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EXECUTIVE SUMARY

The following is presented as a summary of the three major
sections of this report:

A comprehensive and.constructive appraisal of management
policies, procedures, methods, and use of resources to identify
significant management problems, determine waste and deficiencies,
probe for causes, assess impact, devise practical solutions and
improved methods, and make management oriented recommendations for
use in the management decision making process.

YHY A_MANAGERTENT AUDIT?

The socio-political feelings in the United States, for the
past six years or so, has not been favorable to ﬁ;st activities of
the Department of Defense. Many peopls have been voeiferously
criticizing the cost growth of major weapon acquisitions, This is
especially important becavse the trend, since Fiscal Year 1965, has
been to allocate less funds out of the Federal Budget for procurement

and research and development,

HOW TC CCNDWCT A MANAGEMTNT AUDIT

This section broadly explains how to perform a management
audit of (1) Plans and Planning, (2) Orpanization, (3) Contracting,
(%) Controls and Controlling, (5) Costing, friuipg and Financial
Managerent, (6) Information System, and (7) Engincering.

This report does not cover these subjects c¢xhaustively, but
it does explain, briefly, what managemeni avditing is, why and how

this technique can be applied to the preicct manacement siyle of

manaring.
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INTRODUCTION

The Auditor General of the Navy/lNaval Audit Service, has not
to my knowledge, in,.the past, performed a management audit of a
complete major weapon acquisition project. Although part of a
project may have been reviewed, during a scheduled periodic audit,

a complete integrated audit has not been performed. The motto of
the laval Audit Service since the early 60's has been "Service to
Management World=Wide", I believe that it can be a Service to
Management by performing managenment audits for the Kavy in the area .
of projiect manarement.,

Althouzh the Defense Contract Audit Agency (DCAA) provides
services for reviewing contracts, etc., and the General Accounting
Cffice (GAQ) pericdically revicws projects, al the request of Members
of Conrress, there appears to be a need for comprehensive management
audits internally. I believe the ability to perform these audits is
available in 2ll three Services throursh their internal audit orpanizations.

The Blue Eibbon Defense Pane) report Lo the President, on 1 July 1970,

showed that these internal audit orpanizations on 30 April 1970, had
2

the following sirenrth:

-

Fare 129, This notatien will be used throvghovt this report
for sources of quotalions and references wsed. The first number
denotes the source listed in the Annctated Eibliorraphy. The
second number is the page in tne reforence,




£ Civilian Military Total
\ Army Audit Agency . 839 81 920
: Navy-Auditor General 519 56 575
. Air Force-huditor General 545 705 1250
Totals 1,903 gh2 2,745 100

Although the Naval Auvdit Service accounts for only about 21 percent
of all the audit personnél of the three.Services, I believe that
this additicnal function could be performed with only 40 to 50
more auditors at an additional annual cost of about $600,000 to
$750,000, However, this additional function could also be accomplished,
on a selected basis, with little or no additional personnel.
This report will attempt to (1) define management auditing and
the resvltine benefits, (2) explain vhy a management avdit should
be applied to project management in the Navy, and (3) show how 2

management audit could be conducted,
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WHAT JS MANAGEMENT AUDITING?

. The term manarement auditing and other variant terms such

y as, operational auditing and performence auditing have been used

interchangeably for a number. of years by both commercial and

z b government auditors. Alfhough some of us may believe that we
é ] have a clear understanding of the concept, others are in doubt. :
»% f If we gathered practicing auditors from various disciplines from 1
? k both commercial and government together to discuss andfor debate
E the definition of management auditing, I believe many conflicting ]
views would surface. This paper will attempt {o clarify the
t definition and condepts involved in accomplishinz these types i

of audits.

If one picks up a standard dictiocnary, the following definition

B — S
ss——
\

of audit is usually found, "a formal or official examination and
) i M el R o S :
verification of an accounl bock", From this definition it can

readily be seen that this type of audii is traditional in r:ture,

PSS —

in that it is confined to financial areas, and the emphasis is on

the verification of procedures, Further management is defined

s SRy

in standard texibooks as:

The process of planning, orzanizing, coordinating,

directingz, and controllin: the resources of meney,

Cre—r

R e avd DamtWs N X s led v
manpower, material, and facilities to achieve pre=-

determined objectives, }
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The following is a pictorial presentation of management:
MANAGEMENT IS

PLANNING

ORGANIZING MONEY

DIRFECTING The Resources Cf MANFOWER

CCETROLLING MATERTAL
COORDIVATIIG To Accompizg. FACILITIES
Predetermined
Cbjectives

It follows that a true management audit should analyze the effect
of each management factor upon the use of resourccs to accomplish
the assipgned mission.

Another fnc*cr.v:eﬂ in arriving at a definition of management
auditing, that is, the purpose or responsibility of audit. 1In
other words, why do auditors exist? WVhat is our fuaction?

