
.2 - 

* 

Analysis of the Grace tommission’s 
Major Proposals for Cost Control 
February 1984 

A Joint Study by the 
Congressional Budget Office 
and General Accounting Office 

NOTICE 
There Should Be No Release 

of This Document Until 
1:30 p.m. (E.S.T.) 

Tuesday, February 28, 1984 

CONGRESS OF THE UNITED STATES 



ANALYSIS OF THE GRACE COMMISSION'S 

MAJOR PROPOSALS FOR COST CONTROL 

The United States Congress 
Congressional Budget Office 
General Accounting Office 



For sale by the Superintendent of Documents. U.S. Government Printing O5ce  Washington, D.C. 20402 



This report  was prepared in response to  a request by both t h e  House 
and Senate  Commit tees  on t h e  Budget for a n  evaluation of t h e  proposals 
made by t h e  President's Pr ivate  Sector  Survey on Cost Control (PPSSCC), 
also known as t h e  Grace Commission. The report  focuses on those 
recommendations t h a t  t h e  Grace  Commission est imated would have major 
budgetary savings, and does not  cover all of t h e  PPSSCC proposals. The  
analysis of t h e  major recommendations includes es t imates  of t h e  possible 
budget impact  for fiscal  years  1985-1989, t h e  likely impact  on t h e  federal  
programs involved, and t h e  actions necessary to implement t h e  proposals. 

The analysis for  this report  represents a joint staff  e f for t  by t h e  
Congressional Budget Off ice  (CBO) and  t h e  General Accounting Off ice  
(GAO). The staff  work by t h e  two agencies was coordinated by J a m e s  L. 
Blum, Assistant Director f o r  Budget Analysis for CBO, and  by Peter J. 
McGough, Director of t h e  Office of Program Planning for GAO. Robert  L. 
Faherty of CBO supervised t h e  edit ing and  production of t h e  report. 
Thelma L. Jones and  Nancy H. Brooks coordinated t h e  production of t h e  
many drafts. An appendix to  t h e  report  gives t h e  names  of t h e  major 
contributors to t h e  analysis. 

In accordance with CBO's mandate  to provide objective and impartial  
analysis to t h e  Congress, CBO takes  no position on t h e  relat ive merits of t h e  
PPSSCC recommendations. However, GAO's views on t h e  mer i t s  of t h e  
recommendations a r e  included in a number of instances where GAO's prior 
or  continuing work so permits. 

Charles A. Bowsher 
Comptroller General  

Xudolph G. Penner 
Director 

February 1984 
'-%-, 

as.?- 
~. - --- &-I 

iii 



CONTENTS 

. 
\ 

ii' 

P R E F A C E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  iii 

CHAPTER I. INTRODUCTION AND OVERVIEW . . . . . . . . . . . . 1 

Background ............................. 2 
3 

Potential Budgetary Impact . . . . . . . . . . . . . . . . . 6 
Management Proposals . . . . . . . . . . . . . . . . . . . . 13 
Policy and Program Proposals . . . . . . . . . . . . . . . 17 
Use of This Report . . . . . . . . . . . . . . . . . . . . . . 24 

NATIONAL DEFENSE . . . . . . . . . . . . . . . . . . . . 27 

Focus of the CBO-GAO Analysis . . . . . . . . . . . .. . 

CHAPTER 11. 

Proposals with Measurable 

Proposals for Which Budget Impact 
Budget Impact . . . . . . . . . . . . . . . . . . . . . . . . . 
Cannot Be Estimated . . . . . . . . . . . . . . . . . . . . 

28 

32 

CHAPTER 111. ENTITLEMENT AND OTHER MANDATORY 
SPENDING PROGRAMS . . . . . . . . . . . . . . . . . . . 99 

Policy Initiatives . . . . . . . . . . . . . . . . . . . . . . . . . 
Management Initiatives . . . . . . . . . . . . . . . . . . . . 99 

104 

CHAPTER IV. NONDEFENSE DISCRETIONARY SPENDING 
AND OFFSETTING RECEIPTS . . . . . . . . . . . . . . . 153 

Modifying Loan Programs and Altering 
Federal Debt-Collection Practices . . . . . . . . . . 

Modifying Direct Spending Programs . . . . . . . . . . 
Increasing Receipts from the Sale 

of Natural Resources and 
Federally Provided Services . . . . . . . . . . . . . . . 

Making More Efficient Use of 
Federal Funds and Achieving Other 
Management Savings . . . . . . . . . . . . . . . . . . . . 

153 
156 

159 

163 

V 



CONTENTS (continued) 

CHAPTER V . 

CHAPTER VI . 

APPENDIX A . 

APPENDIX B . 

APPENDIX C . 
APPENDIX D . 

FEDERAL CIVILIAN COMPENSATION 
AND WORK FORCE MANAGEMENT .......... 251 
Changes in Compensation Policy ............. 252 
Management Initiatives .................... 256 

REVENUES ............................. 295 

Tax Policy Initiatives ..................... 296 
Management Initiatives .................... 299 

COMPUTERIZED INDEX O F  THE GRACE 
COMMISSION RECOMMENDATIONS .......... 335 
PPSSCC THREE-YEAR SAVINGS ESTIMATES 
AND CBO BUDGET ESTIMATES FOR 
FISCAL YEARS 1985-1987 . . . . . . . . 359 

SUMMARY TABLES O F  GRACE COMMISSION 
PROPOSALS BY BUDGET FUNCTION ......... 373 

MAJOR CONTRIBUTORS .................. 395 

vii 



TABLES 

TABLE 1-1. 

TABLE 1-2. 

TABLE 1-3. 

TABLE 1-4. 

TABLE 1-5. 

TABLE 1-6. 

TABLE 11-1. 

TABLE 11-2. 

TABLE 111-1. 

TABLE 111-2. 

TABLE IV-1. 

COVERAGE OF CBO-GAO ANALYSIS - . . 
CBO SAVINGS ESTIMATES FOR MAJOR 
GRACE COMMISSION PROPOSALS ............ 
A COMPARISON OF THREE-YEAR 
SAVINGS ESTIMATES ..................... 
CBO THREE-YEAR SAVINGS ESTIMATES 
FOR SELECTED PPSSCC PROPOSALS ......... 
PPSSCC MANAGEMENT PROPOSALS 
REVIEWED BY GAO AND CBO 

PPSSCC POLICY AND PROGRAM PROPOSALS 
REVIEWED BY GAO AND CBO .............. 

.............. 

A COMPARISON OF THREE-YEAR 
SAVINGS ESTIMATES FOR 
NATIONAL DEFENSE PROGRAMS ........... 
CBO ESTIMATES OF BUDGETARY 
EFFECTS OF SELECTED 
PPSSCC DEFENSE PROPOSALS ............. 
CBO ESTIMATES O F  NET BUDGETARY 
SAVINGS FROM PPSSCC PROPOSED 
POLICY CHANGES IN 
ENTITLEMENT PROGRAMS ................ 
ESTIMATES OF OUTLAY SAVINGS FROM 
PPSSCC MANAGEMENT PROPOSALS FOR 
ENTITLEMENT PROGRAMS ................ 
CBO ESTIMATES OF OUTLAY SAVINGS 
FROM PPSSCC PROPOSALS TO MODIFY 
LOAN PROGRAMS OR ALTER DEBT- 

4 

7 

9 

12 

14 

18 

28 

29 

100 

104 

COLLECTION PRACTICES ................. 155 

ix 



TABLES (continued) 

TABLE IV-2. 

TABLE IV-3. 

TABLE IV-4. 

TABLE V-1. 

TABLE V-2. 

TABLE VI-1. 

TABLE VI-2. 

TABLE A-1. 

TABLE A-2. 

TABLE A-3. 

TABLE B-1. 

CBO ESTIMATES O F  OUTLAY SAVINGS 
FROM PPSSCC PROPOSALS TO MODIFY 
DIRECT SPENDING PROGRAMS ............. 157 

CBO ESTIMATES OF NET OUTLAY 
SAVINGS FROM PPSSCC PROPOSALS TO 
INCREASE RECEIPTS FROM THE SALE 
OF NATURAL RESOURCES OR 
FEDERALLY PROVIDED SERVICES ........... 161 

CBO ESTIMATES O F  OUTLAY SAVINGS 
FROM PPSSCC PROPOSALS TO MAKE MORE 
EFFICIENT USE O F  GOVERNMENT FUNDS AND 
ACHIEVE OTHER MANAGEMENT SAVINGS ..... 164 

CBO ESTIMATES O F  BUDGETARY 
EFFECTS OF PPSSCC PROPOSALS FOR 
FEDERAL CIVILIAN COMPENSATION ......... 252 

CBO ESTIMATES OF BUDGETARY EFFECTS 
O F  PPSSCC FEDERAL PERSONNEL 
MANAGEMENT INITIATIVES ................ 256 

CBO ESTIMATES OF SAVINGS FROM 
PPSSCC TAX POLICY PROPOSALS ........... 296 

CBO ESTIMATES O F  SAVINGS FROM 
PPSSCC MANAGEMENT INITIATIVES ......... 300 

PPSSCC REPORTS ....................... 337 

BUDGET FUNCTIONS ..................... 341 

CONGRESSIONAL COMMITTEES ............. 343 

PPSSCC THREE-YEAR PLANNING 
ESTIMATES AND CBO BUDGET ESTIMATES 
FOR FISCAL YEARS 1985-1987. . 362 



TABLES (continued) 

TABLE C-1. ESTIMATED SPENDING SAVINGS FROM 
CBO BASELINE BY BUDGET FUNCTION, 
FISCAL YEARS 1985-1989 . . . 374 

TABLE C-2. ESTIMATED REVENUE GAINS OVER 
CBO BASELINE PROJECTIONS, 
FISCAL YEARS 1985-1989 . 393 

xiii 



CHAPTER I. INTRODUCTION AND OVERVIEW 

The outlook for  the  federal budget under current policies for the next 
f ive years is for large and growing deficits. The President's Private Sector 
Survey on Cost Control (PPSSCC) has submitted to t h e  President nearly 
2,500 recommendations, which it claims would save $424 billion over three 
years when fully implemented. The PPSSCC, be t te r  known as the Grace 
Commission, characterizes its recommendations as means for reducing 
program waste, correcting system failures, improving personnel 
management, and attacking structural  deficiencies. The Congressional 
Budget Office (CBO) and the  General Accounting Office (GAO) have 
reviewed nearly 400 of t h e  PPSSCC recommendations tha t  account for 
almost 90 percent of the  potential three-year savings as estimated by t h e  
Grace Commission. To the  extent  possible, the  impact of t he  PPSSCC 
proposals on the  CBO baseline budget projections for fiscal years 1985-1989 
was estimated, and an  analysis of t h e  likely program impact was made. 

GAO analyzed whether t h e  proposals could be  implemented admin- 
istratively or would require legislation, and focused its consideration on 
whether t h e  proposals warrant support based on their  individual merits. 
Many of the  PPSSCC proposals were the  subject of in-depth GAO reviews 
and evaluations. References to  the  related GAO reports a r e  included in the  
individual analyses contained in the  subsequent chapters of this report. 

The CBO-GAO review found tha t  t h e  potential deficit reductions tha t  
might result in 1985-1987 from implementing most of these recommenda- 
tions would be  much smaller than t h e  three-year savings projected by t h e  
Grace Commission. Without regard to  t h e  merits of the  recommendations, 
the cumulative three-year deficit  reduction for  1985-1987, including the  
off-budget deficit, is estimated to amount to $98 billion for  those PPSSCC 
recommendations for which specific budget estimates could be prepared. 
This is 33 percent of t he  $298 billion of net  three-year savings projected for 
these proposals by the  Grace Commission and assumes tha t  they are 
implemented by October 1, 1984. The CBO and PPSSCC estimates, 
however, are not fully comparable. The CBO estimates were calculated in 
federal  budget accounting terms, whereas the  PPSSCC estimates are 
characterized as planning figures and do not refer to specific years. 
Specific budget estimates could not be prepared for 122 of the commission 
recommendations reviewed because the  proposals were too vague, or 
necessary da ta  were not available. The f ac t  tha t  their  budget impact could 
not be evaluated does not imply, however, t ha t  they are not  worthy of 
further study and possible implementation. 
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Most of these recommendations involve various management 
improvements tha t  could be implemented administratively. The bulk of t h e  
potential savings, however, relate to  recommendations tha t  would require 
significant changes in current laws and policies. The federal spending 
generated by t h e  policies and programs studied by t h e  Grace Commission 
has been subject t o  close scrutiny before and should continue to be reviewed 
for possible savings. The magnitude of the  savings projected by t h e  Grace 
Commission for i t s  proposals in these areas,  however, is much too large t o  
be attr ibuted simply t o  eliminating waste and inefficiency. Rather, t h e  
PPSSCC proposals should be characterized for the  most part as possible 
changes in public policy tha t  could help reduce mounting federal deficits. 

Although the  majority of the  Grace Commission recommendations can  
be characterized as management proposals to  achieve greater efficiencies 
or t o  operate on a more business-like basis, the bulk of the cost savings 
estimated by t h e  PPSSCC are associated with proposals to change policies 
or to restructure programs. All of these proposals would require Congres- 
sional action. 

These proposals all represent tough decisions with difficult trade-offs. 
The CBO-CAO analysis reveals t ha t  t h e  Grace Commission has not found an 
easy solution to  the  federal deficit problem, although it has helped t o  focus 
attention within t h e  Administration and t h e  Congress on ways to control t he  
rising cost of government. 

In GAO's opinion, about two-thirds of the  revised PPSSCC recom- 
mendations have some degree of merit. Specifically, of the  396 recom- 
mendations assessed, GAO identified 242 as having some merit,  83 as not 
having merit,  and 71 for which GAO had no basis for an opinion. Of t h e  242 
recommendations GAO believed had merit,  it had previously made similar or  
related recommendations in 150 cases. I t  is important to note, however, 
t ha t  many of the  recommendations tha t  do  not have merit  in GAO's opinion 
were among those with large savings estimates in the  PPSSCC reports. I t  is 
also important to note  tha t  GAO does not agree tha t  all of t he  proposals for 
which CBO estimated budgetary savings a r e  feasible or desirable. 
Conversely, GAO believes tha t  many proposals for which CBO was not able 
to est imate  budgetary savings have merit and deserve further consideration. 

BACKGROUND 

President Reagan established t h e  PPSSCC by Executive Order 
No. 12369 on June 30, 1982, and named J. Peter Grace as chairman. The 
commission's mandate was to identify opportunities for  increased efficiency 
and reduced costs achievable by executive or legislative action. The study 
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effort, which took 18 months to  complete, was led by a n  Executive 
Committee of 161 chief executive officers of major corporations and other 
private-sector experts. More than 2,000 individuals reportedly participated 
in the  work of t h e  PPSSCC, which was privately financed at an  estimated 
cost  of more than $75 million. 

The PPSSCC was organized into 36 task forces, 22 of which were 
assigned t o  study specific departments and agencies, and 14 t o  study cross- 
cutting functions such as personnel, da t a  processing, and procurement 
practices. Each task force produced a separate report to the  President. In 
addition, the  PPSSCC Management Office staff, which helped to coordinate 
the  task forces, prepared another 11 reports on selected issues. The 47 
PPSSCC reports contain 2,478 specific recommendations on 784 different 
issues. A two-volume, 650-page final summary report was also prepared and 
presented to the  President on January 16, 1984. 

The Grace Commission estimated tha t  implementation of all of its 
recommendations could result in ne t  savings and revenue increases of 
$424.4 billion over three years. The commission also estimated tha t  
accelerations of tax collections, debt repayments, and other receipts could 
amount to another $65.5 billion in cash-flow savings over three years. The 
PPSSCC, however, characterizes its estimates as being of a "planning" 
nature and not of lfbudgetlf quality. They represent potential savings during 
the  first th ree  years of implementation, not specific fiscal years. The 
three-year PPSSCC projections of cost  savings and revenue increases were 
based on the  assumptions tha t  t he  annual inflation r a t e  would be 10 percent, 
and tha t  t he  average interest r a t e  would also be 10 percent. 

The overlapping nature of the  work assignments given to  t h e  36 task 
forces led to several instances of double counting of possible savings. The 
11 Management Office reports also cover many of t he  same program and 
management areas included in the  task force reports, thereby adding to  the  
duplication of the  PPSSCC savings estimates. In its final report to the  
President, the  commission estimated tha t  these duplications amounted to 
$120.6 billion over three years. This means tha t  t h e  sum of the three-year 
savings estimates contained in the  47 agency or subject mat ter  reports add 
t o  $545.0 billion. Appendix A of this study provides a list  of the  47 reports 
and the  number of issues and recornmendations contained in each. 

FOCUS OF THE CBO-GAO ANALYSIS 

Because the  two Budget Committees were interested in having a CBO 
and GAO analysis of the PPSSCC recommendations in t ime for use in 
developing t h e  f i rs t  budget resolution for 1985, they requested tha t  this  
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joint report be issued in  February 1984, little more than a month a f t e r  t h e  
commission's final report was presented to  t h e  President. Given the  short  
t ime available to review t h e  many commission recommendations, w e  
believed it essential to direct our analysis toward those PPSSCC proposals 
tha t  potentially could produce t h e  largest  budgetary savings. As t h e  final 
Grace Commission report t o  t h e  President observes, and as presented in 
detail in CBO's recent  baseline budget projections for 1985-1989, t h e  
prospect for t h e  federal  budget under current policies is large and growing 
deficits. Any serious proposals to  reduce these deficits to less alarming 
levels deserve close attention. 

Accordingly, we selected for review only those recommendations tha t  
t he  PPSSCC estimated could produce savings of $1 billion or more over a 
three- year period. Several other closely related recommendations were also 
selected for review. The result is that the joint CBO-GAO review covers 
396 specific recommendations on 131 different issues as identified in the  
PPSSCC reports. While this amounts to only 16 percent of the  total number 
of recommendations made by t h e  various task force and management office 
reports, t he  recommendations reviewed account for nearly 90 percent of the  
ne t  three-year cost savings and revenue increases, and 95 percent of the  
cash accelerations, as estimated by the  commission in its final report  to  the  
President (see Table 1-11. Taken individually, most of the  other PPSSCC 
recommendations were estimated by the  commission to produce relatively 
small or no budgetary savings. 

TABLE 1-1. COVERAGE OF CBO-GAQ ANALYSIS 

PPSSCC CBO-GAO 
Proposals Review Percent 

Number of Issues 784 131 16.7 

Number of Recommendations 2,478 396 16.0 

PPSSCC Three-Year 
Savings/Revenue 
Increases 
(billions of dollars) 

PPSSCC Three-Year 
Cost Accelerations 
(billions of dollars) 

424.4 379.0 89.3 

65.5 61.9 94.5 
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In examining the  396 PPSSCC recommendations selected for  review, 
CBO and GAO staff examined t h e  basis for  the  claimed savings potential, 
developed--where possible--estimates of the  potential budgetary impact for  
fiscal years 1985-1989, identified t h e  likely e f fec t  of the  recommendations 
on the  federal programs involved, and determined what actions would be 
necessary to implement them. In accordance with our respective roles and 
areas of expertise, CBO developed the  budgetary estimates, while GAO 
focused on the  merits of the  recommendations, as well as program impact 
and implementation issues. 

For purposes of analysis and discussion, t h e  PPSSCC recommendations 
reviewed were grouped into 90 separate sets of proposals. These proposals 
are examined in detail in Chapters I1 to VI of this report, and the  results of 
the  analysis a r e  summarized in the  following sections of this chapter. 

In preparing estimates of potential budgetary impact, CBO adhered t o  
a strict methodology. First, potential budgetary savings were measured 
against a uniform and fully documented set of budgetary baseline 
projections for the  next five fiscal years. These projections are based on 
the  assumptions tha t  inflation rates average about 5 percent and short-term 
interest  rates about 8 percent for this period. 11 Second, potential outlay 
savings or  revenue gains were estimated only -f or those recommendations 
tha t  were sufficiently specific to provide a basis for cost  analysis and for 
which da ta  were available t o  develop a budget impact statement.  Third, t he  
estimates assume tha t  any needed Congressional action would be taken this 
year, and tha t  t he  proposals would be implemented at a reasonable pace in 
line with past administrative performance. Fourth, the  budget estimates 
made for individual proposals do not include possible lower interest costs 
resulting from lower deficits or reduced borrowing needs! consistent with 
CBO's methodology for  preparing bill cost estimates for  t h e  Congress. An 
est imate  of possible lower interest  costs is provided in this chapter, 
however, assuming tha t  all of t he  reviewed PPSSCC recommendations as a 
group a r e  implemented and eliminating any overlap or duplication among 
them. Also, possible interest  savings a r e  indicated for  some proposals 
involving acceleration of t ax  collections within the  fiscal year. Finally, t he  
CBO estimates a r e  based on "static" economic assumptions; tha t  is, t h e  
estimates do not take into account t he  possible effect of deficit reductions 
on the  economy, particularly on interest  rates and inflation. 

1. For a detailed description of these baseline projections, see Congres- 
sional Budget Of fice, Baseline Budget Projections for Fiscal Years 
1985-1989 (February 1984). 
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In assessing the  merits of the  PPSSCC's recommendations, GAO relied 
primarily on its prior and ongoing work, as well as its institutional 
knowledge developed through extensive and long-term review activities of 
virtually all major federal programs and activities. In fact, GAO's work, in 
a number of instances, formed the  basis for the  Grace Commission's recom- 
mendations. 

POTENTIAL BUDGETARY IMPACT 

The savings estimates for the  Grace Commission proposals analyzed in 
this report for which CBO could determine the  potential budgetary impact 
for 1985-1987 are summarized in Table 1-2. The cumulative three-year 
reductions from CBO's baseline projections for the  unified budget deficit 
amount to $74.4 billion. Reductions in off-budget spending would add 
another $23.4 billion during 1985-1987, bringing the  three-year total deficit 
reduction to $97.9 billion. 

