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FEDERAL REAL PROPERTY: REAL WASTE IN
NEED OF REAL REFORM

THURSDAY, MAY 24, 2007

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES,
AND INTERNATIONAL SECURITY,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:02 a.m., in
room SD-342, Dirksen Senate Office Building, Hon. Thomas R.
Carper, Chairman of the Subcommittee, presiding.

Present: Senators Carper and Coburn.

OPENING STATEMENT OF CHAIRMAN CARPER

Chairman CARPER. The hearing will come to order. Welcome, Dr.
Coburn. To our first panel, to Clay Johnson, to Mark Goldstein,
thank you for joining us today.

I just got some good news. The good news is that it looks like
our first vote may not be until a little bit after noon, so we may
be able to finish this hearing without interruption, which would be
very nice.

We appreciate our witnesses taking the time to participate in the
hearing. I think this is the third in a series of hearings on property
management and what needs to be done and what is being done
and what further action is required by the Administration and by
us in the Legislative Bbranch.

This hearing will examine the findings and conclusions in GAO’s
most recent update of the high-risk report on Federal property
management. Federal property management has been on GAO’s
high-risk list, I believe, since 2003, and as many of those watching
and listening to this hearing will know the high-risk list details the
most serious management issues that the Federal Government
faces. It is not a good list to be on, but it is an important list to
keep, and it is an important list for us to hold oversight over in
many instances.

But just casual reading of the testimony we have before us today
should tell most of us why the way in which agencies are handling
their property is problematic and why the Financial Management
Subcommittee that we serve on will continue to exercise oversight
in this area.

Many Federal agencies have a presence, sometimes a major pres-
ence, not just here in Washington but in communities large and
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small across our country. That is not the problem. The problem is
that too many of the properties that agencies make use of to serve
the American people appear to be managed in ways that are likely
wasting billions of dollars that taxpayers are paying each year.

The Administration, as they have in several other key manage-
ment areas, has begun to address this problem, and some initial
progress is being made toward improving Federal property man-
agement, and we will hear about that today, as well as a to-do list
of what lies ahead. The President has responded to GAO’s high-risk
designation for property management by setting up for the first
time a team of qualified senior leaders at key agencies whose sole
job is to better manage agencies’ property assets and to align their
physical infrastructure with their agencies’ missions. The President
also set up a Federal Real Property Council, which is working to
develop a reliable inventory of all Federal property and to set prop-
erty management standards and to put systems in place for meas-
uring agency performance.

Agencies are now graded on their adherence to sound property
management principles through the President’s Management Agen-
da, and we applaud that. As GAO has pointed out, however, there
are still a number of very costly challenges that remain. Chief
among the management deficiencies that we will hear discussed
today is the fact that many agencies hold onto, year in and year
out, thousands of pieces of property that are unneeded, underuti-
lized, or, as Senator Coburn and I found out during a field hearing
in Chicago, just completely vacant, and I think Mr. Goldstein was
there with us at that time.

When an agency maintains possession of a property it does not
need to carry out its mission, taxpayers must shell out large sums
to pay for unnecessary security, to pay for maintenance, and to pay
utility costs. It is apparently a major problem at several agencies,
among them NASA and the Departments of Energy and Homeland
Security. At those agencies, GAO has reported that more than 10
gerient of agency assets are sitting idle and could be taken off the

ooks.

Dr. Coburn and I hope to address this problem later this year
with legislation we are currently working on, legislation that the
President has recommended in his budget, that would streamline
the property disposal process and give agencies the financial incen-
tive to get rid of what they no longer need. Agencies such as the
VA that have the ability to retain some of the proceeds when they
dispose of properties they own carry very few unneeded assets, and
we will hear about that later. We should take what works at those
agencies, like the VA, and use it to help make other more sensible
management decisions.

Another expensive property management problem that has been
highlighted by GAO is the overreliance that some agencies place on
leases to meet their space needs, even when purchases or new con-
struction may be the most cost-effective way to meet these needs
over the long run. This is another issue that Senator Coburn and
I plan to spend some time working on. GAO, at this Subcommit-
tee’s request, is currently examining the cost differences between
leases and other available options so that we can get a better sense
of how much these lease agreements that agencies are entering
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into with increasing regularity are costing us. The costs, I suspect,
are likely to be quite significant.

GAO has testified, for example, that the true costs of the lease
the Patent and Trademark Office entered into for their new head-
quarters building in Alexandria, Virginia, several years ago will
cost taxpayers $38 million more than a lease-purchase agreement
would have cost. And it will cost us $48 million more than it would
have cost us to construct a new building from scratch. And that is
just unacceptable, and I fear that may be only the tip of the ice-
berg.

Our witness from GSA will testify today that, by the end of this
year, his agency will reach the point for the first time where the
majority of GSA’s portfolio will consist of leased buildings.

Now, do not get me wrong. Leases make sense in some cases, but
they do not make sense in others, and what we have got to do is
make certain that agencies are doing their due diligence at the out-
set in making sure to the best of their abilities that they are going
about meeting their space needs in the most cost-effective manner.
We will also need, in all likelihood, to revisit the arcane budget
rules that encourage agencies to go with leases when it does not
make sense in the long run for them to do so.

These two problems are just the most costly of those highlighted
by GAO and others. Maintenance backlogs are another. When an
agency, either due to incompetent management or lack of re-
sources, ignores a routine maintenance problem until it becomes a
catastrophic one, taxpayers are at risk of spending significant
amounts of money to repair or restore something which could have
been addressed early on for significantly less money. According to
GAO, just seven agencies they contacted reported more than $77
billion in maintenance backlogs, and the Department of Defense
alone reported $57 billion in maintenance backlogs.

And, finally, there is the fact that at least some of the data agen-
cies have on their property inventory is just flat out unreliable. For
fiscal year 2006, as it has been for, I guess, the last 9 years, GAO
reported that the Federal Government could not satisfactorily de-
termine that information on Federal property was properly re-
ported in its annual financial statement. Without reliable informa-
tion in this area, agencies do not fully know the assets they own
and do not know the location and condition of that property. They
also cannot effectively manage their assets to achieve their mission
in the most efficient way possible.

Well, there is a road map out there for us to follow. That is the
good news. We have made a start, and that is good news as well.
We look forward to working with our witnesses today, the agencies
that they represent and others that are not at the table, to working
with my colleague Senator Coburn and others on this Sub-
committee to provide the oversight and give agencies the tools and
maybe sometimes the push that they need to give taxpayers the
kind of property management system that they expect and they de-
serve.

Dr. Coburn.



4

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. Well, thank you, Senator Carper, and welcome
to our witnesses. This is a sleepy, little, non-invigorating area of
the Federal Government that is costing the American taxpayers
billions every year because we are not doing the appropriate thing.

A chart was just put up that shows the Department of Energy’s
unneeded space—20 million square feet.! To get a handle on what
that means, that is 19 times the size of this building, this entire
office building, or 3 times the size of the largest office building in
the world, the Pentagon. And that is just in the Department of En-
ergy, space that we do not need, that we have not sold, that we
have not turned over, that we are continuing to spend money on.

The Administration is to be congratulated as it works towards
getting a handle on the real property. I know Clay Johnson is in-
volved in that as well. But it is difficult for us to have any credi-
bility, and this really is not a problem with you all as much as it
is with Congress. We have set so many road blocks up so that you
cannot get rid of buildings. The difficulty in terms of meeting the
requirements to ever put a building up for sale is almost impos-
sible. The requirements associated with that in terms of what hap-
pens and the requirements that it goes through; it can be used for
an airport, prison, education, public health, homelessness, the
whole works. These are the things that, in fact, are mandated and
must be used for before it can be sold. Some of those things are
realistic, and some are not.

What is probably more important is to really identify the prob-
lem, which is part of what this hearing is. We need to try to effect
a legislative solution so that we can handle real property in a way
that makes sense and that does not cause us to continue to spend
tremendous amounts of money maintaining buildings that we do
not need.

Finally, Senator Carper mentioned leases.2 That is our problem,
too. Because of the way the budget rules are set up, we actually
force agencies because we expense a lease-purchase agreement all
in the year in which it is made. That is crazy. Nobody else does
that in the world. That is not even a generally accepted accounting
standard. So the fact is that we need to be changing that, and we
need to give the agencies the ability to do lease-purchase and then
accurately reflect the cost of that in the budget year on an annual
basis over the life of that lease-purchase.

So I am thankful that we are going to have this hearing. My
hope is that as we raise awareness, Senator Carper on his side of
the aisle and I on my side of the aisle can build a consensus, can
alleviate the fears that we might leave somebody out who might
have some need in this country and do the common-sense thing of
handling real property in a way that gives taxpayers value, and
also making sure—I am not sure I agree with Senator Carper that
there is ever a time that the Federal Government should be leasing
space. If we fix it to where it is easily turned, then there is no rea-
son that we should not purchase it and then turn it rather than

1The chart entitled “Excess/Underutilized Property At the Department of Energy” appears in
the Appendix on page 105.
2The chart entitled “Construction vs. Operating Leases” appears in the Appendix on page 106.
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lease it. Leasing is basically the least valuable way to hold a prop-
erty in terms of return for the taxpayers.