The Naval Audit Service, as its name implies, is a management

2 il i e ; SR o+ S il A A= & L X
assiswance type orgemization. As stated before, the motto of the

orranization is "Service to Managener

R R :
nt World-~iWide". We provide

Y e S - Ty 448 0 e - 0 27 + o ¥ 924 3 ~
this service by informing manarement on the erfficicncy and

effectiveness with which policies, procedures and good management
practices are beinr carried out to achieve the assigned mission.
From this discussion, one can readily see the answer to the questions,

vwhy we exist and what is our function:

1l, Serve manarement

2. Inform manarement

Lok
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Consequently, we try to determine whether the job or function
can be done better, at less cost, and still effectively and
efficiently accomplish the assigned mission.

At this point, using the two definitions given previously,
and the discussion of the Naval Audit Service function, it is
safe Lo combine these thoughts and arrive at a new definition
as follows:

Management audit is a comprehensive and
consiructive examination for the purpose of

providine information to management concerning

the effectivenecss of its planning, orcanizing,

coordinntine, directins, and controllirz the

i ——————— e —— e —— s e S5 s

resources of money, manpower, material, and

facilities assirned to accoammlish the mission.
ace; L2050

Looking 2t this definition you will note it includes the term
examination which was included in the previous definiticn of

audit. However, I have precesded the word examination with the

cnrden A Al ar e s 1 A SHURPIE SHPIE NI g Sen Ay S
words comprchensive and constructive., Comprehensive is intended

to indicale that both the depth and scope of a managemeut audit

is inereased., The word constructive is intended to indicate that

the purpose of a manapement auwdit is to provide findings and

seevrrny 1t or +Y admamd Sy < $x I A S A
recommenaatlions tvha are con MIcCtlve 1n natw'e and adesigneq

155 rather than hinder management decision rmaxinge itne

)

words, providing information, refer of course to our mollo,

"Service to Management Vorld-\lide", The words vlanning

coordinating, directing, and conirollin , &re- the functicns of

, organizing

. P T M T AN,
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managenent which a management audit should be designed to

evaluate. Therefore, it goes without saying that if we are
to evaluate the functions of management, we must review

o2

mana-enentts use of available resources to accomplish the

missicn, The word mission has teen substituted for predetermined

objectives. Althouzh these words are synonymcus, in the

Deparirent of Defense, we use the term mission to denote objectives.
I would like to compare traditional auditing concepts to

managenent auditing concepts, The following tabulation, I bhelieve

accomplishes this:

mOANTINTO AT AYITIT 4 YIAYIA (YT AT 1S 2 YVITNT M
lI"r.l).x. Ak Gk ER Ly 4"-\:.‘).-[ 1" 1'..‘*\.\'11’.?:-1, i ..‘ s .J_L‘.‘

r 3 = P [ e

Yerd fac F 1‘).".;/,; )10 ¥4 sal

Y atortea’l Curre

N1LSLOrLCaL Lurren.

e TR U S sk e TV de AR A
inancial fceounts Extenas to all

runasenent areas

B¥ aana Kol o wr  Eesve s g sus TSt ok Save
Ton Acvisory Hfunction (Frinar

VY




AL L el i

o RPN

From the previous definition of management avditing, it can
readily be seen that management audit ‘concepts are an extension
of the traditional or financial type audits. The primary concern
of the financial audit is verification of historical, financial,
and asset data to identify nbncompliance. The management audit
in contrast is more concerned with current data, extends to all
managenent arcas and consiets of an analysis and appraisal of
management plans, policies, systems and procedures, methods of
control, means of operation, and uvse of all resources to accomplish
the assigned mission. The management auvdit identifies the WIY
(causes) of manarzement problems so that immediate or future
improvements can be nmade, Also significant, in the traditional
financial audit, the aunditor's role as an advisor is secondary
and lirited primarily to financial contirols. In a maragement

S A yasrly & v e B o 3 vy e ol Y
audit, the auditor's role as an advisor is primary and extends

to 21l cperations of management even to those aress requirin
security cl ances, Therefore, it can readily be seen that ihe
ranagement avdit is nuch more mission corie d tha e nucney
oriented financial audit.

You may have hecard the term counliancs avditor from peopl

eoipliances Arcinor I

M0 have been exposcd to avditors who do nst use manc cment
a t concepts. e MNavy, 1. es of 1 it L
of Defense, top management policies, rrecedures, and rethiods
are usually preseribed, in deteil, in directives fer use by
lower levels of manacsement. As coditors, we use these directives




to learn what management's goals and objectives are, and how

management expects certain missions to be accomplished, There-

fore, it is easy for the auditor to be referred to as a comnliance

avditor.