Savings shown for national defense programs a r e  small--$9.2 billion 
over the  first three years-because the  budget impact for most of the  
proposals in this a rea  could not be estimated. Budget savings in the  national 
defense function would be larger in terms of budget authority because, 
under accrual accounting, the  function would immediately reflect  long-run 
retirement savings under the  PPSSCC proposals. The numbers shown in 
Table 1-2 for national defense reflect outlay savings. Estimated savings for 
entitlements and other mandatory spending programs sum to $15.0 billion 
for 1985- 1987. Proposed reductions in nondefense discretionary spending 
and increased user charges a re  estimated to total  $11.9 billion for this 
period. Another $13.0 billion in reduced outlays would result from proposals 
affecting federal civilian employment and compensation, with proposed 
revisions in the  Civil Service Retirement program accounting for most of 
this amount. Potential revenue increases of $16.2 billion over the  three- 
year period a r e  also estimated, with the  largest increase associated with the  
proposal to tax federal subsidies. Finally, the  resulting reductions in the 
deficits over this period would lower net interest costs by another 
$9.1 billion using CBO's baseline interest ra te  assumptions. 

The basis for t he  CBO estimates shown in Table 1-2 is discussed in 
detail in the  five succeeding chapters, beginning with national defense and 
concluding with the  potential revenue increases. 

Comparison with Grace Commission Estimates 

It was possible to  develop estimates of potential budgetary impact for 
67 of the  90 sets of Grace Commission proposals analyzed in this report. 
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TABLE 1-2. CBO SAVINGS ESTIMATES FOR MAJOR GRACE COMMISSION 
PROPOSALS (By fiscal year, in billions of dollars) 

. Annual Savings or Cumulative 
Revenue Increases 3-Year 

1985 1986 1987 Impact 

Savings from CBO 
Outlay Baseline a/ 

National defense 
Entitlements and other 

mandatory programs 
’ Nondefense discretionary 

programs and user charges 
Federal civilian employment 

and compensation 
Subtotal 

Addition to CBO Revenue 
Baseline 

Reduction in Interest Costs 

Unified Budget 
Deficit Reduction 

Off-Budget Outlay 
and Deficit Reduction 

Total Deficit Reduction 

1.7 

2.8 

3.5 

3 .2  
11.3 
- 

2.5  

0.8 - 

14.5 

6.7 

21.3 

- 

5.3 

3.9 

3.7 

4 .1  
17 .O 
- 

5.0 

2.7 

24.7 

8 . 3  

2.1 

8 .3  

4.7 

5.7 
20.9 
- 

8.7 

5 . 6  - 

35.2 

8 .4  

33.0 43.6 

9 .2  

15.0 

11.9 

13.0 
49.1 
- 

16.2 

9.1 - 

74.4 

23.4 

97.9 

- 

SOURCE: Congressional Budget Office. 

a. CBO baseline projections for  unified budget outlays. 

For t h e  other 23 sets of proposals reviewed, budget estimates could not be  
prepared because either the proposals were too vague or the available 
information too scant. As noted earlier, t h e  commission prepared what it 
characterized as planning figures for its proposals and did not a t tempt  t o  
make specific budget estimates. Furthermore, t h e  commission noted in i t s  
reports tha t  recommendations were not all based on the  same level of 
research and analysis and that,  as a result, their  planning figures are not all 
of t h e  same quality. 
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Where specific budget estimates could be made by CBO, 8 sets of 
PPSSCC proposals were found to have no budget impact for the  next three 
years, 4 sets of proposals to entail added costs rather than savings, 9 sets to 
produce greater savings over three years than projected by the  PPSSCC, and 
46 sets to generate lower budget savings for 1985-1987 than implied by the  
Grace Commission three-year estimates. The total  savings estimated by 
CBO for 1985-1987, including lower interest costs and off-budget savings, 
for the 67 sets of proposals for which budget impact estimates could be 
made is 33 percent of the  $298.4 billion of net three-year savings projected 
for these proposals by the  Grace Commission in i t s  planning figures. These 
results, and comparison with the PPSSCC three-year savings estimates, a r e  
summarized in Table 1-3. Appendix B provides t h e  PPSSCC and CBO three- 
year savings estimates for each of the 90 sets of Grace Commission 
proposals reviewed in this report. 

The PPSSCC reports include several proposals that  have already been 
acted upon by the  Congress and are being implemented. As a result, the  
estimated budget effects of these proposals a r e  included in CBO's baseline 
projections and no further savings a re  expected. Two examples are the 
proposals to raise Railroad Retirement payroll taxes and to  increase debt 
collection through the use of private collection agencies. These proposals 
a r e  covered by the  provisions of the  Railroad Retirement Solvency A c t  of 
1983 and the  Debt Collection Act of 1982. Several other proposals would 
not have any near-term budget impact, such as the  proposal to increase 
private participation in space programs and to  improve the  enforcement of 
the  Social Security earnings limit through an updated computer system. 

Several Grace Commission proposals would add to  federal budget costs 
rather than achieve savings. These include the  proposals to reform the  pay 
processes for federal employees t o  make them more comparable with the 
private sector. Because annual pay raises have been limited for a number of 
years t o  levels below those measured under the  current comparability 
surveys, changes in these surveys would not produce savings but would raise 
costs. Also, the  proposal t o  eliminate commodity donations to federal 
agencies would not affect the  budget totals, and freezing the  level of 
donations would add to storage costs. 

In other instances, the  CBO budget estimates for 1985-1987 a re  larger 
than the net three-year savings projected by the  Grace Commission. The 
largest difference is for the effect of the  PPSSCC proposal to replace the  
direct loan programs of t he  Farmers Home Administration (FmHA) and the  
Small Business Administration (SBA) with loan guarantees. The CBO savings 
estimate includes the effect of this proposal for of f-budget financing of 
these loans by the  Federal Financing Bank, which is not included in the  
Grace Commission estimate. CBO also has higher three-year savings 
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TABLE 1-3. A COMPARISON OF THREE-YEAR SAVINGS ESTIMATES 
(Savings in billions of dollars) 

PPSSCC CBO Budget 
No. of No. of 3-Year Estimates 

CBO-GAO PPSSCC Planning for 
Analyses R e c k  Ests. 1985-1987 

Budget Impact Estimates 
Could Be Made 

No budget impact 8 21 13.2 0 
Added costs rather than 

Greater savings than 

Lower savings than 

savings 4 29 8.5 -1.8 

estimated by PPSSCC 9 22 5.9 33.0 

46 - 202 270.8 66.7 
Subtotal 67 274 298.4 97.9 

estimated by PPSSCC - 

Budget Impact Estimates 
23 - 122 80.7 N.A. Could Not Be Made - 

Total 90 39 6 379.0 N.A. 

estimates for the  PPSSCC proposals to consolidate student loan programs in 
t h e  Department of Education, to impose user fees  for certain Coast Guard 
services, and to change the  Civil Service Retirement systemss accounting 
practices. 

The CBO savings estimates summarized in Tables 1-2 and 1-3 were not 
constructed on the  same basis as the  Grace Commission estimates and, 
therefore, are not fully comparable. The CBO estimates show the  potential 
budget impact for fiscal years 1985-1987, assuming implementation 
beginning October 1, 1984. As noted earlier, the  PPSSCC estimates are said 
to represent potential savings during t h e  first three years of implementation 
without regard to specific fiscal years. In some instances, the  PPSSCC 
reports acknowledge tha t  t h e  recommendations could not be implemented in 
the  next three years. In other instances, t h e  reports make clear tha t  t he  
potential savings would come much later--in t h e  1990s or even later. 
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The CBO savings est imates  also were calculated in federal  budget 
accounting terms--that is, in terms of budget authority, outlays, and 
revenues. The CBO savings estimates for  1985-1987 shown in Table 1-2 and 
elsewhere in this chapter are in terms of added revenues and/or lower 
outlays from t h e  levels projected under a continuation of current  laws and 
policies. Thus t h e  CBO savings estimates indicate t h e  potential effect of 
the  PPSSCC proposals for reducing projected budget deficits. The Grace 
Commission savings estimates, on t h e  other hand, were sometimes 
calculated in te rms  not used for t h e  federal budget. As a result, many of 
t h e  PPSSCC savings estimates are not t rue  indicators of possible budget 
deficit reductions in t h e  next three years. 

For example, t h e  PPSSCC savings estimates for its proposed changes 
in federal  civilian and military retirement benefits are based on projected 
payroll costs in the  years 2001 t o  2003 and have been discounted to their 
estimated 1983 value. 2/ The CBO estimates for these proposals included in 
Table 1-2, however, are based on the  potential impact for reducing t h e  1985- 
1987 budget deficits and, understandably, are considerably lower. On the  
other hand, t he  PPSSCC savings estimates most widely used by t h e  Grace 
Commission do not include cash-flow changes, although these are noted 
separately. Accelerating t ax  collections, debt repayments, or other changes 
in cash flow, however, can have a measurable impact on the  level of federal 
revenues and outlays for a specific fiscal year and thus can result in lower 
budget deficits. These effects a r e  included in t h e  CBO budget estimates. 

Two other caveats  should be considered in comparing the  CBO and 
Grace Commission savings estimates. First, in order to develop many of t he  
budget estimates, specific assumptions had to be made about t he  details of 
the  proposals and how they would be implemented; in some instances, CBO 
analysts could not find the  PPSSCC's assumptions in its published reports or 
background materials. Therefore, t h e  CBO assumptions might not exactly 
reflect what the  PPSSCC task forces assumed for their savings estimates. 
Second, a great amount of uncertainty should be at tached to  many of the  
PPSSCC and CBO savings estimates, particularly for proposals t ha t  call for  
substantial change in current laws, policies, and administrative practices. 
There usually is no way to determine exactly what happened in t h e  past 
when laws, policies, or practices were similarly changed, so it is not possible 

2. The precedent for this approach is the  t reatment  of military retirement 
costs in the  1985 defense budget, which is on a similar accrual 
accounting basis. In the  new budget treatment,  however, t h e  accrual 
costs a r e  offset  in other accounts, making modest the  overall impact of 
long-term changes on near-term outlay and deficit  totals. 
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to determine t h e  extent  to  which projected e f fec ts  for  these changes were 
realized. As a result, a number of assumptions have to be made about how 
future  changes will affect government spending and revenues, and these may 
not prove to be correct. 

The potential deficit reductions for  1985-1987 resulting from t h e  
adoption of all of the  PPSSCC recommendations could be larger than those 
shown in Tables 1-2 and 1-3, since the  CBO estimates apply to 70 percent of 
the  savings estimated by t h e  Grace Commission. Also, t h e  CBO estimates 
do not include possible dynamic budget effects resulting from induced 
changes in the economy, especially lower interest  rates brought about by 
lower budget deficits. On balance, however, it is  CBO's judgment that  the  
Grace Commission estimates of possible savings tha t  could be derived from 
its recommendations during t h e  next th ree  years a r e  overstated. This 
judgment apparently is shared by the  Grace Commission. 

Proposals for the  Next Three Years 

In recent testimony before the  Senate Finance Committee, Mr. Grace 
emphasized tha t  t h e  commission's three-year savings estimate of $424 
billion did not refer t o  particular fiscal years and certainly not the  next 
three. He identified a number of PPSSCC proposals, however, t ha t  he  
believed could be realized within the  next th ree  years with minimal political 
resistance. These proposals, which cover 44 issue areas  in t h e  PPSSCC 
reports, are in the  a rea  of inventory management, loan management, t a x  
collections, cash management, reduced error rates, user charges for federal 
services, and general management. The PPSSCC three-year savings 
estimates for these proposals amount to $59 billion. - 3/ 

The CBO-GAO review of the  Grace Commission reports covered 19 of 
these 44 issues identified by Mr. Grace. CBO was able to develop 1985-1987 
budget estimates for 15 of these issues for which t h e  commission estimated 
three-year savings of $33.3 billion. CBO estimates for these issues 
somewhat higher savings--amounting t o  $36.2 billion over t he  three-year 
period (see Table 1-4). 

For three  of the  issues recommended by Mr. Grace, amounting t o  
$7.7 billion in t h e  PPSSCC three-year estimates, CBO found no budget 
impact relative to  its baseline projections for  two reasons. Either the  
savings would not be realized until after 1987, or the proposals already are 
being implemented. For three other issues, however, CBO estimates that  
there would be a greater budget impact during 1985-1987 than projected by 

3. See prepared s ta tement  by Mr. J. Peter  Grace for t he  Senate Finance 
Committee, February 8, 1984. 
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TABLE 1-4. CBO THREE-YEAR SAVINGS ESTIMATES FOR SELECTED 
PPSSCC PROPOSALS - a/ (Savings in billions of dollars) 

PPSSCC Planning CBO Budget 
No. of 3-Year Estimates 
Issues Estimates for 1985-1987 

Selected PPSSCC Proposals 
for Which CBO Could Estimate 
Budget Impact 

No budget impact 
Greater savings than 

Lower savings than 
estimated by PPSSCC 

estimated by PPSSCC 
Subtotal 

3 7.7 

3 4.6 

9 
15 
- 21.1 

33.3 

0 

27.6 

8 . 5  
36.2 
- 

Selected PPSSCC Proposals 
for Which CBO Could Not 
Estimate Budget Impact 4 15.6 N.A. 

Selected PPSSCC Proposals 
That CBO-GAO Did 

9.8 
Total 44 58.7 

- 25 Not  Review - N.A. 
N. A. 
- 

SOURCE: Congressional Budget Office. 

a. PPSSCC proposals identified by Mr. Grace in testimony before the  
Senate Finance Committee on February 8, 1984 as proposals tha t  could 
be implemented during the  next three years with minimal political 
resistance. 

the  PPSSCC. As noted earlier, CBO projected greater savings for 1985-1987 
for replacing FmHA and SBA direct loans with loan guarantees, for 
consolidating student loan programs, and for imposing user fees for certain 
Coast Guard services than estimated by the  PPSSCC. For these three 
pro osals, CBO estimates that  the  1985-1987 budget impact would amount 
t o  P 27.6 billion in deficit reductions compared to the  PPSSCC three-year 
savings projection of only $4.6 billion. The remaining nine issues targeted 
by Mr. Grace that  CBO was able to put into budget terms would produce 
deficit reductions of $8.5 billion. This C00 estimate is about 40 percent of 
the  PPSSCC three-year savings projection. 

12 



The potential deficit  reductions for 1985-1987 for the  44 issue areas 
selected by Mr. Grace presumably would be larger than t h e  $36 billion tha t  
CBO was able to estimate. Congressional action would be needed to achieve 
most of these savings, and several would raise major policy issues. 

MANAGEMENT PROPOSALS 

The majority of the  Grace Commission recommendations selected for 
review are concerned with management issues, such as financial 
management, procurement practices, management of real property, and 
management of research and development programs. Approximately 
40 pe,-c.clit of the three-year cost savings estimated by the  Grace 
Commission for t h e  396 recommendations examined by CBO and GAO can  
be attr ibuted to proposed management improvements. GAO has previously 
recommended many of these management improvements, and some are 
currently being implemented. About half of the  PPSSCC estimated three- 
year savings could be achieved by administrative measures without further 
action by t h e  Congress. The other half of t h e  management savings would 
require Congressional action. 

A comparison of t h e  PPSSCC three-year savings estimates and t h e  
CBO estimates for 1985-1987 for  54 sets of Grace Commission proposals 
tha t  can  be characterized as management improvements is shown in Table 1-5. 
I t  was possible to  develop specific budget estimates for 32 sets of 
proposals involving 105 different recommendations. For these proposals, 20 
sets of management proposals for which cost estimates could be  prepared 
a r e  projected to save $17.5 billion over three years, about 30 percent of the  
amount estimated by the  Grace Commission of the  remainder, 6 sets were 
found t o  have no effect on CBO's baseline projections for  1985-1987; 1 set 
would increase costs rather than produce savings; and 5 sets would result in 
slightly larger deficit  reductions than estimated by t h e  PPSSCC. The total  
amount of savin s relative to  CBO's baseline projections for 1985-1987 is 
estimated to be ! 21.5 billion, compared to $73.4 billion in three-year savings 
estimated by the  PPSSCC. 

The largest management saving would derive from augmenting the  
Internal Revenue Service's (IRS) staffing for collection of delinquent taxes  
and examination of tax returns, and from the disposition of tax  cases 
brought before t h e  U.S. Tax Court. CBO estimated savings amounting t o  
$3.7 billion for 1985-1987 (and $13.0 billion over the  five-year period 1985- 
1989) for this set of proposals, compared to $10.7 billion in three-year 
savings estimated by t he  FPSSCC. Thest  proposals were among those 
suggested by Mr. Grace as appropriate for quick action. The CBO savings 
est imate  i s  lower mainly because the  goal of halting t h e  growth of 
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TABLE 1-5. PPSSCC MANAGEMENT PROPOSALS REVIEWED BY GAO 
AND CBO (Savings in billions of dollars) 

PPSSCC CBO Budget 
No. of No. of 3-Year Estimates 

CBO-GAO PPSSCC Planning for 
Analyses Rec's. Ests. 1985-1987 

Budget Impact Estimates 
Could Be Made 

No budget impact 6 17 10.2 0 

savings 1 2 1.2 -0.2 
Added costs rather than 

Greater savings than 

Lower savings than 
estimated by PPSSCC 5 6 1.9 4.2 

17.5 
Subtotal 32 105 73.4 21.5 

- 80 60.1 - 20 estimated by PPSSCC - 

Budget Impact Estimates 
22 - 119 79.8 N.A. 

Total 54 224 153.2 N.A. 

Could Not Be Made - 

backlogged tax collections has largely been accomplished through IRS staff 
increases provided by the  Congress in 1983 appropriations. GAO agrees with 
the  recommendations for further staff increases for the  collection of 
delinquent taxes and the  examination of returns, but not with the  recom- 
mendation to establish an appellate tax board. Rather, GAO has recently 
made alternative recommendations to t h e  Tax Court that, when 
implemented, should achieve the  PPSSCC's objective at a lower cost. 

One of the  largest three-year management savings projected by the  
Grace Commission was associated with a number of recommendations to 
improve federal work force productivity. The PPSSCC contends that  the  
federal government, like any other employer, can improve productivity by 
changing its methods of operations, raising employees' skill levels, and 
investing more than it does now in work-facilitating equipment. CBO has 
tentatively estimated tha t  the  PPSSCC management proposals could lead to  
a federal productivity rise over four years of an extra  4.4 percent, which 
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could yield net  annual long-term compensation savings of some $1.8 billion. 
But because of the  t ime required to accomplish changes, the near-term 
outlay savings would amount to only $0.5 billion for 1985-1987, compared to  
the  PPSSCC three-year savings estimate of $17.1 billion. 

Despite considerable federal activity and interest in improved 
productivity over the  past lZyears, GAO has found agency efforts ill- 
prepared and poorly directed, disjointed, short-lived, and hence ineffective. 
Potential government-wide improvements in labor productivity, according t o  
GAO calculations, would come mainly from five categories of federal work: 
compliance and enforcement of regulations, natural resource and 
environmental management, education and training, administration of loans 
and grants, and health-related services. 

In four separate reports, the  Grace Commission recommends more 
contracting out t o  private firms for certain support services, including 
maintenance, security, and data processing. Current Executive Branch 
policy, as set forth in OMB Circular A-76, requires the  government to  
contract for these services unless federal workers can perform them at less 
cost. Reliance on the  private sector for support services has been federal 
policy since 1955, but without effective implementation in GAO's view. The 
CBO estimates long-term savings from contractin out at $1.1 billion 
annually, about one-fifth of the PPSSCC estimate of ! 5.6 billion. The CBO 
estimate assumes no change in the  current statutory restrictions on 
contracting out for certain services in the  Veterans Administration and the  
Defense Department, and much smaller average savings per conversion t o  
contract. 

Under an accelerated A-76 program, CBO estimates that  as many as 
165,000 federal jobs, mostly blue-collar, could shift to  private firms, with 
most of the  job shifts occurring in defense agencies. In the  near term, 
however, savings would be much smaller than the  estimated long-term 
amounts because the proposals would have to  be implemented gradually and 
there would be costs associated with transferring functions to the  private 
sector, including payments to laid-of f federal workers. CBO estimates that  
outlay savings for 1985-1989 would accumulate to  about $0.7 billion. 
Additional outlay savings approaching $0.4 billion would occur over the  same 
period if restrictions on contracting out at DoD and the  VA were lifted. 
While Circular A-76 can be carried out administratively, GAO believes that  
effective implementation will not occur unless the  Congress legislates a 
national policy on contracting out. 

In another management proposal, t he  Grace Commission proposed 
various administrative steps for tightening the  enforcement of the  statutory 
Social Security earnings test provisions to reduce overpayments. Mr. Grace 
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singled out this proposal as one of those appropriate for achieving 
$4.0 billion in savings during 1985-1987 in his recent testimony before the  
Senate Finance Committee. CBO estimates, however, tha t  little or no 
savings would result from these recommendations over the  next five years, 
although savings could occur in later years. GAO reports that  the  Social 
Security Administration (SSA) has already accelerated its enforcement 
efforts, and tha t  further reductions in overpayments a r e  likely only af ter  
SSA's computer system is upgraded. The PPSSCC report on the  Social 
Security Administration acknowledges that  a new computer system would 
not be available until 1989 at the earliest. 

The Grace Commission made a number of other management proposals 
for which CBO was not able to estimate budget savings against its baseline 
projections. Either the  proposals were so general in nature that  estimating 
assumptions could not be made, or there  were insufficient data available to 
use for preparing a savings estimate. These proposals included a number of 
recommendations for improving government procurement practices and real 
property management, especially in defense programs. Examples of such 
recommendations include making greater use of multiyear procurement of 
major weapons systems, increasing the  practice of acquiring weapons from 
dual sources, establishing and maintaining more efficient production rates 
for weapons systems, improving defense inventory management, and 
increasing the use of common parts and standards. Conceptually, these 

, proposals make good sense, some have been recommended before, and a r e  
endorsed by GAO on the basis of their merit, and others need further study. 
Many, in fact, were included as part of the so-called Carlucci initiatives 
announced by the  Defense Department in 1981. Undoubtedly, significant 
savings a re  possible, but these generally cannot be calculated in terms of 
budgetary impact for 1985-1989 without more specific proposals. 

Similarly, the  PPSSCC task forces made a number of proposals for 
improving the  management of research and development (R&D) programs, 
both in the  Defense Department and for civilian programs. Some of the  
R&D recommendations were too general to permit measurement of possible 
budgetary impact. One recommendation relating to independent R&D 
charges to defense contractors could increase costs to the  government. The 
commission also proposed that  the  Veterans Administration develop and 
utilize a hospital resource allocation and planning model based on diagnosis- 
related groups to achieve estimated savings of $4.9 billion over three years. 
CBO and GAO expect that  the  savings a r e  overstated but do not consider an 
accurate estimate feasible, because any savings would depend upon policy 
decisions that were not specified by the  PPSSCC and cannot be predicted. 