But I thank you again, Senator Carper, for holding this hearing.
My hope is that this year we can start down the road and probably
have something the President can sign that will change this ar-
chaic system into something that is smart, flexible, meets the
needs of the agencies, and also is good financial management.

Thank you.

Chairman CARPER. Thank you, Dr. Coburn.

We have two panels before us today, and our lead-off witness is
Clay Johnson, and we welcome you today. Your full statement and
that of your counterpart here, Mark Goldstein, are going to be
made part of the record, so I am not going to go into any elaborate
introductions. I think Mr. Johnson comes by about every other
month, and so we are always happy to see him and both of our wit-
nesses.

I am going to ask you to use maybe roughly 5 minutes. If you
go a little bit over that, that is OK, but go ahead and get started.
If you get too far into it, if it gets past lunch, I will rein you in
and we will go to questions.

Senator COBURN. Can I interrupt for just a second? I have a Ju-
diciary hearing that I may have to leave for, so it will not be any-
thing you said. It will be because I am getting a page that I need
to be there.

Chairman CARPER. Fair enough.

Alright. Mr. Johnson, why don’t you lead us off? Thank you.

TESTIMONY OF CLAY JOHNSON III,* DEPUTY DIRECTOR FOR
MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET

Mr. JOHNSON. Thank you, sir. Senators, thank you very much. I
just have a few very general comments before getting to your ques-
tions.

One, we really applaud your interest in this subject. You both
are very well known for asking the question at every one of your
hearings: What can we do to help? We have some answers to that,
and I think your support, to work with us, to figure out how to
structure this pilot program, to figure out how to dispose of these
properties more readily, more effectively, and in a more business-
like fashion, I am confident working together we can figure out
how to do that and do that this year and get on about it.

Chairman CARPER. Sometimes we ask that question—What can
we do to help?—and we do not get much back. But in this case——

Mr. JOoHNSON. Well, we have some proposals.

Chairman CARPER [continuing]. It looks like there is plenty we
can do.

Mr. JOHNSON. And I know how genuine and deep your interest
is in this subject, and so we welcome that and applaud that.

I was reading all the testimony from the other panelists the last
couple days, and I was thinking that 3 or 4 years ago, you could
not even have had this panel discussion. We would not have been

1The prepared statement of Mr. Johnson with an attachment appears in the Appendix on
page 39.
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able to answer any of the questions that you want to ask today. We
just did not have the information.

What we have today that we did not have until a couple years
ago, starting a couple years ago, is that there is leadership in every
agency, there is information, a whole lot of information, about real
property, and we have asset management tools that we have never
had before. And so we have the ability now to tackle these issues
that we have never had before. The 100 largest, most unnecessary
real property assets, that would have been a laughable question 4
or 5 years ago. We can answer that question now, and we have
been challenged to answer that in this report that is due to Con-
gress on June 15, identifying all the unnecessary property, and
particularly the 100 largest and most unnecessary.

But, anyway, we are prepared, and as GAO has pointed out in
the report, we have made a great start, but now it is time to start
using all these tools to start delivering and start disposing of prop-
erties and start managing things more effectively. And agencies are
really excited about doing this. They are real proud of what they
have accomplished so far, and we are real proud of them. And we
look forward to working with you in the months and years ahead
to actually deliver on the promise of all these new-found capabili-
ties. Thank you.

Chairman CARPER. Fair enough. Thank you for that statement,
and your full statement will be made a part of the record.

Mr. Goldstein, why don’t you share with us your thoughts?

TESTIMONY OF MARK L. GOLDSTEIN,! DIRECTOR, PHYSICAL
INFRASTRUCTURE ISSUES, U.S. GOVERNMENT ACCOUNT-
ABILITY OFFICE

Mr. GOLDSTEIN. Sure. Good morning, Mr. Chairman.

Chairman CARPER. Good morning. By the way, thanks very much
for the most recent report, which we have had a chance to read and
to try to digest. A lot of good substance here. Thank you.

Mr. GOLDSTEIN. Thank you very much. Our team did a very
great job, and we appreciate the Subcommittee’s——

Chairman CARPER. Are any of them here today?

Mr. GOLDSTEIN. The team is, in fact, right behind me.

Chairman CARPER. Will the team members raise their hands?
Good. Thanks very much. Front-row seat.

Mr. GOLDSTEIN. Exactly. That is not always a good thing, but we
will do our best.

Thank you for the opportunity to testify today on the progress
and the challenges that the Federal Government has made in man-
aging its real property. At the start of each Congress since 1999,
GAO has issued its “Performance and Accountability Series: Major
Management Challenges and Program Risks.” In January 2003, we
designated Federal real property as a high-risk area as part of this
series, and we issued updates on this area in January 2005 and
January 2007. My testimony is based largely on a recent report on
Federal real property that you just mentioned, and as well as other
GAO reports on real property issues that we have talked about
over the years. My testimony focuses on the progress made by the

1The prepared statement of Mr. Goldstein appears in the Appendix on page 43.
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Administration and the major real property-holding agencies to
strategically manage real property and address longstanding
issues, and what problems and obstacles, if any, remain today to
be addressed still.

The major points of my testimony are as follows:

First, the Administration and major real property-holding agen-
cies have made progress toward strategically managing Federal
real property and addressing some longstanding problems. In re-
sponse to the President’s Management Agenda and related Execu-
tive order, relevant agencies have, among other things, designated
senior real property officers, established asset management plans,
standardized real property data reporting, and adopted various per-
formance measures to track progress. The Administration has also
established a Federal Real Property Council to help support real
property improvements. Additional initiatives seek to provide agen-
cies with other management tools to more effectively manage real
property, such as broader authority for enhanced-use leases.

Second, although progress toward strategically managing real
property and addressing some longstanding problems has been
made, many problems have not been fixed, and several underlying
obstacles that hinder progress remain unresolved. For example,
Energy, DHS, and NASA reported that over 10 percent of their fa-
cilities are excess or underutilized. In addition, Energy, NASA,
GSA, Interior, State, and VA reported repair and maintenance
backlogs that total over $16 billion. DOD reported a backlog of
more than $57 billion, which includes the cost of restoring and
modernizing obsolete buildings. Furthermore, Energy, Interior,
GSA, State, and VA reported an increased reliance on operating
leases—an approach which we have reported is often more costly
for long-term space needs. While agencies had made progress in
collecting and reporting standardized real property data, data reli-
ability is still a challenge in some agencies, and agencies lack a
standard framework for data validation. Finally, all the major real
property-holding agencies reported using risk-based approaches to
prioritize security needs, as we have suggested, but cited a lack of
resources for security enhancements as an ongoing problem.

In our past high-risk reports, we called for a transformation
strategy to address the longstanding problems in this area. The
Administration’s approach is generally consistent with what we
have envisioned, but certain areas warrant further attention. More
specifically, underlying obstacles such as competing stakeholder in-
terests, legal and budgetary limitations, and a need for improved
capital planning persist. For example, some agencies cited local in-
terest as barriers to disposing of excess property. Furthermore,
agencies’ limited ability to pursue ownership often leads them to
lease property that may be more cost effective over time for them
to own. And, finally, long-term capital planning efforts to improve
the efficiency of government operations continues to be a challenge,
and these efforts are not clearly linked with the real property ini-
tiative.

The Federal Government has generally not planned or budgeted
for capital assets such as real property over the long term. In our
April 2007 report on real property, we made recommendations in
three areas: One, to ensure the validity of agency data; two, to
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focus reform efforts to better address the leasing problems and se-
curity challenges; and, three, addressing obstacles that included
competing stakeholder interests and the need for improved capital
planning.

Mr. Chairman, this concludes my opening statement. I would be
happy to answer any questions that the Subcommittee has.

Chairman CARPER. Good. Thanks very, very much.

Let me just start off, if I can, and we will maybe do 7-minute
segments here, but not that I will stick to that too closely. Let me
just start off by asking you, Mr. Goldstein, when you looked at the
work that the Administration has done in response, I guess, to the
news in 2002 and 2003 that real property management was on the
high-risk list, when you look at what has been done to date, what
do you especially admire? And where do you find that there is still
more that they can do without our help? And I am going to get into
what we can do as well. What are the things especially meritorious
and what are some areas where you think they are still falling a
bit short?

Mr. GOLDSTEIN. Sure. I think that——

Mr. JOHNSON. Should I step out of the room? [Laughter.]

Chairman CARPER. You have got to stay for this part.

Mr. JOHNSON. OK.

