The problems of the weapons acquisition process are

well known. The path toward solution is less clear. For

many years there have been a great deal of analyses of the

problems, all of which have resulted in little real

improvement.

Early in 1981 the Deputy Secretary of Defense assembled

experts from within and outside Government to survey all

prior studies relative to the weapons acquisition dilemma

and asked them to prescribe solutions.

The resulting Acquisition Improvement Program iden-

tified the problems and delineated 32 initiatives to unclog

the system. A great deal of follow-up study ensued, and a

start has been made toward effecting some of the changes.

The most significant accomplishment so far was the limited

introduction of multiyear procurement into the 1983 budget.

The Office of the Secretary of Defense (OSD) Task Force

supports the goals of the Acquisition Improvement Program

and believes that faster progress toward implementation

would be desirable.

As a recent progress report on the Acquisition Improve-

ment Program notes, "Cultural change in a vast organization

takes some time. Our challenge is to incorporate the

initiatives in the day-to-day operations and decision pro-

cesses of the department. This requires publicizing the

initiatives to ensure a clear understanding at all levels,

as well as overcoming the normal organizational resistance

to change."

The OSD Task Force believes that the problem is an

urgent one, with immense cost implications to the nation.

The efforts of the Department of Defense leadership are

heartily endorsed, but even more decisive steps should be

taken to effect that change expeditiously.

Our recommendations in the weapons acquisition area

support the department's initiatives and suggest specific

steps to speed the process.
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One omission from the Acquisition Improvement Program

is any consideration of organizational change. In our view,

many of the bottlenecks and the institutional resistance

are an inevitable result of the organization of the Depart-

ment of the Defense (DOD). This problem is addressed

specifically with respect to weapons acquisition in Issue

OSD 15. A broader analysis has been provided in the

opening chapter.

Given the limited timeframe of thi3 survey, it was

necessary to divide the weapons issues into discrete areas.

In practice, they are not discrete, but complementary. The

adoption of any of the recommendations will help cure the

deficiencies ascribed to the other issues.

The savings that can be produced from these recom-

mendations will be available to meet the ambitious weapons

development program that is planned for the remainder of

the decade.

The savings calculations were based upon data provided

in the proposed 1983 budget. In that proposal, the total

obligational authority for weapons procurement was:

Expenditures for Research, Development, Test and

Evaluation were proposed at $24.3 billion, of which $17.3

billion was to be contracted with industry. In-house DOD

expenditures of $5.5 billion were planned, with the

remainder going to Federal Contract Research Centers and

Universities.

Other President's Private Sector Survey task forces

also reviewed aspects of the weapons acquisition process.

For further information, refer to task force reports on:

O Air Force

o Army

o Navy

o Procurement/Contracts/Inventory Management

($ billions)

Aircraft

Missiles

Ships

Other weapons

Total

$32.1

13.1

18.6

6.3

I7oTT
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XX. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS (CONT'D)

OSD 15'. IMPROVED ORGANIZATION OF THE ACQUlSlION FUNCTION-

Summary Recommendation

The Department of Defense (DOD) should initiate a

program to modernize and streamline the total acquisition

process. It is our assessment that consolidation of the

management of the acquisition process within the Office of

the Secretary of Defense (OSD) would improve program effi-

ciency and provide opportunities for significant cost

•«vi"<2«. While the OSD Task Force recommends virtually

full consolidation of the acquisition process into OSD,

interim steps, somewhat short of that goal, are also

possible.

Financial Impact

Potential Savings; Dollar savings, while considerable,

are difficult to quantify and will vary widely depending on

the degree of change implemented. In the Savings and Impact

Analysis section of this issue, we have estimated some

benchmark savings increments possible if recommended changes

are implemented to improve the efficiency of the process.
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Background

In the existing system, acquisition policy and guidance

are provided by the Office of the Under Secretary of Defense

for Research and Engineering. This organization is respon-

sible for basic and applied research, the gathering and

exchange of scientific and technical information, establish-

ment of DOD-wide acquisition policies and procedures, over-

sight of design and engineering functions, and guidance and

oversight for the major weapons acquisition process. Each

of the services has a similar organization reporting to the

Service Secretary, which develops acquisition policies and

procedures and oversees the acquisition process — essen-

tially duplicating the functions performed within OSD.

Each service is structured to provide its own threat

evaluation, countermeasure development and engineering

design. The acquisition function is performed by large

commands reporting to the Service Chiefs who manage the

programs and implement the acquisition process. These

service commands are:

The current acquisition process is complex and

lengthy. Guidelines, policies and procedures on acquisi-

tion of major weapons systems are provided to the Services

in DOD Directive 5000.1 and DOD Instruction 5000.2. A

system is designated as major when Research, Development,

Test and Evaluation (RDT&E) funds exceed S200 million or

production funds exceed SI billion.

The systems acquisition process is divided into four

distinct phases — concept exploration, demonstration and

validation, full-scale development, and production and

deployment. These are illustrated in Exhibit II-4 at the

end of this issue.

Before the four acquisition stages are initiated, a

service must determine that there is a mission need (i.e.,

potential threat) for which existing capability is

deficient. In the case of major systems, the service then

prepares a Justification of Major System New Starts (JMSNS),

which is a precise articulation of what is required of a

new weapons system or what modifications are required in

existing systems to meet the stated mission. The JMSNS is

submitted to the Secretary of Defense with the service's

Program Objectives Memorandum for the budget year in which

funds are requested to initiate a new program start.

DARCOM

NAVMAT

AFSC

AFLC

Army Materiel and Readiness Command

Naval Materiel Command

Air Force Systems Command

Air Force Logistics Command
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Methodology

In developing this issue, the Task Force conducted

interviews with former DOD officials who served in the

capacities of: Secretary of Defense, Deputy Secretary of

Defense, Service Secretary, and Chairman of the Joint Chiefs

of Staff. We also interviewed incumbent DOD officials, as

well as private sector individuals knowledgeable in the

area of DOD procurement. We also performed a comprehensive

review of numerous pertinent published materials on the

subject.

Findings

As the OSD Task Force analyzed the DOD acquisition

process (see Issues OSD 16 through OSD 23), it became

apparent that many of the acquisition-related problems are

rooted in the department's organizational structure. In

this issue, we provide a private sector perspective on

possible solutions.

DOD's weapons acquisition system is massive. The pro-

posed total obligational authority for fiscal year 1983 was

more than $70 billion for procurement of aircraft, missiles,

ships, combat vehicles, weapons and torpedoes. RDT&E

accounted for another $24 billion.

There are 65,000 people in DOD who are directly in-

volved in the acquisition process. In addition, personnel

in the various commands support the acquisition function.

The number of support personnel is difficult to determine,

but our research indicates that as many as 7.5 support per-

sonnel are required for each person directly involved, for

a total DOD involvement of perhaps 500,000 people. In

addition, an estimated 3,000,000 contractor personnel are

affected by procurement decisions.

The sheer dollar magnitude of the POP weapons acqui-

sition program ensures that the acquisition process is

carefully scrutinized by private industry, the Congress,

the press and the public at large"! When a program incurs

major cost overruns, POP is soundly reproached by all of

these groups, and the perception is reinforced that the

acquisition process is largely inefficient and uncon-

trollable .

Not only does POP have to cope with meeting the need

for weapons, but it must be recognized that there is also

a strong push to sell to POP. This push comes from vendors

who market weapons systems as well as from private and
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public sector representatives of the areas where the weapons

systems would be manufactured.

As a general rule, each service prefers to have weapons

that are unique, even though another service has developed

a system for the same broad purpose. Further, as noted in

Issue OSD 20, the overuse of military specifications can

drive up the cost of weapons systems beyond what is reason-

ably necessary.

OSD must pass judgment on each proposed weapons

system. However, there is a considerable body of evidence

to suggest that they are not in as full possession of data

and the range of options available as they should be, since

they are not as close to program planning as the services

are.

Critics of the current weapons acquisition process

make the following points;

o DOO spends enormous amounts of money and time to

obtain weapons that are on the leading edge of

technology, but too few are available for use.

o The lead time between conceptualization and

development is too long.

o Inadequate attention is paid to long-term afford-

ability. Therefore, the trade-off between

alternative weapons systems is made too late.

o Whereas 0OD personnel costs have somewhat more

than doubled since 1974, and operations and main-

tenance costs have almost tripled, procurement

costs are five times the 1974 level.

Conclusions

We have identified specific problems relating to the

acquisition of major systems in the weapons section (Issues

OSD 16 through OSD 23). It is difficult to isolate the

conditions which contribute to a particular problem, due to

the complexity of the acquisition process and the larfe

number of personnel and procedures involved. In this issue

we discuss the acquisition process in the context of the

DOD organizational structure and the problems that organ-

izational factors contribute to the procurement of major

weapons systems.
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Organizationally, the major OSD policy functions

involved in the acquisition process report to the Under

Secretary of Defense for Research and Engineering. There

are, of course, some arguments for tying research and

engineering with procurement, particularly in the high

technology world of defense systems. Probably the reason

most often cited is that research and engineering are

ongoing processes which continue into the procurement-

production phases. While this is undoubtedly true, as

the DOD operates today, this organization is one of the

principal causes of stretched-out delivery cycles and

resultant cost escalation.

The managerial skills employed by a research and engi-

neering executive differ markedly from those needed by a

procurement and production executive. It would be difficult

for one manager to function effectively in both roles and

to maintain the discipline needed at the interface between

the two major phases of the acquisition process. A recog-

nized authority, Dr. Jacques S. Gansler, supports this

conclusion when he states that "effort must be made toward

separating R&D and Production in business areas that would

stand on their own. This change would give far more flexi-

bility to the operation and structure of the defense

industry."i'

In the existing process, major weapons systems are

acquired by separate organizations in each of the three

services. Each service maintains personnel to perform the

same acquisition management and administrative functions in

areas such as contract and other reporting requirements,

data processing systems, requests for proposals, interface

with industry, implementation of procurement regulations

and contract administration.

In addition to this massive duplication of effort among

the services and between the services and OSD, the current

organization discourages optimization of total DOD procure-

ment spending. Procurement funds are distributed by program

among the three services, each of which operates indepen-

dently of the other. Each service speaks for itself and

defends its weapons programs against those of the other

services when necessary.

1/ Gansler, J.S. The Defense Industry. The MIT Press,

1980, p. 265.
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Interservice rivalry for procurement funds compounds

the problem. It appears that each service is inclined to

underestimate proposed weapons systems costs, either to

make its system appear more cost-effective than proposed

systems of competing services, or to be allowed to start

even more weapons. Theoretically, service-neutral advice

to the civilian OSD management from the Joint Chiefs of

Staff (JCS) should help in the priority setting process.

In practice, however, the service affiliations of the JCS

and the Joint Staff have created an environment that

usually precludes the provision of truly neutral advice.

Once selected, a weapons system develops a constituency

within the service and within the Congress and industry.

Therefore, it becomes very difficult to terminate a

program, even if it experiences cost overruns or exhibits

only marginal performance. Historically, neither the cost

estimates generated by the services or by the Cost Analysis

Improvement Group of the OSD Office of Program, Analysis,

and Evaluation have been adequate as predictors of actual

experience. Thus, they lend insufficient input into the

process whereby the civilian management of 000 tries to

establish program priorities in an environment of limited

resources.

Cost underestimation in the early stages of the

acquisition process generally leads to successive changes

in the cost estimates as the program moves through the

acquisition phases. This factor, along with continual

changes in the quantity procured, in production rates, in

engineering designs and in available funding leads to

overall program instability. It has been estimated that

approximately 20 percent of the actual cost of a weapons

system represents costs associated with program instability.

The OSD Task Force suggests that a more centralized

focus on the acquisition process at the OSD level would

reduce instability in the process. OSD would be able to

maintain the objectivity necessary to resist proposed insta-

bility changes in high priority programs. OSD's objectivity

would allow the elimination of marginal programs from the

DOD budget, something the services are generally not able

to do because of their vested interest in their own

programs.

The OSD Task Force feels that consolidation of the

management of the acquisition process at the OSD level

would improve the focus and effectiveness of the DOD

procurement effort. It would also create an opportunity
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for organizational restructuring of the acquisition process

to eliminate many of the problems discussed in the OSD Task

Force weapons acquisition issues.

Our recommendation for consolidation is not a rejection

of decentralization. Indeed, it may very well be beneficial

to decentralize along functional, specialty or regional

lines. The problem with the existing system is decentral-

ization by service.

Our recommendations for consolidation of the weapons

acquisition process will result in an elevation of the

importance of the acquisition function as a discrete

process within DOD. As part of this process of reorgan-

ization, we are impressed by the arguments advanced for

reform of the institutions that provide military advice to

the civilian leadership of the department. Although our

conclusions derive from our findings with respect to pro-

blems observed in the acquisition process, it should be

noted that many respected military and civilian leaders

believe that reform of the JCS and Joint Staff will improve

the ability of the department to carry out its mission.

(See U.S. Congress, House of Representatives, Reorganiza-

tion Proposal for the Joint Chiefs of Staff, Hearings

Before the Investigations Subcommittee, 97th Congress, 2nd

Session, April-August 1982.)

Recommendations

OSD 15-1; POD should consolidate the acquisition

function — separate from the research and engineering

activities in the acquisition process — under a newly

created position of Under Secretary of Defense for Acqui-

sition. This new Under Secretary would be responsible for

management of the procurement and production phases of the

acquisition process.

We believe that separating the procurement and

production phases of acquisition from the research and

engineering phases would bring much-needed discipline to

the acquisition process within DOD. It would require that

designs be completed and accepted before major procurement

and production began. This could defer some ongoing

improvements in technology, but would focus attention on

changes and force an analysis of each proposed change on

the basis of impact on timing and cost, as well as benefit

to the user. Additionally, it would lead to an important

focus .on fast, economical delivery of systems designed for

possible future retrofit with improved items of technology.
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Emphasis on cycle reduction and unit cost could also lead

to more widespread use of standardized subsystems and the

Preplanned Product Improvement Program as a cost-reduction

measure.

We suggest four progressively advanced and broad-based

alternatives in acquisition procedures which the Secretary

of Defense should consider. We recommend that the fourth

suggestion, total consolidation of acquisition, be the

target organizational structure for the DOD procurement

program. We recognize that significant changes in OSD and

the services would have to be implemented to reach this

target. Implementation of any of the alternatives would

constitute a major improvement.

A uniform system of procurement — at a minimum, we

recommend that uniform policies and procedures be estab-

lished for management decision making on acquisition of

major weapons systems. The Defense Acquisition Regula-

tions establish uniform policies for the procurement of

supplies and services, but the process of decision making

is different in each service. This change would have the

major effect of eliminating unnecessary duplication of

effort and would provide a uniform system for the military-

industrial complex to deal with, regardless of which service

is involved.

A commodity approach to procurement — under this

alternative, the acquisition function would continue within

each of the services. However, procurement of similar

systems would be handled by a single consolidated organiza-

tion located within the most logical service. For example,

in this type of approach, the Air Force would procure all

aircraft, regardless of the end use organization. This

approach would incorporate the single manager concept in the

weapons acquisition process. The single manager approach

has been used successfully for procurement of certain con-

sumable items for some years.

Consolidation of procurement and production — under

this alternative, we recommend consolidation of the manage-

ment of the acquisition phases for procurement through pro-

duction into a single agency reporting to OSD. The services

would retain the functions of mission need analysis, coun-

termeasure conceptualization, research and engineering,

test and evaluation, and acceptance. When the service was

satisfied that the system met its need, the project would

be given to the acquisition organization for contracting

and production.
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Total consolidation of acquisition — under this pre-

fer reTTTirel?nTtTveT~we~Te^oT^^ consolidation of

the acquisition function at the OSD level; i.e., research

and engineering functions should be consolidated under the

Under Secretary of Defense for Research and Engineering;

and procurement and production functions should be consoli-

dated under the Under Secretary of Defense for Acquisition

(as proposed herein). This would require removing the

research and engineering functions from the services. The

services would determine mission needs, conceptualize coun-

termeasures, develop mission element needs statements, and

charge the acquisition agency with development and produc-

tion of weapons systems to meet these needs at a minimum

cost on an agreed schedule. The services would retain the

functions of test and evaluation and acceptance of the

final system.

It should be noted that such an approach would be

similar to the practices adopted by many of our European

allies.

We feel that there are many efficiency and cost reduc-

tion benefits to be gained from implementation of the above

recommended changes. Perhaps the most significant benefits

would be in the area of reduction in program instability

and the attendant problems. Consolidation of acquisition

functions would encourage implementation of the 32 initia-

tives in the Acquisition Improvement Program, provide a

more objective basis for decisions to accept or reject pro-

posed competing programs from the services, allow DOD to

present a single position to Congress and the public on

acquisition matters, and facilitate the promulgation of

uniform procurement policies and procedures to control the

acquisition process.

It is apparent that DOD will be under constantly

increasing pressure to provide more defense capability with

the same or fewer resources. It is essential, therefore,

that DOD structure itself so that equal balance be given to

decisions regarding cost and timing of weapons systems pro-

grams as well as user needs and the embodiment of the

latest technology considerations.

Savings and Impact Analysis

The installation of consolidated management of the

weapons acquisition process holds the potential of saving

many billions, perhaps even tens of billions of dollars

annually in the aggregate, from better decision making.
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Further, we estimate that each 1 percent reduction in

the 500,000 personnel now involved in the acquisition pro-

cess would save approximately $150 million. No savings are

claimed in this report, however.

Implementation

DOD should seek legislation to establish the position

of Under Secretary of Defense for Acquisition within OSD.

The new Under Secretary should then develop and implement a

plan to modernize the total acquisition process in DOD as

discussed above.

90-185 0-88-25
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Exhibit II-4

WEAPONS ACQUISITION PROCESS

Acquisition

Phase

Milestone

Decisions

(At End of

Phase)

Approximate

Time To

Complete

Program

Costs

Expended

Concept

Exploration

Demonstration

and

Validation

Phase 1

Phase 2

Full Scale

Development

Phase 3

Production

Phase 4

Milestone I

J> 4-7 years

Milestone II <

Milestone III J

^> 20%

> 4-6 years

> 3-5 years

> 80%

145

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



759

II. ISSOE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS (CONT'D)

OSD 16: DEFENSE CONTRACT ADMINISTRATION CONSOLIDATION

Summary Recommendation

The Secretary of Defense should direct the consolida-

tion of all Department of Defense (DOD) contract adminis-

tration functions under the direction and control of a

senior acquisition executive (see Issue OSD 15). A single

focal point for all DOD contract administration activities

will promote the development of uniform contract management

policies and procedures, improve the DOD's contract manage-

ment, reduce operating costs, and provide uniform contract

management services.

Financial Impact

490 million Potential Savings; A 10 percent reduction

annually in personnel costs, equal to $90 million,

can be achieved through realignment and

consolidation of plant and regional

offices.
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Background

The current DOD organization for contract administra-

tion is a combination of centralized and decentralized

activities conducted by the Defense Contract Administration

Service (DCAS) and by the individual services.

DCAS is part of the Defense Logistics Agency (DLA) in

the Office of the Secretary of Defense (OSD). It maintains

71 Plant Representative Offices, each administering all

contracts at a particular plant on behalf of all DOD buying

offices. In addition, there are 37 DCAS management area

offices and nine DCAS regional offices, which perform con-

tract administration duties at smaller firms.

The services have nine separate military headquarters

managing the military contract administration effort —

three Army, four Navy, and two Air Force organizations.

The DCAS is the largest contract administration organ-

ization. It employs 16,300 people and administers over

300,000 contracts with a total value of $105 billion. The

Air Force, the next largest contract administration function

in terms of contract dollars (over $90 billion), employs

approximately 3900 people and administers approximately

50,000 contracts. With approximately 5900 people, the Navy

administers about 24,000 contracts with a value of $60

billion. Close to 4,000 Navy contract administration

personnel are responsible for the contract administration

function in support of 16 shipbuilding and ship repair

locations. The Army uses 1,100 people to administer S13

billion in contracts.

Methodology

DOD and industry officials were interviewed. In

addition, prior recommendations of other study groups were

reviewed.

Findings and Conclusions

Numerous studies have been conducted on the feasibility

of consolidating the contract administration functions for

all of POP. In June 1963, the Project 50 study recommended

that contract administration, with few exceptions, be con-

solidated. As a- partial response, the DCAS was established

in 1964 as part of DLA. However, strong resistance from

the services prevented the complete consolidation of all

contract administration functions at that time.
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However, that study did result in a least one addition-

al improvement in the management of contract administration.

Before Project SO, each military service doing business with

the same contractor was permitted to place its own contract

administrators in the same plant. As a result of Project

60, the contract administration function for each plant was

assigned to one service, which represented the other ser-

vices, in order to present a single face to industry.

A 1978 study of the contract administration function

performed by Booz, Allen & Hamilton also supported the

notion of consolidating contract administration. This study

identified several areas where DCAS performance was given

high ratings by military customers: negotiation of overhead

rates, negotiation of spare parts contracts, and performance

of technical analysis of cost and schedule control systems

criteria.

The contract administration function is an important

part of the POD acquisition process. The contract adminis-

tration offices comprise DOD's direct interface with indus-

try, providing much of the information needed for source

selections and, after award, enforcing the terms and condi-

tions of the contract. DOD's present approach to contract

administration permits major variations in operating pro-

cedures among DCAS and the various service components per-

forming contract administration. These variations include:

inconsistency in procedures for evaluating contractor

capabilities and performance; inability to reasonably assess

operational effectiveness; inconsistency in the quality of

the work force; and difficulty in applying innovations

across service lines. There also appears to be a wide

variance in the numbers, grade levels, and technical

specialities of personnel assigned to contract administra-

tion activities in similar circumstances.

Despite the numerous problems with the current manage-

ment of contract administration and the recommendations of

the study groups cited above, the services continue to

oppose the consolidation concept. They contend that con-

solidation could impair their ability to control service

specific acquisition programs and to ensure responsiveness

to program managers' concerns.

Recommendations

OSD 16-1; POD contract administration should be con-

solidated under the direction of a senior OSD acquisition

executive in order to accomplish three goals: (1) provide a
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single method of contract administration practice,

irrespective of the purchasing entity within DOD; (2)

facilitate training, transfer, progression, and direction

of contract administration personnel; and (3) reduce head-

quarters and overhead cost.

Savings and Impact Analysis

The OSD Task Force estimates that a consolidation of

contract administration functions could result in a 10 per-

cent reduction in manpower, with a savings potential of $90

million.

Assuming a 10 percent inflation factor, the estimated

savings for the first three years from implementation of

this recommendation would be:

Implementation

The Secretary of Defense should directthe consolida-

tion of DOD contract administration functions under the

direction of a senior OSD acquisition executive as discussed

above.

(S millions)

First year

Second year

Third year

$ 90

99

Three-year total
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS (CONT'D)

OSD 17? REGULATORY CONSTRAINTS

Summary Recommendation

The Department of Defense (DOD) should take appropriate

action to simplify the complex regulatory system which

governs the acquisition of weapons systems. This is

essential for improving and expanding the competitiveness

of the industrial base.

Financial Impact

Potential Savings; While it is difficult to quantify,

simplification of the procurement process should reduce

direct Government costs and indirect contractor compliance

costs that are reimbursed by DOD. To the extent that regu-

latory simplification will attract additional suppliers,

the increased competition should Lead to lower contractor

bids.

Background

The Armed Services Procurement Act is the primary

statutory basis for procurement procedures in DOD. This

Act sets forth broad policy guidelines for the acquisition

of weapons systems, and DOD has issued a myriad of regula-

tions and directives to implement the Act.

The Defense Acquisition Regulations (DAR) comprise the

major regulatory document issued by the Office of the

Secretary of Defense (OSD), which governs procurement by

the services. The stated purpose of DAH is to establish

for DOD uniform policies and procedures related to the pro-

curement of supplies and services. The services and the

Defense Logistics Agency issue their own procurement regula-

tions to implement DAR. OSD and the services also issue

various appendices, supplements, directives, and manuals

which influence the procurement of weapons systems.
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In these various promulgations, DOD attempts to cover

all aspects of the contracting process, such as how to

choose among various types of contracts, how to negotiate

prices, reporting requirements, how contractors are required

to set up their accounting systems and allocate their costs

(which allocated contractor costs are reimbursable by the

department), etc. In published regulations alone, there

are approximately 7,500 pages and a half million words of

instruction material that apply to Government and industry

personnel in contracting with DOD. Approximately 65,000

DOD employees are involved in direct acquisition activities

in addition to more than 500,000 support personnel. Another

3,000,000 contractor personnel are employed by industry,

whose costs are paid for in contract prices via contractor

overhead or direct contract costs.

Methodology

Interviews were conducted with DOD and Office of

Federal Procurement Policy (OFPP) personnel involved in the

procurement regulations. We also interviewed industry

executives responsible for complying with the regulations.

We reviewed numerous Government regulations, as well as the

process by which the DAR Council develops regulations.

Considerable data used by the OFPP in developing the pro-

posed new procurement system were also reviewed.

Findings

One of the reasons most often cited for the detailed

procedures included in the DAR and the implementing regula-

tions issued Oy tne services is tnat many Government

personnel involved in procurement lack the technical skills

to use a high degree of professional judgment in making

decisions. Most industry and Government personnel believe

that the Government procurement regulations are too rigid.

However, most Government personnel strictly adhere to the

regulations, even when some flexibility is intended by the

regulations, in order to avoid criticism.

The OSD Task Force reviewed the procurement policies

of several major companies involved in both defense and

non-defense work. These companies procure significant

amounts of supplies and services from vendors and subcon-

tractors, and the function of procurement is very important

to the overall operation of these companies. Without

exception, the companies have developed and issued broad

policy-type statements for use by all divisions and
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subsidiaries, rather than detailed procedures such as 000

uses. Included in this material, and reinforced in

discussions with industry representatives, are frequent

references to the need to rely upon professional judgment

of procurement personnel, not detailed regulations and pro-

cedures .

The OSD Task Force recognizes that Government procure-

ment is on a much larger scale than that of any individual

company, and that the high technology products that the

Government purchases are generally more advanced than such

products purchased by most companies. Another major

difference between procurement in Government and industry

lies in the concept of public vs. private accountability

for funds expended. It is generally required that public

funds be more closely accounted for and controlled than

private funds. The Government evidently perceives that the

promulgation of detailed regulations leads to improved

accountability.

However, the OSD Task Force believes that POD places

undue reliance on written regulations to accomplish the job

of acquiring weapons systems". Current procedures do not

adequately recognize that the procurement of billions of

dollars in supplies and services each year is a job for

highly skilled professionals, using maximum judgment and

minimum reliance on written regulations. Private industry

has learned that spending scarce private funds is best

accomplished, not by voluminous written regulations, but by

brief policy statements which provide guidance for skilled

professionals.

Discussions with industry representatives and a review

of other data indicate that the high cost of excessive POD

regulations is significant, and it affects a broad range of

contractor activity and drives up the cost of Government

procurement, OSD itself estimates that contractually

imposed management systems and data requirements cost eight

cents out of every dollar spent for procurement. In addi-

tion, the detailed reporting requirements and the necessary

administrative procedures connected with defense contracting

have discouraged small and medium-size firms from doing

business with the Government, resulting in a substantial

decline in the industrial base at the subcontractor level

during the last 20 years.

OFPP was charged by the Congress with developing a

uniform procurement system for all Government agenciesT

including POD. In its report to the Congress in 1982, OFPP

recognized significant problems in existing procurement

regulations of all agencies. Total savings of the new
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procurement system were estimated by OFPP at $9 billion,

with almost $4 billion related to regulatory simplification

and use of a professional work force.

In summary, the 05D Task Force estimates that in its

quest for uniformity in procurement matters, DOD has

published a half million words on thousands of different

contractual issues, attempting to address every possible

eventuality in the contracting process. In so doing, it

has created a chaotic regulatory environment with the

following results:

o High cost to the Government to maintain DAR and

other regulatory matters.

o High cost to the Government to implement the

regulations, including the layering of personnel

to respond to regulatory requirements.

o Overly precise procedures that inhibit the

exercise of professional judgment by contracting

officers and other Government personnel.

o High costs to industry—which are passed on to

the government via higher contract prices--to

comply with the procedures, including unnecessary

reporting of data in contract proposals and during

the life of the contract.

o Burdensome regulations which prevent some

companies, particularly smaller subcontractors,

from selling to the Government, thereby further

debilitating our industrial base and lessening

competition.

O Interminable delays in implementing OSD policy-

level decisions, due to the slow process within

the DAR Council for changing DAR, and the deve-

lopment of multitiered regulations, instructions,

etc., at the service level.

Recommendations

OSD 17-1; DOD should adopt the following key elements

in the OFPP proposal that will improve competition, provide

for a less bureaucratic process, and reduce the cost of

acquisition of weapons systems:

o Simplification of the procurement process, which

is too cumbersome and costly.
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o Improvement in the industrial base by removing

excessive regulation and improving competition at

the subcontractor level.

o Elimination of profit and fee limitations.

o Development of a highly professional procurement

work force so that judgment plays a more important

role.

o Elimination of procedural regulations.

The OSD Task Force proposes the following specific

actions:

o Where feasible, replace overly detailed procedures

specified in the OAK with policy statements to

provide general guidance for DOD procurement

actions. In developing policy statements, care

should be exercised to avoid the sense of rigidity

that is presently incorporated into much of the

DAR and other instructional material, so as to

make greater use of professional judgment by con-

tract administration personnel. The services

should not be permitted to issue separate regula-

tions, directives, or instructions that interpret

OSD policy statements.

o Develop professional procurement personnel who

are technically capable of functioning within

broadly stated policy guidelines. Establish

training courses for existing and new contract

administration personnel to facilitate the

transition from working under detailed existing

regulations to exercising professional judgment

in carrying out OSD policy statements.

o In order to concentrate the regulatory environment

on large contracts, limit the mandatory flow down

of contractual terms, conditions, and regulations

by prime contractors to subcontractors.

o Where there is adequate competition for contracts,

increase the use of price analysis techniques in

negotiated contract amounts (per ASPR 3-807.2) at

both the prime contractor and subcontractor levels

as a less expensive alternate to cost analysis.
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o Reexamine contract clauses, forms, and standard

contract language with a view to simplification,

consolidation, or elimination.

Savings and Impact Analysis

While it is difficult to quantify, simplification of

the procurement process should reduce direct Government

costs and indirect contractor compliance costs that are

reimbursed by DOD. To the extent that regulatory simplifi-

cation will attract additional suppliers, the increased

competition should lead to lower contractor and subcon-

tractor bids.

Implementation

The Secretary of Defense should simplify existing

regulations and procedures governing the acquisition of

weapons systems and foster independent professional judgment

by contract administration personnel as discussed above.

155

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



769

II. ISSUE AMD RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS (CONT'D)

OSD 18; INDEPENDENT RESEARCH AND DEVELOPMENT COSTS

Summary Recommendation

Independent research and development (IR&D) costs

should be recoverable by defense contractors in the same

manner as other bona fide overhead expenses. The burdensome

regulatory process currently used should be eliminated.

Financial Impact

$100 million Potential Savings: Direct Department

annually of Defense (DOD) costs associated with

administration of the IR&D program and

indirect costs would be reduced by

approximately $100 million. These

savings estimates include a reduction in

DOD and contractor personnel of about

1200.
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Background

IR&D is contractor-performed, product-oriented research

and development that is not sponsored by contract, not

required in the performance of a contract or grant, and not

required for the preparation of a specific bid or proposal.

The tasks performed with IR&D funds are basic research,

applied research, concept formulation studies, and product

development. The first three of these categories have rela-

tively narrow definitions. The development area includes

not only the design, prototyping, test, and evaluation of

new systems and components, but also improvement efforts

directed toward existing systems and components.

IR&D may include projects with direct or very close

association to DOD-directed programs, or it may relate to

tasks primarily directed toward the needs of a non-DOD

customer. It can be a long-range effort to improve the

state of the art, or it may be a very short-range effort.

Industry IR&O programs provide DOD technical personnel

with a wide range of opportunities as they look around for

the specialized capabilities to meet their requirements.

According to industry sources, many IR&O ideas come from the

working level, where industry believes that people have the

best view of the potential capabilities in their specialty.

Ideas may also come through, communications with the working

level DOD technical personnel. If all IR&D work were to be

contracted R&D, then the burden of communication and identi-

fication of the availability of scientific work in progress

would fall upon the DOD scientists, aided by industry tech-

nical salesmen. Industry, because of competition and the

need to produce salable products, is compelled to consider

a larger array of potential solutions than DOD scientists

and technical personnel. This does not necessarily mean a

more costly method since IR&D projects can be initiated

quickly, and terminated just as quickly if the chance of a

payoff seems small. Under contracted R&D, there presently

is no incentive to cease the work if positive results seem

unlikely.

A consensus of corporate and DOD opinion is that IR&D

is needed to support the constant technological demands of

DOD, which lacks sufficient total resources to conduct a

complete approach to IR&D.

The Defense Logistics Agency (DLA), through the Defense

Technical Information Center, maintains and operates the

IR&D Data Bank. The theory behind the Data Bank is that it

provides useful guidance for DOD program managers and per-

mits more effective coupling of IR&D with funded programs.
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The Data Bank has a total of 43,000 records with approxi-

mately 8,300 added in 1981. No statistics are maintained

as to the total number of IR&D projects done by all of the

contractors on a cumulative basis for each year.

Recent studies reveal that the Data Bank is incomplete,

with only 60 percent of contractor technical plans and bro-

chures on file. Thus, the Data Bank does not contain all

IR&D projects planned or performed by industry. Since con-

tractor participation in the Data Bank is strictly volun-

tary, previous contractor IR&D efforts are frequently

duplicated or repeated.

Methodology

In the development of this issue, the Office of the

Secretary of Defense (OSD) Task Force conducted 26 in-depth

interviews with DOD personnel with responsibility for key

aspects of the IR&D system, including OSD policy and tech-

nical evaluation, tri-service negotiations, technical bro-

chures, on-site reviews, and the DOD Data Bank, and with

industry representatives, including technical planners,

financial personnel, legal personnel, and trade association

representatives.

Findings

P.L. 91-441, Section 203, enacted in 1970, governs the

recovery of defense-related IR&D costs by DOD contractors.

The law requires annual advanced negotiated agreements for

IR&D recovery by contractors having more than $4 million in

IR&D costs; requires submission annually of contractor IR&D

technical plans covering all DOD and non-DOD projects;

provides for substantial disallowance of IR&D costs for

failure to negotiate advanced agreements; and requires sub-

mission of an annual report to Congress of IR&D costs. It

also requires that contractors be reimbursed only for IR&D

expenses incurred on programs having potential military

relevance (PMR).

In response to the legal requirements, an elaborate

administration and review system was set up by DOD,

incorporating the following ma Tor elements:

o Annual negotiations of allowable IR&D ceilings

for contractors with IR&D of $4 million or more.

o Annual preparation of IR&D project brochures and

reviews of each defense contractor for all IR&D

projects (both DOD and non-DOD).
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o On-site facility and program reviews every three

years.

o Extensive IR&D Data Bank. Input is not mandatory,

and the bank is currently only 60 percent

complete.

o Establishment of an IR&D Policy Council within

DOD.

o Maintenance of an IR&D Technical Evaluation Group

managed by the Office of the Secretary of Defense

(OSD).

o An annual DOD report to Congress covering the

IR&D costs of about 180 contractors and approxi-

mately 28 profit centers.

o Appeal Board procedures.

The law and implementation procedures have established

a large and cumbersome paper flow. Approximately 130 con-

tractors submitted technical plans for DOD review in 1981.

In total, the plans contained about 10,000 project descrip-

tions. One contractor submitted a plan with 9,000 pages.

It is normal for contractors to ship copies of their annual

plans to between SO and 100 DOD technical centers for

review. Each project may be reviewed and graded several

times and rated for PMR. The grades are averaged and

eventually compiled into an overall technical plan rating

(scale of 0-10). This is used as one element of evaluation

by tri-service negotiators in setting contractor IR&D

ceilings.

P.L. 91-441 was intended to provide a means to assure

that POP wa3 reimbursing only contractor IR&D costs relevant

to the POP mission and that the total costs would be

reported to Congress. It was, and is, widely believed in

POP that without the present system, contractors would take

advantage of the absence of negotiated ceilings and increase

IR&D costs considerably. In essence, the law and regula-

tions reflect a lack of confidence that market forces

provide pressures for cost containment. Contractors

strongly disagree with this assertion and believe the

present system, while having the appearance of control, is

in reality only a large bureaucratic exercise yielding

little benefit.
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Conclusions

/

The OSD Task Force understands that the intent of P.L.

91-441 was not to reduce allowable contractor IR&D costs by

setting ceilings below what contractors would otherwise be

entitled to recover, but rather to facilitate Congressional

oversight by providing a mechanism by which POD could ascer-

tain and report to Congress the total POD IR&D reimbursement

to contractors. Legislative history supports the view that

allowable costs limitations were not imposed by law. In

addition, the House made this unmistakably clear by stating

that its intent was that DOD pay its full share of IR&D

costs and end involuntary cost sharing imposed on con-

tractors .

The elaborate implementation and review process estab-

lished by DOD in Directive 5100.66 to comply with P.L.

91-441 is unnecessary and unproductive. There is no

evidence that either the Government or contractors benefit

in any substantial way from the elaborate and time-consuming

technical review process. The few benefits that are derived

by the Government are insufficient to justify the costs

associated with continued review and regulation.

The technical review and grading system is inconsistent

across the services and lacks support among technical per-

sonnel. The scores are used by the Government as one ele-

ment in tri-service ceiling negotiations. The weighing of

the annual technical review scores and three-year on-site

review scores in determining ceilings is treated by the

Government as proprietary information, not to be shared

with contractors. Neither the Government nor contractors

use the technical review process as a factor in developing

technical plans. Interchange of technical views comes about

through personal contacts, seminars, technical literature,

briefings, etc.

Treating IR&D costs differently from other elements of

overhead is 'unwarranted^ Competitive forces can be expected

to operate effectively to assure ehat IR&8 costs are con-

strained and reasonable. DOD should dismantle the complex,

costly, and unproductive control system now in effect and

allow the competitive forces to operate to control these

costs, subject to the test of reasonableness and audit in

the same manner as other elements of overhead.

Recommendations

OSD 18-1; Independent research and development costs

incurred by contractors should be reimbursed in the same

manner as other bona fide overhead expenses. Subject zo

audit, the level of IR&D spending, potential relationship
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to military needs, contents of technical plans, and direc-

tion of IR&D efforts should be determined by each company

internally, based upon analysis of its competitive posture,

sales and profit objectives, and long-term business plans.

The elaborate and cumbersome implementation and review

process established by 00D in Directive 5100.66 should be

eliminated. The cost ceilings, technical brochures, trien-

nial reviews, and tri-service negotiations should be elimi-

nated as unnecessary to evaluate appropriate IR&D costs.

All contractors, regardless of the size of their IR&D

programs, should be required to submit the one-page

Independent Research and Development Data Sheet (DTIC Form

271) describing each IR&D program for inclusion in the DOD

Data Bank. This will permit DOD technical planners to

search the file for projects relevant to their needs.

Savings and Impact Analysis

DOD costs associated with implementation of the IR&D

program, such as on-site evaluations, evaluators' salaries,

tri-service negotiators' salaries, travel and lodging, and

related administrative costs, are not available in one con-

solidated report. Each service interprets the IR&D program

in its own way, split between different organizations and

programs. The OSD Task Force has estimated 1981 IR&D cost

data for DOD, based upon interviews and conservative

assumptions, as shown in Exhibit II-5 on page 163 at the

end of this issue.

The costs associated with industry administration of

the IR&D program are passed on to DOD as indirect costs.

They have been conservatively estimated to reflect the costs

incurred to prepare technical brochures and handle on-site

evaluations and the tri-service annual negotiations. These

costs are borne by DOD and are calculated in Exhibit II-6

on page 164.

Based on 1981 data, total estimated savings would have

been $94 million. Annual savings from adoption of these

recommendations would be conservatively estimated at $100

million.

Assuming a 10 percent inflation factor, the estimated

savings for the first three years from implementation of

this recommendation would be:

($ millions)

First year

Second year

Third year

$100

110

Three-year total

161

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



SLA

•j(u«b «^«a aoa

au.3 ut uoTsnxau-t joj ^DeCoad a"8HI u.oea aoj TZ.Z naoj 0110

e ^tujqns 03 s^obhuos aoa uo s^soo a'SHI 6uu8aods: sjo}S«J3

-uod TT« 6uTJinbaj aAT^oeJip « M3T« aoetdea pu« 99*00TS

dAT^oaaia 000 puTDsaj pxnoqs esuajaa 3° Aas^ejoes auj,

•ssaaBuoo 05 ^aodaa x«nuu« eu.3 pus 'suoT3«T}o6au eofAjas-T21

'BMaiAaa a3TS-uo '6MSU9J ajnu.oo.iq x^stuqoa^'SUOT)CT)o6au

Butttbd fcnuUB 'uoT^suTnua^ep Hwd aq^ a^wtoTia pxno« s^iu

'1^-16 "I'd T*9d92 03 uot^stst&»T *aas pTnoqs aoa

5or5I5ura5f3ai

Z91-

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



776

Exhibit I1-5

U.S. GOVERNMENT DIRECT COSTS

ASSOCIATED WITH IR&D MANAGEMENT — 1981

Proposed

Reduction

Present

Program

Proposed

Program

(Potential

Savings)

Mnpwr

sooo

Mnpwr

SOOO

Mnpwr

Sooo

Technical reviewers

7

$250

3

$107

4

$143

Tri-service

negotiators

12

460

0

0

12

460

On-site review

11

509

0

0

11

509

Technical review

(evaluation of

projects)

18

755

0

0

18

755

General admin

tasks, log in/out,

document handling,

storage, etc.

15

363

5

121

10

242

Documentation

center (DTIC)

6

230

10*

383

(4)

(153:

DCAA audit &

consolidation rpt.

17

100

0

0

17

100

Travel cost for

on-site review

1,000

0

0

1, 000

Subtotal-direct

86

83,667

18

$611

68

$3,056

Support costs (25%)

TOTAL

917

$4.584

153

£764

764

$3,320

Note: Includes four additional personnel at the DOD Data 3ank

to handle the increased workload associated with manda-

tory submission of DTIC Form 271 by all contractors for

all IR&D projects.
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Exhibit IZ-6

U.S. GOVERNMENT INDIRECT COSTS ASSOCIATED

WITH INDUSTRY ADMINISTRATION OF IR&D PROGRAM — 1981

Proposed

Reduction

Present Proposed (Potential

Program Program Savings)

Mnpwr $000 Mnpwr $000 Mnpwr SC00

Preparation of

tech brochure 1,450 $ 97,000 280 $16,800 1,170 $70,200

On-site

evaluation 30 1,800 0 0 30 1,300

Tri-service

annual

negotiations 45 2,700 0 0 45 2,700

Miscellaneous

costs, reviewers,

disputes, etc. N/A N/A 0 0 N/A N/A

Subtotal-direct 1,525 $ 91,500 280 $16,800 1,245 $74,700

Support costs

(25%) 22,875 4,200 13,675

TOTAL $114 .375

♦This is a net amount allocable to Government work.

164

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



778

II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS (CONT'D)

OSD 19 8 DEPARTMENT OF DEFENSE LABORATORIES

Summary Recommendation

The Department of Defense (DOD) should take appropriate

action to improve the data exchange between the services

and the defense research laboratories so that information

on emerging technology developments can be better integrated

into the appropriate phases of the weapons acquisition pro-

cess. Additionally, more effective coordination of research

programs among the laboratories is needed to eliminate

duplication of staff and research efforts. Finally, the

laboratories should phase out their involvement in the

later stages of the development cycle.

Financial Impact

$700 million Potential Savings; More effective integra-

annually tion of research data into the weapons

systems acquisition process, and better

coordination and limitation of laboratory

research programs, could result in savings

of at least 5 percent of the engineering

and operational systems development expendi-

tures ($14 billion).
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Background

Approximately 75 DOD laboratories provide technical

support to the research and development activities in the

weapons system acquisition process. The labs identify and

exploit new technology and support DOD in acquiring outside

research in developing technologies.

DOD categorizes its research and development efforts

into several phases: basic research (6.1), exploratory

development (6.2), advanced development (6.3), engineering

development (6.4), management and support (6.5), and design

development (6.6). The relationship of these so-called

research, development, test, and evaluation (RDT&E) funding

phases to the acquisition cycle and the milestones decisions

is illustrated in Exhibit II-7 at the end of this issue.

The DOD laboratories administer most of the basic

research (6.1) and exploratory development (6.2), while the

services perform most of the development efforts in later

phases. In fiscal year 1980, the most recent period for

which complete laboratory data is available, total labora-

tory expenditures for all phases of RDT&E (6.1 through 6.6)

equaled $7.4 billion, of which only $2.2 billion represented

in-house research efforts.

The 1983 budget proposed $24,257 billion in total DOD

RDT&E expenditures. The distribution by research and

development phase was as follows:

($ billions)

6.1 Basic research $ .828

6.2 Exploratory development 2.509

6.3 Advanced development 4.689

6.4 Engineering development 8.919

6.5 Management and support 2.224

6.6 Design development 5.088

TOTAL $24.257

Methodology

The Office of the Secretary of Defense (OSD) Task Force

interviewed senior officials in DOD and performed a compre-

hensive analysis of the DOD procurement process. Pertinent

reports and issue papers were reviewed.
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Findings and Conclusions

Presently, only the early development phases (6.1 and

6.2) have visibility across all services/ through inclusion

in the Defense Technical Information Center data base. The

only centralized work that is done involves high-risk

research programs managed by the Defense Advanced Research

Projects Agency (DARPA) — which are basically high-risk

projects that the services are reluctant to undertake.