Consistent with the  results of many GAO reports, the  Grace 
Commission also recommends a major increase in the  acquisition of 
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computers in order to replace obsolete hardware and to achieve greater  
efficiencies and productivity. CBO and GAO point out tha t  budgetary 
savings in this a r ea  are heavily dependent upon effective management and 
acquisition strategies. The budget impact cannot be determined, however, 
because it is not known whether the  added equipment would be  leased or 
purchased. If new equipment were leased, immediate budget expenditures 
would go down. But if t he  new equipment were purchased--which would lead 
to even greater savings over its life cycle--the immediate budget impact 
would be higher expenditures. 

POLICY AND PROGRAM PROPOSALS 

Of t h e  90 sets of PPSSCC proposals reviewed by t h e  CBO and GAO, 36 
sets involving 172 different recommendations are proposals to change 
policies or t o  restructure programs. As such they would require Congres- 
sional action. The Grace Commission's three- year savings estimates for 
these recommendations add t o  $225.8 billion, or 60 percent of the  total 
three- year savings estimated by the  commission for proposals analyzed in 
this report. CBO projects tha t  these proposals could achieve deficit 
reductions amounting to over $75 billion during the  next three years if 
implementation starts by October I, 1984 (see Table 1-6). 

In its analysis of PPSSCC's policy and program proposals, GAO 
disagrees with several proposals, such as those to  limit federal  employees' 
compensation and benefits-proposals tha t  represent some of the  larger 
Grace commission savings estimates. On the  other hand, GAO believes 
there  is merit  in several other policy proposals including those to repeal t he  
Davis-Bacon and Service Contract Acts. 

ProDosals with No Budget ImDact 

CBO was able to  develop budgetary impact estimates for all but one of 
t h e  Grace Commission policy and program proposals. A comparison with t h e  
PPSSCC three-year savings estimates is provided in Table 1-6. Two 
proposals were found to have no budget impact. One proposal--to increase 
Railroad Retirement t ier  2 payroll contributions- -has been superseded by 
the passage last year of t h e  Railroad Retirement Solvency Act  (P.L. 98-76). 
The other proposal--to increase private participation in the  commercial 
uses of space by using private financing for a possible f i f th  space orbiter-- 
could produce future  economies but not savings relative to  the  CBO 
baseline. The CBO baseline assumes funding for four orbiters for the  space 
shuttle program. As funding for a f i f th  orbiter would increase baseline 
spending, any private sector participation would merely reduce these 
additional spending requirements. 
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TABLE 1-6. PPSSCC POLICY AND PROGRAM PROPOSALS REVIEWED BY 
GAO AND CBO (Savings in billions of dollar) 

PPSSCC CBO Budget 
No. of No. of 3-Year Estimates 

CBO-GAO PPSSCC Planning for 
Analyses Rec's Ests. 1 9 85- 1<987 

Budget Impact Estimates 
Could Be Made 

No budget impact 2 4 3 .O 0 
Added costs rather than 

Greater savings than 

Lower savings than 

savings 3 27 7.3 -1 a 6  

estimated by PPSSCC 4 16 4.7 28.8 

26 
35 

estimated 6y PPSSCC - 
Sub t o t a1 

122 210.7 
169 225.0 
- 49.2 

76.4 

Budget Impact Estimates 
Could Not Be made - 3 0 . 9  N.A. 1 - 

Total 36 172 225.8 N.A. 

Proposals That Would Increase Costs 

Three other PPSSCC proposals were estimated to result in added costs 
relative t o  the  CBO baseline rather than savings. Two of these proposals 
involve reforming the  process for determining pay comparability 
adjustments for federal white-collar and blue-collar employees. The 
PPSSCC gives qualified support t o  the  principle of basing compensation of 
federal employees on Comparability with the  nonfederal sector, but finds the  
present process for measuring comparability flawed in several ways. To 
achieve a better measure of comparability, the  PPSSCC task force on 
personnel management recommended several modifications that  would 
require legislation. The PPSSCC recommendations would not change the  
current practice of annually adopting an alternative salary plan that  caps 
federal white-collar pay rates at levels lower than the comparability rate. 
A t  this point, CBO and GAO estimate that  salaries for both white-collar and 
blue-collar employees a re  below levels comparable to the  private sector, 



even with t h e  changes in measuring comparability proposed by t h e  Grace 
Commission, so tha t  no near-term budgetary savings would be achieved from 
these recommendations. In fact, t h e  proposals would increase admin- 
istrative costs, and a one-time catch-up adjustment for blue-collar workers 
would add $0.9 billion to  the  CBO baseline for 1985-1987. 

The other PPSSCC proposal t h a t  CBO estimates would increase costs 
rather than produce savings relative to its baseline projections involves the  
federal employees health benefit program (FEHBP). The PPSSCC's Report 
on Personnel Management claims tha t  t he  total cost of FEHBP would 
decline i f  federal policies and practices were bet ter  aligned with the  private 
sector's. The task force made 16 recommendations t o  improve the  program 
and to contain costs, including a reduction in the  wide range of plan benefits 
now offered, t he  elimination of t h e  75 percent cap  on government 
contributions, a reallocation in the  cross-subsidies among participants, and 
the  encouragement of cost competition by obtaining bids from insurance 
companies on governmentwide plans. GAO believes tha t  there  is no 
evidence to  suggest tha t  implementation of t he  PPSSCC recommendations 
would reduce costs by the  commission's es t imate  of $1.4 billion. CBO 
estimates tha t  the net  effect of reducing the  government's costs and the  
benefit level for  certain retirees would be more than offset  by increased 
costs for administrative expenses and for lifting the  75  percent ceiling on 
agency contributions up to 100 percent of certain FEHBP premiums. Lifting 
the  75 percent ceiling alone would cost the  government more than 
$1.2 billion through 1989. 

Proposals with Greater Estimated Savings 

On the  other hand, CBO estimates greater near-term savings relative 
to  its baseline projections than implied by t h e  PPSSCC three-year savings 
estimates for four other proposals. The largest difference is for  t h e  
proposal to convert t he  direct  loan programs of the  Farmers Home 
Administration (FmHA) and t h e  Small Business Administration (SBA) direct 
business loan program to partially guaranteed loan programs. The current 
FmHA and SBA loan guarantee maximum of 90 percent also would be 
reduced to 75 percent. According t o  the  PPSSCC, substituting guaranteed 
lending for direct  lending would transfer mor'e responsibilities and risk from 
the  federal  government to t h e  private sector. The PPSSCC three-year 
savings est imate  for this proposal was calculated in terms of reduced 
subsidy costs to t h e  government, but t h e  CBO estimates for  1985-1989 are 
in terms of the  impact on t h e  federal  budget, and would be much larger. 
Guaranteed loans are not recorded in the  federal budget except for the costs 
of defaults, but direct  lending is recorded on a ne t  basis. The ne t  effect of 
the  PPSSCC proposal would be to eliminate projected direct  lending from 
t h e  CBO baseline. The impact would be mostly on off-budget spending in 

19 

30-878 o - 84 - 2 



terms of fewer loan asset sales to  the  Federal Financin Bank. For 
1985-1987, CBO estimates the  savings of this proposal t o  be f 23.2 billion in 
off -budget outlays. 

The conversion from direct loans to partial loan guarantees would 
significantly change the roles of the  FmHA and SBA by reducing their 
ability t o  serve households and businesses with limited financial resources. 
A substantial portion of the  current FmHA direct loan assistance is heavily 
subsidized. Market ra te  loans, especially for rural housing, would be beyond 
the  reach financially of many of those now eligible for direct loans. New 
firms with l i t t le financial history would be those most affected by the  
elimination of the SBA direct business loan program. 

ProDosals with Lower Estimated Savings 

For 26 of the  other Grace Commission proposals involving changes in 
policies and programs, CBO projects lower savings for 1985- 1987 than 
implied by the  PPSSCC three-year savings estimates. As shown in Table I- 
6,  CBO estimates 1985-1987 savings of $49.2 billion for these 26 pro-posals, 
or less than 25 percent of the  PPSSCC three-year savings estimate. The 
bulk of the  PPSSCC estimated three-year savings- -almost 85  percent--is 
associated with proposals in just five areas. These proposals a r e  to tax  
federal subsidies (estimated by PPSSCC at $58.9 billion); revise retirement 
benefits for federal employees ($58.1 billion); limit the  growth in federal 
health care  costs to GNP growth ($28.9 billion); sell the federal power 
marketing administrations and take other measures to reduce their costs 
($19.1 billion); and repeal the  Davis-Bacon, Walsh-Healey, and Service 
Contract Acts ($11.6 billion). If approved, CBO estimates that  these 
proposals would yield savings of $30 billion for the  next three fiscal years, 
and $79 billion for 1985-1989. 

Taxing Federal Subsidies. The scope of the Grace Commission 
proposal to tax federal subsidies is very broad, ranging from cash benefits 
under Social Security or Aid to Families with Dependent Children (AFDC), 
to in-kind goods and services such as food stamps and Medicaid, and t o  tax 
advantages such as the  Accelerated Cost Recovery System. In particular, 
the  PPSSCC sees poor targeting and duplication of benefits to individuals 
qualifying for several means-tested programs as giving rise to  substantial 
waste of federal dollars. Besides the  potential increase in tax  receipts, the 
Grace Commission sees improved targeting of means-tested benefits as an  
important effect from taxing federal subsidies. The PPSSCC proposal 
involves issuing a W-2 type form to  beneficiaries of federal subsidies, with a 
copy going to the  IRS. Recipients would be required to include their 
benefits in their taxable income, to  the extent that  total benefits exceeded 
some unspecified cut-of f point. Although the  PPSSCC discusses the  
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inclusion of all federal subsidies in taxable income, its estimated savings 
result solely from the  taxation of means-tested benefits. CBO estimates 
tha t  taxation of means-tested benefits could raise significant revenues-- 
roughly $1 5 billion over t he  1985-1989 period. 

The commission indicated tha t  its proposal was necessary because 
many federally subsidized programs, especially means-tested programs, have 
not been effective in reducing t h e  poverty gap because they serve 
individuals who have incomes above t h e  poverty level. GAO believes tha t  
these programs were designed to  provide services or benefits to help 
individuals with specific problems, not to reduce the  poverty gap. The 
commission did not assess the  proposal's impact on t h e  states or how to  
determine the  cash value of in-kind benefits. GAO therefore believes 
implementation of this proposal would be difficult and problematic. 

Revising Retirement Benefits. The PPSSCC proposes several changes 
in retirement benefits for both civilian and military employees in order to  
bring them into closer alignment with what is  characterized by the  
commission as typical private-sector retirement practices. The recom- 
mendations apply t o  both civilian and military retirement programs and 
include such changes as raising the  retirement age, basing pensions on lower 
salary bases, reducing cost-of-living adjustments (COLAS) and integrating 
federal pensions with Social Security. The budgetary impact of these 
proposals for 1985-1987 would result mainly from COLA limits on benefits 
to current retirees and reductions in their  current benefit levels attr ibuted 
t o  the  elimination of military service credits and the  application of Social 
Security offsets. The major budgetary impact would not come until a f t e r  
1990. 

The PPSSCC proposals would reduce sharply retirement benefits to 
civilian employees and retirees. For military personnel, t he  proposals would 
increase retirement pay for  those who retire with 10 to  19 years of service, 
but would sharply reduce retired pay for  those with 20 or more years of 
service. These benefit reductions could result in retention losses for both 
civilian and military personnel unless they were offset by increases in other 
forms of compensation. In GAO's opinion, some of t h e  individual proposals 
have merit,  but GAO does not agree with the  PPSSCC assertion tha t  t he  
proposals, as a package, a r e  representative of retirement practices in t h e  
private sector. GAO believes that,  particularly for  federal civilian 
employees, adoption of t h e  PPSSCC proposals would result in lower benefits 
than those received by their  private-sector counterparts. Moreover, the  
proposals to  reduce benefits t ha t  federal employees and retirees have 
already earned could be subject to  question in the  courts. 

Limiting Growth in Health Care Costs. A third major Grace 
Commission proposal is to constrain rapidly rising government spending for 
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health care  services. . During 1975-1983, federal health care expenditures 
grew at 14 percent annually compared with an average increase of 10 
percent per year in the  gross national product (GNP). Under the  CBO 
baseline projections, t he  growth in federal outlays for Medicare and 
Medicaid will continue to outpace the expected growth in the  U.S. economy. 
Although some of the  rapid growth in health care  outlays can be attributed 
to inflation, most has resulted from increased usage. The PPSSCC 
attributes much of the  rapid increase in health care  costs t o  lack of 
competition and to low out-of-pocket expenses for persons receiving health 
services. 

The PPSSCC proposes to  limit the  increase in federal spending for 
Medicare, Medicaid, and other federal health care services programs t o  the  
ra te  of growth of the U.S. economy (as measured by GNP). Available funds 
would be allocated geographically on a per capita basis t o  be used to  
purchase health care  services on a competitive basis. The Grace 
Commission did not specify exactly what services would be available to 
beneficiaries, although the  proposal would allow consumers to  choose among 
plans with varying degrees of coverage and premium levels. 

GAO notes that  federal and state governments a r e  currently 
experimenting with many elements included in the  overall Grace 
Commission recommendations. GAO believes fundamental questions 
regarding not only costs, but also quality and availability of health care  
should be answered before adopting the commission's proposal. GAO 
therefore does not believe i t  appropriate to implement the  proposal now. 

CBO projects tha t  under current laws Medicare expenditures would 
grow from 11 percent to 15 percent a year over the  next five years, and 
Medicaid at 9 percent a year. Under CBO's baseline assumptions, t he  effect 
of the  PPSSCC proposal would be to limit the  growth of Medicare and 
Medicaid to about 8 percent a year. Since this proposal includes such a 
fundamental change in the  federal health care  programs, particularly for 
Medicare, the  CBO savings estimates assume at  least a two-year imple- 
mentation period before savings would be realized. By 1989, under this 
proposal, CBO projects that  Medicare and Medicaid expenditures would be 
90 percent of projected outlays under current law. Although payments to 
providers of health care  services could be reduced somewhat, CBO and GAO 
believe that  savings of this magnitude in federal health care  programs would 
also require reducing benefits, tightening eligibility requirements, or 
increasing cost sharing and premium amounts for beneficiaries. 

Reducing PMA Costs. The Grace Commission recommends reducing 
the costs of the five federal power marketing administrations (PMAs) in 
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three ways: requiring the  PMAs to repay federal  investments on a timely 
basis and at market interest  rates; charging a user fee for water used to 
produce electricity; and eventually selling t h e  PMAs t o  nonfederal entities. 
The PPSSCC estimate of three-year savings amounting to $19.1 billion 
assumes the  selling of t he  PMAs. The CBO est imate  for  1985-1987 of $1.2 
billion includes only estimated savings from t h e  proposed repayment reforms 
and user charges. Selling the  PMA facilities is not expected t o  yield any 
savings until after 1989 because of t h e  lead t ime needed to implement tha t  
proposal. All  three PPSSCC recommendations would increase the  price 
charged for electricity from these federal facilities--by about 25 percent 
for  the  Bonneville Power Administration in the  near term, and by as much as 
80 percent if t h e  PMAs are sold. 

GAO supports the  f i rs t  recommendation but has reservations about t he  
second because of recent changes tha t  have significantly increased the  
PMAs' power rates. With respect t o  selling t h e  PMAs to nonfederal entities, 
GAO points out tha t  t he  PPSSCC based its analysis only on the  production of 
electricity and did not address the  actions needed to assure tha t  t h e  other 
purposes of t h e  facilities-such as irrigation, navigation, flood control, and 
fish and wildlife protection--will continue to  be met. GAO also notes tha t  
t he  federally generated power now marketed in 38 states is generally lower 
cost than other alternatives, and changing t h e  preference rights to this 
power provided by current law to public bodies and electric cooperatives 
would represent a significant policy change. 

Repealing Wage-Setting Laws. The Grace Commission believes tha t  
three major federal wage-setting laws--the Davis-Bacon, Walsh-Healey, and 
Service Contract Acts--are no longer necessary or productive, and should be 
repealed. The commission projects savings of $1 1.65 billion over three years 
if these acts were repealed. The CBO est imate  of possible savings for 
1985- 1987 is somewhat lower--$5.3 billion--because it would take  several 
years before the  savings would have a major e f fec t  on budget outlays, GAO 
agrees tha t  the  Davis-Bacon and Service Contract Acts should be repealed. 
But if t h e  Davis-Bacon Act is repealed, GAO believes tha t  t h e  Secretary of 
Labor should consider periodically reviewing construction contracts awarded 
by t h e  government to assess whether any egregious situations occurred 
affecting the  employees working on the  contracts. Also, if t he  Service 
Contract A c t  is repealed, GAO recommends tha t  t he  administrator of 
federal procurement policy monitor t he  impact of repeal and, if he  
determines tha t  repeal had a n  adverse impact on service workers, develop 
administrative policies or legislative remedies to correct t h e  problem. GAO 
has not taken a position on repeal of the  Walsh-Healey Act, but it agrees 
with t h e  Grace Commission's recommendation to  eliminate t h e  act's 
requirement for overtime pay for workdays exceeding eight hours. 
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Other Proposals. Other policy and program proposals by t h e  Grace 
Commission include limiting the  use of tax-exempt revenue bonds by state 
and local government for private purposes; modifying Food Stamp benefits 
to reduce the  overlap with child nutrition benefits and t o  ta rge t  benefits 
more closely with individual needs; restricting federal employees' disability 
benefits and reducing paid annual leave benefits to achieve closer 
comparability with t h e  private sector; changing Civil Service Retirement 
accounting and investment practices; raising interest  rates on  government 
loans, increasing t h e  origination fee on guaranteed student loans, and raising 
pension guarantee premiums in order t o  operate  in a more business-like 
fashion; consolidating student loan programs and also federal highway 
programs t o  reduce costs; and imposing user fees on certain Coast Guard 
services. Some of these proposals have been included in recent Admin- 
istration budgets and others are receiving act ive consideration by the  
Congress. 

USE OF THIS REPORT 

The five succeeding chapters provide greater detail  on the  major 
Grace Commission recommendations reviewed by CBO and GAO. They are 
organized in terms of general budget categories, namely national defense, 
enti t lement and other mandatory spending programs, nondefense 
discretionary spending and offsetting recipts, federal  civilian compensation 
and employment, and revenues. Each begins with a summary of t h e  PPSSCC 
proposals included in the  chapter and is followed by more detailed analyses 
of their near-term potential budgetary impact, their  likely program impact, 
and how the  proposals could be implemented--by legislative or 
administrative action. In all, t he  five chapters provide an  analysis of 396 
Grace Commission recommendations covering 90 different areas of 
government activity. 

The CBO and GAO were not able in the  t ime available for this analysis 
t o  review all of t h e  2,478 recommendations made by t h e  36 PPSSCC task 
forces and the  11 Management Office reports. However, both agencies a r e  
prepared to  assist Congressional committees in reviewing any of t he  
PPSSCC recommendations not covered by this report. 

A difficulty of working with the  many Grace Commission reports is 
the lack of a good index to  the various recommendations. However, CBO 
has obtained from the  Grace Commission a computer da ta  base tha t  
provides summary information on each  of its recommendations. This data  
base can be  sorted into a variety of categories, such as budget functions and 
committee jurisdictions, which can serve as useful indexes to t h e  PPSSCC 
reports. Appendix A to this report provides a more detailed description of 
this computer da t a  base and the  types of listings it can produce. Appendix B 
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lists the three-year PPSSCC cost savings as well as CBO's cumulative 
savings estimates for 1985-1987 for the 90 sets of recommendations 
analyzed in this report. Appendix C provides summary listings by budget 
function of t h e  CBO five-year estimates of potential budget impact of these 
PPSSCC proposals. Appendix D lists the CBO and GAO staff members 
responsible for this analysis. 
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CHAPTER II. NATIONAL DEFENSE 

The Grace  Commission devoted considerable effort to reviewing 
defense programs in order to identify possible savings through management 
improvements and other  cost-reducing measures. Four task forces were 
assigned to conduct separa te  reviews of t h e  Office of the  Secretary of 
Defense, t h e  Air Force,  t h e  Army, and t h e  Navy. In addition, a number of 
o ther  task forces, which were assigned to study cross-cutting functions such 
as d a t a  processing, procurement, and hospital management, also made 
recommendations for achieving cost savings in defense programs. This 
chapter  covers 112 different  recommendations made by 12 separate  PPSSCC 
task forces  and by management off ice  reports. The Grace  Commission 
est imated t h a t  t h e  ne t  savings over a three-year period, a f t e r  allowing for 
duplications and overlaps, would be $94 billion. 

CBO's discussion of t h e  Grace  Commission recommendations for 
national defense programs is organized into 21 separa te  analyses. I t  was 
possible to develop budget es t imates  for 1985-1989 for only six of these 
analyses. For t h e  other  15 analyses, e i ther  t h e  recommendations made by 
t h e  PPSSCC task forces  were not  sufficiently specific to develop a 
reasonable es t imate  of budgetary impact,  or  t h e  potential  budgetary impact  
could not  be est imated with available information. Where CBO could 
develop budget es t imates ,  t h e  cost savings for t h e  f i rs t  th ree  years  a r e  
considerably below t h e  three-year savings es t imates  made by t h e  Grace 
Commission. As shown in Table 11-1, these amount to $9.2 billion for t h e  
three-year period 1985-1987, compared to $35.7 billion est imated by t h e  
Grace  Commission for these proposals. 