If we were to look at the definition of compliance auvditing,

the following would probably emerge:

An examination to determine whether top management

policies, procedures, and methods as prescribed in

directives are being followed at lower management

levels,

By

E It can be scen that there is one couspicuous concept missing

from this definition. That is, there is no mention as to the

effectiveness of, or the need for, policies, procedures or

£ metheds. The voint here is that manazement audits begin vhere

the compliance avdits end, by determinins WHY the policies,

P - o - s 4o ~ o P AR Ll Vs o A . = LB o T
procedures or methods, are not being complied with and HCW,
] . poSi]

e

if the }l¥s are justified, the overall cperation can be improved,

: T d AL, AU & e e (0% A crnet k
1 Therefors, compliance audits are a part of the management

avdit for two reasons. First, it provides a basis for reperting

to top management on adherences, by lower management, to the

pclicies and procedures of top manacement. Secondly, it provides

-

- — e e m— .

| | . 1 32 ex  Pas & canideYa - T wrees 175 ) yye 2 ' Ik S wni "
! a basis for firtrer analysis and evaluation Lo determine reasons

P e oy e, R e o - Sen it e o S SR }
‘ or non=compliance and if these reascns are justified, how the

policy, procedure, or method can be improved or chasged. The

bip difference between a compliance auvditor and a management
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auditor is his initiative, motivation, and imagination to search
for a better way to achieve the stated mission, by identifying
significant menagement problems, probing for causes, assessing
impact, and looking for practical solutions.

Next I would like to d.éscribe briefly and graphically the
total management system and how it operates along with a
description of the approach taken to performing a management

audit.

Mission Cbjectives

MANAGEMENT
DECTISTION

VAEING

Policies Bvaluation

Procedures
': AT TASNTNS A ey Y - F: +
PO AL U Internal
Contrecl
Aetion
(Methods)

Berinnine at the top, going counter cleclwise, the mission objectives
are irmplemented throuzh policies formulated by manasement. The
policies provide puidelines for specilic procedural steps that
govern the action taken to carry out the policics. The results

of the action taken should be fed back to manarcment through the

s

. TR R T I 2 A BT e e
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f { the internal control system for evaluation and use in the ;
X manarement decision making process. Basically, the nanagement é

‘ auditor should, when performing a pre~audit survey, rcview :

x this total system in order to be able to pinpoint vicaknesses 2

3

1 in the systen. This survey will be used to guide the auditors

e Sws

? ;L into worthwhile arecas, also referred to as areas of emphasis,

i when the full scale audit begins,

;a Finally, I would like to end this part of my paper by

? 3 drawing from the previous definitions given, and combining all
; % the descriptions I have expounded upon to give one comprehensive
; £ definition of management auwditing.

%, ? A comprehensive and consiructive appraisal of

; ; managenent policies, precedures, methods, and

{ i ( ; use of resources to identily significant manage-

4

3 ; ment problems, delermine waste and Ceficiencies, .

1

i % yrobe for cauvses, assess impact, cevise practical
5f solutions and improved metheds, and make nmanagement
';‘ oriented recommendations for use in the management
;i é decision making process.

This final definition, to a motivated and imaginative auditor,

proposes quite a challenge in itself,




. WHY A FATAGTMENT AUDIT?

The socio-political feelings in the United States, for the

past six years or so, has not been favorable to most activities

r of the Department of Defense. lany people have been vociferously
; eriticizing the cost gro#th of major weapon acquisitions. The
Department of the Navy has had its share of criticism. The
following tabulation is an analysis of the status of major

weapon acquisitions still in the acquisition cycle in the Navy

as of 31 December 1973:

;
§
! - Criginal Incurred Cost Percent
i Tmber Calendar Development Costs Growth cr
{ of Year Eslinate As of As of Cost
i Systems Started (In Millions) 3 DiC 73 31 DiC 73 Growth
{ - 1 1963 $ 536 $ 1,089 $ 553 103
| 7’
i C 2 19556 5,010 5,601 591 12
' 2 1957 3,330 3,942 612 18
3 1058 2,506 k299 1,793 72
' L G569 1.’:,3,_',"1 14,150 1,959 17
{ I 1970 b, 650 5,530 SIS 16
‘. b 1971 ?’ 172 : 7’?'\ 0 5h3 &
r 2 1972 3,245 3,483 238 P
i r /7 L I=d4 an L
,; 1 1973 724 Vil y
| |
$ .k " ’ "
! Totals e ¢ 32,405 s 46,618 $ 7,212 18
—-——— S ———t—— o O — — S———— S —
Trident figures excluded frem this analysis.
Source: Selected Aequisition Reports - Cost Sumrary, as of 31 Deec 1973.
‘The analysis presented above is not peculiar to the savy, analysis
of the imy and Air Force disclosed that, in swimary, the Ay for
the same period wsing the same method of analysis had ten systoms
. with oricinal developrient estimates of 313,459 million with a cost
erovth of 53,667 rillion ér a rate of cosl zrowth of 16.8 percent,
p
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While the Air Force, had 13 systems with original development
estimates of $37,076 million with a cost growth of $13,583 million
for a rate of cost growth of 36.6 percent. Cost growths are
attributed mostly to changes in engineering, support, schedule,
economics, estimating, and unpredictables.,

