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DEPARTMENT OF DEFENSE INSPECTOR GEN-
ERAL’S MANAGEMENT ACCOUNTABILITY
REVIEW OF THE BOEING KC-767A TANKER
PROGRAM

TUESDAY, JUNE 7, 2005

U.S. SENATE,
COMMITTEE ON ARMED SERVICES,
Washington, DC.

The committee met, pursuant to notice, at 9:40 a.m. in room SR-
325, Russell Senate Office Building, Senator John Warner (chair-
man) presiding.

Committee members present: Senators Warner, McCain, Collins,
Talent, Thune, Levin, and Bill Nelson.

Committee staff members present: Judith A. Ansley, staff direc-
tor; Marie Fabrizio Dickinson, chief clerk; and Leah C. Brewer,
nominations and hearings clerk.

Majority staff members present: Regina A. Dubey, research as-
sistant; William C. Greenwalt, professional staff member; Gregory
T. Kiley, professional staff member; Thomas L. MacKenzie, profes-
sional staff member; Stanley R. O’Connor, Jr., professional staff
member; Lynn F. Rusten, professional staff member; and Scott W.
Stucky, general counsel.

Minority staff members present: Richard D. DeBobes, Democratic
staff director; Gerald J. Leeling, minority counsel; and Peter K. Le-
vine, minority counsel.

Staff assistants present: Andrew W. Florell, Benjamin L. Rubin,
and Catherine E. Sendak.

Committee members’ assistants present: Christopher J. Paul and
Paul C. Hutton IV, assistants to Senator McCain; Mackenzie M.
Eaglen, assistant to Senator Collins; Lindsey R. Neas, assistant to
Senator Talent; Clyde A. Taylor IV, assistant to Senator
Chambliss; and William K. Sutey, assistant to Senator Bill Nelson.

OPENING STATEMENT OF SENATOR JOHN WARNER,
CHAIRMAN

Chairman WARNER. Good morning, everyone. This morning the
committee meets to receive testimony on the “Management Ac-
countability Review of the Boeing KC-767A Tanker Program,” con-
ducted by the Department of Defense (DOD) Inspector General
(IG). This review was conducted in response to requests made by
the committee, in particular myself joined by the ranking member
and Senator McCain.
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Over the past 3 years this committee and indeed my colleagues
in particular have invested significant time and resources review-
ing a number of issues surrounding the Department’s proposed con-
tract to lease the 100 KC-767A tanker aircraft. This oversight has
included conducting hearings and briefings, requesting and receiv-
ing numerous studies, and examining extensive quantities of mate-
rial, which took some difficulty to obtain from the Department.

I want at this time to commend my colleagues and members of
the committee who have invested a great deal of time, and our
committee staff as well as personal staff for the hours expended.

Early on this committee expressed concerns regarding this lease
proposal and consequently as chairman I have the authority to ac-
cept or reject reprogramming and, in consultation with members of
the committee, I made the decision to reject on July 11, 2003, a re-
programming request by the Air Force to initiate a new start on
the tanker lease. Our action on that reprogramming request
stopped the tanker lease contract. I thank again members of the
committee for the support that they gave me in making this deci-
sion.

Numerous investigations have revealed that the problems associ-
ated with the contract lease represent the most significant defense
procurement mismanagement in contemporary history. The impli-
cation of these violations of law and regulations go well beyond the
tanker lease proposal. It is imperative that the Secretary of De-
fense and the Deputy Secretary now move to take necessary ac-
tions to hold those individuals responsible accountable for their ac-
tions, to restore necessary checks and balances in the aircraft ac-
quisition process, and to instruct all defense officials to observe
henceforth to the letter the law and regulation provided by Con-
gress.

It was with these concerns in mind that on December 2, 2003,
I first wrote then-Deputy Secretary of Defense Wolfowitz to request
that the DOD IG conduct a thorough investigation of the tanker
program. I asked that this inquiry, “This inquiry should examine
the actions of all members of the DOD and the Department of the
Air Force, both military and civilian, top to bottom, who partici-
pated in structuring and negotiating the proposed tanker lease con-
tract which was submitted to Congress on July 2003.”

A year went by and I decided I would write now the Secretary
of Defense, and I was joined at this time by Senators Levin and
McCain, and we are here today as a consequence after that long
period of correspondence to receive the replies.

Our witnesses today who will give their perspectives on this
issue are: the DOD IG, Joe Schmitz, and his Deputy, Tom Gimble,
who I understand was the primary author of this report, and I com-
mend both of you on the report, and you will give the findings of
your report. They will be followed by the distinguished Acting Dep-
uty Secretary of Defense, Gordon England; Acting Secretary of the
Air Force, Mike Dominguez; the Chief of Staff of the Air Force,
General John Jumper; and Mike Wynne, Principal Deputy Under
Secretary of Defense for Acquisition, Technology, and Logistics.

I have tried to cut down a very long and well prepared opening
statement, but we have a lot to cover here.
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I am going to leave it to our witnesses to express their own views
with regard to the involvement of the various committees of Con-
gress other than this committee, although you can certainly com-
ment on this committee as well, but I am specifically referring to
the appropriations actions. But, as far as this Senator can deter-
mine, the appropriations language did not, and I repeat, did not
waive standard DOD procurement procedures designed to protect
the taxpayer. I believe the Inspector General concurs in that view.
He points out Congress could have, but did not, give the Air Force
the authority to “not follow DOD acquisition directives or comply
with the five statutory provisions of law, the Federal Acquisition
Regulation, and the DOD acquisition policy.”

What is troubling is that it took the uncovering of the Darlene
Druyun case to formally end the tanker lease contract and put any
tanker replacement program back into the traditional acquisition
process. The committee still has questions about how any one indi-
vidual could have amassed so much power that she was able to
perpetuate such a massive amount of fraud against the Federal
Government and conduct other actions that were not in the best in-
terests of the DOD or the American taxpayer.

Ms. Druyun did not operate in a vacuum. In fact, on the tanker
program she left the government in November 2002, well before the
contract negotiations were finished between Boeing and the Air
Force and well before increasing questions raised by independent
evaluators about the advisability of the lease proposal. We are left
to wonder, what happened to the oversight and checks and bal-
ances in this program? At a minimum, it appears that the acquisi-
tion chain of the Air Force and perhaps the DOD was seriously in-
adequate.

It is my hope that with this hearing we can begin the process of
putting this regrettable chapter in the history of the DOD behind
us. However, we cannot do that if we do not learn from this experi-
ence, fix the acquisition process, and ensure that issues of indi-
vidual accountability are squarely addressed.

Speaking for myself, I was intrigued with the observation in the
Inspector General’s report that there has to be a change in culture.
In my humble judgment, it is going to take a lot more than a
change in culture to correct this so there not be a repetition.