However, even this minimal effort at centralization is

frustrated, because the services often consider the DARPA

efforts to be competitive with, rather than complementary

to, their own, and are often hesitant to pick up DARPA-

initiated programs for further development.

It appears to the OSD Task Force that a centralized,

coordinated effort to disseminate data among the services

and the laboratories is crucial. This should provide the

operational forces with a better understanding of the poten-

tial value and limitations of emerging technologies before

committing specific technologies to weapons systems pro-

grams. Improved data exchange between the services and the

laboratories should also ensure that prior work is fully

utilized and will not be repeated.

In the past, some POD laboratories have continued their

development projects through the engineering development

phase 6 . 4 ) , either in-house or through contractors . It

appears that this serves only to aggravate the-dissemination

problem to the point where the ultimate weapons system con-

tractors are obliged to re-engineer for production. It

appears to the OSD Task Force that engineering development

is not a cost-effective in-house role for DOD research

laboratories, and that all development work should be trans-

ferred to the services no later than the completion of the

advanced development phase (6.3). The elimination of engi-

neering development on the part of the laboratories will

result in a substantial decrease in personnel.

Recommendations

OSD 19-1; A coordinated effort between the labora-

tories~and the services will be necessary for POD to realize

the savings estimated herein. We recommend that DOD con-

sider the following initiatives in its development of a

program to more effectively integrate laboratory research

efforts into the appropriate process.
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o OSD should monitor advanced development (6.3) and

engineering development (6.4) across all services,

whether the work is performed ift-house or by con-

tractors. (Presently only basic research (6.1)

and exploratory development (6.2) are monitored

at the OSD level.)

O DARPA should:

Sponsor only technology programs having very

high-risk or multiservice potential;

- Transfer advanced development (6.3) demon-

stration programs to the lead service. Joint

service surveillance committees should desig-

nate the lead service.

o Service labs should not normally carry out engi-

neering development (6.4) or field service

in-house, but should retain enough hands-on pro-

ject and field contacts to maintain working

competence. Such a decrease in lab activity would

result in cost savings.

o Where appropriate, service labs should serve as

consultants and coordinators on component, sub-

system, and support system standardization.

o Service lab technology position papers should be

more readily available to DOD bidders and to all

military combat commands.

o Service labs should be given broad mission

requirements from the combat commands rather than

specific hardware needs. This would allow the

labs to concentrate on conceptual solutions.

o Communications and data exchange programs should

be established between DOD laboratory personnel

and the combat forces they serve, and among the

various services working in identical or comple-

mentary technologies.

o DOD laboratory managers should be permitted a

greater role in choosing projects for funding in

the basic research (6.1) and explanatory develop-

ment (6.2) phases. This should result in minimiz-

ing internal project marketing efforts to push

favored programs, thereby reducing costs of bro-

chure preparation, presentations, and other costs

involved in an advocacy role.
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Savings and Impact Analysis

Engineering development (6.4) and operational develop-

ment (6.6) expenditures will total $14 billion in FY 1983.

Based on OSD Task Force industry experience, we believe

that at least a 5 percent savings, $700 million annually,

can be realized if the above recommendations are imple-

mented.

Assuming three years to implement the recommendations,

the savings would be:

First year

Second year

Third year

Three-year total

$ 233 million

467 million

700 million

E25 BUSS

Assuming 10%

Inflation

B 233 million

514 million

847 million

Implementation

The Secretary of Defense should direct that research

data be more effectively integrated into the acquisition

process, and that laboratory research programs be better

coordinated and limited as discussed above.

169

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



783

Exhibit II-7

ACQUISITION CYCLE INTERRELATIONSHIPS

ROT&E

FUNDING

PHASE

ACQUISITION

CYCLE

PHASES

MAJOR

MILESTONES

8.1

BASIC

RESEARCH

TECHNOLOGY

NEW START

OECISION-

6.2

EXPLORATORY

DEVELOPMENT

6.3

ADVANCED

DEVELOPMENT

DEMONSTRATION &

VALIDATION

6.4

ENGINEERING

DEVELOPMENT

<

MILESTONE II

FULL

SCALE

DEVELOPMENT

6.6

DESIGN

DEVELOPMENT

MILESTONE III
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IX. ISSUE AND RECOMMENDATION SUMMARIES

B. WEAPONS (CONT'D)

OSD 20; COMMON PARTS AND STANDARDS

Summary Recommendations

The Department of Defense (DOD) should mandate the use,

where possible, by all services of common hardware compo-

nents, subsystems, equipment, and other parts in order to

minimize initial acquisition and life-cycle costs. The use

of military standards and specifications should be decreased,

and not all components included in the end item being pro-

cured should be subject to special military standards and

speci fications.

Financial Impact

$3.3 billion Potential Savings; Approximately $2.3

annually billion from increased use of common parts

among all services and $1.0 billion from

decreased application of uniform military

standards and specifications.

$0.1 billion Implementation Cost; Annual appropriations

annually of $100 million for DOD to provide for joint

service development of military hardware or

software having multiple weapon system appli-

cations potential.
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Background

Different weapons systems frequently include functional

elements at the level of components, subsystems, equipment

and parts (i.e., computers, radars, tracking devices),

which serve the same purpose, but are specially developed

and produced for each system. This lack of commonality among

essential elements of weapons systems is addressed in Ini-

tiative 21 of the Defense Acquisition Improvement Program,

which directs DOD to promote the development, specification,

and interservice use of common hardware components, subsys-

tems, equipment, and parts in military weapons systems.

The objective is for the services to use, wherever possible,

elements from other weapons systems that can be modified

for a particular use in the new weapon systems at minimum

cost.

The term "common parts" has a broad meaning. It

includes commercially available aircraft purchased for

training purposes as well as something as mundane as com-

mercially distributed machine screws.

Military specifications (MILSPECS) are developed for a

wide range of end items being procured, including the

various parts, components, and material included in the end

items. MILSPECS define the technical characteristics

required in the production of such items. Generally, it is

more costly to produce an item to a MILSPEC than to a normal

commercial standard.

Use of standard, off-the-shelf component equipment,

subsystems, and field operational support systems can reduce

weapons system development lead time, permitting earlier

deployment of more sustainable weapons systems, and lower

acquisition and life-cycle costs. Unfortunately, program

managers are not generally motivated to focus on this form

of cost-saving opportunity.

Methodology

Senior officials in DOD and industry were interviewed.

Extensive articles and issue papers were reviewed, along

with various conference reports.

Findings

The benefits of applying standardization of component

parts""are of two types";" economies of scale obtained by

larger volume purchases and economies of scale in Jiainte-

nanei and modification.
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The high coat of applying unnecessary military stan-

dards and specifications also consists of two parts. One

is the cost of verifying, usually in document form, that

standards are being accurately applied. Another is the

excessive acquisition cost occasioned when a standard spe-

cifies qualities not needed in the specific equipment being

acquired.

MILSPECS have long been a target of misdirected criti-

cism. The target should be procurement officials who are

not sufficiently selective in citing military specifications

requirements in contracts. Military specifications are

developed for a very wide range of end items being procured.

They are referred to as first tier requirements and lower

tier requirements which are related to the components and

material as well as processes (x-ray, stress tests, welding,

tolerances) involved in the manufacture of items used in

end item components. It is necessary to develop such a

vast array of military specifications because certain of

the rigid specifications are in fact needed in acquiring

certain end items. The problem has been that if a military

specification exists, it will be cited as a requirement in

any contract, even though the particular end item procured

does not need to meet all such specifications. Procurement

officials are not sufficiently selective in choosing only

the particular military specifications that are truly needed

in relation to the end item being procured.

In connection with the problem, a landmark military-

civilian study (1974-1976 Shea Task Force) concluded that

the high cost of contractual military specification compli-

ance resulted from failure to utilize the inherent flexibi-

lity of the documents in a reasonable and selective way,

rather than from a fundamental problem with the specifica-

tions themselves. William P. Clements, Deputy Secretary of

Defense in 1975, observed, "The initial findings of the

(Shea) Task Force have confirmed my concern regarding the

need for a coordinated and well managed control over the

application of specifications and standards in the end item

equipment. This, therefore, is a fertile arena for effec-

tive cost reductions in the acquisition process."

Conclusions

The Office of the Secretary of Defense (OSD) Task Force

believes that Government procurement personnel should be

more selective and should invoke only those military speci-

fications that relate specifically to the particular need's

of the end item being procured. For example, military

specification requirements on x-ray of material may be
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important in procuring certain items on a space vehicle,

but not on all items included in the vehicle, and not on

other items being procured for less sensitive use.

In November 1981, OSD sponsored a three-day seminar,

"Current Initiatives in the D00 Standardization and Speci-

fication Program to Improve the Acquisition Process."

Addressing this seminar, Dr. Richard DeLauer, Under Secre-

tary of Defense for Research and Engineering said, "The DOD

must find ways to reduce the voluminous RFP (Request for

Proposal) responses we require from contractors. We must

be willing to take some risks which have a high payoff in

terms of cost savings. The challenge is to motivate the

acquiring services to specify only that which is essential

to a clear understanding of need, rather than dictate con-

tractors' management systems, 'how-to' procedures, or

internal methods of accomplishment." DOD's policy state-

ments to accomplish the above are well intentioned, along

with organizational emphasis in OSD. However, implementa-

tion by the individual services has been slow, in part due

to the laborious process of promulgating regulations through

the Defense Acquisition Regulations (DAR) Council. In the

Council, the individual services must for all practical

purposes agree among themselves as to the implementing

instructions before such regulations are issued.

The OSD Task Force believes DOD has not adequately

addressed the lack of common parts in weapons systems and

the excessive use of military specification requirements

(rather than normal commercial standards) in contracts.

The enormous costs involved require that both OSD and the

services change substantially their methods of approaching

the problem. OSD must provide incentives for the services

to promote commonality and better utilize its existing

authority to require standardization. The services must

cooperate among themselves towards a common objective of

total life-cycle cost reduction among all services. The

services must relate to industry in a more cooperative,

less adversarial role in order to decrease weapons systems

costs.

The long-standing nature of the problems makes them

particularly difficult to remedy, since cultural as well as

technical issues are involved.

Recommendations

OSD 20-1t DOD should link military or commercial hard-

ware standard utilization planning directly to the weapons

system cost, performance, reliability and field maintain-
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ability objectives for each program. Life-cycle support

cost is a particularly important decision variable in

acquisition of repairable hardware for combat service.

OSD 20-2: POD should provide seed money (appropriated

funds) as front-end funding to carry out cross-service mill-

tary hardware desic

n standardization studies as an integral

part of the indivic

ual weapons systems acquisition process.

The objective is to identify the unique system components,

subsystems, or equipment that could be adapted to multiple

weapons system use without extensive modification.

OSD 20-3; POD should provide seed money to initiate

joint-service development of military hardware (e,g., sub-

systems, major components, and support systems), or software

having multiple weapons system applications potential.

Participation of services on equal terms would permit com-

petitive design approaches and second-sourcing of end items.

OSD 20-4; POP should indemnify the weapons systems

contractor when POP standard equipment used does not measure

up to the contractor's overall system requirements.

OSD 20-5; As normal acquisition practice, POP should

consider only MILSPECS related to the item being procured

(first tier standards) as required"! All other lower tier

MILSPECS for material, parts, and components included in

the end item should be simply reference documents, and not

mandatory, unless individually justified and separately

listed in the purchase contract. This is the inverse of

present procedure which considers all layers or tiers of

cross-referenced documents to be contractual requirements

unless formal exception is taken.

OSD 20-6; POP should authorize the use of financial

incentives to encourage contractors to challenge unimportant

or irrelevant "standard" requirements when responding to an

RFP. These incentives might consist of cash payments or

allocating a given number of source selection evaluation

points based on the potential cost savings of the proposer's

alternative recommendations. (At present, there still is a

generally perceived disqualification for "nonresponsiveness"

when changes are suggested.)

OSD 20-7; At the Request for Proposal (RFP) stage,

POD should invite all contractors to challenge burdensome

data requirements. It should not gather detailed contrac-

tor documentation and data merely for proof of performance

or "just in case" archives. It should take advantage of

contractors' computerized data storage and retrieval systems.
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OSD 20-8; After contract award to the lowest qualified

competitive bidder, POD should offer contractual financial

incentives for cost savings derived from selective applica-

tion ("tailoring") ot standard's": For example, in riexioiy

priced contracts, such proposals could be incorporated as

an instantaneous value engineering proposal without requir-

ing extensive audit or negotiation. (Advanced "tailoring"

input for each successive phase of the acquisition process

is now dod policy per Directive 4120.21, November 3, 1980.)

OSD 20-9: At the service level, individuals in charge

of standardization efforts should report to the program

manager (rather than someone in Logistics Management). The

standardization function should be linked to the service

laboratory center of technological expertise, so that

laboratory consultants can advise when it is timely to

identify technology for standardization and also when stan-

dardization might impede technology development.

OSD 20-10: DOD should mandate service implementation

of OSD standardization policies in PAR without prior"

approval by the PAR Council. The services should be

required to request OSD policy deviations on an exception

basis. (This is the inverse of the present system under

which individual service administrative and legal represen-

tation on the DAR Council can essentially "pocket veto" OSD

policy.)

Savings and Impact Analysis

We have estimated the potential cost avoidance from

applying these suggestions against the $70.1 billion fiscal

year 1983 total obligational authority for weapons acquisi-

tion as follows:

I. Increased use of common subsystems among services

o Improved design alternatives for multiple-

use and life-cycle cost-effectiveness.

Estimated 2 percent saving, based on a

1982 Boeing Study. $1.4 billion

o Joint service development of multiple use

components and subsystems. Estimated 1 per-

cent saving, based on Air Force estimate .7 billion

o Broader application of existing DOD equip-

ment inventories. Estimated .3 percent

saving, based on an OSD Task Force estimate. .2 billion

TOTAL $2.3 billion

90-185 0-88-26
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II. Decreased use of military specifications

o Elimination of requirement for con-

tractors to comply with MILSPECS.

Estimated 1 percent saving, based on

conservative OSD Task Force estimate.

.7

billion

o Increased use of commercial hardware

and equipment, and industry standards

rather than MILSPEC requirements.

Estimated .5 percent saving, based on

research by the Aerospace Industries

Association.

.3

bi11 ion

TOTAL

$1.0

billion

TOTAL (I + II)

$? T?

We estimate that it may cost as much as $100 million

annually to provide for joint service development of mili-

tary hardware or software having potential applicability to

multiple weapons systems.

Assuming three years to implement the recommendations,

the savings would be:

($billions)

Assuming 10%

Inflation

First year $1.1 $1,100

Second year 2.2 2.420

Third year 3.3 3.993

Three-year total $6.6

Implementation

The Secretary of Defense should direct the increased

use of common components and the decreased use of special

military standards and specifications as discussed above.

He should also ask Congress to appropriate the funds to

provide seed money for joint service projects.
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II. ISSUE AND RECOMMENDATION SUMMARIES

B. WEAPONS (CONT'D)

OSD 21; MAJOR WEAPONS SYSTEM NEW STARTS

Summary Recommendation

The Department of Defense (DOD) should install self-

disciplinary limits on the number of new weapons programs

started each year. Before a new start is approved, an

estimate should be made of the projected cost of that new

weapons system through production. DOD should then con-

sider the impact of that incremental cost on the overall

acquisition process, in view of the limited funds that

would be available for that new system and other major

systems already being developed or produced. Limits on new

starts would ensure that there are sufficient funds to

carry out all weapons programs economically and effi-

ciently.

Financial Inmact

$1.1 billion

(annually after

full implemen-

tation)

Potential Savings; Limiting the number

of development programs should result

in annual research, development, test

and evaluation (RDT&E) savings of at

least $1.1 billion when fully imple-

mented over a five-year period.
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Background

DOD acquisition of defense systems has repeatedly come

under intense scrutiny and criticism for cost overruns,

program stretch-outs and the resulting reduction in unit

volumes. Adding several new start programs to an already

clogged system provides overwhelming pressure on the

acquisition process and results in inefficiencies as the

services attempt to fund all their programs within the

constraints of a fixed budget. They can accommodate the

added programs only by stretching out production schedules

and reducing unit volumes for existing programs.

Methodology

Senior officials in the Office of the Secretary of

Defense (OSD) responsible for the acquisition process were

interviewed, as were knowledgeable officials in the Office

of Management and Budget (OMB) and the General Accounting

Office. Interviews were also conducted with former DOD

officials and other knowledgeable sources in the public and

private sectors. A review was made of the most recent

Selected Acquisition Reports (SAJRs) and DOD directives con-

cerning program approval and funding. Relevant GAO reports

and other literature pertinent to the subject were also

reviewed.

Findings

SARs, prepared quarterly, summarize status and cost

data for major defense systems which have been approved for

full-scale development. Major systems are designated by the

Secretary of Defense and presently include those requiring

$200 million or more in RDT&E funding (fiscal year 1980

dollars) or $1 billion or more in production funding (FY

1980 dollars), or both. Programs of this size usually

number no more than 50. The June 30, 1982, SAR reported on

39 programs with projected total acquisition costs of $450

billion.

The list of programs on the way to review and approval

for full-scale development and production is lengthy. In

the last two years, the Defense Resources Board (DRB) recom-

mended approval of 27 major systems new starts, and the

Deputy Secretary of Defense approved 28, one more than

requested. This is only a portion, perhaps as low as 30

percent to 40 percent, of the total number of new programs

in the pipeline working their way toward approval for entry

into full-scale development and eventually into production.
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The problem is that there are too many programs already in

the production cycle to permit funding at efficient rates,

i.e., that rate which provides the lowest possible total

program cost consistent with the need and capability of the

service to deploy the system.

DOD Directive 5000.1, Major System Acquisitions, and

DOD Instruction 5000.2, Major System Acquisition Procedures,

set out the process that major programs must go through to

be approved and funded as new starts. The data required

for each subsequent milestone decision are also specified.

The Under Secretary of Defense for Research and Engi-

neering, as the designated Defense Acquisition Executive,

is responsible for managing the overall acquisition system

and for ensuring compliance with the directives. The

Secretary of Defense has the ultimate approval authority

for the decision to start a new major weapon system into

the concept exploration phase and for subsequent milestone

decisions, to proceed to Demonstration and Validation

(Milestone I), Full-Scale Development (Milestone II), and

Production and Deployment (Milestone III). At these major

decision points, the programs are initially reviewed by the

Defense Resources Board - new starts or the Defense

Sciences Acquisition Review Council - Milestones. The

present Secretary has delegated his authority in this

regard to the Deputy Secretary.

Assuming that the need for a new system has been demon-

strated within the service and to OSD, then the principal

issue facing DOD management is affordability. DOD policy

defines proof of affordability at the time of approval of a

new start as follows:

System planning shall be based on adequate funding

of program cost. A program normally shall not

proceed into concept exploration or demonstration

and validation unless sufficient resources are or

can be programmed for those phases (emphasis

added).

The point is that DOD policy does not require that a

major system be demonstrated to be affordable through the

full-scale development and production phases in order to

obtain approval as a new start. It need only be shown to

be affordable through the early development phases.

The problem is that the early development phases have

the lowest financial requirements and are easily funded.

Therefore, far more programs are started each year than can

be carried through the full-scale development and production

phases. Because it is almost impossible to terminate these
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programs after they are started, the result is that too

many programs end up competing for limited production fund-

ing. This, in turn, is what leads to inefficient production

quantities, program stretchouts, and cost overruns.

In reality, the focus in approving new starts is on

the next budget year. At the time new starts are approved,

the DRB is only presented the limited funding information

contained in the Five Year Defense Plan. However, much of

this information is incomplete and no out-year data are

made available.

While these difficulties are recognized, it is noted

that the Extended Planning Annex, prepared as part of the

planning process, extends cost projections out five years

beyond the Five-Year Defense Plan. Although these out-year

projections are only rough estimates, they could be used to

project the cumulative financial impact on the DOD budget

of approving far more programs than can ever be funded at

economic production rates. In any event, the use of such

estimates in early affordability reviews would be far better

than the current practice of making no attempts at long

range affordability analysis.

The pressures to start new programs are enormous.

Prior to DRB approval, the program represents a potential

"market" for all contractors who may aspire to compete for

the program. As such, it also represents to Senators and

Representatives a potential source of jobs and investment

for their states and districts. For the sponsoring service

and cognizant development command, it represents a response

to a projected threat and a means to assure continuity of

the development center. To those in the development

centers, it means job security and career challenge. This

represents a large, albeit unorganized, constituency press-

ing for the approval of new starts and their continuity

thereafter.

These pressures do not moderate once a program has

passed through the concept exploration phase and the demon-

stration and validation phase, and has moved to full-scale

development. When a contractor has been awarded a major

program and the subcontractor network is established, resis-

tance to program cancellations and cutbacks stiffens.

Senators and Representatives must aggressively support their

affected constituents. The services become committed to

their programs and are naturally resistant to cutbacks and

cancellations. In fact, it is well known that the system

will accept substantial program stretchouts and cutbacks to

keep a program alive, even though the production rates

become inefficient, volumes become marginal in terms

191

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



795

of mission and cost-effectiveness, and the late availability-

exposes the country to unaddressed threats and increases

the probability of early system obsolescence.

As would be expected, cancellation of programs reported

in the SARs is rare. The Roland and Copperhead weapons

systems are two recent examples and even in these cases a

minimum number of orphan units will be produced.

The same resistance to cancelling production programs

extends to new starts. Again, DOD clearly prefers stretch-

outs and decreased funding to cancellation. Of the 18 new

start programs approved by the Deputy Secretary of Defense

as part of the FY 1983 Program Objectives Memorandum and

budgeting process, 11 have not been funded to the level

proposed by DOD (through authorizations), and only one was

increased. Not one of these programs has been cancelled.

Obviously, they will proceed at a slower pace than that

proposed in the original service submissions.

The extent of the stretchout and suboptimum production

rate problem goes even deeper. In developing their pro-

posals, the services have their own affordability concerns.

OSD officials believe that the services do not necessarily

request the most cost-efficient programs, but rather that

they are driven to propose what will sell. Thus, even at

the outset of a program, there are inherent inefficiencies

which are later compounded by overwhelming pressures to

launch new start efforts and to eventually force them,

along with existing programs, under a relatively inflexible

total DOD budget line. This process is believed to be an

important contributor to orogram instability (see Issue OSD

23) .

Conclusions

Much has been written about the so-called procurement

"bow wave' and the recurring production schedule stretch-

outs, unit production reductions, unit cost increases, and

the compounding effects of price escalation. Recent

increases in defense spending have permitted improved

schedules and have moved rates of production closer to

economic levels. However, it is asserted in the literature

and by those interviewed in this survey that overall defense

systems are still being produced at suboptimum rates, and

unit volumes are continually set on the basis of what can

be squeezed into the budget, rather than what is economical

or what is the optimum required for the intended military

mission.
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Part of this costly problem is caused by the continuing

competition for available funds from new programs being

added to the acquisition pipeline. If the 39 systems

currently in full-scale development or production had had

to pass tougher affordability criteria and continuing cost

scrutiny at an early stage, fewer of them would have been

subjected to the recurring stretchouts and unit volume

reductions that have occured. Although demonstration of

affordability in a rudimentary sense is required as part of

the new start and milestone review process, the requirement

only applies to the specific systems under consideration.

There is no requirement to demonstrate that adding new

systems to the acquisition pipeline will not cause

production stretchouts or volume reductions in other

systems already in the procurement chain.

In the view of the OSD Task Force, the new start deci-

sion process is inherently deficient since it provides

virtually no meaningful control. Given the pressures to

keep programs alive once they pass the new start hurdle,

and the noted inability to cancel programs downstream, it

is absolutely essential to stiffen the entry requirements

for major new system starts. DOD must make a more demand-

ing and realistic review of long-range affordability in the

new start decision process.

Given its interest in profitability, the private

sector cannot afford to continue marginal programs.

Because DOD operates in a different environment, it has

escaped many of the severe penalties that would be paid by

an industrial concern if it routinely stretched programs

and operated at inefficient production rates. However, if

DOD is to fulfill its mission at a cost that is affordable

to the U.S. economy, it must introduce more of the kind of

discipline that characterizes private sector operations.

DOD policies are a reflection of the system as it has

long operated. The policies did not create the system.

The OSD Task Force observed that there are few pressures,

if any, on DOD top management to face up to this afforda-

bility issue. Rather than retard the flow of new programs,

the current DOD management has indicated it intends to do a

better job of cutting out entire programs if they do not

meet objectives. However, there is no evidence that this

can be achieved, even though the objective is sound. Top

DOD management has the power to institute changes in the

system, but there are pressures that mitigate against

placing tough controls on the system because:

o Such controls would be unpopular with the

services.
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o Political pressures are great, given

Congressional constituent interests in various

programs.

o Political appointee tenure is short, and fighting

to improve the system would require a major

commitment of scarce resources and time.

Similarly, the services have little incentive to

sponsor controls because:

o They compete with the other services and fear

they may not get their fair and rightful share of

resources.

o They already are hard pressed and feel they need

all the resources they have.

The Chairman of the Joint Chiefs of Staff and the ser-

vice Chiefs of Staff, who are represented on the DRB, also

are not likely to limit new start programs. The Chairman

has no power to set priorities among the services, and the

service Chiefs appear to support the other services, lest

their service be subject to restraints as well. The DRB,

as it deals with new starts, simply concurs with service

recommendations. The facts support this. In the last two

years, DRB has recommended for approval one more new start

than the services requested. No program was rejected.

OMB has indicated that the total projected costs of

acquiring all weapons systems in the pipeline (from new

start through production) are approximately 230 percent of

the funds that are likely to be available for such purposes

Although it is important to overprogram somewhat in this

regard to take into account the likelihood that a few wea-

pons systems will indeed be cancelled at some point along

the line, the OSD Task Force believes that this percentage

is much too high. We believe that the percentage should be

140 percent at the time of the new start decision and that

this percentage should progressively decrease through the

later milestone decisions. Strict adherence to such limi-

tations will ensure that a more limited number of programs

make it through the process to the production phase.

Recommendations

The lack of effective controls over new starts results

in each program's being given less than the required

resources which, in turn, increases system costs and delays
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introduction of capabilities. As a result, the system may

end up being obsolete and may be built in insufficient num-

bers to meet the mission.

OSD 21-1; POD should develop and aggressively imple-

ment a modification to the program review and approval

cycle, which would:

o Subject every new start to in-depth affordability

review over the projected life cycle of the pro-

gram.

o Review new start affordability in relation to all

other new starts being proposed and programs

already in the system extending out at least ten

years and show the effects on existing programs.

o Base affordability evaluations on conservative

estimates of DOO total budget resources and price

escalation for the ten year planning period.

o Allow for less program attrition and establish

specific ceiling percentages for overprogramming

at each acquisition phase and hold rigidly to

these ceilings. The OSD Task Force suggests that

the percentage ceiling be 140 percent at the new

3tart stage, and that this percentage be progres-

sively decreased at later milestone decision

points. While this appears conservative, the

record shows that cost overruns justify such con-

servatism.

O Modify the SAR reporting system (as proposed in

the recent House Armed Services Committee report

on curbing cost growth in weapons systems and the

Comptroller General's 1981 report to selected

Senate and House Committees) to show program

status and cost projections by program, starting

with the funding of a major system new starts.

The SARs should be modified to show, quarterly,

the best cost estimates available for the entire

acquisition cycle. Improved SARs would contain

the key financial data needed to perform the

affordability analyses on both new start and

approved systems. Expansion of SAR reporting is

presently being planned by the DOD. It is recom-

mended that these changes be included.

This recommendation would inject into DOD spending

decision discipline analogous to the capital spending

budgets used by industry to control tooling and facilities
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expenditures. Such capital budgets are developed on the

basis of conservative projections of sales and profits and

corporate financial objectives. Capital budgets force

prioritization of new projects and, therefore, provide a

realistic means to assess affordability. Under the proposed

system, the percentage limits on overprogramming would serve

to prevent inefficient funding of programs and associated

stretchouts. The changes would tend to force DOD management

to decide program priorities and to extend those require-

ments to the services.

Savings and Impact Analysis

Major program new starts are described in DOD Directive

5000.1 as those programs for which the DOD component esti-

mates costs to exceed $200 million (FY 1980 dollars) in

RDT&E funds or $1 billion (FY 1980 dollars) in production

funds, or both. The average number of new starts approved

in 1981 and 1982 (for FY 1983 and 1984, respectively) was

14. As discussed above, 0MB has indicated that the total

projected cost of all programs is approximately 230 percent

of the funds that are likely to be available. We propose

that DOD limit such overprogramming to 140 percent as of

the time of the new start decision, with progressively lower

percentages for later milestone decision points. A reduc-

tion from the current average over-programming of 230

percent to a level of 140 percent would result in a 40

percent reduction in RTD&E expenditures.

Assuming there are 14 new start programs a year and

that each has an average total RDT&E cost of $200 million

($2.8 billion total) over a five-year period, an average

savings over a typical five-year period of 40 percent, or

approximately $1.1 billion, might be obtained. On a moving

average basis, this would provide annual savings of $1.1

billion for all programs in the system by the fifth year.

Applying these criteria to the FY 1983 new starts

funded in the FY 1983 Congressional Authorizations Bill,

the RDT&E new start budget for FY 1983 would be reduced

from $557.3 million to $334.4, a $222.9 million or 40 per-

cent reduction. These savings could be used in any of three

ways: (a) to reduce defense spending, (b) to fund the

remaining new starts to optimized levels, or (c) to fund

programs in the procurement phases to more efficient pro-

duction rates and volumes. The savings would develop as

follows over the five-year implementation period.
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($ millions)

Assuming 10%

Inflation

Three-year total

First year

Second year

Third year

$ 223

446

669

SI,338

$ 223

491

809

Fourth year

Fifth year

892

1,115

1,187

1, 632

Estimating the potential for savings on production

programs is difficult, if not impossible. A key premise of

this analysis is that there are too many production programs

chasing the available production budget. It is hypothesized

that affordability reviews and overprogramming limits

imposed at the time of new system starts would reduce the

number of programs entering the system and, therefore, would

relieve the intense' pressures for program stretchouts and

volume reductions. The effect would be to permit program

production to proceed at more economical rates and provide

the required unit volumes in a more timely manner.

Given these assumptions, the financial implications of

this proposal will be RDT&E savings early in the program

and efficiency savings on program production. However; DOD

makes no attempt to track actual program costs versus an

ideal program profile. The savings which might result by

attempting efficient program rates, therefore, are not

available and would have to be developed program by program.

We believe these savings to be considerable, given the large

number of programs which have suffered delays and cutbacks.

The financial implications of even modest efficiency savings

would obviously be considerable.

In total, not including any potential savings for pro-

duction efficiency, it is estimated that implementation of

the proposed limits would save the DOD and the U.S. Govern-

ment a minimum of about $1.1 billion per year in RDT&E

spending. These savings could be used to accelerate other

RDT&E effort or to improve production efficiency. The

projected RDT&E savings, while substantial, are believed to

be modest relative to the potential savings on production

programs and the corollary improvements in force effective-

ness resulting from fielding defense systems earlier and in

the required volumes.
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The OSD Task Force analyses in Issues OSD 22 and OSD 23

provide alternative approaches to measuring the production

savings that would derive from reducing instability, which

is caused, in major part, by an excessive number of new

starts at the RDT&E stage.

Implementation

The Secretary of Defense should revise DOD Directive

5000.1 and Instruction 5000.2 to require complete afforda-

bility reviews (through production) of all major programs

from the time new starts are approved.

In addition, DOD Instruction 7000.3 should be revised

to require the SARs to project system costs for all major

defense systems through the final production phase, from

the time each new start is approved.

Finally, the Secretary of Defense should issue a direc-

tive limiting total overprogramming at each phase in the

acquisition cycle to fixed percentages of the total DOD

funds that are likely to be available through the final

production phase.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS ISSUES (CONT'D)

OSD 22; ESTIMATING WEAPONS SYSTEMS COSTS

Summary Recommendation

The Secretary of Defense should establish procedures to

ensure more accurate estimates of weapons costs in order to

permit better planning and reduce cost overruns. Specifi-

cally, provision should be made for establishing a new

production cost baseline at Milestone III. The Secretary

should also establish procedures to create a policy-oriented

data base for use by DOD management. The Department of

Defense (DOD) Comptroller should be assigned the responsi-

bility for analyzing the affordauiiity of proposed weapons

systems and for monitoring actual costs versus estimated

costs. Internal DOD budget data should not be disclosed to

contractors at the pre-award stage, because such disclosure

encourages contractors to submit bids that are less than

their own internal cost estimates. In addition, prior to

issuing a Request for Proposal (RFP), DOD should consult

with industry in order to give contractors a better under-

standing of the complexity of the project. Finally, in

order to give contractors more incentive to estimate costs

more realistically, contracts should be used which require

contractors to absorb a greater share of cost overruns.

Financial Inpact

Potential Savings; Improved cost estimates which, in

most cases, would be higher than existing cost estimates

would result in the elimination of an estimated 3 to 10

percent of major programs prior to entry into production.

Improvement in the estimation of weapons systems costs is a

necessary condition for reduction in instability in the

weapons acquisition process. We have not attempted to cal-

culate discrete savings attributable to our recommendations

regarding each of these two issues. Estimated savings from

reduced instability recommendations (Issue OSD 23) include

potential savings attributable to better estimation

of weapons systems costs.
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Background

DOD Directive 5000.1 and DOD Instruction 5000.2,

recently revised, specify the phases in the major systems

acquisition process. The intent of Directive 5000.1 is to

delineate prescribed decision points in the acquisition

process which require approval of a system, based on such

items as technical feasibility, affordability, acquisition

time, readiness and system flexibility prior to its moving

to the next phase in the acquisition process.

Specifically, decisions are required by the Secretary

of Defense for major systems new starts (based on the

recommendations of the Defense Resources Board) and based

on the recommendations of the Defense Systems Acquisition

Review Council (DSARC) at the three so-called milestones.

At Milestone I, the concept selection must be approved

before the system moves into the demonstration and

validation phase. Approval is based on preliminary

concepts, cost estimates, schedules, objectives and

affordability estimates. At Milestone II, after

preliminary data on the system have been defined somewhat

in the demonstration and validation phase, the decision is

made regarding full-scale development. Milestone III is

the production decision point. Approval to proceed into

production is contingent upon the appropriate service's

demonstration that financial resources are available or can

be programmed to complete the system development, to

produce efficiently, and to support the deployed system

(Exhibit I1-4 on page 145 illustrates the process).

DOD Directive 5000.4 provides for independent evalua-

tion of weapons system cost estimates by the OSD Cost

Analysis Improvement Group (CAIG). The CAIG provides the

DSARC with a review and evaluation of both the independent

cost estimates of the services and the program office cost

estimates. Independent cost analyses by the services must

be prepared by organizations in each service separate from

the control and direction of the program office responsible

for acquisition of the system.

Methodology

Interviews were conducted with DOD and industry repre-

sentatives. Internal DOD data were examined, and various

studies, conference reports and articles were reviewed.
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Findings

Despite the various independent estimates and reviews

of program cost estimates which are required, 3QD has oeen

continually faced with significant cost overruns on weapons

systems acquisitions. The Selected Acquisition Report (SAR)

of June 30, 1982, indicates that for 39 programs, cost esti-

mating errors alone (exclusive of other elements contribut-

ing to cost growth, such as unanticipated inflation or

engineering and quantity changes) amounted to $10.8 billion,

or about 9 percent of the original estimated cost of $.124.6

billion.

One reason for cost estimating errors is that the

measurement of a program cost overrun compares actual costs

to a baseline cost estimate that is prepared early in the

life of the development of the '..-eaoons system. The baseline

cost estimates for major programs reported in the SAR are

established at Milestone II, prior to the system's entering

the full scale development phase. At this early stage in

the development of the weapons system, it is too soon to

establish a baseline of estimated program costs against

which actual costs will be measured to determine the extent

of cost overrun or underrun. Up to Milestone II, only the

demonstration of the system and validation of requirements

has occurred. Little or no production has occurred, so

there is little experience for forecasting costs with any

degree of accuracy.

Another part of the problem in cost underestimating

lies with contractor underbidding in the initial development

phases or the program. The OSD Task Force believes that

the problem of intentional underbidding by defense contrac-

tors is compounded by defense contractors' underestimation

of the actual complexity of producing the system. Based on

three major weapons programs, the following revealing

information is disclosed by Joseph P. Large in "Bias In

Initial Cost Estimates — How Estimates Can Increase The

Cost of Acquiring Weapons Systems":

The differential between columns one and three is

greater than the difference between columns one and two.

This suggests that deliberate understatements of cost are a

less important cause of cost growth than failure to

appreciate project difficulty.

Company

internal estimate

Company bid

Final cost

1.0

1.0

1.0

.75

.43

.45

2.2

4.0

2.0
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Poor cost performance in relation to estimates can be

tied to both DOD and defense contractors. The use of cost

plus fixed fee (CPFF) or cost plus incentive fee (CPIF)

contracts during the early stages of weapons systems devel-

opment has not resulted in sufficient financial incentives

to industry to design lower-cost weapons systems. Contrac-

tors are given incentives to maximize quality and minimize

lead time, rather than to reduce costs. Since there is no

commercial type market to establish the value of specific

weapons development, many proxy indicators of value — .per-

formance, reliability, development time — are emphasized,

to the detriment of lower production cost.

Also, there is the constant desire to use the latest —

and sometimes very risky — technology. DOD desires the

most sophisticated system and the contractor desires to

outwit any possible competition. Often the technology is

introduced too late in the development phase, causing pro-

gram stretchout or, conversely, fitting it into the develop-

ment cycle — causing higher production costs related to

the need to produce in a timely and reliable manner.

Conclus ions

The inadequacy of affordability reviews throughout the

acquisition process, even though clearly called for in DOD

Directive 5000.1, contributes to higher costs in many cases.

Although current policy specifies affordability reviews at

the various milestones, it is apparent that earlier and more

constant attention is needed to the issue of the afforda-

bility of each individual system in relation to total

systems being procured.

This matter is addressed, in part, in Issue OSD 21, in

which we demonstrate the need for better cost estimates and

long-term affordability reviews at the point where the deci-

sion is made to start a new development program. In this

issue, we focus on the need for better cost estimates and

affordability reviews in relation to the Milestone III deci-

sion to move from development of a program into production.

The OSD Task Force believes that weapons system cost

estimate's should be made separately for the development "and

production phases and that baseline costs of production

should be more accurately projected. Development is by its

nature risky and cost estimates for this phase of acquisi-

tion should be more flexible. It is estimated that total

RDT&E costs represent only 20 percent of total weapons

acquisition cost. At the completion of the RDT&E phase,

estimates of baseline production costs and affordability
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could be more accurately determined. At this point

(Milestone III), approximately 80 percent of estimated

program costs are yet to be expended. If it is deter-

mined that the system is not affordable at this point, it

is better to terminate the program at Milestone III and

write off the 20 percent investment, rather than proceed

with an unaffordable or inadequate system.

We recognize that some analysts, perhaps including the

Congress and its staffs, may resist this suggestion, pre-

ferring to "hold their feet to the fire-1 based upon the

development estimates. We believe, however, that a weap<~-ts

system becomes qualitatively and quantitatively different

when it moves from development to production. This is in

keeping with our view of the distinct differences between

research and engineering and acquisition.

We therefore urge that a new baseline be established

for Milestone III in order that management of the pro-

duction process can more accurately be portrayed and

evaluated. It is these data which have the most pertinence

for oversight. The Milestone III decision should have been

made with full cognizance of historical development and a

much clearer look into the future. This is the point from

which DOD performance or production should be judged.

The lessons learned through development are valuable

and should not be lost. Care should be taken to see that a

backward look remains available, when such analysis is

pertinent. Such a supplementary record can be easily

designed. We do not believe, as we have noted, that it is

the most relevant tool for measuring production performance.

CAIG advises DSARC on their assessment of program cost

estimates. Generally, CAIG's evaluation indicates that

costs will be 20 to 25 percent higher than the program

office cost estimates. History has shown the CAIG estimates

closer to reality, and yet little use appears to have been

made of the CAIG estimates when the DSARC approves a pro-

gram. The program office estimates are generally used.

Recently, however, there have been isolated cases in which

CAIG estimates have played a more important role in the

decision-making process.

One problem with trying to get at the issue of afforda-

bility is the great difficulty OSD decisionmakers have had

trying to understand what forces are at work influencing

the outcomes in individual programs, in sets of programs

involving similar equipment, across services, etc. It has

only been since the early 1970s that OSD has had available

to it a record keeping system that tracks the cost progress

of individual major weapon system programs both by quarterly
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recording of changes in projected cost of the system and by-

attempting to categorize cost change by different cause.

The Selected Acquisition Reports, created for use in the

Congressional review process, are an enormous improvement

over the data available prior to their creation. Notwith-

standing that, however, their current structure could be

improved in order to make them a more policy-oriented

management tool, as well as a provider of more useful infor-

mation to the Congress.

For example, cost data are usually presented as base-

year (DE year) constant dollars and also as current and

future year inflated dollars. This system makes it very

difficult (without recomputation) to do comparisons of cost

growth across more than one program. Thus, it is difficult

to tell how one aircraft program is doing relative to

another, etc. Further, the rather significant fluctuations

in inflation over the last several years make not having a

measure related to the current year's conditions an even

more serious omission. Therefore, we recommend that the

SARs adopt a reporting format which includes base-year

dollars, current year dollars, and then-year dollars. In

the case of then-year dollars, we note the importance of

using the most up-to-date, realistic estimates of future

inflation.

The other area for improvement in the SARs is the

categorization of reasons for cost change. In addition to

inflation, these include quantity change, schedule change,

engineering change, estimating error, support cost vari-

ance, cost overrun/underrun and unpredictable and contract

performance incentives. Although this is certainly an

improvement over simply labeling all change as "underrun or

overrun," these categories still tend to report on the

effects, rather than the underlying causes of cost growth.

And, of course, it is just this information about causes

that is so vital to OSD decisionmakers.

The importance of getting at root causes is well

illustrated by a 1979 Rand Corporation Study, Acquisition

Policy Effectiveness; Department of Defense Experience in

the 1970s. According to the Rand Study, which was based on

a sample of 31 SAR level programs, the most frequent cause

for the schedule slips reported had to do with inadequate

annual funding. The reasons for inadequate annual funding

varied by program, but they often included Congressional

cuts, reassignment to higher priority systems, cost growth

due to performance increase, etc. The point is that,

without this kind of visibility into just why a particular

schedule slips or, occasionally, speeds up, OSD management

does not have an adequate management information system

from which to arrive at appropriate policy judgments. This
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deficiency seems particularly acute in the weapons acqui-

sition environment where the number of players, including

some external to DOD, suggests that remedies to some of the

problems must come from outside the institution of the

Department of Defense.

The Rand analysis concluded that the most important

underlying causes of cost growth observed (after effects of

inflation and quantity change were factored out) were

inadequate funding, unexpected technical difficulties,

changes in equipment performance, and estimating errors.

The study also recommended that the SARs be revised to

incorporate these or similar categories in order to provide

information on cost growth and its fundamental causes.

Recommendations

OSD 22-1; POD should assign responsibility for

analyzing the affordability of weapons system's to the DOD

Comptroller.

Under the existing procedures, no one person is respon-

sible for determining individual system affordability.

Assigning the analysis responsibility to the Comptroller

would add some independent judgment and control in the wea-

pons acquisition process and provide the Secretary of

Defense with a means of tracking and ensuring balance

between financial implications and the acquisition process.

The Comptroller is independent of program offices in the

services and other parts of OSD that play a role in the

acquisition process. In addition, the Comptroller's know-

ledge of financial matters in the entire DOD, including the

financial status of other major weapons systems, should

provide a sufficiently broad perspective relative to the

issue of affordability of individual systems. Also, the

Comptroller can perform more effectively if the CAIG func-

tion reports directly to the Comptroller.

OSD 22-2; When budgeting the acquisition of a weapons

system, DOD should use the higher of the estimates sub-

mitted by either the CAIG or the program management office.

While neither has been totally accurate in the past, it is

believed that the CAIG estimates are closer to reality.

The program manager's performance should be judged against

his estimate — assuming program manager continuity through

decisive milestones.
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OSD 22-3; POD should establish a new production cost

estimating baseline foe measuring program performance once

a system is ready for the Milestone III decision to go into

production. Milestone II is too early in weapons systems

development for establishing the baseline production cost

for a system. At Milestone III, most systems are fully

developed and tested, and a limited production run has been

accomplished, assuring more accurate cost figures. How-

ever, in some cases, the baseline should be set subsequent

to Milestone III, if accurate cost forecasts are still

unavailable at that point.

While the OSD Task Force is of the view that the pro-

duction decision at Milestone III warrants a new baseline,

we recognize that there will be resistance to the recom-

mendation if the weapon configuration generally conforms to

the Milestone II assumptions and design. In such cases,

it may not be deemed worthwhile to develop a new baseline.

However, it is strongly urged that a new baseline be mutual-

ly agreed to by DOD and the Congress when significant

configuration changes have occurred.