The amount of funds expended annually on procurement and
research and development have been, on the average duvring the
ten fiscal years from 1955 throush 1975, about $28 Billion.
During this period; procurement ranged from a high of $24
Billion in 1949 to a low of $11.8 Billion in 1965. For research
and development, the high this same period was $8.9 Billion
in 1975 to a low of $6.2 Billion in 1965. Tror a detailed
analysis covering this ten year period see Exhibit 4 on paze 33 .
It is also interesting to note that during this seme pericd,
the Department of Defense received a smaller percentage of the
total United States Pudget each succeeding year with the exception
of FY 1957 and 1958, The percentage has reanred from 41,9 in

. 3 3
1 Le stated that

r 7 a0 v -~ d n )
o 8 3 e 2 o) arail B il B r. Tu Lel0rC * all ©
v-wl 10 \ tc ? s foar ¥V ¢ 75 here r)v"\' + cal
the Defense Budget, in relation to the total United States Hudset
’ 2 ]
has been petiing smaller almost every year since FY 1963,
Froject management, which had its impetus during our earlier
space explorations, has been utilized extensively in the
Department of Defense during the past five years or so for

-

major weapon acquisitions and rescorch and development efforts,

—
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Consequently, the Department of Dcfense has established

some parameters and policy for establishing project management

principles. The following, basically, outlincs the criteria

established by the Depertment of Defcrxse:3

1. An acquisition having an estimated dollar value
for research and development, test and eveluation
in excess oi 50 million dollars,

2. Maving an estimcted dollar value for production
in excess of 200 willicn dollers,

3. Being of national urgercy,

%, Recomsended for such designation by the Departuont

I & i3

TN oyt Yoy e ~ CS0s e
cfense component hzad or the Cffice of the

Q

Sceretary of Defense officials,
The Departncent of the lavy concurred by issuing subsequent
irstruetions with the exception that the above specified in 1.

-~ .pry e e A Ay . r w1714 AW el e Ve
and 2. ebove was vaduced froa 50 million and 200 :illion to 25

million and 100 million, respectively, .

e 2o o 2 am 4 t o P R
a0y Prodoiln areas in najor veanon &equlslelons

in the past, had been the inability Lo locate potential problems
it 1d techrical perforrance from o contractor's

in ccst, schedule and

management control system. Throuch ceontract reqvirements, elaborate

46 - &R st +4 Ay res - orrn o - A .
ranacement inforuation syslems wsre imposed on the centractors

vhich werc for the most pari very cosily and ineffective. Thcse

elaborate reperting systems were also a fallout from the way

T oy

Sakek.
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projects had been managed during early space exploration. As
a result of extensive énalysis and reviews by the Department
of Defense, a joint implementation guide has surfaced to

preclude some of the costly mistakes made in the past. This

guide is entitled Cost/Schedule Control Systems Criteria Joint

Implementation Guide.1 This guide does not impose a system

on a contractor, it merely states the "criteria®" which is

SRR —

Nl 22w Wt S

required cf the contractorts menagement system in order to be

certified or validated for major weapon acquisitions, The
criteria basically assures that the contractor's manarement

systems are sound, and once this is accomplished, to rely on

i
¢
L
f
£
i

these summarized data for centract menagenent requesting detailed

Sp—

data only in those areas where problems exist. The contractort's

st~ i

{ management system must be capable of tasically providing, to
meet Cost/Schedule Control Systens Criteria reguirements, the

R ]

foliowings
i Y. Budgeted cost for werk scheduled and perforned.
; 2, Actual cost of work perforued.
; 3, Estimated and budreted cost at completion.
It, Cost and schedule variances with explanations.
4 5. Traccability or auditability of managcomentts system,
s nothing is 1t the

'i Ag can be seen from the above criteria, nothing is imvosed that

contractor shovld not already be deing to cifectively manage his

- h @

Syt o Tl

. business., It should be borne in mind that if a contractor is

inefficicnt and the majority of his business is Defense Veapon

1

T e
e various r)«U‘_US.
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Systems, then the Department of Defense is paying for inefficiency
and the contractor is not as competitive as he could be for his
other business.
Cnec of the r«:. powerful tools that can and is used for

the pinpointing of problem afeas is the Work Breakdowvn Structure
('.-.'BS).6 The W8S is a formal methed used for defining and
identifying contract effort. See Exhibit C, page 35 for an
example of a sumary W53, Althouch a contractor may have his

v unique management system for planning, scheduling, budgeting,
accountinr~, variance analysis, and controllins costs, etc., his

management systeom can usuvally be used by the Coverrment FProgron

o . . 2 ™~ A .
" 1Y LT A AR a8 A te  ard A Py e 2 e Tl asee oe £y P
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)

a substantial amount of funds by not requirin; the contractor

©

to raintain his monzgement system and imposing a differen

for the conveniernce of the Government when it is wholly uanaceseary.
Further, acccuncing systems and procedwres which are accsptabl

g :‘"‘A S i ~ /:(‘ S onry v * ‘.:'.« cy (;‘[J,‘-,;_}, are usu r'.].‘l:,' on Pa .“01:
to the requirements set forth for a W35, A good rapport between

