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The Honorable William J. Perry
The Secretary of Defense

Dear Mr. Secretary:

Acquisition leadtime (formerly called procurement leadtime) is used in
inventory management systems to determine the quantity of items needed
to meet demand during the time required to order and receive
replenishment stocks. Acquisition leadtime is divided into administrative
leadtime (the time required to award a contract) and production leadtime
(the time for the contractor to deliver an item). Overstated leadtimes can

" cause unnecessary inventory investment. Conversely, understated

leadtimes can cause material shortages and reduced readiness.

During the 1980s, the Department of Defense’s (DOD) acquisition leadtime
requirements grew by $13 billion. In 1990, pDOD recognized that leadtimes
were excessive and directed the military services and the Defense
Logistics Agency (DLA) to take a number of initiatives designed to reduce
leadtimes by 25 percent. This report addresses (1) the effectiveness of
DOD’s leadtime reduction initiatives and (2) additional opportunities to
reduce leadtimes.

poD has made only limited progress in reducing acquisition leadtime
because its leadtime reduction initiatives have been unevenly
implemented by the military services and bLA. For example, the Navy acted
aggressively to effectively implement most, of DOD’s initiatives and reduced
its leadtime by 27 percent over the past 4 years. Conversely, the Air Force
did little to implement the initiatives and experienced a 1-percent increase
in its leadtime.

We also identified opportunities to reduce leadtime that were overlooked
by the pob initiatives. We believe that DOD can reduce acquisition leadtime
days by at least 25 percent over a 4-year period at a savings of about

$1 billion. This reduction can be accomplished by renewing the emphasis
on prompt implementation of pop’s 1990 initiatives, periodically validating
and updating old leadtime data for long leadtime items, and considering
leadtime reductions as a factor in deciding whether to continue
purchasing spare parts from the prime contractor or to purchase them
from the actual manufacturer.
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DOD Has Made
Limited Progress in
Reducing Acquisition
Leadtimes

Table 1: Changes in Average Leadtime

Days Between 1990 and 1994
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The value of bon inventory requirements needed to support acquisition
leadtime grew from about 33 billion in 1979 to about $21 billion in 1989,
Recognizing that excessively long acquisition leadtime was a major
contributor 1o the Lurde growth in defense inventories in the 1980s, in May
1980 peD directed the milicay services and pra to take a number of
initiatives to reduce acquisition leadtime as a part of a 10-point Inventory
Reduction Plan The recommended initiatives included (1) establishing
procurement leadtime reduction goals, (2) shortening production
leadtimes by gradually reducing the required delivery dates in contract
solicitations, and (3 expanding multiyear contracting and indefinite
quantity requirements contracts. Similar policy guidance for reducing
acquisition leadrime. exeept for establishing reduction goals, was included
in pob Materiad Managenent Regulation 10, R, dated January 1993,

The leadtime reduction initiatives were based on a Deceraber 1986 bon
memorandum that included the recommendations of a study! performed
for o by the Logisties Management Institute. The pob memorandum and
the Institute study showed that a 25-percent reduction in leadtime was
achizvable by adopting methods proven successful in the private sector. In
stressing the significance of the initiatives, bob commented that each day
the pob-wide average leadtime is reduced future purchases can be reduced
by 310 million.

Since 1940, bop has had only limited success inachieving the 25-percent
reduction indicated by the study. As shown in table 1, pob's average

leadtime decreased by aboat 9 percent.

LLENT e f O : e A
DOD component Leadtime days Decrease (increase)
1990 1994 Days Percent
715 522 193 270
7 6590 2 3.0
BER! 520 {t) (1.0)
CHEIIERE! 1 5.0
s 537 531 56 9.0

On the basis of pop's estimare that 310 million can be saved for cach day
the average leadiime is reduced, the S6-day leadtime reduction resulted in
procurement savings of 3500 million. A further leadtime reduction of

91 days will be needed to achieve the 25-percent reduction indicated by

Procurciient Lew e The Forcoen P Lovisties Manadement [nstinnte, Sept. 19S6)
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the study. Such a reduction would result in additional procurement
savings of $910 million.

None of the oD components have fully implemented pop’s 1990 leadtime
reduction initiatives or its 1993 policy guidance for reducing leadtime, but
some have made greater efforts than others. As shown in table 1, the Navy
had the greatest success and the Air Force had the least success in
reducing acquisition leadtime.

Navy

From 1990 to 1994, the Navy reduced the overall average acquisition
leadtime by 193 days, or about 27 percent. This was accomplished by a
number of actions. In accordance with poD initiatives, the Navy first
established a leadtime reduction goal of 25 percent. The Navy then had the
inventory control points reduce the leadtimes shown in their databases by
25 percent for each item managed. Finally, the Navy took aggressive action
over the next 4 years to shorten required delivery dates in contract
solicitations and negotiations.