OSD 22-4: To encourage contractors to estimate target

costs more realistically in contract negotiations and to

decrease costs further during development contracts, POD

should consider using contracts which permit the Government

and contractor to share in cost underruns (as at present),

bat which require the contractor to absorb a greater share

of cost overruns, except perhaps for economic price adjust-

ments. Currently, individual contracts are awarded to

contractors for the purpose of developing a weapons system

that may eventually go into full-scale production under

future contracts. Under these development-type contracts,

target costs and target profits are negotiated along with

sharing ratios (e.g., 30 percent contractor, 70 percent

Government) for cost overruns and underruns, in order to

give contractors incentives to decrease costs, k particular

concern of this recommendation is that a method should be

determined that will relieve the Government from sharing in

cost overruns that are attributable to deliberate under-

bidding on the part of the contractor. If contractors are

required to absorb a greater share of cost overruns, the

target costs included in the contracts should be more

accurate. Contract target costs will then provide a more

useful basis for assessing the ultimate affordability of

weapons systems.

OSD 22-5: DOD should release RF? for new weapons

systems to industry without revealing 30D budget figures.

Currently, when DOD releases an RF?, contractors acquire

DOD acquisition strategy anU budget figures. It is connon

knowledge that contractors have, in many cases, underbid
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their own internal estimates so as not to exceed DOD budget

amounts. Frequently, cost-type contracts are used at this

early stage of the acquisition cycle so that the ultimate

effect is a cost overrun which is absorbed primarily or

entirely by the Government.

OSD 22-6; Prior to issuance of an RFP, DOD should

informally consult with potential contractors in order to

aid in contractor understanding of the project and to allow

contractor input. Studies have indicated that some cost

underestimation results when contractors do not fully under-

stand the scope and complexity of the program.

OSD 22-7t DOD should propose revision of the SAR

reporting format in order to made these reports a mors

useful management information tool.

Savings and Impact Analysis

Better estimates of weapons systems costs is one of

the factors necessary to reduce instability in the weapons

acquisition process. We project that improvements in

weapons cost estimates would ultimately reduce by 3 to 10

percent the number of major programs which enter full scale

production.

We have estimated that approximately $5.26 billion in

annual savings could accrue from an overall reduction in

instability in the acquisition process (see Issue OSD 23).

This estimate includes the savings which would result from

improvements in estimating weapons costs, which in itself

would lead to reduced instability costs.

Implementation

The Secretary of Defense should direct that procedures

for estimating weapons systems costs be revised as discussed

above. In addition, contractors should be better informed

about the complexity of programs at the bidding stage.

Finally, greater incentives should be built into contracts

to preclude deliberate underbidding and to discourage cost

overruns.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

B. WEAPONS ISSUES (CONT'D)

OSD 23: INSTABILITY IN THE WEAPONS ACQUISITION PROCESS

Summary Recommendation

The Department o£ Defense (DOD) should commit to a

stable five-year spending plan for the acquisition of

weapons systems at economical production rates. DOD should

focus the attention of Congress on any significant increase

in costs that would result from proposals to change the

plan. Critical to achieving such a plan for program

stability is the DOD's ability to relate financial afforda-

bility to proposed new systems early in the budgetary

cycle. This would avoid accumulating systems that cannot

be funded in economic production quantities during the

entire production cycle.

Financial Impact

Potential Savings: Cost growth due to insta-

bility on 25 major programs studied recently

is estimated to be $27 billion per year.

While it is not possible to control instabi-

lity completely, the improvements recommended

herein should save at least 5 to 10 percent

of the annual weapons costs (approximately

S70 billion).

$5.26 billion

annually

(after full

implemen-

tation)
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Background

For purposes of this report, program instability is

defined as any event, except inflation, which causes actual

program costs to exceed original estimated costs. Program

instability would, therefore, include poor initial cost

estimates, stretched and delayed production schedules, engi-

neering changes, quantity changes and poor contractor

performance.

Issue OSD 21 estimates savings available in RDT&E

phases through limiting new starts. Issue OSD 22 discusses

the problems associated with poor cost estimation, particu-

larly at the time of the Milestone III decision to go into

full-scale production. This issue treats the excess costs

incurred in the production phase due to instability. Be-

cause inadequate cost estimates contribute to instability,

the savings attributable to both issues OSD 22 and OSD 23

are combined.

Methodology

The Task Force conducted over 100 interviews with per-

sonnel in OSD, the services, and private industry. It also

reviewed various articles, conference reports, books, many

internal DOD reports and reports of the General Accounting

Office (GAO).

The concerns addressed by this issue and OSD 22 were

also addressed by the President's Private Sector Survey

Procurement/Contracts/Inventory Management Task Force in

their issues PROC 4 (Multi-year Contracting), PROC 6

(Planning), and PROC B (Cost Estimating and Scheduling).

That task force estimated that $8.3 billion could be saved

in DOD weapons procurement in the first three years through

the adoption of their recommendations.

Findings and Conclusions

The OSD Task Force traced the program cost estimates

for 25 major weapons systems, based upon an analysis initi-

ated by the Defense Systems Management College. That

analys1s reviewed the cost growth factors in the acquisition

process of major weapons systems.

The 25 major programs that we reviewed were initiated

between 1971 and 197B. They have been affected by program

changes, technological changes, quantity changes, timing

changes and unanticipated inflation. We attempted to
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measure the cost growth in these programs through the end

of 1981, recognizing that a significant factor in seeming

"cost growth" could be due to low cost estimations per-

formed at the onset (see Issue OSD 22).

The 25 programs had an average age of seven years as

of year-end 1981, but the weighted average was somewhat

less when the size of programs was considered.

We found that the year-end 1981 total of the cost esti-

mates for these 25 programs was 323 percent of the total

development estimates made at the time the respective pro-

grams were initiated. Our analysis of the cause of cost

escalation revealed the following:

($ billions)

Total development estimates $104.8

Inflation costs beyond assumption

in development estimate 42.3

Program changes made after

development estimate 129.4

Other changes made after

development estimate 62.7

Total estimated program costs

over program life cycle $339.2

Even when unanticipated inflation was removed, the

cost growth due to instability factors for these 25 programs

was S192.1 billion, or 183 percent of the original develop-

ment estimate. The total annual increase in program costs,

adjusted for year of entry for each program, was $26.9

billion, or 28.8 percent by weighted average (see Exhibit

II-8 at the end of this issue).

This does not imply that the program measured at year-

end 1981 was the identical program on which the development

estimate was based. It may be, to the extent that the

original estimate was unduly low, but other changes must be

analyzed as well. These results do demonstrate that a£-

fordability cannot be adequately anticipated in the face of

such unreliable data. It also demonstrates the high cost

of not freezing the design or proceeding to approve the

program before the true costs of technological improvements

to the design are known.

On the basis of our review of this data, other studies

reviewed, and discussions with POD personnel, the OSD Task'

Force concluded that POD has difficulty relating financial

affordability to the production of proposed new systems"

sufficiently early in the decision-making process. As a
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result, more systems are put into production than can be

funded in economical production quantities during the

product cycle of each system, resulting in cost growth for

reasons such as stretched production schedules and quantity

changes. In this connection, the Selected Acquisition

Report (SAR) of June 30, 1981, shows that 40 of 47 programs

have experienced changes in the number of units to be

procured, and 41 have experienced schedule changes.

On average, the production phase of a weapons system

spans about five years and represents 3,0 percent of the

total weapons system cost. The remaining 20 percent of the

weapons system cost is represented by prior RDT&E expendi-

tures, including full-scale development, which may have

required up to 10 or 15 years before the system was ready

for production (Exhibit II-4 on page 145 illustrates the

process).

Because most of the funds are spent for procurement,

and not development, a careful determination of whether a

program will proceed into production or be cancelled should

be made at Milestone III. At this point, the determination

should be made regarding:.

o whether the particular weapons systems is still

required to meet the threat as perceived early on

in the R&D work program;

o whether the weapons system reflects successful

and effective culmination of the preceding R&D

wor k;

o whether the R&D development should be cancelled

and written off as an unsuccessful venture;

o whether the cost of the weapons system in econom-

ical production quantities over the entire life

cycle is affordable, in relation to other systems

presently in production or being considered by

DOD.

At the present time, we do not believe that the pro-

cesses of weapons system selection, internal POD budgeting

for production, and Congressional appropriations are suf-

ficiently interrelated so that an orderly and economicaX

process of weapons system acquisition management may oper-

ate. Weapons systems should be acquired at the lowest

reasonable cost- per unit, which frequently means higher

annual rates of production. However, there appear to be

many systems in production at uneconomically low production

rates that cannot be terminated because of the pressures of

various constituencies such as the services, contractors,
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and the Congress. We believe the present situation also

exists, in part, because of DOD's failure to adequately

Limit the number of new systems that are initiated (see

Issue OSD 21).

Acquiring systems at the lowest reasonable unit cost

by insisting on adequate economic production quantities is

not presently a high priority in POD decision-making pro-

cesses '. DOD seems to opt for having large numbers of'dif-

ferent systems in production at low, uneconomical rates of

production. This is so in spite of the DOD Acquisition

Management Improvement Program which states: "We must

improve long-range planning to enhance acquisition program

stability.... [We must] increase program stability by fully

funding R&D and procurement at levels sufficient to ensure

efficient cost, supportability and schedule performance,

and minimize changes to the approved program."

Multiyear procurement (MYP) is a contractual procedure

whereby POP agrees to purchase from a contractor a stated

number of weapons systems each year for several yearsT

usually at a fixed price, but possibly with escalation of

certain basic costs based on inflation indices. Only a few

weapons systems are presently being procured on MYP con-

tracts. In contrast, most weapons systems are presently

procured on the basis of annual contracts, wherein the quan-

tities purchased have a direct relationship to the amount

of annual appropriations from Congress. Under this annual

basis of procurement, the quantities of any particular

system that are purchased can vary significantly from year

to year, depending on a wide range of factors, such as

overall budget constraints, competing systems, technology

changes and the strength of the constituencies in support

of the individual system.

Under MYP, the Government and the contractor enter into

a long-range financial relationship, at a fixed cost to the

Government. In these circumstances, the Government is in a

stronger position to negotiate a lower contract price be-

cause higher and more stable quantities are procured each

year, rather than the lower uneconomical production rates

often used under the annual contract procedure.

The OSD Task Force believes MYP is a vehicle for accom-

plishing program stability and minimizing attendant cost

growth. Cost savings from the use of MYP have been esti-

mated at 10 to 20 percent by the Deputy Secretary of

Defense. The Navy claims from 6 to 35 percent savings over

single year procurement on four sample programs. The Air

Force claims it could "routinely" save from 10 to 30 percent

of total acquisition cost by MYP.
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Based on OSD Task Force experience and knowledge of

the industry, we believe entering into MYP contractual com-

mitments for many proven systems that enter the production

phase would help provide the discipline of program stability

on the part of the Administration, Congress, and DOD. We

believe all decision makers would take a harder look at the

initial decision to procure a particular system under MYP,

covering three to five years' production at higher economi-

cal annual quantities because of the significant dollars

involved, as opposed to the smaller dollars involved in the

annual appropriations process. We also believe OTP would

force a higher degree of competition among different systems

competing for scarce financial resources, with the healthy

result that some programs would not be funded for produc-

tion. Other major benefits of MYP are reduced program costs

and an acute awareness of the high cost of program changes

such as quantity changes, stretched production and engineer-

ing technology changes, all of which contribute to cost

growth.

Savings due to MYP can be achieved through any or all

of the following:

o Increased competition at the prime contractor and

subcontractor levels.

o Economic quantity buys of material throughout the

subcontractor and supplier base.

o Improved labor and overhead efficiencies at the

prime contractor and subcontractor levels by

optimizing costs for start-up and learning.

o Improved productivity in the manufacturing process

as the result of increased corporate capital

investments.

o Reduction of lead times for manufacturing

materials and parts in the subcontractor/supplier

base. This can occur by permitting the prime con-

tractor to enter the subcontractor/supplier pro-

duction queues only once at the beginning of the

program, instead of having to reenter the queues

each year.

o Improved surge production capability for the over-

all weapon system, as well as for logistics sus-

tainability, because of the increase of materials

ordered at the beginning of the MYP contract.
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If MYP were used on a more regular basis, an environ-

ment of stability would be achieved within which the acqui-

sition process could function. For example, only a single

contract is negotiated under MYP, as opposed to several

under the annual appropriations basis. Thus less time is

used on administrative functions, such as budget prepara-

tion, furnishing and evaluating estimated prices, and

changing quantities that influence price estimating.

The higher degree of competition at both the prime

contractor and subcontractor levels for the larger contracts

resulting from MYP would permit industry to use management

techniques, equipment and tooling which would result in

providing weapons systems at a lower cost per unit. The

MYP contractual arrangement would allow the contractor to

commit corporate financial resources, people, facilities,

equipment and subcontractors for longer periods of time.

This would result in improving the industrial base and

making the Government a more attractive customer, thereby

increasing competition.

In the experience of the OSD Task Force, increased

competition leads not only to lower costs but also to higher

improved quality. An illustration of the importance of

establishing improved quality is found in the aerospace

industry, according to Aviation Week and Space Technology,

August 2, 1982. An article by W.H. Gregory indicated that

U.S. aerospace managers were averaging only about 12 good

assemblies out of every 100. MYP is an excellent tool by

which the Government can require the manufacturer, because

of the size and stability of the contract, to commit

resources to optimize system performance.

As was pointed out in Issue OSD 22, the OSD Task Force

believes cost estimates for weapons systems are made too

early — so early that accurate forecasts are nearly

impossible. The level of confidence that a major program

will be completed within its initial cost estimate (pres-

ently made in conjunction with the Milestone II decision to

proceed with full-scale development) is only 9 percent (N.

Augustine, Concepts, February 1982). Accordingly, baseline

production cost estimates, against which actual costs will

be compared in many cases should not be made until the

project has advanced to Milestone III, when reasonable

estimates can be made.

Top management in OSD and program managers for major

weapons systems serve in their respective capacities an

average of only 30 months. The average life cycle of a

weapons system, including R&D and production, is over 13

years. We have determined from private sector sources that

industry keeps key employees in positions an average of
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eight years for projects and operations of less financial

magnitude and technical complexity than major defense

weapons systems.

Program managers are not presently held responsible

for all aspects of the program, since they are not able to

control certain aspects, such as funding and program

changes. Accountability for a program is shared by a

number of entities — the services, the program manager, the

Congress and OSD. As a result, no one is really held

accountable.

Recommendat ions

OSD 23-1: Recognizing that Congress, the Administra-

tion, POD, and contractors have all contributed to past

program instability, we believe that in the future, OSD

should exercise its authority and play a more aggressive

role in controlling defense expenditures. OSD should

exercise control in the following ways:

o For its own and external use, such as Congres-

sional relationships, DOD should make firm five

year spending plans based on economical rates of

production. DOD should calculate and focus

attention on the cost of changing from those

plans prior to any decision to alter the five-

year plan by the Congress, any entity in DOD, or

the Administration.

o DOD can minimize cost growth in systems acquisi-

tion through commitment to program stability that

is best evidenced by MYP contracts.

o DOD should address both the financial afforda-

bility of proposed systems and the defense need

for the systems in the annual Defense Guidance

Report. At present, this report does not address

in sufficient detail the issue of financial

affordability. To interlock affordability and

need would help prevent starting new systems that

cannot be funded in economical production quanti-

ties during the entire production cycle.

o DOD should reestablish its baseline production

cost estimate at Milestone III, when program

costs can be estimated more realistically.
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OSD 23-2; Recognizing that program managers play a

key role in the acquisition process, improvement in program

stability can also be achieved by POD action to:

o Lengthen the assignment period of key Government

personnel, such as program managers.

o Develop a stated career path for program managers

to provide incentives for improved performance.

o Hold program managers accountable for those

aspects of the program that they are able to

control, recognizing that Congress, OSD, or the

services sometimes take control out of their

hands.

Savings and Impact Analysis

Our sampling of weapons cost escalation indicates that

too many weapons systems are allowed to proceed through the

acquisition cycle because the potential costs are under-

estimated at the outset and the costs of changes are not

adequately anticipated.

Proper estimating, freezing of the design at a reason-

able point, MYP, and curtailing the number of systems pro-

duced would enable DOD to purchase the best range of sys-

tems that are affordable.

While we recognize that all instability cannot be

eliminated, it is our judgment that the implementation of

the recommendations for Issue OSD 22 and this issue should

be able to reduce instability by as much as 20 percent. We

estimate that such stability improvement would yield a 5 to

10 percent savings for weapons production procurement

costs, which are currently $70.1 billion. Mean estimated

savings of 7.5 percent would be $5.26 billion.

Assuming five years to implement the recommendations,

the savings would be:

($ billions)

With 10 percent

inflation assumption

First year $1,052 $1,052

Second year 2.104 2.314

Third year 3.156 3.819

Three-year total $6.312 $7.185

Fourth year 4.208 5.601

Fifth year 5.260 7.701
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Implementation Steps

DOD should seek legislation to permit the increased

use of multiyear contracts and the Secretary of Defense

should implement the recommendations discussed above to

improve stability in the weapons acquisition process.
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Exhibit II-8

INSTABILITY COSTS FOR 25 SELECTED PROGRAMS

AS OF DECEMBER 19TT

($ millions)

Instability

Orig. cost increase

Program cost Cost escalation per year

Start

Age

est.

Unanticipated

No.

date

(yrs)

Inflation

Instability

S

%

1

1977

4

64,184

S810

S3.078

S770

18.4

2

1971

10

329

125

1,122

112

34.1

3

1978

3

3,186

205

743

248

7.8

4

1975

6

1, 563

660

932

155

9.9

5

1978

3

14,084

2, 400

11,099

3, 700

26.3

6

1978

3

1,358

205

1,023

341

25.1

7

1972

9

3, 758

1,200

2,423

269

7.2

8

1972

9

5, 241

2,075

3, 393

377

7.2

9

1972

9

4, 779

2, 015

12,780

1, 420

29.7

10

1969

12

6, 166

999

28,667

2, 389

38. 7

11

1970

11

1,032

325

2,153

196

19.0

12

1973

a

3, 245

3, 000

8, 001

1, 000

30. 3

13

1977

4

464

545

3,221

805

173.5

14

1971

10

5, 748

2,410

16,108

1, 611

28.0

15

1974

7

12,431

5, 940

10,127

1, 447

11.6

16

1970

11

2,662

460

3, 091

281

10.6

17

1970

11

7, 355

3, 750

29,449

2. 677

36.4

18

1975

6

6.055

3, 100

31,749

5, 292

37.4

19

1973

3

632

105

7 21

90

14.3

20

1975

6

12,875

10,250

16,600

2, 767

21. 5

21

1975

6

735

210

1,103

184

25.0

22

1970

11

3, 908

310

2,039

135

4.7

23

1976

5

601

220

303

61

10.1

24

1977

4

894

150

675

169

13.9

25

1977

4

1, 527

280

1, 500

375

24.6

TOTAL

S104.812

S42.249

26,921

AVERAGE

23.3

90-185 0-88-27
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SUBCHAPTERS OMITTED

C. RETIREMENT p> 209

D. HEALTH p< 245

E. PERSONNEL p> 275
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

P. FINANCIAL ISSUES

OVERVIEW

The Office of the Secretary of Defense (OSD) Task Force

has found that there is no usable management information

system in the Department of Defense. Line item detail pre-

scribed for the Federal budget cannot be used effectively

for the financial analysis of areas of operation.

Since top DOD officials do not have as ready access to

management information as would be normal in private sector

operations, frequent resort is made to special studies. A

major obstacle occurs because of the delay in obtaining

relevant data and because basic decisions tend to be put

off in the press of other problems.

Because of the operational deficiencies of the basic

accounting system, great reliance must be placed upon

financial controls and internal auditing. Added focus in

this area should result from the recent creation of the

position of Inspector General for the DOD.

The OSD Task Force makes two further recommendations

to enable the Secretary to maximize the value of the inter-

nal audit function. Since the scope of internal audits in

the procurement area has been far too limited for the size

of the weapons acquisition program, the establishment of a

Procurement Audit Service is recommended.

The private sector has found that corporate audit com-

mittees, comprised of outside directors, considerably

improve the quality of internal auditing and the scope of

the internal audit program. The OSD Task Force recommends

that DOD establish an outside audit committee to perform a

similar function for the Secretary of Defense.
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XI. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

F. FINANCIAL ISSUES (CONT'D)

OSD 36: DEPARTMENT OF DEFENSE PUBLIC AUDIT COMMITTEE

Summary Recommendation

The Department of Defense (DOD) should seek legislation

that will permit it to establish a public audit committee

comprised of members from the private sector appointed by

the President of the United States. The role of the DOD

Public Audit Committee would be comparable to that of pri-

vate sector audit committees, which serve in an advisory

capacity to corporate boards of directors. The primary

responsibility of the DOD Public Audit Committee would be

to conduct thorough and independent reviews of DOD internal

audit practices, procedures, and controls, and to evaluate

the adequacy of the internal audit responsibilities, mis-

sion, and scope for DOD.

Financial Impact

The formation of a DOD Public Audit Committee would

enhance the effectiveness and visibility of the audit func-

tions within DOD and provide an independent review of

overall audit and management policy compliance. The full

effects of this recommendation in terms of financial savings

and increases in operating efficiencies and program effec-

tiveness are difficult to measure. However, based on our

review of DOD internal audits and follow-up on audit recom-

mendations, the Office of the Secretary of Defense (OSD)

Task Force feels that the increased importance placed on

the audit function will result in substantial savings.

Further, the resulting long-term improvements in internal

controls will generate additional opportunities for savings.
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Background

The private sector has increasingly come to recognize

the positive value of a public audit committee as an instru-

ment of control, as well as a means of enhancing the quality

and acceptability of the internal audit process. A basic

function of a corporate audit committee is to assist the

board of directors in fulfilling its fiduciary responsibility

relating to corporate accounting and reporting practices.

Another major function of the committee is to maintain a

direct and separate line of communication between the board

of directors and the company's independent auditors. Through

this role of communication, the audit committee develops

information on an understanding of company activities which,

through their advisory role with the board of directors, can

be used to strengthen the board's control of company opera-

tions. The OSD Task Force believes that a properly struc-

tured dcd audit committee can assume a similar role and

improve the overall control of DOD's operations.

Findings and Conclusions

Most corporate audit committees concentrate their

activities on issues related to profitability, such as the

company's budget and long-range financial planning. The

audit committee provides the company's directors with an

independent assessment of overall management efficiency and

control. The very complexity of DOD's structure and opera-

tions increases the probability of breakdowns in internal

control and policy compliance. In DOD, the profitability

motive of the private corporation is replaced with the

mission of protecting and defending national security in

times of peace and war. The DOD Public Audit Committee

should focus on internal audit policies and procedures and

on mechanisms for internal control which ensure that oper-

ating policies are efficiently and effectively carried out.

DOD Directive 7600.2 defines the scope of internal

audit to include evaluations of the economy, efficiency, and

effectiveness with which managerial responsibilities are

carried out, including financial, operational, and support

activities. DOD has both internal and contract auditors.

The DOD Public Audit Committee would be concerned primarily

with internal audit. DOD has four internal audit organiza-

tions, which collectively are responsibile for auditing all

of DOD's operations (i.e., Defense Audit Service, Army Audit

Agency, Navy Audit Agency, and Air Force Audit Agency). We

recommend that the DOD Public Audit Committee work directly

with the Secretary of Defense and the DOD Inspector General.

However, given that the internal audit components in the

services are separate organizations, it will also be
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necessary for the committee to interact with the appropriate

service audit agency directors.

It is our understanding that POD has numerous standing

committees which were formed to coordinate POD audit and'

investigative functions. Members on these committees are

generally POP personnel at policy-making levels in the OSP

and the services. It appears that due to cross-membership,

a major value of these committees is the opportunity they

provide for communication among top managers of the various

audit groups. This provides some internal coordination

among POP audit groups. To the extent that these groups

actually plan the internal audit effort, the Public Audit

Committee may determine that it is appropriate to interview

committee members on a regular basis. At the same time,

members of these groups, like the internal auditors, should

have direct access to the Public Audit Committee without

going through the Secretary of Pefense.

The POP Public Audit Committee should review or offer

guidance to top POD management in the following audit-

related areas;

0 policies for audit activity;

o the development and execution of a comprehensive

and coordinated long-term audit plan, including

the prioritization of audit coverage in high

dollar-risk environments such as procurement,

inventory management, and research, development,

test, and evaluation (RPT&E);

O the effectiveness of and compliance with POP poli-

cies and procedures at all levels of management;

o the effectiveness of management controls to

increase operating economies and efficiencies;

o the evaluation of internal controls and accom-

plishment of stated policy objectives;

o follow-up of management's implementation of audit

recommendations;

o follow-up of various commission recommendations

directed towards POP and its operations;

O the need for updated computer auditing techniques;

and

o the need for increased coordination between the

various audit organizations in the selection of

audit targets.
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The benefits of a public audit committee can be far-

reaching. For one, the committee's role reinforces the

internal auditor's independence from management, thereby

providing an additional degree of control over operating

policies. An audit committee also forces both auditors and

management to take a more aggressive approach toward pro-

blems that might otherwise go unresolved.

The committee's composition of private sector individ-

uals assures the independent point of view that is so

crucial to its effective functioning. While a knowledge of

business and finance as they relate to DOD activities is a

distinct advantage to audit committee members, it is not

essential for all members. Audit committee experience would

be a helpful criterion for committee membership. The com-

mittee composition should provide for diversity in outlooks

among members.

We recognize that DOD's operations with respect to

national security will require that audit committee members

qualify for security clearance. However, the purpose of

the committee will not be to examine policy decisions with

respect to national defense. Rather, as in the private

sector, the committee's primary function will be to provide

feedback to top management (in this case, the Secretary of

Defense) regarding the efficiency and effectiveness of

operations overall and the extent to which operational

policies are being followed.

Recommendations

The OSD Task Force recognizes that a public audit com-

mittee for DOD would be a unique entity, as no other Federal

agency uses a private sector group in such a manner. The

fact that we recommend such a committee only for DOD does

not mean that we do not feel other agencies would also

benefit from such a group. Rather, our focus of study was

DOD and our recommendation is contructed accordingly.

Legislation would be required to form an advisory group

to the Secretary of Defense which is comprised totally of

members from outside the DOD. Based on our knowledge of

the operation of public audit committees in the private

sector, we recommend that the legislation include the fol-

lowing provisions.

OSD 36-1t The President should appoint an audit com-

mittee for DOD consisting of seven leaders from the private

sector, with no more than four from any one political

party. The committee members should serve for one term of
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six years should not be reappointed unless the intitial

appointment was to fulfill an unexpired term of less than

three years.

Initially, the President should appoint members as

follows: three members for six years; two members for four

years; and two members for two years (eligible for

reappointment). Thereafter, all terms would be six years,

except in situations where an unexpired term is filled.

Anyone having served in DOD in the previous five years would

not be eligible for membership on the audit committee.

Members would serve without pay.

The primary duties and responsibilities of the audit

committee would be defined as follows:

o The committee would be required to meet formally

at least four times a year and submit a report of

each meeting to the Secretary of Defense. Meet-

ings could be scheduled at any other times deemed

appropriate by the committee.

O The committee, on an individual or joint basis,

would be accessible, through OSD, to receive

reports, suggestions, questions, and recommenda-

tions from internal auditors and financial

officers of DOD.

o The committee would review the duties, responsi-

bilities, and activites of the Inspector General's

Office of DOD, other OSD-level organizations with

internal audit responsibilities, and the respec-

tive service audit agencies.

o The committee would review periodically, with

appropriate DOD personnel, management's plans and

procedures to assure compliance with DOD policy

and performance thereunder.

O The committee would review selected accounting

policies.

O The committee would meet with the Secretary of

Defense semiannually to report on findings and

recommendations developed through the audit pro-

cess .

Implementation

DOD should seek legislation to establish a Public Audit

Committee as discussed above.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

P. FINANCIAL ISSUES (CONT'D)

OSD 37; PROCUREMENT AUDIT SERVICE

Summary Recommendation

The Department of Defense (DOD) should establish a

central audit group, the Procurement Audit Service, with

responsibility for internal audit of all DOD procurement

practices. The Procurement Audit Service should report to

the DOD Inspector General.

Financial Impact

Potential Savings; The financial impact of

this recommendation is very difficult to

quantify. Assuming a productivity factor of

.5 percent through improved audit and review,

the Office of the Secretary of Defense (OSD)

Task Force estimates cost avoidances and

efficiency improvements could total $500

million annually. Potential non-financial

benefits are discussed below.

There may be some implementation cost, not

quantified here, to the extent that addi-

tional personnel are required to handle

assignments previously performed by auditors.

In light of the authorization of 100 new

spaces for procurement auditing in the FY

1983 budget, and the transfers proposed

herein, further additional personnel may not

be required.

$500 million

annually
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Background

The internal audit components of DOD include the

Defense Audit Service (DAS), the Army Audit Agency (AAA),

the Navy Audit Service (NAS), and the Air Force Audit Agency

(AFAA). As described in DOD 7600.2, the purpose of an

internal audit is to provide management with a report of

the economy, efficiency, and effectiveness with which cer-

tain responsibilities and functions are being carried out.

Management, the personnel responsible for carrying out cer-

tain functions, and the auditor are all members of the same

organization but have separate and distinct reporting rela-

tionships .

The reporting relationship and the structure of DOD

audit groups have undergone many changes since the esta-

blishment of DOD. The 1949 amendments to the National

Security Act assigned audit operations, both internal and

contract, to the DOD Comptroller. However, the responsibi-

lity for conducting audits within the services was assigned

to the AAA, NAS, and AFAA which reported to the respective

comptrollers of these Military Departments.

In 1978, the Secretary of Defense transferred the audit

function of the Navy and Air Force from the respective

comptrollers to positions directly under the Service Secre-

taries. Similar action had been taken by the Army in 1974.

DAS was created in 1976, reporting to the Secretary of

Defense. As a result of the 1978 reorganization of OSD,

DAS was placed under the DOD Comptroller.

The Inspector General Act of 1978 excluded DOD but

provided for an in-depth study of the then-existing audit

agencies. In April 1981, the Office of Assistant to the

Secretary of Defense for Review and Oversight was esta-

blished, and DAS was moved from the Comptroller's Office to

Review and Oversight. In 1982, Congress established the

DOD Inspector General's (IG) Office, and DAS was transfered

from Review and Oversight to the new IG's office.

As of March 31, 1982, approximately 2800 persons com-

prised the internal audit and review functions in OSD and

the Services. This number excludes approximately 1700

spaces in the military internal review groups, whose primary

function is to service commanders•at the various military

installations. Also excluded are 3600 personnel assigned

to the Defense Contract Audit Agency.

The external audit component of DOD is the Defense

Contract Audit Agency (DCAA). DCAA's audit effort is

directed to outside entities — basically contractors and
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vendors of goods and services for Government use or consump-

tion. DCAA personnel have no responsibility for evaluating

internal audit procedures or for the personnel responsible

for performing internal audit procedures.

DCAA has responsibility for all contract audit services

for DOD procurement. It has also been assigned responsibi-

lity for other Federal agencies. While contract auditors

report to DCAA management, their primary role is to service

the requirements of the contracting officers. In the pre-

award stage of the acquisition process, DCAA personnel

function as financial advisors, while in the post-award

phase, they function primarily as cost analysts.

Methodology

The Task Force conducted numerous interviews with OSD-

level personnel responsible for audit plans and policy for

both DAS and DCAA. The Task Force also reviewed annual

reports of audit operations for DAS and DCAA for 1980

through the third quarter of 1982.

Findings

The numerous structural reorganizations plus changes

in reporting relationships for the audit groups have

affected not only audit policy but also the selection of

audit targets I In the early stages of their existence,

audit groups concentrated their efforts on accounting and

financial functions. Their efforts soon expanded to the

areas of suppply, maintenance, personnel, training, and

operational support functions in general. The audit

approach was not necessarily financial or accounting but an

evaluation of efficiency and effectiveness.

Prior to the establishment of the DOD IG, audit policy

and procedural criteria were developed by the DOD Comp-

troller. The IG is now responsible for determining audit

policy regarding fraud, waste, and abuse in DOD. The IG's

responsibilities also include coordination and examination

of all audits performed on DOD programs. Audit assignments

by the four internal audit agencies, DAS, AAA, NAS, AFAA

may be self-initiated, mandated, or requested.

Self-initiated audits in general are directed toward

the review of management controls in concept and practice

and the prevention of fraud and waste. Our extensive review

of audit reports and audit plans reveals a lack of specific

audit effort in the area of the internal control of the
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procurement process. As a consequence, audit efforts are

not effective in monitoring internal controls in procure-

ment .

For FY 1980, the percentage applications of audit

resources for internal audit of procurement and contract

administration functions was 11.2 percent. An examination

of several related audit reports suggests at least one-half

of that effort was directed toward contract administration,

thus leaving only about 5 percent of total resources

directed to procurement. Given the magnitude of DOD expen-

ditures for procurement (i.e., approximately $114 billion

projected for FY 1983), it is evident that greater emphasis

and increased resources should be directed toward the audit

of research, development, test and evaluation (RDT&E) and

procurement.

A major procurement audit was scheduled to start in

July 1981, with a commitment of 840 audit work days. The

audit was directed toward RDT&E funds for cruise missiles

for Navy and Air Force programs. The objective was to

ascertain whether the acquisition agency had made proper

risk evaluation of evolutionary technology versus revolu-

tionary or frontier technology. We believe this was an

excellent audit target, even though the objectives were

restrictive and should have included a review of baseline

estimates and causes of cost growth. The audit target was

apparently not considered top priority because the audit

was never undertaken.

During the six-month period ending March 31, 1982, the

audit components of DOD issued 105 reports which addressed

subjects dealing with procurement and research and develop-

ment. These reports recommended changes which would provide

savings of $650-$700 million.

Conclusions

Based on an extensive review of DOD audit reports and

plans, the OSD Task Force concluded that there is a lack of

specific audit effort in the area of internal control of

the procurement process. The FY 1983 Defense budget in-

cluded RDT&E expenditures of approximately $24 billion and

procurement expenditures of approximately $89.6 billion.

It appears that DAS audit plans do not direct sufficient

priority or effort in the overall review of procurement

practices of the various acquisition groups within OSD and

the services.
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The diffusion of the audit effort has led to the

ineffective internal audit review of controls in the pro-

curement area. There is no centrally directed, comprehen-

sive oversight review of the entire procurement process.

Further, the audit coverage of DOD procurement practices is

inadequate to ensure proper control of waste and ineffi-

ciencies .

Recommendations

OSD 37-1: DOD should establish a Procurement Audit

Service (PAS) to perform internal reviews of DOD procurement

practices. The PAS should report to the DOD IG. The DCAA

should remain in the DOD Comptroller's organization and not

be assigned to the IG. The proposed PAS should review the

quality, accuracy, and scope of DCAA in the course of its

normal internal audit reviews.

In order to establish the special Procurement Audit

Service (PAS), the OSD Task Force proposes that 5 to 10

percent of the spaces in each of the existing audit agencies

be transferred to the PAS. Decreasing the number of audi-

tors in the service agencies and in DAS would be offset by

relieving these agencies of most' of their procurement audit

assignments and by eliminating the quasi-audits, such as

force readiness reviews. The OSD Task Force recommends

that the performance of force readiness reviews be the

responsibility of the IGs services.

In addition to its examination of the internal control

procedures related to DOD procurement, the PAS should also

monitor and assist in the implementation of the Acquisition

Improvement Plan. For example, the PAS, in concert with

the Task Force on Acquisition Improvement, could direct

attention to such areas as more realistic weapons systems

cost estimates, adequate and stable program funding, greater

use of multi-year contracting, etc.

The OSD Task Force feels that a highly trained, speci-

fically directed procurement audit force would provide

significant monetary benefits of equal importance, we feel

would be the potential non-financial benefits:

o High level, independent, and non-operational

review of procurement and research and development

expenditures j

o Improved coordination of the audit effort when

centralized in one unit;

320

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



834

o Improved prioritizing of audit targets and assign-

ments;

o Uniformity and consistency of audit policies; and

o Coordinated interchange of information among all

audit components of DOD.

Savings and Impact Analysis

While it is very difficult to quantify the estimated

impact of this proposal, the redirection and specific focus

of the audit effort within the procurement environment point

to significant cost avoidances related to increased effi-

ciency, economy, and effectiveness. The semi-annual report

to Congress of Audit, Inspections, and Investigative Opera-

tions in the DOD (October 1, 1981-March 31, 1982) contains

several examples of successful endeavors in detecting waste

and opportunities for improved efficiency in various areas

of procurement. Assuming a productivity factor of only 0.5

percent through improved audit and review, it is conceivable

that cost avoidances or efficiency improvements could aggre-

gate over $500 million.

Assuming an annual inflation factor of 10 percent, the

estimated savings in the first three years would be:

(S millions)

First year

Second year

Third year

Three-year total

Implementation

The Secretary of Defense should establish a Procurement

Audit Service under the DOD IG as discussed above.

S 500

550

605

$1.655

321

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



835

II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

P. FINANCIAL ISSUES (CONT'D)

OSD 38: FREIGHT BILL AUDIT

Summary Recommendation

Since the Department of Defense (DOD) is the largest

Government procurer of commercial transportation services,

the audit function for its freight bills should be delegated

by the General Services Administration (GSA) to DOD. DOD

should then contract out the audit function to the private

sector whenever practicable. Any amounts that are recovered

due to freight bill overcharges or duplicate payments should

be credited to the budgets of the offices which procured the

transportation services in order to provide better incen-

tives for diligent audit of carrier rating errors, duplicate

billing, and classification errors.

Financial Impact

$53 million Potential Savings: Annual savings for

annually increased freight claim recovery should be

approximately $50 million plus $3 million

through reduction of staff in GSA and redis-

tribution of personnel into the transporta-

tion procurement agencies.

$72 million There is also the opportunity for a one-time

savings of $72 million from auditing the

existing backlog of freight bills.
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Background

DOD's expenditures for U.S. commercial transportation

services are expected to represent approximately 80 percent

of the projected Government-wide transportation expenditures

of $7 billion in FY 1983. Given that DOD accounts for such

a high proportion of total Government expenditures in this

area, it is logical to assume that DOD's expertise could

result in better controls over the post-payment audit func-

tion. The Military Traffic Management Command (MTMC) and

local transportation procurement agencies are experienced

in the area of freight rate negotiation, classification,

and application. This level of expertise fully qualifies

the transportation procurers to oversee the post-payment

audit of freight bills.

In a separate recommendation regarding transportation

management, Issue OSD 10, we have recommended that a cen-

tralized traffic management office be established within

MTMC. Once established, this office should assume responsi-

bility for the freight bill audit functions and should

contract out with private auditors whenever practicable.

The Federal Government has long recognized the poten-

tial for freight cost recovery. Until 1975, transportation

invoice audit was performed by the General Accounting Office

(GAO). In 1975, transportation invoice audit was trans-

ferred to GSA. Initially, GSA had over 1,000 people

assigned to the audit function. However, successive budget

reductions have reduced the GSA audit staff to under 200

people. In FY 1981, with an audit staff budget of $6

million, only $12 million was recovered in rating errors

and duplicate billings. The Office of the Secretary of

Defense (OSD) Task Force feels that reduced effort in this

area has translated into a reduction in potential recovery

of losses due to freight bill errors.

Methodology

The Task Force conducted interviews with freight

transportation procurement experts in MTMC and reviewed in

depth the operation of the Freight Bill Audit Section at

GSA with key management personnel of this section.

Additionally, it conducted interviews with GAO personnel

who recently completed an audit of the GSA freight bill

payment function. Many of the conclusions reached by the

OSD Task Force agree with the conclusions reached by GAO.
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Findings

It is apparent and recognized by all parties concerned

that there are substantial opportunities in the post-payment

audit of freight bills to identify and claim for freight

classification errors, freight rating errors, and duplicate

billings. In fact, this function was actually performed by

GAO prior to 1975, when it was consolidated under the

umbrella of services provided by GSA. However, the fact

that a freight bill audit section is self-sustaining and,

in fact, returns more revenue than it costs, has apparently

been los** on recent Administrations and Congressional budget

committees. Therefore, the function has been reduced to a

skeleton operation which foregoes many audit opportunities

in an attempt to skim the "cream of the audit opportunities"

with available staff.

The freight bill audit area provides an excellent

opportunity for reduction in Government overhead costs

through subcontracting the audit function -o private commer-

cial firms, which have for years provided post-payment audit

services to the private sector. These organizations work

on a commission basis, and auditors are paid a percentage

of their recovery. This tends to make for an extremely

lean and aggressive audit industry. In the audit industry,

the commission compensation structure creates much more

highly motivated auditors than a straight salary compensa-

tion program would. Thus, by its very nature, a contract

audit is likely to be vastly more efficient than an in-house

audit. For this reason, most private sector firms subcon-

tract the freight bill audit function.

It was also noted that there is a backlog of 14 to 22

months" of freight bill audits in GSA. Therefore, there is

an additional opportunity for one-time savings.

Conclusions

The separation of the audit function from the control

of the transportation procurers and the diversion of

recovered funds from the budgets of the procurers into a

general revenue fund reduce the aotivation to see that a

thorough audit is done" If the dollars recovered through

freight bill audits were returned to the operating budgets

of the transportation procurers, it is felt that they would

be more aggressive in ensuring that documents were available

to auditors for the post-payment audit.
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Recommendations

OSD 38-1: The post-payment audit of freight bills

function should be returned to the procuring agencies, who

are most knowledgeable in the unique characteristics of

their local procurement operations and who can best oversee

the accumulation of the necessary data to allow for an effi-

cient post-payment audit. These agencies should in turn

subcontract the audit Function, as is normal in private

industry, to commission auditors, who are generally regarded

by the private sector as being aggressive and efficient in

their audit functions. To provide additional incentive so

ensure an accurate and thorough post-payment audit, funds

recovered should be channeled back into the transportation

procurement organizations and be reflected as management

efficiencies in the operational and budget review functions

of these organizations.

The OSD Task Force supports GSA's recent efforts to

contract out the freight bill audit function and believes

that DOD should also contract out this function after it is

delegated. This concept was sanctioned by both the Senate

and House of Representatives in the proposed 19S3 appropria-

tions bill for GSA.

Savings and Impact Analysis

The OSD Task Force savings projections are based on an

estimate of a 2 percent freight claim recovery opportunity

if more comprehensive freight bill audit procedures are

initiated. The OSD Task Force has selected a recovery rate

of 2 percent as being a conservative estimate of the recov-

ery potential and in line with private sector experience.

Estimates of 5 percent or more as a potential recovery rate

have been offered by both Government and private sector

sources. Two percent is selected only to show an order of

magnitude of the potential for recovery through a thorough

and efficient audit program. Since FY 1983 DOD expenditures

for commercial transportation services are expected to equal

$5.5 billion, a 2 percent recovery would yield a savings of

$110 million.

If the freight bill audit function is contracted out

to private audit firms, the savings to the Government from

increased claims recovery would be reduced by the contrac-

tors' fees. It is our understanding that private freight

audit firms charge up to 50 percent of claims collected for

their services. Given the potential volume of Government

business, it is likely that a lower commission rate could

be established. For purposes of these estimates, the OSD
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Task Force has assumed a 40 percent commission rate, which

represents an average of commissions offered to large priv-

ate firms. This would reduce the estimated Government

savings to $52 million (net of the projected FY 1983

recovery of $14 million).

There is an opportunity for a one-time savings through

clearing up the estimated 18-month backlog in GSA audits.

Assuming that annual expenditures for commercial transporta-

tion services were $4 billion during this period, the base

for the savings calculation would be $6 billion. A 2 per-

cent savings would yield $120 million, less $48 million in

commissions, or a net savings of $72 million.

The transfer of freight bill audit functions to the

procurement organizations and subsequent subcontract thereof

would eliminate the necessity for the freight bill audit

section within GSA. In 1981, the most recent year for which

data were available, the budget for this organization was

approximately $6 million for 200 personnel. Ue are assuming

that at least half of the positions in this organization

could be eliminated. Of the remaining 100 personnel slots,

it is assumed that some personnel would be redistributed

among transportation procurement agencies to oversee the

audit function and to accumulate the necessary freight bills

and tariff data to provide to private contractors to allow

them to efficiently prepare and complete their audits. The

net result of the personnel reductions and transfers would

be a savings to the Government of approximately $3 million.

Assuming an annual 10 percent inflation factor, the

estimated savings in the first three years would be:

Implementation

GSA should delegate the transportaton freight bill

audit function to DOD as discussed above, under the auth-

ority of 31 U.S.C. Section 224. DOD should then seek

legislation that will permit it to contract out this audit

function notwithstanding the current Congressional mora-

torium on contracting out under OMB Circular A-76.

($ millions)

Three-year total

First year

Second year

Third year

$125

53 64

£32
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

P. FINANCIAL ISSUES (CONT'D)

OSD 39; GOVERNMENT-FURNISHED MATERIAL

Summary Recommendation

The Department of Defense (DOD) should accelerate the

implementation of DOD Instruction 4140.48 regarding Govern-

ment-furnished material (GPM) provided to contractors. The

Instruction should be expanded to include production as

well as maintenance contractors. In addition, DOD should

establish interim procedures to control GFM until DOD

Instruction 4140.48 can be fully implemented.

Financial Impact

$20-$60 million Potential Savings; Annual savings of

annually S20-S60 million are possible by

improving controls over GFM provided

to contractors.

327

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

4
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



841

Background

As a general policy, contractors are responsible for

furnishing all material required for the performance of

Government contracts. DOD, however, furnishes materials as

an exception to the general policy where opportunities of

economy exist or there is a need to expedite contract per-

formance. GFM includes any item which is used in a pro-

duction or maintenance process. They range from relatively

inexpensive items such as diodes to more expensive and com-

plex components. GFM specifically excludes major equipment,

i.e., Government-furnished equipment (GFE), such as trucks

or cranes provided to contractors for use in production or

major maintenance activities.