Mr. GOLDSTEIN. No. Actually, I was about to compliment Mr.
Johnson. I think the Administration has done a very good job and
a lot of progress has been made. His comment that we could not
hold this kind of a hearing 4 or 5 years ago I think is absolutely
true. When GAO put real property on its high-risk list in 2003, we
did so for five reasons: Issues with data reliability, excess property,
backlogs, leasing, and security. And I think you would find today
that there has been progress made in all five of those areas.

At the same time, as I have mentioned—and I suspect Mr. John-
son would agree—we have still got a long way to go. These prob-
lems are not fixed, and some of the underlying obstacles that I
have talked about—some of the legal and budgetary disincentives,
the competing stakeholder interests, and the like—could hamper
progress in the future if we do not continue to address these issues.
But there has been considerable progress made.

Chairman CARPER. When you look at the areas where the Ad-
ministration without our help could do more, or agencies could do
more, what are some that come to mind?

Mr. GOLDSTEIN. Clearly, in the area of data validation, I do not
think they need the help of the Congress.

Chairman CARPER. Talk a little bit more about that point, please.

Mr. GOLDSTEIN. Sure. Within the Federal Real Property Council,
the database that has been established by the Administration and
the agencies, collecting Federal real property data, over the years
that data has been quite sketchy. The effort underway now is to
try to improve that by standardizing the kind of data elements that
are used and the definitions that are used to collect data. But there
are still some holes in the collecting of the data, and there are still
some discrepancies and differences of how agencies are actually de-
fining that information and, therefore, reporting it. So that it is not
uniform at this point in time, and there has not been any valida-
tion, certainly that I am aware of, at the Administration level to
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determine that what is being reported is completely accurate and
complete. And so agencies need to get, I think, more involved in
having accountability and control mechanisms in place that will as-
sure both the Administration as well as Congress that the informa-
tion that is being reported in the database is accurate and complete
and so that the government does know what it owns, where it is,
and what its disposition status is.

Chairman CARPER. Mr. Johnson, do you want to respond to that
at all?

Mr. JOHNSON. Just a comment on the data validity. All the agen-
cies have been charged to come back to us, I think by the end of
the third quarter, with their plan—or fourth quarter of this year—
with their plan, what they are going to do to validate this data. I
do not know whether that is a sampling or they are getting the In-
spectors General involved or announce that they need to confirm
the validity of the information.

A couple of examples of indications that the data may not all be
100 percent accurate is a building would be reported on their in-
ventory as being in good condition and go in as such on the inven-
tory, and 2 months later it is condemned for asbestos problems or
something. Well, that suggests that the original designation was
not accurate. Or an agency, unnamed, would submit information
and maybe there are 50,000 more assets than last year. Well, we
did not acquire 50,000, so that number is wrong—this year or last
year?

So it is those kinds of things that says, Oh, maybe this is not
all 100 percent accurate, and maybe agencies need to be doing
something every year to look at the accuracy of the condition infor-
mation or the number information or the replacement value infor-
mation to ensure that we have the most valid data that we can
possibly get.

Chairman CARPER. OK, good.

Mr. Goldstein, anything else that comes to mind in terms of a to-
do list for the Administration without our help?

Mr. GOLDSTEIN. Well, I think they will need your help, obviously,
on excess property. On backlogs, I think the agencies can do a fair
amount themselves by getting a better handle on what their back-
log requirements are, which some of them are starting to do, but
trying to understand at a more detailed level what the funding re-
quirements to deal with repair and maintenance backlogs are going
to be and perhaps approaching it in a smarter way. They need to
make better cases to agency management that these funds are
needed up front, not later, because obviously, as you mentioned,
the longer you wait to do these kinds of repairs, the worst shape
you are going to be. Not one of your agencies here today, but to me
one of the most glaring examples of this problem sits on the Na-
tional Mall. It is the Arts and Industries Building of the Smithso-
nian, which for years has had an increasingly growing problem,
and now the entire building, of course, is closed because the roof
could cave in at any point. It is now going to cost hundreds of mil-
lions of dollars to repair an American treasure sitting in the middle
of the National Mall. It could have been repaired at a much earlier
date for a lot less money.
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Chairman CARPER. Yes. Mr. Johnson, would you make a com-
ment or two in response to what Mr. Goldstein just said?

Mr. GOLDSTEIN. Well, is that all the suggestions that you are
talking about Congress could do or not, or just

Mr. GOLDSTEIN. These are ones that agencies and the Adminis-
tration——

Chairman CARPER. That agencies might be able to do on their
own.

Mr. GOLDSTEIN. Not all, but some of them.

Mr. JOHNSON. The costs of disposing of properties that are a real
issue, particularly in an area of tight budgets, which is what we
are in now. And so changing this pilot program proposal where
agencies are allowed to keep for a period of time 20 percent——

Chairman CARPER. No. I think the point he was talking about
was getting—and the Smithsonian is just one example where agen-
cies are not asking—are not getting the money. I do not know if
they are asking in their budget request that they are sending to
the folks who run the agencies or to OMB, but apparently there is
a concern are they getting the money that they need to maintain
the——

Mr. JOHNSON. So it is the deferred maintenance question.

Chairman CARPER. Yes.

Mr. JOHNSON. OK. In tight budgets, you look at the things you
absolutely have to have, and deferred maintenance is usually one
of the first things that you could go without for one more year, and
then it is the same answer the next year, and pretty soon you have
a whole bunch of accumulated years of deferred maintenance that
is not funded.

The one thing that we are doing in this initiative is causing
agencies to prioritize, understand here is all your deferred mainte-
nance needs, here is how much money you might be able to get,
what are your highest priorities, and make sure that they are not—
that their highest priority deferred maintenance issues are being
addressed. That is the one thing that we can do now with existing
resources, and being smart about what is deferred maintenance
and if they can get rid of properties versus continue to maintain
them or upgrade them or really do not need them, that kind of
thing.

The issue of available resources, spending more money on it, is
a budget issue and a deficit issue, and all of a sudden politics gets
into it, and how big do we want the deficit to be and what do we
want the top line to be and so forth. So it is a much bigger issue.

Chairman CARPER. Alright. As I prepare to turn this over to Dr.
Coburn for questioning, one thought that comes to mind—I have
not asked yet what could we do, and we are getting there. Dr.
Coburn will probably get into that, and I will as well. But to the
extent that we allow some agencies—VA comes to mind—to retain
a portion of the value of the assets that they dispose of, the excess
property that they dispose of, to the extent that they can use that
for deferred maintenance, that would seem to make a whole lot of
sense. It would provide a good incentive for agencies to get rid of
some excess property knowing that they could keep the portion of
that and use it for something that is hard to get through—dollars
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that are hard to get through the budgetary process. We can explore
that later. I am sure we will.

Alright. Dr. Coburn.

Senator COBURN. Do we know how much excess Federal property
we have?

Mr. JOHNSON. We are supposed to produce a report for Congress
June 15. The preliminary information is that it is approximately
21,000 distinct assets with a replacement value of about $17 bil-
lion.

Senator COBURN. Seventeen billion dollars for 21,000? There was
an estimate put out by Vista that has tons of management con-
tracts with the Federal Government. It estimated that approxi-
mately one-third of all Federal property or 1.2 billion square feet
is considered excess. Do you have any comments on that?

Mr. JOHNSON. It sounds high to me.

Senator COBURN. It sounds high? OK.

Do we have any idea what the cost is to us as a Nation for main-
taining that excess property?

Mr. JOHNSON. No, we do not. But we have the information to get
in the ballpark of what that is. We just do not have that now. But
let us pick a date, and we will get back to you by that date with
that estimate.

Senator COBURN. OK. I think the testimony was from the De-
partment of Defense in Chicago—and, Senator Coburn, you might
correct me on this, but I think they spend about $3 billion a year
maintaining properties they do not want. Just think about what
that would do for us, and that is the Department of Defense, and
I know that is one of the larger ones.

Let us talk about this pilot project and what the President has
requested. A couple of things. If an agency did not have to go
through—put that list of steps you have to go up through—the list
of steps that are required, and let me more accurately describe
this. This is from 2002 to 2006. In 2006 alone, there were over
1,000 properties disposed of, and if you just extrapolate that back
over 5 years, that means you have 5,000 properties. So you have
less than 4 percent of the properties that actually went. But every
one of those properties had to go through every one of those steps
to do it. Do you believe that agencies would be more effective if we
could limit the number of steps or maybe even eliminate the steps
and say if we have a need over here, we will buy a property and
we will not connect it to the disposal of present property?

Mr. JOHNSON. Yes. These rules were established for, I am sure,
good reasons at the time. A lot of these rules, I think a number
of them, a majority of them, were established in 1949. I am think-
ing maybe the needs have changed. The world has certainly
changed. They need to be rethought. And the McKinney Act, the
homeless provision, also is a very sensitive issue. A lot of advocates
of making all the properties possible to be available for the home-
less, the fact of the matter is in the last 30 years, less than 1 per-
cent of all the properties we have disposed of have ended up going
for the use by the homeless.