From 1990 to 1994, the Army’s average acquisition leadtime decreased by
21 days, or about 3 percent. Unlike the Navy, the Army did not establish a
leadtime reduction goal, nor did it take action to obtain leadtime
reductions through contract solicitations and negotiations. Instead, the
Army emphasized another of DOD’s initiatives to reduce leadtime by using
more flexible procurement methods such as multiyear procurements and
indefinite quantity type contracts.

According to Army officials, quantities for follow-on years can be easily
added to multiyear and indefinite quantity type contracts, which will
reduce administrative leadtime to a matter of days instead of months.
Also, delays in starting up production are minimized. As an example of the
impact of these types of contracts, in 1993 the Army reported that a 3-year
vehicle roadwheel purchase by the Tank-Automotive Command reduced
acquisition leadtime by 13 months (7 months’ administrative and 6 months’
production) resulting in a savings of about $19 million. Similarly, by using
an indefinite quantity type contract to purchase sprockets, this command
reduced acquisition leadtime by 15 months and saved about $5 million.

Air Force

From 1990 to 1994, the Air Force's average acquisition leadtime increased
by 6 days, or about 1 percent. The Air Force did not implement bop’s 1990
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leadiime redhicrion tdibgives becaase it feli thad no action was needed to

reduce lealiime bossslon oo compartson sith the leadtimes ol the Navy.

The Alr Foree delavod reslecieniatiion of the indtiatives pending an
evaduation ol e N s reported siecessin achioving a0 25-percentd
decrewse o prodinetion badime withont degriding mission support. Inits
evalwtion, the A Foree compared aviarion data due to the similarity of
parts. On the basis of this coshicuion, which was completed in

Decemnber Torvar thee A Focee conchinded that its production leadtimes for

both repairablo sl eonsnable cvigion pares were lowoer than the Navy's
-

leadtimes, evencator the 2o peveent reduction, The Air Foree, therefore,
concluded thod no aciion voas necded to coduee production leadtime,

We analvzed taod compared Teandimee datac for the Air Foree and the Navy
as shown on their Luoss covatlable inventory stratification reports of

Darch 51, Pyt cusd Seprember 200 1os respectively, We found that the
Alr Forees prodienion leadime was Tower for consumable parts, but
constderably bt forrepaiceab e ports, The Air Foree's average
prodaction leaeliiree for veradrabbe poats of H060 days was 176 days, or
about 12 pereent, Bidher than the Navy's Teadtime of 120 days. Also, the Air

Force's overall covere aemnsinion leadtinme ol SIS days for repadrable
parts was 200 davs o S pereent, higher than the Navy's acquisition

leadiime of S1odoe -

From Heabvo Dol s ecerde aognisition leadiime decreased by 16
days, orabors Speveenis o did not establish o feadtime reduction goal or
atterapt to redocee Teaoliime throudh contract solicitations and
negotiations, s recorinerdded b ron s Teadtime reduction initiatives.
[nstead, by coteenrrated orcovarions inttdives to automate the
procurctnent sotcee scbeciion process i oninereased use ol long-term

contracting technloie= ey asiadefinire grantity [ype contracts,

)

tety by les snpply centers that identified the potential

K

As the vesnlr of s
Leseleimes S Bigho dolla, highodemand, tong leadiime items, in

for shorier

Februamy Dot s deaiied proposed policy guidance for implementing

acquisition feadiimn vediietion itanives, The proposed policy would
require the supple conders to reduce Teadtime by 30 percent over a 2-year
period from o base o sealvear o poaoreduction of 86 davs). To
accomplish this redicrion the sigpeplv conters would request shorter

delvery ties i consracr =ohicinions, consider shorter production
leadtitnes as o Gecior o congaerinive bid evaduations, and periodically
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Renewed Emphasis
and Improved
Oversight Needed to
Reduce Leadtime

Oumtles to
Reduce Leadtimes

Overlooked by DOD’s
Initiatives

validate and update production leadtimes through market surveys. As of
October 1994, pLa had not implemented the proposed policy, pending its
decision to incorporate the policy as a part of a broader business plan it
was developing.

S AR

With the exception of the Navy, the military services and LA placed no
timely emphasis on the effective implementation of pop’s 1990 leadtime
reduction initiatives or its 1993 leadtime reduction policy. Also, DOD was
not aware of the general lack of progress made over the past 4 years in
reducing leadtime because of an absence of adequate oversight
information.

The Navy's success in reducing leadtime by 27 percent in comparison to
the limited progress made by the other DoD components shows that oD
can benefit by placing renewed emphasis on effective implementation of
the leadtime reduction initiatives. One way would be to focus on the
Navy’s success in establishing a 25-percent reduction goal and achieving
that goal by taking aggressive action te-reduce production leadtime in
contract solicitations and negotiations.