GFM is ultimately consumed in the production or mainte-

nance process. GFM is provided primarily for production

contracts and the two main categories of maintenance con-

tracts — component repairs and major system modification

and overhaul work. Provision for GFM is specified as part

of the contract, although terms are typically general and

frequently denote only allowable GFM categories and not the

amounts of GFM that will be allowed in each category.

Methodology

In order to understand the process and controls govern-

ing GFM provided to contractors, appropriate Office of the

Secretary of Defense (OSD), Army, Navy, Air Force, and

Defense Logistics Agency (DLA) personnel were interviewed.

Interviews focused on gaining insights into the ability of

each of the services and DLA to successfully implement DOD

Instruction 4140.48 within the specified November 1982 time-

frame. General Accounting Office (GAO) and DOD audit

reports, pertinent DOD memoranda and instructions, as well

as a transcript of the 1981 Government Operations Subcom-

mittee hearing regarding GFM further served to assist in

defining and assessing GFM control weaknesses.

Findings

A specific determination of the amount of GFM provided

to contractors is not possible because of limited informa-

tion on current and historical usage. A rough OSD Task

Force estimate, however, based on extrapolating GFM figures

compiled in 1976 by the Defense Supply Agency (now the DLA)

conservatively places it at approximately $1 billion each

year.
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GFM is regarded as an exception to general policy rather

than a program of its own. As a result, only limited con-

trols are exercised over ensuring the propriety of GFM

requisitions and monitoring the effectiveness of GFM usage

by contractors. In many instances, contractors have unre-

stricted access to DOD depots without any pre-validation of

requisitions against specific contracts for the type and

quantity of items requisitioned. Also, there are no control

records to accurately report cumulative GFM usage by con-

tract. In addition, property administration reviews of

contractors are limited, and those that do occur rely on

contractor records to ensure that GFM is being appropriately

used and recorded. Finally, basic accounting and control

weaknesses are compounded by a lack of specific responsi-

bility and accountability for the GFM program as it is

processed across disparate maintenance, supply, procurement,

and contract administration functions.

Findings by the Defense Audit Service and Army, Navy,

and Air Force audit agencies have revealed specific in-

stances of GFM misuse and excess requisitions by conractors.

Report results presented to a 1981 Government Operations

Subcommittee hearing on "Inadequate Control Over Government

Material Furnished to 00D Contractors" compiled $12 million

of specific instances of GFM misuse by contractors between

1976 and 1978 as well as over $22 million of excessive

requisitions.

In response to the GFM problem, DOD issued Instruction

4140.48 in 1981, which requires control of access by mainte-

nance contractors to DOD inventories by November 1982. The

Instruction specifically addresses key control elements

perceived to be missing from the system:

o the need to develop accounting control within each

service over GFM provided to contractors? and

o the need to accumulate and report this information

in a manner which monitors GFM usage by contract

and provides adequate reports to property adminis-

trators for periodic tests of material inventories.

More specifically, DOD Instruction 4140.48 directs the

services to establish inventory control managers at requisi-

tion points in the supply system. These control managers

are responsible for validation and approval of contractor

requisitions for GFM; maintaining a contract, requisition,

and shipment status history file that serves as an auditable

record of GFM transactions; providing contract administra-

tion officers a status report on shipments of GFM to
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contractors; and maintaining records necessary for status

reports on the number and dollar value of requisitions

filled from materials in long supply.

Currently, such an information system is not in place

nor are existing operations and GFM data files in such a

form that they could be easily modified to comply with all

of OOP's stated control objectives. Interviews with key

GFM personnel in each of the services and DLA revealed a

general consensus that upgrades to existing data processing

systems were necessary for adequate compliance with DOD

Instruction 4140.48. Changes to current daily operating

procedures and associated GFM data collection systems are

of necessity an integral part of the proposed new systems

development. However, DOD has not met the November 1982

deadline for implementation of DOD Instruction 4140.48.

Further, the generally acknowledged historic inability of

DOD to design, develop, and install data processing systems

in a timely manner suggests that significant progress will

not be made in the short term.

Conclusions

Opportunities exist for GFM misuse and material requisi-

tions in excess of allowable contract limits despite efforts

on the part of DOD to establish or tighten accounting and*

reporting controls. Control objectives addressed in DOD

Instruction 4140.48, while sound in their intent, presup-

posed the ability to implement an information system to

collect and record data across thousands of contract valida-

tion points by November 1982. DOD has been unable to

design, develop, and install the data processing systems

necessary to support DOD Instruction 4140.48. It appears

that the existing operating environment does not offer

opportunities for significant strides in improving the cur-

rent weaknesses within a reasonably short timeframe.

Recommendations

Because current DOD efforts regarding GFM will realis-

tically take some time before overall control of GFM will

be in place, we are recommending that more immediate atten-

tion be paid to possible interim solutions within the

current environment. We continue to advocate, however, the

long-term efforts to develop a total system to support the

DOD Instructions, and we recommend that the revised system

be expanded to include GFM provided to production contrac-

tors .
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OSD 39-1; POD should take the following actions to

improve GFM control;

o Expand and amend DOD Instruction 4140.48 to include

GFM across all Government contractors, instead of

only maintenance contractors.

o Establish a GFM project office within each of the

services and DLA. Each office should be assigned

authority and responsibility for determining ways

to establish immediate improvements in local GFM

controls and ensure successful implementation.

Furthermore, each office should establish a coordi-

nating council of executives from the key staffs

involved in GFM management to work together to

determine viable short-term GFM control tactics

within the current operating environment. Speci-

fically, consideration should be given to:

Eliminating provision of GFM to maintenance

contractors that are not regularly subject to

reviews by property administrators or the

Defense Contract Audit Agency. Alternatively

focus the experimental sale of GFM by DOD on

those contractors that typically experience

no checks or balances on determining the pro-

priety of GFM requisitions.

- Defining specific accounting procedures to

govern GFM management by production and major

maintenance contract program managers.

O Review existing criteria for exceptions to the

general policy requiring contractors to furnish

materials in order to execute Government contracts.

Limit allowable exceptions to those which are

clearly economically advantageous or strategically

critical situations, and clearly communicate excep-

tion policies to the Contract Administration

Service.

O Review contract specifications for GFM and, to the

extent possible, define allowable quantities beyond

which requisitions are determined to be excess or

require exception approval.

Savings and Impact Analysis

To estimate the savings potential from greater control

over GFM, the OSD Task Force has assumed that SI billion of

GFM (an extrapolation of a 1976 Defense Supply Agency
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survey) is issued from inventory each year. While a 1 per-

cent inventory shrinkage, totaling $10 million, would be

considered average by industry standards in a reasonably

controlled materials management environment, possible

shrinkage in the present uncontrolled GFM environment is

estimated to be 3 to 7 percent (S30-70 million). Critical

limitations in GFM controls and historical findings by

various audit agencies over the past six years support the

OSD Task Force estimate. For example, specific instances

of noted excess inventories and contractor misuse totaled

$33 million over a three year period. Assuming only a small

portion of exceptions are typically revealed through audits,

savings in the range of $20-60 million annually are believed

to represent a reasonable estimate of opportunities availa-

ble.

To estimate annual savings, we have used the mid-point

of the estimated range of savings. Assuming an annual

inflation factor of 10 percent, the estimated savings in

the first three years would be:

($ millions)

First year

Second year

Third year

Three-year total

Implementation

The Secretary of Defense should direct that the imple-

mentation of DOD Instructions 4140.48 be accelerated and

that interim procedures be established to control GFM as

discussed above.
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II. ISSUE AND RECOMMENDATION SUMMARIES (CONT'D)

F. FINANCIAL ISSUES (CONT'D)

OSD 40: FOREIGN MILITARY SALES

Summary Recommendation

The responsibility for implementing, administering, and

monitoring pricing policy for foreign military sales (FMS)

should be consolidated in the office of the Department of

Defense (DOD) Comptroller. This would require the transfer

to the DOD Comptroller's office of the pricing and financial

functions of the Defense Security Assistance Agency (DSAA)

related to FMS, including the Security Assistance Accounting

Center.

Financial Impact

$50-6100 million Potential Savings: Based on a review

annually of General Accounting Office (GAO) and

DOD audits of the FMS program, it is

estimated that DOD loses approximately

$50-5100 million annually due to under-

pricing of FMS contracts.
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Background

FMS are transacted under authority of the International

Security Assistance and Arms Export Control Act, P.L.

94-329. Congress enacted this law to provide a method of

assisting foreign countries militarily, but with the provi-

sion that the sale of goods and services to a foreign

government should result in neither a profit or loss to the

United States.

In recent years, the FMS program has been under close

scrutiny by Congress and GAO because of financial losses

resulting from contract pricing errors. The program is

managed by DSAA, which reports to the Assistant Secretary

of Defense for International Security Affairs.

Methodology

The Office of the Secretary of Defense (OSD) Task

Force reviewed numerous reports available on this subject,

including GAO reports, Defense Audit Service reports, and

some service audit agency reports. Information was also

obtained from FY 1982 and 1983 hearings on FMS conducted by

the Department of Defense Subcommittee of the House of

Representatives Committee on Appropriations.

The OSD Task Force conducted interviews with officials

responsible for the management of DSAA. Also interviewed

were management personnel in the Air Force and Army Security

Assistance Program as well as officials in the DOD Comp-

troller's office and in the Defense Audit Service.

Findings

Sales under the FMS program have grown dramatically,

from Tess than $1 billion in FY T970 to over $20 billion in

FY 1982. Sales in FY 1983 are expected to be approximately

$15 billion. Each military service is responsible for nego-

tiating and finalizing its own FMS agreements, with advice

and approval from the Department of State and from DSAA.

FMS contracts must contain a clause which states that

the final price will be the U.S. Government's actual cost,

regardless of any variance from the contract price estimates

originally provided to the foreign customer. Therefore, the

contract price estimate must be carefully made, because it

is often difficult to negotiate a final price which is sub-

stantially in excess of the original contract price esti-

mate. FMS contracts must also require the foreign customer

to prepay the contract price, so that U.S. funds are never
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used to pay for FMS goods and so that adequate cash is on

hand to cover termination costs if a contract is terminated

before completion. These funds are maintained by the U.S.

Treasury in a trust fund account, the balance of which runs

at approximately S5 billion.

The military services are responsible for detailed

obligation, expenditure, and cost accounting; for paying

contractors; for requisitioning material? and for reporting

all disbursements and other financial information to the

Security Assistance Accounting Center (SAAC) —the central

FMS billing and collecting organization. SAAC is located in

Denver, Colorado, and was established as a separate organi-

zational component of, and colocated with, the Air Force

Accounting and Finance Center.

The Department of the Air Force has been designated

the executive agent for operating the POD centralized

billing, collecting, and trust fund accounting system for

security assistance. The data submitted to SAAC are not

uniform since each service has developed its own system to

account for and report on foreign sales. In most cases,

these systems were not designed to support FMS management

needs. Rather, since sales until recent years were small,

the FMS requirements were filled by adding on to existing

systems which were designed for other purposes. This lack

of emphasis on FMS accounting within each service appears

to be a major contributing factor to the program's pricing

problems.

DSAA was formed in 1971 in an attempt to coordinate and

centralize management of security assistance programs. At

the present time, the FMS program is basically the only

security assistance program and DSAA's resources are almost

wholly devoted to FMS. The agency consists of 107 people,

of whom 106 are located in Washington. One person is

located in Denver, Colorado, at SAAC, as the Assistant for

Security Assistance of DSAA. The SAAC staff is employed by

by the Air Force. Although the DSAA employee in Denver

organizationally reports to the DSAA Comptroller in

Washington, he is outranked in Denver by the Director of

Air Force Accounting and Finance, who has been designated

as DSAA's Deputy Director. In practical terms, this means

that SAAC is under the day-to-day management of the Air

Force, not the Office of the Secretary of Defense (OSD).

Conclusions

We have concluded that the FMS pricing problems relate

to the pricing complexities involved in the statutory

requirement that neither a profit or loss may be realized
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onFMS. This requires a contract price sufficient to meet

direct costs plus such indirect costs as administrative

expenses, inventory losses, and stock fund replacement

costs. Since FMS is administered by each service, procure-

ment personnel are generally responsible for estimating

prices. Although the procurement individuals are knowledge-

able in the area of direct cost computations, they generally

have little or no experience in estimating the indirect

costs which must be loaded into the FMS contract price.

This is where the problem generally originates, since each

service manages the pricing effort differently and often

interprets the pricing policies differently.

Although DSAA is responsible for directing, adminis-

tering, and supervising the execution of security assistance

programs, it has been ineffective in implementing FMS pric-

ing policies as set forth by the POD Comptroller". The OSD

Task Force has concluded that many of the problems in the

operation of the FMS program result from organizational

problems. That is, no single entity has been vested with

the responsibility and authority for managing the overall

pricing and financial operations of the FMS program. The

lack of any coordination of the varying methods of opera-

tions among the services is a major contributor to the

existing FMS problems.

Recommendations

OSD 40-1; The POD Comptroller should be assigned spe-

cific responsibility for formulating, implementing, adminis-

tering, and monitoring FMS pricing and financial management.

The DOD Comptroller is already responsible for formulating

financial policy, and the strength of the Comptroller's

office should also be used to ensure that the policies are

implemented. This consolidation should include the transfer

of both the DSAA comptroller function and the SAAC account-

ing function to the DOD Comptroller.

Consolidation of these functions under the DOD

Comptroller will not necessarily result in elimination of

pricing errors. However, we believe that aggressive, cen-

tralized management can substantially reduce the error rate.

We recommend that detailed price computations continue to

be performed by procurement personnel at the service level

since they are most familiar with procurement costs of mili-

tary hardware. However, the expertise of personnel in the

DOD Comptroller's office should be utilized in estimating

the indirect costs which go into FMS contracts. The con-

solidation of FMS financial and pricing management under
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the DOD Comptroller will help ensure standardized, consis-

tent policies, which should translate into cost savings for

DOD.

Savings and Impact Analysis

Because the FMS program is administered and priced at

the service level, an independent estimate of savings from

the correction of pricing problems would require detailed

work substantially beyond the resources available to the OSD

Task Force. However, much data are available from reports

issued over the past several years by GAO, the Defense Audit

Service, and the service audit agencies. There is common

agreement that pricing has been a problem and that substan-

tial amounts of money which should have been billed to

foreign countries have been absorbed in the DOD budget.

There is no common agreement as to the amount of the losses.

GAO reports issued in 1979 and later support an average

loss estimate of approximately $140 million per year. We

have conservatively estimated potential savings in the range

of $50-100 million.

To estimate annual savings for the first three years,

we have used the mid-point of the estimated range of sav-

ings. Assuming an annual inflation factor of 10 percent,

the estimated savings would accrue as follows:

Implementation

The Secretary of Defense should direct the consolida-

tion of all FMS financial and pricing functions under the

DOD Comptroller as discussed above.

($ millions)

First year

Second year

Third year

$ 75

83

Three-year total
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III. SUMMARY LIST OF RECOMMENDATIONS AND SAVINGS

SAVINGS SUMMARY

OSD TASK FORCE

The following pages provide the estimated savings, by

issue, that could result from prompt implementation of the

suggestions of the OSD Task Force.

For the first three fiscal years the total savings for

all issues would be:

(S billions)

First year $ 8.767

Second year 16.959

Third year 18.958

Total $44,684

For purposes of calculating savings, it has been

presumed that

o annual savings would start in the first year;

o one-time savings would take place in the first

year;

o implementation costs would be incurred in the

first year —

unless specific information has been developed that indi-

cates some later years for realizing savings or incurring

implementation costs. To estimate annual savings in the

first three years, we have used the mid-point of the esti-

mated range of one-time and recurring savings.

To allow for inflation, annual savings have been

computed according to the following factors:

First year 1.0

Second year 1.1

Third year 1.21
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As the issue analyses demonstrate, it will take several

years to implement fully some of our recommendations. If

all recommendations could be immediately implemented, annual

savings (in 1983 dollars) of $19.3 billion would be real-

ized, plus $4.9 billion of one-time savings, offset by $1.7

billion of one-time implementation costs.

In the matrix of recommendations and savings on the

following pages, the implementing authority for each issue

is shown as follows: P for the President? C for the

Congress; and A for the agency itself, in this case the

Office of the Secretary of Defense.

Congressional action or concurrence is required with

respect to most of the savings recommendations. Because of

Congressional involvement with base closings, inter-service

functional consolidations, and the weapons acquisition pro-

cess, we cannot consider such decisions as subject to the

discretion of the Secretary of Defense alone. Therefore,

savings where Congressional action is required are listed

under the Congressional heading, with the responsibility

for effecting the recommended savings as follows:

($ billions)

Congress ional

President/

Secretary

of Defense

Total

First year

$6.5

$2.3

$ 8.8

Second year

$14. 4

$2.6

$17.0

Third year

$15. 8

$3.1

$18.9

Totals

$36. 7

$8. 0

$44.7
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Savings ($ millions)

First Second Third Impl.

■ Issue Year Year Year Auth.

1 Procurement of Petroleum $155 $171 $188 C

Products

2 Improved Inventory 563 1,238 1,361 C,A

Mgmt Savings

$4,313 One-time 1,125 3,188

$1,400 Impl. Cost (1,400)

3 Transfer of Consumables 75 83 91 C,A

$125 Impl. Cost (125)

4 Maintenance Depot 50 55 61 C,A

Consolidation

$350 One-time 350 35 39

5 Wholesale Depot 50 55 61 C,A

Consolidation

$50 Impl. Cost (50)

6 Demilitarization of 150 27 30 A

Conventional Ammunition

7 DOD Implementation of 67 149 244 C

0MB Circular A - 76

8 Consolidation of Base 300 330 363 A

Support Operations

9 Base Realignments 400 880 1,452 P.CA

and Closures

10 Unification of Traffic 20 22 24 C

Management

$20 One-time 20

$2 Impl. Cost (2)

11 Inland Container 8 8 9 A

Transportation Services

12 Container Detention 2 2 2 A

-Charges

13 Cargo Data Interchange — — — A

System

$5 One-time 5

14 Household Goods Moves 21 23 25 C,A

to Alaska and Hawaii

LOGISTICS TOTAL $1,784 $ 6,266 $ 3,950

90-185 0-88-28
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Issue

OSD

Issue

No.

15 Improved Organization of

Acquisition Function

16 Defense Contract Adminis-

tration Consolidation

17 Regulatory Constraints

18 Independent Research and

Development Costs

19 Department of Defense

Laboratories

20 Common Parts and

Standards

$100 (Annual) Impl. Cost

21 Major Systems New Starts

22 Estimated Weapons

Systems Costs

23 Instability in Weapons

Acquisition Process

Savings ($ millions)

First Second Third Impl.

Year Year Year Auth,

Not quantified C

90 99 109 C,A

Not quantified

100 110 121

233

514

847

1,052 2.314

C.A

C

1,100 2,420 3,993 C,A

(100) (110) (121)

223 491 809 C,A

Included in OSD 23 C,A

3.819 C.A

WEAPONS TOTAL

$ 2.698 $ 5,838 S 9,577

24 Retirement Pay

25 Retirement Pay — Social

Security Integration

26 Retirement Pay —

High Three Base

27 Unused Leave

at Retirement

1,925

40

1

38

2,139

88

30

42

2, 337

146

91

46

RETIREMENT TOTAL

$2,004 | 2,299 $ 2,620
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OSD

Issue

No.

28

29

30

31

Issue

CHAMPUS

Revisions

Direct Health Care

Consolidation

Cost Containment

Uniformed Services

University

HEALTH TOTAL

Savings_ ($ millions)

"Third

First

Year

356

285

282

35

Second

Year

392

314

310

39

Year

431

345

341

43

Iapl.

Auth.

$ 958 $ 1,055 $ 1,160

32

33

34

35

Commissary System Changes

$113 Impl. cost

Permanent Change of

Station Moves

Selective Reenlistment

Bonus Program

Aviation Career

Incentive Pay

328

(113)

100

189

79

361

110

208

87

397

121

229

96

C, A

A

A

C, A

PERSONNEL TOTAL

$ 583 $

766

843

36 Public Audit Committee

37 Procurement Audit

Service

38 Freight Bill

Audit

39 Government Furnished

Material

40 -Foreign Military Sales

FINANCIAL TOTAL

TOTAL SAVINGS

THREE-YEAR TOTAL SAVINGS

Not quantified P,C,A

500 550 605 A

125

40

75

58

44

83

64 C,A

48 A

91 A

$ 740 $ 735 | 808

$8,767 $16,959 $18,958

$44,684
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SAVINGS WHEN RECOMMENDATIONS ARE FULLY IMPLEMENTED

Implementation

Annual savings One-time savings Costs

($ millions) ($ millions) ($ millions)

OSD 1 t 155

OSD 2 1,125 14.313 ($1,400)

OSD 3 75 (125)

OSD 4 50 350

OSD 5 50 (50)

OSD 6 25 125

OSD 7 337

OSD 8 300

OSD 9 2,000

OSD 10 20 20 (2)

OSD 11 8

OSD 12 2

OSD 13 — 5

OSD 14 21

OSD 15

OSD 16 90

OSD 17

OSD 18 100 .

OSD 19 700

OSD 20 3,300 ($100[annual])

OSD 21 1,115

OSD 22

OSD 23 5.260

OSD 24 1,925

OSD 25 160

OSD 26 75

OSD 27 38

OSD 28 356

OSD 29 285

OSD 30 282

OSD 31 35

OSD 32 328 (113)

OSD 33 100

OSD 34 189

OSD 35 79

OSD 36

OSD 37 500

OSD 38 53 72

OSD 39 40

OSD 40 75

TOTAL $19.253 $ 4,885 ($1.790)
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IV. COST CONTROL OPPORTUNITIES FOR FURTHER STUDY

Cost Control opportunities warranting further study,

to the extent they exist, are incorporated in other perti-

nent sections of this Task Force Report. Because some of

these opportunities were interwoven with certain issue/

recommendation summaries, they are presented there in an

integrated fashion, rather than as stand-alone opportun-

ities in this section of the Task Force Report.
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Mr. Lout* W. Cabot

Mr Frank C. CanWi

USAF (R«1)

Or Herbert Stctn

PRESIDENTS BLUE RIBBON COMMISSION

ON DEFENSE MANAGEMENT

June 30, 1986

The President

The White House

Washington, D. C.

20500

Dear Mr. President:

On behalf of your Blue Ribbon Commission on

Defense Management, I have the honor to present this

Final Report, which compiles the detailed findings,

conclusions, and recommendations produced by our year-

long study. They address, in addition to the areas on

which we have reported previously, several additional

aspects of defense management.

The Final Report is intended to assist the

Executive and Legislative Branches as well as industry

in implementing a broad range of needed improvements,

including the many Commission recommendations endorsed

by you in April 1986. Its title -- "A Quest for

Excellence" -- reflects a basic management philosophy,

as well as a standard to which those engaged in the work

of our nation's defense must always aspire.

Without exception, the recommendations of our

Final Report have the support of all members of the

Commission. All members have contributed invaluably to

this work, and I am deeply grateful for their unstinting

efforts. We are most fortunate to have had the assis-

tance of a talented and dedicated staff.

We have tried to conduct a study of the

important dimension you intended. We are gratified by

your confidence in us and your support of our

recommendations. We hope that, under your leadership,

they will help realize a new era in defense management

for the benefit of all Americans.

Sincerely

David Packard

7HlKboriPbir. N.W.

Wathlnqton. DX. 2050 J

(202) 395 736o
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PRESIDENT'S BLUE RIBBON COMMISSION

ON DEFENSE MANAGEMENT

Mr Ernest C Arbuckle

June 30, 1986

Mr. Nicholas F. Brady

Mr Lours W. Cabot

Mr Frank C Carlucci

Mr William P Clark

Mr Barber B Conable. Jr

Gen Paul F Gorman

USA (Rel>

Mrs. Carla A. Hills

Mr. Charles I Pilliod. Jr

Or Herberr Stem

Mr. R James Woolsey

Dear Mr. Secretary:

On behalf of the President's Blue Ribbon

Commission on Defense Management, I have the privilege

to present a copy of our Final Report, which was

submitted to the President today.

We hope this Final Report will assist the

Department of Defense to implement a range of manage-

ment improvements. Among these are the many Commission

recommendations which the President designated in

April 1986 for quick and decisive implementation. For

this purpose, I would be pleased to continue to work

with you in any way possible. I look forward to joining

you, as the President recently requested, in a progress

report in early 1987.

Please accept our sincere thanks for the

responsive manner in which your Office, and the

Department of Defense generally, assisted in the work of

the Commission.

Sincerely,

David Packard

The Honorable Caspar Weinberger

Secretary of Defense

Washington, D. C. 20301

731) Jackson Place. N.VI.

Washington. D.C. 20503

(202) 395 73(35
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FOREWORD

By David Packard, Chairman

Less than one year ago, President Reagan established his Blue Ribbon

Commission on Defense Management to "study the issues surrounding defense

management and organization, and report its findings and recommendations."

In February 1986, the Commission submitted an Interim Report to the President.

Intended as a blueprint for overall improvement in defense management, the

Interim Report provided initial recommendations concerning key aspects of na-

tional security planning and budgeting, military organization and command, ac-

quisition organization and, procedures, and government-industry accountability.

This Final Report compiles the Commission's full findings and recommendations

in each of these areas. I wish to add a final personal word on the "Quest for Ex-

cellence"—a standard to which defense management must always aspire.

As the Commission concludes its efforts, the urgent need we have found for

reforms in defense management should not obscure accomplishments of recent

years. The American people justly continue to have high confidence in the

United States military as an institution, and in the ability of our men and women

in uniform to defend the nation. The morale and fighting ability of our Armed

Forces have achieved a level higher than at any time in my recent memory.

Despite many positive achievements, however, I believe the importance of

revitalizing defense management has become ever more apparent. The para-

mount purpose of the Commission's work has been to identify and develop so-

lutions for those structural problems—and to ease the stifling burdens of regu-

lation, reporting, and oversight—that have long limited the success of the many

people in government and industry on whose talents and dedication the na-

tion's defense depends. Innovations in American industrial management, yield-

ing products of ever higher quality and lower cost, have provided a key insight:

human effort must be channeled to good purpose through sound centralized

policies, but free expression of people's energy, enthusiasm, and creativity must

be encouraged in highly differentiated settings.

The Commission's recommendations are intended to help establish strong

centralized policies that are both sound in themselves and rigidly adhered to

throughout the Department of Defense (DoD). In any large organization, poli-

cies must be executed through discrete structures. In the large, complex enter-

prise of national defense, centers of management excellence dedicated to advancing

xi
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DoD's overall goals and objectives. The Commission's recommendations, if fully

implemented, will help create an environment in which each DoD component

can achieve ever higher standards of performance by summoning forth the en-

thusiasm and dedication of every man and woman involved in accomplishing its

mission. Excellence can flourish, I believe, only where individuals identify with

a team, take personal pride in their work, concentrate their unique efforts, de-

velop specialized know-how, and above all constantly explore new and better

ways to get their job done. Freedom and incentives of just this sort, President

Reagan has observed, "unleash the drive and entrepreneurial genius that are

the core of human progress."

This technique—establishment of strong centralized policies implemented

through highly decentralized management structures—has its legacies at DoD.

On this model, for example, Navy-industry teams working together as one

brought the Polaris submarine-launched missile system from initiation to suc-

cessful operational test in one-third the time it would take now. In today's ad-

vance development work, centers of excellence should include select program

management and industry teams working more closely together on new proto-

type weapons. If DoD truly is to fly and know the cost before it buys, the early

phase of research and development must be one of surpassing quality, following

procedures and meeting timetables distinct from those of approved production

programs.

Despite formidable bureaucratic obstacles, I believe that a centers-of-excel-

lence approach can tangibly improve productivity and quality. If widely adopted

and steadfastly supported, k could achieve revolutionary progress throughout

defense management. The potential applications are almost without number. In

1984, for example, DoD began to apply this concept to managing its installations

as potential centers of excellence, by according installation commanders much

greater latitude to run things their own way, cut through red tape, and experi-

ment with new ways of accomplishing their missions. As a result, commanders

and their personnel have found more effective means to do their jobs, identified

wasteful regulations, and reduced costs while improving quality. The program

has shown the increased defense capability that comes by freeing talented peo-

ple from over-regulation and unlocking their native creativity and enthusiasm.

Excellence in defense management will not and can not emerge by legisla-

tion or directive. Excellence requires the opposite—responsibility and authority

placed firmly in the hands of those at the working level, who have knowledge

and enthusiasm for the tasks at hand. To accomplish this, ways must be found to

restore a sense of shared purpose and mutual confidence among Congress,

DoD, and industry. Each must forsake its current ways of doing business in

favor of a renewed quest for excellence.
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Congress must resist its inveterate tendency to legislate management prac-

tices and organizational details for DoD. Excellence in defense management will

not come from legislative efforts to control and arrange the minutest aspects of

DoD's operations. Congress can more usefully contribute by concentrating on

larger, often neglected issues of overall defense posture and military perform-

ance.

DoD must displace systems and structures that measure quality by regula-

tory compliance and solve problems by executive fiat. Excellence in defense

management can not be achieved by the numerous management layers, large

staffs, and countless regulations in place today. It depends, as the Commission

has observed, on reducing all of these by adhering closely to basic, common-

sense principles: giving a few capable people the authority and responsibility to

do their job, maintaining short lines of communication, holding people ac-

countable for results.

Defense contractors and DoD must each assume responsibility for improved

self-governance to assure the integrity of the contracting process. Excellence in

defense management will not be achieved through legions of government audi-

tors, inspectors, and investigators. It depends on the honest partnership of

thousands of responsible contractors and DoD, each equally committed to

proper control of its own operations.

xni
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Summary

Final Report

to the President
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In July 1985, this Commission was charged by the President to conduct a

defense management study of important dimension. Our findings and

recommendations,* summarized below, concern major features of national se-

curity planning and budgeting, military organization and command, acquisition

organization and procedures, and government-industry accountability. This

summary represents, with certain important additions, the blueprint for overall

improvement in defense management presented as our Interim Report to the Pres-

ident on February 28, 1986.

National Security Planning and Budgeting

The Commission finds that there is a great need for improvement in the

way we think through and tie together our security objectives, what we spend to

achieve them, and what we decide to buy. The entire undertaking for our na-

tion's defense requires more and better long-range planning. This will involve

concerted action by our professional military, the civilian leadership of the

Department of Defense, the President, and the Congress.

Today, there is no rational system whereby the Executive Branch and the

Congress reach coherent and enduring agreement on national military strat-

egy, the forces to carry it out, and the funding that should be provided—in

light of the overall economy and competing claims on national resources. The

absence of such a system contributes substantially to the instability and uncer-

tainty that plague our defense program. These cause imbalances in our mili-

tary forces and capabilities, and increase the costs of procuring military

equipment.

Better long-range planning must be based on military advice of an order

not now always available—fiscally constrained, forward looking, and fully inte-

grated. This advice must incorporate the best possible assessment of our overall

military posture vis-a-vis potential opponents, and must candidly evaluate the

performance and readiness of the individual Services and the Unified and

Specified Commands.

To conduct such planning requires a sharpened focus on major defense

missions in the Department's presentation, and Congress' review, of the de-

fense budget. The present method of budget review, involving duplicative

*The Commission's recommendations are set forth in full and detailed form at Appendix A to

this Final Report. All appended material is collected in a separate Appendix to Final Report.
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effort by numerous congressional committees and subcommittees, centers on ei-

ther the minutiae of line items or the gross dollar allocation to defense, and

obscures important matters of strategy, operational concepts, and key defense

issues. As Senator Goldwater, Chairman of the Senate Armed Services Com-

mittee, recently observed, "The budget process distorts the nature of congres-

sional oversight by focusing primarily on the question of how much before we

answer the key questions of what for, why, and how well."

Of greater concern, congressional approval of the budget on a year-to-year

basis contributes to and reinforces the Department's own historical penchant

for defense management by fits and starts. Anticipated defense dollars are al-

ways in flux. Individual programs must be hastily and repeatedly accommo-

dated to shifting overall budgets, irrespective of military strategy and planning.

The net effect of this living day-to-day is less defense and more cost. Although

often hidden, this effect is significant—and it can be avoided.

Biennial budgeting, authorization and appropriation of major programs

not annually but only at key milestones, and a focus on strategy and opera-

tional concepts instead of line items are among the most important changes

that could be made to improve defense planning. They would enhance the

congressional role in framing good national security policy.

Budgeting based on strategy and operational concepts also would provide

a far greater improvement in the performance of the Office of the Secretary of

Defense than would any legislated reorganization of that Office. In general, we

believe, Congress should permit the Secretary to organize his Office as he

chooses to accomplish centralized policy formulation and decentralized imple-

mentation within the Department.

The Commission concludes that new procedures are required to help the

Administration and the Congress do the necessary long-range planning and

meaningfully assess what military forces are needed to meet our national secu-

rity objectives. Public and official debate must be brought to bear on these

larger defense policy questions. The Commission strongly urges adoption of a

process that emphasizes the element of sound, professional military advice pro-

vided within realistic confines of anticipated long-term funding.

Recommendations

To institutionalize, expand, and link a series of critical determinations

within the Executive Branch and Congress, we recommend a process that

would operate in substance as follows:
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Defense planning would start with a comprehensive statement of national

security objectives and priorities, based on recommendations of the National

Security Council (NSC).

Based on these objectives, the President would issue, at the outset of his

Administration and thereafter as required, provisional five-year budget lev-

els to the Department of Defense (DoD). These budget levels would reflect

competing demands on the federal budget and projected gross national prod-

uct and revenues and would come from recommendations of the NSC and the

Office of Management and Budget.

The Secretary of Defense would instruct the Chairman of the Joint

Chiefs of Staff (JCS) to prepare a military strategy for the national objectives,

and options on operational concepts and key defense issues for the budget

levels provided by the President.

The Chairman would prepare broad military options with advice from

the JCS and the Commanders-in-Chief of the Unified and Specified Com-

mands (CINCs). Addressing operational concepts and key defense issues

(e.g., modernization, force structure, readiness, sustainability, and strategic

versus general purpose forces), the Chairman would frame explicit trade-offs

among the Armed Forces and submit his recommendations to the Secretary

of Defense. The Secretary of Defense would make such modifications as he

thinks appropriate and present these to the President.

The Chairman, with the assistance of the JCS and the Director of Central

Intelligence, would prepare a net assessment of the effectiveness of United

States and Allied Forces as compared to those of possible adversaries. The

net assessment would be used to evaluate the risks of options and would ac-

company the recommendations of the Secretary of Defense to the President.

The President would select a particular military program and the associ-

ated budget level. This program and budget level would be binding on all ele-

ments of the Administration. DoD would then develop a five-year defense

plan and a two-year defense budget conforming to the President's

determination.

The President would submit to the Congress the two-year budget and the

five-year plan on which it is based. Congress would be asked to approve the

two-year budget based upon this plan. It would authorize and appropriate

funding for major weapon systems at the two key milestones of full-scale en-

gineering development and high-rate production.
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DoD would present the budget to Congress on the basis of national strat-

egy and operational concepts rather than line items. The details of such pres-

entation would be worked out by the Secretary of Defense and appropriate

committees of Congress.

Military Organization

and Command

In our Interim Report, the Commission recommended the changes in military

organization and command described below. These were designed to assure

unified action by our Armed Forces. On April 24, 1986, in a Special Message to

Congress, the President endorsed these recommendations and requested early

enactment of legislation required to implement them. As the culmination of a

major legislative effort begun in the House of Representatives in 1982 and

joined in the Senate by passage of the Barry Goldwater Department of Defense

Reorganization Act of 1986, we anticipate enactment of our basic

recommendations by the end of 1986.

Recommendations

Current law should be changed to designate the Chairman of the Joint

Chiefs of Staff (JCS) as the principal uniformed military advisor to the Presi-

dent, the National Security Council, and the Secretary of Defense, repre-

senting his own views as well as the corporate views of the JCS.

Current law should be changed to place the Joint Staff and the Organiza-

tion of the Joint Chiefs of Staff under the exclusive direction of the Chair-

man, to perform such duties as he prescribes to support the JCS and to re-

spond to the Secretary of Defense. The statutory limit on the number of

officers on the Joint Staff should be removed to permit the Chairman a staff

sufficient to discharge his responsibilities.

The Secretary of Defense should direct that the commands to and reports

by the Commanders-in-Chief of the Unified and Specified Commands

(CINCs) should be channeled through the Chairman so that the Chairman

may better incorporate the views of senior combatant commanders in his ad-

vice to the Secretary.

The Service Chiefs should serve as members of the JCS. The position of

a four-star Vice Chairman should be established by law as a sixth member of
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the JCS. The Vice Chairman should assist the Chairman by representing the

interests of the CINCs, co-chairing the Joint Requirements and Management

Board, and performing such other duties as the Chairman may

prescribe.

The Secretary of Defense, subject to the direction of the President,

should determine the procedures under which an Acting Chairman is desig-

nated to serve in the absence of the Chairman of the JCS. Such procedures

should remain flexible and responsive to changing circumstances.

Subject to the review and approval of the Secretary of Defense, Unified

Commanders should be given broader authority to structure subordinate

commands, joint task forces, and support activities in a way that best sup-

ports their missions and results in a significant reduction in the size and

numbers of military headquarters.

The Unified Command Plan should be revised to assure increased flexi-

bility to deal with situations that overlap the geographic boundaries of the

current combatant commands and with changing world conditions.

For contingencies short of general war, the Secretary of Defense, with

the advice of the Chairman and the JCS, should have the flexibility to estab-

lish the shortest possible chains of command for each force deployed, con-

sistent with proper supervision and support. This would help the CINCs and

the JCS perform better in situations ranging from peace to crisis to general

war.

The Secretary of Defense should establish a single unified command to

integrate global air, land, and sea transportation, and should have flexibility

to structure this organization as he sees fit. Legislation prohibiting such a

command should be repealed.

Acquisition Organization

and Procedures

Action within the Administration and in Congress to improve national

security planning and budgeting and military organization—as recommended

by the Commission—will provide the element of stability required for substantial

improvement of the acquisition system. This element is critical, and has been

missing. While significant savings can be and have been made through better

procurement techniques, more impressive savings will come from eliminating

the hidden costs that instability imposes.
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Our study of acquisition reveals, and our collective experience fully con-

firms, that there are certain common characteristics of successful commercial

and governmental projects. Short, unambiguous lines of communication

among levels of management, small staffs of highly competent professional

personnel, an emphasis on innovation and productivity, smart buying practices,

and, most importantly, a stable environment of planning and funding—all are

characteristic of efficient and successful management.

These characteristics should be hallmarks of defense acquisition. They are,

unfortunately, antithetical to the process the Congress and the Department of

Defense have created to conduct much of defense acquisition over the years.

With notable exceptions, weapon systems take too long and cost too much to

produce. Too often, they do not perform as promised or expected. The rea-

sons are numerous.

Over the long term, there has been chronic instability in top-line funding

and, even worse, in programs. This eliminates key economies of scale, stretches

out programs, and discourages contractors from making the long-term invest-

ments required to improve productivity.

Federal law governing procurement has become overwhelmingly complex.

Each new statute adopted by Congress has spawned more administrative regu-

lation. As law and regulation have proliferated, defense acquisition has become

ever more bureaucratic and encumbered by unproductive layers of manage-

ment and overstaffing.

Responsibility for acquisition policy has become fragmented. There is to-

day no single senior official in the Office of the Secretary of Defense (OSD)

working full-time to provide overall supervision of the acquisition system.

While otherwise convinced that the Secretary should be left free to organize his

Office as he sees fit, the Commission concludes that the demands of the acqui-

sition system have become so weighty as to require organizational change

within that Office.

In the absence of such a senior OSD official, policy responsibility has

tended to devolve to the Services, where at times it has been exercised without

the necessary coordination or uniformity.

Authority for acquisition execution, and accountability for its results, have

become vastly diluted. Program managers have in effect been deprived of con-

trol over programs. They are confronted instead by never-ending bureaucratic

obligations for making reports and gaining approvals that bear no relation to

program success.

Deficiencies in the senior-level appointment system have complicated the

recruitment of top executive personnel with industrial and acquisition experi-

ence. Recent steps to improve the professionalism of military acquisition per-

sonnel have been made within the Department of Defense and reinforced by
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legislation. The existing civilian personnel management system has not, how-

ever, allowed similar improvements in career paths and education for civilian

acquisition personnel. To attract and retain a good work force requires a more

flexible system for management of contracting officers and other senior acqui-

sition personnel—one comparable to the successful system for scientists and en-

gineers recently demonstrated in the Navy's so-called China Lake personnel

project. Major innovations in personnel management and regulations are

needed. The Commission's recommendations in this critical area can and should

be acted upon quickly and are of the highest priority.

A better job of determining requirements and estimating costs has been

needed at the outset of weapons development. More money and better engi-

neering invested at the front end will get more reliable and better performing

weapons into the field more quickly and cheaply. For example, recent improve-

ments in budgeting to most-likely cost have demonstrated that this approach

can result in a reduction in overruns.

All too often, requirements for new weapon systems have been overstated.

This has led to overstated specifications, which has led to higher cost equip-

ment. Such so-called goldplating has become deeply embedded in our system

today. The current streamlining effort in the Defense Department is directed

at this problem.

Developmental and operational testing have been too divorced, the latter

has been undertaken too late in the cycle, and prototypes have been used and

tested far too little.

In their advanced development projects, the Services too often have dupli-

cated each other's efforts and disfavored new ideas and systems. The Defense

Advanced Research Projects Agency has not had a sufficient role in hardware

experimentation and prototyping.

Common sense, the indispensable ingredient for a successful system, has

not always governed acquisition strategies. More competition, for example, is

beneficial, but the mechanistic pursuit of competition for its own sake would be

inefficient and sacrifice quality—with harmful results. Multi-year procurement,

baselining, and the use of non-developmental items all entail costs to manage-

ment flexibility, but would yield far greater benefits in program stability. The

Defense Department has initiated some baselining (the B—1 is an example) and

has made progress in gaining congressional acceptance of multi-year

contracting.

In sum, the Commission finds that there is legitimate cause for dissatisfac-

tion with the process by which the Department of Defense and Congress buy

military equipment and material. We strongly disagree, however, with the com-

monly held views of what is wrong and how it must be fixed. The nation's de-

fense programs lose far more to inefficient procedures than to fraud and
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dishonesty. The truly costly problems are those of overcomplicated organization

and rigid procedure, not avarice or connivance.

Chances for meaningful improvement will come not from more regulation

but only with major institutional change. Common sense must be made to pre-

vail alike in the enactments of Congress and the operations of the Department.

We must give acquisition personnel more authority to do their jobs. If we make

it possible for people to do the right thing the first time and allow them to use

their common sense, then we believe that the Department can get by with far

fewer people.

The well-publicized spare parts cases are only one relatively small aspect of

a far costlier structural problem. Each spare parts case has its own peculiarities,

but there are several major recurring causes that are systemic in nature. Many

of these causes have been identified by the Defense Department.

It is undoubtedly important to buy spare parts with care and at reasonable

cost. It is yet more important not to let the spare parts cases lead us to ignore

larger problems or, even worse, to aggravate them. Policy makers must address

the root causes of inefficiency, not dwell on marginal issues. The prescription

we offer for those larger problems will, we believe, result in savings on major

weapon systems and minor spare parts alike.

Recommendations

Notwithstanding our view that the Secretary of Defense should be free to

organize his Office as he sees fit, we strongly recommend creation by statute

of the new position of Under Secretary of Defense (Acquisition) and authori-

zation of an additional Level II appointment in the Office of the Secretary of

Defense. This Under Secretary, who should have a solid industrial back-

ground, would be a full-time Defense Acquisition Executive. He would set

overall policy for procurement and research and development (R&D), super-

vise the performance of the entire acquisition system, and establish policy for

administrative oversight and auditing of defense contractors.

The Army, Navy, and Air Force should each establish a comparable sen-

ior position filled by a top-level civilian Presidential appointee. The role of

the Services' Acquisition Executives would mirror that of the Defense Acqui-

sition Executive. They would appoint Program Executive Officers (PEO),

each of whom would be responsible for a reasonable and defined number of

acquisition programs. Program Managers for these programs would be re-

sponsible directly to their respective PEO and report only to him on program

matters. Each Service should retain flexibility to shorten this reporting chain

even further, as it sees fit.
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Establishing short, unambiguous lines of authority would streamline the

acquisition process and cut through bureaucratic red tape. By this means, the

Department of Defense (DoD) should substantially reduce the number of ac-

quisition personnel.

Congress should work with the Administration to recodify all federal

statutes governing procurement into a single government-wide procurement

statute. This recodification should aim not only at consolidation, but more

importantly at simplification and consistency.

DoD must be able to attract, retain, and motivate well qualified acquisi-

tion personnel. Significant improvements, along the lines of those recom-

mended in November 1985 by the National Academy of Public Administra-

tion, should be made in the senior-level appointment system. The Secretary

of Defense should have increased authority to establish flexible personnel

management policies necessary to improve defense acquisition. An alternate

personnel management system, modeled on the China Lake Laboratory dem-

onstration project, should be established to include senior acquisition per-

sonnel and contracting officers as well as scientists and engineers. Federal

regulations should establish business-related education and experience crite-

ria for civilian contracting personnel, which will provide a basis for the

professionalization of their career paths. Federal law should permit ex-

panded opportunities for the education and training of all civilian acquisi-

tion personnel. This is necessary if DoD is to attract and retain the caliber of

people necessary for a quality acquisition program.