Most of t h e  difference between t h e  CBO and PPSSCC three-year 
savings es t imates  is accounted for by t h e  proposal to revise mili tary 
ret i rement  pay. The PPSSCC three-year es t imates  of savings for its 
military ret i red pay proposals are in t e r m s  of accrued costs, which include 
liabilities t h a t  will no t  result in payments until f a r  in t h e  future,  whereas 
t h e  CBO e s t i m a t e  for 1985-1987, included in Table 11-1, is in t e r m s  of 
budget outlay savings that  will occur in these years. CBO's e s t i m a t e  of 
savings in t e r m s  of accrued costs is $22.7 billion for t he  f i rs t  th ree  years, 
compared to $28.1 billion projected by the  Grace Commission. 
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TABLE 11-1. A COMPARISON OF THREE-YEAR SAVINGS ESTIMATES 
FOR NATIONAL DEFENSE PROGRAMS 
(In billions of dollars) 

Number of PPSSCC CBO Outlay 
Recommendations Three-Y ea r  Savings for 

Reviewed Savings 1985-1987 - a/ 

PPSSCC Recommendations 
for Which CBO Could 
Estimate Budget Impact 22 

PPSSCC Recommendations 
for Which CBO Could 
Not Estimate 

90 Budget Impact - 
Total 112 

35.7 9.2 

~ ~ ~ ~~ 

SOURCE: Congressional Budget Office. 

a. Excludes interest  savings from lower deficits. 

PROPOSALS WITH MEASURABLE BUDGET IMPACT 

The Grace Commission proposals for which CBO could measure 
budgetary impact include revisions in military retirement pay, revisions in 
military commissary operations, two medical cost  proposals, removal of 
restrictions on silver stockpile sales, and revision of progress payment rates 
for DoD contracts. CBO's 1985- 1989 savings estimates for these proposals 
a r e  shown in Table 11-2. 

The PPSSCC proposal tha t  would have the largest measurable budget 
impact in the next five years involves a number of revisions in military 
retirement pay to reduce costs and to make benefits more comparable t o  
those in the  private sector. The major revisions include providing full 
annuities only at age  62 rather than at the da t e  of retirement (typically at 
age  43) as is now the case; basing annuities on the highest five years of basic 
pay and lowering the retirement credit  per year of service t o  about 2.1 
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TABLE 11-2. CBO ESTIMATES OF BUDGETARY EFFECTS O F  
SELECTED PPSSCC DEFENSE PROPOSALS 

Commission 
Proposals 

Annual Savings Cumulative 
(billions of doll&) Five-Year 

1985 1986 1987 1988 1989 Savings 

Revise Military 
Retirement Pay 

Budget Authority 6.6 
Outlays -0.3 

Revise Military 
Commissary Operations 

Budget Authority 0.3 
Outlays 0.3 

Shift CHAMPUS Users 
t o  Military Health 
Care Facilities 

Budget Authority 0.2 
Outlays 0.2 

Recover Medical Care 
Costs from Private 
Health Insurers 

Budget Authority 0.2 
Outlays 0.2 

Remove Restrictions 
on Silver Stockpile 
Sales 

Budget Authority -- 
Outlays * 

Reduce Progress 
Payments for DoD 

Budget Authority -- 
Outlays 1.3  

7.6 
0.2 

0.4 
0.4 

0.3 
0.3 

0.3 
0.2 

-- 
* 

-- 
4.2 

8.5 
0.6 

0.4 
0.4 

0.3 
0.3 

0.3 
0.3 

-- 
* 

-- 
0.5 

9.4 
0.8 

0.4 
0.4 

0.3 
0.3 

0.3 
0.3 

-- 
* 

-- 
-- 

10.5 
1.3 

0.4 
0.4 

0.4 
0.4 

0.3 
0.3 

-- 
* 

-- 
0.2 

42.6 
2.6 

1.9 
1.9 

1.5 
1.5 

1.4 
1.3 

-- 
0.2 

-- 
6.2 

* 

SOURCE: Congressional Budget Office. 

NOTE: 

Numbers less than $50 million. 

Negative figures indicate budgetary costs. 
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percent of basic pay from t h e  old rate of 2.5 percent; reducing ret i red pay 
by a share  of Social Security benefits a t t r ibutable  to military service; set- 
t ing a cost-of-living allowance at  t h e  lesser of t h e  percentage change in the  
Consumer Price Index (CPI) or the  percentage change in Basic Military 
Compensation (BMC) and lowering t h e  adjustment a f t e r  age 62 to one-third 
of the change in the  CPI; and introducing a n  annuity beginning at age 62 for 
those who leave t h e  military between 10 and 19 years of service (and who 
now receive nothing). 

As noted above, CBO's 1985-1987 es t imate  of outlay savings for 
re t i rement  pay is $0.5 billion, which includes an es t imate  of t h e  added costs 
resulting from increased at t r i t ion and turnover of active-duty mili tary per- 
sonnel as a result of implementing this proposal. The outlay savings re f lec t  
t h e  impact  on federal  budget deficits  for 1985-1987, while the  budget auth- 
or i ty  figures largely ref lect  re t i rement  accrual charges for future  cost sav- 
ings tha t  occur when personnel currently on duty actually retire. While 
reducing cost, this proposal would also reduce the  proportion of career  per- 
sonnel and t h e  experience level of active-duty forces. 

GAO believes the  underlying problem with t h e  PPSSCC recommenda- 
tions on military ret i rement  pay is t h a t  they ignore t h e  impacts  these 
changes would have on military manpower management, force profiles, and 
other  e lements  of personnel costs. GAO believes t h a t  the  questions t h a t  
should be addressed before changes in the retirement system are recom- 
mended are: ( I )  what a r e  the  most militarily effect ive force profiles--these 
may differ by service and occupation--and (2) how should t h e  total compen- 
sation system--including the  ret i rement  components--be structured to sup- 
port the  desired force profiles at least cost? 

The PPSSCC made three  different  proposals to close or privatize mili- 
t a ry  commissary operations in order to reduce t h e  level of DoD commissary 
subsidies. For the proposal to close all commissaries located in t h e  conti- 
nental  United States, CBO es t imates  1985-1987 savings of $1.0 billion. Two 
al ternat ive proposals, for which t h e  commission est imated savings of $1.4 t o  
$2.5 billion, involve contracting out  t h e  operation of cer ta in  commissaries. 
CBO is unable to es t imate  savings for these two proposals because t h e  spe- 
c i f ic  commissaries a r e  not identified at this time. GAO agrees  t h a t  t h e  
issue of whether DoD should continue to operate  commissaries in the  conti- 
nental  United States is a valid issue and should be pursued. 

The Civilian Health and Medical Program of the  Uniformed Services 
(CHAMPUS) reimburses eligible personnel for services of civilian health 
c a r e  providers. The commission proposes t h a t  DoD require most CHAMPUS 
beneficiaries living inside catchment  a reas  (defined as areas  within roughly 

30 



40 miles of a mili tary hospital) to use t h e  military facility. Such a change 
should cause  a reduction in care provided by t h e  private sector and an  off- 
se t t ing  increase in c a r e  provided by less expensive military hospitals and 
clinics. GAO believes this might be difficult  because of t h e  varying capabil- 
ities of military hospitals to provide a full range of medical services to 
beneficiaries residin within ca tchment  areas.The CBO 1985-1987 'outlay 
savings e s t i m a t e  of ! 0.8 billion is roughly one-third smaller than t h e  com- 
mission's es t imate  of $1.2 billion. The difference between t h e  two esti- 
mates  is largely due to t h e  PPSSCC's assumption t h a t  many additional 
pat ients  could be absorbed by military hospitals and clinics without any 
additional cost. 

Some people who a r e  eligible for care in DoD medical facil i t ies a r e  
also covered by private health insurance. The PPSSCC proposes t h a t  private 
insurers be required to reimburse DoD €or services provided in DoD facili- 
ties. GAO supports many of t h e  PPSSCC proposals and, in fac t ,  has made 
t h e  same or  similar recommendations in t h e  past. This proposal is already 
included in t h e  1985 defense budget request. CBO es t imates  1985-1987 
outlay savings of $0.7 billion, one-third less than t h e  commission's es t imate  
of $1.2 billion. The CBO es t imate  is lower than t h e  PPSSCC estimate be- 
cause of a lower es t imate  of t h e  number of patients with insurance coverage 
and a lower es t imate  of t h e  share  of costs t h a t  private insurers would pay. 

Another proposal involves t h e  sale of excess  silver f rom t h e  strategic 
stockpile. The PPSSCC savings es t imate  of $1 billion assumed t h a t  105 
million t roy ounces of surplus silver could be sold in one year at market  
prices t h a t  existed at t h e  t i m e  the  recommendation was made. Because t h e  
silver proposed for sale equals 25 percent  of annual world consumption, CBO 
and GAO believe t h a t  t h e  surplus silver could not  be sold in one year without 
a very substantial  discount from t h e  market  price. To maximize revenue, 
CBO and GAO believe t h a t  if t h e  silver were sold over a n  extended period, 
proceeds of $40 million per year  could be realized from 1985 to 1989. CBO 
and GAO foresee t h e  same savings as t h e  commission but over a much 
longer period of time. 

The PPSSCC also proposed a ten-percentage-point reduction in t h e  
level of progress payments made to DoD contractors  to help finance work in 
progress on undelivered weapons systems and equipment. The e f f e c t  of this 
pro osal would be to shift  outlays to la ter  years. The CBO savings e s t i m a t e  
of P 6 billion is approximately 54 percent  of t h e  PPSSCC three-year e s t i m a t e  
of $11.2 billion. P a r t  of t h e  difference is due to PPSSCC's inclusion of a n  
assumed reduction in debt  incurred by t h e  government to finance cont rac ts  
at the  higher rates. CBO has excluded t h e  potential  debt  reduction from 
this  portion of t h e  estimate.  One should note, however, t h a t  this  simply 
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delays expenditures and t h a t  fu ture  expenditures must rise by a n  offset t ing 
amount. 

GAO believes t h a t  no act ion on t h e  recommendation to alter progress 
payments should be taken until t h e  issue is thoroughly examined. The 
PPSSCC has raised t h e  concern t h a t  DoD cont rac t  financing provisions, as 
ref lected in t h e  cur ren t  progress payment r a t e  structure,  a r e  too generous. 
The PPSSCC in recommending t h e  scaling back to February 1981 rates ,  sug- 
gests a change in t h e  procurement system without considering t h e  full im- 
pact.  One a r e a  in which t h e  impact  is sure to be felt is t h e  reaction of 
contractors  to t h e  removal of something they value (a more positive cash 
flow). To a n  unknown extent ,  cont rac tors  a r e  going t o  expect  changes 
somewhere else  in t h e  t e r m s  and conditions of government cont rac ts  to 
compensate  for what they a r e  surrendering. 

C T  CANNOT BE ESTIMATED 

Budget es t imates  could not  be made for a significant number of Grace  
Commission proposals where t h e  est imat ing methods were hypothetical  or 
based on across-the-board percentage reductions in expenditures. These 
estimates, at best ,  are illustrative and are not founded on historical data, 
detailed analyses, specific budget proposals, or  programmatic changes. This 
does not mean t h a t  t h e  recommendations lack mer i t  or a r e  ill conceived. 
Indeed, t h e  PPSSCC recommendations generally are based on widely 
accepted principles of good management and efficiency. The recommenda- 
tions do not  permit cost est imates ,  however, for two reasons. 

First, in at least 90 recommendations, t h e  Grace  Commission pro- 
posals lack sufficient programmatic de ta i l  to permit  CBO to establish a cost 
estimate.  For example, t h e  PPSSCC est imated t h a t  DoD could save $7.8 
billion over th ree  years  if t h e  mili tary services were  to use improved man- 
agement  procedures in t h e  procurement process. I t  based t h e  savings it 
identified upon what  PPSSCC acknowledges is t h e  "largely judgmental" 
assumption t h a t  approximately 7 percent  of to ta l  procurement costs could 
be avoided by improving procedures. The commission's reports explicitly 
note  t h a t  t h e  cost es t imates  a r e  judgmental, b u t  t h a t  similar methods in t h e  
private sector have proved useful llfor comparing/evaluating available a l ter-  
natives." Similarly, t h e  commission notes  t h a t  $1.6 billion could be saved by 
improving t h e  efficiency of operations in DoD laboratories. The savings 
e s t i m a t e  is based on t h e  assumption t h a t  costs could be lowered by 5 per- 
cen t ,  "based on OSD Task Force  industry experience." While these cost 
es t imates  may be adequate  for i l lustrative purposes, t h e  Congress requires 
more detailed programmatic information for budget purposes. 
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Second, in at least 68 of these same recommendations, CBO would not  
be able to project es t imated savings even if t h e  Grace  Commission had 
provided sufficient programmatic information. In one proposal, PPSSCC 
recommends improving t h e  planning and management process for research 
and development and suggests this could save $6.1 billion. The PPSSCC 
report  es t imates  savings by assuming across-the-board reductions in t h e  
DoD R&D accounts  of 2.5 percent  €or management improvements and an  
additional 5 percent in long-range planning improvements. Even in retro- 
spect  it would not  be possible to document t h e  savings produced by these 
policy changes. Thus, even if t h e  Grace Commission reports had provided 
sufficient programmatic detai l  for t h e  recommendations, no valid cost esti- 
m a t e  could be made. 

Finally, it should be noted t h a t  t h e  PPSSCC proposals include 33 
recommendations t h a t  parallel management initiatives t h a t  a r e  being imple- 
mented to varying degrees by DoD. In April 1981, the  Administration 
launched a major ser ies  of reforms called t h e  DoD Acquisition Improvement 
Program (AIP), popularly known as t h e  Carlucci initiatives, which were in- 
tended to introduce stabil i ty to t h e  acquisition process. These initiatives 
include use of multiyear procurement, dual-sourcing for procurement, and 
more eff ic ient  production rates,  as well as other  means toward improved 
management of t h e  procurement process, a l l  of which were major PPSSCC 
recommendations. For three  years, DoD budget proposals have incorporated 
cer ta in  Carlucci recommendations on individual weapons systems. The Con- 
gress has already considered many of those proposals. For example, t h e  
Congress has approved 21 multiyear programs for which DoD claims savings 
of $3.4 billion, and is being asked in 1985 to approve 12 new programs. In 
this way, CBO believes t h a t  some of the  recommendations of t h e  Grace  
Commission have already been incorporated in t h e  DoD budget. Neither 
GAO nor CBO have validated t h e  savings claimed by DoD. 

Even though es t imates  of budget impact  could n o t  be made for a sig- 
nificant number of PPSSCC proposals, GAO believes t h a t  many of t h e  pro- 
posals have merit.  procurement of 
weapons systems, management of bases and base activit ies,  management of 
research and development programs, and financial management. For 
example, PPSSCC recommended t h a t  DoD increase t h e  use of common par t s  
and standards in weapons systems. PPSSCC also recommended t h a t  DoD 
establish a t imetable  for t h e  consolidation of depot-level maintenance func- 
tions. GAO has done several  reviews which showed t h a t  substantial  savings 
could result  from implementation of those recommendations. 

These fall  into four principal areas: 

There a r e  some PPSSCC proposals t h a t  cause  GAO some concern. One 
proposal, for example, dealing with independent research and development 
changes to defense cont rac ts  could increase costs to t h e  government. 
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REFORM MILITARY RETIREMENT PAY (RETIRE-1,2,4,5,6,9) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 6,600 7,600 8,500 9,400 18,500 42,600 

Outlays -300 200 600 800 1,300 2,600 

NOTE: Estimated e f f e c t s  on costs and mili tary manpower a r e  preliminary. 

PPSSCC Proposal. The commission recommends sharply modifying t h e  
military nondisability re t i rement  system to reduce costs and restructure  
incentives to remain in the  military. Under one of t h e  key changes, 
members who complete  20 or  more years of service would receive full and 
unreduced annuities only at age 62; today they a r e  available immediately 
upon separation from service (which occurs  around age 40 for t h e  typical 
retiree). The PPSSCC plan would allow members to elect receipt  of 
annuities as ear ly  as a g e  55, but at a permanent annuity reduction of one- 
half percent  for each month t h a t  t h e  annuitant's age at initial receipt  falls 
short  of his 62nd birthday. In t h e  five years after they retire,  members 
would also be eligible for "transition payments" worth about 44 percent  of 
t h e  retirement pay they currently receive during those years. These 
changes would only apply to those current  active-duty personnel who had 
fewer than ten  years' service at t h e  t ime t h e  plan was implemented. More 
senior current  service personnel could sti l l  receive immediate,  permanent, 
unreduced annuities if they ret i red a f t e r  20 or  more years of service. 

A second major change in t h e  PPSSCC plan concerns t h e  annuity 
formula. A t  present re t i rement  pay is equal to 2.5 percent of final basic 
pay, multiplied by t h e  number of years of service. (Those entering service 
a f t e r  September 7, 1980, will have their  re t i rement  pay computed on t h e  
basis of t h e  average of their  highest th ree  years  of basic pay.) The PPSSCC 
would change this formula to 1.6 percent of average Basic Military 
Compensation (BMCk-the sum of basic pay, basic allowances for quarters  
and subsistence, and t h e  t a x  advantage of these tax-free allowances; this is 
approximately equivalent to 2.1 percent  of basic pay. Ret i rement  pay would 
be based on average pay during t h e  five years when pay was highest, ra ther  
than final or the three  highest years  of pay. The commission proposal would 
exempt  personnel within three  years of ret i rement  from this change; in 
addition, all service performed prior to enac tment  would earn ret i rement  

35 



credits at the  old rate of 2.5 percent of basic pay. Finally, retirement pay 
would be reduced by the  share of Social Security benefits attr ibutable to 
military service. This reduction would be phased in over four years and 
would apply to all retirees. 

The commission plan would also greatly alter current provisions for  
cost-of-living adjustments (COLAS). Annuitants who chose to begin t o  
receive retirement benefits before age 62 would initially receive the  lesser 
of the  percentage change in the  Consumer Price Index (CPI) or t he  
percentage change in BMC. Once a retiree reached his 62nd birthday and 
became eligible to receive Social Security benefits, however, his military 
retirement pay would be adjusted by only one-third of the  change in the CPI. 
These provisions, including the one-third COLA af te r  age 62, would apply 
immediately to all  retirees. There is no provision in the  PPSSCC proposal t o  
adjust or index either BMC or the annuity amount between the date  of 
separation from service and the t ime tha t  the  retiree actually begins to 
receive retirement pay. Thus, for those who do not receive annuities until 
age  55 or later, inflation could significantly erode the  value of benefits 
before any were received. 

Not all of the PPSSCC's changes would be reductions. Under the  
proposal, those leaving the military with between 10 and 19 years of service 
would receive an annuity beginning at age  62; today they receive nothing. 
These persons could also elect an annuity as early as age 55 with the  same 
percentage reduction noted above. All persons on act ive duty would 
immediately become eligible for this benefit. 

Once fully implemented, the combined impact of these changes on 
military retirement benefits would be dramatic. A typical enlisted retiree 
(E-7 with 20 years of service) who retired today and lived an average 
number of years in retirement would; in today's dollars, receive lifetime 
retirement benefits with a present (cash) value of $271,000. The PPSSCC 
alternative would reduce the value of retirement benefits by 78 percent 
below the current system. A senior enlisted retiree (E-9 with 30 years of 
service) would receive $474,000 under the  current system but would suffer a 
62 percent reduction under the PPSSCC proposal. Reductions in officer 
benefits would be similar in percentage terms. A typical officer (0-5 with 
20 years of service) would lose 69 percent (of $576,000) and a senior officer 
(0-6 with 30 years of service) would lose 50 percent (of $785,000). 

This proposal has some structural similarities to the proposed Retire- 
ment Modernization Act (1973) and Uniformed Services Retirement Benefits 
Act (1979), both of which were submitted to but never acted on by the  
Congress. Many of the  commission proposals a r e  new, however, and in its 
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overall  thrust  and proposed cost reductions, t h e  plan goes well beyond t h e  
scope of previous recommendations. 

Budgetary Impact. CBO es t imates  t h a t  in t h e  f ive years a f t e r  
implementation t h e  commission proposal would reduce budget authority for  
mili tary ret i rement  by $42.5 billion. Under current  accounting procedures, 
budget authority represents money t h a t  would be set aside or  "accrued" to 
pay f u t u r e  benefits. Savings in this accrual  account  would not b e  fully 
realized as reductions in n e t  outlays for  many years  because of t h e  PPSSCC 
provision t h a t  partially exempts  f rom changes a l l  current  re t i rees  and many 
current  active-duty personnel. 

Outlay savings in t h e  federal  budget would be much smaller--$2.6 
billion for  t h e  s a m e  five-year period. In t h e  first years  a f t e r  enac tment  of 
t h e  change, reduced reenlistments among senior service personnel would 
genera te  increased requirements €or new recrui ts  and concomitant increases 
in accession and training costs. After  an  initial increase in federal  outlays 
for  these costs of military personnel, modest ne t  savings would b e  realized 
from lower COLAS and Social Security offsets  for  current  retirees. 

The PPSSCC report  does not  provide an  e s t i m a t e  of savings in total 
federal  outlays, but  it does es t imate  accrual  savings of $28.1 billion in t h e  
t h r e e  years a f t e r  full implementation of t h e  new military ret i rement  
system. CBO's savings es t imate  for  t h e  corresponding period is $32.7 
billion. The modest difference between t h e  CBO and commission es t imates  
appears to result f rom differences in t h e  est imated accrual cost percent- 
ages. The  PPSSCC asserts t h a t  changes in military ret i rement  should have 
t h e  objective of reducing t h e  accrual cost to less than 18 percent of BMC, 
compared to an  accrual  cost of 41 percent of BMC under t h e  present 
system. CBO es t imates  t h a t  t h e  long-run accrual  cost of t h e  PPSSCC 
proposal (including the  government's share  of Social Security benefits  
a t t r ibutable  to mili tary service) would be 19 percent  of basic pay, or 14 
percent of BMC. The  larger reduction in normal cost under t h e  CBO 
es t imate  leads to t h e  larger savings projected for  t h e  accrual cost of t he  
ret i rement  system. 

Program Impact. The commission proposal would increase ret i rement  
pay for  some military personnel--those who leave with between 10 and 19 
years  of service--but would sharply reduce such pay f o r  most. For most 
service members t h e  incentives to remain in service would be reduced, and, 
in t h e  absence of compensating changes in other  personnel policies, a 
significant decline in the number of experienced military personnel could be 
expected. CBO es t imates  t h a t  the decrease in the size of t h e  enlisted 
career  f o r c e  (defined as those with four or more years' service) would b e  
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about 14 percent, or 126,000 members. Officer reductions would be smaller, 
at 11 percent, or 22,000 members. Thus the  services would have fewer 
experienced personnel to operate and maintain sophisticated equipment. 
Moreover, increases in the  number of new entrants would be needed to 
maintain planned military strengths. Without improvements in recruiting 
incentives, there  probably would then be shortages of recruits or a decline in 
the  overall quality of new entrants. 