DOD was not aware of the general lack of progress in implementing the
initiatives because the annual progress reports required of the military
services and DL did not provide sufficient oversight information to make a
meaningful assessment. The reports did not show historical trends in
leadtime days before and after the 1990 initiatives. Also, the reports did
not provide any meaningful statistics showing the extent of
implementation. For example, Army and DLA reports stated that an
expansion of multiyear procurements was a primary means of reducing
leadtime, but the reports did not provide statistics showing the extent of
the expansion.

We identified additional opportunities for significant reductions in
acquisition leadtime that were overlooked by the DOD initiatives. These
opportunities are having inventory management activities (1) periodically
validate recorded leadtime data, (2) work closely with major contractors
to update old leadtime data for items with long production leadtimes

(e.g., over 18 months), and (3) consider potential reductions in leadtime as
a factor in deciding whether to purchase spare parts through the prime
contractor or directly from the actual manufacturer.
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Woreviewed the acenracy of wequisition leadtimes al the Alr Foree’s
OKlahoma Ciiy and Sanc Antonio Alr Logisties Centers and the Army's
Aviation aued Troop Command and found that the Army’s leadtinies were
more aceurde. The Armay command had a higher acenracy rate than the
conters becanse It haud recently worked elosely with eight major
contractors to update producton leadtimes for all items with leadtimes of
IS months or londer, Asaresult, leadtime changes were made for 1,129
tens, or Vo pereent of the frems reviewed. Leadtime decreases accounted
for 1L.ooL or v tyercent of the changes. The command estimated net
annual procurenient savings of 335 million from using updated leadtimes
to compile by requirements,

Althoneh the Ariny connnnand reduced leadtimes, owr review still identified
maccuracios: We tested 260 items and found that the leadtimes for 5 items,
or I percent. were inaccurate, For example, inJuly 1994 the Aviation and
Troop Comraned used an administrative leadtine of Y months in the
requirement computation tor a rotor blade tip used on the UL-60 Black
Hawk helicopter s NSN E00-0 103 1-05145), However, procurement history
records shiowed that the administrative leadtime required to process the
Last tveo purchases was only 2 months, The tem manager told us that the
S-month administrative leadiime was based on the time it took to award a
multivear contract and that the 2 months” administrative leadtime
represeited the time 10 took to place orders against the contract. The
Zrmonth adminisiraiive leadiime should have been used in making
purchasing decisions becanse it represents the actuad ordering time to
acouire addimionad parts onee o multivear contract is awarded. Command
officiads adrecd that an adjustiment should be made i the requirements
syvstern For the reduced Tewliimee,

The two Al Foree aly lodisties conters had a higher percentage of leadtime
maccuracies than the Arvmy conunand, We reviewed the accuracy of
acquisition leadiimes for Tod irerns and found that leadtimes for 53 items,
or Sl percent, were ndceurate, resulting in overstated requireients of
S8 milhon. These inaceuracies resulted from the failure 1o periodically
validare and upelace Teadiine datain the requirement computation
database The following examples illustrate the leadtime inaccuracies
found,

I November Tovs the Oklaboma Ciry Adr Logistios Center was using a
production leadiime of - onths in the requirenent computation for a
circutt card used on the B2 bomber (NSN 59930 1-262-8 12 1W).
Procurenient history records showed that the 11 months was based on
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information provided by the contractor in July 1991. We asked center
officials to contact the contractor to verify the accuracy of the leadtime.
According to the officials, the contractor stated that the 44-month leadtime
was outdated and quoted a current leadtime of 25 months. The 19-month
reduction in production leadtime caused the value of requirements for this
item to be reduced by $69,962.

The circuit card is one of six B-2 bomber sample items with old and long
leadtimes that the contractor updated. As a result, the Oklahoma City Air
Logistics Center reduced leadtimes by an average of 14 months for five
items, thus deferring future purchases.

In another case, the San Antonio Air Logistics Center was using an
acquisition leadtime of 100 months in the requirement computation for a
signal generator used on the F-15 aircraft (NSN 6625-01-051-6832DQ). In
response to our inquiries, the item manager said a keypunch error had
occurred in March 1993 during file maintenance and corrected the
acquisition leadtime to 38 months. Correcting the leadtime reduced the
value of requirements and budget estimates for this item by $408,857.

Purchasing Spare Parts
Directly From Actual
Manufacturer Can Reduce
Leadtimes

pOD promotes the purchase of spare parts from actual manufacturers
rather than from prime contractors as a way to increase competition. This
process is called spare parts breakout and is recognized as an effective
means of achieving price reductions. Spare parts breakout has the added
benefit of reducing acquisition leadtime by eliminating the processing time
that a prime contractor adds for passing an order to the actual
manufacturer.