The Joint Requirements and Management Board (JRMB) should be co-

chaired by the Under Secretary of Defense (Acquisition) and the Vice Chair-

man of the Joint Chiefs of Staff. The JRMB should play an active and impor-

tant role in all joint programs and in appropriate Service programs by

defining weapons requirements, selecting programs for development, and

providing thereby an early trade-off between cost and performance.

Rather than relying on excessively rigid military specifications, DoD

should make much greater use of components, systems, and services avail-

able "off the shelf." It should develop new or custom-made items only when

it has been established that those readily available are clearly inadequate to

meet military requirements.

A high priority should be given to building and testing prototype sys-

tems and subsystems before proceeding with full-scale development. This

early phase of R&D should employ extensive informal competition and use

streamlined procurement processes. It should demonstrate that the new
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technology under test can substantially improve military capability, and

should as well provide a basis for making realistic cost estimates prior to a

full-scale development decision. This increased emphasis on prototyping

should allow us to "fly and know how much it will cost before we buy."

The proper use of operational testing is critical to improving the opera-

tions performance of new weapons. We recommend that operational testing

begin early in advanced development and continue through full-scale devel-

opment, using prototype hardware. The first units that come off the limited-

rate production line should be subjected to intensive operational testing and

the systems should not enter high-rate production until the results from these

tests are evaluated.

To promote innovation, the role of the Defense Advanced Research Proj-

ects Agency should be expanded to include prototyping and other advanced

development work on joint programs and in areas not adequately emphasized

by the Services.

Federal law and DoD regulations should provide for substantially in-

creased use of commercial-style competition, relying on inherent market

forces instead of governmental intervention. To be truly effective, such com-

petition should emphasize quality and established performance as well as

price, particularly for R&D and for professional services.

DoD should fully institutionalize "baselining" for major weapon systems

at the initiation of full-scale engineering development. Establishment of a

firm internal agreement or baseline on the requirements, design, production,

and cost of weapon systems will enhance program stability.

DoD and Congress should expand the use of multi-year procurement for

high-priority systems. This would lead to greater program stability and lower

unit prices.

DoD must recognize the delicate and necessary balance between the gov-

ernment's requirement for data and the benefit to the nation that comes from

protecting the private sector's proprietary rights. That balance must exist to

foster technological innovation and private investment which is so important

in developing products vital to our defense. DoD should adopt a data rights

policy that reflects the following principles:

• If a product has been developed with private funds, the government

should not demand, as a precondition for buying that product, unlim-

ited data rights even if the government provides the only market. The

government should acquire only the data necessary for installation,

operation, and maintenance.

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

5
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



882

• If a product is to be developed with joint private and government fund-

ing, the government's needs for data should be defined during contract

negotiations. Government contribution to development funding should

not automatically guarantee it rights to all data.

• If a product is developed entirely with government funds, the govern-

ment owns all the rights to it but may under certain circumstances make

those rights available to the private sector.

The President, through the National Security Council, should establish a

comprehensive and effective national industrial responsiveness policy to sup-

port the full spectrum of potential emergencies. The Secretary of Defense,

with advice from the Joint Chiefs of Staff, should respond with a general

statement of surge and mobilization requirements for basic wartime defense

industries, and logistic needs to support those industries and the essential

economy. The DoD and Service Acquisition Executives should consider this

mobilization guidance in formulating their acquisition policy, and program

managers should incorporate industrial surge and mobilization considera-

tions in program execution.

Government-1 nd ustry

Accountability

In recent years there has been increasing public mistrust of the perform-

ance of private contractors in the country's defense programs. Numerous re-

ports of questionable procurement practices have fostered a conviction, widely

shared by members of the public and by many in government, that defense con-

tractors place profits above legal and ethical responsibilities. Others argue that

contractors have been unfairly discredited through ill-conceived official actions,

exaggerated press, and mistaken public dialogue. The depth of public senti-

ment and prospect of continuing tensions and divisions between government

and industry are cause for concern.

Our nation relies heavily upon the private sector in executing defense pol-

icy. Cooperation between government and industry is essential if private enter-

prise is to fulfill its role in the defense acquisition process. Contractor or gov-

ernment actions that undermine public confidence in the integrity of the

contracting process jeopardize this needed partnership.

Aggressive and sustained enforcement of civil and criminal laws governing

procurement punishes and deters misconduct by the few, vindicates the vast

majority who deal with the government lawfully, and recoups losses to the

Treasury. As President Reagan emphasized in public remarks announcing the
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formation of this Commission, "Waste and fraud by corporate contractors are

more than a ripoff of the taxpayer—they're a blow to the security of our na-

tion. And this the American people cannot and should not tolerate." Specific

measures can and should be taken to make civil and criminal enforcement still

more effective.

Management and employees of companies that contract with the Defense

Department assume unique and compelling obligations to the people of our

Armed Forces, the American taxpayer, and our nation. They must apply (and

be perceived as applying) the highest standards of business ethics and conduct.

Significant improvements in contractor self-governance, addressing problems

unique to defense contracting, are required. Contractors have a legal and

moral obligation to disclose to government authorities misconduct discovered

as a result of self-review.

Improvements also should be made in the Department's administration of

current standards of conduct for military personnel and civilian employees. Ad-

ditional enforcement and compliance, and complementary efforts to address

the respective ethical concerns of government and industry, are required.

Despite an unquestioned need for broad administrative oversight of con-

tractor performance, defense programs have too often suffered from lack of

clear direction and cooperation among oversight agencies. Proliferation of

uncoordinated contractor oversight—both administrative and congres-

sional—has added unnecessary cost and inefficiency in the procurement

process.

Government action should not impede efforts by contractors to improve

their own performance. The Commission is concerned that, for example,

overzealous use of investigative subpoenas by Defense Department agencies

may result in less vigorous internal corporate auditing.

The Services and the Defense Logistics Agency are authorized to suspend

or debar contractors, prohibiting the award of new government contracts for a

particular period. Suspension and debarment are powerful administrative

tools. Existing regulations provide insufficient guidance, however, as to when

and how these sanctions should be used to protect legitimate government inter-

ests. If poorly administered, used for impermissible purposes, or applied too

broadly, the sanctions can foreclose important sources of supply and inflict

substantial harm on responsible contractors. A uniform policy and more pre-

cise administrative criteria are required to assure predictable and equitable ap-

plication of these sanctions throughout the Department of Defense.
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Recommendations

The Commission's recommendations address each of the above aspects of

the Defense Department's relations with industry—law enforcement, corporate

governance, official ethics, and contractor oversight.

We recommend continued, aggressive enforcement of federal civil and

criminal laws governing defense acquisition. Specific measures can be taken

to make enforcement still more effective, including the passage of Adminis-

tration proposals to amend the civil False Claims Act and to establish admin-

istrative adjudication of small, civil false claims cases.

To assure that their houses are in order, defense contractors must pro-

mulgate and vigilantly enforce codes of ethics that address the unique prob-

lems and procedures incident to defense procurement. They must also de-

velop and implement internal controls to monitor these codes of ethics and

sensitive aspects of contract compliance.

The Department of Defense (DoD) should vigorously administer current

ethics regulations for military and civilian personnel to assure that its em-

ployees comply with the same high standards expected of contractor person-

nel. This effort should include development of specific ethics guidance and

specialized training programs concerning matters of particular concern to

DoD acquisition personnel, including post-government relationships with de-

fense contractors.

Oversight of defense contractors must be better coordinated among the

various DoD agencies and Congress. Guidelines must be developed to re-

move undesirable duplication of official effort and, where appropriate, to en-

courage sharing of contractor data by audit agencies.

Government actions should foster contractor self-governance. DoD

should not, for example, use investigative subpoenas to compel such disclo-

sure of contractor internal auditing materials as would discourage aggressive

self-review. The new Under Secretary of Defense (Acquisition) should estab-

lish appropriate overall audit policy for DoD agencies and generally super-

vise the DoD's oversight of contractor performance.

Suspension and debarment should be applied only to protect the public

interest where a contractor is found to lack "present responsibility" to con-

tract with the federal government. Suspension and debarment should not be

imposed solely as a result of an indictment or conviction predicated upon

former (not ongoing) conduct, nor should they be used punitively. The Fed-

eral Acquisition Regulation should be amended to provide more precise
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criteria for applying these sanctions and, in particular, determining present

responsibility. Administration of suspension and debarment at DoD should be

controlled by a uniform policy promulgated by the Secretary of Defense.

90-185 0-88-29
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Final Report

to the President
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Introduction

I. Background

In July 1985, the Commission was charged by the President to conduct a

defense management study of important dimension, including:

the budget process, the procurement system, legislative oversight, and

the organizational and operational arrangements, both formal and

informal, among the Office of the Secretary of Defense, the

Organization of the Joint Chiefs of Staff, the Unified and Specified

Command systems, the Military Departments, and Congress.*

The Commission held its first organizational meeting on August 15-16,

1985, and received briefings from Secretary of Defense Weinberger and other

officials. Following this meeting, Commissioners were organized into six panels:

Strategy and Resource Planning; Military Organization and Command;

Acquisition; the Human Element—Personnel; Conduct and Accountability; and

Implementation.

In all, between August 1985 and June 1986 the Commission had some 30

day-long working sessions. Included among these were five days of public

hearings at which the Commission took testimony on a variety of defense

management issues. Witnesses at these and other meetings included members of

the Senate and House of Representatives, officials of the Office of the Secretary

of Defense (OSD) and Military Departments, industry leaders and associations,

public interest organizations, defense experts, and private citizens. In response

to its published requests, the Commission received and considered numerous

public comments on a wide range of acquisition-related issues. The Commission

also met with the three former Presidents, as well as former Secretaries of

Defense and Assistants to the President for National Security Affairs. We

received presentations from a broad range of current and former civilian

officials and military officers. Among these were Chairmen of the Joint Chiefs

of Staff, Service Secretaries and Service Chiefs, combatant and logistics

commanders, other military leaders, and high-ranking civilian officials of the

OSD and Military Departments. We also had the benefit of numerous briefings

by major defense research centers.

♦See Executive Order 12526 (July 15. 1985), included as Appendix B to this Final Report.
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On February 28, 1986, the Commission presented its Interim Report to the

President, which contained our initial findings and recommendations. These

recommendations were offered as a single blueprint for overall improvement in

defense management. They have provided the framework, for three subsequent

Reports to the President: Defense Acquisition, which we submitted on April 7,

1986; National Defense Planning and Budgeting, submitted June 12; and Conduct

and Accountability, submitted June 30. The present document, A Quest for

Excellence: Final Report to the President, compiles our detailed findings,

conclusions, and recommendations from each of these separate submissions.

II. Purpose

We have tried to take a broad and searching look at defense issues, and to

address the root causes of defense problems. Our overall blueprint for change

flows from certain enduring propositions of sound national security policy,

effective government, and basic management.

The Armed Forces of the United States are now and for the foreseeable

future an essential bulwark against the advance of tyranny. The purpose set

forth two centuries ago by the drafters of the Constitution—to "provide for the

common defense"—is one that we can meet today only with Armed Forces of the

utmost strength and readiness. Maintaining peace and freedom requires

nothing less.

To achieve this military capability, a sense of shared purpose must prevail in

relations between the Executive Branch and the Congress, and between

government and defense industry. Public and private institutions must

cooperate well, to serve the national good rather than mere partisanship or

special interest. The spirit of cooperation needed to promote the common

defense is today in jeopardy. This vital spirit must be preserved. Like the

effectiveness of our forces, it cannot simply be taken for granted.

The United States' defense effort is an enormous and complex enterprise.

It poses unique challenges—to plan sensibly for an uncertain future, to answer

new and unexpected threats to our security, to husband our technological and

industrial capacities and resources. Meeting these challenges will require, we

believe, a rededication by all concerned to some basic principles of management.

Capable people must be given the responsibility and authority to do their job.

Lines of communication must be kept as short as possible. People on the job

must be held accountable for the results. These are the principles that guide our

recommendations on defense organization and acquisition. They apply whether

one is fighting a war or managing a weapons program.

The present structure of the Department of Defense (DoD) was established
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bv President Eisenhower in 1958. His proposed reforms, which sprang from

the hard lessons of command in World War II and from the rich experience of

his Presidency, were not fully accomplished. Intervening years have confirmed

the soundness of President Eisenhower's purposes. The Commission has sought

to advance on the objectives he set for DoD.

Together, our recommendations are designed to achieve the following

significant results:

Overall defense decision-making by the Executive Branch and the Congress

can be improved.

Our military leadership can be organized and chartered to provide the

necessary assistance for effective long-range planning.

Our combatant forces can be organized and commanded better for the

attainment of national objectives.

Control and supervision of the entire acquisition system—including

research, development, and procurement—can be strengthened and

streamlined.

Waste and delay in the development of new weapons can be minimized, and

there can be greater assurance that military equipment performs as expected.

DoD and defense industry can have a more honest, productive partnership

working in the national interest.

III. Implementation

Having called in our earlier Reports for a new spirit of cooperation among

the Executive Branch, Congress, and industry, we are especially gratified to note

that important actions have been and are being taken, by each of these
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institutions which share responsibility for the nation's defense, to implement the

Commission's recommendations.

• On April 1, 1986, the President issued National Security Decision

Directive (NSDD) Number 219, directing DoD and other responsible

Executive agencies to implement virtually all of those recommendations

contained in our Interim Report that do not require legislative action.* On

the same day, the Secretary of Defense issued detailed instructions to

DoD for this purpose.

• On April 24, 1986, the President sent to Congress a Special Message

requesting the early enactment of legislation in order to implement the

balance of the recommendations in the Commission's Interim Report. This

included statutory designation of the Chairman of the Joint Chiefs of

Staff as the principal military adviser to the President, the Secretary of

Defense, and the National Security Council; provision for the

Chairman's exclusive direction of the Joint Staff and the Organization of

the Joint Chiefs of Staff; and creation of the new position of Under

Secretary of Defense for Acquisition at Level II of the Executive

Schedule. The President also asked Congress to take recommended

action to simplify and consolidate procurement laws, develop procedures

for the authorization and appropriation of defense budgets on a biennial

basis, encourage the use of multiyear procurement, and support

milestone funding for major weapon systems.t

• Both the House and Senate have passed legislation, now awaiting

conference, which substantially achieves the objectives of our Interim

Report with respect to the role and authority of the Chairman of the Joint

Chiefs of Staff, the establishment of a Vice Chairman, and the authority

of Commanders-in-Chief of the Unified Commands. By late June 1986,

both the House and Senate had approved legislation establishing the

Under Secretary of Defense for Acquisition at Level II.

♦The unclassified portions of NSDD 219, as announced in summary form by the White House,

are included as Appendix C to this Final Report.

tThe President's April 24 Special Message to Congress is included as Appendix D to this Final

Report.
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• A substantial number of leading defense contractors recently have

pledged to adopt and implement principles of business ethics and

conduct that acknowledge corporate responsibilities under federal

procurement laws. This important initiative, discussed more fully in our

report on Conduct and Accountability, is in keeping with the Commission's

recommendations on improvements in contractor self-governance.

It is only through a willingness to change by both public and private

institutions that our recommendations will achieve their ultimate purpose of

restoring stability to defense programs, saving money, and fielding better

military forces. These steps toward implementation are a promising beginning.

But much more remains to be accomplished. As an aid to the complete

implementation of our recommendations, we offer the succeeding portions of

our Final Report.
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Chapter One

National Security

Planning and Budgeting
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I. Introduction

Among the major tasks assigned to the Commission by the President in July

1985 was the study of resource allocation for defense, including the

legislative process. While national security planning is primarily the

responsibility of the Executive Branch, principally the President, the National

Security Council, the Secretary of Defense, and the Joint Chiefs of Staff, the

defense of the nation requires constructive collaboration between the President

and Congress. Although the planning process has improved in recent years, we

believe that further reforms are required. Reforms must deal with three major

problems in the current national security planning and budgeting process: the

need to relate military plans more adequately to available resources; the

instability of the defense budget process in both the Executive Branch and

Congress; and the inefficient role of Congress in the review of the defense

budget. Our work has addressed each of these problems in turn.

This Chapter sets forth our findings and recommendations* on the role of

the President in national security planning, a new process for planning national

military strategy, and an improved defense budget process in the Executive and

Legislative Branches. (A schematic representation of the process we propose is

provided in Appendix E to this Final Report.)

♦Amplifying on our Interim Report, these were presented earlier in National Security Planning and

Budgeting: A Report to the President, submitted June 12, 1986.
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II. The Role of the President in National

Security Planning

In our Interim Report, the Commission found that there is a need for more and

better long-range planning to bring together the nation's security objectives,

the forces needed to achieve them, and the resources available to support those

forces. It is critically important that this relationship be clearly established

through a national military strategy. At the same time, military strategy cannot

be carried out in isolation from the larger questions of the nation's overall

foreign policy and its domestic economic and fiscal objectives. Within the

Executive Branch, only the President can make the decisions necessary to

balance these elements of national policy. For this reason, the Commission sees

a need to streamline the present extensive process for defense planning and

budgeting within the Executive Branch by establishing a mechanism for earlv,

firm Presidential guidance.

Today, the President provides national security objectives to the Executive

Branch in the form of National Security Decision Directives (NSDDs) that are

issued through the National Security Council (NSC). Formulated by an

incoming President as policy guidance, these directives are updated periodically,

either as a result of a continuing review of major national security issues or as

additional guidance in response to crises.

Historically, this process has yielded unclear guidance for national security

planning because objectives have been stated in NSDDs without recognition of

the limits to fiscal resources that are finally made available. Because of the lack

of early Presidential guidance on fiscal limits, defense resource plans are subject

to debate and change within the Administration up to the moment the

President makes final decisions before sending his annual budget to Congress.

These changes can ripple throughout the entire five years of the planning

period, resulting in annual change—sometimes quite large—to each year of the

Five-Year Defense Program.

Based on Presidential guidance contained in NSDDs, the Secretary of

Defense currently issues his own Defense Guidance document, early in the

budget planning year, for development of detailed programs and budgets by

the Military Departments and agencies of the Department of Defense (DoD).

The Secretary's Defense Guidance incorporates fiscal guidance to the Military

Departments and Defense Agencies for a five-year period. His guidance is built

on a judgment of the threats to national interests and the adequacy of our
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military forces to meet those threats. But it also reflects such changeable near-

term factors as the previous year's congressional decisions, the current budget

debate in Congress, guidance from the Office of Management and Budget

(OMB) to DoD based on Presidential decisions during the previous year's

budget formulation, and recent international events with national security

implications.

Late in the year, two events can cause extensive changes to the Secretary's

budget plan. First, Congress makes decisions on the budget submitted to it at the

beginning of each calendar year. Typically, these decisions are postponed by

Congress as long as possible. Congress usually does not enact a defense budget

until after the fiscal year has begun on the first of October, with obvious

disruptive effects not only for execution of the budget, but also for planning a

defense program for subsequent years. Recently, moreover, congressional

decisions increasingly have diverged not only from the President's budget

proposal, but also from Congress' own pronouncements on future defense

budgets as projected in earlier concurrent budget resolutions.

Second, in November of each year before the President transmits his

budget to Congress in late January, OMB conducts an independent review of

the Secretary's budget plan, drawing upon updated economic projections,

recently enacted congressional budget decisions, and the President's budget

priorities. As late as December, based on issues raised by the OMB review, the

President often directs changes to the Secretary's budget plan that affect

thousands of line items and require major revisions to the Five-Year Defense

Program. Such Presidential decisions on the defense budget, so close in time to

presentation of the President's budget to Congress, do not allow the Secretary of

Defense sufficient time to review and advise the President of their effects on the

national defense program.

In the Commission's view, the instability induced by the present planning

and budgeting process can be substantially reduced, and its effects can be made

far less disruptive. As the Commission recommended in our Interim Report,

defense planning should start with a comprehensive Presidential statement of

national security objectives and priorities based on recommendations of the

NSC. On this basis, the President would issue provisional five-year budget levels

to the Secretary of Defense reflecting competing demands on the federal

budget as well as projections of gross national product and revenues. These

budget levels would be based on recommendations from the NSC with the

advice and assistance of the OMB.

Upon receipt of Presidential planning guidance, the Secretary of Defense

would instruct the Chairman of the Joint Chiefs of Staff (JCS) to prepare a

national military strategy that best achieves the national security objectives

within provisional budget levels. The Chairman would also be instructed to
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develop strategy options for each of the provisional budget levels, based on

consideration of major defense policies and operational concepts, to meet the

entire range of threats to these national security objectives. A recommended

national military strategy and options would be prepared by the Chairman with

the assistance of the other members of the JCS and the Commanders-in-Chief

(CINCs) of the Unified and Specified Commands. The military capabilities

provided by this strategy and options would be compared with the present and

projected capabilities of potential opponents in a military net assessment.

The Secretary of Defense would review the Chairman's recommendations

as described, and make such modifications as he deems appropriate. Upon

completing that phase of the new defense planning process, the Secretary, and

the Chairman as the principal military adviser, would present to the President a

recommended national military strategy, strategy options, and the net

assessment.

After review by the NSC, the President would select his preferred national

military strategy and its corresponding five-year defense budget level, based

upon his national security objectives and priorities, and an acceptable level of

risk. He would provide this decision to the NSC, the OMB, and the Secretary of

Defense. The Presidential decision, including the five-year fiscal guidance,

would be binding on the Executive Branch unless changed by further

Presidential decision.

Based on the President's decision, the Secretary of Defense would develop

a detailed Defense Guidance for the Military Departments and Defense

Agencies to launch the Planning, Programming, and Budgeting System (PPBS)

internal to the DoD. The final version of the Defense Guidance would contain

the Secretary's detailed guidance on defense objectives, policy, strategy, force

levels, and fiscal guidance, all based on the President's decisions. The detailed

fiscal guidance would be the basis for a new Five-Year Defense Program and for

detailed pricing and scheduling of the new defense budget.

The Commission strongly believes that an early Presidential decision on a

five-year defense budget level, clearly linked to a Presidentially approved

national military strategy, is necessary to achieve a more orderly and more stable

process for executive and congressional planning and budgeting for defense.

Early Presidential determination of an appropriate five-year budget level would

better integrate all elements of the Executive Branch in the resource allocation

process, result in more coherent and stable long-range planning for national

defense, and provide the Congress a proposed defense program more readily

explained and justified in terms of national security requirements.

Our recommended improvements in national security planning and

defense budgeting process (outlined in Appendix E to this Final Report) should
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be commenced immediately to assist the defense planning and budgeting

activities now underway in DoD and in Congress to construct the first biennial

defense budget. The budget to be submitted to Congress in January 1987 for

fiscal years 1988 and 1989 should be the transitional budget for the new

planning process. The new defense planning and budgeting process would

thereby be fully implemented for the fiscal year 1990-91 budget. To achieve

that end, the President should provide the strongest guidance possible to the

NSC, the OMB, the Secretary of Defense, the Chairman of the JCS, and the

Military Departments.

Recommendations

To institutionalize, expand, and link a series of critical Presidential

determinations, we recommend a process (Appendix E) that would operate in

substance as follows:

The National Security Council would develop and direct a national

security planning process for the President that revises current national

security decision directives as appropriate and that provides to the Secretary

of Defense Presidential guidance that includes:

• A statement of national security objectives;

• A statement of priorities among national security objectives;

• A statement of major defense policies;

• Provisional five-year defense budget levels, with the advice and

assistance of the Office of Management and Budget, to give focus to the

development of a fiscally constrained national military strategy. Such

budget levels would reflect competing demands on the federal budget

as well as projections of gross national product and revenues; and

• Direction to construct a proposed national military strategy and

strategy options for Presidential decision in time to guide development

of the first biennial defense budget for fiscal years 1988 and 1989.

Following receipt of the Secretary's recommended national military

strategy, accompanying options, and a military net assessment, the President,

with the advice of the NSC, would approve a particular national defense

program and its associated budget level. This budget level would then be

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

5
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



898

provided to the Secretary of Defense as five-year fiscal guidance for the

development of biennial defense budgets such that:

• The five-year defense budget level would be binding on all elements of

the Administration.

• Presidential guidance, as defined above, would be issued in mid—1986

to guide development in this transitional year of the first biennial

defense budget for fiscal years 1988 and 1989 to the maximum possible

extent.

• The new national security planning process would be fully imple-

mented to determine the course of the defense budget for fiscal years

1990 to 1994.
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III. A New Process for Planning National

Military Strategy

To provide the President and the Secretary of Defense with military advice

that better integrates the views of the nation's combatant commands and

Military Services, the Commission in our Interim Report recommended legislation

creating new duties for the Chairman of the Joint Chiefs of Staff (JCS). In the

Commission's view, the Chairman should become the principal military adviser

to the President, the National Security Council, and the Secretary of Defense,

representing his own views as well as the corporate views of the JCS. The

Chairman should be given exclusive direction of the Joint Staff, and other

elements of the Organization of the Joint Chiefs of Staff, to perform such duties

as he prescribes to support the JCS and to respond to the Secretary of Defense.

To further assist the Chairman in performing his new duties, a new position of

Vice Chairman of the JCS should be created. We note that in a message to

Congress on April 24, 1986, the President endorsed these recommendations

and that the Senate and House have separately passed legislation along these

lines.

In making these recommendations, the Commission envisioned that the

new duties of the Chairman would include a major role in national security

planning. The Commission recommended that the Chairman, with the advice of

the other members of the JCS and the Commanders-in-Chief (CINCs) of the

combatant commands, be given responsibility for preparing and submitting to

the Secretary of Defense a fiscally constrained national military strategy, with

strategy options, based on the President's initial guidance on national security

objectives and priorities, and his provisional five-year budget levels. The

Chairman would also, with the assistance of the other members of the JCS, and

in consultation with the Director of Central Intelligence, prepare a military net

assessment of the capabilities of United States and Allied Forces as compared to

those of potential adversaries. The net assessment would be used to evaluate the

risks of the strategy and the strategy options.

On April 1, 1986, the President issued a directive to the Secretary of

Defense (see Appendix C to this Final Report) calling for a new process for

planning national military strategy. The following section of this report

elaborates the Commission's views on the new process to aid in implementing

our recommendations.
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III. A New Process for Planning National

Military Strategy

To provide the President and the Secretary of Defense with military advice

that better integrates the views of the nation's combatant commands and

Military Services, the Commission in our Interim Report recommended legislation

creating new duties for the Chairman of the Joint Chiefs of Staff (JCS). In the

Commission's view, the Chairman should become the principal military adviser

to the President, the National Security Council, and the Secretary of Defense,

representing his own views as well as the corporate views of the JCS. The

Chairman should be given exclusive direction of the Joint Staff, and other

elements of the Organization of the Joint Chiefs of Staff, to perform such duties

as he prescribes to support the JCS and to respond to the Secretary of Defense.

To further assist the Chairman in performing his new duties, a new position of

Vice Chairman of the JCS should be created. We note that in a message to

Congress on April 24, 1986, the President endorsed these recommendations

and that the Senate and House have separately passed legislation along these

lines.

In making these recommendations, the Commission envisioned that the

new duties of the Chairman would include a major role in national security

planning. The Commission recommended that the Chairman, with the advice of

the other members of the JCS and the Commanders-in-Chief (CINCs) of the

combatant commands, be given responsibility for preparing and submitting to

the Secretary of Defense a fiscally constrained national military strategy, with

strategy options, based on the President's initial guidance on national security

objectives and priorities, and his provisional five-year budget levels. The

Chairman would also, with the assistance of the other members of the JCS, and

in consultation with the Director of Central Intelligence, prepare a military net

assessment of the capabilities of United States and Allied Forces as compared to

those of potential adversaries. The net assessment would be used to evaluate the

risks of the strategy and the strategy options.

On April 1, 1986, the President issued a directive to the Secretary of

Defense (see Appendix C to this Final Report) calling for a new process for

planning national military strategy. The following section of this report

elaborates the Commission's views on the new process to aid in implementing

our recommendations.
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Improved Defense Strategy Development

Just as the President's guidance on national security objectives and priorities

should provide a clear statement of what we must achieve, military strategy

should provide a clear statement of how we will achieve it. That strategy must

address how we plan to achieve particular national ends with available, or

reasonably anticipated, military means. Specifically, a strategy must relate

proposed military force levels to available resources.

It is incumbent upon our senior military leaders, as they chart a course for

the nation's military forces into the next century, to apply financial limits to

military force planning in a way not previously attempted. The questions that

such planning entails must be answered in that light. These include:

• What kind and what numbers of forces should we field in the future?

• What kind of equipment should they have?

• How rapidly should we modernize their equipment?

• How, and at what pace, can we best incorporate the benefits of

technological advances?

• How much should we spend on readiness and sustainability, on the one

hand, and modernization, on the other?

• What balance should we strike between strategic nuclear and general

purpose forces?

• How can we keep the overall cost of building and maintaining military

forces within limits while achieving performance objectives?

To develop a well-designed national military strategy, the Chairman should

first ensure that he has a full range of views from the Joint Chiefs, who as

individual Service Chiefs are charged with developing and providing the

nation's Armed Forces, and from the combatant commanders, who are charged

with employing them. Second, the Chairman should integrate the sometimes

conflicting perspectives arising from the different responsibilities held by these

officers into a coherent military strategy. This strategy thus would reflect the

best thinking of the nation's senior military leadership.

The product of such a strategy-development process would reflect the fiscal
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constraints directed by the President for the planning period and would include:

• an appraisal of threats to the achievement of our national objectives

across the full range of potential conflict during the five-year planning

period;

• a recommended strategy to meet our objectives and to respond to these

threats during the planning period; and

• the force requirements and capabilities to support the strategy.

In order to frame a wide range of decision alternatives for the President,

the Chairman would be directed to provide the Secretary with strategy options

resulting from the President's five-year budget levels and from variations within

a given budget level. These would reflect explicit trade-offs among the Services

and among competing requirements from the combatant commands. In

addressing options to the proposed national military strategy, the Chairman

would consider major defense policies and operational concepts (e.g.,

modernization, force structure, readiness, sustainability, security assistance

policy and funding levels, strategic nuclear forces versus general purpose forces,

etc.).

In order for the Chairman of the Joint Chiefs of Staff to provide sound

military advice on the various strategy options, a companion analysis should be

prepared that would identify:

• adjustments to current force levels in accordance with the President's

provisional budget levels and the associated costs or savings;

• problems that may preclude attainment of needed force levels or

capabilities without mobilization (e.g., personnel quality or quantity

unattainable without conscription, and the adequacy of the industrial

base to support force levels);

• unique regional considerations that may restrict our ability to employ

military force (e.g., political or other potential disadvantages to the use of

U.S. forces, maintainability of lines of supply, access to friendly ports of

entry, etc.); and

• limits on deployment or mobilization that may restrict our ability to

employ military forces in conflict (e.g., the availability of transport, the

adequacy of the training base, etc.).
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Our proposed process for strategy development does not diminish the value

of force planning as currently provided in the Joint Strategic Planning Docu-

ment (JSPD). The JSPD serves as the JCS contribution to the planning phase of

DoD's Planning, Programming, and Budgeting System, but it could be revised to

provide a more meaningful overarching framework for strategy and force

planning. The analytical value of the JSPD lies in its identification of force levels

for global general war that could guide the development of related peacetime,

resource-constrained forces. Specifically, the JSPD planning force could be

linked to a peacetime mobilization base for a "worst case" contingency of a global

general war. The mobilization base derived from the JSPD planning force could

be developed to achieve the shortest possible time to expand from mobilization

base levels to planning force levels—consistent with the President's fiscal

guidance. Such a peacetime posture should be a central consideration in

developing the recommended national military strategy and strategy options

provided to the President. In addition, forces for support of regional unified

commanders in pursuit of U.S. national security objectives in peacetime, as well

as the more probable, less intense forms of conflict, should also be identified in

the JSPD mobilization base planning force.

An Improved Net Assessment

As an element of the planning process we propose, it would be necessary to

make a more comprehensive effort to assess the capabilities of our forces to

accomplish their missions in the light of projected military threats posed by

potential adversaries. Where appropriate, Allied Forces should be included in

this analysis.

A net assessment of military capabilities, projected five years into the

future, can help identify the risks associated with alternative military strategies

and force postures. It would be of major assistance to the Chairman, the

Secretary of Defense, and the President in framing and selecting a defense

budget level and force posture better tied to national security objectives and

priorities. As an adjunct to the new strategy planning process, the net

assessment could help identify existing or emerging problems and opportunities

that need to be brought to the attention of the Secretary of Defense and the

Chairman for further study in the development of strategy options.

The expanded planning responsibilities to be assigned to the Chairman of

the Joint Chiefs of Staff would require that he prepare an independent,

comprehensive military net assessment in order to evaluate the recommended

national military strategy and any strategy options proposed. The Commission
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has recommended that the Chairman prepare this assessment for the Secretary

of Defense with the assistance of the other members of the JCS and in

consultation with the Director of Central Intelligence. He should also draw

upon the advice of the combatant commanders.

Recommendations

The Secretary of Defense, following receipt of the Presidential guidance

described previously, should direct the Chairman of the Joint Chiefs of Staff

(JCS), with the advice of the other members of the Joint Chiefs of Staff and the

Commanders-in-Chief (CINCs) of the Unified and Specified Commands, to:

• Appraise the complete range of military threats to U.S. interests and

objectives worldwide;

• Derive national military objectives and priorities from the national

security objectives, major defense policies, and priorities received from

the President; and

• Provide the Secretary of Defense a recommended national military

strategy that:

Best attains those national security objectives provided by the

President, in accordance with his policies and priorities;

Identifies the forces and capabilities necessary to execute the

strategy during the five-year planning period; and

Meets fiscal and other resource constraints directed by the

President during the five-year planning period.

At the direction of the Secretary of Defense, the Chairman also should

develop strategy options to achieve the national security objectives. Such

strategy options would:

• Frame explicit trade-offs among the Armed Forces;

• Reflect major defense policies and different operational concepts, in

terms of different mixes of forces or different degrees of emphasis on

modernization, readiness, or sustainability;

• Respond to each provisional budget level provided by the President;
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• Explore variations within a particular provisional budget level; and

• Highlight differences in capability between the recommended national

military strategy, on the one hand, and feasible alternatives, on the

other.

At the direction of the Secretary of Defense, the Chairman of the Joint

Chiefs of Staff, with the assistance of the other members of the JCS and the

CINCs, and in consultation with the Director of Central Intelligence, should

also prepare a military net assessment that would:

• Provide comparisons of the capabilities and effectiveness of U.S.

military forces with those of forces of potential adversaries for the

Chairman's recommended national military strategy and other strategy

options;

• Reflect the military contributions of Allied Forces where appropriate;

• Evaluate the risks of the Chairman's recommended national military

strategy and any strategy options that he develops for the Secretary of

Defense and the President; and

• Cover the entire five-year planning period.

The Secretary of Defense, following his review and analysis of the

Chairman's recommendations, should provide to the President:

• The Secretary's recommended national military strategy and its

corresponding five-year defense budget level, consistent with the

President's policy and fiscal guidance;

• Appropriate strategy options and corresponding five-year defense

budget levels sufficient to provide the President a wide range of

alternatives in choosing a national defense program; and

• A military net assessment of the recommended national military

strategy and strategy options.
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IV. The Congressional Defense Budget

Process—A Need for Change

The recommendations discussed above, when implemented by the President

and the Secretary of Defense, will go a long way toward making defense

planning and budgeting within the Executive Branch more rational and stable.

But this effort will fail to achieve the desired results if Congress does not do its

part to improve its role in the process. Realism in long-range planning and

budgeting for defense within the Executive Branch must be met by a responsible

exercise of congressional power in budget review and oversight.

In defense budgeting, as in most other matters of national policy, the

President proposes but Congress disposes. The national defense program

depends upon steady, long-term vision if it is to meet our long-term security

needs effectively. Congressional focus, however, is myopic and misdirected.

Only the upcoming budget year gets real attention, and this attention is directed

at the budget's microscopic pieces, its line items.

Problems inherent in Congress' defense budget review manifest themselves

in budget resolutions that reflect little or no consistency from year to year; in

changes to thousands of line items within the defense budget that, taken

together on this kind of scale, verge on randomness; and in defense

appropriations that are invariably late in enactment.

It is true that changing political and economic circumstances may require

the Congress to adjust its plans from time to time. But the Commission believes

that both the number and the magnitude of changes resulting from

congressional review of the defense budget are excessive and harmful to the

long-term defense of the country.

Where national defense is concerned, today's congressional authorization

and appropriation processes have become mired in jurisdictional disputes,

leading to overlapping review of thousands of line items within the defense

budget. A growing rivalry between the Armed Services Committees and the

Defense Appropriations Subcommittees over the line-item makeup of the

defense budget has played a major role in moving congressional review of the

defense budget toward narrowly focused financial action on individual items

and away from oversight based on operational concepts and military

effectiveness. During the review of the 1985 defense budget, for example,

Congress made changes to over 1,800 separate defense programs and directed

DoD to conduct 458 studies ranging from the feasibility of selling lamb
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products in commissaries to the status of retirement benefits for Philippine

scouts.

This kind of tinkering and financial fine-tuning has heightened defense

program instability because of its wide reach and lack of broader operational

focus. Congressional action on the 1985 budget reduced the President's request

by $20.5 billion, but, of that amount, only $0.5 billion (or 2 percent) involved

outright program cancellations or procurement terminations. The other 98

percent of the reduction came from changes to procurement rates and mixes,

level-of-effort cuts, miscellaneous personnel trims, and financing adjustments.

In addition, DoD now finds itself involved in a new congressional budgeting

phenomenon in which the Appropriations Committees have funded programs

that the Armed Services Committees have not authorized. In fiscal year 1986,

the DoD Appropriation Act included over 150 line items, valued at $5.7 billion,

that were authorized at a lower level or were not authorized at all. As of this

date, the fiscal year is more than half over but DoD cannot obligate funds nor

conclude contract negotiations for almost $6 billion of programs while the

disagreement continues between congressional committees.

Under these circumstances, the Secretary of Defense and the Military

Departments find themselves in the position of making final decisions in

formulating a budget for the next fiscal year while Congress is still debating its

own wide-ranging differences on the budget for the ongoing fiscal year. When

Congress finally makes its appropriation decision, the Secretary and the Services

are forced to adjust the proposed budget for the upcoming fiscal year, late in the

budget-formulation process within the Executive Branch, in order to

incorporate the impact of congressional changes. The timing and scope of these

changes prevent the DoD from making coherent linkages among the three

defense budgets that it manages at any one time—the budget being executed,

the budget under review by Congress, and the budget that DoD is developing

for the upcoming fiscal year.

Meanwhile, defense managers and defense procurement personnel around

the world must implement late congressional decisions after the fiscal year has

started. They are confronted with numerous changes that alter and delay their

program plans, schedules, and contract decisions. This instability, in turn,

spreads outward to the defense industry, whose investment and production

plans must be hastily adjusted annually as a result of late congressional

appropriations.

Finally, instability in defense budget planning has been further exacerbated

as a result of the new Gramm-Rudman-Hollings legislation. In March 1986, the

sixth month of the fiscal year, DoD was forced to take a 4.9 percent reduction in

each of almost 4,000 programs, projects, and activities, for a total cut of $13.6
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billion in budget authority and $5.2 billion in outlays. These across-the-board,

automatic cuts allowed no analysis or management judgment to be exercised

about priorities or about their effect on defense programs and forces. The

essence of budgeting is setting priorities. Our recommendations depend upon a

rational choice of priorities by responsible defense managers, as opposed to a

mechanistic allocation of resources across all activities. We must assume that

government will remain a place of judgment.

Many of the problems described above affecting congressional action result

from major differences of opinion within Congress on the funds to be provided

for defense in any one year. However, as this debate continues from year to

vear, congressional budget resolutions show very little consistency regarding

national defense funds, and, as a result, their projections of defense budgets for

future years have become unreliable measures of congressional intent.

Shortly after congressional budget resolution projections are made, the

budget-formulation process begins in the Executive Branch to build budgets for

the years covered by such projections. As the last guideposts of congressional

intent before Executive Branch budget formulation, budget resolution

projections play a central role in decisions on the levels for defense that are used

for planning within DoD and that the President ultimately will propose to

Congress. To the extent, then, that Congress has reflected unrealistic levels for

future defense budgets in its budget resolutions, lack of realism will also affect

the President's budget. This document to a large degree each year mirrors the

congressional budget resolution of the previous year. That is why congressional

budget resolution projections should be made with great care, with full

commitment to those projections from key committees that review the defense

budget.

The Commission urges the leaders of Congress to develop ways to relate

projections in budget resolutions to the five-year budget levels developed within

the Executive Branch (as described in the previous sections of this report) for

provision, in turn, to Congress. We believe that a much-improved linkage

between the new proposed process for defense planning and budgeting within

the Executive Branch, and the current budget resolution process within

Congress, is central to responsible decision-making on matters of national

security.

Another concern is the role budget resolutions play in later phases of the

overall congressional process. The practice has been for the authorizing and

appropriations committees to treat Budget Committee targets as ceilings from

which they could depart, rather than as congressional commitments. The

steadiness that should mark long-term planning for the nation's defense has

suffered as a result.
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The Commission is also concerned about the lack of cooperation in review

of the defense budget that marks authorization and appropriation actions today

in Congress.

The Armed Services Committees need to become less concerned with

attempting to control line items through authorization action and need to

concentrate more on the task for which they are best suited, allocation of funds

between and within major operational categories of the defense budget. In the

Commission's view, the Armed Services Committees also should have an

important role to play in ensuring that new weapon programs in fact contribute

to military effectiveness within major operational categories. They should be

the primary congressional agents for approval of acquisition programs entering

full-scale development and high-rate production as recommended by the

Commission in its report on Defense Acquisition and described later in this

Chapter.

The Armed Services Committees cannot, however, simply take on such

roles unilaterally. The leadership of the authorizing and appropriations bodies

that deal with the defense budget must agree on a division of labor that lessens

considerably the overlap and consequent rivalry that marks the process today.

We agree completely with the observations made by the Senate Armed Services

Committee, in an April 1986 report, on the need for congressional reform in

providing for the nation's defense:

Congressional reform must extend beyond the confines of defense oversight.

Ultimately, fundamental patterns of congressional behavior must change.

Committee jurisdictions must be reasserted and tightened to minimize overlap

and duplication. Redundant legislative phases of budgeting, authorizing, and

appropriating must be consolidated.

Procedural Reforms

If leadership problems within Congress can be overcome, and stability of

the defense budget and a more appropriate division of labor among committees

can be achieved, procedural reforms can have further beneficial effect. The

most important reform, in the Commission's view, is adoption by Congress of

biennial defense budgets tied to a five-year plan.
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A. Biennial Budgeting and Five-Year Planning for

Defense

In our Interim Report, we recommended that the President submit to

Congress a two-year defense budget and the five-year plan on which it is based.

Congress would be asked to approve a two-year budget based upon this plan. It

would do so through a two-year authorization and appropriation for national

defense. We note that the 1986 Defense Authorization Act calls for the

submission to Congress bv the President of a two-year defense budget for fiscal

years 1988 and 1989 in early 1987. DoD is now preparing such a budget. We

applaud this initiative by the House and Senate Armed Services Committees,

and we believe that, if Congress decides to adopt this new method of budgeting,

it can lead to the two-year defense authorization and appropriation that we

have recommended. We are mindful, however, that for some years the

President has, at congressional direction, provided requests for two-year

defense authorizations, but only the first year of each of these requests has ever

been acted upon.

The Commission believes that a biennial budget process for defense, tied to

a five-year defense plan, would promote stability by providing additional time

to do a better job—to think through military planning options, to evaluate

results of current and prior-year execution of the defense budget, and to ensure

that each phase of the cycle has the attention needed. A two-year cycle also

would, in particular, allow DoD to pay more attention to programming, the

second phase of the Planning, Programming, and Budgeting System (PPBS)

where individual defense programs are put together, refined, and compared to

each other to respond to defense needs.

A new biennial defense programming process would need to be fashioned

to precede the process through which biennial budgets are formulated. Stability

obtained from such two-year processes would provide many benefits

throughout DoD not the least of which would be found at the operational level

in the field, where installation and activity commanders and program managers

turn budget decisions into action.

A two-year defense budget cycle could also allow the Executive and

Legislative Branches of government to spend one of the two years on a

necessary, but generally ignored, evaluation process. It should help the Services

to better manage their programs, and Congress to stick to its deadlines and

schedules. Having spent a year reviewing ongoing activities. Congress should be

able to begin earlier and move faster in the appropriation year.

One of the major arguments against biennial budgeting is that it builds too

much inflexibility into the system. National security objectives and priorities,

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

5
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



911

however, ordinarily do not change appreciably from year to year, nor should

military strategy or the military force structure change radically over a two-year

period. In addition, the appropriate tools needed to make any changes

required in the second year of budget execution are already in existence.

Current reprogramming, supplemental, and budget amendment procedures

are more than adequate to address the need. Reprogramming thresholds and

transfer limitations within program categories should be reviewed by both

Congress and DoD in a biennial budget context, and additional flexibility should

be provided if needed. Rescissions and deferrals are also techniques that can be

used when necessary.

Primarily, however, a two-year appropriation for defense would stop the

yearlong chaos of budget-making that we now have, or at minimum, allow it to

happen only every two years rather than annually. This would surely provide a

greater degree of stability over a longer period of time.