[The prepared statement of Senator Warner follows:]

PREPARED STATEMENT BY SENATOR JOHN WARNER

This morning the committee meets to receive testimony on the “Management Ac-
countability Review of the Boeing KC-767A Tanker Program” conducted by the De-
partment of Defense Inspector General. This review was conducted in response to
requests that I made, together with Senator Levin and Senator McCain.

Over the past 3 years, the Senate Armed Services Committee, and Senator
McCain in particular, have invested significant time and resources reviewing a
number of issues surrounding the Department’s proposed contract to lease 100 KC—
767A tanker aircraft. This oversight has included conducting hearings and briefings,
requesting and receiving numerous studies, and examining over 1.5 million execu-
tive branch e-mails and documents.

As a result of this committee’s concerns with this tanker lease proposal, the com-
mittee did not approve a July 11, 2003 reprogramming request by the Air Force to
initiate a new start for the tanker lease. Our action on that reprogramming request
stopped the tanker lease contract dead in its tracks. Subsequent scrutiny—by this
f)(l)mmittee and others—dealt the lease program as originally formulated, a fatal

ow.
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Numerous investigations have revealed that the problems associated with the con-
tract to lease 100 KC—767A tanker aircraft represent the most significant defense
procurement scandal since the III Wind bribery and fraud cases of the 1980s. The
implications of this scandal go well beyond the tanker lease proposal. It is impera-
tive that the Department now move to take necessary actions to hold those individ-
uals responsible, accountable for their actions and to restore necessary checks and
balances in the acquisition process. Otherwise, the fallout from the Air Force pro-
curement scandal could well have disastrous effects on the integrity of the entire
acquisition system.

It was with these concerns in mind that on December 2, 2003, I first wrote to then
Deputy Secretary Wolfowitz to request that the Department of Defense Inspector
General conduct a thorough investigation of the KC-767A tanker aircraft program.
I asked that “this inquiry should examine the actions of all members of the Depart-
ment of Defense and the Department of the Air Force, both military and civilian,
top to bottom, who participated in structuring and negotiating the proposed tanker
lease contract which was submitted to Congress in July 2003.” After almost a year
went by with no action taken on my initial request, on November 19, 2004, I was
joined by Senators Levin and McCain in a letter to Secretary Rumsfeld in which
we reiterated the need for such an accountability review.

Quite simply, we wanted to know what happened, who was accountable, and what
actions must be taken to prevent this situation from happening again.

On June 1, 2005, the Department announced the completion of the requested
management review that is the subject of today’s hearing.

I welcome today’s witnesses. The Department of Defense Inspector General, Joe
Schmitz and his Deputy, Tom Gimble will begin by outlining the findings of their
report. We will then hear from: Acting Deputy Secretary of Defense Gordon Eng-
land; Acting Secretary of the Air Force Mike Dominguez; Chief of Staff of the Air
Force, General John Jumper; and Mike Wynne, Principal Deputy Under Secretary
of Defense for Acquisition, Technology and Logistics who will provide the Depart-
ment’s comments on the IG report.

I look forward to our witnesses views on this report, particularly as it addresses
individual accountability for management decisions and executive oversight. I am
also interested in what lessons can be learned from the KC-767A tanker aircraft
program and what needs to be done to restore the integrity of the acquisition system
in light of recent Air Force acquisition scandals.

The proposed tanker lease was a departure from the traditional acquisition proc-
ess, and the source of considerable debate within the administration and Congress.
Legislation in an appropriations bill—section 8159 of the Department of Defense
Appropriations Act of 2002—in effect “authorized” the lease. But a critical point that
needs to be made is that this appropriations language did not require that the De-
partment enter into such a lease.

The appropriations language as drawn was discretionary, not mandatory. The lan-
guage contained some difficult criteria that had to be met before any such lease
could be executed—such as the requirement for the lease to be an operating lease
consistent with the requirements contained in OMB Circular A-11. But that re-
quirement did not stop the Department from attempting to define what was in effect
a long-term capital lease as an operating lease.

As far as I can determine, the appropriations language did not waive standard
DOD procurement procedures designed to protect the taxpayer. As the DOD IG
points out, Congress could have, but did not, give the Air Force the authority to “not
follow DOD acquisition directives or comply with five statutory provisions of law,
the Federal Acquisition Regulation, and the Department of Defense acquisition pol-
icy.” It appears from the IG report that officials in OSD and the Air Force used the
appropriations language as an excuse to not follow the Department’s own system
of checks and balances. The fact that these checks and balances were routinely over-
ruled during this process bodes ill for the entire acquisition process. There is no ex-
cuse for such behavior. Individuals who engaged in such behavior must be held ac-
countable.

What is troubling is that it took the uncovering of the Darleen Druyun scandal
to formally end the tanker lease contract and put any tanker replacement program
back into the traditional acquisition process. The committee still has questions
about how anyone individual could have amassed so much power that she was able
to perpetuate such a massive fraud against the Federal Government and conduct
other actions that were not in the best interest of the Department of Defense or the
American taxpayer.

But, Darleen Druyun did not operate in a vacuum. In fact, on the tanker program
she left the government in November 2002, well before contract negotiations were
finished between Boeing and the Air Force, and well before increasing questions
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were raised by independent evaluators about the advisability of the lease proposal.
We are left to wonder what happened to the oversight and checks and balances on
this program. At a minimum it appears that the acquisition chain of the Air Force,
and perhaps DOD, was woefully inadequate.

It 1s my hope that with this hearing we can begin the process of putting this chap-
ter behind us. However, we can not do that if we do not learn from this experience,
fix the acquisition process, and ensure that issues of individual accountability are
squarely addressed.

Chairman WARNER. Senator Levin.

STATEMENT OF SENATOR CARL LEVIN

Senator LEVIN. Mr. Chairman, thank you. First let me start by
thanking you, Mr. Chairman, for your leadership in this matter
and thanking Senator McCain for the critical role that he has
played in bringing to light the problems with the Air Force in their
tanker lease program, and we will be hearing about those problems
today. But, for Senator McCain’s tenacity, these problems probably
would not have come to light.

The Inspector General’s Tanker Accountability Report identifies
serious deficiencies in the tanker lease program. It is no small mat-
ter that the report finds a number of senior Office of the Secretary
of Defense (OSD) and Air Force officials responsible for actions that
are inconsistent with the requirements of law and regulation. Un-
fortunately, Mr. Schmitz, I believe that critical gaps in this report
?ave placed a cloud over it, indeed over the Inspector General’s of-
ice.