As part of the inventory reduction plan initiatives, the Army undertook a
major program to breakout spare parts from the prime contractor for
direct purchase from the actual manufacturer. Although the intent of this
program was to bring about procurement economies through elimination
of middleman profits, the program also contributed to a reduction in
procurement leadtime. In the 1993 progress report on inventory
reductions, the Army reported that the inventory commands had screened
about 12,000 items for breakout in fiscal year 1992 and identified
approximately 6,000 items for breakout from the prime contractor. At the
Aviation and Troop Command, for example, the purchase of spare parts
for the Blackhawk helicopter had been almost completely broken out. The
program manager told us that in his experience production leadtime
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abvins does dov, ofien times by half, when a spare part is broken out for
direct prrchose from the actuad manufacturer.

Addmonad opportiiminies to by divectly from manufacturers continue to
extst For examplesin response 1o our inguiries on six sample items
manaded by the A Foree's Oklahoma City Ale Logistices Center, the prime
contrictor for the B2 bomber advised the center that it was not the actual
manufacirer for five of the sivitems, The contractor stated that it added
Sronths" leadiime to process the Al Foree's order to the actual
manutfactioer. Center officils agreed that the leadtime to acquire these
wems could be reduced simph by busing from the actual manufacturer
mstewd of from the prime contractor and informed us that the next.

,

purchaseswould be neele divectly from the manutacturer.

Weoe reconmend thid the Seeretary of Defense direct the Secretaries of the
Armyand the Ar Foree and the Divector of pra to place renewed emphasis
ontmplementing the bob leadiime reduction indtiatives and to improve
oversiZhi mlormation reported to top so that the progress being achieved
can be measured. I doing <00 we recommend that the other military
services ar o tollow the Novy's lead Incsetting aleadtinme reduction goal
and achieving this doad throudh contraet solicitations and negotiations.

We also recommend thar the Secretary of Defense direct the Secretaries of
the Avo the Novyand the Ay Foree and the Divector of pia to have their

Bventory i ernent aeliviies

periodically validire recorded Teadiime data to detect and correct errors,
work closely with nmegor contractors in updating old leadtime data for
Herns with long proditction leadiimes teg over 18 months), and
consider potenitad Teadiime reductions as o factor inevaduating the
feasibliny ot bavindg divecthy from manutacturers instead of from prime

CoOntrartors,

pobadreesh thar other action to reduce acquisition leadtimes is required
(seeapp. Lo However pon views full implementation of the policy
guidinee onmethods of reducing leadiimes included in bob Material
Manadement Redulation TH0 TR daced January 1993, as the most.
effective means 1o accomplishothis reduction, bob stated that the military
services and piowonbd be reminded of the need to fully implement that.
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In a November 23, 1994, memorandum to the military services and DLA, DOD
stated that renewed emphasis on acquisition leadtime reduction was
appropriate. The memorandum stated that while the greatest emphasis
should be placed on full implementation of the guidance in the pop
regulation, such as gradually reducing required delivery dates in
solicitations, consideration should be given to the usefulness of leadtime
reduction goals and the importance of periodically validating recorded
leadtime data. The memorandum also stated that full implementation of
the spare parts breakout program could help reduce leadtime and that
contractor furnished data could be a useful source of information in
validating leadtime data. DoD asked to be advised of the actions taken to
reduce leadtimes by February 15, 1995.

With regard to our reference to additional savings of $910 million from
further leadtime reductions leading to a bob-wide average reduction of
25 percent, boD commented that the Secretary of Defense issued a
memorandum dated September 14, 1994, that challenges DOD components
to reduce business-process cycle times by at least 50 percent by the year
2000. poD stated further that application of this challenge to acquisition
leadtime will include an estimate of possible savings.

While DoD’s actions are constructive, we do not believe that relying on the
military services and pLA to fully implement the January 1993 policy
guidance is the most effective means of achieving a 25-percent reduction
in acquisition leadtime. The guidance already has been in effect for almost
2 years, and our report points out that only the Navy has been successful
in reducing leadtime by 25 percent since 1990. At that time, DOD directed
the military services and DLA to take a number of initiatives to reduce
acquisition leadtime that are similar to those in the January 1993 guidance.
Also, the guidance does not contain a leadtime reduction goal.

Furthermore, we believe that improved oversight is needed if leadtime
reductions are to be achieved. bob’s comments do not address this part of
our recommendation and the January 1993 guidance does not require the
military services and DLA to provide DoD with oversight information on
their progress in reducing leadtimes. Also, DOD no longer requires annual
reports from the military services and bLA showing their progress in
implementing the 1990 inventory reduction plan.

Alternative means are available for providing DoD with oversight
information. One way would be to require that the military services and
pLA include leadtime data in their annual Defense Business Operations
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Fand budger subraissions 1o 0on, These submissions could show the
progress being made inachieving a 25-percent reduction in acquisition
leadtime, usingd fiseal vear 1090 as the base vear for measuring progress.

To evaluare the effeciiveness of pop’s leadtime reduction initiadives, we
held discussions and collected information at headquarters of bob, Army,
Naves Al Foree, aned o, Washingron, DO the Oklahoma Clty Air
Logistios Center, Tinker Air For l>;1sv, (>l<lzﬂ1mnu; the San Antonio Air
Logisties Center, Kelly Ay Foree [msv, Texas; and the Army Aviation and
Troop Conmund, S Lo, Missouri. We reviewed bob guidance and
initiarives for manading acquisition leadtimes and the implementing
policies, procedures, and pracrices of the military services and pra.