We applaud DoD support for two-year defense budgets and growing

support within the Congress. We are particularly encouraged by Secretary

Weinberger's commitment to the concept. He echoed the Commission's

sentiments in his letter transmitting the April L, 1986, Report on Two-Year

Defense Budgeting to the Armed Services Committees and Appropriations

Committees when he stated:

. . . The resulting improved stability could increase the efficiency of defense

operations. Such an approach could also serve to simplify the currently lengthy

and time consuming budget process. Both Congress and the Executive Branch

would have significantly more time to focus on the resolution of policy issues

and the establishment of priorities. Moreover, the adoption of biennial

budgeting should reduce the need for Congress to fund our (defense)

operations through limited and ineffective Continuing Resolution Authority

procedures. . . .

B. Milestone Authorization, Baselining, and Multi-Year

Procurement

To complement biennial budgeting, the Commission believes that milestone

authorization, baselining, and multi-year procurement should be instituted and

expanded by both DoD and Congress for all major defense programs.

Milestone authorization would allow the Armed Services Committees to

focus their review of major acquisition programs on two key program

milestones, the beginning of full-scale engineering development and the start of
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high-rate production. Programs advancing through these milestones in either

the first or second year of a particular biennial authorization request would be

identified to Congress by DoD, which would provide a program baseline for

each identified program. A program baseline would describe the cost, schedule,

and operational performance of the systems to be acquired during the

production lifetime of the program, would be certified at the highest level of

responsible officials within DoD, and would establish a contract between the

Executive and Legislative Branches based on mutual expectations for the

program.

If such a process were in place, the Armed Services Committees would not

need to subject defense programs performing well, relative to an approved

baseline previously established at a key milestone, to the same level of scrutiny as

programs arriving at key milestones. In fact, to the maximum possible extent,

programs that proceed successfully through congressional authorization at the

high-rate production milestone should be executed through multi-year

procurement. Once multi-year procurement is initiated, changes to a program

baseline, either through DoD action or through later congressional

authorization or appropriation action, should be avoided because of the

financial penalties involved. In the Commission's view, milestone authorization,

baselining, and multi-year procurement would promote the kind of stability

and proven cost savings in budgeting for national defense that are central

objectives of our recommendations.

C. Changing the Structure of the Defense Budget

Finally, the Commission believes that the Congress, DoD, and the Office of

Management and Budget must together begin the hard work necessary to

reduce an overly detailed line-item review of the defense budget and to bring a

broader, operational perspective to the defense budget and its companion Five-

Year Defense Program.

The Five-Year Defense Program has been constructed to provide a

crosswalk between the input (financial) side of the nation's defense budget and

the output (forces, weapon systems, manpower, etc.) side where defense

programs are grouped according to the operational purposes they serve.

However, the relative lack of attention historically directed at operational

concepts to guide defense spending has resulted in relatively poor structural

development of the output side. While the basic foundation of an operationally

oriented structure has been in place in the Five-Year Defense Program for some

time, much more work must be done to build a new, and more adequate,

budget structure for congressional biennial defense authorizations and

appropriations.
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For example, such a new budget structure might better show the

contribution of the B—1 bomber to national defense by grouping the B-l

program and other appropriate programs within a budget account titled

"Modernization of Strategic Nuclear Forces" rather than, as is now the case, a

budget account called "Aircraft Procurement, Air Force." A revised budget

structure of this type would allow a better review of the different types of

strategic nuclear systems, in relationship to each other and to overall national

security objectives, than is now the case.

In addition, it would allow for more management judgment to be

introduced by aggregating, consolidating, and reorganizing thousands of line

items into fewer budget activities within the Military Departments. For example,

if all Army cargo and utility helicopters and their modifications, spares, and

simulators were placed in a new, single, aggregated activity, 39 line items could

be reduced to 4. Similarly, 358 line items for trucks could be reduced to 11. This

would permit more reasoned, practical, and balanced decisions to be made.

Recommendations

CONGRESS

A joint effort among the Appropriations Committees, the Armed Services

Committees, the Office of Management and Budget (OMB), and the

Department of Defense (DoD) should be undertaken as soon as possible to

work out the necessary agreements, concepts, categories, and procedures to

implement a new biennial budget process for defense. Biennial budgeting for

defense should be instituted in 1987 for the fiscal year 1988—89 defense

budget. Congress should authorize and appropriate defense funding for those

two years. The second year of this new biennial budgeting process should be

used by both Congress and DoD to review program execution where

appropriate.

Congress should reduce the overlap, duplication, and redundancy among

the many congressional committees and subcommittees now reviewing the

defense budget.

The leadership of both parties in the House and the Senate should review

the congressional process leading up to annual budget resolutions with the

intent of increasing stability in forecasts for defense budgets for future years.

We cannot stress strongly enough that a responsible partnership in providing
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for the national defense means agreement between Congress and the President

on an overall level of a five-year defense program early in a new President's

term in office and adherence to this agreement during his Administration.

The chairmen and ranking minority members of the Armed Services

Committees and the Defense Appropriations Subcommittees should agree on

a cooperative review of the defense budget that has the following features:

• Review by the Armed Services Committees of the defense budget in

terms of operational concepts and categories (e.g., force structure,

modernization, readiness, and sustainability, etc.);

• Review and authorization of individual programs by the Armed

Services Committees that concentrate on new defense efforts at key

milestones—specifically the beginning of full-scale development and

the start of high-rate production—in terms of their contributions to

major defense missions; and

• Review by the Appropriations Committees, using the new budget

structured in terms of operational concepts and categories, to adjust the

the President's defense budget to congressional budget resolution

levels through refinements based on information not available when

the President's budget was formulated months earlier.

Congress should adhere to its own deadlines by accelerating the budget

review process, so that final authorizations and appropriations are provided to

DoD on time, and less use is made of continuing resolutions.

Congress should review and make major reductions in the number of

reports it asks DoD to prepare and should closely control requirements for

new reports in the future.

EXECUTIVE BRANCH

The President should direct the Secretary of Defense and OMB to

institute biennial budgeting for defense in 1987 for the fiscal year 1988—89

defense budget and budgets thereafter.

The Secretary of Defense should develop and submit to Congress defense

budgets and five-year plans within an operationally oriented structure. He

should work with the appropriate committees of Congress and with OMB to
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establish the necessary mechanisms and procedures to ensure that a new

budget format is established.

The Secretary of Defense should institute a biennial programming

process within DoD to complement the proposed biennial planning and

budgeting processes.

The Secretary of Defense should work with the Armed Services

Committees to define procedures for milestone authorization of major defense

programs.

Baselining and multi-year procurement should be used as much as

possible to reinforce milestone authorization.
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V. Conclusion

Defense of the nation demands that better links be forged among national

security objectives, national military strategy, and defense budgets.

The President must initiate the effort. He must challenge the Secretary of

Defense, the Chairman of the Joint Chiefs of Staff, and the nation's key military

leaders to create a national military strategy that can become the basis of

America's protection into the next century. Only the President can define the

terms and boundaries necessary to set such a broad gauge effort in motion, and

he must be confident that it will yield the proper result.

Prepared with this kind of a national military strategy, the President can

provide Congress a blueprint for national security, and a constructive

partnership can be formed to carry it out—through a five-year national defense

program that logically follows. This partnership will, however, require

Congress to improve its methods and make them more responsive to the

requirements of national defense.

In the end, all responsible senior officials must exercise leadership if better

methods are to take hold and yield a better national defense. We must depend

upon dedicated and talented people to take the concepts we have presented and

build upon them for the future.
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Chapter Two

Military Organization

and Command

90-185 0-88-30
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To accomplish meaningful, long-range defense planning, certain modifica-

tions are needed in our defense establishment.*

The President and the Secretary of Defense require military advice that

better integrates the individual views of the nation's combatant commanders

and the Chiefs of the Services. Today, there is no one uniformed officer clearly

responsible for providing such an integrated view, who can drayv upon the best

thinking of, and act as an effective spokesman for, our senior military leader-

ship. The current authority of the Chairman of the Joint Chiefs of Staff is in-

sufficient to enable him to perform effectively in this capacity. The Chairman's

advisory relation to the President and the Secretary of Defense, the Chairman's

mandate over the Joint Staff and the Organization of the Joint Chiefs of Staff,

and the Chairman's place in the channel of communications betyveen the Secre-

tary of Defense and the Commanders-in-Chief of the Unified and Specified

Commands (CINCs), all must be strengthened to this end.

So, too, must the views of the CINCs be more strongly and purposefully

represented than they are at present yvithin the councils of the Joint Chiefs and

in weapons requirements decision-making. Because it is the responsibility of

the Chairman to integrate the sometimes conflicting advice of the Service

Chiefs and the CINCs into a national strategy, the necessity for impartiality

and objectivity in doing so argues for another voice in the Joint Chiefs of Staff

to represent the views of the CINCs. For these purposes, and to assist the

Chairman in his existing and additional responsibilities, we conclude that the

position of Vice Chairman of the Joint Chiefs of Staff should be established.

There is an important need to provide for continuity of advice to the Sec-

retary of Defense and the President in the absence of the Chairman of the

Joint Chiefs of Staff. The current system, in which the members of the Joint

Chiefs of Staff (JCS) rotate quarterly as Acting Chairman, has provided conti-

nuity better than earlier systems. It also has served to enhance a needed joint

perspective among the Service Chiefs and increase their effectiveness in both

their JCS and Service roles. The establishment of a V ice Chairman as a mem-

ber of the Joint Chiefs of Staff having special responsibilities for representing

the interests of the CINCs and reviewing weapons requirements would be an

important innovation. While underscoring the importance of continuity, the

♦With certain important additions, this Chapter represents relevant findings and

recommendations presented earlier in our Interim Report.
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Commission believes the procedures under which an Acting Chairman is desig.

nated should remain flexible. Under the President's direction, the Secretary of

Defense should be permitted to adopt those procedures which are best suited

to the particular circumstances and to revise them in accordance with changing

needs.

The Commission believes that the present authority of the Chairman of the

joint Chiefs of Staff to influence the quality of the personnel assigned by the

Armed Services to the Joint Staff is adequate to assure proper support for him,

and for the Joint Chiefs of Staff. We note that the JCS corporately control all

military personnel, and therefore are in the best position to provide the Chair-

man with the best possible staff. We do not believe that Congress can usefully

legislate new rules for selecting and promoting Joint Staff officers.

We find that improvements also are needed in the several Unified (i.e.,

multi-Service) and Specified (i.e., single Service) Commands into which our

combat forces are organized.

The measure of command now accorded the nation's combatant com-

manders is not always sufficient for our forces to perform with high confidence

of success and coherence of effort. Unified Commanders require broader au-

thority than "operational command." as now understood and practiced, in or-

der to meet the heavy responsibilities that their missions place on them.

In our Interim Report, we expressed the conviction that, were combatant

commanders authorized and directed to do so, they could reduce significantly

the numbers of headquarters subordinate to them and their components, as well

as the numbers of personnel assigned to staff duties in these headquarters. We

remain convinced that increased authority for each CINC should enable him so

to rationalize his command structure. We therefore urge that the Secretary of

Defense elicit, through the JCS, specific recommendations to that end.

The Unified Command Plan divides responsibilities among combatant

commanders too arbitrarily on the basis of geographical boundaries. Today,

some threats overlap those boundaries and must be dealt with functionally.

Moreover, the current command structure reflects command arrange-

ments tha.t evolved during World War II to deal with high-intensity conflict

across vast regions of the globe. However well the lavers of the present com-

mand structure suit the contingency of general war, they are not always well-

suited to the regional crises, tensions, and conflicts that are commonplace

today.

Finally, loose coordination of strategic lift of military forces throughout

the world now constrains military ef fectiveness. There are demonstrated mana-

gerial shortfalls in our ability to allocate available air, land, and sea transporta-

tion among manv claimants.
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The specific changes recommended by the Commission are necessary to as-

sure unified action by our Armed Forces. On April 24, 1986, in a Special Mes-

sage to Congress (see Appendix D to this Final Report), the President endorsed

our recommendations on military organization and command and requested

early enactment of legislation required to implement them. As the culmination

of a major legislative effort begun in the House of Representatives in 1982 and

joined in the Senate by passage of the Barry Goldwater Department of Defense

Reorganization Act of 1986, we anticipate enactment of our basic recommenda-

tions by the end of 1986.

Recommendations

The Commission recommends the following reforms in federal law and

DoD practices.

Current law should be changed to designate the Chairman of the Joint

Chiefs of Staff (JCS) as the principal uniformed military advisor to the Presi-

dent, the National Security Council, and the Secretary of Defense, repre-

senting his own views as well as the corporate views of the JCS.

Current law should be changed to place the Joint Staff and the Organiza-

tion of the Joint Chiefs of Staff under the exclusive direction of the Chair-

man, to perform such duties as he prescribes to support the JCS and to re-

spond to the Secretary of Defense. The statutory limit on the number of

officers on the Joint Staff should be removed to permit the Chairman a staff

sufficient to discharge his responsibilities.

The Secretary of Defense should direct that the commands to and reports

by the Commanders-in-Chief of the Unified and Specified Commands

(CINCs) should be channeled through the Chairman so that the Chairman

may better incorporate the views of senior combatant commanders in his ad-

vice to the Secretary.

The Service Chiefs should serve as members of the JCS. The position of

a four-star Vice Chairman should be established by law as a sixth member of

the JCS. The Vice Chairman should assist the Chairman by representing the

interests of the CINCs, co-chairing the Joint Requirements and Management

Board, and performing such other duties as the Chairman may prescribe.

The Secretary of Defense, subject to the direction of the President,

should determine the procedures under which an Acting Chairman is desig-

nated to serve in the absence of the Chairman of the JCS. Such procedures
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should remain flexible and responsive to changing circumstances.

Subject to the review and approval of the Secretary of Defense, Unified

Commanders should be given broader authority to structure subordinate

commands, joint task forces, and support activities in a way that best sup-

ports their missions and results in a significant reduction in the size and

numbers of military headquarters.

The Unified Command Plan should be revised to assure increased flexi-

bility to deal with situations that overlap the geographic boundaries of the

current combatant commands and with changing world conditions.

For contingencies short of general war, the Secretary of Defense, with

the advice of the Chairman and the JCS, should have the flexibility to estab-

lish the shortest possible chains of command for each force deployed, con-

sistent with proper supervision and support. This would help the CINCs and

the JCS perform better in situations ranging from peace to crisis to general

war.

The Secretary of Defense should establish a single unified command to

integrate global air, land, and sea transportation, and should have flexibility

to structure this organization as he sees fit. Legislation prohibiting such a

command should be repealed.
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Chapter Three

Acquisition

Organization

and Procedures
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I. Introduction

The President established the Blue Ribbon Commission on Defense

Management in part because public confidence in the effectiveness of the

defense acquisition system has been shaken by a spate of "horror stories"—

overpriced spare parts, test deficiencies, and cost and schedule overruns.

Unwelcome at any time, such stories are particularly unsettling when the

Administration and Congress are seeking ways to deal with record budget

deficits. A major task of this Commission has been to evaluate the defense

acquisition system, to determine how it might be improved, and to recommend

changes that can lead to the acquisition of military equipment with equal or

greater performance but at lower cost and with less delay. For this purpose, the

Commission formed an Acquisition Task Force.*

We analyzed the horror stories, as others have done, but concluded that a

diagnosis based on recognized deficiencies could lead only to band-aid

treatments for a system more fundamentally ill. Therefore, our basic

methodology has been deliberately quite different.

We compared the defense acquisition system with other systems, both

government and commercial, that develop and produce equipment of

comparable complexity, in order to find success stories that could provide a

model on which reforms of the defense acquisition system could be based.

Defense acquisition represents the largest and, in our judgment, the most

important business enterprise in the world. It deserves to be managed with the

highest standards. We therefore conducted a "search for excellence" by

examining organizations that had been most successful in acquisition, in order

to find a model of excellence for defense acquisition.

Chances for meaningful improvement will come not from more regulation

but only with major institutional change. During the last decade or so a new

theory of management has evolved. It has been developed by a limited number

of U.S. companies, and it has flourished in Japan. These new management

*The findings and recommendations of this Chapter are substantially those presented

earlier in A Formula for Action: A Report to the President on Defense Acquisition, submitted April 7,

1986. Additional recommendations, first presented here, relate to rights in technical data and

industrial mobilization.

The work of the Acquisition Task Force was directed by William J. Perry. In addition to

David Packard, its members included Louis W. Cabot, Charles J. Pilliod, Jr., R.James Woolsey,

and the late Ernest C. Arbuckle.
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practices have resulted in much higher productivity and much higher qualitv in

the products being produced. They involve the participation of all of the people

in the organization in deciding among themselves how the job can best be done.

They involve, above all, trust in people. They involve the belief that people in

an organization want to do a good job, and that they will—if given the

opportunity—all contribute their knowledge, skill, and enthusiasm to work

together to achieve the aims and goals of their organization. Supervision can be

minimized, and detailed review of work can be greatly reduced. A real sense of

teamwork can be established. Every group in an organization can become a

center of excellence, and in this way the entire organization achieves a level of

excellence in every aspect of its work.

Centers of excellence have evolved here and there in the acquisition

process, in the form of project teams that have developed and produced new

weapons rapidly, efficiently, and with high quality performance. Unfortunately,

this is not the way DoD typically operates. All too many people in DoD work in

an environment of far too many laws, regulations, and detailed instructions

about how to do their work. Far too many inspectors and auditors check their

work, and there is a hierarchy of oversight in far too many layers, requiring

much wasteful reporting and paperwork.

The quest for excellence in defense management will be successful only if a

new management philosophy can replace the old. Instead of concentrating on

the things that are being done wrong and trying to fix them with more laws,

more regulations, and more inspectors, DoD should concentrate on those things

that are done right and use them as models.

Common sense must be made to prevail alike in the enactments of Congress

and the operations of the Department. We must give acquisition personnel more

authority to do their jobs. We must make it possible for people to do the right

thing the first time and allow them to use their common sense. When this is

done, layers of supervision can be eliminated, reporting can be minimized, and

DoD can get by with far fewer people. Only then will productivity and quality

become hallmarks of defense acquisition.
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II. The Scope of the Defense Acquisition

System

Defense acquisition is the largest business enterprise in the world. Annual

purchases by the Department of Defense (DoD) total almost $170

billion—more than the combined purchases of General Motors, EXXON, and

IBM- DoD's research and development (R&D) expenditures are more than

fifteen times those of France, Germany, or the United Kingdom, and eighty

times those of Japan. Defense acquisition involves almost 15 million separate

contract actions per year—or an average of 56,000 contract actions every

working day.

DoD makes only a small percentage of its equipment. It depends primarily

on the nation's industrial companies to develop its weapons and to

manufacture everything from belt buckles to aircraft carriers. In general, these

companies do not work solely on defense contracts. Most of the top 50 defense

contractors also engage in substantial commercial production. Boeing, for

example, supplies aircraft both to DoD and to commercial airlines. IBM

supplies computers for military and commercial applications. In this way, the

technological base developed for commercial products can be effectively

applied to military products, and vice versa. On the other hand, this dual

commercial-military product base greatly complicates DoD's task of regulating

and auditing the technical and financial performance of industry.

DoD employs more than 165,000 people, both civilian and military, to

manage this vast array of R&D, procurement, and logistics programs. Nearly

all of these people work for the Services, which directly manage these

programs subject to the oversight of a relatively small staff in the Office of the

Secretary of Defense (OSD). Further oversight is provided by the Executive

Office of the President, including the Office of Management and Budget,

particularly in connection with the President's defense budget. And the

Congress, in exercising its constitutional responsibility to provide for our

Armed Forces, authorizes and appropriates funds for each of more than 2,600

specified procurement and R&D line items, and plays a major role in

overseeing acquisition programs.

A responsible analysis of problems in the defense acquisition system must

take into account the complexity and scope of acquisition programs. A

responsible prescription for change must address the actions of everyone

who—for better or worse—can influence these programs, from defense

contractors and program managers to OSD officials and Members of Congress.
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III. Problems With the Present Acquisition

System

All of our analysis leads us unequivocally to the conclusion that the defense

.acquisition system has basic problems that must be corrected. These

problems are deeply entrenched and have developed over several decades

from an increasingly bureaucratic and overregulated process. As a result, all

too many of our weapon systems cost too much, take too long to develop, and,

by the time they are fielded, incorporate obsolete technology.

Recent public attention has focused on cases of spare parts overpricing

that have been prominently reported by the media. Many of these cases were

uncovered by DoD itself, which has a major effort underway to detect spare

parts overpricing and to minimize such problems in the future. By contrast, we

have focused on the acquisition of major weapon systems, because improved

efficiency there can lead to cost savings greater by orders of magnitude. We

nonetheless also analyzed the spare parts cases to determine whether they are

indicative of systemic problems and, if so, how these should be addressed.

Although each of the cases we examined had its own peculiarities, we

identified a number of problems that frequently recurred: for example,

government insistence on rigid custom specifications for products, despite the

commercial availability of adequate alternative items costing much less; the

ordering of spare parts so late in a program, after the close of the production

line, that they must be expensively hand tooled; the use of unsuitable cost

allocation procedures that grossly distort the price tags of inexpensive spare

parts; the buying of spare parts in uneconomically small quantities and hence

at higher prices; and the simple exercise of poor judgment by acquisition

personnel.

In general, we discovered, these problems were seldom the result of fraud

or dishonesty. Rather they were symptomatic of other underlying problems

that affect the entire acquisition system. Ironically, actions being prescribed in

law and regulation to correct spare parts procurement tend to exacerbate these

underlying problems by making acquisition procedures even more inflexible

and by removing whatever motivation exists for the exercise of individual

judgment. This Chapter will concentrate on ways of improving the efficiency of

the overall acquisition system. Removing bureaucratic inefficiencies in our

acquisition of major weapon systems also will realize significant improvements

in our procurement of associated spare parts.
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Problems with the present defense acquisition system begin with the

establishment of approved "military requirements" for a new weapon, a step

that occurs before development starts. Two common methods exist for

establishing the need for a new system—"user pull" and "technology push."

Both methods are unsatisfactory.

User pull defines the institutional process bv which users (notably the

Services) assess the adequacy of existing weapons to meet military needs, and

state the characteristics of the next generation of equipment desired to

overcome identified inadequacies. In general, this process does not adequately

involve participants with a sophisticated knowledge of the cost and schedule

implications of technical improvements required to satisfy these characteristics.

Consequently, user pull often leads to goldplating—that is, the inclusion of

features that are desirable but whose cost far exceeds their real value. If users

understood the likely impact of their requirements on the schedule, quantity,

and maintainability of the weapons they eventually received, they would have

strong motivation for compromise. Generally, however, that compromise—a

conscious trade-off between performance and cost—does not take place to an

adequate degree. Implicitly, it is assumed that military requirements should be

"pure," and that any necessary trade-offs will take place later in the process.

Alternatively, requirements often are established by technology push. A

government or industry team conceives of a new or advanced technology. It

then tries to persuade users to state requirements that will exploit the new

technology. Most of the really significant improvements in military

technology—radar, jet engines, and the atomic bomb, for example—have

occurred by technology push rather than by an abstract statement of

requirements. Because participants in this process tend to push technology for

its own sake, however, this method is no less prone to result in goldplating than

user pull.

Once military requirements are defined, the next step is to assemble a

small team whose job is to define a weapon system to meet these requirements,

and "market" the system within the government, in order to get funding

authorized for its development. Such marketing takes place in a highly

competitive environment, which is desirable because we want only the best

ideas to survive and be funded. It is quite clear, however, that this competitive

environment for program approval does not encourage realistic estimates of

cost and schedule. So, all too often, when a program finally receives budget

approval, it embodies not only overstated requirements but also understated

costs.

Funding having been approved, the DoD program team is then enlarged

and given the task of preparing detailed specifications. Weapon system
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specifications for a major program typically run to thousands of pages, not

counting generic military specifications included bv reference. System

specifications effectively become a surrogate for overstated military

requirements, which tend to fade from view.

DoD then invites industry to bid on the program. The overly detailed

svstem specifications serve as a basis for defense contractors to prepare

competitive proposals describing how they would meet the specifications, and

at what cost to them and price to the government. The preparation of

competitive proposals may very well expose technical problems with the

specifications, or reveal modifications that would be cost effective. The

environment in which program competition typically takes place, however,

encourages improvements within specifications, but discourages modifications

that deviate from specifications. This effectively forecloses one principal

factor—trade-offs between performance and cost—on which the competition

should be based. The resulting competition, based instead principally on cost,

all too often goes to the contractor whose bid is the most optimistic.

In underbidding, contractors assume there will be an opportunity later in

a program to negotiate performance trade-offs that make a low bid achievable,

or to recover understated costs through engineering change orders. Todav,

however, most production and many development contracts are negotiated on

a firm, fixed-price basis. For the government, the advantages of a fixed-price

arrangement, particularly the incentives it creates for realistic bidding, are

obvious. The disadvantages to the government, while more subtle, are

nevertheless of real concern. Fixed-price contracts effectively can enshrine

overstated requirements and understated costs in a legal arrangement that

allows little or no flexibility for needed trade-offs between cost and

performance. This contractual arrangement, intended to protect the

government, may cause both sides to lose.

In the face of these daunting problems, DoD selects a successful bidder

and launches the program. The DoD program manager sets out to accomplish

the improbable task of managing his overspecified and underfunded program

to a successful conclusion.

But what was merelv improbable soon becomes impossible. The program

manager finds that, far from being the manager of the program, he is merelv

one of the participants who can influence it. An army of advocates for special

interests descends on the program to ensure that it complies with various

standards for military specifications, reliability, maintainability, operability,

small and minority business utilization, and competition, to name a few. Each

of these advocates can demand that the program manager take or refrain from

taking some action, but none of them has any responsibility for the ultimate

cost, schedule, or performance of the program.
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None of the purposes they advocate is undesirable in itself. In the

aggregate, however, thev leave the program manager no room to balance their

manv demands, some of which are in conflict with each other, and most of

which are in conflict with the program's cost and schedule objectives. Even

more importantly, they produce a diffusion of management responsibility, in

which everyone is responsible, and no one is responsible.

Meanwhile, throughout this process, various committees of Congress are

involved. During the marketing phase, it is not enough for the program

manager to sell the program to his Service leaders and the various staffs in the

Office of the Secretary of Defense. He also must sell the program to at least

four committees and to numerous subcommittees of Congress, and then resell

it for each fiscal year it is considered. In so doing, the program manager is

either assisted or opposed by a variety of contractors, each advocating its own

views of the program on Capitol Hill. While congressmen have an abstract

interest in greater program effectiveness, they also have an intense pragmatic

interest in their own constituencies. These two interests are frequently in

conflict, as they exert pressure on specific programs through legislative

oversight.

All of these pressures, both internal and external to DoD, cause the

program manager to spend most of his time briefing his program. In effect, he

is reduced to being a supplicant for, rather than a manager of, his program.

The resulting huckster psychology does not condition the program manager to

search for possible inconsistencies between performance and schedule, on the

one hand, and authorized funding, on the other. Predictably, there is a high

incidence of cost overruns on major weapon systems programs.

But a much more serious result of this management environment is an

unreasonably long acquisition cycle—ten to fifteen years for our major weapon

systems. This is a central problem from which most other acquisition problems

stem:

• It leads to unnecessarily high costs of development. Time is money, and

experience argues that a ten-year acquisition cycle is clearly more expensive

than a five-year cycle.

• It leads to obsolete technology in our fielded equipment. We forfeit our

five-year technological lead by the time it takes us to get our technology from

the laboratory into the field.

• And it aggravates the very goldplating that is one of its causes. Users,

knowing that the equipment to meet their requirements is fifteen years away,

make extremely conservative threat estimates. Because long-term forecasts are

uncertain at best, users tend to err on the side of overstating the threat.
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This description of the acquisition system is stark, but it by no means

exaggerates the environment of many, if not most, defense programs. Given

this pernicious set of underlying problems, it is a tribute to the dedication of

many professionals in the system, both in and out of DoD, that more programs

do not end up in serious trouble.
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IV. An Acquisition Model To Emulate

Problems attendant to defense acquisition are not new, nor are such

problems unique to DoD. Rather, they are typical of the way in which large

bureaucracies, particularly government bureaucracies, manage large, complex

projects. With this in mind, we compared how other large institutions have

managed programs of similar complexity—that is, multi-year, multi-billion

dollar programs incorporating state-of-the-art technology.

Two recent efforts have been made to draw such a comparison (see

Appendix F). Notably, average cost growth in major defense programs has

been found to be less than that experienced by many comparable civil

programs, including highway projects, water projects, public buildings, and

large processing plants. The good news from these studies is that DoD is no

worse than other large bureaucratic organizations in managing major

programs.

This leaves unanswered, however, what level of excellence can be achieved

in defense programs. To answer this question, a landmark study was

undertaken by the Defense Science Board (DSB) last year. The DSB compared

tvpical DoD development programs with successful programs from private

industry. It used as case studies the development of the IBM 360 computer,

the Boeing 767 transport, the AT&T telephone switch, and the Hughes

communication satellite. Each of these programs compares in complexity and

size to a major weapon system development, yet each took only about half as

long to develop and cost concomitantly less. These commercial programs

clearly represent the models of excellence we are seeking, but it is not obvious

that DoD, or any large bureaucratic organization, can follow successfully the

management procedures used in private industry.

To address that question, the Acquisition Task Force examined several

DoD programs that were developed under special streamlined procedures—

the Polaris missile, the Minuteman missile, the air-launched cruise missile

(ALCM), and several highly classified projects. We found that, in these

programs, DoD achieved the accelerated schedules of the successful

commercial programs.

It is clear that major savings are possible in the development of weapon

systems if DoD broadly emulates the acquisition procedures used in

outstanding commercial programs. In a few programs, DoD has demonstrated

that this can be done. The challenge is to extend the correct management
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techniques to all major defense acquisitions, and more widely realize the

attendant benefits in schedule and costs.

To this end, we analyzed a number of successful programs to identify

management features that they had in common, and that could be

incorporated in the defense acquisition system. We identified six underlying

features that typified the most successful commercial programs:

1. Clear command channels. A commercial program manager has clear

responsibility for his program, and a short, unambiguous chain of command to

his chief executive officer (CEO), group general manager, or some comparable

decision-maker. Corporate interest groups, wishing to influence program

actions, must persuade the responsible program manager, who may accept or

reject their proposals. Major unresolved issues are referred to the CEO, who

has the clear authority to resolve any conflicts.

2. Stability. At the outset of a commercial program, a program manager

enters into a fundamental agreement or "contract" with his CEO on specifics of

performance, schedule, and cost. So long as a program manager lives by this

contract, his CEO provides strong management support throughout the life of

the program. This gives a program manager maximum incentive to make

realistic estimates, and maximum support in achieving them. In turn, a CEO

does not authorize full-scale development for a program until his board of

directors is solidly behind it, prepared to fund the program fully and let the

CEO run it within the agreed-to funding.

3. Limited reporting requirements. A commercial program manager reports

only to his CEO. Typically, he does so on a "management-by-exception" basis,

focusing on deviations from plan.

4. Small, high-quality staffs. Generally, commercial program management

staffs are much smaller than in typical defense programs, but personnel are

hand-selected by the program manager and are of very high quality. Program

staff spend their time managing the program, not selling it or defending it.

5. Communications with users. A commercial program manager establishes

a dialogue with the customer, or user, at the conception of the program when

the initial trade-offs are made, and maintains that communication throughout

the program. Generally, when developmental problems arise, performance

trade-offs are made—with the user's concurrence—in order to protect cost and

schedule. As a result, a program manager is motivated to seek out and address

problems, rather than hide them.

6. Prototyping and testing. In commercial programs, a system (or critical

subsystem) involving unproven technology is realized in prototype hardware

and tested under simulated operational conditions before final design approval

or authorization for production. In many cases, a program manager establishes
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a "red team," or devil's advocate, within the program office to seek out

pitfalls—particularly those that might arise from operational problems, or from

an unexpected response by a competitor. Prototyping, early operational

testing, and red teaming are used in concert for the timely identification and

correction of problems unforeseen at a program's start.

It is clear from our earlier description that defense acquisition typically

differs from this commercial model in almost every respect. Yet a number of

successful DoD programs have incorporated some or all of these management

features to a greater or lesser degree. We therefore concentrated our efforts

on deriving a formula for action—steps by which defense acquisition can come

to emulate this model to the maximum extent practical.
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V. A Formula for Action

While we would model defense acquisition after the practices of the best

industrial companies, we recognize the unique problems DoD faces.

Management of the acquisition of military equipment requires a unique blend

of flexibility and judgment. The contributions of innovative scientists and

engineers, necessary for equipment to achieve maximum performance, s-ust be

matched by those of military personnel who w?i! use and maintain the

equipment. Overlaying these complexities is the need for an informed trade-

off between quantity and quality. At some point, more weapons of lower

performance can overcome fewer weapons of higher performance. Hence it is

necessary to achieve a critical balance between high military capability and low

life cycle cost. In these and other respects, defense acquisition is one of the

most difficult management jobs.

Despite the difficulties, we believe it is possible to make major

improvements in defense acquisition by emulating the model of the most

successful industrial companies. Surely this will not be easy, because present

procedures are deeply entrenched. Acquisition problems have been with us for

several decades, and are becoming more intractable with the growing

adversarial relationship between government and the defense industry, and

the increasing tendency of Congress to legislate management solutions. In

frustration, many have come to accept the ten-to-fifteen-year acquisition cycle

as normal, or even inevitable.

We believe that it is possible to cut this cycle in half. This will require

radical reform of acquisition organization and procedures. It will require

concerted action by the Executive Branch and Congress, and the full support

of defense industry. Specifically, we recommend that the Administration and

Congress join forces to implement the following changes in the defense

acquisition system.

A. Streamline Acquisition Organization and

Procedures

As we noted in our Interim Report, federal law governing acquisition has be-

come steadily more complex, the acquisition system more bureaucratic, and

acquisition management more encumbered and unproductive. In the absence

of a single, senior DoD official working full time to supervise the overall
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acquisition svstem, policy responsibility has become fragmented. As a result,

the Services have tended to assume policy responsibilities and to exercise them

at times without necessary coordination or uniformity. Worse still, authority for

executing acquisition programs—and accountability for their results—has

become vastly diluted.

For these reasons, it is fundamental that we establish unambiguous

authority for overall acquisition policy, clear accountability for acquisition

execution, and plain lines of command for those with program management

responsibilities. It is also imperative that we streamline acquisition procedures.

This can be facilitated by five related actions:

1. We strongly recommend creation by statute of the new position of

Under Secretary of Defense (Acquisition) and authorization of an additional

Level II appointment in the Office of the Secretary of Defense (OSD).

This new Under Secretary should have full-time responsibility for

managing the defense acquisition system. He should be a Level II Presidential

appointee and should have a solid industrial background in the management

of complex technical programs. The new Under Secretary should be the

Defense Acquisition Executive. As such, he should supervise the performance

of the entire acquisition system and set overall policy for R&D, procurement,

logistics, and testing. He should have the responsibility to determine that new

programs are thoroughly researched, that military requirements are verified,

and that realistic cost estimates are made before the start of full-scale

development. (In general, we believe, cost estimates should include the cost of

operating and maintaining a system through its life.) He should assure that an

appropriate type of procurement is employed, and that adequate operational

testing is done before the start of high-rate production. He also should be

responsible for determining the continuing adequacy of the defense industrial

base.

Appendix G sets out an illustrative reorganization of acquisition responsi-

bilities within OSD. Reporting to the new Under Secretary should be a

Director of Research and Engineering*; an Assistant Secretary of Defense for

Production and Logistics*; the Assistant Secretary of Defense for Command,

Control, Communications, and Intelligence; the Director of Operational Test

and Evaluation; and such other offices and agencies as the Secretary of

Defense may designate. The Under Secretary should be responsible to the

Secretary of Defense for balancing the sometimes conflicting views and

interests of these various offices. He should establish overall acquisition policy,

*We use these new titles to represent a reorganization of acquisition responsibilities for

officials reporting to the new Under Secretary.
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as well as contract audit policv; should promulgate and issue appropriate

directives and regulations; and, except for criminal investigations, should

supervise oversight of defense contractors. Finally, he should prepare annual

and other reports to Congress on major issues of acquisition policv and on

acquisition programs.

2. The Army, Navy, and Air Force should each establish a comparable

senior position filled by a top-level civilian Presidential appointee.

The Commission considered recommendations to consolidate all defense

acquisition activities under the Defense Acquisition Executive, but concluded

that such centralization would not serve the cause of reducing the bureaucracy,

because it would tend to separate further the acquisition staff from the military

user. We believe that it is important to maintain the Services' traditional role in

managing new weapon programs.

Accordingly, we recommend that each of the Military Departments

establish a Service Acquisition Executive selected by the Service Secretary in

consultation with the Defense Acquisition Executive. The Service Acquisition

Executive should be a top-level civilian Presidential appointee, of rank

equivalent to a Service Under Secretary. He should be responsible for

administering Service acquisition programs under policy guidance from the

Defense Acquisition Executive; accordingly, he should have substantial

experience in acquisition and should devote full time to his acquisition

responsibilities. For major programs, the Defense Acquisition Executive and

his Service counterpart should function respectively like chief executive

officers of a corporation and a principal corporate subsidiary. They should

resolve major issues and conflicts as they arise, and represent programs before

most senior decision-makers (here, the Secretary of Defense, the President, and

Congress, rather than a board of directors).

3. Each Service Acquisition Executive should appoint a number of

Program Executive Officers.

Each Service Acquisition Executive should appoint a number of Program

Executive Officers (PEO) who, like group general managers in industry, should

be responsible for a reasonable and defined number of acquisition programs.

Program managers for these programs should be responsible directly to their

respective PEO and, on program matters, report only to him. In other words,

every major program should be set up as a center of excellence and managed

with modern techniques. The Defense Acquisition Executive should insure that

no additional layers are inserted into this program chain of command.

4. Federal laws governing procurement should be recodified into a

single, greatly simplified statute applicable government-wide.

A streamlined organization for defense acquisition is not enough. It must

G
e
n
e
ra

te
d
 f

o
r 

Jo
h
n
 L

 E
g

a
n
 (

U
n
iv

e
rs

it
y
 o

f 
T
e
x
a
s 

a
t 

A
u
st

in
) 

o
n
 2

0
1

4
-0

6
-2

4
 1

1
:5

5
 G

M
T
  
/ 

 h
tt

p
:/

/h
d
l.
h
a
n
d
le

.n
e
t/

2
0

2
7

/u
iu

g
.3

0
1

1
2

1
0

4
0

5
4

1
2

4
P
u
b
lic

 D
o
m

a
in

, 
G

o
o
g

le
-d

ig
it

iz
e
d

  
/ 

 h
tt

p
:/

/w
w

w
.h

a
th

it
ru

st
.o

rg
/a

cc
e
ss

_u
se

#
p
d
-g

o
o
g
le



937

be matched by streamlined procedures. Over the years. Congress and DoD have

tried to dictate management improvements in the form of ever more detailed

and extensive laws or regulations. As a result, the legal regime for defense

acquisition is today impossibly cumbersome. For example, we have identified

394 different regulatory requirements in the Federal Acquisition Regulation

(FAR) and the DoD FAR supplement that are pegged to some 62 different

dollar thresholds, ranging from as little as $15 to as much as $100 million or

more. In our judgment, there can be far fewer of these requirements, and those

that are retained can apply at far fewer dollar thresholds.

The sheer weight of such requirements often makes well-conceived reform

efforts unavailing. At operating levels within DoD, it is now virtually impossible

to assimilate new legislative or regulatory refinements promptly or effectively.

For these reasons, we recommend that Congress work with the Administration

to recodify federal laws governing procurement in a single, consistent, and

greatly simplified procurement statute.

5. DoD should substantially reduce the number of acquisition personnel.

The fundamental intent of the Commission's recommendations is to

simplify the acquisition system by consolidating policy and oversight, reducing

reporting chains, eliminating duplicative functions and excessive regulations,

and establishing an environment in which program managers and their staffs

can operate as centers of excellence. This should allow for a substantial

reduction in the total number of personnel in the defense acquisition system, to

levels that more nearly compare with commercial acquisition counterparts.

Eliminating a layer of management by moving the functions and people of that

layer to some other layer clearly will not suffice.

B. Use Technology to Reduce Cost

We recommend a high priority on building and testing prototype

systems to demonstrate that new technology can substantially improve

military capability, and to provide a basis for realistic cost estimates prior to

a full-scale development decision. Operational testing should begin early in

advanced development, using prototype hardware. The early phase of R&D

should employ extensive informal competition and use streamlined

procurement processes. To promote innovation, the Defense Advanced

Research Projects Agency should engage in prototyping and other advanced

development work on joint programs and in areas not adequately emphasized

by the Services.

Fully exploiting our technological leadership is critical to the national

security. The Soviet Union has twice as many personnel in its armed forces.
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and produces military equipment in far greater quantities than the United

States. We depend on our technological advantage to offset this quantitative

disadvantage. But our technology can be exploited in two quite different wavs-

to reduce cost (so that we can better compete in quantity), or to increase

performance (so that we can compensate for our smaller quantitv).

We believe that DoD should place a much greater emphasis on using

technology to reduce cost—both directly bv reducing unit acquisition cost and

indirectly by improving the reliability, operability, and maintainability of

military equipment. Cost reduction has been a primary motivation in the

introduction of new technology to commercial products. This emphasis has led

to a tenfold reduction in the cost of computer products during the past decade

DoD should give a similar high priority to cost reductions by exerting greater

discipline in the setting of performance requirements for new platforms, and

bv increasing the use of technology to extend the life of existing platforms. W'e

could, for example, extend the effective life of most of our existing aircraft ten

to twenty years by replacing their electromechanical subsystems with modern

microelectronics. This would reduce the cost of operating and maintaining our

aircraft, and at the same time improve their performance.

In some of our new weapon systems—fighter aircraft, for example—the

need for maximum performance will be sufficientlv compelling to justify the

introduction of state-of-the-art technology. But this is not the case for all new

systems. A weapon system should be predicated on state-of-the-art technology

only when the benefits of the new technology offset the concomitant risks. This

principle, easy to state, is hard to apply because of the difficulty in getting

reliable information with which to make the trade-off of risks and benefits.

The only consistently reliable means of getting such information is bv

building prototypes that embody the new technology. Accordingly, we

recommend that such prototyping, either at the system or critical subsystem

level, be done as a matter of course for all major weapon systems. Operational

tests should be combined with developmental tests of the prototype to uncover

operational as well as technical deficiencies before a decision is made to

proceed with full-scale development.

The early phase of R&D should follow procedures quite different from

those of approved production programs, in order to complete the entire

prototyping cycle in two or three years. Contracting should be streamlined to

speed up the process of evaluating diverse new ideas. In the advanced

technology phase of a program, competition should play a critical role, but the

emphasis should be on an informal competition of ideas and technologies,

rather than a formal competition of cost. At this stage, a formal competition

based on detailed specifications not only is ineffective, but also introduces
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substantial delay. In fact, recent emphasis on cost competition has stretched out

the time required to let some R&D contracts from a few months to as much as

a year.

In general, prototyping and testing in the early stage of R&D should be

done by the Service that would be the primary user of the resulting system. In

order to promote the use of prototyping, however, we recommend expanding

the role of the Defense Advanced Research Projects Agency (DARPA).

At present, DARPA conducts research and exploratory development in

high-risk, high-pavoff technologies. DARPA should have the additional

mission of stimulating a greater emphasis on prototyping in defense systems. It

should do this by actually conducting prototype projects that embody

technology that might be incorporated in joint programs, or in selected Service

programs. On request, it also should assist the Services in their own

prototyping programs. The common objective of all of these prototyping

programs should be to determine to what extent a given new technology can

improve military capability, and to provide a basis for making realistic cost

estimates prior to a decision on full-scale development. In short, the prototype

program should allow us to fly—and know how much it will cost—before we

buy.

C. Balance Cost and Performance

A restructured Joint Requirements and Management Board (jRMB),

cochaired by the Under Secretary of Defense (Acquisition) and the Vice

Chairman of the Joint Chiefs of Staff, should play an active and important

role in all joint programs and in all major Service programs. The JRMB

should define weapon requirements for development, and provide thereby an

early trade-off between cost and performance.

Full-scale development of a new weapon system is the single most critical

step in the acquisition process. At this point, a number of fundamental

decisions must be made—whether to undertake a new development or adapt

an existing system, how far to push the new technology being incorporated in

the system, what cost and schedule to authorize, and what the management

structure will be. Misjudgment about any of these items can start a program off

on a course that dooms it to failure. Currently, this critical decision is made by

the Secretary of Defense, acting on advice from the Defense Systems

Acquisition Review Council (DSARC), after the DSARC has made a detailed

review of whether the proposed system will meet the stated user requirements

and whether the cost and schedule estimates are credible. The recommended

new emphasis on prototyping will contribute materially to improving the
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judgments about cost and schedule estimates. But the DSARC process, while

adequate to determine whether the proposed specifications will meet the stated

user requirements, lacks a viable mechanism for challenging those requirements.

Fundamental to the ultimate success of" a new program is an informed

trade-off between user requirements, on the one hand, and schedule and cost,

on the other. A delicate balance is required in formulating system specifications

that allow for a real advance in military capability but avoid goldplating.

Generally, users do not have sufficient technical knowledge and program

experience, and acquisition teams do not have sufficient experience with or

insight into operational problems, to strike this critical balance. It requires a

blend of diverse backgrounds and perspectives that, because the pressures for

goldplating can be so great, must be achieved at a very high level in DoD.