In my view, the report fails to discuss critical issues, omits crit-
ical material, and redacts key portions of the report in a manner
that raises serious questions about whether this report meets ap-
plicable requirements for the independence of inspectors general.
In particular, in a January 19, 2005, letter to the Inspector General
the former Secretary of the Air Force defended his conduct of the
tanker lease program in part by stating that the White House, Of-
fice of Management and Budget (OMB), and OSD officials played
a significant role in moving the program forward and that it is
therefore unfair to judge the actions of Air Force officials without
reference to the actions of White House, OMB, and Office of Sec-
retary of Defense officials.

The letter reads in part as follows. This is a letter now from the
former Secretary of the Air Force: “Limiting any review to the Air
Force and not OSD”—the Office of the Secretary of Defense—“only
contributes to the myth that this, the tanker lease, was exclusively
an Air Force proposal. It was not”—and he emphasized the word
“not”. “It was a proposal of the DOD and the administration, and
it consistently was supported by three of the four congressional de-
fense committees.”

And he goes on: “Indeed it would be difficult to preserve the
credibility of the Inspector General process or the investigation re-
sults if the investigation is arbitrarily limited to Air Force per-
sonnel or Air Force processes, or even DOD personnel and proc-
esses.”

He continues: “Members and committees of Congress, as well as
the White House, the Office of Management and Budget in par-
ticular, were involved from the earliest days and frequently along
the way. You simply cannot gain a proper perspective of how good
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and decent people tried to do the right thing by our warfighters
and the American taxpayer without looking at every aspect of how
this program developed and evolved. If you are going to undertake
this investigation, then I believe you should in all fairness obtain
the full cooperation of the Secretary of Defense, the White House,
and congressional leadership for your inquiry.”

Mr. Schmitz, the Tanker Accountability Report does not contain
any response to that point. If in fact you inquired about the role
played by the Secretary and Deputy Secretary of Defense and sen-
ior White House officials in the tanker lease program, that infor-
mation is not reflected in the report. The extent to which the Sec-
retary, Deputy Secretary, or senior White House officials author-
ized, approved, encouraged, or directed the actions of officials who
are named in the report has a direct bearing on the responsibility
of those officials and the omission of this information makes the re-
port so incomplete as to be misleading.

Our ability to fully and fairly assess the responsibility of senior
OSD officials is further undermined by the Inspector General’s de-
cision to redact references to the role of the White House out of the
report. In the absence of this material, it is not possible for us to
assess whether the responsibility of the officials named in the re-
port is mitigated by the actions of other, unnamed officials who are
their superiors. These redactions are made not only in e-mails be-
tween DOD officials, but also in Secretary Roche’s letter, in Boeing
emails, and even in the text of the report itself. There is no legal
authority that would conceivably justify the redaction of this mate-
rial from the report.

Equally disturbing is the fact that these omissions and
redactions in the Inspector General’s report appear to have been
undertaken in consultation with staff in the Office of White House
Counsel. In an April 29, 2005, letter to the committee, the Inspec-
tor General stated that in the report footnotes some, but not all,
of the redactions, by the way, with the statement that the material
has been omitted, “because staff of the White House Counsel has
indicated its intent to invoke an agreement between Members of
Congress and the White House.”

I am told, Mr. Inspector General, that you conducted some 2
weeks of negotiations with the White House over these redactions
and omissions.

Well, the quality standards for Federal offices of inspector gen-
eral require full independence, unbiased and free from outside in-
terference reports. Those standards state that the inspectors gen-
eral “report both to the head of their respective agencies and to
Congress.” They also provide that “The Inspector General and the
Office of the Inspector General (OIG) staff must be free both in fact
and appearance from personal, external, and organizational impair-
ments to independence. The Inspector General and the OIG staff
should avoid situations that could lead reasonable third parties
with knowledge of the relevant facts and circumstances to conclude
that the OIG is not able to maintain independence in conducting
its work.”

The standards specifically enjoin inspectors general to avoid, “ex-
ternal interference or influence that could improperly or impru-
dently limit or modify the scope of OIG work or threaten to do so.”
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Now, regardless of any agreement that may have been reached
between the White House and some Members of Congress relative
to the handling of raw documents that were provided to them or
to a congressional committee—and there was such an agreement
and that involved the obtaining of documents from the executive
branch to Members of Congress and to this committee. That is one
matter which is a separate matter from your report, Mr. Inspector
General. Your report is governed by the requirements of the In-
spector General Act and the standards for Federal offices of Inspec-
tor General. You are required by these laws and standards to re-
port your findings to the entire Congress independent of inter-
ference from any outside party. You are not and cannot be absolved
of your duties as an Inspector General by an agreement between
Members of Congress and the White House relative to material
submitted by the executive branch to some Members of Congress
or to a congressional committee.

You are required to issue a thorough and independent report,
and it appears to me that you have done neither.

Again, I want to thank our chairman for his determined leader-
ship in this matter, and particularly I want to focus on Senator
McCain’s role, again thanking him for his determination to bring
this entire matter to light.

Chairman WARNER. Senator McCain, I join my colleague and in-
deed all members of the committee in thanking you for the extraor-
dinary amount of wisdom and courage that you have applied to try-
ing to get to the bottom of this case. Much remains to be done.

Senator McCain.

Senator MCcCAIN. Thank you very much, Mr. Chairman, and I
want to thank you and Senator Levin for your leadership and your
steadfast efforts to resolve this issue. I hope at least one aspect of
this issue can be resolved today as we hear from the witnesses, so
that we can move forward and address the problems that have
been brought to light. But, this investigation I think should be
completed because it makes us all very unhappy and uncomfortable
to see this kind of wrongdoing that has been exposed here. So it
is not good for morale and it is not good for the military. These are
good and decent men and women who serve the United States of
America and I hope that we can move forward.

I would like to just make a couple of very quick points, Mr.
Chairman. One is that it is true that this issue was initiated in the
Congress of the United States, not by the Pentagon. Now, there
was a very close relationship here. On September 25, 2001, there
was a meeting of Boeing, Air Force officials, and the staff director
of the Senate Appropriations Committee. It is a fact that this was
added as a line item in the appropriations bill without a hearing,
without scrutiny, without any congressional oversight, and was ap-
proved by three of the four oversight committees. So, there is a fail-
ure of oversight responsibility by three different congressional com-
mittees.

It is disturbing to find so much uniformed involvement in this
issue. Mr. Chairman, I was brought up that people in uniform
stayed out of politics and stayed out of policy matters, that was a
mission to be carried by the civilian leadership. When I see some
of the things that were said and done by uniformed personnel, it
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is extremely disturbing to me as a person who believes in that sep-
aration between uniformed and civilian authorities.