To determine i addifiona leadtime reduction opportunities exist, we
obtamed compnirer tapes from the Air Force and the Army that 1(1011(1110(1
acquisition lewdtines for all spare parts managed by the two #\11 Force air
logisties ceniers and the ;\Im}, comnund as of March 31, 1993, From data
extracted from the tapes, we selected 106 Alr Foree items and 26 Army
ems forreview, These ftems represented a mix of items either planned to
be }mu*fhl m fiscad vear 95 or having long leadtimes of more than

SUmonths We compared leadiime estimates used in requirement.
computations to le ;uimm s actuadly experienced and other leadtime
mlmm;n ton in tent manader fifes, We selected Adr Foree and Army
locations tor detailed review because of thelr larde acquisition leadtime
FeQUITeIens s,

We used the same compurer programs, reports, records, and statistics pob,
the milinry serviees, and by use 1o manage inventories, make decisions,
and determine requirernents. We did not independently determine the
relinbiluy of all of these sources. However, as stated above, we did assess
the accuraey of the leadiime information by comparing data contained in
the requirernens systen with data contained initem manager files.

We perforned oy review between October 1993 and August 1994 in
accordance with gencrally aceepted guwmmvm auditing standards.

Ax vou kuow, the heawl of i federal aveney is required by 311080 720 to
submit i writter staicment on actions taken on our recommendations to
the House Commintee on Government Operations zm(l he Senate
Committcee on Governtental Affairs not later than 60 days after the date of
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this report. A written statement must also be submitted to the House and
Senate Committees on Appropriations with the agency’s first request for
appropriations made more than 60 days after the date of the report.

We are sending copies of this report to the Chairmen and Ranking
Minority Members, Senate and House Committees on Appropriations and
on Armed Services, Senate Committee on Governmental Affairs, and
House Committee on Government Operations; the Secretaries of the Army,
the Navy, and the Air Force; the Director, DLA; and the Director, Office of
Management and Budget.

Please contact me at (202) 512-5140 if you have any questions. The major
contributors to this report are listed in appendix II.

Sincerely yours,

Mol € Sshokio

Mark E. Gebicke
Director, Military Operations
and Capabilities Issues
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Comments From the Department of Defense

Note: GAO comments
supplementing those inthe
report text appear at the
end of this appendix.

OFFICE OF THE UNDER SECRETARY OF DEFENSE

3CCO DEFENSE PENTAGOMN
WASHINGTOM DC 20301 -30C0

ACQUIZITION AND
TECHNC..OGY

(L/MDH)

r~a

A A

v

i
‘ Mr. Henry L. Hinton, Jr
! Assistant Coaptroller General
National Security and International
Affairs Diviaior
U.S. Gencral Accounting Officae
Washington, D.C. 20548

Dear Mr. Hin*ton:

This is the Department of Defense (DoD) response
to the General Accounting Office {(GAO) draft report,
"DEFENSE SUPPLY: Acquisition Leadtime Requirements Can Be
! Significantly Reduced,” dated September 29, 1994 (GAO Code
! 703035), 08D Case 979I. The Department partially concurs
with the report,.

The CoD agrees that further action to reduce
acquisition lead times is required. However, the DoD vicws
full implementation of the specific guidance on methods of
| reducing lead times included in the DoD Materiel Management
| Regulation as the most effective means to accomplish that
reduction. By Novezber 30, 1954, the DoD Components will be
reninded of the need to fully implement that guidance, as
well as of the usefulness of lead time reduction goals and
the importance of periodically validating recorded lead time
data, as the GAO reconrends. The reminder memorandum will
cite contractor furnished data as another source of
information in validating lead time data, and will emphasize
the need to fully implement existing breakout procedures.

The detailed Dol corments on the draft report findings
and recommendations are provided in the enclosure. The DoD
appreciates the opportunity to ccmment on the draft report.

Siﬁgarely,

s / 7 7
L e Kl

James R. Klugh
Deputy Under Secretary
of Defenge (Logistics)

&

Enclosurc
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Appendix I
Comments From the Department of Defense

Now on pp. 1-3.

See comment 1.