So we have to go through a very protracted—we have to go over
some hurdles to end up with less than 1 percent of the properties
end up being conveyed to the homeless.
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Senator COBURN. Has anybody gone back to look at the prop-
erties that were available to the homeless to see if they are still
being used for the homeless?

Mr. JoHNSON. I do not know.

Mr. GOLDSTEIN. Dr. Coburn, may 1?

Senator COBURN. Yes, please.

Mr. GOLDSTEIN. Maybe I can answer your question a little bit.
GAO did a report several years ago on public benefit conveyances,
and we found out a number of things that I think are pertinent.
One is—and the Chairman asked this question a little while ago—
about what more could agencies do on their own. One of the things
we found in that report was that many of the properties that were
up to be conveyed through the public conveyance process had not
been communicated in any way to the public that was successful.
There were many properties out there, and people tended to find
out about them in an ad hoc basis. In other words, GSA could bet-
ter—we recommended could better use its website and other public
communications vehicles to try and get those properties out there
so that the public could deal with them and know that they were
available.

In terms of taking a look at whether anyone has gone back, when
we did our report, I think 2 or 3 years ago now, we went and
looked at some 40 properties that had been conveyed to ensure that
they were still being used for the purposes that they were supposed
to be used and the like. And we found in almost all cases that they
were still being used properly, whether they were for the homeless
or for other reasons.

Senator COBURN. OK.

Mr. JOHNSON. On the subject of those conveyance rules, homeless
provisions, nobody is proposing that we completely eliminate those
and we let the agencies do as they please, although the thought
has entered some of our minds. But I think we need to use the pilot
project and sit down with you and other interested parties and fig-
ure out how we can test doing this differently, determining what
resources are potentially of interest to the homeless, have an ex-
panded set of criteria beyond the ones now that agencies—that we
look at in the first review of properties, and just be able to do it
faster. This whole process can take up to a year for just a review
of the McKinney process.

Senator COBURN. Which is one step.

Mr. JOHNSON. Which is one of the steps, right. And it was con-
current with other things, so it is not additive. But, still, it is a
year. And that and the cost of disposition of properties is a major
obstacle to agencies to dispose of properties. Most of the properties
that are disposed of are destroyed. They are not sold. The vast ma-
jority are destroyed.

Senator COBURN. You mean razed?

Mr. JOHNSON. Razed, right. And that costs money, and that is
usually money that agencies do not have. And so you add a lot of
time to it and you add a lot of cost to it, and those are two pretty
big hurdles for paying attention to other things on your to-do list.

Senator COBURN. OK. Let me get you to repeat. I think your tes-
timony was 21,000 properties, $17 billion.
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M(li" JOHNSON. That is our estimate now, but we will come for-
war

Senator COBURN. That cannot be right because that makes the
average property worth $1,235. Would you check that number?

Mr. JoHNSON. OK.

Senator COBURN. If you take $17 billion divided by 21,000, there
is something wrong with that number. If you would check that for
me.

Do earmarks play a role at all in how properties are either ac-
quired or disposed of?

Mr. JOHNSON. I do not know, but I remember when Rob Portman
came into the Director’s job at OMB, we were talking about what
goes on in the management world, and I was telling him about real
property, and he was smiling sheepishly. I said, “What are you
smiling for?” And he said, “I used to love to get Federal properties
and make them available for the city of Cincinnati.” I said, “Well,
you are on the other side of that effort now.”

So I do not know to what extent earmark mechanisms play a role
in that or not, but, of course, every elected official representing
their State or district would love to get Federal properties made
available for their local municipalities.

Senator COBURN. Let me go back again. Real numbers, deficit
added to the debt last year, excess of $300 billion. All the States
are running a surplus. When we are running a deficit, why would
we be giving excess property to the States or the municipalities?

Mr. JOHNSON. You would have to ask them that, but I think the
answer to that is because they can.

Senator COBURN. But does anybody agree that is smart? I mean,
when we are running a deficit and they are running surpluses and
all what we are, in fact, doing is enhancing our deficit?

If we get this pilot program going, what do you hope to achieve?
At the end of 5 years, what is the goal?

Mr. JOHNSON. The goal is—not necessarily in any particular
order—to demonstrate that when agencies are allowed to keep a
portion of the proceeds—and we are recommending they keep 20
percent of the net, so there is some cost of disposition offset there—
that it shows how much of a—there is a huge increase in the activ-
ity so that it is scored as a plus for the Federal Government. Right
now, if you went in and said let the agencies keep 20 percent, it
is scored as a cost to the Federal Government because less goes to
the Treasury than would otherwise go to the Treasury. So we want
to demonstrate the impact that this has on the level of disposition
activity.

We also want to, in a controlled environment with a 5-year time
frame set on it, engage you all and think through these public con-
veyance provisions, McKinney Act provisions and so forth, and see
if we cannot agree on a more sensible, current view of the world
approach to this so we can still address all the issues that need to
be addressed, but in a more expeditious fashion.

Those are the two primary benefits of conducting this pilot.

Chairman CARPER. Just talk to us, if you will, with some speci-
ficity, Mr. Johnson, about what we can do to get this moving.

Mr. JOHNSON. This bill on the pilot almost made it to voting sta-
tus last year, and the thing that held it up, as I understand it, was




14

concerns about McKinney, and what we were proposing ostensibly
was that all be put on the sideline for 5 years and not be a factor.

What we would like to do is, knowing now that there is real, hon-
est to goodness seriousness here about moving forward on this, let
us sit down and agree on some language—we do not have anything
to propose to you today, but develop some language that we think
addresses these public conveyance issues and McKinney issues that
we think will be satisfactory on a trial basis for this pilot, and then
figure out how we can help you build a consensus around this on
both sides of the aisle to get it done.

Chairman CARPER. Mr. Goldstein, you are sitting over there sort
of outside of the legislative process. Any advice as an objective ob-
server on how you think we ought to get this thing moving?

Mr. GOLDSTEIN. I think, Mr. Chairman, that Mr. Johnson is right
in that there are definitely some—and as you point out, too, there
is clearly flexibility and incentives that can be put into this proc-
ess, and they do seem to need to come out of the legislative frame-
work because the authorities are not present for most agencies
today. And so it will take input from the Congress to make that
work. But, clearly, greater incentive and greater flexibility would,
I think, help agencies deal with some of the problems in an envi-
ronmental remediation in having money if demolition is the appro-
priate response and in dealing with other kinds of factors that they
would have to do to prepare properties for sale or for surplusing
in some other fashion. So I think it would be beneficial. We have
long been in favor of that.

Chairman CARPER. Just kind of thinking out loud, if you are a
Federal agency and you do not have money in your budget to pay
for demolition, a pretty good disincentive to demolish and get rid
of a property, if you know that even if you had something—land,
if you will—to sell, at the end of the day you knew you were not
going to get any of that money back to help pay for the demolition
costs, that is a pretty good incentive not to do anything.

On the other hand, if it is a property that needs to be heated,
cooled, whatever, maintained, that is a drain on the Treasury.
There has got to be a good, common-sense way here to change the
way we operate. What are some agencies that have already been
a pilot, if you will—I always like to talk about the States being lab-
oratories of democracy, 50 of them, and we learn from what they
do well or not so well. But give us some examples of some Federal
agencies that already has served as a pilot, and we have had a
chance to watch what they do and to learn from them. The idea
of waiting a number of years for us to be able to make real
progress here is not appetizing.

Mr. JOHNSON. Well, there are agencies, a number of agencies
have the flexibilities—and correct me if I am wrong, but DOD has
retention flexibilities, GSA, VA, USDA, State Department. State
Department international facilities, I think. So they are allowed to
keep, I think, all of the proceeds for use on real property, mainte-
nance, investment, whatever. And I do not know if they could dem-
onstrate that before they had those flexibilities, here was the situa-
tion, and once they got the flexibilities, here is what happened to
the activity. But they have those flexibilities now and are glad they
have them. Those are our largest real property agencies, so it is a
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good thing. So we are talking about similar flexibility, but they re-
tain only 20 percent for the other agencies.

Chairman CARPER. Given the fact that we have so much experi-
ence, obviously years of experience with some of these other agen-
cies that have a lot of property, how long is this pilot program
going to run?

Mr. JOHNSON. We are proposing 5 years—which is a long time.

Chairman CARPER. Yes. Do we really need 5 years?

Mr. JOHNSON. I do not think so. The question that is going to be
raised, as I understand it, by elected officials is these public con-
veyance issues and homeless issues, because some of those are very
sensitive issues. But I do not think we are saying let us take those
out of the consideration; let us do it in a much more businesslike—
that is a bad term—a much more effective, efficient, expeditious
fashion.

Chairman CARPER. OK. Dr. Coburn, I know you have a couple
more questions. You go ahead, and I might ask one more.

Senator COBURN. Our numbers were wrong. Yours were right on
the previous comment.

Mr. JOHNSON. Well, we will be glad to say that we were wrong,
if that helps.

Senator COBURN. No. [Laughter.]

Mr. JOHNSON. Always trying to help out, sir.