_. 

The PPSSCC argued tha t  these adverse effects  on recruiting and the 
career force could be offset  with increases in current pay (such as bonuses) 
while still reducing federal  costs substantially. This may well be true, 
though the  PPSSCC does not offset such added pay costs against its 
estimates of savings (nor, therefore, does CBO). But t he  increases would be 
large relative to current levels and so would represent a major change in 
military compensation policies. 

The changes recommended by the  commission would also af fec t  
personnel management policies. Incentives for longer careers among those 
completing 20 years of service would be sharply increased by elimination of 
the immediate annuity available under the current retirement system. At 
present, military personnel policies discourage retention among this group in 
order t o  increase promotion opportunities for more junior personnel. I t  is 
likely tha t  the services would have to change their personnel policies to 
accommodate the  different career force tha t  would be retained under the  
PPSSCC plan. Changes in personnel policies might necessitate modification 
of existing laws, such as the  Defense Officer Personnel Management Act. 

Finally, the  commission proposal risks unanticipated effects  because 
of the sweeping nature of its recommended changes. CBO's estimates of 
effects  on the career force a r e  based on historically observed changes in 
retention in response to  changes in pay and benefits. The benefit changes 
recommended by the  commission go far  beyond those observed historically. 
In consequence, there  could be greater-than-estimated changes in retention, 
posing greater threats of adverse effects  on the career force and thus the 
readiness of the  military services. 

Implementation. None of t he  elements of the PPSSCC proposal could 
be implemented without enabling legislation. 

References. PPSSCC, Management Office Report, vol. VI, Federal 
Retirement Systems, pp. 1-97. GAO, The 20-Year Military Retirement 
System Needs Reform (FPCD-77-81, March 1978). GAO, Need for  Overall 
Policy and Coordinated Management of Federal Retirement Systems (FPCD- 
78-49, December 1978). CBO, Modifying Military Retirement: Alternative 
Approaches, forthcoming. 
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billion from reduced operating costs. When t a x  revenues from increased 
private-sector operations were included, t h e  commission's three-year sav- 
ings es t imate  rose to $2.5 billion. 

Program Impact. Closing a l l  CONUS commissaries would have both 
positive and negative effects.  Personnel and facil i t ies costs would be 
reduced. But military personnel and their  dependents would pay higher food 
prices (and sales taxes in some cases), comparable to those charged by 
private, nonsubsidized, food stores. The loss of t h e  commissary benefits  
could have an  impact  on mili tary retention. A decrease in retention would 
lead to increased training and recruiting costs, or  would require increasing 
some other  benefit  to maintain current  retention levels. Those civilian 
personnel currently employed by t h e  commissary system would become 
unemployed, but employment at local private food markets  would probably 
increase. State and local governments with sales  taxes  on food would enjoy 
increased revenues as commissaries do not  col lect  sales taxes. 

A recent  DoD study of private operation of commissaries yielded 
mixed results. Two locations, Ft. Leonard Wood and Yuma Proving Grounds, 
were surveyed f rom 1981 to 1983. At Yuma, it was determined t h a t  a 
contractor  could opera te  t h e  government-owned facil i ty less expensively, 
and cont rac t  operations began in December 1983. A t  Ft. Leonard Wood, t h e  
study indicated t h a t  continuing t h e  present system would be less expensive 
than converting to cont rac t  employees. But t h e  commission proposal would 
privatize t h e  en t i re  system, which is significantly different  from employing 
personnel within t h e  government-owned commissary system. 

Implementation. These proposals would require changes in DoD ad- 
ministrative procedures. Privatization would require a series of cont rac ts  
with pr ivate  f i rms to opera te  commissaries. 

Additional Comments. GAO agrees  t h a t  t h e  issue of whether DoD 
should continue to opera te  commissaries in t h e  continental  United S ta tes  is 
a valid issue and should b e  pursued. 

References. PPSSCC, Task Force Report  on Privatization, pp. 122-41; 
Task Force Report  on Personnel, pp. 276-86; Management Office Report ,  
The Cost of Congressional Encroachment, pp. 34-41, 115; GAO, The Military 
Commissary Store: Its  Justif ication and Role in Today's Military 
Environment (FPCD-73-88, May 1975). GAO, Military Commissaries: Justi- 
f ication as a Fringe Benefit Needed Consolidation Can Reduce Dependence 
on Appropriations (FPCD-80- 1 , January 1980). 
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REVISE MILITARY COMMISSARY OPERATIONS 
(OSD-32, PRIV-5, CONG-1-3) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

~~ ~ 

Budget Authority 258 387 402 418 435 1,900 

Outlays 256 377 402 418 434 1,887 

NOTE: Savings only from proposal to close all CONUS commissaries. 

PPSSCC Proposals. The commission makes two separate,  al ternative 
proposals to revise commissary operations. First, DoD should close all 
military commissaries in t h e  continental United S ta tes  (CONUS) and allow 
t h e  post exchange [PX) system to operate  a full-line food facility where 
adequate commercial food s tores  do not exist. Alternatively, t h e  Secretary 
of Defense should order comprehensive market-basket surveys of all  com- 
missaries and competing civilian warehouse food stores. If the commissaries 
are not competit ive with t h e  food stores, they should be operated by private 
firms. The la t te r  proposal was made by two separate  task forces. 

Budgetary Impact. CBO est imates  the savings from closing all CONUS 
commissaries could total $1.9 billion over t h e  next f ive years and $1.0 
billion over t h e  f i rs t  th ree  years. This es t imate  assumes tha t  savings from 
salaries and other costs would be partially offset  by one-time costs for  
employee severance pay and closing facilities. But a one-time saving would 
also occur as commissary food inventories were liquidated. This es t imate  
assumes tha t  closing commissaries would not a f f ec t  t he  retention of 
military personnel, although tha t  might not be  t h e  case. Since t h e  PX 
system is self-supporting, no additional costs would be incurred from 
establishing PX food operations. The PPSSCC's three-year savings es t imate  
of $1.0 billion was based on i t s  es t imate ,of  t he  number of positions tha t  
would be eliminated from closing commissaries. 

CBO cannot estimate the savings from the second proposal--convert- 
ing cer ta in  unspecified commissaries to private operation. Such an  es t imate  
would require knowing which commissaries would be converted. As indi- 
ca ted  in the  PPSSCC report ,  identifying these would require a comprehen- 
sive survey by DoD. The PPSSCC est imated three-year savings of $1.4 
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SHIFT CHAMPUS USERS TO MILITARY HEALTH CARE FACILITIES 
(OSD-28) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 260 285 310 340 370 1,565 

Outlays 208 272 30 1 33 1 360 1,472 

PPSSCC Proposal. The Civilian Health and Medical Program of t h e  
Uniformed Services (CHAMPUS) reimburses eligible personnel for t h e  serv- 
ices of civilian health-care providers. Today, active-duty and retired 
military personnel and their  dependents who live within t h e  so-called 
"catchment" a reas  (defined as areas within roughly 40 miles of a military 
hospital) must receive prior permission to bill CHAMPUS for nonemergency 
t rea tment  in civilian hospitals. The local military medical commander gives 
permission in t h e  form of a nonavailability cer t i f ica te  (NAC) for  care t h a t  is 
not available in government facil i t ies because of staff  o r  equipment 
shortages, o r  if denying civilian care is medically inappropriate. Benef ici- 
ar ies  do not need a NAC to use CHAMPUS for  outpat ient  care. 

The commission recommends t h a t  CHAMPUS stop paying for  most 
inpatient and outpat ient  c a r e  of people living inside t h e  ca tchment  areas. 
The PPSSCC assumes t h a t  military hospitals and clinics would provide the 
services formerly provided by t h e  private sector. Under t h e  PPSSCC 
proposal, CHAMPUS could continue to pay only for  psychiatric and emer- 
gency care. 

Budgetary Impact. CBO es t imates  t h a t  narrowing CHAMPUS cover- 
age  inside catchment  a reas  to emergency and psychiatric c a r e  could save 
$260 million in 1985, and a t o t a l  of $1,565 million through 1989. Three-year 
savings ($0.8 billion) a r e  roughly one-third smaller than those es t imated  by 
t h e  commission ($1.2 billion), largely because of differing assumptions about  
t h e  cost of t h e  military workload increases caused by this proposal. The 
PPSSCC assumed t h a t  military hospitals and clinics could absorb the added 
workload without any additional cost. But these additional pat ients  could 
increase DoD's overall inpatient workload by about 16 percent,  and its 
outpat ient  workload by about 6 percent. The  increases for hospitals and 
clinics in ca tchment  a reas  with large populations might b e  substantially 
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higher. An earlier study by DoD of comparable changes in medical ca re  
workloads assumed tha t  each new patient would cost DoD at least one-half 
of its average cost for current patients. CBO used this relatively conserva- 
t ive assumption. 

These savings could be lower if DoD permitted some CHAMPUS 
coverage when military facilities simply could not supply needed care. Even 
with extra  funding, some smaller facilities would not be able to t r ea t  the  
occasional patient in need of extremely sophisticated therapeutic services. 

Program Impact. CBO and GAO believe tha t  this proposal could cause 
different reactions among military beneficiaries. On the  one hand, some 
hold dear their ability to choose civilian over military care  in certain 
instances. They would consider any proposal restricting their choice an  
erosion of benefits. On the  other hand, some beneficiaries would welcome 
guaranteed use of military facilities for financial reasons. While under 
CHAMPUS they must share up to  25 percent of the costs of their care; in 
military facilities they would have to pay not more than $6.80 a day for 
hospital care and nothing for outpatient care. Beneficiaries would, however, 
welcome using military facilities only if the  quality or timeliness of care 
was not compromised. But by adding t o  military workloads, such use could 
strain those hospitals and clinics already operating near capacity and cause 
bothersome waiting times. 

Even facilities tha t  appear to be underused over the  course of a year 
could have problems absorbing CHAMPUS' entire nonpsychiatric and non- 
emergency workload. For one thing, the demand for medical care is much 
heavier at some times of year than at others; seemingly underused facilities 
could have trouble meeting surges in demand. More important, a l l  military 
hospitals and clinics operate under a. central  assignment system for military 
personnel tha t  causes staffing to fluctuate. Thus they cannot be certain 
tha t  t he  specialists needed for a particular procedure will all be together at 
the same time. Moreover, the  military hospital system overall may not 
always have the  proper mix of physician specialties and support staff or 
enough adequate facilities and equipment to meet a l l  the  demands placed on 
it. Thus achieving savings under this option would risk some degradation of 
the quality and timeliness of health care. 

Implementation. The Secretary of Defense could restrict  CHAMPUS 
benefits to people living outside military catchment areas; the  services . -  