I would like to say a word about Mr. Schmitz, who I think has
steadfastly done an outstanding job, not only on this occasion but
on other occasions. I appreciate the courage he has shown. On one
occasion he was called in to then-Secretary Roche’s office and told
to back off the investigation of Ms. Druyun, stating, among other
things, do you know you can be sued for slander? Intense pressures
were put on Mr. Schmitz not to conduct a thorough and complete
investigation. I thank you, Mr. Schmitz.

Finally, Mr. Chairman, we do have a procurement problem. We
do have to fix this system. I know that Secretary Wynne and Sec-
retary England are going to address that in their testimony today.
In the past couple of months we have had to take a C-130J that
was being designated as a commercial procurement item, which
bore no relationship to reality. The Army’s Future Combat System,
a $113 billion program, was designated as a procurement item
which was specifically only for small contractors who wanted to get
into the defense business.

Why were both of these designated this way? Because then they
avoided all of the checks and balances and all of the requirements
a normal defense contract would undergo. By the way, it is not an
accident that both of those programs have had extraordinary and
incredible cost overruns associated with them, and we cannot even
find out from the contractor of the C-130J the cost data because
it is under a “commercial contract.”

So, Mr. Chairman, what this means to me is that we have a seri-
ous problem with the procurement system in the Pentagon today
and all of us on both sides of the river need to work to make sure
that we get the best value for the taxpayers’ dollar.

Again, I thank you.

I thank Secretary England for being here, Secretary Wynne, Mr.
Schmitz, Mr. Gimble, Secretary Dominguez, and General Jumper.
I thank you for being here today. I know this is not a pleasant ex-
perience for any of us, but I hope we can now with this hearing
get this issue behind us.

Thank you, Mr. Chairman.

Chairman WARNER. Thank you, Senator McCain. I associate my-
self with your observation with regard to the men and women in
uniform. Having served in the building myself as Secretary of the
Navy for a number of years, I know that it is the responsibility of
the civilian-military team, particularly the civilian side, to provide
in a timely way the best possible equipment for the men and
women of our uniformed services. We have got to make certain that
this procurement process is reconstituted and up and running to
serve that end.

Also, Senator McCain, the only word you left out that I would
like to add, and that is that the taxpayer is bearing the brunt of
this problem.

Senator Collins, would you like to say anything?

Senator COLLINS. No.

Chairman WARNER. Senator Thune?

Senator THUNE. No.
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Chairman WARNER. I want to first point out that we, the com-
mittee, consistent with practices going back many years of this
committee and I think other committees of Congress, when we re-
ceive Inspector General reports we treat them differently than
other material. There are certain portions of the report which have
been redacted for the purpose of this hearing, but we will at the
conclusion of this open hearing proceed to Room 222 in this build-
ing, the Armed Services Committee hearing room, to resume in ex-
ecutive session, at which time, Mr. Schmitz and Mr. Gimble, you
are invited, and other witnesses. We hope that you can find the
time to join us down there likewise.

If there are no other comments by members here, we will proceed
to receive the Inspector General’s report.

I would like to remind everyone that in this room the acoustics
leave a little bit to be desired, and you will have to use those
microphones, speaking directly into them.

Mr. Schmitz.

STATEMENT OF HON. JOSEPH E. SCHMITZ, INSPECTOR GEN-
ERAL, DEPARTMENT OF DEFENSE, ACCOMPANIED BY:
THOMAS F. GIMBLE, DEPUTY INSPECTOR GENERAL, DE-
PARTMENT OF DEFENSE

Mr. ScaMmITZ. Thank you, Mr. Chairman. Senator Levin, Senator
McCain, Senator Collins, Senator Thune: I appreciate the oppor-
tunity to appear this morning and to answer your questions about
our recent report, “Management Accountability Review of the KC—
767A Tanker Program.” As the publicly releasable version of our
report has already been submitted and speaks for itself, I would
ask that it be admitted as part of the record.

Chairman WARNER. Without objection.

[The information referred to follows:]
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May 13, 2005

MEMORANDUM FOR DEPUTY SECRETARY OF DEFENSE

SUBJECT: Management Accountability Review of the Boeing KC-767A Tanker Program
(Report No. OIG-2004-171)

On December 2, 2003, the Chairman of the Senate Armed Services Committee
commended the Secretary and you for taking prompt action to task the Department of
Defense Inspector General to conduct an independent assessment of the Boeing KC-767A
Tanker Program. Subsequently, on November 19, 2004, Members of the Senate Armed
Services Committee sent a letter to the Secretary requesting that the Inspector General
conduct an accountability review of all members of the Department of Defense and the
Department of the Air Force, both military and civilian, who participated in structuring and
negotiating the proposed lease contract for the Boeing KC-767A Tanker Program, including
the then-Secretary of the Air Force and the then-Assistant Secretary of the Air Force
(Acquisition), to determine what happened, who was accountable, and what actions must be
taken to prevent a situation like the Boeing KC-767A tanker aircraft lease from happening

again. -

The report addresses in Part ], what happened; in Part II, who was accountable; and
in Part 111, what actions must be taken to prevent a situation like the Boeing KC-767A tanker
aircraft Jease fiom happening again. The timeline included at Appendix B summarizes
“what happened.” The Under Secretary of Defense for Acquisition, Technology, and
Logistics; the Secretary of the Air Force; the Assistant Secretary of the Air Force
(Acquisition) and senior members of their respective staffs were accountable for the
decisions associated with the tanker aircraft lease. Although required to do so by
Department of Defense directive, these officials did not comply with the DoD 5000 series of
guidance, the Federa} Acquisition Regulation, and the Office of Management and Budget
circulars during their efforts to lease Boeing KC-767A tanker aircrafl; instead they focused
on supporting a legislative decision to allow leasing tanker aircraft from Boeing rather than
developing objective acquisition information that would have questioned, as a matter of
procedure, whether such a decision was appropriate for the situation.

We appreciate the courtesies extended to the staff. Questions should be diretied to
Mr John E. Meling at (703) 604-9091 (DSN 664-9091) or Mr. Henry F. Kleinknecht at
(703) 604-9324 (DSN 664-9324).

Thomas F. Gimble
Deputy Inspector General
as First Assistant
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Source: Office of the Assistant Secretary of the Air Force (Acquisition)

Proposed Boeing KC-767A Tanker Aircraft
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Office of the Inspector General of the Department of Defense

Report Neo. 01G-2004-171 May 13 2005
(Project No. D200SAE-0092)

Management Accountability Review of the
Boeing KC-767A Tanker Program

Executive Summary

Objective of the Review. Our overall objective of the review of the Boeing KC-767A
Tanker Program was to determine what happened, who was accountable, and what
actions must be taken to prevent a similar situation from happening again.