Senator COBURN. It is not often people on this side of the table
are saying we are wrong, so you ought to take that and run with
it.

Mr. Goldstein, as far as this proposal, this pilot, is it the GAO’s
position that this is an effective method of looking at another way
of disposing that might be more expeditious? Do they have a posi-
tion on what we are trying to do or what we are suggesting?

Mr. GOLDSTEIN. Yes, Senator. GAO has been in favor of pro-
viding increased flexibility and giving agencies more of an incen-
tive, and part of the way to do that is to have them retain some
of the proceeds that they can then put to offsetting costs in future
excess property activities and the like. So we have been in favor
of this for a number of years. We typically believe that demonstra-
tions of this kind can certainly help the government better under-
stand what works and what does not work and to be able to make
changes certainly at the margins and then transfer those positive
benefits, if there are some, to other activities, to other agencies of
the government. So we are in favor of it. We were in favor of that
legislation when it was before the House last year.

Senator COBURN. I am just sitting here thinking about the aver-
age American homeowner, and if they had a lot next door and a
building on it, and the freedom that they have to say, “The cost of
maintaining this lot and paying the taxes on it for me, I think I
will get rid of this lot. I am tired of mowing the grass. I am tired
of the city code saying I have to keep it up. It is not economically
feasible for me to use anymore. I think I will sell it.” And yet that
common-sense approach based on economics and the situation they
find themselves in is not available to us in the Federal Govern-
ment. You just have to ask yourself the question. Is it not because
we want to do good things for other things?
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I would venture to say that we could develop a homeless program
for a whole lot less than the costs of doing the homeless survey for
every piece of Federal property that we want. We could just take
a chunk of that money from properties and say we are going to put
this over here for homeless, and we would be far better off than
what we are doing, well intended but very costly and not efficient.

Go ahead and comment.

Mr. JOHNSON. My understanding is that when thinking has been
thrown out on the table in the past, the representatives of the
homeless, whoever that is, have said they do not want the money.
Why, I do not know. But I think that what I suggest we do is we
pick a date here, not too far down the road—this summer, perhaps
before the August recess—and all these hurdles we have to go over,
public benefit conveyances and so forth, homeless, whatever, let us
try to rethink what—fresh thinking, what they ought to be for a
pilot over some period of time, how they would be implemented,
who would have to sign off on them and so forth, and try, at least
amongst ourselves, to figure out what that would be, get the appro-
priate people to look at it, GAO, whomever to look at it, and then
start working that with the appropriate people that have expressed
concerns about we might change this or change the homeless

Senator COBURN. Well, the other way to go is to have the GAO
say go in and look at, under the methods we have today, what are
we spending to try to be able to get property available to finally
be sold. You know, that is the other thing. And how much money
are we spending just on this process that we have set up, and could
we spend that money in a way that achieves the goal? I mean, if
we are really talking about 4 percent of the properties——

Mr. JOHNSON. Less than 1 percent.

Senator COBURN. Less than 1 percent being conveyed.

Mr. JOHNSON. To the homeless, anyway.

Senator COBURN. No, I am talking about total. All conveyances.
We are talking about less than 4 percent of the—so that means 96
percent is not going that way, yet we are going through these
steps, these 17 steps, on every piece of property. That has to cost
a fortune. So maybe we could look at what are we spending now
as we go through all these steps on all the pieces of property and
look at that and say wouldn’t it be advantageous to try to create
something to serve these needs outside of the property and not tie
it to it, so we can make good economic decisions about properties.

Mr. Goldstein, would you have any thoughts on that?

Mr. GOLDSTEIN. That is something we could certainly look at, sir.
We would be happy to work with the Subcommittee to develop
that, if that is the direction they wish to go in, sure.

Mr. JoHNSON. Why don’t we get back to you with a date by
which we will come back to you and say here is the approach we
suggest taking to look at this particular impediment. It is not 20
percent, 30 percent, that is the retention percentage. It is the im-
pediment, and what analyses, what discussions, what ruminations,
whatever we want to engage in to come back before we start trying
to convince other Senators and Congressmen that this is the way
to go.

Senator COBURN. The other thing I am thinking is how many
agencies never put a property that truly is excess up because they
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do not want to have to go through this bureaucratic nightmare, to
go through all the steps and spend the money. They are just saying
that the cost of maintaining this building is less than the cost of
getting it ready to be disposed of. Do you have any idea on that?

Mr. JOHNSON. I do not, but I hear agencies talk about that, be-
cause they are going to eat their maintenance costs this year, they
are going to each the destruction costs, the razing costs this year,
and this year’s budget is real. And then on top of that, they have
a lot of bureaucratic hurdles they have to go through, so, “Tell me
why I am doing this.”

Senator COBURN. And don’t we have an agency for housing and
urban development? Why are we tying up this whole idea of real
property management for a function that we already have an agen-
cy that sat there and designed to address?

Mr. JOHNSON. Right.

Senator COBURN. I do not have any other questions.

Chairman CARPER. Let me go back, if I can, to this issue of
leases versus buy or build. There has been some discussion in re-
cent years, I believe regarding the Patent and Trademark head-
quarters, I think, in Alexandria. It is apparently costing the Trade-
mark Office, I am told, tens of millions dollars more to lease its fa-
cility than it would to buy it or even to build something similar
from the ground up. And I suspect there are similar examples out
there, especially now that agencies’ reliance on leases continues to
increase. And I think we said earlier that we expect sometime this
year or next that more properties will be leased than actually
bought or built.

Is there anything that the Administration is doing to encourage
agencies to rely less on leases?

Mr. JOHNSON. The things that we are doing to question the level
of leases, the number of leases, there are several things. One, agen-
cies in their plans are asked to look at opportunities to combine
leased spaces to see if they can consolidate them in fewer locations
and have less separate facilities. The Department of Labor has
done a really good job of this. There is more information now about,
in a particular neighborhood, all the different Federal entities that
have space, so there is more information that an agency—the Agri-
culture Department could look at and say, “I need some space.
What other Federal agencies might have space in this geographical
area that I might be able to utilize,” instead of lease something
new. So there is information available now that was not available
before that allows us to potentially avoid leases.

Then when an agency in their budget wants to propose creating
a new structure or a new physical asset, they have to propose a
purchase or a lease arrangement in that, and OMB then agrees to
that or does not agree with that. In some cases, the things that
drive leasing—and Dave McCormack can talk more professionally
and intelligently about this than I; he is going to be on the next
panel—is that sometimes we need space for a very short period of
time and it is a very small amount of space. And so leasing is the
way to get into it the fastest and also be able to get out of it when
we no longer need it.

But the other thing, quite frankly, is money. And maybe a less
expensive thing to do, all things considered, is to buy. That is true
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for you and me and so forth, but sometimes we just cannot afford
to pay cash for things, and so we lease it. That is the same thing
for the Federal Government.

Chairman CARPER. Alright. One more question, if I could, for Mr.
Goldstein. I am sure you know that Federal property management
is now part of the President’s Management Agenda, and agencies
are scored based on their success in meeting property management
goals that are set by OMB, and I assume by the Federal Real Prop-
erty Council. There is some discussion in your testimony on how
agencies are scored and which ones received green, yellow, or red
scores.

In your view, is it clear that why some agencies receive the
scores that they do receive, is it clear to you what an agency has
to do to receive a higher score, and what some agencies, like the
Departments of Agriculture, Labor, or Defense, for example, have
done in the past to see their scores drop?

Mr. GOLDSTEIN. Our April report, Mr. Chairman, on real prop-
erty examined pretty much at a high level by surveying agencies
the kind of progress they were facing. And so we did not specifi-
cally look at the scores that the agencies were getting in the score-
card. However, because we wanted to understand generally the
process that the Administration was going through and working
with the agencies, we did ask OMB about the process and about
how agencies were scoring so we could understand it.

Unfortunately, OMB’s response to us was that the kind of infor-
mation was pre-decisional to the Executive Branch, and so con-
sequence we do not have access to that information, so I cannot an-
swer that question for you, unfortunately, at this point in time. It
is something, I think, that would be important to know so that we
could have a better understanding and be able to assure Congress
so that the process itself is working as it should and that agencies
do have a very clear understanding of how they can get from red
to yellow to green.

There is guidance out there—it is on OMB’s website—about how
they can do that. It seems to be relatively clear when we read it.
Also, we found when we did our survey of the major property-hold-
ing agencies and we asked them to describe that process, then most
of them seemed, at least in their written responses to us, to have
a pretty good understanding. But, nevertheless, I cannot directly
answer your question.

Chairman CARPER. Alright. Well, we are probably going to have
some more questions we would like to send you to respond to for
the record. Before we send you on your way, I do not know, Mr.
Goldstein, if you might be able to stick around for the second panel,
but if you could, that would be much appreciated.

Mr. GOLDSTEIN. I would be happy to, sir.