could then only issue NACs for psychiatric and emergency care. DoD has 
already begun to restrict  use of CHAMPUS by directing the military 
services to issue 5 percent fewer NACs in 1983 than they did in 1982. Each 
service decides how to distribute its quota of NACs among its hospitals. 
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References. PPSSCC, Task Force Report  on the  Off ice  of t he  
Secretary of Defense, pp. 247-53. GAO, New Claim Forms and Changes in 
Administrative Procedures May Increase Improper CHAMPUS Payments 
(HRD-81-75). GAO, Performance of CHAMPUS Fiscal Intermediaries Needs 
Improvements (HRD-81-38). GAO, Military Medicine Is in Trouble: Com- 
p l e t e  Reassessment Needed (HRD-79-107). GAO, Savings to CHAMPUS 
from Requirement to Use Uniformed Services Hospitals (HRD-79-24). GAO, 
Legislation Needed To Encourage Bet ter  Use of Federal Medical Resources 
and Remove Obstacles To Interagency Sharing (HRD-78-54). 
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RECOVER MILITARY MEDICAL CARE COSTS FROM PRIVATE HEALTH 
INSURERS (HOSP-11) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989' Savings 

~~~~~ ~ ~ 

Budget Authority 245 260 280 300 320 1,405 

Outlays 196 250 273 29 3 313 1,325 

PPSSCC Proposal. Every year military hospitals admit over one- 
half million military retirees and dependents, at an average daily cost  of 
$392, and military clinics t rea t  over 27 million in outpatient visits, at an 
average cost per visit of $49. Generally the  DoD does not collect these 
costs from private health insurers,, although surveys show tha t  many of these 
patients have private insurance, usually because a member of their family is 
insured through a civilian employer. The commission recommends tha t  DoD 
collect from private health insurance companies t h e  costs of treating their  
nonactive-duty policyholders in military hospitals and clinics. 

Budgetary Impact. Reimbursement from private insurers could 
amount to about $245 million in 1985, and a total of $1,405 million through 
1989. For the f i rs t  three years,, CBO est imates  savings of $785 million. 
This is about $400 million less than the commission's es t imate  of $1.2 
billion. Administering a collection program could offset  these savings by no 
more than 20 percent, and possibly by much less. CBO savings for t h e  first 
three years a r e  about 30 percent smaller than the  PPSSCC's estimated 
savings because of differing assumptions on two key points: t he  percent of 
nonactive-duty patients with coverage and the  percent of costs  t ha t  insurers 
would pay. 

The commission used a short survey, with a small and possibly 
unrepresentative sample, to find tha t  23 percent of nonactive-duty patients 
have private coverage. By relying on a more comprehensive 1978 survey on 
the  use of medical services, CBO assumed tha t  only 15 percent of these 
patients have coverage. 

The commission assumed tha t  insurers would pay 80 percent of 
covered expenses for inpatients and outpatients, because many policies 
include coinsurance. But the  PPSSCC overlooked the  widespread inclusion 
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of deductibles in insurance policies, which usually require pat ients  to incur 
over  $100 in expenses before  being reimbursed. Moreover, policies generally 
do not cover some outpatient services, such as dental  care.  CBO assumed 
t h a t  because of these features  insurers would only pay 40 percent  of covered 
expenses for outpatients. 

CBO's and GAO's es t imates ,  while lower than those of t h e  PPSSCC, 
may still overs ta te  savings because of uncertainties about  coverage. Today, 
t h e  number of families with coverage provided by a civilian employer may 
be fewer than reported in t h e  1978 survey because of t h e  subsequent rise in 
unemployment. And perhaps more important, some families with health 
insurance turn to military medical facil i t ies only when they have already 
exhausted their  policies' benefits. No data a r e  available to determine t h e  
impact  of these two factors. 

Moreover, savings could be lower if insurers covered ac tua l  instead of 
average expenses. A t  present, DoD does not  have d a t a  to determine what it  
costs to t r e a t  any single patient,  l e t  alone those who have private health 
insurance. Thus CBO assumed, as did t h e  commission, t h a t  insurers would 
have to cover t h e  overall, average costs of inpatient and outpat ient  care--as 
they now do in cases of negligence--even though any one patient's cost could 
b e  qui te  different. But DoD could in t h e  future  revise its accounting 
systems to record individuals' costs. In addition, savings could b e  still lower 
if t h e  Congress excused companies f rom covering those par t s  of t h e  average 
cost not related directly to caring for nonactive-duty patients--such as 
ret i rement  pay, depreciation of fixed assets, and overall  administration of 
medical care programs. 

Program Impact. CBO and GAO agree  t h a t  this  change would probably 
cause insurance companies to raise their  premiums for  all policyholders. 
Insurance companies would generally not b e  able t o  single out  military 
families for higher premiums, however, because most military ret i rees  and 
dependents with coverage belong to plans t h a t  include many other  civilians. 
The average increase nationwide in all policyholders' premiums should b e  
small, especially in t h e  near term. But insurers say they fear  more rapid 
increases in t h e  future  because they cannot  oversee how military facil i t ies 
spend their  policyholders' dollars. 

Implementation. T o  achieve most of these savings, t h e  Congress 
would have to pass legislation to prevent insurers from excluding t h e  federal  
government from reimbursement; companies now typically -include this 
restriction in their  basic insurance contract .  The Congress has already 
passed legislation allowing DoD to collect costs from insurers whose 
policyholders negligently injure a military beneficiary. Legislation support- 
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ing this  approach is p a r t  of t h e  DoD legislative package for  fiscal year 1985. 
Even without legislation, though, DoD might realize some savings from 
insurance companies t h a t  do  not have t h e  exclusionary rule. 

Unless t h e  Congress requires insurers to cover overall, average costs-- 
as they now do  in negligence cases--DoD would also have to revise its cost 
accounting system to identify individual patient's actual  expenses. Today 
these systems only report  the  overall  costs of delivering services to all 
patients. 

References. PPSSCC, Task Force Report  on Federal  Hospital Manage- 
ment  , pp. 191-258. GAO, Possible Ways for  t h e  Veterans Administration to 
Seek Reimbursement from Insurance Companies for  Hospital Care  Furnished 
to Privately Insured Veterans (B-114859, Feb. 13, 1970). GAO, New 
Strategy Can Improve Process for Recovering Certain Medical Care  Costs 
(HRD-77-132, Sept. 13, 1977). GAO, Cost Cutting Measures Possible if 
Public Health Service Hospital System Is Continued (HRD-81-62, June 10, 
1981). GAO, Stronger VA and DoD Actions Needed to Recover Costs of 
Medical Services Provided to Persons with Work-Related Injuries or Illnesses 
(GAO/HRD-82-49, June  2, 1982). GAO, letter report  to t h e  Secretary of 
Defense (HRD-77-156, Sept. 29, 1977). GAO, Government Loses Revenue 
Because of Low Medical C a r e  Charges to Liable Third Part ies  (AFMD-82-2, 
Dec. 16, 1981). 
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REMOVE RESTRICTIONS ON SILVER STOCKPILE SALES 
(CONG-3- 1) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 40 40 40 40 40 200 

PPSSCC Proposal. The  commission proposes t h a t  t h e  General Services 
Administration (GSA) seek legislation to sell 105.1 million t roy ounces of t h e  
139.5 million troy ounces of silver in t h e  National Defense Stockpile. The  
105.1 million troy ounces a r e  deemed to b e  in excess of silver stockpile 
requirements. 

Budgetary Impact. CBO and GAO e s t i m a t e  t h a t  selling t h e  excess  
silver over an  extended period of t i m e  would maximize government rev- 
enues. About 4 million t roy ounces per year  could b e  sold without 
significantly lowering t h e  price, bringing in about  $40 million annually, 
which would produce receipts  leading to t h e  outlay savings in t h e  above 
table. These savings would be placed in t h e  Stockpile Transaction Fund 
under current  law. The St ra teg ic  Stockpile Fund is a revolving fund t h a t  
receives no d i rec t  budget authority. The  e s t i m a t e  assumes t h a t  t h e  
revenues from silver sales would not  b e  appropriated to acquire o ther  
materials for t h e  stockpile. If t h e  acquisition plan is changed to purchase 
additional materials, however, t h e  savings would b e  decreased by t h e  
amount  of those purchases. The commission es t imates  t h a t  $1.04 billion 
would realized by selling t h e  en t i re  105.1 million t roy ounces in one year  at 
$9.95 per t roy ounce. The  commission assumes t h a t  budgetary savings would 
be realized by ei ther  (1) depositing t h e  proceeds from t h e  sale in t h e  general  
fund of t h e  US. Treasury, o r  (2) using t h e  proceeds to of fse t  t h e  costs of 
stockpile acquisitions t h a t  would otherwise be supported from new appropri- 
ations. Since neither assumption is feasible under cur ren t  law and Congres- 
sional practice,  CBO and GAO es t imate  no savings in budget authority. The  
proposal would genera te  receipts, however, so there would be an outlay 
savings. 

In te rms  of the  commission's first assumption, proceeds from t h e  sale 
of stockpile materials cannot be deposited in t h e  Treasury's general  fund 
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under existing legislation. The Strategic  and Critical Materials Stockpiling 
Act, as amended, requires t h a t  a l l  funds from t h e  sale of stockpile materials 
be placed in a separa te  fund in t h e  U.S. Treasury--the National Defense 
Stockpile Transaction Fund (50 U.S.C. 98h). The Transaction Fund can  b e  
used only to purchase needed stockpile materials. 

Concerning t h e  second assumption, t h e  Congress has  followed t h e  
pract ice  of not  appropriating new funds for  stockpile acquisitions. Since t h e  
Transaction Fund was established in fiscal  year 1979, t h e  Congress has 
limited stockpile acquisitions to amounts  t h a t  can  b e  purchased within t h e  
fund's existing balance. Thus, t h e  assumption t h a t  t h e  Congress would 
appropriate new funds for  stockpile acquisitions if t h e  silver is not  sold is 
inconsistent with current  practice. The surplus (or unappropriated balance) 
in t h e  fund at t h e  end of fiscal  year  1983 was sufficient to m e e t  t h e  fiscal 
year 1984 spending level approved by t h e  Congress and additional sales 
receipts f rom excess stockpile materials,  other  than silver, a r e  anticipated 
in fiscal year  1984. 

Savings in budget authority would be realized only if legislation were 
enac ted  to allow t h e  proceeds from t h e  sale  of stockpile silver to b e  
deposited in t h e  general  fund of t h e  Treasury and t h e  Congress continues its 
pract ice  of not  appropriating any new funds for  stockpile acquisitions. Such 
an assumption, however, could have national security implications. If t h e  
stockpile silver sale proceeds were deposited in t h e  Treasury's general  fund 
and no new funds were appropriated, funds to acquire needed s t ra teg ic  
stockpile materials critical to national defense would be reduced by over 
$200 million. 

Program Impact. If t h e  stockpile silver were sold under existing 
legislation, t h e  proceeds would be placed, in the Transaction Fund and would 
be available to acquire o ther  stockpile materials. Disposing of 105.1 million 
troy ounces in one year  would, however, result  in a short-term disruption of 
the  usual silver market ,  including t h e  possible collapse of U.S. silver market  
prices and drastically reduced sale proceeds for t h e  federal  government. 
The reason for  this  is t h a t  t h e  present to ta l  annual world silver consumption 
is less than 400 million troy ounces and demand is growing slowly because 
principal silver purchasers have been turning to cheaper substitutes. While a 
large influx of silver into t h e  marke t  could cause some increase in 
consumption because of lower prices, a major increase is not expected 
because large industrial users a r e  not likely t o  switch back to silver. CBO 
was unable to obtain a n  e s t i m a t e  of t h e  level to which prices would have to 
fa l l  to s t imulate  demand for  silver significantly. Even at lower price levels, 
though, demand for silver would probably not r ise quickly enough to forestall  
pr ice  declines if over 105 million troy ounces of silver were sold on t h e  
marke t  in one year. 
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The PPSSCC estimates tha t  $1.04 billion would be realized by selling 
the  105.1 million troy ounces of silver at $9.95 per troy ounce. As of 
January 30, 1984, however, the  price was $8.35. Proceeds at this price 
would be $877 million, or $163 million less than the commission estimates. 

Implementation. Existing legislation precludes disposing of 105.1 
million troy ounces of stockpile silver. The fiscal year 1982 Defense 
Appropriation Act  (Public Law 97-1 14) suspended the disposal of stockpiled 
silver pending (I) a Presidential redetermination as of July 1, 1982, tha t  the 
silver t o  be disposed of is excess to stockpile requirements, and (2) 
Congressional approval of any proposed disposal method. In making the 
redetermination, the President is required to consider certain factors, 
including the findings and recommendations in GAO's January 1982 report, 
National Defense-Related Silver Needs Should be Reevaluated and Alterna- 
tive Disposal Methods Explored. As of February 1984, this redetermination 
had not been made and, therefore, no silver can be sold. 

If the  silver is found to be  excess t o  stockpile requirements, legislation 
also exists tha t  limits the amount of silver tha t  may be disposed of in any 
given year. First, the  stockpiling act states tha t  no disposal may be  made 
from the stockpile if the  disposal would result in a balance in the  
Transaction Fund of above $500 million. Second, the stockpiling act 
requires tha t  effor ts  be made to  avoid undue disruption of the  usual silver 
market. To accomplish this, the Continuing Appropriations Act for Fiscal 
Year 1983 (Public Law 97-377) limited annual stockpile silver sales to no 
more than 10 percent of the silver produced from existing domestic mines 
in the preceding 12-month period. As domestic production is generally 
about 40 million troy ounces, this provision would allow annual sales of 
about 4 million troy ounces of stockpile silver. The commission proposal 
calls for legislative action to eliminate these restrictions. 

Additional Comments. GAO believes tha t  the existing legislative 
requirements constitute a well-defined, logical course of action t o  ensure 
tha t  the  silver is in excess of stockpile requirements before i t  is disposed of 
and, if found to be excess, is disposed of in such a manner as to minimize or 
eliminate any short-term market price disruption. GAO believes tha t  the 
potentially adverse effect on national security and domestic silver producers 
should be considered in any decision to dispose of the stockpile silver. 

References. PPSSCC, Report on Management Office Selected Issues, 
vol. VI, pp. 60-62, 117. GAO, National Defense-Related Silver Needs Should 
Be Reevaluated and Alternative Disposal Methods Explored (EMD-82-24, 
January 11, 1982). 
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REVISE DoD CONTRACT FINANCING PROCEDURES (ASSET-1) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 .  0 

Outlays 1,300 4,200 500 0 200 6,200 

PPSSCC Proposal. The  commission recommends t h a t  DoD t a k e  three  
s teps  to improve major defense cont rac t  financing procedures: 

o Review cont rac t  pricing, profit,  and financing policy and simplify 
the entire process; 

o Establish an integrated d a t a  base management system for acquisi- 
tion policy analysis, using t h e  la tes t  technology and tools; and 

o Reduce cash progress payment r a t e s  on fixed-price cont rac ts  to 
February 198 1 levels and establish t h e  required cont rac tor  invest- 
ment  in work-in-process capi ta l  at 15 percent,  ra ther  than t h e  
current  levels. 

Currently, progress payments for completed work are 90 percent for  
large business concerns and 95 percent  for small  concerns, or  flexible 
percentages of allowable costs (determined by a DoD cash flow model by 
which t h e  r a t e  may be as grea t  as 100 percent  but  not  less than t h e  uniform 
standard percentages noted above). These payments assist in financing a 
contractor 's  performance and reduce t h e  contractor 's  investment in work-in- 
process inventories. The payments are made at leas t  once a month but  c a n  
b e  more frequent subject to cont rac t  negotiations. 

Reducing t h e  level of progress payments would reverse act ion taken in 
1981 in response to concern expressed by t h e  defense industry t h a t  many of 
t h e  DoD procurement pract ices  (including progress payments) were not 
compatable with t h e  (then) current  economic environment and did not 
re f lec t  t h e  extremely adverse impact  of inflation. DoD increased progress 
payments to reduce contractors '  investment in working capi ta l  and to 
improve contractors '  earnings and ability to reinvest. The commission 
concludes t h a t  these revisions to progress payments did not achieve t h e  
desired effect and should b e  rescinded. 
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Budgetary Impact. CBO es t imates  t h a t  t h e  commission's proposal to 
slow progress payments to contractors  will save $6.2 billion in outlays from 
1985 to 1989. There is no projected impact  on budget authority since t h e  
proposal addresses only the  timing of payments to contractors.  The changes 
in progress payments would only apply to  future  contracts.  Progress pay- 
ments  under existing cont rac ts  would be unaffected. CBO and CAO note  
t h a t  real profit r a t e s  earned by contractors  a r e  a f fec ted  by things like t h e  
progress payment r a t e  and unallowable costs, including interest  expense. 
The recommended action would remove something of value (a more positive 
cash flow) from defense contractors.  Depending on many factors,  contract-  
ors would probably r e a c t  by charging higher prices or  changing other  t e r m s  
and conditions to compensate  for their  loss. Because the  outcome of all 
these fac tors  cannot be predicted, it  is not  possible to es t imate  their  impact  
on t h e  PPSSCC proposals. 

The commission es t imates  savings of $1.7 billion based on an assumed 
reduction in debt  incurred by t h e  government to finance firm-fixed-price 
cont rac ts  at t h e  higher progress payment rates.  In addition, the  PPSSCC 
claims t h a t  lower progress payments would save $9.4 billion over th ree  years 
in direct  outlays. This reduction would ult imately be completely offset ,  
however, as e a c h  cont rac t  is completed and fully paid. 

Program Impact. The major e f f e c t  of this recommendation would be 
to slow t h e  flow of cash payments from t h e  government to defense con- 
tractors.  The commission assumed t h a t  t h e  to ta l  cost over the  l ife of t h e  
cont rac ts  would be unchanged. Given t h e  slowing of payments, however, 
defense contractor  profits  would be reduced by t h e  added cost of financing a 
grea te r  portion of the  contract .  Therefore negotiated profit and/or fee 
r a t e s  may increase and offset some or  a l l  of t h e  est imated savings. 

Implementation. A revision of payment r a t e s  can be accomplished by 
Executive Branch action. 

Additional Comments. GAO believes t h a t  no action on the  recom- 
mendation to reduce progress payment r a t e s  should be taken until t h e  issue 
is thoroughly examined. 

The PPSSCC is concerned t h a t  DoD cont rac t  financing provisions, as 
ref lected in t h e  current  progress payment r a t e  s t ructure ,  a r e  too generous. 
By combining t h e  two changes to progress payments t h a t  have taken place 
since 1981, t h e  PPSSCC does not address t h e  validity of DoD's decision to 
make the  second of the  two changes. Further,  in recommending f h e  scaling 
back to February 1981 rates, t h e  commission suggests changing t h e  procure- 
ment  system without considering t h e  full impact.  
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GAO does not believe tha t  the savings estimated are realistic. This 
assessment is based on the strong belief tha t  contractors will frequently 
demand and receive terms of value commensurate with the privilege they 
a re  surrendering (progress payments). Accordingly, if the  recommendation 
was implemented, GAO doubts tha t  savings of the  magnitude cited could be 
achieved. 

References. PPSSCC, Task Force on Financial Asset Management, pp. 
12-19; GAO, Defense Industry Profit Study (B-159896, March 17, 1971). 
GAO, l e t te r  report to Secretary of Defense (PSAD 77-55, February 17, 
1977). GAO, Report to the  Congress (PSAD 79-83, March 8, 1979). 
Comptroller General Speech t o  NCMA (September 21, 1983). Comptroller 
General Speech to NSIA (October 13, 1983). Comptroller General le t ter  to 
Secretary of Defense (October 22, 1983). 
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INCREASE USE OF MULTIYEAR PROCUREMENT 
(USAF-19, NAVY-2, PROC-4) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposals. The commission proposes t h a t  DoD should in- 
c rease  its use of multiyear procurement (MYP) cont rac ts  for major weapons 
systems purchases. MYP refers to any cont rac t  t h a t  is used to purchase 
goods o r  obligate t h e  government for more than a single year's requirements 
of goods or  services. The commission did not  identify any specific weapons 
systems to be considered for this  approach. 

Budgetary Impact. MYP is already par t  of current  DoD policy and 
DoD has identified ac tua l  and projected MYP savings of $4.5 billion for t h e  
1981-1988 period. These savings a r e  ref lected in t h e  CBO baseline. The 
fur ther  application of MYP might produce additional savings, but CBO 
cannot identify additional weapons systems for application of MYP, nor did 
t h e  commission identify any such systems. This information is needed to 
es t imate  savings, because MYP does not  always produce savings and, in fact, 
MYP is undesirable for programs character ized by uncertainty about t h e  
final design configuration or  uncertainty about t h e  total number of required 
weapons. 

The PPSSCC recommended MYP in four proposals and claimed a total 
three-year savings of $13.3 billion. After  eliminating $6.1 billion because of 
double counting, t h e  to ta l  commission savings should be no more than 
$7.2 billion. The commission's savings es t imate  was obtained by applying a 
general  percentage (7.5 percent) to t h e  DoD procurement budget. The use 
of this percentage was not justified in t h e  PPSSCC report. 

Program Impact. In some cases MYP cont rac ts  may reduce t h e  total 
cost of specific military goods or  services. The first-year cost is normally 
higher under a MYP cont rac t  than under an  annual contract ,  because of 
grea ter  costs in case of ear ly  cont rac t  termination and increased advance 
purchases of i t ems  with long lead times. Costs for subsequent years, 



however, would be  lower. The private sector generally benefits  from MYP 
because of reduced uncertainty about future  years' production, be t t e r  
utilization of production facilities, and reduced administrative burden of 
negotiating annual contracts. 

Not all procurement programs a r e  suitable for MYP. In some cases, 
the  total program savings a r e  not large enough to justify t h e  higher first- 
year cost or t h e  design configuration is not stable enough for t he  govern- 
ment  to make a long-term commitment or risk a substantial financial 
penalty for early termination of t he  contract .  

Implementation. The use of MYP is now a regular par t  of DoD's 
contracting process. The DoD has had MYP authority for weapons systems 
since t h e  1960s. DoD is now required to notify Congressional commit tees  
before awarding a MYP weapons system contract  t ha t  contains a cancella- 
tion ceiling in excess of $100 million. The Administration's 1983 and 1984 
budgets requested approval of MYP for several  major weapons systems and 
t h e  Congress approved some of these. DoD included requests for MYP in 
t h e  fiscal year 1983 and 1984 budgets, and many of these requests have been 
approved by t h e  Congress. 

Additional Comments. GAO has supported the  MYP initiative in both 
the  defense and the  civilian sectors. The commission, however, provides no 
basis to support its recommendation tha t  Defense Department MYP author- 
i ty  needs to be  enhanced. In fact, recent GAO studies on defense major 
weapons system acquisitions suggest t ha t  t he  MYP pace is too fast, and its 
benefits substantially less than projected. GAO has made selected studies on 
major weapons system items, which demonstrate t ha t  under appropriate 
circumstances, MYP can produce budgetary savings. None of these studies, 
however, identified savings of the magnitude of the  PPSSCC study. 

References. PPSSCC, Task Force Report  on t h e  Office of the  Secre- 
tary of Defense, pp. 198-208. Task Force Report  on t h e  Department of t h e  
Air Force, pp. 163-77. Task Force Report  on t h e  Department of the  Navy, 
pp. 72-76. Task Force Report  on Procurement/Contracts/Inventory Manage- 
ment, pp. 25-28. GAO, Update to GAO Analysis of Defense's Fiscal Year 
1983 Multi-year Candidates and the  Prospective Fiscal Year 1984 Multi-year 
Candidate B-1 Bomber (B-206570, September 13, 1982). GAO, Testimony by 
Robert  M. Gilroy before t h e  Subcommittee on Defense, House Appropria- 
tions Committee- (July 27, 1982). Gilroy 
before the  Subcommittee on Defense, House Appropriations Commit tee  

GAO, Testimony by .Robert M: 

(June 9, 1983). GAO, Analysis of t h e  Department'of Defense's Request for 
Multi-year Contract  Authority for  t he  B-1B Weapon System (PLRD-83-86, 
June 16, 1983). GAO, Analysis of Multi-year Procurement Candidates 
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Included in Defense's Fiscal Year 1984 Budget Request (NSIAD-83-70, 
September 30, 1983). GAO le t te r  report, "Biennial Budgeting, The State 
Examples--Summary of the  Major Issues1' (PAD-83-14, December 23, 1982). 
GAO, llPerspectives on Budgeting for S ta te  and Local Needs and Biennial 
Budgeting," testimony of Charles A. Bowsher, Comptroller General of the  
United States before the  Senate Committee on Governmental Affairs (May 
5, 1983). GAO, Comments on H.R. 750, t o  the  Chairman, House Committee 
on Government Operations (1 7CCPAD83, September 21, 1983). GAO, 
Federal Agencies Should Be Given General Multi-Year Contract  Authority 
for Supplies and Services (PSAD-78-54, January 10, 1978). 
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ESTABLISH AND MAINTAIN EFFICIENT WEAPONS' PRODUCTION RATES 
(OSD-21,23, NAVY-1, ARMY-1 1) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for  a budgetary impact  es t imate .  

PPSSCC Proposals. The ra tes  at which weapons a r e  produced of ten  
affects their  costs. The commission makes several  recommendations to 
improve t h e  production ra tes  of t h e  individual weapons purchased each year 
by DoD and to ameliorate  the  problems associated with altering planned 
purchases f rom year  to year. The thrust  of these proposals is to sustain high 
annual production levels for weapons systems. Production at or near t h e  
"economic" production level minimizes total production costs over t h e  life 
of t h e  acquisition program. Inefficient production r a t e s  result  in higher unit  
costs, reducing DoD's purchasing power. The  commission proposes t h e  
following improvements: 

o Affordability oi New Starts.  DoD should ensure t h a t  t h e  proposed 
r a t e  of weapons production is affordable before  production begins. 
The weapons in production at any one t i m e  should b e  restr ic ted to 
those t h a t  c a n  be afforded at production levels t h a t  ensure t h e  
lowest cost. 

o Management Reserve Fund. DoD should c r e a t e  a management 
reserve fund to m e e t  financial emergencies and prevent production 
slowdowns (stretchouts) that  raise costs. 

o Two-Year Budget. DoD should establish a two-year budget cycle  for  