5
Prozram Y

“
1o
5]

anazer andfor his representative and DCAA auvditor

absolutely cssential to evaluating and monitoring centract

v 43 Cooxrrr ha nwrar S i £ e PO YN TS  ESTIES S may y 3 .
In s Vavy the procurcrient of a weanon system can be a

e

horrendously complexX cne requiring an cxtensive amount of

) .

inter-responsibilitics, See Exhibit B on page 34 for a grephic

example of a major combetlant ship acguisition., The respensibility
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for procurement of major weapon systems in the Navy rests with
the Chief, Naval Material Command (NAVMAT), through basically
four subordinate systems commands (SY5C(MS). The following is

presented to show the basic responsibilities of these various

Naval Air Svstems Command (NAVAIRSYSCOM)

The following is only a partial list of the duties and

support responsibilities assigned:

1.

2.

Navy and Marine Corps aircraft systems including
components thereof and fuels and lubricants

therefor;

2 . S - s~ v - c o
air-launched weapon systems and ccmponents thereof

but not including torpedoes and mines except for
aircraft compatibility aspects, which are a
Joint responsibility to be exercised with the
NAVORDSYSCCL
airoorne electroniecs;

air-launched uvnderwater sound systems;

airborne pyrotechnics;
catapults, arresting gear, visual landing aids,
and jet blast deflectors;

vhotorraphic eguipment

In addition, the responsibility of total system integration with

respect to aircraft weapons and spacecraft systems, is to be

Ly
/
Fares

e " e e

I-3, II-F, 11=C, and 1IeE
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exercised jointly with other SYSCCMS or Project Managers who
are assigned responsibility for other supporting systems.,

Naval Ship Svstems Command (CAVSHIPSYSCCH

The following is only a partial list of the duties and
support responsibilities assigned:

1. ships, submersibles, amphibious craft and
vehicles, boats, floating drydocks, shiphulks
and manned surface and submerged targets,
bathescopes, etc.;

2. propulsions;

3. auxiliary power generating and distribution;
navigation equipment, excepi radio navisation;
5. ship systems integration and coordination;

6. coordination of shipbvilding, conversion and
repair;
7. naval nuclear propulsiong

8, salvare and diving;

e e m s A
As can be seen from the broad responsibilities listed above,

integration and coordination is extremely complex.

Naval Slectronic Svsterms Command (UAVELECSISCCM)

The following is only a partial list of the duties and

suoport responsibilities assi:rned:

1, command/control/communications systems (platform
J <

to platform), complete;

2., undersca and space surveillance;
1 ’

.
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. 3. navigation aids, air traffic control, and
: automatic landing systeﬁs, less airhcrne;
4, common equipment, components, and parts;
2 5. interior communications;

In addition, systems integration with other SYSCUM's or

g
i
’
?

H | specific platforms.
b
i Naval Crdnange Svstems Cormand (VAVCRDSYSCCH)
.

Progran Managers who are assigned responsitilities for

The followingz is only < partial list of the dulies and

support responsibilities assienecd:

1. shipboard wsapons systems and components thercof;

L) e T L e B

3« air-launched mines and torpecdoes;

;
i
\ ' o o v 3 oy . - 3 s
Lk, small arms, infantry equipnzots
5. explosive ordnance disposzl, incluvding developiv
i Ay e e 7 e
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Accounting Cffice,” and the Blue Ribbon Defense Funel,” have
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» expressed opinicns in the area of progrs~ managemcnt. The following
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found:

1.

2.

3.

rief summary of the problem areas that these two bodies

levels cof review authority contributing little
to the process of formulating decisions.