Chairman CARPER. Thank you. Senator Coburn and I talked a
good deal about the size of the budget deficit and what we can do
to rein it in. There is a lot that we can do. We can collect some
of the taxes that are owed but that are not being collected. We can
reduce improper payments. There are all sorts of things that we
can do to right our fiscal ship.

We can also do a better job of managing our properties. We could
eliminate all the missteps that we take with respect to managing
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our properties, and we would still have a budget deficit, but it
would be a smaller one. And I think the taxpayers of this country
would probably appreciate any progress that we might continue to
make.

I applaud the fact that we have gotten started. I applaud GAO
for raising the flag, the danger signal, several years ago, 4 or 5
years ago, along with the Adminidstration for responding to that.
And we have an opportunity here to build on the steps that have
already been taken. And what I want us to do is just to pick up
the pace.

My father used to say to me when I was a kid growing up, he
would say to my sister and me—we would do some boneheaded
stunt, and he would say, “Just use some common sense.” He said
it a lot. We must not have had much. And by the time we finished
up and we went on our way in the world, my sister and I spent
a lot of time in our lives, professionally and otherwise, saying,
“Well, if we used some common sense, what would we do?”

This is a real good one to apply some common sense on. It is a
real good issue. Obviously, there are some things that the Adminis-
tration can and cannot do on their own, and it is pretty clear as
the noses on our face that if you say to an agency, “We are going
to put you through the hassle of trying to figure out how to get rid
of a property, we are going to make you pay for it, and we are not
going to reimburse you for that, then if there is anything left, any
money left over from the sale and disposal of the building or the
ground, you do not get any of it,” we should not be surprised if we
got a lot of excess properties and they are costing us money. And
whether it is a couple million dollars in property or a couple of bil-
lion dollars, that is real money. And we can do better on this, and
we want to.

I am going to talk with Senator Coburn. I am sure he is as inter-
ested in this issue as I am, and we will find ways to work with one
another and with others on this Subcommittee, but especially with
the Administration and with GAO. We are sort of in this one to-
gether, and we are making some progress, but we can make a
whole lot more progress if we figure out collectively what our next
steps could be.

Dr. Coburn, do you want to add anything else?

Senator COBURN. No. Nothing.

Chairman CARPER. Alright. Gentlemen, thanks very much, and
it was good to see you both. And, Mr. Goldstein, I especially appre-
ciate you sticking around.

Thank you.

With that, I am going to ask our second panel to come forward.
Gentlemen, welcome. I had a chance to shake all your hands a lit-
tle bit earlier, and we are glad that you stuck around through the
first panel, and we look forward to your testimony.

I am just going to ask, Mr. Rutherford, if you would like to lead
us off, and we will ask you to keep your comments to about 5 min-
utes. If you run a little over, we will not throw you out, but when
you have all finished, we will be asking some questions. Welcome.
We are glad you are here. Your full statement will be made a part
of the record. If you would like to summarize, feel free.
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TESTIMONY OF BOYD K. RUTHERFORD,! ASSISTANT SEC-
RETARY FOR ADMINISTRATION, U.S. DEPARTMENT OF AGRI-
CULTURE

Mr. RUTHERFORD. Thank you. Good morning.

Chairman CARPER. Good morning.

Mr. RUTHERFORD. Chairman Carper, thank you for the oppor-
tunity to come before you today to discuss real property asset man-
agement at the U.S. Department of Agriculture. I would like to
begin by providing a brief overview of USDA’s real property profile.
USDA 1s a leader in America’s food and agricultural systems, help-
ing the farm and food sectors operate in a highly competitive mar-
ketplace to respond to changing consumer demand for high-quality,
nutritious, and convenient food and agricultural products. USDA
also carries out a wide variety of services and activities related to
the management, research, and conservation of the Nation’s agri-
cultural resources. As a result of such a huge mission, USDA man-
ages an extensive asset portfolio. Land, facilities, and other real
property held by USDA are an integral support component to its
mission.

As the second largest landholder in the Federal Government,
USDA occupies approximately 89 million square feet of owned,
commercially leased, and General Services Administration-assigned
space. USDA also manages 193 million acres of land, of which 99
percent is National Forest land, and a Roads Program totaling
383,900 miles. USDA operates in 23,400 buildings and 31,000
structures having a replacement value of approximately $46 billion.

With such a large footprint, USDA has made rightsizing the De-
partment’s asset portfolio a priority. Executive Order 13327 has
provided a framework for addressing the many areas of real prop-
erty asset management. Since the implementation of the Executive
order, USDA has taken the following actions:

In May 2004, USDA established the Corporate Property Auto-
mated Information System (CPAIS)—I think that is “Inventory
System,” excuse me. CPAIS is a system of record for all real prop-
erty assets controlled by the Department.

USDA developed a comprehensive asset management plan which
guides managers’ activities to ensure that assets are in the right
place, at the right price, and in the right condition to support mis-
sion requirements.

USDA established asset management performance measures,
consistent with those published by the Federal Real Property Coun-

cil.

USDA has developed a Capital Programming and Investment
Process that will formalize project management for capital im-
provement projects. And, locally, USDA is currently undertaking a
project to consolidate staff from seven different leased locations
within the National Capital Region into a single lease, which will
result in an 18-percent improvement in space efficiency and poten-
tially $24.3 million in cost avoidance over the term of the lease.

Whereas USDA was not subject to the GAO study, the Depart-
ment is working to address the longstanding problems mentioned
in the study through implementation of the USDA’s asset manage-

1The prepared statement of Mr. Rutherford appears in the Appendix on page 68.
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ment plan. USDA agencies are evaluating program requirements,
asset performance, and facility conditions to determine whether an
asset fits within the long-term mission of the Department. The re-
cent GAO study highlights the Federal Government-wide problem
with holding excess assets. A number of factors must be considered
when deciding between disposal through sale or transfer and demo-
lition and the time frames for carrying out the decision.

As was pointed out by the GAO, remediation of hazardous mate-
rials must be performed prior to disposal or demolition. Delays in
carrying out a decision often occur, as remediation projects are sub-
ject to the availability of funds. USDA understands the importance
of maintaining its real property portfolio. Unfortunately, as with
most Federal agencies and State governments, USDA has a signifi-
cant backlog of maintenance and repair projects. Using guidance
provided by the Executive order and the Office of Management and
Budget, the Department is developing a strategy to address the
asset backlog.

USDA generally agrees with the GAQO’s assessment of the chal-
lenges to improving Federal real property management. Some chal-
lenges can be overcome through enhanced real property authority.
The ability to retain all or a portion of the proceeds from the dis-
posal of excess property provides a real incentive for agency heads
to thoroughly analyze their facility requirements. In addition, au-
thority to enter into enhanced-use leases provides a means for
making meaningful upgrades to facilities while adding to their
overall mission.

In conclusion, USDA is committed to ensuring that effective
management of real property assets is ingrained in the culture and
business processes of the Department. I would like to thank you
again for this opportunity to discuss USDA’s successes in managing
its real property assets, and I am ready to answer any questions
you have.

Chairman CARPER. Thank you, Mr. Rutherford.

Mr. Henke, do you pronounce your name “Henke”?

Mr. HENKE. Yes, sir. That is correct.

Chairman CARPER. That is the way I will pronounce it. Thank
you. Welcome.

TESTIMONY OF ROBERT J. HENKE,! ASSISTANT SECRETARY
FOR MANAGEMENT, U.S. DEPARTMENT OF VETERANS AF-
FAIRS

Mr. HENKE. Yes, sir. Mr. Chairman, I am pleased to be here
today on behalf of Secretary Nicholson to talk to you and the Sub-
committee about the VA, how about how we manage our real prop-
erty portfolio, and some of the many initiatives we have in place
to sustain real reform in Federal real property.

Our priority, of course, and our dominant value is our commit-
ment to meet the needs of America’s veterans in providing them
with world-class health care, benefits, and memorials. Just to give
you some perspective on how busy the VA is lately, in health care
this year we will treat 5.7 million unique patients, an increase of
34 percent over 2001. This year, we will have about 65 million out-

1The prepared statement of Mr. Henke appears in the Appendix on page 75.
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patient visits, an increase of 47 percent since 2001. Our Benefits
Administration last year processed its 18 millionth home loan, and
we processed almost 800,000 claims for disability benefits.

All this is to put into context our real property program, the
main components of which are: One, to have a strategic plan; two,
manage what we have most effectively; three, make prudent invest-
ments in what we need for tomorrow; four, measure our perform-
ance; and, five, dispose of assets we do not need, which brings rev-
enue for health care and other services that we can reinvest di-
rectly to provide benefits for veterans.

In many ways, VA is ahead of the power curve. We have had a
Capital Asset Realignment for Enhanced Services (CARES) process
underway now for a number of years. This document was approved
in May 2004, and it is our blueprint for meeting the current and
future health care needs of our veterans in modern, efficient health
care facilities, and it is updated regularly.