GAO DRAFT REPORT - DATED BEPTEMBER 29, 1994
(GRO CODE 703035) OSD CASE 9792

"DEFENSE BUPPLY: ACQUISITION LERDTIME REQUIREMENTS
CAN BE SIGNIFICANTLY REDUCED"

DEPARTMENT OF DEFENSE COMMENTS

* & W & &

FINDINGS

» FIBDING At ez DoD Hap Made Limlted Prodress p Reducing
Acguisition Leadtimes. The GAO reported that the value of DoD
inventory requirements needed to support acquisition leadtime
grew from about $8 billion in 1979, to $21 billion in 1989.
The GAO noted that recognizing excessively long acquisition
leadtime was a major contributor to the large growth in the
inventories in the 1980s, the DoD issued an Inventory
Reduction Plan in May 1990 that directed the Military Services
and the Defense Logistics Agency (DLA) to take a number
of initiatives to reduce acquisition leadtime, including
(1) establishing procurement leadtime reduction goals,

(2) shortening production leadtimes by gradually reducing
the required delivery dates in contract solicitations, and
(3) expanding multiyear contracting and indefinite quantity
requirements contracts.

The GAO explained that the leadtime reduction initiatives were
based on a DoD study that showed a 25-percent reduction in
leadtime was achievable by adopting methods proven successful
in the private sector. In stressing the significance of the
leadtime reduction initiatives, the GAO pointed out that the
DoD stated that each day the DoD-wide average leadtime is
reduced, future purchases can be reduced by $10 million.

The GAO found that since 1990, the DoD has had only limited
success in achieving the 25-percent reduction indicated by

the study, with the overall leadtime reduction averaging about
9 percent. On the basis of the DoD estimate that $10 million
can be saved for each day the average leadtime is reduced, the
GAO estimated that the 56 day leadtime reduction resulted in
procurement savings of $560 million. The GAO observed that a
further leadtime reduction of 91 days will be needed to
achieve the 25-percent reduction indicated by the DoD study,
which would result in additional procurement savings of

$910 million. (pp. 1-4/GAO Draft Report)

DoD RESPONSE: Partially concur. The 1986 study referred to
by the GAO was performed by the Logistics Management

ENCLOSURE
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i
Inctiteto, not the DoD.  Furthermore, the lead time reduction
initiatives that wore part of the May 1990 Inventory Reduction

‘ Plan did not represant implementation of the recommendations

i

of the 1980 Loglstics Management Institute report. Instead,
thocao roc cndations were included in a December 1986
merorandun frca the than Under Sacraetary of Defense

: (Acguisition) to the DoD Components. The GAO issued a report

! in May 193C (GAD/NSIAD-90-124, "DEFENSE INVENTORY: Defense

i \ Agency Meeads to Better Manage Procurement

30, " CSD Case 8249) explicitly acknowledging both:

i (1) that the 198% study was performed by the Logistics

v Ina te and (2) that the Under Secretary's

1986 adum included the Logistics Management

o

See comment 2. Thoe Dol doos not agroe with the GAO assertion that lead time

|
raocduction was a primary objective of the 1990 DoD Inventory
Roduction Plan. Lead tims reduction is cited as one among
| several methods of reducing materiael replenishmant stockage
o which in turn was one elemsnt of the "10-Point
invantory.
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‘rom further lead time reductions, the DoD
ctary of Daefanse lssued a memorandum dated
4--prior to the GAC draft report--on the
19 cycle timea. The Secretary's memorandum
challans Coaponents to reduce business-process cycle
tizos by at 0 parcent by the year 2000. Application of
that guldence to acgquisition lead times for secondary items
will include an estimate of possible savings.
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arto By tho DRoR Components To Implement the Dob
Lorn Indtiativas. The GAO found that nona of

GAO raported that from 1990 to 1994, the Navy reduced the
overall average acquisition leadtime by 193 days, or about
. 27 percent, through several actions. The GAO explained that
| in accord with tha DoD initiatives, the Navy firot established
a loadtine roducticn goal of 25 percent, and then had the
invantory control points reduce the leadtimes shown in their
dete basno by 25 percent for each item managed., Tha GAO
roportod thoet the Navy also took aggresesive action over the
next 4 years to shorten required delivery dates in contract
sclicitationsz and neogotiations.

; Londhis p
i the DoD ants have fully implementaed the 1990 leadtime
reduction initlativos, but scme have made greater efforts than
others, with the groatest success achieved by the Navy. The
t
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The GAO reported that from 1990 to 1994, the Army average
acquisition leadtime decreased by 21 days, or about 3 percent.
The GAO found that unlike the Wavy, the Army did not establish
a leadtime raeduction goal, nor did it take action to obtain
leadtime reductions through contract solicitations and
negotiations. The GAO found that instead, the Army emphasized
anothaer of the DoD initiatives to reduce leadtime by using
more flexible procurement methods, such as multiyear
procuremente and indefinite gquantity type contracts.

The GAO found that the Air Force average acquisition leadtime
increased by 6 days, or about 1 percent, from 1990 to 1994.
According to the GAO, the Air Force did not implement the 1990
reduction initiatives becauge it felt that no action was
needad to reduce leadtime based on a comparison with the
leadtimes of the Navy. The GAO further reported that the Air
Force withheld implementation of the DoD initiatives, pending
an evaluation of the success reported by the Ravy in achieving
a 25 percent decrease. The GAO noted that the Air Force
evaluation compared aviation parts and determined that its
production leadtimes for both repairable and consumable
aviation parts were lower than the Havy leadtimes, even after
the 25-percent reduction. The GAO reviewed leadtime data for
the Air Force and the Navy, as shown on their latest available
inventory stratification reports of March 31, 1993, and
September 30, 1993, respectively. The GAO found that while
the Air Porce production leadtime was lower for consumable
parts, it was considerably higher for repairable parts.