The DSARC is not the proper forum for effecting this balance. It has had

very little success, for example, in stimulating the use of nondevelopmental

items as an alternative to developing unique military products. Anv time the

military needs new trucks, tractors, radios, computers, and transport aircraft,

for example, it should be the rule rather than the exception that DoD adapts

products already developed by industry or by the armed forces of an allied

nation. Much greater reliance on such items could realize major savings of

money and time, but experience indicates that a decision to use non-

developmental items must come from a high level in DoD, and must reflect

operational judgment as well as technical sophistication.

We recommend, therefore, that the JRMB be restructured to make such

trade-offs and then to decide whether to initiate full-scale development. The

JRMB should have this authority for all joint programs and appropriate

Service programs. It should evaluate major trade-offs proposed as a program

progresses. Its determination, in effect, should substitute for the decision now

made by the DSARC at what is called Milestone II. The JRMB should be

cochaired by the Under Secretary of Defense (Acquisition) and the Vice

Chairman of the Joint Chiefs of Staff.

Thus, the JRMB should be responsible for two decisions commonly made

in industry, but not now an explicit part of DoD's decision-making process.

One of these is the "affordability" decision, and the other is the "make-or-buy"

decision.

The affordabilitv decision requires that a subjective judgment be made on

how much a new militarv capability is worth. If a new weapon system can be

developed and produced at that target cost, it mav be authorized for

development; otherwise, ways should be found to extend the life of the

existing system. Determining a target cost is difficult, to be sure, but CEOs in

industry must make comparably difficult decisions on which their companies'

survival depends.
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The make-or-buy decision requires that the JRMB assess the need for a

unique development program, and determine if it is possible instead to buy or

adapt an existing commercial or military system. At present, DoD passes up

many valid opportunities for adapting existing systems, opportunities that

could improve military capability more quickly and at reduced cost.

D. Stabilize Programs

Program stability must be enhanced in two fundamental ways. First, DoD

should fully institutionalize "baselining" for major weapon systems at the

initiation of full-scale engineering development. Second, DoD and Congress

should expand the use of multi-year procurement for high-priority systems.

In connection with the decision to begin full-scale development of a major

new program, the program manager should prepare a brief baseline

agreement describing functional specifications, cost, schedule, and other

factors critical to the program's success. This baseline agreement should be

submitted, through the responsible Program Executive Officer and the Service

Acquisition Executive, for approval by the Defense Acquisition Executive.

Within the terms of this agreement, the program manager should have

full authority to execute the program. He should be fully committed to abide

by the program's specified baseline and, so long as he does so, the Defense and

Service Acquisition Executives should support his program and permit him to

manage it. This arrangement would provide much-needed program stability,

which could be enhanced significantly if the program were approved for multi-

year funding. We recommend that Congress approve multi-year funding for

the development and low-rate production of all major programs approved for

full-scale development by the JRMB. In this way, Congress could join in the

baseline agreement with the program manager, enhance program stability, and

promote lower unit prices.

A program manager should agree to a baseline for all phases of his

program. For the Acquisition Executives, however, the agreement should

extend only to the first two phases of a program, full-scale development and

low-rate production. Before a program could enter its third phase, high-rate

production, it must be subjected to developmental and operational testing.

Operational tests are particularly critical, and should continue through full-

scale development. The first units that come off a low-rate production line

should be subjected to intensive operational testing. Low-rate production

should continue during testing, but a program should not be approved for

high-rate production until the results of these tests are evaluated.

The JRMB should then reconsider the program at its second major

milestone—whether to authorize high-rate production, at what level of
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funding, and on what schedule. At this stage, available test results should

provide a realistic portrait of the weapon's probable performance under

operational conditions, current intelligence data should yield a realistic threat

estimate, and low-rate production experience should provide a realistic

estimate of production costs. Thus, the JRMB would possess the necessary data

to make an informed judgment on high-rate production.

If the JRMB so determines, a program manager could proceed in

accordance with the balance of his baseline agreement. Congress would be

asked to authorize multi-year funding for the production phase of the

program.

E. Expand the Use of Commercial Products

Rather than relying on excessively rigid military specifications, DoD

should make greater use of components, systems, and services available "off-

the-shelf." It should develop new or custom-made items only when it has

been established that those readily available are clearly inadequate to meet

military requirements.

No matter how DoD improves its organization or procedures, the defense .

acquisition system is unlikely to manufacture products as cheaply as the

commercial marketplace. DoD cannot duplicate the economies of scale possible

in products serving a mass market, nor the power of the free market system to

select and perpetuate the most innovative and efficient producers. Products

developed uniquely for military use and to military specifications generally cost

substantially more than their commercial counterparts. DoD program

managers accordingly should make maximum use of commercial products and

devices in their programs.

A case in point is the integrated circuit or microchip—an electronic device

used pervasively in military equipment todav. This year DoD will buy almost $2

billion worth of microchips, most of them manufactured to military

specifications. The unit cost of a military microchip typically is three to ten

times that of its commercial counterpart. This is a result of the extensive testing

and documentation DoD requires and of smaller production runs. (DoD buys

less than ten percent of the microchips made in the U.S.) Moreover, the

process of procuring microchips made to military specifications involves

substantial delay. As a consequence, military microchips typically lag a

generation (three to five years) behind commercial microchips.

When military specifications for microchips were first established, they

assured a high standard of qualitv and reliability that was worth a premium

price. The need for quality and reliability in military equipment is as great as
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ever. In the last few years, however, industrial consumers of microchips have

come to demand equivalent standards, and manufacturing processes and

statistical methods of quality control have been greatly improved. It is now

possible for DoD program managers to buy the bulk of their microchips from

commercial lines with adequate quality and reliability, and thus to get the latest

technology at a substantially lower cost. The Electronic Systems Division,

responsible in the Air Force for the quality of electronic devices, recently began

revising its procedures to achieve these objectives. We recommend that the Air

Force accelerate its efforts and that the other Services follow its lead.

This same principle—the expanded use of commercial items—can apply to

a great variety of products and services bought by DoD. These range from

personal computers, computer software, and professional services, to a host of

non-technical products such as bath towels and steak sauce.

We recommend that the Defense Acquisition Executive take steps to assure

a major increase in the use of commercial products, as opposed to those made

to military specifications. He should direct that program managers get a waiver

before using a product made to military specifications, if there is an available

commercial counterpart. When a "make-or-buy" decision must be made, the

presumption should be to buy. This would invert present procedures, biasing

the system in favor of commercial products and services, but permitting the use

of items made to military specifications whenever a program manager believes

it necessary to do so.

In addition, we recommend that the DoD Supplement to the Federal

Acquisition Regulation be changed to encourage streamlining military

specifications themselves. Applying full military specifications, far from being

ideal, can be wasteful. A program manager should strive to invoke neither

minimum nor maximum, but only relevant, requirements; and he should think

in terms of optimization rather than deviations and waivers.

Thus, DoD should reduce its use of military specifications when they are

not needed, and should take steps to improve the utility of military

specifications when they are needed. This will require a serious effort to

harmonize military specifications with the various commercially used

specifications. For example, required military drawings for integrated circuits

could incorporate a manufacturer's standard design specifications, test

methods, and test programs. More generally, military specifications could be

based on industry standards, such as those promulgated by the American

National Standards Institute and the American Society for Testing and

Materials. This would provide the technical underpinning for DoD to make

substantially greater use of commercial devices and products, and thereby take

advantage of the much lower costs that result from larger production runs.
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One indirect benefit of buying commercial products is that the price is

determined by market forces. This should relieve DoD of the administrative

burden and cost of verifying a producer s overhead costs. For DoD to realize

the full benefit of commercial buying, it should let competitive market forces

provide a check on price and direct its own attention to validating quality.

A more detailed explanation of current issues concerning the expanded use

of commercial products is contained in Appendix H.

F. Increase the Use of Competition

Federal law and DoD regulations should provide for substantially

increased use of commercial-style competition, emphasizing quality and

established performance as well as price.

Even when commercial products are not suitable for DoD's purposes, it

can still use commercial buying practices to real advantage. Foremost among

these practices is competition, which should be used aggressively in the buving

of systems, products, and professional services. DoD clearly understands the

need for such competition, which was articulated in the 1981 Carlucci

Initiatives. Although DoD has made major efforts in this direction, much more

can be done. It is particularly important to focus on achieving more effective

competition, modeled after the competitive procurement techniques used in

industry.

Commercial procurement competition simultaneously pursues several

related objectives: attracting the best qualified suppliers, validating product

performance and quality, and securing the best price. Price is, of course, as

important a factor in commercial procurement as it is in DoD procurement.

But it is only one of several equally important factors. Price should not be the

sole determinant, especially for procurement of complex svstems and services.

Defense procurement tends to concentrate heavily on selecting the lowest price

offeror, but all too often poorly serves or even ignores other important

objectives.

In validating product quality, for example, DoD places too much emphasis

on specific details of how the manufacturing process is to be done and too little

on modern techniques of quality control. Industrv makes extensive use of

statistical sampling, and will accept or reject an order on that basis. Typically,

an industrial company will keep lists of qualified suppliers that have

maintained historically high standards of product qualitv and reliability. As

long as these standards are maintained, industrial buyers do not require

exhaustive inspection, and thereby save expense on both sides. Suppliers are

highly motivated to get—and stay—on lists of qualified suppliers by
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consistently exceeding quality control standards.

Moreover, because competition is not a one-way street tor the buver,

defense procurement practices must be less cumbersome if DoD is to attract

the best suppliers. Procurement officers must be allowed and encouraged to

solicit bids through purchase descriptions that are stated as functional

performance characteristics rather than through detailed design and "how-to"

specifications; to limit bids to qualified suppliers; to give preference to

suppliers that have demonstrated the quality and reliability of their products;

and to recognize value (quality and price) based on products' commercial

acceptance in the marketplace. These practices have been found to vield

effective competition in the commercial field, and their use in defense

acquisition could provide better military equipment at no increase in cost.

Although Congress has ardently advocated increasing competition, some

provisions of recent legislation in fact work at cross purpose to that objective.

For example, burdening suppliers of off-the-shelf catalog items to identify all

component parts and their producers, or to submit detailed pricing

certifications, inhibits qualified companies from competing for government

contracts. Regulatory implementation—for example, DoD's efforts to require

contractors to release rights in technical data on their products—has a similar

effect.

A further problem stems from confusion regarding the intent of recent

legislation—notably the Competition in Contracting Act's (CICA) requirement

of "full and open competition," which some have interpreted to mean that the

government must buy from the lowest offeror. CICA sought to make it clear

that the award of a contract through competitive negotiation is a method of

procurement no less acceptable than an award using formal advertising or

sealed bids, and thus to recognize that competition entails more than just an

assessment of lowest price. This goal has been obscured by the notion that full

and open competition precludes the government from establishing

qualification criteria, and forces the award of a contract based on price without

regard, for example, to technical expertise or life cycle costs. This reinforces

DoD's proclivity for writing detailed military specifications rather than

functional product descriptions—in this context, in order to insure that all

bidders offer identical items. At the same time, however, these narrow product

specifications preclude the acquisition of most commercial products and. in

effect. DoD's doing business with many qualified suppliers. Thus, the full

potential of CICA is not being realized because of a focus on the quantity

rather than the quality of competition.

In sum, we believe that DoD should greatly increase its use of truly

effective competition, using as a model the competitive buying practices of
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major corporations and their suppliers. We recommend the elimination of

those legal and regulatory provisions that are at variance with full

establishment of commercial competitive practices.

G. Clarify the Need for Technical Data Rights

DoD must recognize the delicate and necessary balance between the

government's requirement for technical data and the benefit to the nation that

comes from protecting the private sector's proprietary rights. That balance

must be struck so as to foster technological innovation and private investment

which is so important in developing products vital to our defense. DoD

should adopt a technical data rights policy that reflects the following

principles:

• If a product has been developed with private funds, the government

should not demand, as a precondition for buying that product,

unlimited data rights (except as necessary for installation, operation,

and maintenance), even if the government provides the only market.

Should the government plan later to seek additional (competitive)

sources, the required data rights should be obtained through the least*

obtrusive means (e.g., directed licensing) rather than through the

pursuit of unlimited rights.

• If a product is to be developed with mixed private and government

funding, the government's rights to the data should be defined during

contract negotiations. Significant private funding should entitle the

contractor to retain ownership of the data, subject to a license to the

government on a royalty-free or fair royalty basis.

• If a product is developed entirely with government funds, the

government normally acquires all the rights in the resulting data. To

foster innovation, however, the government should permit the rights to

reside in the contractor, subject to a royalty-free license, if the data are

not needed for dissemination, publication, or competition.

DoD is a major developer and user of high technology, most of which comes

from government contractors. DoD can use its unique position to enhance

U.S. industry's worldwide technological position; or unwittingly, through the

pursuit of other shorter term goals, to reduce incentives for developing new

technology; or, even worse, make commercially valuable technology available to
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international competitors. It is in our national interest to encourage innovation

in the U.S.; and we should heed the words of Abraham Lincoln: "The patent

system added the fuel of interest to the fire of genius."

In order to operate and maintain the systems it acquires, DoD must have

certain rights to use internally technical data pertaining to products developed

by its contractors. DoD's suppliers fully understand this need. Recently,

however, these suppliers have become alarmed by DoD's increasingly vigorous

pursuit of unlimited rights in technical data to be used in fostering competition.

DoD's search for technical data needed to obtain competition is reflected in

the Department's new rights-in-data regulations and in its contracting actions.

This search has been intensified as a result of unfavorable publicity, as well as

recent legislative initiatives regarding competitive procurement practices in both

DoD and the civil agencies. The two principal statutes resulting from these

initiatives are broad and are thus susceptible to varying interpretation,

particularly where the statutes use different words to address the same point.

But DoD's approach to these problems is shaped less by statute than by its own

policies. Because no concrete, plainly stated government-wide rights-in-data

policy has been adopted or insisted upon, the Department (and each of the

Services within DoD) has been left to develop an individual approach.

An authoritative statement of government-wide policy on balancing the

interest of the parties in technical data is required. This in turn must be followed

by specific implementing guidance in the Federal Acquisition Regulation (FAR),

supplemented as necessary in the DoD FAR Supplement (DFARS). This

guidance must embody uniform concepts and definitions to overcome the

confusion and disagreement that now prevail among the separate components

of DoD and among the departments and agencies of the executive branch.

The technical data rights regulations as now proposed need much work if

they are to be fully responsive to the statutes, clear and consistent enough to be

followed, and equitable. In this regard, DoD's rights-in-technical-data contract

clause should be simplified and made more precise and workable.

In addition to refinement of the statutes and basic reworking of the

procurement regulations touching on technical data, improvements are needed

in the areas of commercial product data, software (which should have special

treatment), and technical data management. A detailed analysis of the technical

data rights issue is contained in Appendix I.

H. Enhance the Quality of Acquisition Personnel

DoD must be able to attract and retain the caliber of people necessary for

a quality acquisition program. Significant improvements should be made in

the senior-level appointment system. The Secretary of Defense should have
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increased authority to establish flexible personnel management policies

necessary to improve defense acquisition. An alternate personnel

management system should be established to include senior acquisition

personnel and contracting officers as well as scientists and engineers.

Federal regulations should establish business-related education and

experience criteria for civilian contracting personnel, which will provide a

basis for the professionalization of their career paths. Federal law should

permit expanded opportunities for the education and training of all civilian

acquisition personnel.

Our study convinces us that lasting progress in the performance of the

acquisition system demands dramatic improvements in our management of

acquisition personnel at all levels within DoD.

A pivotal recommendation of the Commission is the establishment of the

position of Under Secretary of Defense (Acquisition) and comparable Service

positions, all to be filled by leaders with outstanding business management

credentials. Recruiting the most capable executives for jobs of such importance

to the nation is extremely difficult, however, in the face of current disincentives

to entering public service. A recent report of the Presidential Appointee

Project of the National Academy of Public Administration* analyzes this

problem and details twenty-three separate recommendations for improving the.

recruitment of senior-level Executive Branch personnel. These include, for

example, specific suggestions for simplifying financial disclosure reports and

for allowing Presidential appointees to defer capital gains taxes incurred by

divesting assets to comply with conflict-of-interest provisions. Such steps would

improve the government's ability to attract and retain the highlv qualified

people needed for effective senior management of defense acquisition. We

strongly support these proposals.

Comparable improvements also are required for effective middle

management and better line personnel. The defense acquisition work force

mingles civilian and military expertise in numerous disciplines for management

and staffing of the world's largest procurement organization. Each year billions

of dollars are spent more or less efficiently, based on the competence and

experience of these personnel. Yet, compared to its industrv counterparts, this

workforce is undertrained, underpaid, and inexperienced. Whatever other

changes may be made, it is vitally important to enhance the quality of the

defense acquisition workforce—both by attracting qualified new personnel and

'Leadership In Jeopardy: The Fraying of the Presidential Appointments System (Final Report of

the Presidential Appointee Project), November 1985.
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by improving the training and motivation of current personnel.*

The General Accounting Office (GAO) has been engaged in an important

study to evaluate the capabilities of DoD program managers and contracting

officers. The results of GAO's study' confirm the central importance of

improving the quality of training for these two critical acquisition specialties.

The caliber of uniformed military personnel engaged in program

management has improved significantly of late. Military officers manage over

90 percent of DoD's roughly 240 program offices. Their ranks range from 0—5

(lieutenant colonel/commander) to 0-8 (major general/rear admiral). Each of

the Services has established a well-defined acquisition career program for its

officers. These include the Army's Materiel Acquisition Management (MAM)

program, the Navy's Materiel Professional (MP) programs, and detailed career

planning regulations for Air Force technical personnel and program managers.

We strongly support these measures. We also support recent legislation that

has further defined career paths for all program managers. In 1984, Congress

established a minimum four-year tenure for program management

assignments. The 1986 Authorization Act prescribed requisite qualifications

and training, including at least eight years of acquisition-related experience

and appropriate instruction at the Defense Systems Management College (or

equivalent training).

By contrast, much more remains to be done concerning civilian acquisition

personnel generally. Civilians frequently cite the rigid pay grades and

seniority-based promotion standards of the federal civil service as disincentives

to continued employment. Higher pay and better opportunities in private

industry lure the best college graduates and the brightest trainees away from

government, particularly in such highly competitive fields as science,

engineering, and contracting. One extremely important means to improve the

acquisition workforce is to establish an alternative personnel management

*To this end, the Assistant Secretary of Defense for Acquisition and Logistics recently

proposed creating a single Defense Acquisition Corps, modeled after the State Department's

Foreign Service. See DoD Acquisition Improvement—The Challenges Ahead, Perspectives of the

Assistant Secretary of Defense for Acquisition and Logistics: White Paper No. 2—Revitalization

of the DoD Acquisition and Logistics Workforce (Nov. 5, 1985). We studied this proposal

carefully, and support many of its specific features. Because it would have the undersirable

result of putting too much distance between acquisition programs and users, however, we do

not support the proposal in its full form.

tSee U.S. General Accounting Office. DoD Acquisition: Capabilities of Key DoD Personnel in

System Acquisition (GAO/NSIAD-86-45).

90-185 0-88-31
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system permitting greater flexibility with respect to the status, pay, and

qualifications of civilian employees.

We reviewed the results of the Navy's so-called China Lake personnel

project, in which recruitment and retention of key civilians were correlated

with pay, incentives, and advancement based on performance. The China Lake

experiment, which is outlined briefly in Appendix J, served to increase the

retention of engineers and scientists, improve supervisor-employee

relationships, and dramatically reduce management paperwork. Legislation is

now pending to implement such a system for all federal scientists and

engineers. The China Lake personnel system has produced significant benefits.

It merits expansion. We therefore recommend that federal law permit the

Secretary of Defense to include other critical acquisition personnel in such a

system, and facilitate greater professionalism among civilian acquisition

employees through government sponsorship of graduate instruction in

acquisition management.

Among acquisition personnel, contract specialists have an especially critical

role. More than 24,000 members of DoD's acquisition workforce specialize in

the award and administration of contracts. Eighty-five percent of these contract

specialists are civilians. Contract specialists must master the extensive, complex

body of knowledge encompassing materials and operations management,

contract law, cost analysis, negotiation techniques, and industrial marketing.

Yet, the Office of Personnel Management designates the Contract Specialist

personnel series (GS 1102) as an administrative and not a professional series

under Civil Service Title VIII. This administrative designation prohibits the

establishment of any business education requirement for contract specialists. As

a result, only half of DoD's contract specialists have college degrees, which may

or may not be business-related. We recommend establishing a minimum

education and/or experience requirement for the Contract Specialist series.

Such a requirement, similar to that now established for the Accounting

personnel series, would mandate an entry-level criterion of twenty-four

semester hours in business-related courses or equivalent experience.

Independently, DoD should enhance the professional status of contract

specialists by increasing the number of outside hires, conducting on-campus

recruitment, mandating the use of written tests for in-service placement and

promotion, and establishing upward mobilitv programs for purchasing agents

(GS 1105) and procurement clerks (GS 1106). DoD already has established

acquisition training programs at five major facilities, and requires that all

civilian contract specialists complete an average of six-hundred hours of

mandatory training. According to a 1984 report of the DoD Inspector
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General,* however, approximately two-thirds of all DoD contract specialists

had not completed this training. In a recent report, the Executive Committee

on Federal Procurement Reformf also recognized the inadequate training

given contract specialists.

Insufficient management attention and financial resources are serious

impediments to adequate training of contract specialists and, for that matter,

all acquisition personnel. Such training—like that provided generally in DoD

intern programs—should be centrally managed and funded. This is necessary

to improve the utilization of teaching faculty, to enforce compliance with

mandatory training requirements, and to coordinate overall acquisition

training policies.

Training, promotion opportunities, acquisition regulations, education

levels, and public perceptions were among the many issues addressed in the

Commission-sponsored 1986 Survey of Department of Defense Acquisition Workforce.

The Commission conducted its survey to determine the opinions and

perceptions of those who must translate procedures and policy into contract

decisions and to learn from the workers themselves how to attract, motivate, and

retain a team of excellence. The study, which is summarized in Appendix K,

focuses on contract specialists, with a matched sample of other acquisition team

members responding for comparison.

This survey provides powerful support for many key Commission

recommendations—clarifying regulations, streamlining organization, enhancing

education and training, building a personnel system based on performance, and

designing a compensation system sufficiently flexible to attract and retain the

best available team players.

Key findings of the survey are:

• DoD's acquisition team members say they operate under inefficient,

confusing regulations which often are inconsistent with sound business

practices.

• In evaluating the relative competence of their fellow DoD team players,

contract specialists, in every case, express greater confidence in the

capabilites of defense industry personnel.

♦Office of the Inspector General, DoD, Report on the Audit of Department of Defense

Procurement Training, No. 84-047 (Feb. 14, 1984).

tExecutive Committee on Federal Procurement Reform Task Group No. 6. Guidance on

Establishing Procurement Career Management Programs, Vol. I (May 1985).
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• Members of headquarters staff are rated as least likely to provide needed

support to other team members.

• Nearly one-third of the respondents feel that their supervisors do not

really know whether or not jobs are performed well. Another 30 percent

feel their formal evaluations do not accurately reflect performance.

• Civilians, who form the majority of the work force, name pay and

benefits as their most valued work reward and overwhelmingly believe

private sector compensation for similar work to be much greater.

• A majority of the respondents say that important resources such as time,

office space and equipment, and clerical support are lacking to such a

degree that professional effectiveness is significantly hampered.

In spite of such difficulties, these acquisition workers describe themselves as

possessing a healthy self-respect, taking great pride in meeting the challenges of

defense acquisition, and using their talents to serve their country. They want to

provide quality defense products and services to the American military. They

take seriously their moral responsibilities to the taxpayers, saying that the nature

of defense contracting requires higher ethical standards than does normal

business practice.

The wealth of data produced by the survey has immense potential for use

by management to improve both efficiency and effectiveness of the acquisition

process. The Commission commends the survey and its data base to the new

Under Secretary for Acquisition, with a strong recommendation to make

maximum use of them as management tools in striving for excellence.

I. Improve the Capability for Industrial Mobilization

We recommend that the President, through the National Security Council,

establish a comprehensive and effective national industrial responsiveness

policy to support the full spectrum of potential emergencies. The Secretary of

Defense, with advice from the Joint Chiefs of Staff, should respond with a

general statement of surge mobilization requirements for basic wartime

defense industries, and logistic needs to support those industries and the

essential economy. The DoD and Service Acquisition Executives should

consider this mobilization guidance in formulating their acquisition policy,

and program managers should incorporate industrial surge and mobilization

considerations in program execution.
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Historically, the United States has not worried much during peacetime

about industrial mobilization. All the major wars fought in this century have

allowed ample time for unhindered industrial buildup after the beginning of

hostilities. At this time there is no effective national policy on industrial

mobilization even though the missions of various agencies include

responsibilities in these areas.

The DoD's own industrial facilities (e.g. arsenals, shipyards, and

manufacturing equipment) are aging. United States industry is becoming

increasingly dependent on foreign sources for not only strategic raw materials

but subassemblies and manufactured components. American industry

essentially does no mobilization planning. With a few exceptions, contractors are

not given firm requirements upon which to base their planning; and in any case,

the preparation of such plans is not funded by DoD.

Our concepts of stockpiling—historically done at the raw-materials level

and driven by domestic politics—need modernization. Components and

structures that can make a difference in the early period of a crisis should be

stockpile candidates—not solely ores (that require a year or more to move

through the economy).

In mobilizing industry to meet crisis and wartime needs, time, not money, is

the major constraint. DoD can no longer assume that American industry will be

able to respond automatically to production surge requirements. Additionally,

dependence on foreign sources is becoming common for economic reasons.

This can have serious consequences for maintenance of our technology base for

the next generation of weapons and equipment.

Finally, DoD's procurement practices lead to significant disincentives for

U.S. manufacturers to modernize their production processes, and thus impact

both peacetime efficiency as well as crisis responsiveness.

Production surge capability is essential for improved readiness and

sustainability of United States forces. Up to now, planning for surge and

industrial mobilization has been an ad hoc affair, largely the result of individual

initiatives rather than done on a regular basis or in response to a shift in the

threat, U.S. national strategy, or world economic conditions. Industrial

preparedness typically loses out in the competition for DoD funds. The problem

has been studied, reviewed, and analyzed by many—with documented findings.

There is a need now for selective and prudent investments to obtain real

improvement in industrial base responsiveness.
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Chapter Four

Government-Industry

Accountability
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I. Introduction

Our study of defense management compels us to conclude that nothing

merits greater concern than the increasingly troubled relationship between

the defense industry and government. We have, therefore, given highest

priority to development of recommendations which, if implemented, will result

in a more satisfactory working relationship between government and that

industry. In our Interim Report, we made six broad recommendations directed

toward improving that relationship. In this conclusion of our work, we offer

more detailed observations that will treat the more troublesome aspects of

government-industry accountability.

From its earliest days, the United States has relied on private industry for

procurement of needed military equipment. The v igor of industry is

indispensable to the successful defense of America and the security of our

people.

The Department of Defense (DoD) annually conducts business with some

60,000 prime contractors and hundreds of thousands of other suppliers and

subcontractors.1 In 1985, the Department placed contracts worth approximately

$164 billion, seventy percent of which went to a group of 100 contractors.

Twenty-five contractors did business of $ 1 billion or more, 147 did $ 100 million

or more, and almost 6,000 did $1 million or more.

Acquisition of the tools of defense is an immense and complex enterprise.

The Commission believes that DoD reliance on private industry has not been

misplaced. The success of this enterprise, however, is now clouded by repeated

allegations of fraudulent industry activity. With notable results, DoD has

devoted increased attention and resources to detecting and preventing unlawful

practices affecting defense contracts.2 But a plethora of departmental auditors

'See The Government's Role in Preventing Contractor Abuse: Hearings before the Subcommittee on

Oversight and Investigations of the House Committee on Energy and Commerce, 99th Cong., 1st Sess. 402

(1985) (Statement of Joseph H. Sherick, Inspector General. DoD). As noted in our Report on

Defense Acquisition, defense contracting is a business of nearlv 15 million separate contract actions

each year — an average of 56,000 such actions every working day. Contract goods and services

sustain 5,500 defense installations and activities throughout the world.

2As of May 1985, 131 separate investigations were pending against 45 of the DoD's 100

largest contractors. These involved such issues as defective pricing, cost and labor mischarging,

product substitution, subcontractor kickbacks, and false claims. From June 1983 to April 1985.

12 separate investigations were instituted against one major contractor alone.
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and other overseers—and the burgeoning directives pertaining to procurement

—also have tended to establish a dysfunctional and adversarial relationship

between DoD and its contractors.

Widely publicized investigations and prosecutions of large defense

contractors have fostered an impression of widespread lawlessness, fueling

popular mistrust of the integrity of defense industry. A national public opinion

survey, conducted for the Commission in January 1986, revealed that manv

Americans believe defense contractors customarily place profits above legal and

ethical responsibilities. The following specific conclusions can be drawn from

this survey:5

• Americans consider waste and fraud in defense spending a very serious

national problem and one of major proportions. On average, the public

believes almost half the defense budget is lost to waste and fraud.

• Americans believe that fraud (illegal activity) accounts for as much loss in

defense dollars as waste (poor management).

• While anyone involved in defense procurement is thought likely to

commit fraudulent and dishonest acts, defense contractors are.widelv

perceived to be especially culpable for fraud in defense spending.

• In overwhelming numbers, Americans support imposition of the severest

penalties for illegal actions by contractors—including more criminal

indictments—as a promising means to reduce waste and fraud.

• Nine in ten Americans believe that the goal of reduced fraud and waste

also could be served through development and enforcement of strict

codes of conduct. Americans are almost evenly divided, howev er, on

whether defense contractors can be expected to live up to codes they

develop for themselves.

'The survey — U.S. National Survey: Public Attitudes on Defense Management (Jan. 1986) — was

designed to provide the Commission information about American public opinion on a broad

range of defense management issues. These included, among others, the seriousness and causes

of waste and fraud in defense spending, as well as possible solutions for these problems. The

survey was performed by Market Opinion Research, whose compilation and analysis of survey

results are included as Appendix L to this Final Report.
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• Four in five Americans think that defense contractors should feel an

obligation, when doing business with DoD. to observe ethical standards

higher than those observed in their normal business practices.

The depth of public mistrust of defense contracting is deeplv disquieting

for a number of reasons. First, the public is almost certainly mistaken about the

extent of corruption in industry and waste in the Department. While fraud

constitutes a serious problem, it is not as extensive or costly as many Americans

believe. The nation's defense programs lose far more to inefficiency than to

dishonesty.

Second, a lack of confidence in defense contractors may affect public

support for important defense programs, and thus weaken our national

security. Restoring public confidence in our acquisition system is essential if we

are to ensure our defense.

Third, the current popular impression of runaway fraud and waste

undermines crucial support for implementing precisely those management

reforms that would increase efficiency. These include executive and

congressional support for sensible new longer-term planning and budgeting

procedures, recommended by the Commission, to eliminate major but hidden

costs that instability imposes on our overall defense effort.

Fourth, the Commission is concerned that the current adversarial

atmosphere will harm our industrial base. It is important that innovative

companies find it desirable to contract with DoD. In current circumstances,

important companies could decide to forego this opportunity.

Finally, it is significant that private businesses bear the brunt of public

indignation over waste and fraud in our defense programs. With most

Americans, we believe that those who contract in the defense of our country

must perform at a higher level than business as usual. It stands repeating, from

our Interim Report, that:

management and employees of companies that contract with the Defense

Department assume unique and compelling obligations to the people of

our Armed Forces, the American taxpayer, and our nation. They must

apply (and be perceived as applying) the highest standards of business

ethics and conduct.

By this measure, the national opinion survey represents a striking vote of no

confidence in defense contractors generally.

Though government oversight is critically important to the acquisition

process, no conceivable number of additional federal auditors, inspectors,

investigators, and prosecutors can police it fully, much less make it work more
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effectively. Nor have criminal sanctions historically proved to be a reliable tool

for ensuring contractor compliance.4 We conclude there is a particular urgency

in dealing affirmatively with contractor practices.

To this end, leaders in the defense industry recently have committed

themselves to an initiative, consistent with recommendations of our Interim

Report on Government-Industry Accountability, that promises collective and

highly constructive action. This noteworthy effort is embodied in a document

signed to date by at least 32 major defense contractors who pledge to adopt and

to implement a set of principles of business ethics and conduct that

acknowledge and address their corporate responsibilities under federal

procurement laws and to the public.5 All signatories pledge to:

• have and adhere to written codes of conduct;

• train their employees in such codes;

• encourage employees to report violations of such codes, without fear of

retribution;

• monitor compliance with laws incident to defense procurement;

• adopt procedures for voluntary disclosure of violations and for necessary

corrective action;

• share with other firms their methods for and experience in implementing

such principles, through annual participation in an industry-wide "Best

Practices Forum"; and

• have outside or non-emplovee members of their boards of directors

review compliance.

"•Prosecutorial resources are limited. Evidence of criminal conduct is often insufficient for

proof beyond reasonable doubt. Some cases lack prosecutive merit or jury appeal. In others,

criminal sanctions are deemed less appropriate than administrative remedies. Still other cases

involve little or no financial loss to the federal government. For these and other reasons, the

Department of Justice declines to prosecute approximately six in ten possible fraud cases

referred to it by federal agencies. See U.S. General Accounting Office, Fraud in Government

Programs: How Extensive Is It? How Can It Be Controlled? GAO/AFMD-8 1 -57. at 28-30 (May 7,

1981).

5See Defense Industry Initiatives on Business Ethics and Conduct (June 1986), included as

Appendix M to this Final Report.
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To lend additional force and credibility to their initiative, these contractors

further propose that a respected organization, independent of both the

government and defense industry, be commissioned to report annually the

results of a survey assessing compliance with the above principles.

Such a commitment by its leaders would be an impressive undertaking for

any industrial group, and it is particularly appropriate for defense contractors.

We hope many other firms will make this pledge of self-governance and share in

an initiative voluntarily begun and freely joined by defense contractors

themselves. At least one major industry association is, we understand,

considering making adherence to these principles a condition of membership.

We are convinced that significant improvements in corporate self-

governance can redress shortcomings in the procurement system and create a

more productive working relationship between government and industry.

Corporate managers must take bold and constructive steps that will ensure the

integritv of their own contract performance. Systems that ensure compliance

with pertinent regulations and contract requirements must be put in place so

that violations do not occur. When they do occur, contractors have

responsibilities not only to take immediate corrective action but also to make

disclosures to DoD.

We do not underestimate this task—it is enormous and demanding.

Requirements of diligence imposed on contractor management are

unquestionably stringent but are not more stringent than the public has a right

to expect of those who hold positions of authority with businesses on which the

national security depends. Contractor effort to improve performance should

not be impeded by DoD action; instead DoD should foster effective contractor

self-governance. It is in this context that we offer the recommendations that

follow.
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II. Industry Accountability: Contractor

Self-Governance

In our view major improvements in contractor self-governance are es-

sential.

Contracting with DoD is markedly different from other commercial

contracting activity. Defense contractors must observe various unique and

complex contractual, regulatory, and statutory requirements in bidding for,

performing, and warranting fixed-price and cost-type contracts. A distinct bodv

of contract principles has evolved in the defense contracting field.

Recent cases have involved violations of specific contractual and regulatory

provisions. Many of these violations have resulted from management failure to

establish internal controls to assure compliance with unique DoD requirements.

Contractors historically relied on DoD auditors to identify instances where

standards were not followed, and contractor failure to establish internal controls

has developed in this regulated environment. Also in this environment,

contractor defaults were largely resolved contractually rather than through

criminal or civil actions.

Today, defense contractors should be aware that a concerned and

responsible government will aggressively enforce compliance. Contractors will

be required to do much more than they have done in the past to comply with

contractual, regulatory, and statutory standards and to provide adequate

supervision and instruction for employees. To do so will necessitate their putting

in place broad and effective systems of internal control. The effectiveness of

such systems depends upon a host of factors, including:

• good organizational structure, providing for proper delegation of

authority and differentiation of responsibilities;

• clear policies and procedures, well adapted to business objectives and to

specific tasks and functions;

• training of and communication with employees at all performance levels;

and

• ongoing arrangements to monitor compliance with, and to evaluate the

continuing efficacy of, internal control.
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The requirements of defense contracting establish an especially high

standard against which the adequacy of systems of contractor internal control

must be measured. It is not prudent or possible to detail specific systems of

control adequate to the needs of every defense contractor. This must be

determined in light of each contractor's circumstances, including its size,

operating habits, nature of business, range of products and services, and

geographical dispersion of operations. Contractors should undertake careful

review of the adequacy of their specific internal control systems, evaluate

potential improvements, and determine what steps will provide greater

assurance of compliance with contracting requirements.

Information developed by the Commission indicates that corporate controls

could be greatly improved in at least three fundamental areas:

• development of codes of conduct addressing problems and procedures

incident to defense procurement;

• promulgation and enforcement of more effective internal control systems

to ensure compliance with those codes and the establishment of internal

auditing capacity to monitor, among other things, compliance with codes

and the efficacy of the control systems; and

• establishment of a more effective oversight of the entire process by an

independent committee, such as an outside audit committee of the board

of directors.

A. Contractor Standards of Conduct

Defense contractors must promulgate and enforce codes of conduct that

address their unique problems.

Written standards of conduct are necessary to establish an environment in

which a contractor's goals and its administrative and accounting controls become

understood and functional. A well-drafted code is more than a mere direction to

employees on what is and what is not permissible conduct, although that is

certainly a major function of the code. It can provide a conceptual framework

for both management and employees to understand how company policy

interrelates with other applicable policies. It can articulate principles on the basis

of which decisions should be made when government regulations fail to address

issues specifically. In the broad sense, a code of conduct should be designed to
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preserve or enhance a contractor's reputation for integrity. In our Interim Report

we recommended:

Defense contractors must promulgate and vigilantly enforce codes of

ethics that address the unique problems and procedures incident to

defense procurement. They must also develop and implement internal

controls to monitor these codes of ethics and sensitive aspects of contract

compliance.

This recommendation was based, in part, on a study undertaken for the

Commission by the Ethics Resource Center, Inc.6 In surveying the practices of a

representative sampling of major defense contractors, the Center inquired

about the:

• processes for establishing, and the form and content of. corporate

policies and procedures for ensuring ethical conduct in dealings with the

federal government and with subcontractors, suppliers, and others;

• means contractors use for communicating these policies and procedures;

• internal systems contractors use for monitoring and enforcing their

policies and procedures; and

• internal contractor systems for adjudicating and punishing violations.

The Center's survey documents more widespread adoption of business

codes of conduct among defense firms than among American companies

generally, and suggests relatively greater appreciation by contractors of the risks

of unethical conduct and the value of explicit standards of behavior. The survey

also indicates, however, that contractors' codes often fail to address areas in

government contracting where the incidence of misconduct is highest. For

example, matters such as cost allocation, quality control, bidding and billing

practices, defective pricing, materials substitution, contract negotiation, the

monitoring of contract compliance, and the hiring of former Defense

Department personnel were explicitly addressed in only a third of the codes of

those defense contractors surveyed.

6Ethics Resource Center, Inc., a non-profit organization located in Washington, D.C., has

done extensive study of issues involved in ethical corporate governance. The results of its work

tor the Commission are set forth in a Final Report and Recommendations on Voluntary Corporate

Policies, Practices, and Procedures Relating to Ethical Business Conduct (Feb. 18, 1986), which is

included as Appendix N to this Final Report of the Commission.
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There are also inadequacies in the communication and enforcement of

standards of conduct. For example, only half the contractors with written codes

indicated that they distribute copies to all employees, and many reported that

distribution was limited to only senior management. Only half the codes

specified procedures for employees to follow in reporting possible misconduct,

and barely one in five provided procedures for protecting employees who bring

unethical practices to light. Finally, although trends indicate an increasing

attention by upper management to business ethics issues, the survey documents

the need for much better mechanisms at highest corporate levels to monitor

and enforce compliance. Too often industry regards promulgation of a code of

conduct as the end product and does not aggressively pursue its enforcement.

The Commission makes the following specific recommendations

regarding codes of conduct for defense contractors:

1. Each contractor should review its internal policies and procedures to

determine whether, if followed, they are sufficient to ensure performance that

complies with the special requirements of government contracting.

Contractors should adopt—or revise, if they have adopted—written standards

of ethical business conduct to assure that they reasonably address, among

other matters, the special requirements of defense contracting. Such standards

of conduct should include:

a. procedures for employees to report apparent misconduct directly

to senior management or, where appropriate, to a member of the committee of

outside directors—ideally the audit committee—that has responsibility for

oversight of ethical business conduct; and

b. procedures for protecting employees who report instances of

apparent misconduct.

2. To ensure utmost propriety in their relations with government

personnel, contractor standards of ethical business conduct should seek to

foster compliance by employees of DoD with ethical requirements incident to

federal service. To this end, contractor codes should address real or apparent

conflicts of interest that might arise in conducting negotiations for future

employment with employees of DoD and in hiring or assigning

responsibilities to former DoD officials. Codes should include, for example,

existing statutory reporting requirements that may be applicable to former

DoD officials in a contractor's employ.
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3. Each contractor must develop instructional systems to ensure that its

internal policies and procedures are clearly articulated and understood by all

corporate personnel. It should distribute copies of its standards of ethical

business conduct to all employees at least annually and to new employees

when hired. Review of standards and typical business situations that require

ethical judgments should be a regular part of an employee's work experience

and performance evaluations.

4. Contractors must establish systems to monitor compliance with

corporate standards of conduct and to evaluate the continuing efficacy of their

internal controls, including:

a. organizational arrangements (and, as necessary, subsequent

adjustments) and procedural structures that ensure that contractor personnel

receive appropriate supervision; and

b. development of appropriate internal controls to ensure

compliance with their established policies and procedures.

5. Each major contractor should vest its independent audit committee—

consisting entirely of nonemployee members of its board of directors—with *

responsibility to oversee corporate systems for monitoring and enforcing

compliance with corporate standards of conduct. Where it is not feasible to

establish such a committee, as where the contractor is not a corporation, a

suitable alternative mechanism should be developed. To advise and assist it in

the exercise of its oversight function, the committee should be entitled to

retain independent legal counsel, outside auditors, or other expert advisers at

corporate expense. Outside auditors, reporting directly to the audit

committee or an alternative mechanism, should periodically evaluate and

report whether contractor systems of internal controls provide reasonable

assurance that the contractor is complying with federal procurement laws and

regulations generally, and with corporate standards of conduct in particular.

The Commission believes that 5e//-governance is the most promising

mechanism to foster improved contract compliance. It follows that each

contractor must individually initiate, develop, implement, and enforce those

elements of corporate governance that are critical to contract compliance,

including a proper code of conduct. The extent of each contractor's efforts in

doing so will reflect the level of reputation for integrity it intends to set for itself.
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B. Contractor Internal Auditing

Contractors must develop and implement internal controls to ensure

compliance with corporate standards of conduct and the requirements of

defense contracting.

Contractors must also establish an internal audit capacity to monitor

whether the controls they have put in place are effective. Internal auditing will

help ensure contractor compliance with internal procedures, standards of

conduct, and contractual requirements. An internal audit organization, to serve

these purposes, must be staffed with competent personnel able to operate with

the requisite degree of independence and candor.

Use of internal auditing to review adherence to procurement requirements

involves a significant broadening of the traditional application of this

monitoring device. In developing new auditing processes to review these issues,

contractors must consider which areas are most sensitive and in need of audit

review, as well as which auditing devices will be most cost-effective and efficient.

Recommendations in our Interim Report encouraging increased self-

governance were based, in part, on an internal audit study completed for the

Commission by the certified public accounting firm of Peat, Marwick, Mitchell &

Co.7 Over 210 business units—aggregating approximately $90 billion in DoD

fiscal year 1985 outlays for negotiated contracts—participated in the survey.

The survey was designed to ascertain, among other things, the following:

• the extent to which internal auditing, in addition to its traditional

applications, has been utilized to monitor defense contract compliance;

• the scope and coverage of such expanded auditing efforts;

• the effectiveness and usefulness of such internal auditing; and

• the extent to which, in view of recent developments, contractors intend to

expand their internal audit capability or coverage.

7Peat, Marwick's Report on Survey of Defense Contractors' Internal Audit Processes (Feb. 1986) is

included as Appendix O to this Final Report of the Commission. For survey purposes, "internal

auditing" was considered to include any regular, cyclical, or special examination conducted by or

on behalf of a company 's management to assess the extent of compliance with the company 's

established policies, procedures, and systems of internal controls. This excluded normal

supervisory efforts as well as financial audits performed by a company's independent

accountants.

90-185 0-88-32
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The survey indicates that most contractors have internal audit functions of

some kind and that many companies recently have expanded internal auditing

to cover more aspects of their government contract operations. But it also

provides compelling evidence of a need for defense industry generally to

upgrade the capabilities and broaden the mission of its internal auditors.

Among other important results of the survey are the following:

Internal Auditing Capacity. Over one-quarter of the business units surveyed

had no formal internal audit function; over two-thirds had no such function at

their operating levels. Seven in ten indicated that they rely for audit coverage, in

whole or in part, on the work of independent accountants and on government

auditors. Given the added degree of effort needed to monitor government

contract work, internal audit staffs are too small: 58 percent of the business units

surveyed had fewer than 10 internal auditors, and almost two-thirds reported

that their internal audit staffs do not complete a full cycle of auditable areas

within a three-year period.

Scope of Internal Auditing. To serve the purpose of improving compliance

with federal procurement laws, internal auditing must address a variety of

practices specific to government contracts. Effective audits of such practices

require more penetrating evaluations performed more frequently than do

traditional financial audits. The survey shows that, despite recent efforts by

contractors to broaden internal auditing efforts, sensitive issues of contract

compliance are not reviewed adequately. These include key areas of labor cost

distribution and controls, material management, estimating practices, cost

allowability, accuracy of costing and reporting, and contract administration.