Scope and Methodology. To eccomplish the objective, the review team analyzed
selected e-mails and memorandums from the De; ent of Defense and the Boeing
Company; interviewed members of the Office of the Secretary of Defense and the
Department of the Air Force, both military and civilian, including the then-Secretary of
the Air Force and the then-Assistant Secretary of the Air Force (Acquisition), who were
involved in the Boeing KC-767A tanker aircraft lease; and evaluated prior Department of
Defense Office of the Inspector General reviews of the Boeing KC-767A Tanker
Program to gain insight into what happened and who was accountable during the
structuring and negotiating of the proposed lease contract for the Boeing KC-767A
Tanker Program. During the review, we included significant events along a timeline
from inception of the idea until Congress terminated the Secretary of the Air Force
authority to lease tanker aircraft (Appendix B). .

Results. Senior officials of the Air Force acquisition community and the Office of the
Secretary of Defense were focused on supporting a decision to lease tanker aircraft from
Boeing rather than developing objective acquisition information that would have
questioned, as a matter of procedure, whether such a decision was appropriate. Although
required by Department of Defense directive, officials of the Office of the Secretary of
Defense and the Air Force did not comply with the Office of Management and Budget
circulars, the Federal Acquisition Regulation, and the DoD 5000 series of guidance to
ensure that a tanker replacement aircraft was acquired to satisfy user needs with
measurable improvements to mission capability and operational support, in a timely
manner, and at a fair and reasonable price. Instead, the Air Force used Section 8159 of
the Department of Defense Appropriations Act for FY 2002 to justify its inappropriate
acquisition strategy with the primary goal 1o expeditiously lease 100 Boeing KC-767A
tanker aircraft to replace its aging KC-135E tanker aircraft fleet. In doing so,as
explained in DoD Inspector General Audit Report No. D-2004-064 of March 29, 2004,
the Air Force “demonstrated neither best business practices nor prudent acquisition
procedures to provide sufficient accountability for the expenditure of $23.5 billion for the

KC-767A tanker program.” _
What Happened. Although several studies and proposals covering the Air Force
tanker and Boeing commercial aircraft occurred before September 2001, Air Force

-officials began meeting with Boeing Company executives 1o enter into an agreement to -
lease 100 Boeing KC-767A tanker aircraft in September 2001. The proposed agreement :
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had support from White House officials, members of Congress, the Office of the
Secretary of Defense, the Air Force, and the Boeing Company. At that time, the
Air Force neither identified nor funded an urgent requirement for the replacement of the

existing tankers.

On January 10, 2002, Section 8159 of the Department of Defense Appropriations Act for
FY 2002 authorized the Air Force to make payments on 2 multiyear pilot program for
leasing not more than 100 general purpose Boeing 767 aircraft for more than 10 years per
aircrafl, inclusive of any options to renew or extend the initial Jease term. Further, the
present value of the total payments over the duration of each lease can not be more than
90 percent of the fair market value of the aircraft obtained under the Jease. Without
conducting an analysis of alternatives, the Air Force used Section 8159 of the Department
of Defense Appropriations Act for FY 2002 to justify an informal acquisition strategy,
the focus and goal of which was to expeditiously lease 100 KC-767A tanker aircrafl from
Boeing through a business trust.

Decision makers in the Air Force and the Office of the Secretary of Defense undertook
efforts to acquire this tanker capability without the benefit of key information on
requirements and costs, which are derived from following established acquisition
procedures. They made an inappropriate decision to only use Section 8159 for ah .
acquisition strategy and bypassed following the prescribed procedures contained in DoD
Directive 5000.1, “Defense Acquisition System.” According to Dr. Marvin R. Sambur,
Assistant Secretary of the Air Force (Acquisition), Mr. Edward C. “Pete” Aldridge, Ji.,
Under Secretary of Defense for Acquisition, Logistics, and Technology told himijn
November 2001 that the requirements of DoD Directive 5000.1 did not need to be
implemented for the Boeing KC-767A tanker aircraft lease. By not following established
acquisition procedures, the decision makers did not apply best business practices, adhere
to prudent acquisition procedures, comply with statutory provisions for testing, and
satisfy warfighter needs at a fair and reasonable price. Further, the Air Force considered
the Boeing KC-767A tanker aircraft to be a commercial item even though significant
modifications were required and no commercial market for this tanker aircraft existed to
establish reasonable prices by the forces of supply and demand. As a result, and as
explained in our earlier Report D-2004-064, the Air Force did not have sufficient cost or
pricing data to demonstrate the level of accountability needed to conclude that the prices
negotiated represented a fair expenditure of Departrent of Defense funds.

Because of revelations by The Boeing Company in November 2003 conceming apparent
improprieties by the Boeing executives, Ms. Darleen A. Druyun (former Principal Deputy
Assistant Secretary of the Air Force [Acquisition and Management]) and Mr. Michael
Sears, Chief Financial Officer, Boeing; the Deputy Secretary of Defense placed the
Boeing KC-767A Tanker Program on hold until our review and reviews by the Natjonal
Defense University and Defense Science Board were completed. Our review concluded
that the Air Force used an inappropriate acquisition strategy and demonstrated neither
best business practices nor prudent acquisition procedures to provide sufficient
accountability for the expenditure of $23.5 billion for the Boeing KC-767A Tanker i
Program. In our prior Report D-2004-064, we identified five statutory provisions that the
Air Force did not satisfy relating to: commercial items, testing (two statutes); cost-plus-a-
percentage-~of-cost system of contracting; and leases. Therefore, we recommended that
DoD not proceed with the program until it resolved the issues pertaining to the
procurement strategy, acquisition procedures, and statutory requirements.

In April 2004, the National Defense University issued a report concluding that the
Air Force and the Department of Defense bypassed many elements of the normal

i
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acquisition system and that the Office of the Secretary of Defense Leasing Review Panel

was not a substitute for the Defense Acquisition Board review of the tanker lease

acquisition. The National Defense University also concluded that the Air Force did not

use a competitive process for the tanker lease acquisition because contractor selection

was a foregone conclusion based on Section 8159 of the Department of Defense

Appropriations Act for FY 2002 and the Joint Requirements Oversight Council. Also, in
 May 2004, the Defense Science Board concluded that the KC-135 airframe would be

capabje until 2040 and that a corrosion problem was manageable. The Board also

commented on tanker recapitalization noting a need to embatk on a major tanker
recapitalization program, but because total tanker requirements are uncertain, the
recapitalization program can be deferred until the completion of the analysis of
alternatives and the Mobility Capabilities Study. ‘ ,

Who Was Accountable. The Boeing KC-767A Tanker Program had significant
support from senior decision makers, including three of four congressional Defense
- committees. However, the Office of Management and Budget; the Congressional Budget’
Office; Program Analysis and Evaluation, Office of the Secretary of Defense; the ‘
Defense Science Board; the Defense Acquisition University; the then-Principal Deputy
Under Secretary of Defense for Acquisition, Technology, and Logistics; and the
. Department of Defense Inspector General raised several significant “red flag” issues
concerning the program.. These issues included inappropriate lease type, improper item
definition, lack of cost data, analyses that supported buy rather than lease, lack of an
urgent requirement, and failure to follow prescribed acquisition rules. :