Now on pp. 3-5. (pp. 5-8/GAO Draft Report)

See comment 2. . DoD RESPOMSE: Partially concur. The draft report incorrectly
infers that the focus of the May 1990 Inventory Reduction Plan
was to reduce lead times. The primary objective of the 1990
Plan was to reduce inventory. The reduction of lead times was
only one of several methods identified to achieve a reduced
inventory.

The Department is not aware, as stated in the GAO draft

See comment 3. report, that the Air Force “withheld implementation” of the
DoD lead time reduction initiatives. In fact, the Air Force
did implement the 1990 Inventory Reduction Plan.

Reduce Leadtime. The GAO found that, with the exception of
the Navy, the Services and the DLA have placed no timely
emphasis on the effective implementation of the DoD leadtimxe
reduction initiatives. The GAO also found that the office of
the Secretary of Defsngse (OSD) was not aware of the general
lack of progress made over the past 4 years in reducing
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Now on pp. 1 and 5.

See comment 2.

See comment 4.

Apendin i
ot o Propoth Depertnent of Delense

leadcim» bacruse of an absoancae of adequate oversight informa-
tion. Th:> GaD ted that ona way to do so would be to
focurz on the succoss by the Navy in establishing a 25-percent
roduction gcal and 1y that goal by taking aggressive
action to re roduction loadtimo in contract solicitations

the G50 was not aware of the general

Ling the iniclatives, because the

red of the Military Services and

clent oversight information to
The GAO explained that the

cal trends in leadtime days

lack of progu:

annual progr
the BLA did n
make a moaning
reporta did not

be £ and aftor the 1938 latives, nor did the reports
pro:. any ngful statistics showing the extent of
imp tation. pointad out, for example, that the

Army and the DLA atatad that an expansion of multiyear
procur :
not pr

(p. 2,

roppon
assertion
the 199C

wea to red
that obje

Plan. The objective of that Plan
The progress of the DoD in achieving
the subjoct of prior GAO reports.

not agree with the GAO portrayal of

»2 reduction initiatives since
\J overlooks the specific guidance on
j lead tizmes included in the DoD Materiel
tion, LoD 4140,1-R, issued in January 1993:
thods of reducing Acquisition Lead Times should
Porticular emphasis should be given to the
adoption, whora appropriate, of lead time reduction methods
which 1 in the private sector. Such

v limitzed to, multi-year
procedures, indefinite quantity
hased deliveries, and gradual
clivery datos.” The DoD maintains that

full imnlem: ion of that guidance offers the most effective
method of ; i

the DoD emg
1990, For
mathods of

3 To Roduco Leadtimes QOvexlooksd By

1o GAC {dentified several opportunities
ns in acquisition leadtime that were
ltiativas. The GAO reported that

2.1 have Invantory managers:
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-~ periodically validate recorded leadtime data;

-- work closely with major contractors to update old
lsadtime data for items with long production leadtimes
(those over 18 months); and

-- consider potential reductions in leadtime as a factor in
deciding whether to purchase spare parts through the
prime contractor or directly from the manufacturer.

The GAO reported that it reviewed the accuracy of acquisition
leadtimes at two Air Force Air Logistics Centers and the Army
Aviation and Troop Command and found that the Army leadtimes
were more accurate. The GAO determined that the Army Command
had a higher accuracy rate than the Air Force Logistics
Centers because it had recently worked closely with 8 major
contractors to update production leadtimes for all items with
leadtimes of 18 months or longer. The GAO found that as

a result, leadtime changes were made for 1,129 items, or

75 percent of the items reviewed, and leadtime decreasges
accounted for 1,061, or 94 percent of the changes,. According
to the GAO, the Command estimated net annual procurement
savings of $88 million from using updated leadtimes to compute
buy requirements. The GAO also found, however, that even
though the Army Command reduced leadtimes, there were still
inaccuracies in S of 26 items the GAO tested.

At the two Air Force Air Logistics Centers, the GAO reviewed
the accuracy of acquisition leadtimes for 106 items and found
that leadtimes for 56 items, or 53 percent, were inaccurate,
resulting in overstated requirements of $7.5 milljon. The GAO
concluded that the inaccuracies resulted from the failure to
periodically validate and update leadtime data in the
requirement computation data base and discussed several
examples to illustrate the situation.