Competence of Internal Audit Staff. Internal audit staffs—where they exist—

generally have a satisfactory professional background. They need substantially

more formal training, however, in areas critical to compliance with federal

procurement law, including Cost Accounting Standards, Federal Acquisition

Regulation, Truth in Negotiations Act, and fraud detection. Approximately a

quarter of the units surveyed provide training in none of these areas, and less

than a quarter provide training in all of them.

Effectiveness of Internal Auditing. Internal auditors must operate with

independence and objectivity.8 By this measure, the basic design of contractors'

internal audit programs appears to be good. The survey nonetheless indicates

8The independence of internal auditors depends in part upon the organizational levels to

which they communicate results of their work and to which they report administratively. These

are indicative of internal auditors' abilitv to act independently of individuals responsible for the

functions being audited. The objectivity of internal auditors mav be judged from findings and

recommendations made in their reports, the frankness of which can depend in important part
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several areas of concern. Audit design may be inadequate because its scope is

determined largely by management requests. Management may not in all cases

be assuming proper responsibility or taking necessary action for follow-up on

problems identified through internal auditing. Moreover, the wide availability to

government personnel of internal audit reports and supporting work papers

may not be conducive to auditors' candor and objectivity concerning the

performance of the individuals responsible for the functions being audited.

We conclude that defense contractors have failed to take advantage of

assistance that internal auditors mav provide to management responsible for the

design and function of systems of internal control of government contracting.

Identifying important elements of such systems and remedying their weaknesses

and deficiencies should be matters of the highest priority to all defense

contractors. This demands ongoing study and evaluation of a sort that cannot be

provided by either a company's outside auditors or by government auditors.9

Defense contractors must individually develop and implement better

systems of internal controls to ensure compliance with contractual

commitments and procurement standards. To assist in this effort and to

monitor its success, we recommend contractors take the following steps:

1. Establish internal auditing of compliance with government contracting

procedures, corporate standards of conduct, and other requirements. Such

auditing should review actual compliance as well as the effectiveness of

internal control systems.

2. Design systems of internal control to ensure that they cover, among

on the extent to which such reports are regularly accessible to others, particularly to government

agencies. See American Institute of Certified Public Accountants. Statement on Auditing Standards

No. 9. "The Effect of an Internal Audit Function on the Scope of the Independent Auditor's

Examination."

9 A company's outside auditors ordinarily review and evaluate internal control (primarily

accounting control) only to determine the nature, extent, and timing of audit tests they must

conduct annuallv in examining a contractor's financial statements. Even for this limited purpose,

however, internal control of government contracting poses audit considerations broader than

has yet been reflected in the accounting profession's formal guidance to its own members on

traditional financial audits of government contractors. See American Institute of Certified

Public Accountants, Audits of Government Contractors (2d ed. 1983). A Task Force of the American

Institute of Certified Public Accountants is now at work on a revised industry audit guide that

promises to be of greater assistance to outside auditors, internal auditors, and contractor

management.
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other things, compliance with the contractor's standards of ethical business

conduct.

3. Establish internal audit staffs sufficient in numbers, professional

background, and training to the volume, nature, and complexity of the

company's government contracts business.

4. Establish sufficient direct reporting channels from internal auditors to

the independent audit committee of the contractor's board of directors to

assure the independence and objectivity of the audit function. Auditors

should not report to any management official with direct responsibility for the

systems, practices, or transactions that are the subject of an audit. Such

structure assures frank reporting of and prompt action on internal audit

results. To encourage and preserve the vitality of such an internal auditing

and reporting process, DoD should develop appropriate guidelines heavily

circumscribing the use of investigative subpoenas to compel disclosure of

contractor internal auditing materials.

Major contractor improvements in recommended self-governance will, no

doubt, require considerable effort over several years. Making these

improvements will also require greater involvement by contractors' boards of

directors and top management. The importance of the executive leadership role

in achieving a proper control environment cannot be overemphasized. The

necessary initiatives must be instituted by industry, not government. Defense

contractors must take the steps described above or run the risk of action by

government, in response to public expectations, that may be both excessive and

unavailing. We share the concerns of the Ethics Resource Center that:

intensive federal regulation has not only increased costs and lead-time,

but mav have actually decreased the sense of individual and corporate

responsibility for the quality of products and services delivered to the

federal government. The standard of ethical business conduct seems to

have become regulatory compliance, rather than responsible decision

making. In areas where these are not coincidental or where regulations

do not dictate conduct, the management conscience may fail. The sense

of moral agency and ethical responsibility may be overridden by the

"gamesmanship" attitude fostered by regulatory adversarialism.

Whatever actions the present Administration or the Congress may take to

improve the effectiveness of federal regulations and oversight activities,

serious attention must be paid to the inherent limitations and possible
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counter-productivity of an approach that is almost entirely a matter of

external policing.10

The process by which a contractor recognizes and distinguishes

responsibility for compliance from a mere facade of compliance is

self-governance, and essential elements of that process are implementation and

enforcement of proper codes of conduct and internal auditing systems.

Vigorous programs of the sort recommended hold far greater potential foi

ensuring the integrity of defense contracting than does increased government

oversight. Successful self-policing by defense contractors has the considerable

advantage of making such oversight more efficient and effective. For very

practical reasons, therefore, government must exert its authority to oversee the

defense acquisition process in ways calculated to hasten the progress of

responsible companies toward improved self-governance. Our study of DoD

practices—with respect to administering its own standards of ethical conduct,

coordinating its own auditing and oversight efforts, and employing the range of

possible sanctions against contractor misconduct—suggests various areas for

improvement. These we address below.

10See Ethics Resource Center, Final Report and Recommendations, Appendix N.
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III. Government Accountability: DoD

Auditing and Oversight, Standards of

Conduct, and Enforcement

o ensure accountability for its own operations and programs, the federal

A government has systems of administrative and accounting control that are

analogous to those in the private sector. Their effectiveness is dependent on

comparable factors such as organization, policies and procedures, and

personnel. Our study persuades us that, much as with defense industry, DoD

must exert substantially better internal control if it is to improve the

effectiveness of its programs for contract auditing and oversight, employee

standards of conduct, and civil and administrative enforcement.

A. Department of Defense Auditing and Oversight

Oversight of defense contractors must be better coordinated among DoD

agencies and Congress. Guidelines must be developed to remove undesirable

duplication of official effort and, when appropriate, to encourage sharing of

contractor data by audit agencies. The new Under Secretary of Defense

(Acquisition) should establish appropriate overall contract audit policy.

As stated in our Interim Report, there is an unquestioned need for broad and

effective administrative oversight of defense acquisition. DoD monitors the

performance of defense contractors and the integrity of contractor compliance

by a number of processes, including investigations, inspections, and special-

purpose reviews conducted by personnel of:

• the Defense Contract Administration Services (DCAS) of the Defense

Logistics Agency (DLA);

• the Services' respective plant representative offices (PRO), audit agencies,

investigative services, and inspectors general;

• the Defense Contract Audit Agency (DCAA);

• the Defense Criminal Investigative Service;
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• the DoD Office of the Inspector General (OIG); and

• DoD's many procurement and contract management organizations.

Overseeing these efforts are the General Accounting Office (GAO),

committees and subcommittees of Congress, and congressional staff.

The oversight apparatus within DoD has evolved over time. As various

organizations and activities have been established, their jurisdictions, functions,

and responsibilities have emerged, often without clear delineation. Todav, a

distinction may be drawn between criminal investigative and internal auditing

responsibility—largely consolidated under the OIG—and procurement and

contract administrative responsibility—traditionally exercised by the DCAS and

cognizant Service PRO with the advice and assistance of DCAA auditors.

Proper coordination and economy of oversight effort have proven particularly

difficult to achieve in view of the multiplicity of DoD organizations involved.

At the outset of our work, we were aware of concerns that control over DoD

contract oversight efforts had degenerated. Most notably, the Senate Armed

Services Committee has expressed the view that contract auditing requires

sound overall coordination to promote efficiency and minimize duplication of

effort." In December 1985, the OIG reported the results of a survey conducted

by that office to determine whether effective coordination exists among various

DoD organizations involved in the oversight of contractor operations in order

to avoid unnecessary duplicative efforts.12 The survey examined 25 separate

DoD reviews conducted in 1984 at two major contractor locations. Fourteen of

these 25 oversight exercises—involving altogether some 13 different DoD

organizations, the GAO, and a prime contractor—were found to involve

elements of needless duplication. The Inspector General concluded, "Unless

specific actions are taken to address the problems of coordination, unnecessary

duplicative reviews (of this sort) are likely to continue."

Our own work confirms the Inspector General's conclusion. It also

underscores the enormity of the problem.

In December 1985, we engaged the certified public accounting firm of

Arthur Andersen & Co. to study DoD contract auditing and oversight, including

"S. Rep. No. 41, 99th Cong.. 1st Sess.. 214 (1985).

'''See Office of the Inspector General. DoD, Report on The Survey of Department of Defense

Oversight of Contractors' Operations, No. APO 86-001. at 4 (Dec. 1985).
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its overall design and any duplication of effort.13 Arthur Andersen & Co.

reviewed pertinent laws and regulations, consulted with responsible DoD

officials, and made nationwide field visits to ascertain the recent experience of

some 15 major defense contractors that together do substantial work, for each of

the Services and for the DLA. Figure 1 reflects the principal findings and

recommendations that emerged from this study. It is noteworthy that Arthur

Andersen & Co. and the OIG found identical problems of a systemic nature

among DoD contract oversight organizations:

• Their efforts lack advance planning and coordination.

• Their respective responsibilities are ill-defined.

• They are unwilling to rely on each other's work.

• They are reluctant to share information.

Arthur Andersen & Co. concluded that "duplication in the oversight

process is extensive. Changes are clearly required to enhance efficiency and

reduce costs to both contractors and the government." (Emphasis added.)

In our view, necessary changes are not likely to be accomplished, however,

without first consolidating the authority to make and implement contract audit

policy in a senior DoD official.

For these purposes, we recommend the following:

1. Among his other responsibilities, the new Under Secretary of Defense

(Acquisition) should:

a. oversee DoD-wide establishment of contract audit policy,

particularly policy for audits conducted in support of procurement and

contract administration;

b. except for criminal investigations and DoD internal audits,

supervise establishment of policy for all DoD oversight of defense contractors,

including oversight performed by procurement and contract management

organizations; and

c. recognize established GAO and professional auditing standards.

"The full report of Arthur Andersen & Co.'s work — Study of Government Audit and Other

Oversight Activities Relating to Defense Contractors (Feb. 25, 1986) — is included as Appendix P to

this Final Report.
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Figure 1

ARTHUR ANDERSEN & CO.

STUDY OF GOVERNMENT OVERSIGHT ACTIVITIES

PRINCIPAL PROBLEMS IDENTIFIED

PERVASIVE LACK OF COORDINATION

AMONG DoD ORGANIZATIONS

* Reluctant to rely on each other's work

* Unwilling to share information

* Deficient in advance planning

* Inconsistent in interpreting

—contract and other requirements

—results of audits and reviews

* Respective responsibilities poorly

defined

—e.g., increased DCAA involvement in

non-financial areas

* Not observing DoD regulations designed

to ensure coordination of audit and

oversight

* Organizations possess no centralized

coordinating authority

INDISCRIMINATE APPROACH BY DoD

ORGANIZATIONS

* Nature, timing, and extent of audit and

oversight shows inadequate attention to

—contractors' past performance

—results of prior and ongoing reviews

—relative costs and benefits

ERODING AUTHORITY OF ADMINISTRATIVE

CONTRACTING OFFICERS (ACOs)

* DoD Directive 7640.2 (Dec. 29, 1982)

limits ACO authority to resolve audit

recommendations

* ACO no longer functioning as

government's "team leader"

* Indecision, delays, unnecessary and

costly disputes

RECOMMENDATIONS AND COMMENTS

REAFFIRM AUTHORITY OF ACO

* To function as DoD's team leader in all

dealings with contractor

* Responsible for

—determining final overhead rates

—coordinating all DoD auditing and

other oversight at contractor location

* Supported by DCAA in advisory capacity

—reevaluate DoD Directive 7640.2

REEVALUATE AND CLARIFY RESPECTIVE

AUDIT AND OVERSIGHT RESPONSIBILITIES

* For example, those of contract

administrative organizations versus

DCAA in the areas of

—operational auditing

—compensation and insurance reviews

* More generally, to improve planning,

organization, and control

IMPROVE DAY-TO-DAY WORKING

RELATIONSHIPS

* Organizations should rely on each

other's work

* Share data base of contractor information

ADHERE TO REGULATORY PRINCIPLES THAT

PROMOTE EFFICIENCY

* Audit and oversight plans should reflect

appropriate consideration of

—contractors' past performance

—effectiveness of their internal control

systems

—results of prior and ongoing reviews

—relative costs and benefits

■
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2. To optimize the use of available oversight resources by eliminating

undesirable duplication of official effort, contract audit policy should be

designed to:

a. delineate clearly respective responsibilities and jurisdictions of

DoD oversight organizations;

b. develop guidelines and mechanisms for DoD oversight

organizations to share contractor data and otherwise to rely more extensively

upon each other's work; and

c. improve audit strategies for the conduct, scope, and frequency of

contract auditing. These strategies should reflect due consideration for

contractors' past performance, the proven effectiveness of their internal

control systems, the results of prior and ongoing reviews conducted by DoD

organizations and by contractors themselves, and relative costs and benefits.

B. Department of Defense Standards of Conduct

DoD should vigorously administer current ethics regulations for military

and civilian personnel to assure that its employees comply with the same high

standards expected of contractor personnel. This effort should include

development of specific ethics guidance and specialized training programs

concerning matters of particular concern to DoD acquisition personnel,

including post-government relationships with defense contractors.

An extensive body of law and regulation exists to prevent conflicts between

personal interest and public duty of current and f ormer uniformed personnel

and civilian employees of DoD. These laws and regulations:

• impose financial disclosure reporting obligations on broad categories of

DoD personnel, including extremely detailed reporting by the most

senior officials;

• describe standards of behavior for all DoD personnel, including the

general requirement that thev avoid anv circumstance, whether or not

expressly prohibited, that might create the "appearance" of impropriety;

• broadly penalize conduct by DoD or other federal employees that could

involve personal enrichment in connection with ongoing official duty,

including bribes and gratuities, the so-called private supplementation of

federal salaries, representation of private parties in matters of federal

concern, and of ficial acts that af fect personal or family finances or the

financial interests of a prospective private employer; and
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• restrict in various ways what former federal employees generally, and

DoD personnel specifically, may do upon leaving government service.

Figure 2 summarizes current post-employment disqualifications and

certain related statutory provisions.

Standards thus established lor the conduct of current and former DoD

acquisition personnel seek to maintain an environment in which DoD's internal

fiscal and managerial controls can work. Like codes of conduct adopted by

private contractors, they help protect the integrity and promote the efficiency of

the contracting process, minimize conflicts of interest, and assure the public that

defense contracting is managed effectively and honestly.

The Commission conducted a careful review of the adequacy of DoD's

ethics programs for military and civilian acquisition personnel.14 Several facts

prompted this review. In defense acquisition, as throughout the government,

there is a substantial incidence of federal employee involvement in reported

cases of fraud and other unlawful conduct. Many cases have involved bribery or

other criminal activity by relatively low-level purchasing officials at military

procurement facilities, and others have involved gratuities for senior personnel.

Such official misconduct in the acquisition system is doubly destructive: it

subverts operations of DoD and defense industry, and corrodes public

confidence in government and business generally. It is critical in defense

management to establish and maintain an environment where official standards

of conduct are well understood, broadly observed, and vigorously enforced. We

believe that significant improvements are required.

Our study indicates, for example, that—much as is the case with the defense

industry—DoD's published conduct regulations do not provide timelv or

effective guidance to personnel engaged in the acquisition process. DoD

Directive 5500.7, Standards of Conduct, has not been updated since 1977 or

revised to reflect such subsequent legal developments as passage of the Ethics in

Government Act of 1978. Even in its current version, Directive 5500.7 provides

onlv general ethical guidance to personnel and components throughout DoD.

No comparable directive provides more specific guidance to all of DoD's

acquisition personnel.

Nor does anv svstem exist to ensure that all DoD acquisition personnel

receive, on a periodic basis, a prescribed minimum of ethics training specificallv

uOur public meeting of May 5, 1986, was devoted exclusively to testimony on this subject.

As part of our rev iew of relevant law s and administrative practices, we received an extensive

briefing and detailed conclusions and recommendations from the Office of the Inspector

General.
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related to the acquisition function. Just as among defense contractors,

considerable disparity exists in the efforts that DoD acquisition organizations

expend in this area. An effective program of instruction and compliance

concerning ethics matters, including post-employment disqualifications and

reporting, should be established and implemented. To do so will require

sustained leadership throughout DoD and a commitment of greater personnel

and administrative resources.15

In our Interim Report, we thus expressed the general view that the important

challenge for defense management lies in improving compliance with existing

ethical standards, not in defining new or more stringent standards. We

nonetheless also have reviewed the substance of current laws and regulations

from two distinct points of view: first, for their effect on recruitment of capable

senior-level personnel to run the acquisition system; and second, for their

adequacy to protect the integrity of that system from perceived dangers posed

by the so-called revolving door phenomenon. The "revolving door" refers, in

this context, to the movement of a DoD acquisition employee into a position with

a private company for whose government contracts he has or had some official

responsibility.

Both our Interim Report and our Report on Defense Acquisition emphasize the

importance of improving the government's ability to attract and retain .the

highly qualified people needed for effective senior management of defense

acquisition. We agree with the Presidential Appointee Project of the National

Academy of Public Administration that ethics regulations:

have assumed a very important role in the appointment process. Their

impact is mixed. In some ways, these laws have brought genuine benefits

to the American people by eliminating hlatant potential conflicts of

interest and enhancing opportunities for the identification and prosecu-

tion of those who would violate the public trust. On the other hand, these

changes have been costly: costly to the government's ability to recruit presiden-

tial appointees, costly to the relations between the news media and public

15At the Commission's May 5, 1986. meeting, DoD's General Counsel reviewed plans,

pursuant to the President's April 1986 directive, for improved administration of current ethics

regulations for DoD personnel, as recommended in our Interim Report. We support this effort. It

should, we believe, focus in important part on the need for specialized guidance and training of

DoD acquisition personnel. It should also seek to establish better mutual understanding

between, and promote complementary efforts to address the respective ethical concerns of.

government and industry.
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officials, and costly in financial sacrifices to a number of honest and

dedicated public officials.16

Our examination of the substance of current ethics regulations underscores

an important truth: ethical standards are only as easy to observe, administer,

and enforce as they are certain in scope, simple in concept, and clear in

application. Undue complexity and vagueness—for example, that we believe

characterizes current financial disclosure reporting requirements—serve no

legitimate public purpose. Either can transform ethical standards from matters

of principle to mere traps for the unwary, and put at risk the reputation of

anyone who enters or leaves a responsible position in government.

Figure 2 outlines established criminal statutory restrictions on what federal

employees and retired military officers may or may not do once they have left

government. Actions of officials still in federal service have been restricted to

exclude matters in which they, or prospective private employers with whom they

are negotiating, have a financial interest. These statutes should be enforced

more vigorously, and their import made clear to DoD employees far more

effectively, than is now done.

Figure 2 also outlines the one current criminal statute, Public Law 99-145,

concerning for whom defense acquisition officials may work after thev have left

DoD. This new provision, and comparable measures now pending in Congress,

significantly depart from prior law in attempting to define as criminal conduct

certain post-government employment per se. They do so on a highly selective

basis—applying only to personnel involved in the acquisition process, and only

to such personnel as are employed by DoD. More significantly, they pose serious

problems of definition, never satisfactorily resolved in statutory form,

concerning precisely which DoD personnel should be covered and precisely

what sort of exposure to a contractor should lead to the employment

prohibition. In practice, these definitions are very difficult to work out sensibly

and fairly. This is reflected in the confusion concerning the applicability of

Congress' one current venture into restricting post-government employment per

se, Public Law 99-145. The highly uncertain impact of these new and proposed

statutes, and the understandable desire of law-abiding individuals to avoid even

the remote chance of a criminal violation, may well prompt talented people not

to work for DoD in the first place or to leave once such restrictions appear

imminent.

^Leadership in Jeopardy: The Fraying of the Presidential Appointments System (Final Report of the

Presidential Appointee Project), November 1985, at 13 (emphasis added).
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Figure 2

THE REVOLVING DOOR: CURRENT POST-EMPLOYMENT

DISQUALIFICATIONS AND CERTAIN RELATED PROVISIONS

STATUTE PROVISIONS

18 U.S.C. 207(a) Permanently bans representation to the government of any person on any

"particular matter involving a specific party" in which a former Executive

Branch employee "participated personally and substantially" while in

government.*

18 U.S.C. 207(b)(i) Bans for two years representation to the government of any person on any

particular matter over which a former Executive Branch employee

exercised "official responsibility" while in government.*

18 U.S.C. 207(b)(ii) Bans for two years representation by a former "senior employee" of

Executive Branch, through his "personal presence at any formal or

informal appearance" before the government, of anv person on any

particular matter in which such former employee personally and

substantially participated while in government.*

18 U.S.C. 207(c) Bans for one year representation by a former "senior employee" of

Executive Branch of any person to his former agency on any particular

matter before or of substantial interest to that agency.*

18 U.S.C. 208 Prohibits an employee of Executive Branch from participating "personally

and substantially" as such in any "particular matter" in which any person*

with whom he is "negotiating" or has any "arrangement" concerning

post-government employment has a financial interest.*

18 U.S.C. 281 Prohibits retired military officers from representing any person in the sale

of anything to the government through their former department.*

18 U.S.C. 283 Bans for two years following retirement participation by military officers

in prosecution of claims against the United States involving their former

department.*

37 U.S.C. 801 Prohibits payment of compensation to military officers engaged, within

three years after retirement, "in selling, or contracting or negotiating to

sell, supplies or war materials" to DoD or other agencies.

10 U.S.C. 2397 Requires reporting by certain military personnel and civilian officials of

DoD of employment by defense contractors occurring within two years

prior or subsequent to government service.t

10 U.S.C. 2397a Requires reporting by military personnel and civilian officials having

procurement responsibilities in DoD of "contacts" regarding post-

government employment opportunities with certain defense contractors, t

P.L. 99-145, Prohibits a "Presidential appointee" who acts as a "primary government

99 Stat. 693 representative" in the "negotiation" or "settlement" of a contract with a

defense contractor to accept, within two years thereafter, employment

from that contractor.*

'Violation punishable by fine and/or imprisonment.

tViolation subject to administrative penalty in amount up to $10,000.
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While mindful of the critical need to recruit and retain capable acquisition

personnel, we do not minimize the importance of upholding the real and

apparent integrity of the acquisition process. Our recommendations seek to

achieve vigorous enforcement of ethical requirements and steadfast attention to

ethics programs and training by government and industry alike. We believe that

our recommendations, if fully implemented, would go much further toward

improving the ethical environment of defense acquisition than would any

legislative proposal. Had such administrative efforts been undertaken by DoD

heretofore, the adequacy of the existing legislative scheme would be far more

evident.

Public Law 99-145, and the additional revolving-door restrictions now

proposed, in part reflect a legitimate dissatisfaction with individual enforcement

of existing DoD standards of conduct. They also reflect a widespread concern

that opportunities for post-government employment with defense contractors

may seem to tempt acquisition officials to favor improperly those contractors

over whose affairs they exercise authority. We do not dismiss this concern.

Acquisition officials must scrupulously avoid any action that might create even

the appearance of giving preferential treatment to any contractor or losing

complete independence or impartiality of action. Existing standards of conduct

demand nothing less. The real challenge, we believe, is to establish and maintain

an ethical environment for defense acquisition that applies this principle across

the board. This will not be accomplished through piecemeal legislation that

subjects special classes of government employees to imprecise standards,

unpredictable restrictions on future conduct, and harsh criminal penalties.

Instead, the revolving-door concern must be addressed where it originates,

in the relations of DoD and the defense industry. Complementary efforts must

be undertaken by DoD and defense industry to define appropriate and highly

specific limitations in the area of post-government employment relationships.

These limitations should not be legislated but instead should be articulated

through complementary prohibitions in both government and industry

standards of conduct, for the clear guidance of putative employers (i.e.,

contractors) and employees (i.e., former DoD officials) alike. This exercise

would reinforce a healthy, ongoing dialogue between industry and government.

Appropriate voluntary disqualifications by private employers and prospective

employees could and should become an accepted aspect of the official and

professional responsibilities assumed by those who work in and contract with

DoD. Were statutory requirements to report employment with defense

contractors properly observed and administered, DoD, industry, and the public

could monitor the success of the approach we recommend. In this way, DoD and

defense industry could assume leadership roles for the public and private
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sectors, and set a standard that others—notably Congress and other Executive

departments—should emulate.

For these purposes, we recommend the following:

1. DoD standards of conduct directives should be developed and

periodically reviewed and updated, to provide clear, complete, and timely

guidance:

a. to all components and employees, on ethical issues and standards

of general concern and applicability within DoD; and

b. to all acquisition organizations and personnel, on ethical issues and

standards of particular concern to DoD acquisition process.

2. The acquisition standards of conduct directive should address, among

other matters, specific conflict-of-interest and other concerns that arise in the

course of official dealings, employment negotiations, and post-government

employment relationships with defense contractors. With respect to the last

category, the Secretary of Defense should develop norms concerning the

specific personnel classification, type of official responsibility, level of

individual discretion or authority, and nature of personal contact that, taken

together, should disqualify a former acquisition official from employment

with a given contractor for a specified period after government service. These

recommended norms, observance of which should be monitored through

existing statutory reporting requirements, would establish minimum

standards to guide both acquisition officials and defense industry.*

*Comment by Herbert Stein:

Although I do not disagree with what the Commission says about the

"revolving door," I wish to add the following comment:

Department of Defense officials whose position in the acquisition process

enables them to affect substantially the interests of particular contracting

companies should not be employed by those companies for a period, such as two

years, after leaving the Department, except in special cases where the national

security clearly dictates otherwise. This principle is not now adequately

recognized in the standards of proper conduct in the Department or among

defense contractors. For the Department, the Secretary should clearly state the

principle, define the categories of officials to which it applies and identify the

individual officers and their contractor-relationships covered. Undoubtedly the

line between covered and uncovered relationships will be difficult to draw, but
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3. DoD should vigorously administer and enforce ethics requirements for

all employees, and commit necessary personnel and administrative resources

to ensure that relevant standards of conduct are effectively communicated,

well understood, and carefully observed. This is especially important for all

acquisition personnel, to whom copies of relevant standards should be

distributed at least annually. Review of such standards should be an important

part of all regular orientation programs for new acquisition employees,

internal training and development programs, and performance evaluations.

C. Civil and Administrative Enforcement

Suspension and debarment should be applied only to protect the public

interest where a contractor is found to lack "present responsibility" to

contract with the federal government. The Federal Acquisition Regulation

should be amended to provide more precise criteria for applying these

sanctions and, in particular, determining present responsibility.

Specific measures should be taken to make civil enforcement of laws

governing defense acquisition still more effective.

Failure to establish internal disciplines necessary to responsible self-

governance subjects a defense contractor to a variety of governmental

enforcement remedies. Thus, the government may seek relief against a

contractor for breach of contract and, even in the absence of technical breaches,

criminal and civil sanctions for contractor and contractor-employee misconduct.

Our Interim Report recommended "continued, aggressive enforcement of

federal civil and criminal law governing defense acquisition." This was

predicated on the view that such enforcement "punishes and deters misconduct

by the few, vindicates the vast majority who deal with the government lawfully,

Comment cont'd.

it will be better to draw the line imperfectly than either to ignore the revolving

door problem or to leave officials and contractors in a state of uncertainty.

Contractors' codes of conduct should include a bar to employment that violates

this principle.

I believe that if the standards of permissible employment are clearly

defined both officials and contractors will voluntarily abide by them. In line with

the Commission's desire to foster an atmosphere of trust among the

Department, contractors and the public, I would much prefer to see the

problem handled in this voluntary way. But if experience shows that reliance on

voluntary observance of the principle is inadequate, legislative remedies should

be considered.
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and recoups losses to the Treasury." In this section we discuss noncriminal

sanctions by which the government can protect its interests.

Unlike criminal or other punitive measures, suspension and debarment are

sanctions intended to ensure that DoD may "solicit offers from, award contracts

to, and consent to subcontracts with responsible contractors oh/v."17 The Federal

Acquisition Regulation sets forth specific circumstances in which suspension

(disqualification pending the completion of investigation or legal proceedings)

or debarment (disqualification for a specific period of time) may be 'ied.18

Imposed in appropriate circumstances, these sanctions seek to serve "a public

interest for the Government's protection" rather than to provide for increased

punishment for wrongdoing.19

While suspension and debarment are indispensable tools in assuring that

DoD not contract with those lacking present responsibility, they nevertheless arc

severe remedies that should be applied only in accordance with their stated

purpose and legal standards. Members of the defense contracting industry claim

that neither the purpose nor the standards have been observed, and that the

threat of imposition of the sanctions has become the government's primary

negotiating weapon in criminal prosecutions to force contractors to enter guilty

pleas to avoid suspension or debarment.20 There is concern that DoD has

improperly concluded that the fact of a criminal indictment of a contractor or a .

management employee is an "automatic" ground for suspension, without

sufficient regard for corrective actions already taken.21 Such claimed abuses are

said not only to constitute arbitrary denials of protected personal and property

''Federal Acquisition Regulation (hereinafter FAR) § 9.402(a) (emphasis added).

18FAR §§ 9.406-1, 9.407-l(b). Following imposition of the sanction, a contractor and its

subcontractors may continue to perform work on ongoing contracts, but the contractor is

rendered ineligible for future awards during the period of suspension or debarment.

19FAR § 9.402(b).

20There is little doubt that suspension or debarment, whether properly or improperly

imposed, can be devastating to a contractor wholly or heavily engaged in the defense industry.

While such contractors mav suffer but survive heavy civil and criminal penalties, they may not

survive a lengthy suspension or debarment. Not intended and not imposed as punitive

measures, suspension or debarment mav nevertheless be the most severe sanction confronting a

wayward contractor.

21 It is generally conceded bv suspending/debarring authorities that suspension occurs upon

issuance of an indictment, and that the contractor is thereafter afforded opportunity to show

cause why the suspension should not be terminated. Any one of the three Military Services and

the Defense Logistics Agency (DLA) may suspend or debar a contractor, and the other Services

and the DLA will honor the sanction.
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rights, but also to eliminate as the criteria for suspension, the measure of a

contractor's "present" responsibility.22

Whatever the merit of defense industry claims, it is clear that nowhere is the

attitude of mutual mistrust between DoD and the defense industry more in

evidence than in DoD's exercise of its powers of suspension and debarment.

In recent years there has been a marked increase in the number of actions

taken to suspend or debar individual or corporate contractors from entering

into new contracts with DoD. In 1975 there were 57 suspensions and

debarments by DoD; in 1980 there were 78. In 1985 there were 652 suspensions

and debarments, a greater than eightfold increase in just five years. This

increase is due in part to a more determined and aggressive enforcement stance

by DoD and a greater willingness to apply the sanctions.

Today's problems can be addressed by developing a sounder basis for both

government and industry to carry out their respective functions. By working

together with more cooperation and dedication to performance and less

mistrust and suspicion, a renewed commitment to excellence can be made.

1. Circumstances in Which a Contractor May Be Suspended or

Debarred

a. Current Rules for Suspension

Suspension of a contractor is in the nature of a preliminary remedy

available to the government before full development of the facts. It should be

imposed "on the basis of adequate evidence . . . when it has been determined

that immediate action is necessary to protect the government's interest."23

Adequate evidence is defined as "information sufficient to support the

reasonable belief that a particular act or omission has occurred."24

"While contractor conduct thai justifies a criminal indictment may be prima facie evidence of

irresponsibility, such conduct often precedes an indictment in the contracting industry by two or

more years. The bare fact of an indictment may thus be an improper measure of the contractor s

"present responsibility" should suspension occur at the time of indictment. During the period

following the misconduct alleged in the indictment, the contractor may have replaced employees

guiltv of wrongdoing, corrected faulty systems, made restitution, better communicated and

implemented a corporate code of conduct, improved internal auditing practices, and otherwise

taken actions demonstrating its current responsibility. An "automatic" suspension does not

afford opportunity for such proof, and may defeat incentives for implementing more

responsible self-governance.

"FAR § 9.407-l(b).

"FAR § 9.403.
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The Federal Acquisition Regulation sets forth particular conditions in

which suspension may be applied. A contractor may be suspended, for example,

upon "adequate evidence" of the commission of a fraud or criminal offense in

the procurement process, the violation of federal or state antitrust statutes, the

commission of various other criminal offenses, and the commission of any other

offense showing "lack of business integrity or business honesty" that "directly

affects" the contractor's present responsibility. Indictment for any of these

delineated actions constitutes adequate evidence for suspension. A contractor

may also be suspended for any other cause that shows an absence of present

responsibility.25

b. Current Rules for Debarment

Regulations governing debarment provide that the responsible official

"may debar" a contractor if it has been convicted for any offense listed above

that may provide a basis for suspension. The regulations further state that the

existence of one of the described causes does not require debarment. "[T]he

seriousness of the contractor's acts or omissions and any mitigating factors

should be considered in making any debarment decision."26

"FAR § 9.407-2, Causes for Suspension, provides:

(a) The suspending official may suspend a contractor suspected, upon adequate evidence,

of—

(1) Commission of a fraud or a criminal offense in connection with (i) obtaining, (ii)

attempting to obtain, or (iii) performing a public contract or subcontract;

(2) Violation of Federal or State antitrust statutes relating to the submission of offers;

(3) Commission of embezzlement, theft, forgery, bribery, falsification or destruction of

records, making false statements, or receiving stolen property; or

(4) Commission of any other offense indicating a lack of business integrity or business

honesty that seriously and directly affects the present responsibility of Government

contractor or subcontractor.

(b) Indictment for any of the causes in paragraph (a) above constitutes adequate evidence

for suspension.

(c) The suspending official may upon adequate evidence also suspend a contractor for any

other cause of so serious or compelling a nature that it affects the present responsibility of a

Government contractor or subcontractor.

"FAR §9.406-l(a).
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2. Improvements in Regulations Governing Conditions Under Which a

Contractor May Be Suspended or Debarred

Existing regulations can be improved in crucial respects by providing

criteria for government officials making present responsibility determinations.

a. Determination of Present Responsibility

The requirement that all suspension/debarment decisions be based on a

present responsibility determination should be more clearly set forth bv

amendment of particular provisions of the Federal Acquisition Regulation.

Such amended provisions should include an explicit requirement that

suspension and debarment must be related to a lack of present responsibility

before either sanction is applied. For example, adequate evidence of the

occurrence of a criminal offense by a contractor or its employee should not

necessarily result in suspension. Nor should conviction for a prior offense be the

sole predicate for debarment. Basis for imposition of suspension or debarment

is lacking unless the suspending or debarring authority determines that

conditions causing the criminal misconduct are present problems within the

company. Provisions referred to above setting forth particular conditions in

which a contractor may be suspended or debarred should be amended to clarify

that such a condition is a sufficient basis only if it can be linked to a lack of

contractor present responsibility.27

b. Criteria for Present Responsibility

Administration of suspension/debarment would also be improved if

regulations were amended to include specific criteria to be considered in

determining whether a contractor is "presently responsible." Such criteria are

not now set forth in the regulations. The following are recommended for

consideration as proper criteria:

"The cited regulatory provision (FAR 9.407-2(b)), stating that indictment for any of the

listed causes "constitutes adequate evidence of suspension," is particular l\ troublesome. Given

the time-consuming nature of litigation, indictments are invariably based on prior misconduct.

The events causing an indictment generally precede an indictment by one or more years. Thus,

where an agency suspends a contractor on the sole basis of an indictment, it applies this sanction

without regard to the requirement that suspension should be predicated on lack of present

responsibility. Such administrative action involves an abdication of the suspending authority's

obligation under current law. This provision of the Federal Acquisition Regulation — stating

that indictment constitutes adequate evidence — should be reexamined.
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• The nature of integrity programs, if any, currently being implemented by

the contractor. The debarring/suspending authority should be

particularly interested in the extent of the contractor's affirmative efforts

to implement ethical standards of conduct that address contract

performance and systems of internal controls to monitor compliance with

those standards.

• The contractor's reputation for probity on recent procurements with

DoD and other federal agencies.

• The reputation of the contractor's management and directors in recent

circumstances as persons of good character and integrity.

• The extent to which misconduct is symptomatic of basic svstemic

problems within the corporation as opposed to isolated, aberrational

corporate behavior.

• The nature and extent of voluntary disclosure and cooperation offered

by the contractor in identifying and investigating the misconduct.

• The sufficiency of remedial measures taken to eliminate the causes of the

misconduct.

c. Determination of Public Interest

Before suspending or debarring a contractor the responsible official must

determine, in addition to present responsibility, whether such action serves the

"public interest." To an extent, consideration of public interest is subsumed in

the determination whether the contractor is currently responsible. Some factors

affecting public interest are, however, distinct from those affecting present

responsibility and should be considered separately. Except where a contractor's

misconduct endangers life or property, in which case the government's interest

is clearly indicated, the Federal Acquisition Regulation should be amended to

mandate review of the effect a proposed suspension/debarment might have on

the ability of DoD and other government agencies to obtain needed goods or

services.

In making the public interest determination, the suspending or debarring

agency should consult with agencies both within and outside DoD. The decision

that suspension or debarment will serve the public interest requires a careful
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balancing of public needs against any potential harm that might occur from

continued dealings with the contractor.

d. Cursory Suspension of Contractors

The current practice of "automatic" suspension of contractors following

indictment on contract fraud should be reconsidered by DoD with a view that it

be more discriminating and take into account all circumstances of a particular

situation. In our Interim Report we stated, "Suspension and Debarment should

not be imposed solely as a result of an indictment or conviction predicated upon

former (not ongoing) conduct

A device that has been used by a military department in lieu of "automatic"

suspension is the so-called "shock and alarm" letter. Such a letter brings sharply

to the attention of the executive of a defense firm DoD's cause for concern of

wrongdoing, and the executive is urged to take immediate corrective action.

What distinguishes the "shock and alarm" technique is that it does not carrv with

it the formal and immediate sanction of suspension. It provides the contractor

an opportunity to put its own house in order before suspension becomes

imperative.

e. Scope of Suspension or Debarment Orders

Once a determination is made to suspend or debar a contractor, the Military

Service or DLA must determine the appropriate scope of the order. The

government may elect to suspend or debar a particular division or similar

organizational component of the contractor, a number of divisions or

organizational components, or the entire corporate structure of which the

contractor is a part.

An overly broad suspension or debarment of a contractor involved in

numerous procurements can deny DoD important sources of supply and cause

economic and commercial harm to the contractor. On the other hand, an

inappropriately narrow application of these sanctions can lead to continued

government dealings with irresponsible parties.

Current regulations give the responsible agency wide authority to tailor the

scope of a suspension or debarment order without providing guidance about

how the agency should exercise its discretion. Suspension applies to "all divisions

or other organizational elements of the contractor, unless the suspension

decision is limited by its terms to specific divisions, organizational elements or
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commodities."28 Similarly, "debarment constitutes debarment of all divisions or

other organizational elements of the contractor, unless the debarment decision

is limited by its terms to specific divisions, organizational elements or

commodities."*9

Given the significance and difficulty of these determinations, responsible

officials should have more specific guidance in considering the scope of possible

suspension or debarment actions. The Federal Acquisition Regulation should

mandate review of the following criteria:

• the extent to which the misconduct was confined to a particular

organizational unit and the autonomy of that unit;

• the extent of knowledge corporate management and directors had of the

relevant misconduct;

• the extent to which sanctions must be imposed to provide minimum

protection of the public interest; and

• other effects that could occur if organizational units other than that

within which the misconduct occurred are suspended or debarred.

Suspending and debarring authorities should craft application of these

sanctions as narrowly as possible to exclude only those organizational units that

threaten the integrity of the procurement process.

/. Independence of Determinations

The government, because of broad discretionary powers entailed in

declaring contractors ineligible for awards, carries a heavy burden. It must

affirmatively seek to avoid arbitrary action. DoD should ensure that

opportunities for abuse are reduced by insulating decisionmakers in the

suspension and debarment process from untoward pressure from within or

without DoD. Present policies do not provide sufficient insulation for officials

involved in the process.

"FAR §9.407-1(c).

"FAR §9.406- 1(b).
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g. Procedures Guiding Suspension and Debarment Within Components of DoD

Under current regulations, the several suspending and debarring

authorities are given discretion to "establish procedures" governing suspension

and debarment "decision-making" processes.30 This discretion has resulted in

each of the authorized agencies developing different and somewhat inconsistent

procedures. The Inspector General made the following pertinent observations:

Each suspension/debarment authority within DoD has developed its own

method of processing suspension and debarment determinations and

implementing suspension and debarment procedures regarding the pro-

vision of notice to contractors and the conduct of hearing procedures.

For example, if a contractor requests and is provided a hearing on a

debarment matter in DLA, the General Counsel, as the suspension/de-

barment authority, conducts the hearings. Argument and testimony is

directly presented to the suspension/debarment authority, who can assess

the credibility of witnesses and can examine all evidence. In the Air Force,

suspension and debarment hearings are held before the Debarment and

Suspension Review Board, which in turn makes recommendations to the

suspension/debarment authority."

Given the severity of suspension and debarment, the Commission believes

that uniform procedures should guide the review and decision-making process

in each of the agencies. It is, for example very important that debarring officials

in each agency should be of a similar stature and that hearing procedures

should be comparable. In the absence of uniformity, inconsistent and unfair

results may follow. The Secretary of Defense should ensure that uniform

policies govern each agency's decision-making process and the Federal

Acquisition Regulation should be amended to so require.

h. Alternative Civil Remedies

The government should expand its use of and more aggressively pursue

civil remedies. To make civil enforcement more effective, our Interim Report

recommended specific measures that included the passage of Administration

'"FAR §§ 9.406-3(b)(I), 9.407-3(b)( 1).

"Office of the Inspector General, DoD, Review of Suspension and Debarment Activities within the

Department of Defense, at 86-87 (May 1984).
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proposals to amend the Civil False Claims Act and to establish administrative

adjudication of small civil false claims cases.

It is suggested that those officials charged with administration of

suspension/debarment — in particular instances when the propriety of

imposition of suspension is questionable — give greater consideration to civil

sanctions as a complete remedy. For such an alternative to be effective, DoD

must have available to it expanded civil remedies for recovery of assets.

Expansion of traditional civil money judgments is a much needed resource, and

by endorsing legislation still pending in the Congress — i.e., the Program Fraud

Civil Remedies Act — the Commission has sought to encourage the grant of

sweeping new administrative powers tc* levy fines more effectively against

individuals and corporations engaged in wrongdoing of a lesser nature.

3. Voluntary Disclosure of Irregularities

Contractors have a legal and moral obligation to report to government

authorities misconduct discovered in the process of self-review. The

Departments of Defense and Justice should jointly initiate a program

encouraging the voluntary disclosure of irregularities by contractors. Such

a program, if successful, could afford the government timely notice of

improprieties that otherwise might not be available, and provide details of

known wrongdoing without the expense and compulsion of an adversarial

investigation.

A voluntary disclosure program will be effective if there are inducements

that assure skeptical contractors they will not suffer greater sanctions by coming

forward. Private companies that fail to disclose should not be rewarded by the

fortuitous inability of government investigators to make a timely discovery of an

irregularity. Nor should contractors benefit that come forward only under

compulsion of imminent discovery.

Guidelines considered by DoD in a voluntary disclosure program should

include:

• The timing of the disclosure with respect to the contractor's initial

awareness of the irregularity and the proximity of government oversight

action.

• The completeness, accuracy, and truthfulness of the disclosure, as well as

other factors supporting voluntariness.

• Management levels at which the wrongdoing occurred and at which the

decision to disclose was made.
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• Whether internal corporate procedures or standards of conduct covered

the conduct of those involved in the w rongdoing and in the disclosure

decision.

• Whether there were in place internal auditing svstems that, when

properly implemented, addressed the irregularis.

For these purposes, we recommend the following:

1. The Federal Acquisition Regulation should be amended:

a. to state more clearly that a contractor may not be suspended or

debarred except when it is established that the contractor is not "presently

responsible," and that suspension or debarment is in the "public interest"; and

b. to set out criteria to be considered in determining present

responsibility and public interest.

2. The Department of Defense should reconsider:

a. "automatic" suspensions of contractors following indictment on

charges of contract fraud;

b. suspending and debarring the whole of a contractor organization

based on wrongdoing of a component part;

c. insulating its suspending/debarring officials from untoward

pressures; and

d. establishing uniform procedures to guide the review and

decision-making process in each agency exercising suspension/debarment

authority.

3. DoD should give serious consideration to:

a. greater use of broadened civil remedies in lieu of suspension,

when suspension is not mandated; and

b. implementation of a voluntary disclosure program, and incentives

for making such disclosures.

4. Specific measures should be taken to make civil enforcement of laws

governing defense acquisition still more effective. These include passage of

Administration proposals to amend the Civil False Claims Act and to establish

administrative adjudication of small, civil false claims cases. In appropriate

circumstances, officials charged with administration of suspension/

debarment should consider application of civil monetary sanctions as a

complete remedy.
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