major weapons systems to help prevent annual changes in production 
plans. 

o Planning, Programming and Budgeting System (PPBS). DoD should 
stabil ize its PPBS by issuing f i rm budgetary guidance at t h e  outset  
of t h e  annual budget cycle  and by integrating t h e  program and 
budgeting phases of t h e  cycle. 
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o Selected Acquisition Report  (SAR). In its SARs, DoD should present 
t h e  best  cost e s t i m a t e  for  t h e  en t i re  weapons acquisition cycle, and 
provide key financial d a t a  for t h e  af fordability analyses suggested 
above. I t  should also provide es t imates  t h a t  identify separately t h e  
e f f e c t s  of inflation and quantity changes on weapons costs and 
establish a new baseline when a system undergoes a major change in 
its design. 

o Audit Trail. DoD should establish a n  auditable t ra i l  f rom e a c h  SAR 
baseline cost e s t i m a t e  t h a t  would incorporate cost es t imates  into 
budget projections and  calculations of unit cost growth. 

o Reprogram Funds. DoD should allow grea te r  reprogramming of 
appropriated funds from low- to high-priority projects in order to 
ensure funding of essential  procurement programs. 

o Stretchouts. DoD should analyze t h e  effects of s t re tchouts  on cost 
growth for each major system in order t o  establish procurement 
priorities. 

Budgetary Impact. The  PPSSCC es t imates  annual savings of 
$18.3 billion for  t h e  f i rs t  th ree  years  a f t e r  implementation of these  pro- 
posals. These savings assume procurement cost reductions of 2 percent  to 
10 percent  without addressing which programs would b e  involved. Although 
it is not  entirely clear,  many of t h e  proposals appear  to duplicate each  o ther  
or overlap ( that  is, DoD-wide savings estimates include Army and Navy 
estimates). Thus, commission es t imates  may be overstated even if one 
accepts  commission assumptions. 

If t h e  PPSSCC is proposing only to avoid future  decisions to s t re tch  
o u t  weapons programs, then t h e  PPSSCC proposal only avoids potential  
future  cost growth t h a t  is not  in t h e  cur ren t  CBO baseline and, therefore,  
CBO cannot predict  savings resulting from these proposals. Over  t h e  long 
te rm,  if these proposals were applied to new systems now in development, 
DoD might avoid cost growth above t h e  cdrrent  baseline. In addition, DoD's 
current  budget plans already project cost avoidance in fiscal year  1984 of 
$625 million from application of economic production ra tes  to 19 systems, 
and $1.62 billion from cancellation of 125 marginal or obsolete programs. 
This is a result of DoD's ongoing a t t e m p t  to improve t h e  acquisition process. 

If the cur ren t  production plans of t he  administration were adjusted to 
t h e  economic production level for  all systems, there would be  a very 
substantial  increase in production levels for  at least t h r e e  years, yielding 
higher annual costs for fiscal years  1985-1987. Moreover, it  is not always 
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pract ical  to produce al l  weapons systems at t h e  most economical production 
r a t e  because of t h e  l imited size of t h e  defense budget. In addition, 
extending production schedules helps to maintain a production base for  
wart ime mobilization. Moreover, trade-offs must be made concerning t h e  
efficient production of systems cr i t ical  to current  defense needs and limited 
production of others  with significant potential  in fu ture  years. The value of 
economic production levels for  each weapons system is that  they  allow 
decisionmakers in t h e  Congress and DoD to be aware  of what  t h e  economic 
impacts  a r e  when they increase or  decrease program funding. 

Establishing a new management reserve fund for weapons systems 
would also increase projected total program costs, and could be a disincen- 
t ive  for  eff ic ient  management of procurement programs. As described by 
t h e  commission, this  reserve could increase t o t a l  weapons system costs by 5 
to 10 percent.  

Program Impact. CBO and GAO believe t h a t  implementation of t h e  
proposals might lead to more efficient production rates and lower total 
costs for  major weapons systems over t h e  longer term. DoD has already 
implemented a program to promote economic production rates, however. 
While its approach is different  f rom t h e  commission's, the e f f e c t s  of the 
current  program would reduce t h e  savings from adding another program with 
t h e  s a m e  goal. 

Implementation. Five of t h e  eight recommendations outlined above 
could be implemented by DoD action alone. The management reserve fund, 
reprogramming, and t h e  two-year budget would require approval by t h e  
Off ice  of Management and Budget and t h e  Congress. The DoD Acquisition 
Improvement Program includes "Economic Production Rates," which is 
similar to t h e  proposal on affordability and is already par t  of t h e  budget. 

Additional Comments. A multiyear funding cycle  might well be a 
component of a redesigned financial management system for  programs in 
which stabil i ty and predictability a r e  particularly important. While GAO 
supports e f for t s  to improve planning and budgeting for major weapons 
systems, it  believes the  problems go well beyond t h e  question of biennial 
budgeting. Changes a r e  needed in t h e  en t i re  financial management system 
of t h e  federal  government to bring t h e  workload associated with t h e  annual 
process within manageable proportions. These improvements would reduce 
t h e  need to shif t  to a biennial budget across  t h e  board. GAO believes t h e  
results would be disappointing if biennial budgeting were adopted without 
t h e  needed improvements. 
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GAO does not  believe t h a t  DoD should establish a new baseline 
es t imate  in t h e  SARs in the  event  t h a t  a system undergoes major changes. 
Updating the  baseline es t imate  would eliminate the  development e s t i m a t e  
t h a t  originally supported t h e  production decision and also eliminate the  cost 
t rack between the  SAR's development and current  estimates.  GAO stresses 
t h a t  DoD should maintain a c lear  cost t rack when weapons systems undergo 
major reconfigurations and is concerned about  t h e  trend toward making 
updated baseline line es t imates  t h e  same as budget numbers. GAO 
recommends t h a t  DoD (1) provide a detailed baseline cost e s t i m a t e  based on 
actual  cost experience and t ied to a clearly defined work breakdown 
structure  to support t h e  production decision; (2) fully document a l l  esti- 
m a t e s  and maintain documentation in a clear,  t raceable  form; and (3) use 
t h e  detailed baseline e s t i m a t e  t o  formulate succeeding budget projections. 
Thus, t h e  original development es t imate  t h a t  supported t h e  production 
decision can b e  used thereaf te r  as a basis for  identifying and analyzing a r e a s  
of cost growth. 

tee on Governmental Affairs (March 23, -1983). GAO, Acquisition of Major 
Weapon Systems (B-163058, March 18, 1971). GAO, Acquisition of Major 
Weapon Systems (B-163058, July 17, 1972). GAO, Cost Growth in Major 
Weapon Systems, (5-163058, March 26, 1973). GAO, Budget Pressures 
Crea ted  by the  Army's Plans to Procure New Major Weapons Systems Are 
Jus t  Beginning (MASAD-82-5, October 20, 1981). GAO l e t t e r  report, 
Biennial Budgeting, The State Examples--Summary of t h e  Major Issues 
(PAD-83-14, December 23, 1982). GAO, Biennial testimony of Charles A. 
Bowsher, before the  Senate  Commit tee  on Governmental Affairs (May 5, 
1983). GAO, Comments on H.R. 750 (17CCPAD83). GAO, Theory and 
Prac t ice  of Cost  Estimating for Major Acquisitions (B-163058, July 24, 
1972). GAO, Issues Concerning Air Force  KC-1OA Advanced TankerlCargo 
Aircraf t  (PSAD-79-8, January 5 ,  1979). GAO, Implications of Highly 
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Sophisticated Weapon Systems on Military Capabilities (PSAD-80-6 1, June  
30, 1980). GAO, Integrated Approach to U.S. Air Defense of Central  
Europe Should Result in More Effect ive Mission (C-MASAD-81-18). GAO, 
Defense Spending and I t s  Relationship to t h e  Federal  Budget (PLRD-83-80, 
June  9, 1983, Revised). GAO, SARs - Defense Department  Reports That  
Should Provide More Information to t h e  Congress (PSAD-80-37, May 9, 
1980). GAO, Consistent and Uniform Trea tment  of Inflation Needed in 
Program Cost Est imates  Provided to t h e  Congress (PSAD-78-8, March 20, 
1978). CAO, How to Improve t h e  Selected Acquisition Reporting System 
(PSAD-75-63, March 27, 1975). GAO, A Range of Cost Measuring Risk and 
Uncertainty in Major Programs--An Aid to Decisionmaking (PSAD-78-12, 
February 2, 1978). 
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INCREASE USE 

Savings from 
CBO Baseline 

OF COMMON PARTS AND STANDARDS (OSD-20) 

Annual Savings Cumulative 
(millions of dolrars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays with available information. 

The budgetary impact  of t h e  PPSSCC 
recommendations cannot  be est imated 

PPSSCC Proposal. The  commission proposes t h a t  DoD increase its use 
of common par t s  and equipment to reduce t h e  costs of major weapons 
systems. In addition, t h e  PPSSCC recommends grea te r  use of par t s  and 
equipment designed to m e e t  commerical  standards, ra ther  than solely 
military standards and specifications (MILSPECS). Ten specific recom- 
mendations a r e  made to change procurement procedures and t o  provide 
funds for  developing MILSPECS in conjunction with mili tary construction. 

Budgetary Impact. CBO cannot  es t imate  t h e  savings from this  
proposal because it is not possible to predict  t h e  e x t e n t  to which t h e  
PPSSCC proposals will fur ther  t h e  use of common par t s  and standards. The  
budgetary impact  of some of these proposals is, however, already partially 
reflected in DoD's budget and in the  CBO baseline. The use of common 
par t s  and commercial  standards, when feasible, is an  established par t  of 
DoD policy. In fact, t h e  53rd annual DoD report  to t h e  Congress (entitled 
Defense Standardization and Specification Program) claims $25.1 million in 
savings from such a program for 1982. The DoD has not  y e t  identified t h e  
savings from these actions assumed in its 1983 and 1984 appropriations. 

T h e  commission's es t imated  savings of $7.3 billion over th ree  years  
assumes a 4.8 percent  across-the-board reduction in a l l  weapon systems 
costs, offset by annual implementation costs of approximately $100 million. 
Neither t h e  PPSSCC report  nor t h e  PPSSCC staff  has provided d a t a  with 
which to assess t h e  validity of t h e  PPSSCC assertion t h a t  t h e  4.8 percent  
reduction is possible. Further,  d a t a  f rom other  sources a r e  also inadequate 
for  such a n  assessment. 

Program Impact. Decreased use of MILSPECS might encourage more 
firms to bid on defense cont rac ts  because, among other  things, less 
specialized tooling would b e  required to produce defense materials. This 
would widen t h e  defense industrial base and might increase competit ion 
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among contractors. DoD believes, however, t ha t  fur ther  use of commercial  
par ts  and standards might decrease military readiness. In DoD's view, 
MILSPECS promote standardized quality for par ts  and components, encour- 
age emerging technologies, and ensure tha t  each new weapon will meet  t h e  
perceived threa t  for which it was designed. 

Implementation. The PPSSCC proposals could be implemented by t h e  
Secretary of Defense within existing authority. A program addressing t h e  
same issue was included in the  DoD's Acquisition Improvement Program 
(AIP) of 198 I (the so-called Carlucci Initiatives). This program emphasizes 
the  role of the  services in identifying candidate programs for common parts  
and standard operational systems early in t h e  acquisition process. But DoD 
admits t ha t  t he  standardization process is moving slowly and tha t  additional 
funding is needed to develop candidates and strategies for common parts  and 
standards. These could be added to the  AIP through action by t h e  Secretary 
of Defense. 

A 1970 report  by the  House Commit tee  on Government Operations 
(H.R. Rep. 91-1718) suggested tha t  incentives be  developed to encourage 
contractors to  use standard commercial items. GAO, in March 1979, 
reported tha t  DoD's parts control programs were mandated for use on all 
major weapons systems acquisition programs. However, application of t h e  
program was left out of many design and development contracts or tailored 
to the  point t ha t  few standardization benefits  were derived. 

Additional Comments. GAO has recommended tha t  DoD explore 
various incentive programs tha t  could lead to greater par t s  standardization 
in government weapons systems and related equipment. As GAO has 
reported previously, DoD has ye t  to t ap  t h e  full potential for common or 
standardized components and subsystems. DoD agrees  tha t  more should be  
done, and i t  has  a t tempted to increase commonality of components. For 
example, t h e  Rand Corporation found tha t  commonality existed in varying 
degrees in several variants of the  cruise missile--15 percent in airframes, 75 
percent in guidance components, 85 percent in engines, and 100 percent in 
radar altimeters. Notwithstanding these successes, DoD could do much 
more. I ts  implementation of another PPSSCC recommendation--to provide 
seed money to init iate joint-service development of military hardware-- 
could greatly enhance commonality of components and subsystems. 

GAO has not recommended tha t  DoD provide seed money for  joint- 
service hardware and software development. I t  has, however, recommended 
tha t  t he  Secretary of Defense stress the  need for program managers and 
contractors to give more consideration to standardization during t h e  early 
design and development stages of weapons systems. GAO supports t h e  
PPSSCC recommendation and feels  it complements past  GAO work. 

62 



References. PPSSCC, Task Force on the  Office of t he  Secretary of 
Defense, pp. 171-77. DoD, Office of the  Deputy Secretary of Defense, 
Memoranda on Improving the  Acquisition Process, April 30, 1981, and June 
8, 1983. GAO, Joint MGor System Acquisition by t h e  Military Services: An 
Elusive Strategy (NSIAD-84-22, December 23, 1983). CAO, increased 
Standardization Would Reduce Costs of Ground Support Equipment for 
Military Aircraft  (LCD-80-30, February 7, 1980). GAO, Fragmented Man- 
agement Delays Centralized Federal  Cataloging and Standardization of 5 
Million Supply Items (LCD-79-403, March 15, 1979). GAO, Management of 
t he  Development and Procurement of Airborne Electronics Equipment 
(Avionics) by the  DOD (PSAD-78-105. B-1630a58, May 12, 1978). GAO, How 
t h e  I tem Reduction Program of the  General Services Administration Could 
Be More Effective (LCD-76-459, July 11, 1977). 
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INCREASE DUAL-SOURCING OF WEAPONS PROGRAMS 
(NAVY-3, USAF-20) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for a budgetary impact estimate.  

PPSSCC Proposals. The commission makes a number of recommenda- 
tions designed to encourage the  use of dual-sourcing to procure weapons 
systems. Dual-sourcing is a procurement strategy whereby production is 
divided among two or more producers to c rea t e  competition and thereby 
reduce total costs. Usually this division is a function of contractor prices. 
The incentive for price competition may also be created by awarding a 
higher percentage of profit to the low-price supplier. Dual-sourcing can be 
truly cost-effective, however, only when the product price reduction ex- 
ceeds the  total of all federal recurring and nonrecurring costs for establish- 
ing and maintaining the  additional sources. 

Specific commission recommendations are: develop a formal method- 
ology for evaluating and identifying dual-source candidates; evaluate all 
current and future  procurement programs for their suitability to dual- 
sourcing; and, when dual-sourcing is cost effective,  provide "up front" 
funding and revise appropriate regulations to permit and encourage dual- 
sourcing routinely. The commission, however, does not recommend any 
specific weapons systems or other programs for dual-sourcing. 

Budgetary Impact. For certain types of procurement, dual-sourcing 
might reduce total procurement costs. DoD currently employs dual- 
sourcing on some programs, but there  is insufficient da ta  on actual results 
to enable a properly informed conclusion on savings potential. While dual- 
sourcing of major weapons systems might potentially save money, its cost  
effectiveness is particularly questionable if production quantities and rates 
of production a r e  small, or t he  weapons program is highly complex, or t h e  
production program has only a short t ime for completion. The thrust  of t he  
commission's recommendations is to require DoD to identify more dual- 
sourcing candidates in a systematic way. The commission, however, does 
not identify any specific systems for dual-sourcing. Because the  outcome of 
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these  e f f o r t s  to encourage fur ther  dual-sourcing cannot  b e  predicted, it is 
not  possible to estimate t h e  budgetary impact  of t h e  PPSSCC proposals. 

In any event,  if t h e r e  were a n  increase in dual-sourcing in 1985 above 
the level already planned by DoD, then 1985 budget authority and 1985 and 
1986 outlays would increase. Added first-year costs for dual-sourcing 
include a second set of manufacturing tooling, qualification of t h e  second 
source, and start-up of t h e  production line. On occasion, new plant 
facil i t ies and equipment a r e  also needed. Savings, if any, would appear  
a f t e r  1985. Presumably dual-sourcing would only be applied if total program 
costs would be substantially reduced, but  t h e  development of clear,  official, 
uniform DoD guidance and analytical  methodology for  price-competitive 
dual-sourcing is essential  to t h e  realization of a n e t  program cost reduction. 

The PPSSCC found insufficient data on t h e  ac tua l  results of past  dual- 
source procurement to permit  a historical analysis of dual-source savings. 
The commission also found t h a t  contracting exper t s  disagree on t h e  amount 
of savings and t h e  c r i te r ia  to b e  used to measure t h e  savings afforded by 
dual sourcing. Consequently, t h e  PPSSCC's three-year savings e s t i m a t e  of 
$3.4 billion is based on applying general  percentages to t h e  planned Air 
Force  and Navy budgets. These percentages a r e  based on assumptions t h a t  
savings would result, but  t h e  PPSSCC report  provides no justification for t h e  
amount. 

Program Impact. Although dual-sourcing might save money over t h e  
total production period, it would require additional funding in t h e  near term. 
In addition, reduced annual levels of production for  each of t w o  producers 
might drive up unit production costs compared to t h e  costs of a single 
producer with a higher production level. There also might b e  a n  increase in 
DoD managerial and administrative overhead and other  costs required to 
qualify, oversee, and maintain t h e  second-source producers. Dividing 
production among two producers when one now suffices might result in 
layoffs at t h e  plant of t h e  current  sole producer. 

Implementation. DoD could implement t h e  commission's recommenda- 
tions for developing a formal methodology f o r  evaluating dual-source 
candidates and performing such a n  evaluation. Authorization for dual- 
sourcing solely or primarily as a production cost reduction s t ra tegy is 
unclear, however. Full implementation of t h e  commission's recommenda- 
tions apparently presumes t h a t  t h e  Armed Services Procurement  A c t  (ASPA) 
would b e  amended to authorize t h e  negotiation of cont rac ts  solely or  
primarily for t he  purpose of price competit ion and cost reduction. 

65 



Legislation introduced in  recent  Congressional sessions to implement 
dual-sourcing. The Senate  passed bill S .  338 in t h e  f i rs t  session of t h e  98th 
Congress. This bill amended federal  procurement s t a t u t e s  to enable both 
defense and civil agencies to employ dual-sourcing in t h e  procurement of 
property and services, if the head of a n  agency determines tha t  doing so 
would increase or maintain competition and would probably result  in reduced 
overall costs. House bill H.R. 2545, also introduced in t h e  f i r s t  session of 
t h e  98th Congress, contained essentially t h e  same provision as S .  338 to 
enable t h e  use of dual-sourcing for  cost reduction, but  applied only to DoD, 
t h e  Coast Guard, and NASA. S. 2695, introduced in t h e  second session of 
t h e  97th Congress, contained provisions requiring t h a t  each executive 
agency develop a detailed s ta tement  of its dual-sourcing policy and provide 
analytical methodology to guide the  use of dual-sourcing. The bill also 
required various annual competit ive and noncompetitive procurement re- 
ports including reports on t h e  dual-source procurements a n  agency makes or 
intends to make each year. None of this legislation was passed by t h e  en t i re  
Congress before adjournment. To t h e  knowledge of CBO and GAO, t h e  
commission's recommended action has not been contained in other intro- 
duced legislation. 

Additional Comments. GAO's ongoing work shows that dual-sourcing's 
cost reduction effectiveness needs to be be t te r  demonstrated before statu- 
tory amendment. 

References. PPSSCC, Task Force Report  on t h e  Department  of t h e  
Navy, pp. 77-83. PPSSCC, Task Force Report  on t h e  Department of t h e  Air 
Force , pp. 78-187. GAO, Transmittal  L e t t e r  and Statement  of Fact on t h e  
USAF's IR Maverick Program from t h e  Director, GAO Insti tute for  Program 
Evaluation, to Senator David Pryor (May 4, 1983). GAO, Analysis of HARM 
Procurement Strategies (NSIAD-83-59, September 12, 1983). GAO, unnum- 
bered NSIAD-Navy draf t  report  on dual-sourcing (Code 942 132, October 
1983). 
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IMPROVE ARMY WEAPONS SYSTEMS ACQUISITION (ARMY-10) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for  a budgetary impact  es t imate .  

PPSSCC Proposals. The commission makes seven recommendations to 
improve t h e  Army's management of t h e  acquisition of major weapons 
systems. The proposals a r e  summarized as follows: 

o Acquisition Strategy. The Army should adopt Draf t  Regulation AR 
70-1, "Army Systems Acquisition Policy." AR 70-1 is designed to 
emphasize near- term planning within t h e  context  of t h e  en t i re  
acquisition cycle  including early development of a n  acquisition 
s t ra tegy and minimization of documentation requirements. 

o Selected Acquisition Report  (SARI. The Army should revise SAR 
reporting to preclude unrealistic baseline, o r  initial, estimates.  SAR 
cost variance categories  should also b e  revised to re f lec t  t h e  causes  
of cost changes and to different ia te  between cost changes resulting 
from decisions internal o r  external  to t h e  Army and DoD. 

o Program Manager. The Army should recruit  program managers and 
their  staffs from Army ranks, Army laboratories, o ther  services, and 
industry as ear ly  as possible in t h e  acquisition cycle. 

o Army Material and Readiness Command (DARCOM). DARCOM and 
t h e  design contractors  should al locate  5 to 10 percent  of t h e  
positions on a design t e a m  to persons specializing in t h e  start-up of 
new systems. DARCOM should also include t h e  difficulty of 
producing proposed designs in measuring of a program manager's 
performance and should separa te  t h e  procurement and production 
functions into separate  directorates.  

Budgetary Impact. While CBO and GAO believe t h a t  improving t h e  
Army procurement management process could lead to some savings in t h e  
future,  these  proposals a r e  too general  t o  e s t i m a t e  savings. Procedural 
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changes, such as those outlined here, do not  have entirely predictable 
effects.  Furthermore,  CBO and GAO were unable to weigh t h e  benefits  of 
separating procurement and production within t h e  Army. This would call for  
a major reorganization, with much a t tendant  disruption, but  t h e  commission 
has  not  provided t h e  necessary I evidence t h a t  t h e  benefi ts  would outweigh 
t h e  problems caused. 

T h e  commission es t imates  t h e  savings to b e  $2.6 billion over  t h r e e  
years, a f t e r  full implementation of t h e  proposals. This savings e s t i m a t e  is 
based on t h e  assumption t h a t  t h e r e  will b e  substantial  fu ture  cost growth for  
major weapons systems. This projection ref lects  cost growth above t h a t  in 
t h e  CBO baseline and t h e  DoD budget. Thus, even if t h e  commission's 
es t imates  a r e  correct ,  t h e r e  would b e  no savings compared to t h e  baseline. 

I 

The level of cost growth is based on historical d a t a  and assumes DoD 
has taken no action to reduce t h e  r a t e  of unanticipated cost growth. Recent  
CBO analysis has  shown t h a t  DoD has substantially reduced t h e  rate of t h e  
unanticipated cos t  growth for weapons included in last year's Selected 
Acquisition Reports  compared to t h e  previous f ive years. 

I t  is most signficant t h a t  72 percent  of t h e  savings projected by t h e  
commission a r e  actually achieved by a reduction in t h e  scope of programs-- 
buying less than planned--not by efficiencies. T h e  PPSSCC did not  identify 
which Army weapons systems it proposes to eliminate. 

Program Impact. The commission's proposals might have some e f f e c t  
on t h e  efficiency of weapons systems production. The proposed reduction of 
$1.6 billion in Army procurement programs could have an unfavorable 
impact  on Army modernization and readiness, however. The production 
level changes could raise unit  costs. 

Implementation. The  Army could adopt these  recommendations under 
its own authority. DoD's Acquisition Improvement Plan (AIP) already 
includes several  proposals similar to those outlined above. According to a 
memorandum from t h e  Deputy Secretary of Defense dated June  8, 1983, 
proposals concerning program manager performance and monitoring of c o s t  
growth e i ther  have been, o r  are ,  in t h e  process of being implemented. In 
addition, t h e  recommendation dealing with AR 70-1 has  already been 
implemented by t h e  Army. The  suggestion t h a t  DARCOM should separa te  
Army procurement and production functions in to  separa te  directories is not  
under consideration by DoD. The  SARs already include t h e  recommended 
changes in cost categories. Eliminating t h e  baseline es t imates  in t h e  SAR 
could l imit  t h e  Congress' ability to oversee cost growth. 
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References. PPSSCC, Task Force  Report  on the  Department  of t h e  
Army, pp. 75-87. DoD, Off ice  of t h e  Deputy Secretary,  "Guidance on t h e  
Acquisition Improvement Program," memorandum (June 8, 1983). CBO, A 
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IMPROVE PROCUREMENT PROCESS MANAGEMENT 
(PROC-6,7 9 8,9) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for a budgetary impact estimate.  

PPSSCC Proposals. To improve major weapon systems procurement, 
the commission makes a series of recommendations for planning, contract-  
ing, cost estimating, and managing DoD's procurement process: 

o Develop comprehensive and detailed acquisition plans. 

o Select contractors based on the lowest total cost and strengthen 
monitoring of subcontractors' estimates. 

o Strengthen procurement costs and scheduling by producing "most 
likely" estimates and improving reporting to provide early indica- 
tions of cost growth and other problems. 

o Enhance program manager performance by increasing their auth- 
ority, strengthening their support, and upgrading the  quality of 
personnel assigned to Program Management Off ices. 

Budgetary Impact. Savings could possibly result from procurement 
management improvements, but  CBO cannot es t imate  savings for these 
proposals because the  degree of management cooperation cannot be pre- 
dicted and the success of such changes cannot be estimated. Moreover, 
similar proposals have already been implemented by the  Office of the  
Secretary of Defense and these savings a r e  reflected in the CBO baseline. 