Project managers operate under chariers that
tend to be written very penerally, and most
charters could be applied to almost any prcject.
Vritten agreements belween program managers and
other functional manargers tend to be too vague
to be helpful,

Stricter linitations of elements of systems to

esseant!
More use of competitive prototype and less reliance

on paper studies,

r-r.v‘(,v-."" _\w‘\'}_(\ 5 _f:"j_h_f"f o urront n?,w' v} "; 6
NG pro (..(’1, LU Wi Ol C LC (1S &
until cessfnl damc ion ¢ K it
prototypes.,

Continued trade-offs between new veapon systems
and nedificatic to existing weapon sysiems
currently 3 ; tion.
\ v ¢ y + e Y 19 v
)
reliability, etc., by other means than detailed

documentation by contractors as o part of design

proposals.
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Appropriate planning

early in the development
cycle for subsequent test and evaluation, and
effective transition to the test and evaluation
phase,

10, Flexibility in.sclccting type of contract most
appropriate for development and the assessnent

of the fechnical risks involved,
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HCW TOC COMDUCT A MANAGEMENT AUDIT

In this scction I will attempt to deseribec how a management
audit, of a major weapon acquisition, could be accomplished.
Management auditing is extremely flexible, in that, it can be
applicd to current, past or future (planning) objectives or
missions, Unlike a financial audit it is not stagnated by
traditional concepts. Therefore, the amount of flexibility is
only limited to the participating auwditors initiative, iragination
and motivation. IExhibit D, pase 35 contains a ficticious
example of a manazoment avdit firnding, to illustrate to

randar vhat one of these Mndin-s leoo! 1302 snd how B o et

- i ae - vea s Jdlida (S S . PR - C . e Clewyr Com L

usually oresented to management.

to action cn an orderly, realistic,

syst tic t i A rorsonable elicice cen £

action. These statemants have the virtue of it clear that
plann and pl ArS & Pre f relati 5 ptual phases

in an orderly fashion. OJome of the benefits that are derived

fr ocd planning are (1) focuses action, (2) reduces risk,

(3) reinforces objectives of missions, (%) simplifies coordination,

the system acquisition cycle. This cycle has three distinctive

. . ) . 1 . Py (] N, N * . - L L0 .
D40 , LG Al .-J].\ w3  Gilt o4 ) vt . A0 L I 1L CW
o
. I | o gy o . N g - . ”
Council (D2ARC)s " This council relon { cent

ol L~




Papers (ICF) during the system cycle. The first DCP is received for
DSARC T during the conceptual phase, the second ICP is received for
DSARC IT between the validation and full scale development phase
and the third ICP is for DGARC III which is submitted between the
full scale development and preduction phasec,

Review and evaluate the adequacy of estimates, back-up, information,
schedules, etc,, on the ICP's as appropriate. Scme of the areas to
consider follow:

1. Process

2. Issue

3. The problen

k, %he threat analysis

5. The concept formulation

6. Swrmary of advanced developnent

7. The prosran alternatives

3. Dotailed description of the alternatives
9. Test and evaluatior
10, Manazement and procurement

11l. Reliability, availability, and naintainability

Ly Jeabye ~ p ryyes e Ay e
11). 5)\'-.“.\‘(,‘0.\)',;‘!, .X:A :‘-'2‘-&1'..’. gnt

18, Recormendations
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Determine the reasonableness of the DCP's reviewed and present
management with any finaings.

There are other areas of planning and plans which should
be also considered., Such as, planning often suifers from the
lack of genuine top=level interest and support; the degree
of involvement needed frequently leads to executive avoidance
and consequent dilution of the quality of the plenning process;
the actual work of building the plan is often left to sub-
ordinates who usually are comparatively inexpericnced énd
formalistic; vwlanning is more often done fer the approvers than
for the doers; planning done at high lcvels usually reflects

2 N R s ke e T . S O P e & e Y
top menasenentts views but seldem is realistic to those people

in the field wvho have to carry out the actions called for;

planning too often is rich in relevent information bul pecor

in resources for eritically evaluatine projections and assunptions;
the process becomes traditionzl or havituvel, with the result

that it responds more to philosophy or perspective rather than
to economic opportunities; and {inally, plans are too general

or they have insufficient detail to permit the establishment

of selective controls.

accurmlated, coordinated, integrated, mixed, and motivated to
achieve a decided objective, To wmeasvre efrectivences, the

auditor will have to look for indiecations of defieiencices.
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Some of the ccmmon problems that plague organizations are:
1. Frequent plan‘changes
2. No arrangements for succession
3. late decisions
4, 1Inadequate information
5. Impossibility of accountability
6. Short tenure
7. Bxcessive communicating
8. Incompetence
9. Purposeless redundancy
Evaluvate the above factors and proceed as reavired to fornm
an opirion or reccrmendation.
livaluate the type of organization established, is it
functioning well or could a different type of structure result
in & more efiective orsanization., 3izes and types of g;

(=8¢ .

stera /

projeet offices (5/FC) vary f{rom a one man operation, to a

%

. S o NN 4« - Y - L. * A 33 g0 nSrem AN N . £ vy ~"}
staff CADRE type organization, a medium size 30 to 50 personncl
o A v T T NP N ORI R et e d S~ N Yo s =

or a near self supporting lype organization of between 150

to 500 personnel. The amount of intesration and dependency

on other organizations is dircetly proportionate with the size

Vs

2, 1Is it organized to minimize the gap between the
desirned and the real structure?

p ' etk
3, Look al the span of control.
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L, 1Is responsibility divided or assigned in wholes?