Based on the capital investment process for CARES, VA has
plans to develop and build four new medical centers and also to
consolidate existing campuses—for example, the Cleveland campus
from two campuses to one, and the Pittsburgh campus from three
to two. At the same time, we are putting facilities where veterans
live and where the demographics required them, for example, in
Las Vegas, Nevada, and Orlando, Florida.

VA uses performance metrics to evaluate and analyze how well
our assets are performing, and these measurements are aligned
with the Federal Real Property Council, and they have the per-
formance measures of cost, condition, utilization, and mission de-
pendency.

VA uses every means available to dispose of unneeded assets. We
have disposed of 156 buildings since 2004, and we have plans to
dispose of 146 more, and 2.7 million gross square feet, this year
and next year.

While we have many challenges, we are using innovative ways
to deal with the situation in today’s real estate market, and the
way to succeed, we believe, is to find a win-win-win for the local
community, for the Federal Government, and, most importantly, for
veterans. The reuse of Federal buildings through, for example, VA’s
enhanced-use lease authority, allows for us to transfer buildings
and real estate from the Federal to the non-Federal sector without
adversely affecting the local community, VA facilities, or, most im-
portantly, veterans.

Our great enhanced-use lease program provides a proven method
of leveraging our real estate portfolio, and it has brought signifi-
cant cost savings, realignment of underperforming assets, and also
produces the “highest and best use return” for veterans and tax-
payers.

We have processes in place to ensure that dollars spent on cap-
ital assets make business sense and meet the goals of the Depart-
ment and align with the goals of the FRPC and the President’s Ex-
ecutive order. We have processes in place also to evaluate leasing
and major equipment purchases, and we are always striving to link
our real property initiatives with our capital planning process.

Of course, throughout this process, we have worked with OMB
and the Congress and will continue to do so.
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So, Mr. Chairman, thank you for the opportunity to be here
today to tell you about some of the progress we have made and the
efforts we have underway, and I am happy to answer your ques-
tions.

Chairman CARPER. Mr. Henke, that is a pretty good story, and
we look forward to coming back and asking some questions about
it.

Mr. Grone, welcome. Your full statement will be entered into the
record, and we are anxious to hear what you have to say. Thank
you.

TESTIMONY OF PHILIP W. GRONE,! DEPUTY UNDER SEC-
RETARY OF DEFENSE, INSTALLATIONS AND ENVIRONMENT,
U.S. DEPARTMENT OF DEFENSE

Mr. GRONE. Mr. Chairman, I appreciate the opportunity to ap-
pear before the Subcommittee today on the management of Federal
real property and to provide some insight to the progress being
made within the Department of Defense.

Federal real property was first designated in January 2003 as a
high-risk area by the Government Accountability Office because of
issues concerning inaccurate inventory reporting, deteriorating fa-
cilities, unidentified underutilized facilities, and the challenge of
protecting facilities from future terrorist attacks.

Realizing that the Department of Defense has challenges with
properly managing and maintaining its assets, DOD has under-
taken an aggressive, comprehensive program to transform business
processes with the end goal of having complete integrated lifecycle
asset management—from planning through disposal.

Management of the Department of Defense portfolio, which cur-
rently comprises over 533,000 buildings and structures, over 51,000
square miles of real estate, and a plant replacement value in excess
of $710 billion, is founded on a multitiered strategy that is de-
signed to prevent deterioration, counter obsolescence, enhance the
military readiness and capability of real property assets, and elimi-
nate excess capacity.

To support this strategy, the Department’s business practices on
real property inventory controls are being fundamentally trans-
formed through the Business Management Modernization Program.
DOD has established standardized business processes, business
rules, and data elements for real property assets to drive accurate,
authoritative, comprehensive, secure, and timely enterprise prop-
erty information. In support of these requirements, the systems of
the military departments and the components and their processes
are currently being modified, and all of this is scheduled to be com-
pleted in fiscal year 2009. A real property registry is being estab-
lished in this calendar year, which will assign unique identifiers to
all DOD real property to enable consistent management of real
property across the Department.

The Department’s efforts to reshape and reposition installation
assets through base realignment and closure and the Global Pos-
ture Review are also significant. BRAC 2005 affects over 800 loca-
tions across the Nation—which, I may add, is 2% times the size

1The prepared statement of Mr. Grone appears in the Appendix on page 87.
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of all prior rounds of BRAC combined—through 24 major closures,
24 major realignments, and 765 lesser actions. In the end, State fa-
cilities amounting to a net of roughly $20 billion of plant replace-
ment value will come off the Federal books through BRAC, and an
equivalent number will come off through our overseas Global Pos-
ture Realignment.

The elimination of excess and obsolete facilities in the inventory,
an effort separate and distinct from the BRAC process, continues
to be another key element of the Department’s asset management
plan. Efforts are underway to refine the manner in which disposals
are forecast and to reflect them more accurately in the real prop-
erty inventory. The Department is also in the midst of a second
demolition initiative, separate from BRAC, which targets 50 million
square feet of facilities and additional excess infrastructure by the
year 2013. This follows our successful completion in 2003 of the
demolition of 86 million square feet.

The Department continues to refine our modeling for recapital-
ization, facilities sustainment, installation support, and real prop-
erty services, all of which are benchmarked to best practices in the
public and private sector and each of which is designed to guide in-
vestment choice and to enhance our understanding of lifecycle asset
management cost.

Mr. Chairman, the Department recognizes the need to ensure im-
proved real property asset management practices and account-
ability. I sincerely thank you and this Subcommittee for the oppor-
tunity to highlight the Department’s success as well as our chal-
lenges in the management of DOD’s real property portfolio and to
outline our plans for continued improvement in the future.

I appreciate your continued support, and we look forward to
working with you as we continue to transform and move these
plans to action. Thank you, Mr. Chairman.

Chairman CARPER. Mr. Grone, thank you so much.

Mr. Goldstein, I will not put you through this one more time, but
we will skip over you. Thanks for staying around.

Mr. Winstead, welcome.

TESTIMONY OF DAVID WINSTEAD,! COMMISSIONER OF PUB-
LIC BUILDINGS SERVICE, U.S. GENERAL SERVICES ADMINIS-
TRATION

Mr. WINSTEAD. Thank you. Chairman Carper, thank you so
much. I am David Winstead. I am the Commissioner of Public
Buildings at the GSA. I am pleased to be here to address this im-
portant issue of Federal property asset management as well as dis-
posal. And as you know, we are the primary landlord to most civil-
ian agencies, and our real estate portfolio is driven very much by
our customer agencies’ missions and needs while our performance
of our portfolio is driven really by a strategic approach to asset
management, much as some of the other panelists have talked
about.

GSA, like many landholding agencies, has made significant
progress in addressing the issues outlined in the GAO high-risk se-
ries. Today, I would like to address GSA’s asset management strat-

1The prepared statement of Mr. Winstead appears in the Appendix on page 95.
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egy and our progress towards reducing vacant and underutilized
space, our data reporting efforts, and our participation on the Fed-
eral Real Property Council, which Clay Johnson is a key part of.

I would like to also discuss two related issues: The issue of cur-
rent reinvestment challenges in terms of reinvestment of our own
portfolio, as well as increased reliance on operating leases.

In terms of asset management and property utilization, as high-
lighted in today’s first panel, GAO described the continuing chal-
lenge of managing Federal real property and identifying several
agencies with over 10 percent of their property inventory as vacant
or underutilized. GSA has two very vigorous efforts underway to
reduce the amount of vacant space and underutilized property, as
well as government-wide, our Office of Real Property Disposal as-
sists other landholding Federal agencies in terms of their disposal
of underutilized assets.

Internally, GSA has made significant progress, we think, over
the last 4 years or so in reducing the amount of vacant and under-
utilized property in our owned inventory. In fiscal year 2003, we
initiated a strategy to restructure our portfolio of owned assets. We
have made, I think, credible progress nationwide, and since the end
of fiscal year 2006, we have reduced the percentage of under- or
non-performing assets from 45 percent to 30 percent. We have re-
duced vacant space from 9.2 percent to 7 percent, which is signifi-
cantly below, by the way, the private sector average of 11.6-percent
vacancy in the commercial market. We have reported as excess 258
assets, disposing of 52 buildings totaling 15 million square feet,
and this has avoided carrying costs of about $588 million in terms
of capital reinvestment needs.

As a result of this restructuring initiative, by the end of fiscal
year 2006 less than 3 percent of our nearly 9,000 owned and leased
properties met the FRPC’s definition of vacant or underutilized.
The 251 assets identified as vacant or underutilized included 149
government-owned and 102 leased properties. Of these assets con-
sidered vacant or underutilized, 84, or 56 percent, have already
been reported excess to the needs of the agency and are in the dis-
posal process; 4 additional assets are planned for disposal; 22, or
15 percent, are mission-critical facilities such as courthouses; and
13, or 9 percent of inventory, are vacant due to a major moderniza-
tilon 3nd will be fully occupied once those modernizations are com-
pleted.