_ Although Department of Defense and Air Force officials are responsible for overseeing
the acquisition process, those officials did not propetly follow acquisition policies and
procedures. Specifically, senior acquisition officials are accountable for providing an
effective, affordable, and timely system to the users, which in this case was the Assistant
Secretary of the Air Force (Acquisition) and the Under Secretary of Defense for -
Acquisition, Technology, and Logistics. Before the Boeing KC-767A Tanker Program
became an Acquisition Category ID o1 Major Defense Acquisition Program on May 23,
2003, the Secretary of the Air Force and the Assistant Secretary of the Ait Force
(Acquisition) did not require an analysis of alternatives to identify the best possible
system solution to meet warfighter requirements and did not require a formal, written
acquisition strategy to guide the program during system development and demonstration.

- The Assistant Secretary of the Air Force (Acquisition) allowed the Air Force to use
Section 8159 of the Department of Defense Appropriations Act for FY 2002 to justify an
inappropriate acquisition strategy. The Congress could have but did not presciibe in the
legislation that the Air Force need not: o

. fdliow DoD acquisition directives or
_ e« _comply with five statutory provisions of law, the Federal Acquisition
‘Regulation, and the Department of Defense acquisition policy.

Further, when the Under Secretary of Defense for Acquisition, Technology and Logistics
designated the Boeing KC-767A Tanker Program as a major Defense acquisition '
program on May 23, 2003, he did so without convening a Defense Acquisition Board to
ensure that the program acquisition strategy adequately addressed the acquisition
approach, warfighter capability needs, test and evalvation, risk management, resource .
management, funding under an evolutionary acquisition strategy, systems engineering,
interoperability, information technology, information assurance, product support, human
‘'system integzation, and business considerations. Instead, the Under Secretary based his -

i
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decision on the ongoing review by the Office of the Secretary of Defense Leasing Review
Panel and by the Secretary of Defense approval of the proposed lease. The objective of
the Leasing Review Panel, which was subordinate to the Defense Acquisition Board, was
to advise and assist the Secretary of Defense in establishing an internal review and
approval process to assess the impact of leasing proposals on the Defense budget. The
objective was not to focus on program management and readiness of the programto
proceed to the next phase of the acquisition process. While many peoglc provided input
into the tanker aircraft lease decision, we concluded that Mr. Edward C. Aldridge, 1.,
Undex Secretary of Defense for Acquisition, Technology, and Logistics; Dr. James G.

_ Roche, Secretary of the Air Force; D1. Matvin R. Sambur, Assistant Sectetary of the
Air Force (Acquisition); and Ms. Datleen A. Druyun, Principal Deputy Assistant
Secretary of the Air Force (Acquisition and Management) were the primary decision
makers within the Department of Defense and the Air Force who allowed the Boeing
KC-767A tanker aircraft lease to continue moving forward. Additionally, .

- M. Michael W. Wynne, as the Principal Deputy Under Secretaty of Defense for
Acquisition, Technology, and Logistics raised conceins about the unit price and the

- conduct of an analysis of alternatives. However, he did not require the Air Force to
follow the DoD Directive 5000 series after assuming the acting duties of the Under
Secretary of Defense for Acquisition, Technology, and Logistics.- )

. What Actions Must Be Taken To Prevent a Similar Situation. The Office of
Management and Budget circulars, the Federal Acquisition Regulation, and the DoD
5000 series of guidance establish a system of management controls over the acquisition
of weapon systems for the Department. The system, when properly implemented and
followed, should place needed capabilities in the hands of the warfighter while
appropriately mitigating the level of risk associated with properly performing the actual

- functions expected of the weapon system. Also, the DoD 5000 series establishes a
system of management controls to maintain proper financial control of the progtam to
protect the interests of both the war fighter and the taxpayer when contemplating different
weapons acquisition strategies to include leasing as a financing option. The system of
management internal control was either not in place or not effective because the existing
acquisition procedures were not followed in the proposed lease of the Boeing KC-767A
tanker aircraft. The Department of Defense must change the cultural environment in its

- acquisition community to ensure that the proper contiol environment is reestablished and
followed for major weapon-system acquisitions.

In addition, as part of the cultural change, the Department must not tolerate situations
where senior officials use their positions to have contractors put pressure on other senior’
officials to have them change their stance relative to a particular situation. For example,
on June 20, 2003, Mr. Kenneth J. Krieg, Director, Program Analysis and Evaluation
issued a memorandum stating that purchase was more cost effective than leasing the

Boeing KC-767A tanker aircraft and that the lease as proposed did n.
Management and Budget requirements. Consequ according to in
an e-mail, Dr. Roche requested, in a meeting withl on June 23, 2003, that Boeing put

pressure on Mr. Michael Wynne to have Mr. Ktieg change his position on the Boeing
_KC-767A tanker ain:xaﬁ‘ lease. N T : .

"Even though Department of Defense Instruction 5000.2, “Operation of the Defense
Acquisition System,” May 12, 2003, requires an analysis of alternatives at major
milestone decision points for major Defense acquisition programs, the Office of the
Secretary of Defense and the Department of the Air Force did not comply with the
requirement because of guidance from Mr: Aldridge to Dr. Sambur that the requirements
of DoD Directive 5000.1 did not need to be implemented for the Boeing KC-767A tanker

iv
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aircrafl lease. Therefore, the Secretary should reemphasize the requirement to conduct an
analysis of alternatives for all major Defense acquisition programs and major systems
before major milestone decision points.

Further, the Under Secretary of Defense for Acquisition, Technology, and Logistics; the
Assistant Secretary of Defense for Networks and Information Intégration; and the
Director, Operational Test and Evaluation should revise DoD Instruction 5000.2 to
specify the procedures the Under Secretary of Defense for Acquisition, Technology, and
Logistics and the Department of Defense Component Acquisition Executives must follow
when leasing a major Defense acquisition program or a major system. Specifically, the
guidance should emphasize that leasing is a method for financing the acquisition of 2
program and that the program should be treated the same as any acquisition program of
Iike cost. Further, the guidance should require, at 2 minimum, that the acquiring Military
Department prepare an analysis of alternatives for the lease and that the decision to enter
into a contract to lease a major Defense acquisition program or a major system must be
subject to the results of a Defense Acquisition Board or a System Acquisition Review
Council review, as applicable.