The PPSSCC savings est imate  of $7.8 billion was based on the  assump- 
tion tha t  these actions would reduce costs for all  major procurement 
programs by approximately 7 percent. No basis was provided for these 
assumptions. These savings a r e  phased in over a three-year period. 
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Program Impact. Program impact is difficult to assess because of t h e  
uncertainty surrounding the success of these initiatives and because some of 
t he  proposals a r e  already being used. 

Implementation. DoD is already using all but two of these proposals. 
The "Budget to 'Most Likely' Cost" and "Improved Source Selection Process" 
improvements a r e  now being implemented, but further action is required on 
all levels, according to  a June 8, 1983, memorandum by t h e  Deputy 
Secretary of Defense. Similar recommendations addressing the  same set of 
issues are already being implemented through procedural changes within the  
Office of the  Secretary of Defense and the  services through the  Department 
of Defense Acquisition Improvement Program (AIP). 

Additional Comments. GAO agrees  with the  commission tha t  im- 
provements a r e  needed in DoD's weapons acquisition planning process. 
Although DoD has the  authority t o  improve this, GAO found tha t  t he  Office 
of t h e  Secretary of Defense has not ye t  published cr i ter ia  for development 
of system acquisition strategies. GAO believes the  Secretary of Defense 
should define its acquisition strategy and emphasize i t s  purpose so tha t  t he  
most effect ive management principles can be applied to the  procurement of 
major weapons systems. In addition, GAO believes tha t  a be t te r  definition 
of DoD missions and the  services' roles is needed to ensure tha t  weapons 
procurement serve DoD's highest priority needs. 

The issue of effective program management is a vital one and the  
related recommendations have much merit. GAO has performed consider- 
able  work in the  broad area  of the  effectiveness of t h e  weapons system 
acquisition process in t h e  1970s. I t  agrees  with the  PPSSCC recommenda- 
tions to strengthen the  authority of program managers and increase their  
abilities to use technically trained staff  both in-house or outside DoD to 
strengthen their  analyses and program management capabilities. 

References. PPSSCC, Task Force on Procurement pp. 36-69. GAO, 
Observations on Office of Management and Budget Circular A-l09--Major 
System Acquisitions by the  Department of Defense (PSAD-79-9, February 
20, 1979). GAO, Bet ter  Planning and Management of Threat  Simulators and 
Aerial Targets Is Crucial to Effective Weapon Systems Performance 
(NSIAD-83-27, June 23, 1983), GAO, Weapon Systems Overview: A 
Summary of Recent  GAO Reports, Observations and Recommendations on 
Major Weapon Systems (NSIAD-83-7, September 30, 1983). GAO Joint  
Major System Acquisition by the  Military Services: An Elusive Strategy 
(NSIAD-84-22, December 23, 1983). GAO, Recommendations to Improve 
Defense Reporting on Weapon Systems (MASAD-81-7, March 2, 1981). GAO, 
"SARs"--Defense Department Reports That  Should Provide More Informa- 

References. PPSSCC, Task Force on Procurement pp. 36-69. GAO, 
Observations on Office of Management ~ and Budget Circular A-l09--Major - 

System Acquisitions by the  Department of Defense (PSAD-79-9, February 
20, 1979). GAO, Bet ter  Planning and Management of Threat  Simulators and 
Aerial Targets Is Crucial to Effective Weapon Systems Performance 
(NSIAD-83-27, June 23, 1983), GAO, Weapon Systems Overview: A 
Summary of Recent  GAO Reports, Observations and Recommendations on 

7, September 30, 1983). GAO Joint  
Major System Acquisition by the  Military Services: An Elusive Strategy 
(NSIAD-84-22, December 23, 1983). GAO, Recommendations to Improve 
Defense Reporting on Weapon Systems (MASAD-81-7, March 2, 1981). GAO, 
"SARs"--Defense Department Reports That  Should Provide More Informa- 
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tion to t h e  Congress (PSAD-80-37, May 9, 1980). GAO, Impediments to 
Reducing t h e  Costs of Weapon Systems (PSAD-80-6, November 8, 1979), 
GAO. Review of t h e  Department of Defense's Implementation of Procure- 
ment  Reforms (PSAD-79-106, September 25, 1979). GAO, Consistent and 
Uniform Treatment  of Inflation Needed in Program Cost Est imates  Provided 
to t h e  Congress (PSAD-78-8, March 20, 1978). 
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ESTABLISH A PROCUREMENT AUDIT SERVICE FOR WEAPONS 
ACQUISITION (OSD-37) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 

1989 Savings CBO Easeline 1985 1986 1987 1988 

Budget Authority 

Outlays with available information. 

The budgetary impact of the  PPSSCC 
recommendations cannot be estimated 

PPSSCC Proposals. The commission recommends tha t  DoD establish a 
procurement audit  service (PAS) to perform internal reviews of DoD 
acquisition practices. The PAS, which would report  to the  DoD Inspector 
General (IG), would examine internal control procedures for procurement, 
research, development, testing, and evaluation. The PAS would also review 
the quality, accuracy, and scope of the  work performed by the  Defense 
Contract  Audit Agency (DCAA). DCAA audits ent i t ies  outside DoD-- 
contractors and vendors of goods and services for government use or  
consumption--rather than internal DoD practices. 

Budgetary Impact. CBO and GAO agree tha t  increased audit a t tent ion 
could lead to acquisition improvements and savings to the  government. 
There is, however, no valid method t o  es t imate  or  identify what impact this 
increased e f for t  would have on costs now or in t h e  future. 

The commission's savings est imate  is based on an  assumption tha t  
increasing audits of procurement activit ies would yield annual cost avoid- 
ances  and efficiency improvements of $500 million o r  more each year for 
savings of $1.6 billion in the  first  th ree  years a f t e r  implementation. 

Program Impact. None 

Implementation. No further action is needed because the  Congress 
and t h e  DoD have already taken action to improve substantially t h e  quality 
and quantity of procurement audits. The Congress recognized the  need for 
increased procurement audit  emphasis within DoD in the  1983 Department 
of Defense Authorization Ac t  (P.L. 97-252). Specifically, t h e  act estab- 
lished t h e  DoD Inspector General, and transferred t h e  Defense Audit Service 
(DAS) and the  Defense Logistics Agency's Office of t he  Inspector General to 
the  new DoD IG. The act also transferred t h e  Defense Investigative Service 
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t o  the  IG's office, and authorized the  transfer of 100 additional audit 
positions from other DoD sections to the  IG to audit procurement activities. 
As of January 1, 1984, the  IG had a total of 161 authorized audit positions t o  
review major acquisition programs, contract  audit programs, and acquisition 
support programs. 

References. PPSSCC, Task Force Report on the  Office of t he  Secre- 
tary of Defense, pp. 316-21. GAO, Department of Defense Progress in 
Resolving Contract Audits (AFMD-84-4, October 27, 1983). GAO, More 
Effective Use of Audit Reports Needed t o  Reduce Contract  Costs (NSIAD- 
83-54, October 1 I, 1983). GAO, Budget Implementation of Savings Reported 
in the  Third Summary Report Issued by the  President's Council on Integrity 
and Efficiency (AFMD-83-14, October 18, 1982). GAO, Who Is Watching the  
Defense Dollars? (AFMD-82-26, February 5 ,  1982). GAO, The Effectiveness 
of the  Defense Contract Agency Can Be Improved (FGMSD-79-25, May 10, 
1979). 
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MODERNIZE CONTRACTORS' FACILITIES AND ENHANCE 
PRODUCTIVITY (NAVY-4) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposal. The commission recommends four actions by t h e  
Secretary of the  Navy to modernize contractors '  facil i t ies and thus enhance 
productivity. First ,  t h e  commission proposes t h a t  t h e  secre ta ry  should 
strongly endorse and support DoD's Industrial Modernization Incentives 
Program (IMIP), which is intended to encourage contractors  to invest in 
productivity-enhancing capi ta l  improvements. The IMIP funds on-site 
analyses of factory improvements and supplements contractor  investment to 
implement worthwhile programs. Second, t h e  commission recommends t h a t  
t h e  secretary establish an  IMIP support t e a m  to provide training and other  
assistance to contracting off icers  and program managers to encourage IMIP 
implementation. Third, it is suggested t h a t  t h e  secre ta ry  support interpre- 
ta t ions of t h e  cost accounting standards (CAS) to encourage new investment 
by permitt ing accelerated depreciation of new capi ta l  assets by defense 
contractors.  Finally, t h e  commission encourages the  secretary to support  
t h e  DoD Manufacturing Technology Program (MTP) and to consider increas- 
ing its funding. MTP is intended to reduce contractor  risk associated with 
t h e  introduction of new manufacturing technologies by providing up-front 
funding for innovations and for  practical  projects t h a t  can  be applied to t h e  
defense production process. 

Budgetary Impact. CBO cannot es t imate  t h a t  savings would accrue  
from t h e  commission's proposals. The commission does not  identify any 
Navy programs t h a t  would benefit  f rom IMIP o r  MTP, nor does it identify 
what would be purchased with additional funds. The commission recom- 
mends only t h a t  t h e  secretary support proposals to encourage contractors  to 
invest  in productivity-enhancing capi ta l  improvements. Since t h e  secretary 
cannot  independently change cost accounting standards, MTP funding, or 
accelerated depreciation tax rules, implementation of these recommenda- 
tions would have no d i rec t  impact  on budget authority and outlays. 
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An investment in productivity-enhancing capital improvements 
requires an initial outlay t o  generate any long-term savings. This is 
reflected in DoD budget da ta  for IMIP, MTP, and other productivity- 
enhancement programs currently in the  baseline. In fiscal year 1984, t h e  
Air Force received $83 million in IMIP funds and the  Army received 
$2 million. The Navy did not request these funds according t o  DoD. DoD 
budget da t a  for fiscal year 1981 through fiscal year 1984 ref lect  savings of 
$1.8 million and project total  savings through fiscal year 1988 of 
$144.7 million from productivity-enhancement programs. 

In fiscal year 1984, t he  overall DoD appropriation for  MTP was $201 
million. The PPSSCC est imates  tha t  savings of $1.5 billion can be achieved 
in the  first  th ree  years, based on a five-to-one return on funds invested in 
the  MTP program. The commission does not identify any savings accruing 
from proposed changes in depreciation of contractor assets. 

Program Impact. Increased use of the  IMIP and MTP programs might 
encourage more firms to bid on DoD contracts,  which could broaden the  
defense industrial base. If these proposals were implemented, accelerated 
depreciation of capital assets for defense contractors would initially reduce 
tax  revenues and raise the  costs of weapons systems. In la ter  years, defense 
contractor productivity improvements and lower depreciation could reduce 
procurement costs. Also, lower depreciation charges in later years could 
increase t ax  revenues and reduce the  costs of weapons systems, assuming 
tha t  contractors would retain such equipment a f t e r  full depreciation. 

Implementation. The Secretary of t he  Navy could request additional 
IMIP/MTP funds under existing authority. Changing accelerated deprecia- 
tion for defense contractors would require Congressional action. 

Additional Comments. GAO supports the  intent of the  PPSSCC 
recommendations--to enhance defense contractors'  productivity and lower 
weapons systems acquisition costs. Such a goal is desirable for all of DoD-- 
not just t h e  Navy. GAO believes, however, t ha t  Navy endorsement of the 
IMIP would be premature because it is sti l l  being tested. The results of the  
IMIP should be thoroughly assessed before a final policy is issued or changes 
are made to the  Defense Acquisition Regulation (DAR). The assessment 
should also be performed before IMIP support teams are established t o  pro- 
vide training and other assistance to contracting officers and program 
managers to encourage IMIP implementation. 

GAO cannot agree with the  commission recommendation tha t  calls  for  
the  Secretary of the  Navy to support interpretations of t he  Cost Accounting 
Standards to encourage new investment by permitting accelerated deprecia- 
tion of new capital assets by defense contractors. The recommendation 
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does not reflect  adequately recent  Office of t he  Secretary of Defense (OSD) 
guidance on CAS409 Depreciation of Tangible Capital Assets. The current 
OSD position on CAS409 acknowledges tha t  there  is a provision of CAS409 
tha t  provides for shorter asset lives than would otherwise be determined by 
application of the  standard. The OSD guidance emphasizes tha t  t he  use of 
this special provision should only be used when appropriate cr i ter ia  in the  
standard have been met. 

GAO's current and past  work on the DoD Manufacturing Technology 
Program has not identified the  reductions in weapon system production costs  
noted by the  PPSSCC. In fact ,  GAO has found tha t  it is very difficult to 
substantiate savings attr ibutable to tha t  program, although the  program has 
many supporters who believe benef its--albeit poorly documented and diffi- 
cult  t o  verify--are being realized. 

References. PPSSCC, Task Force Report on the  Department of t h e  
Navy, pp. 84-94. DoD, Office of t he  Secretary of Defense, Economies and 
Efficiencies, Fiscal Year 1984 (March 1983), p. 002. GAO, Interim Observa- 
tions on Review of DoD's Manufacturing Technology Program (AFMD-83- 
97). GAO, Interim Observations in Effectiveness of DoD's Manufacturing 
Technology Program (AFMD-83-105). 
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CONSOLIDATE OR CLOSE BASES AND/OR BASE ACTIVITIES 
(OSD-4,8,9) 

Annual S a v i n s  Cumulative 
Savings from 
CBO Baseline 

(millions of dolLrs) Five-Y ear 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not  sufficiently 
specific for a budgetary impact  estimate. 

PPSSCC Proposals. The commission recommends t h a t  DoD close 
unnecessary bases, consolidate activities providing support for bases all in 
the same area, and consolidate major equipment maintenance facilities. 
These proposals t a k e  three  specific forms: 

o First, t h e  President should appoint an independent commission to 
study base realignment or  have DoD designate a l l  bases as 
candidates for closure and begin appropriate studies. 

o Second, DoD should make participation in t h e  existing Defense 
Retai l  Interservice Support (DRIS) program mandatory to increase 
base support consolidations. Consolidations would b e  e f fec ted  by 
carrying o u t  recommendations over  t h e  next two years  and by 
enacting over t h e  next  f ive years  any fur ther  consolidations 
resulting from additional studies. 

o Third, DoD should establish a t imetable  for consolidating depot- 
level maintenance facil i t ies based on a to-be-established uniform 
cost accounting system for a l l  such DoD facilities. Without 
identifying specific candidates, t h e  PPSSCC proposal addresses 
the studies and planning necessary to identify bases and act ivi t ies  
t h a t  could b e  realigned o r  closed. The only significant change to 
current  pract ices  would b e  to have a n  independent commission, 
ra ther  than t h e  Off ice  of t h e  Secretary of Defense and t h e  
services, recommend base realignments o r  closures. 

Budgetary Impact. Base closure and realignment could yield substan- 
t ial  savings. But without a specific base realignment proposal and current  
studies of base requirements, it is impossible to e s t i m a t e  such savings. 
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Base closures save money when accompanied by job reductions, 
disbanding of military units, and reduced purchases of goods and services, 
such as uti l i t ies and equipment. If t h e  rea l  estate is sold, t h e  closure may 
result  in a one-time inflow of funds t h a t  would of fse t  o ther  expenditures. 
Because t h e  size and complexity of military bases vary greatly,  es t imates  of 
t h e  savings from proposed base closures a r e  impossible without specific 
details. For example, closing a base by co-locating t h e  units stationed there  
at another base could save money if efficiencies of scale  could be realized 
at t h e  new base. In contrast ,  closing a base by disbanding t h e  units 
stationed there  surely would save money--most likely considerably more 
than would co-location. In addition, base closures always result  in one-time 
expenditures for transportation of people and goods and o ther  expenses of 
t h e  closure. Such costs would of fse t  potential  savings and in some cases 
might b e  so large t h a t  a year or more could pass before t h e  defense budget 
would actually fall  as a result  of t h e  closure. 

The commission proposal on base closures provides no details  regarding 
its est imated three-year savings of $2.7 billion. The commission's e s t i m a t e  
is based on a n  unpublished Off ice  of Management and Budget study t h a t  was 
unavailable for CBO to review. Thus, while t h e  potential  savings from 
closing of DoD bases is theoretically large, t h e  amount  of potential  savings 
from t h e  PPSSCC proposal cannot  b e  calculated. Although there  have been 
earlier base realignment studies, these may be obsolete because of changing 
military requirements o r  because of changing local economic conditions. 
Similarly, there  is no basis for  es t imat ing savings from consolidation of 
depot level maintenance facilities. The  PPSSCC est imated three-year 
savings of $589 million, but  provided no consolidation plan. The PPSSCC 
relied on  GAO mater ia l  for  its savings es t imates  for  maintenance facilities. 
As noted below, t h e  GAO does not fee l  t h a t  its es t imates  a r e  firm enough to 
b e  considered of budget quality. 

A DRIS program to consolidate support  functions of bases in t h e  s a m e  
area is already underway. DoD savings es t imates  of nearly $30 million 
annually a r e  included in t h e  CBO baseline. In contrast ,  t h e  PPSSCC 
est imated three-year savings from DRIS activit ies at $993 million. 

Program Impact. I t  is impossible to assess accurately t h e  impact  of 
base realignment without analyzing changes to specific bases. However, 
closing a base or substantially reducing its staffing could pose significant 
benefits  and costs. Certainly, more e f f ic ien t  use of both manpower and 
equipment would occur as excess  capaci ty  was eliminated. But communities 
near bases would face higher unemployment and lower sales and income tax  
revenues, depending on t h e  degree to which t h e  local economy depended on 
t h e  base and t h e  size of t h e  realignment planned. 
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A fur ther  unknown is t h e  impact  on military preparedness. Carefully 
defined realignments could improve mili tary operations, bu t  a realignment 
based solely on budgetary considerations could reduce military effective- 
ness. For example, t h e  capaci ty  of many military facilities is scaled to 
m e e t  wart ime surge requirements, not peacet ime demands. Thus, a base 
could be closed and have day-to-day functions shifted to civilian operators. 
While such an  action could produce significant budgetary savings, t h e  e f f e c t  
on military readiness could b e  substantial  and critical. 

Implementation. Implementing t h e  commission's proposals would re- 
quire executive branch initiatives. Either t h e  Secretary of Defense would 
have to identify all bases to be closed and develop a plan to consolidate 
their  activities, or t h e  President would have to appoint a commission to 
study and recommend bases for closure. 

The commission noted t h a t  base realignments and closures have been 
minimal since t h e  mid-l970s, as t h e  services became more reluctant  to 
agree  to changes and as t h e  Congress enac ted  legislation requiring its 
oversight of both base closures and realignment decisions. Such legislation 
includes 10 U.S.C. 2687, which requires advance notification and justifica- 
tion of such decisions to Congressional commit tees  in cer ta in  circum- 
stances. Preventing base closures or realignment decisions would require 
new leg isla tion, however 

Additional Comments. Of t h e  numerous military installations now 
being maintained in t h e  United States, GAO feels that undoubtedly some 
could be closed--or their  act ivi t ies  phased down--without affect ing military 
preparedness. The GAO sees no problems with t h e  PPSSCC's recommenda- 
tion t h a t  t h e  President appoint a commission to study such closings. GAO 
does not, however, agree with t h e  PPSSCC's al ternat ive approach whereby 
DoD would declare  a l l  bases candidates for  closure and would begin 
preparing environmental impact  s ta tements  as required by t h e  National 
Environmental Policy Act. GAO feels  this  suggestion appears  inconsistent 
with t h e  commission's recognition (elsewhere in t h e  report)  that: "Environ- 
mental  impact  s ta tements  can  b e  very expensive, o f ten  costing $100,000 to 
$1 million to perform and can  t a k e  months and sometimes years  to finalize.'' 

Since i t  is not reasonable to expec t  t h a t  all installations could be 
closed, a universal canvass of all bases could waste  both manpower and 
budgetary resources. 

GAO has  previously reported t h a t  reducing excess capaci ty  and 
duplication at DoD depots could lead to significant savings. Most recently 
GAO testif ied t h a t  at least $100 million could b e  saved annually in a i rc raf t  
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depot maintenance alone, if it were properly structured. However, GAO 
cannot es t imate  t h e  potential savings from a reduced need for specialized 
maintenance equipment or interest  savings resulting from consolidation. 

Although t h e  commission proposal lacks sufficient detail, GAO be- 
lieves the  savings es t imate  for base support reorganization is realistic. In 
testimony on June 22, 1982, before t h e  Subcommittee on Legislation and 
National Security, House Commit tee  on Government Operations, GAO 
recommended annual savings goals of $108-540 million in base support 
personnel costs would be  reasonable. This represents 1-5 percent of total 
military personnel costs. These a r e  the  major cost factors  in base operations 
support. 

t he  National Security and- Veterans Task Force, House Commit tee  on the  
Budget (March 10, 1981). S ta tement  of Werner Grosshans, before the  
Subcommittee on Legislation and National Security, House Commit tee  on 
Government Operations (June 22, 1982). 
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IMPROVE AUTOMATED INVENTORY MANAGEMENT 
(ADP-16, OSD-2, PROC-11) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not  sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposal. The commission proposes t h a t  DoD modernize its 
automatic  d a t a  processing (ADP) logistics system for inventory management 
and control. New ADP systems should b e  compatible across services and 
centralized through an  ADP logistics policy group. The s a m e  proposal 
appears in three  different  volumes of t h e  commission's reports. 

Budgetary Impact. CBO cannot e s t i m a t e  the investment costs and 
savings associated with t h e  ADP modernization proposal because t h e  com- 
mission does not provide specific details  of the  program. The commission 
es t imates  t h a t  this  proposal would save $13-14 billion over th ree  years. The 
savings allegedly would result f rom inventory reductions and other  manage- 
ment  improvements. PPSSCC staff have indicated, however, t h a t  this 
es t imate  is overstated by a t  least $6 billion because of double counting. The 
report  calls  for DoD to invest $1.4 billion over four years  in new inventory 
management systems to accomplish these savings. Neither t h e  reports nor 
t h e  staff of t h e  PPSSCC have identified what  goods or  services would be 
purchased for $1.4 billion. Because t h e  $1.4 billion could be invested in a 
wide range of inventory management systems, a wide range of possible cost 
effects could also result. Without t h e  details  of t h e  investment plan, it is 
impossible to make even an approximate cost estimate.  In fact, no da ta  
exist  with which to judge whether or  not  any savings at all would result  from 
t h e  investment proposed by t h e  commission. Moreover, any savings might 
occur more slowly than t h e  commission projects. I t  would take  at least four 
years  to design t h e  system, se lec t  and deliver t h e  hardware, and prepare t h e  
software. Thus, only a f t e r  four years  of added costs could any savings begin 
to accrue. 

Program Impact. This ADP program might require t h a t  DoD drop 
some programs from its budget in order to fund t h e  ADP modernization 
program. Alternatively, DoD could increase its overall  budget request to 
allow for more ADP investments. 
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Implementation. In order t o  modernize t h e  ADP logistics system and 
bring it up to private sector  standards, t h e  DoD would have to adopt t h e  
program to include it in t h e  budget. Congressional action would then be 
required to authorize and appropriate t h e  funds. Under Public Law 97-86, 
DoD's purchase of ADP equipment for routine administrative and business 
purposes, including logistics, a r e  not exempted from t h e  requirements of t h e  
Brooks Act  (40 U.S.C. 759). The Brooks Act  requires t h a t  a n  annual ADP 
acquisition report  be filed with t h e  Office of Management and Budget and 
the  Congress by any federal  agency purchasing computer equipment, unless 
it is to b e  used for intelligence and related purposes, o r  is an  integral par t  of 
a weapons system or  military or  intelligence mission. 

Additional Comments. GAO agrees  t h a t  modernizing ADP facilities 
would contribute to improvements in inventory management. As discussed 
in t h e  PPSSCC recommendations, however, par t  of t h e  problem of inventory 
management is t h e  high error  r a t e  in t h e  d a t a  used to manage t h e  inventory. 
GAO believes tha t  t h e  da ta  problems should be solved before DoD makes a 
major investment in modernizing its computer facilities. 

GAO agrees  with t h e  commission t h a t  t h e  obsolete inventory manage- 
ment  systems should b e  replaced, and t h a t  DoD could improve t h e  timeliness 
of their  ADP procurement processes. GAO also endorses t h e  important 
cavea t  t h a t  weaknesses in management pract ice  and system design should be 
changed first, ra ther  than automated. 

References. PPSSCC, Task Force Report  on t h e  Office of t h e  
Secretary of Defense, pp. 61-68; Task Force Report  on Automatic Data  
Processing and Office Automation, pp. 169-72; Task Force Report  on 
Procurement,  pp. 76-80. GAO, The Army Can Save Millions Annually by 
Properly Considering Serviceable Returns  in Its  Requirements Computation 
(LCD-80-64, May 15, 1980). GAO, Opportunities Still Exist for t h e  Army to 
Save Millions Annually Through Improved Retai l  Inventory Management 
(LCD-81-16, January 19, 1981). GAO, The Services Should Improve Their 
Processes for Determining Requirements for  Supplies and Spare Parts 
(PLRD-82-12, November 30, 198 1). GAO, Continued Improvements Needed 
in Air Force Procedures and Pract ices  for Identifying and Canceling Excess 
on Order Stocks (PLRD-83-36, February 7, 1983). GAO, More Credibility 
Needed in Air Force Requirements Determination Process (PLRD-82-22, 
January 7, 1982). GAO, The Aviation Supply Office Continues to Have 
Problems with t h e  Accuracy of its Requirements Determinations (PLRD-82- 
26, December 29, 1981). GAO, The Army has not Effectively Used Vertical 
Inventory Management Techniques (PLRD-83-11 , October 28, 1982). GAO, 
Continued Use of Costly, Outmoded Computers in Federal  Agencies Can be 
Avoided (AFMD-81-9, December 15, 1980). GAO, Non-Federal Computer 

83 

30-878 o - a4 - 4 



Acquisition Practices Provide Useful Information for Streamlining Federal 
Methods (AFMD-81-104, October 2, 1981). GAO, Navy Logistics Data Base 
Problems Need Increased Management Attention (NSAD-83-48, August 19, 
1983). 
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