5. Has each class of activity been assigned to
one person in charget?
6. Assignment of responsibility should be documented,
Review the Fli's charter and determine if it adeguately
permits him to discharge his assigned task.
CCNTRACTIIC
Review method of contracting used and/or the advanced
procurcrent plan and determine the adcquacy of the plan andfor

.

method, to insure that competition, if applicable, has not
been circunivented, Cost plus incentive fee (CPIF) is usually
the vreferred net

B . . . . .
vl Y N e A S e Thys A A TIen e X eleTh 114 one
(V913 e 1 LG O procurement 10X ma 10l eIl ACQuULOLLIONSG

See Exhibit E, pace 37 for an example of how to structure a CFIF
? A +

contract.
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for using another type if CPIF appears tified. rfomance
i3 ince 1V :.3\’ o cl 1.0 ce i r cr 3 g | " i

vised to preclude the encouragement of cost growth, also the

auditor should be alert of Lthe following:

1. Incentivising esseniial parameters which only
have one acc e as t level, these
should be contract requirements,

2., Incentivised parameters chould have valuve.

3. Performance parameters shiovld Lo independent

variablea,

Sl




( L, Range of incentive effectiveness should be
establiched before targef levels.

5. The relative importance of the parameters

shovld be established.

4

Fee pool should be aliocated according to the

relative importance of parameters.

e L T i 2 e
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If the contract plan or contract is a negotiated type,

review and evaluate the pre-negotiation preparations. These

o &

preparations should consider things such as, cost estimating,
requirenents, analysis cf proposals, assumptions, contingencies
contractors bidding striery, and the contract negotiator's
repotiation stratesy. Also, & review of price negotiation

nemorandun should be made to determine how negeliations were

cond, n\t\‘d.
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Constructive chan~e orders usually come about as esult
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change orders that were upheld by the courts, btecause these

persons were defined as bheing implied ageonts cf the Covernment:
X Jofentds 3 vy 4 &
” 2. BEBrroneous contract interpretation
. : o~ $
3. Chanpre in place or manner of tests

! % et 2 v 3 - \
I, PExcessive inspection roquirements
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5. Acceleration

6. Deceleration
7. TIimproper rejection and rework
8. Failure to disclose superior nowledge
Wrile reviewing this area determine the adequacy and
reliability of controlling constructive change orders.

CCHTRCIS AND CCHTROLLING

The ma2in purpcse of control is to make things happen, such
as, to achieve an objective within bud cted cost. Controls
that do not have a positive purpose, that are reprecsive, and
that do not appear to support the higher aims of the project

invite evasion by employees. (hen they contribute to a

project, it is becauvse they are vitally linked with other

B2 aom . . £ 2l AL e % Yy 1
funeticns such as plaaning and directing. Controls should noi
he astabliched miless there 3 reasonatle assurance thoy oal

.
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Wi .
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mwead daras
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1. Determine the 2661ty of selected controls.
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h, Are the controls nore elaborate than necocsary?
5. Is the same persen that is responsible for the

P cre .. 1‘01?

plan also responsible for
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6. Are controls used to compare standards?

CCSTIG, PRICING, AND FINANCIAL MANAGENMEN

e

Costs have powerful inflvences on the fortunes of a project
and effect almost every aspect., If costs are not maintained
in some proper relztion to objectives, the whole project can
erode avay. Information on costs is sicnificant for decision
making in every aspect of the project. Understanding costs
and the factors that affect them and that create both favorable
and unfavorable variances is probably the most useful aspect
of managing a prcject.

Insure that cost information received from the Cost/Schedule

Y s b W S vyes ™ v ~ys o ey ) 3 Y 14 - A P 1 ( o 2 pdd =
Control Systems Criteria by the Frogrem lanarger's (Pl's) Crranizaticon

is utilized effectively, Cost variance is an especially effective

tool, it provides the difference between the budgeted costs for work

D

scheduled and the actual costs for work performed. At any point

e ety gk e )
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A trmanls
e 1

te
-
¢
-
)
¢
o}

actually performed has cost more or less than budgeted, thereby,
revealing problem areas at an early stage so that remedial action
can be effected,

Budeet personnel prepare a report called, contract fund status
reports, This report has to agree with the estimated cost at
cempletion report which is prepared by forecasters, If they
do not arree, this may be a sign that lhe reporiing systenm does

not track, evaluate accordingly.