Management Comments and Arvdit Response. We received comments from the Under
Secretary of Defense for Acquisition, Technology, and Logistics and the Acting
Secretary of the Air Force on the drafi report. The Under Secretary stated that, by not
acknowledging the expressed congressional approval for the Secretary of the Air Force to
consider the Jease of commercially configured tanker aircraft, the report seems to ignore
the need for flexibility if the Department is to be capable of responding appropriately to
an immediate requirement for 2 major end item. Further, he stated that the report implied
that the mere consideration of an alternative to standard major systems acquisition
practices was somehow wrong, even if congressionally permitted. The Under Secretary
suggested that the Department devote more effort in the early stages of future innovative
acquisitions to ensure a common appreciation of those transactions. While we are not
opposed to acquisition reform initiatives, we believe that safeguards, such as conducting
an analysis of alternatives and adhering to the Federal Acquisition Regulation and
statutory testing requirements for items that do not meet the definition of a commercial
item, need to be followed to ensure that warfighter needs are efficiently and effectively
met and to protect the Government’s and the taxpayers’ interests.

In response to the draft report, the Acting Secretary concurred with the recommendations
except the recommendation to legisiate a requirement to conduct an analysis of
alternatives. He stated that the re%uirement to conduct an analysis of alternatives was
already contained in the DoD 5000 series of directives. Further, the Acting Secretary
stated that “A statutory requirement would remove the agility the Defense Acquisition
System requires in cases where a time imperative exists:and the materiel solution is
clear.” For the Boeing KC-767A tanker aircraft, a time imperative did not exist, the
material solution was not clear, and the Office of the Secretary of Defense and the
Air Force did not follow the requirement to conduct an analysis of alternatives in the
DoD 5000 series of directives. Therefore, the Secretary should reemphasize the
requirement to conduct an analysis of alternatives for all major Defense acquisition
K;ograms and major systems before major milestone decision points. (See the
anagement Comments section of the report for the complete text of the comments )
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Background

Objective of the Review. Qur overall objective in this review of the Boeing
KC-767A Tanker Program was to determine what happened, who was
accountable, and what actions must be taken to prevent an inappropriate
acquisition and financial situation like the tanker lease from happening again.

Reguest From the Senate Armed Services Committee. On December 2, 2003,
Chairman Warner of the Senate Armed Services sent a letter to the Deputy

- Secretary of Defense in which he commended the Secretary of Defense and the
Deputy Secretary of Defense for their prompt actions regarding the Boeing
KC-767A Tanker Program and for tasking the Department of Defense Inspector
General to conduct an independent assessment of the Program. Chairman Wamer
‘indicated, however, that he believed that the independent assessment should also
“examine the actions of all members of the Department of Defense and the
Department of the Air Force, both military and civilian, top to bottom, who
participated in structuring and negotiating the proposed tanker lease contract
which was submitted to the Congress in July 2003.”

On November 19, 2004, Chairman Warner of the Senate Armed Services
Committee, Ranking Senator Levin, and Senator McCain sent a letter to the
Secretary of Defense, enclosing a copy of the Chairman’s December 2, 2003,
letter, requesting that the Department of Defense Inspector General conduct an
accountability review “of all members of the Department of Defense (DoD) and
the Department of the Air Force, both military and civilian, top to bottom, who
participated in structuring and negotiating the proposed tanker lease contract,”
including the then-Secretary of the Air Force and the then-Assistant Secretary of
the Air Force (Acquisition) Specifically, the accountability review should -
determine what happened, who was accountable, and what actions must be taken
1o prevent a situation like the tanker lease from happening again: See the
following pages for the specific request from Chairman Warner, Ranking
Senator Levin, and Senator McCain.’

Description of the Tanker Program. The Boeing Company planned to produce
the Boeing KC-767A tanker aircraft from its core commercial B767-200ER
aircraft. The plan included integrating features from other B767 models and
adding extensive military-unique modifications for its primary air refueling
mission and other missions, including cargo, passenger, acromedical evacuation,
communication relay, and passive sensor. As a tanker, the aircraft was to receive
and dispense fuel through a drogue and boom from its centerline and to store
more than 200,000 pounds of fuel. .

Scope and Methodology

Introduction. To accomplish the objective, the review team analyzed selected
e-mails and memorandums from the Department of Defense and the Boeing
Company; interviewed members of the Office of the Secretary of Defense and the
Department of the Air Force, both military and civilian, including the then-
Secretary of the Air Force and the then-Assistant Secretary of the Air Force

1
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(Acquisition), who were involved in the Boeing KC-767A tanker aircraft lease;
and used prior Department of Defense Office of the Inspector General reviews of
the Boeing KC-767A Tanker Program to gain insight into what happened and
who was accountable during the structuring and negotiating of the proposed lease
contract for the Boeing KC-767A Tanker Program. Using the results of what
happened (Part I) and who was accountable (Part II), the review team determined
what actions must be taken to prevent a situation like the tanker lease from

happening again (Part IHf).

Interviews. Afler analyzing selected e-mails, memorandums, and prior reviews
- of the Boeing KC-767A Tanker Program, the review team determined who in the

Office of the Secretary of Defense and the Department of the Air Force, both
‘military and civilian, were involved in the management of the program. Based on
" that determination, the review team interviewed 88 individuals in the Office of the
" Secretary of Defense and the Department of the Air Force to gain further insight
into what bappened and who was accountable during the structuring and
negotiating of the proposed lease contract for the Boeing KC-767A Tanker
Program. See Part II for excerpts of selected interviews and Appendix D for a list
of the members of the Office of the Secretary of Defense and the Air Force who
were interviewed.

Timeline of Events. Using the results of the analysis of selected e-mails and
memorandums; interviews of members of the Office of the Secretary of Defense
and the Air Force, who were involved in the Boeing KC-767A tanker aircraft
lease; and evaluations of prior reviews, the review team developed a timeline that
identified significant events from inception of the idea until Congress terminated
the Secretary of the Air Force authority to lease tanker aircraft. See Appendix B
for the timeline. , »

Limitations. The review team did not interview White House officials, members

of Congress, and the Boeing Company because the focus of the review was on

members of the Office of the Secretary of Defense and the Department of the

Air Force, both military and civilian, who were involved in the Boeing KC-767A

tanker aircraft lease. In addition, the review team was unable to interview

Mr Edward C. “Pete” Aldridge, Jr., former Under Secretary of Defense for

;:s'cquisition, Logistics, and Technology even after repeated attempts to contact
im.
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_Part I - What Happened?