Senator, I would mention, because it was commented on earlier
in questions, about the speed which we are now doing this. I would
like to mention that under our disposal process, we are taking
about 240 days average in terms of disposal through utilization and
also donation, and only about 170 days if we are going to public
sale or negotiated sale. So we really have addressed the issue of
timing and getting these excess properties out of our inventory.

Under the real property inventory data issue—and I know GAO
addressed that, and Federal real property—and Mr. Grone actually
chairs the Subcommittee on this—a key element of GSA’s process
is managing our portfolio is the ability to capture data, to look at
performance and analysis of our real estate assets, and strategi-
cally move forward on decisions we are making about retaining
that asset or disposing of that asset or reinvesting in it.
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Under the Federal property government-wide standards, GSA’s
inventory consists of almost 8,900 total assets, about 380 million
gross square feet. When these assets are separated between leased
and owned—your comments earlier about the fact we are now just
surpassing our owned inventory in terms of leased inventory—but
we still have 1,788 owned assets totaling about 219 million gross
square feet and another 7,100 leased assets. The annual operating
costs for fiscal year 2006 were $4.8 billion, $850 million for govern-
ment-owned, and $3.9 billion for leased portfolio.

I think that Mr. Johnson and others have testified about the
Federal Real Property Council activities. I am pleased to not only
advance their objectives and the President’s management objec-
tives, but I am also pleased to chair the Asset Management Sub-
committee, and I think that we are very proud at GSA for being
the first agency to be recognized as “Green” status under the Fed-
eral Real Property Standards. We did that by improving by 3.2 per-
cent over the last 5 years. We did that by looking at reducing oper-
ating costs to about 4.2 percent below market, and also reporting
the assets, as I mentioned earlier.

Just to conclude, I would mention, because I know my time is up,
on the reinvestment side, we do have enormous needs in rein-
vesting in our buildings. The Federal Triangle, our landmark, Cabi-
net agency headquarters, do require a lot of investment now in
terms of their age. We are looking very carefully, about $6.6 billion
in terms of reinvestment needs that we have, and we are moving
aggressively as we can to do that. I will tell you, though, with cases
like the Department of Interior, we do have to have phased mod-
ernization. The EOB is now in a three-phase modernization of the
White House’s Executive Office Building. But we are, I think, doing
aggressive reinvestment of the proceeds from the sale of assets,
and I think we are also applying the almost $8 billion coming to
us through Federal property and the Federal building fund to rein-
vest in these inventories.

I would mention just in closing that our reliance increasingly on
lease is accurate. We have, in fact—and OMB’s overview of us for
almost two decades has said focus on uniquely government-owned
buildings and utilize the efficiencies in the private sector to provide
general office space. And that is what we are seeing, and now we
have a little bit over 50 percent leased space to the government-
owned space.

I would like to put my statement in the record, Senator, for the
Subcommittee. I would also like to give to all the Subcommittee
Members—every year we produce a State of the Portfolio.! This is
our fiscal year 2007 document. I would also like to enter this into
the record of the hearing.

Chgirman CARPER. Without objection, that will be part of the
record.

Mr. WINSTEAD. We also are trying on our own in terms of uti-
lizing our buildings and leased space, helping Federal agencies to
do a better job in the workplace environment design. We just came
out with a new program we are calling “Workplace Matters,” which

1Copy of the “State of the Portfolio, fy 2007” submitted by Mr. Winstead appears in the Ap-
pendix on page 107.
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is now being implemented through our realty specialists around the
country, and I have also provided a document of that, as to how
we can get better value out of both our own space as well as our
leased inventory. And I will tell you with great pride, and I think
this Subcommittee, in looking at the whole issue of real estate,
Federal real estate, should recognize that for almost 17 years now,
GSA has administered the Design Excellence Program. The
Prettyman Courthouse across the street and the new ATF building
over on New York Avenue are examples of our effort and success
in drawing in the best architectural minds in the world to build
these new Federal landmarks. And just recently I presided over the
award of our GSA Design Awards given to some of the winners.
Thank you.

Senator CARPER. Let me again thank you for what you all have
brought to the table and to us today. And I want to go back to a
question I asked of the first panel, and that is, what do we need
to do on the legislative side in order to save some money here and
to really use common sense and enable our agencies to use common
sense, to incentivize them to do the kinds of things that Mr. Henke
talked about.

Mr. Rutherford, let me just start with you. What do we need to
do on the legislative side here?

Mr. RUTHERFORD. Well, I mentioned in terms of some of the en-
hanced authority with——

Chairman CARPER. Go through that again, please.

Mr. RUTHERFORD. Well, I mentioned in my testimony with regard
to having the authority to retain a portion of the proceeds, if not
the total proceeds. The Forest Service, which is part of USDA, has
that authority through—I believe it is calendar year 2008. They
have been able to utilize that to take money that they can then
apply to the maintenance of existing facilities, critical facilities.

Chairman CARPER. Let me just interrupt you. Mr. Winstead, why
is it that we have some agencies that have authority and in the
case of USDA one portion of a larger agency has authority? And
it sounds like it expires in a year or so. How does that happen? It
sounds like a bit of a mish-mash here.

Mr. WINSTEAD. Right. Senator, it is, and we have those three
agencies with enhanced-use leasing authority. We did not have it
until our retention efforts in the fiscal year 2006 appropriations
act—2005, rather. We actually got now retention of proceeds for the
first time. Although we do not have enhanced-use leasing, we do
have under disposal authority of Section 412 that we are now look-
ing at that gives us some of the same options that we have under
enhanced-use leasing.

I think Congress has continually looked at this issue with the
purview and, basically the blinders on, of the scoring roles in the
Budget Act of 1988, and that has been driving much of this in
terms of where can an agency look at special purpose authority
such as VA and get that from Congress to deal with certain real
estate assets or through BRAC and other means. We do not have
it yet, still, and yet we do feel optimistic that under new authority
under Section 412 we can do some of the things that are being
done under enhanced-use leasing.
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I will tell you, though, as all of us on this panel would admit,
we do not have the authorities and the tools that the private sector
has to look at lease-to-own options, to look at bargain purchase op-
tions. Federal Building Bank actually gave us financing authority
on several buildings, the last one of which is opening in July, the
San Francisco Federal Building. But it has been a disjointed ap-
proach, and there have been separate authorities gotten for a spe-
cific purpose. So that is really the record to date.

Mr. RUTHERFORD. If I can add?

Chairman CARPER. Please.

Mr. RUTHERFORD. Specific to Agriculture, we have split authority
when it comes to Congress. The Forest Service jurisdiction is—the
oversight jurisdiction has to do with the same as Interior, whereas
the rest of us are under the Agriculture Committee. So whereas
those who are looking at the Forest Service—which is our largest
landholding agency. They were given specific authority, but it did
not necessarily transcend into some of the other areas.

Chairman CARPER. Alright. Mr. Henke, I was impressed by all
that you have done at the VA, and as a veteran myself, I applaud
a lot of what you are doing outside of real property management.
But in terms of what we can do, not necessarily just to help VA,
but maybe some of the other agencies that even are not rep-
resented here, Mr. Henke, your advice and counsel would be appre-
ciated. We are talking about doing a 5-year pilot, which may or
may not make sense. It seems like a long time to wait to get where
we need to go. But I think you and some other agencies, forestry
and others, have been the pilot, and what we need to do is learn
1from you and shorten that 5-year time frame to something a lot
ess.

Mr. HENKE. Sir, I would think that any proposal that allows
quicker disposal for agencies, that allows a more streamlined proc-
ess, and that allows, most importantly, the agency to retain the
proceeds of it to carry out its mission would be

Chairman CARPER. All the proceeds? A portion of the proceeds?

Mr. HENKE. Sir, in the case of VA, we have a particularly won-
derful authority in Title 38 to retain the proceeds from our en-
hanced-use leases to provide better services for veterans. And if I
could give you two examples of that, I would appreciate it——

Chairman CARPER. How did you happen to get that? Do you
know the genesis of that?

Mr. HENKE. Sir, I believe it was authorized in the 1992 or 1993
time frame. I am not sure of the origin, but a recognition that VA’s
capital infrastructure was very wide and divergent, and that the
best use of those assets was, if not for direct care for veterans by
VA, then to retain the resources for VA. But I am not sure about
the exact legislative history.

Chairman CARPER. Alright. Thank you.

Mr. HENKE. One example of our enhanced-use lease authority
that is really fantastic, in the fall of 2002, as part of our CARES
process, we decided to realign medical care in the Baltimore area.
We moved some facilities, some care from Fort Howard, into the
Baltimore downtown area. And what we have done, as recently as
last fall we signed a lease. I remember it was September 28 last
year. It is not every day that I get to sign a 75-year document that
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takes us into 2081, so I remember that. But we have a lease with
a private sector entity to finance, design, and build what we call
a “life care community,” which provides a veteran-focused retire-
ment community with over 1,300 units.

As part of the package there for VA, the developer is going to
build a brand-new outpatient 