Detail cost estimates have » veriely of uses, insure

B+ 0 ol e DGk

IS




E

T

D e

E
\
[
|
|
|
¢

————

.

g
3
i
24
3
3
';{.
%
e
¢
£
4

From a 1ist of reports that are generated throuzh
nedia, ndrform Lhe followings

that they are used for the following:

1. Iudget refinement and justification as program
becomes more specifically defined,

2. Ratification of program decisions a: progranm
moves throush .prog;rcssive phases.

3. Contract value establishment when contractors
have definitized proposals,

L4, Fund and control management for ongoing contracts,

INPCRATICY SYSTRM

An effective information system shculd be accurate,

predictable, private, relevant,and timely, so that the information

can be used by management to help make decisions. Inowledgze
2 . Y < ] 4 . - - P -~ 2 L AN (e 3
arises from the mind acting upon information, it is no exaggeration

-

to say that the success of any project is greatly affected by

the quality of information it has and

T - L2 S > s -
U has and the efficiency of its

8 n 1 "t lL A ‘A arlad W2 T af )

internal cormunications. See Lxhibit F, page 2 or a graphic
Yorses rayy s oy oo & ue Tl £ p e nd s, S amd T, 4

presentation of informati arces, aAn effect infornation
s b 3 FIRRPRREE AP, [Pl e TR, P I, I3 ernt ] 4

system, manual or computerized, is a risk reducin: discipline

which permits the integration of planning, forccasiing,

w2

o |

»
-

measurin. and conirol,

« Determine vwho generates the revort.

h §
2. Determire who uses the rejpc

3. Determine the nced for the report.
L, UVotermine what actien is ta when repor




( From the above, form an opinion and recommend remedial action
if appropriate. An information system‘(report) that does not
alert management to departures from plans and point out
unforeseen potential threats is of little value,

ENGINEERTG

Cne of the more difficult functions to audit is engineering,

e S G TN P T R R IR
’

mainly because the results of engincering activity are not always

§ directly measurable and often show up more meaningfully clsc-
$ where., Like scientists and physicians, enzinecrs place a
premium on technical knowledze and have little awvpreciation of or
competence in administration.
Like other professionsls, engineers tend to be highl;
'individua istie. %hey tend to develop their ocwn style of
working and, typically, do not carec much for controls, formal
procedures, or any other constraints on their professional
freedcm, It takes a lenz time and a lan investment tc 1.1d
up a compstent ensineeri effort, and the ‘ort can be kept
: effective only thro somnd pl .ng and eocntrol,

The following points should be looked at elosely wtren

R T

; reviewin: ensineeringg 3

| .
| :
¥ 1., Do engineering manapers and yroject manarers tend
i k
i b
%0 \¢
to pay tce ch ati ion X !
| 2 '
B P % 4 L A W e .o '\ e o ilsn LAk ool e M
g responsibilities than their administiotive ones?t
E
|

- 2 -~ 4 % ’ “s e 3 4
2. Are visual methods used ¢

o measure performance
] such as Gantt charts or progran eveluation :
review technique (FiiT)?
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3. Is responsibility and accountability defined
for personnel in the different disciplines of
enrineerin:?

Lk, Are project status reports reviewed regularly
to help pinpoiht problem arcas?

5. Is there a standard routine and thorouzshly
understood precedure for chanre orders?

6. Are change orders definitized in a timely
manner, vhat controls are there?

Consideration should also be iven to maintuinsbility of
the total system. Such things as maintenance levels, maiutcnance

o

— 48 . S - YV svon o e 2, 3 4 0 e - -
pracuic 24 LRUCHL,y Yalnln, pCersciiitd,
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and the establisiment of controls therecf shouwld be cvalusted,

Cther considerations are (1) equipment maintenance cycie,

-~
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(2) maintenance foree levels, (3) replacement policies, (%
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source for . 'this type of information is historical data, t 1ical

infermation on specifications
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repairing the equipment, ete,

Reviewr the contrels and precedures in effect, over Government
urnished Douly (GFSY.  Det 0 v ible and

accountable for coordinating the timely arrival of the GFu
at *the prescrited location so as Lo reduce unnecessary costs

to the Government through claims for holding up work.

i
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Although the title of this paper specified the management
auditing of project management in the Navy, I believe that this
technique can be used by any CGovernmient Agency or any Commercial
industry using the project management approach to rznaginz,

If funds arc to be used in the most efficient and effective
manner, then I firmly believe that there is a very stronz need
for manacenent auditing. Dspecially now, with the Department
of Defense competin: vigorously, on an amual basis, for a
fair share of the total Federal Budget.

I Ae Y 0

ot want lthe reader to think that I have coverced the

aqla 8 3 - e Y ke e L LR Y e oA e
subject cf manacenent auditing exhavstively

to describe, define, and show how in generzl it can and is used.

. po i} | AP e \ - L mrivamd & Y PP & -
e section, entitled, "How to Conduct a Manarement Audit! is
v from i 2. comprehensive treatise of how one of th
v v SRR
avaits could be porformed,
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