The GAO reported that the DoD promotes the purchase of spare
parts from actual manufacturers, rather than from prime
contractors, as a way to increase competition. The GAO
pointed out that the process, known as spare parts breakout,
is recognized as an effective means of achieving price
reductions. The GAO noted that in addition, spare parts
breakout has the added benefit of reducing acquisition
leadtime by eliminating the processing time that a prime
contractor adds for passing an order to the actual
manufacturer.

The GAO found that as part of the inventory reduction plan
initiatives, the Army undertook a major program to breakout
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rima contractor for direct purchaso from
‘ r. Tha GAD raportad that although tho
progran was to bring about procuremant econcmies
tion of middleman profits, tha program also
roduction in procurement leadtima. The GAO
993 pregrosa raport on inventory
reported that the inventory commands had
0 itoms for breakout in FY 1992, and

AL

he GAO also cited examples indicating that
199 continue to exist to buy directly

the LoD can roduce acquisition leadtime
ent ovar a 4-yocar paricd, at a savings
The GAO statod that the reduction can be
ing the emphasis on prompt implementation
initiativas, by periodically validating and
cadcinme data for long leoadtime items, and by

tine roductions as a factor in deciding

nue purchasing spare parts from the prime
rchasa thom froam tho actual manufacturer.
ft Ragort)
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Now on pp. 1
and 5-8.

¥ concur. It should bo racognized that
:hod data should be used with caution sincae
uch data can be unreliable {as recognizad by
nuary 1988 GAO report GAQ/NSIAD-88-7,
Contractor Cost Estimating Systoms,” 08D
—ora, as discussaed in the DoD rasponse to
siders full implementation of the
athods of reducing lead times in the DoD
gulation as the most effoctive method of

RECCIOZIDATIONS

Tha GAO racommended that tho Secretary of
Socretaries of the Army and the Alr Force,
of the DLA, to place renowed axaphasis on

Dol lsadulme roduction inltiatives, and to
Zormation raeported to the 0SD, so that the
can be moasured. The GAO further

oing so, tho other Military Services and
the Navy lead in getting a leadtime

and t
imnle
impro
prog
racaom
i tho DLA
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Now on p. 8.

Now on p. 8.

Now on p. 8.

Now on p. 8.

reduction goal and achieving the goal through contract
solicitations and negotiations. (p. 15/GAO Draft Report)

DoD RESPONSE: Partially concur. As discussed in the DoD
response to Finding C, the DoD regards full implementation of
the specific guidance on reducing lead times provided in the
poD Materiel Management Regulation, issued in January 1993, as
the most effective method of lead time reduction. A memoran-
dum emphamizing the importance of fully implementing that
guidance, and of the potential usefulness of lead time
reduction goals, will be provided to the DoD Components by
November 30, 1994.

RECOMMENDATION 2: The GRO recommended that the Secretary of
Pefense direct the Secretaries of the Army, Navy, and Air
Force, and the Director of the DLA, to have their inventory
managers periodically validate recorded leadtime data to
detect and correct errors. (p. 15/GAO Draft Report)

DoD RESPONSE: Concur. The guidance to be provided to the DoD
Components by November 30, 1994, as discussed in the DoD
response to Recommendation 1, will include a reminder of the
importance of periodically validating recorded lead time data.

RECOMMEMDATION 3: The GAO recommended that the Secretary of
Defenge direct the Secretaries of the Army, Navy, and Air
Force, and the Director of the DLA, to have their inventory
managerge work closely with major contractors in updating old
leadtime data for items with long production leadtimes (e.q.
over 18 months). (p. 15/GAO Draft Report)

DobD RESPONSE: Partially concur. As discussed in the DoD
response to Finding D, contractor furnished data should be
used with caution, since experience shows such data can be
unreliable. The guidence discussed in the DoD response to
Recommendation 1 to be provided to the DoD Components will
include a suggestion that contractor furnished data be
considered as another source of information in validating lead
time data.

RECOMMENDATION 4: The GAO recommended that the Secretary of
Defense direct the Secretaries of the Army, Navy, and Air
Force, and the Director of the DLA, to have their inventory
managers consider potential leadtime reductions as a factor
in evaluating the feasibility of buying directly from
manufacturers, instead of from prime contractors. (p. 15/GRO
Draft Report)
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See commaent 5.

oD RESTONSE: Partially concur, Inventory managers do not
perform the braakout functicn. However, by November 30, 1994,
as discussod in the DoD raspense to Reccmmendation 1, the
guidance to be providod to the DoD Components will emphasize
the importence of full implementation of existing breakout
proceduras.
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The following are Ga0’s comments on the Department of Defense’s (DOD)
letter dated November 22, 1994.

GAO Comments 1. We revised page 2 in accordance with DOD’s suggestions.

2. We revised page 2 as suggested by DOD.
3. We revised page 4 to address DOD'’s concern.

4. We added references to DOD’s policy guidance on reducing leadtime, as
set forth in DoD Regulation 4140.1-R, dated January 1993, on page 2.

5. We changed “inventory managers” to “inventory management activities”
on pages b and 8, as suggested by DOD.
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