On November 19, 2004, Senators Warner, Levin, and McCain in a letter 10
Secretary of Defense Donald Rumsfeld requested that the Department of Defense
Office of the Inspector General conduct an assessment of managerial
accountability of the Boeing KC-767A Tanker Lease Program. Specifically, the
Senators requested that the assessment address the questions, “what happened,
who was accountable, and what actions must be taken to prevent this situation

from happening again "

-The Boeing KC-767A Tanker Lease Program was championed by sgnior DoD
and Air Force officials. In addition, Boeing Company officials provided an
intense lobbying support in the White House, Congress, and DoD.

DoD acquisitions are required to follow the requirements for analysis and
oversight that are in DoD Directive 5000.1, “The Defense Acquisition System,”
May 12, 2003, and prior versions. The oversight mechanisms provide internal
controls to ensure that the weapon systems acquired by DoD satisfy the needs of
the warfighter and are acquired economically and efficiently using best business
practices. When it is determined that a major acquisition program is warranted,
the Senior Acquisition Executive’ is required to notify Congress through formal
reporting of a new start. When the acquisition program is established, the DoD
and Air Force officials are responsible for ensuring the proper procedures are
followed. Air Force and other DoD acquisition officials did not follow the
proscribed procedures in DoD Directive 5000.] for the tanker program.
Dr.Marvin R. Sambur, Assistant Secretary of the Air Force (Acquisition) stated
that Mr. Edward C. Aldridge, Jr, Under Secretary of Defense for Acquisition,
Logistics, and Technology,* in November 2001, told him that the requirements of
DaD Directive 5000.1 did not need to be implemented for the Boeing KC-767A
tanker aircraft lease. As a result, many of the required oversight reviews, analyses
and acquisition planning normally performed on acquisitions of this magnirude
were not performed. : R :

‘The Air Force did not identify tanker recapitalization as an immediate near-term
requirement. Specifically, although the Air Force recognized that the tanker
aircraft fleet, predominately KC-135 tanker aircraft, was aging and maintenance
costs were likely to increase, the Air Mobility Command estimated in the

Air Mobility Command Strategic Plan that the KC-135 tanker aircraft fleet

"In the Military Departments, the Secretaries delegate their acquisition responsibilities to the Assistant
Secretary level, commonly called the Service Acquisition Executive. For the Air Force, the Service
Acquisition Executive is the Assistant Secretary of the Air Force (Acquisition), who reports to the
Secretary of the Air Force administratively and to the Under Secretary of Defense for Acquisition,
Technology, and Logistics for acquisition management matters. Each Service Acquisition Executive also
serves as the Senior Procurement Executive for their Military Department. In this capacity, they are
sesponsible for management direction of their respective Military Department procurement system

*The Under Secretary of Defense for Acquisition, Technology, and Logistics serves as the Defense
Acquisition Executive with responsibility for supervising the performance of the DoD Acquisition System
and enforcing the policies and practices in Do Directive 5000.1 and Office of Management and Budget -
Circular No. A-109, “Major System Acquisitions,” April S, 1976 oo

6
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retirements would begin in 2013 and continue to 2040. The KC-135 Economic
Service Life Study, February 2001, concluded that, “The KC-135 fieet has an
average age of approximately 41 years. The ESLS [Economic Service Life
s&ﬁ does not foresee an economic catastrophe on the horizon; however,

~ substantial cost increases are forecast and maintaining acceptable levels of
availability will continue to be a struggle.” : ’

The Department had explored the leasing of aircraft on several occasions before
. .the Boeing KC-767A tanker aircraft lease. For example, on May 7, 2001,

o A iam Schneider. Jr., Chairman, Defense Science Board, at the suggestion

Chairman, National Economic Council met with finance

- - specialists at Citicorp (New York) to brief Citicorp on DoD interest in applying

commercial financing techniques to selected DoD assets, such as C-17 strategic

airlift aircraft and a replacement aerial tanker for the existing fleet of 500 KC-135

. . tanker aircraft, and to obtain Citicorp views on statutory and regulatory obstacles

that prevent the use of commercial lease finance techniques to permit DoD to

finance capital asset acquisitions and the sale-leaseback of DoD real property.

-. Subsequently, the Secretary of Defense asked Dr. Dov Zakheim, Under Secretary

of Defense (Comptroller) on May 11, 2001, to initiate a process to get commercial

financing techniques moving and to coordinate with the appropriate people,

including the DoD Office of General Counsel.

Events of September 11, 2001, accelerated Air Force efforts to begin
recapitalization of the aging KC-135 tanker aircraft fleet. On September 25,

2001, Ms. Darleen A. Druyun, Principal Deputy Assistant §
i isit} d M met with Messrs.
at Boeing to lay out a strategy to lease

eing Ki-
# }0-year lease. Afier the meeting, at Boeing was tasked to

iefs on the tanker aircraft lease concept by September 26, 2001, for
d Ms. Druyun to take to Capitol Hill.

On October 9, 2001, in a letter to a Representative, Dr. James G. Roche, Secretary

of the Air Force expressed appreciation for the congressional interest in jump
_starting the replacement of the KC-135 tanker fleet. Secretary Roche stated, “I
strongly endorse beginning the upgrade to this critical warfighting capability with

_ new Boeing 767 aircraft. 1f Congress provides the needed supporting language,

* we could initiate this program through an operating lease with the option to
purchase the aircraft in the future.” ,
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In late October 2001, the Air Force began to develop an operational requirements
document for the tanker tailored to Boeing KC-767A tanker aircraft capabilities
even though it had not performed an analysis of alternatives to determine whether
the Boeing KC-767A was the preferred solution to the tanker replacement issue.

On November 1, 2001, Mr. Aldridge and Dr. Dov S. Zakheim signed a letter that
formed a leasing panel to review ail proposed leases with a cost of $250 million

ormore. -

. On December 5, 2001, Ms. Druyun sent an e-mail to Dr. James G. Roche;
General John Jumper, Air Force Chief of Staff; General Robert Foglesong,
Air Force Vice‘Chief'of Staff: and Dr Sambur in which she stated:

[A Representative] and [a- congressional staffer] faxed me the new
language that will go 1o the conference. They have fixed some of the
issues but as written it is siill not executable. [A Representative] called
again this am. to get my sense of exccutability and this is what I said to
him: The language requires the Air Force lease green [Boeing] 767

aircrat but  procure  through  separate  Auth/Approp -
[Authorization/Appropriation] the m ification] to make it 2
tanker. This means the aircraft cost is which I then do

my fair market value 90% assessment. For a ten-year Jease I bust the
90% to 116% under OMB [Office of Management and Budget] Circular

Al

. On December 5, 2001, in response to Ms. Druyun’s December 5, 2001, e-mail,
Dr. Sambur sent an e-mail to Dr. Roche, Ms. Druyun, General Jumper, and
General Foglesong with a cc: to Mr. Willard H. Mitchell, Deputy Under Secretary
of the Air Force (Intemational Affairs) in which he stated that, “Since this email,
Darleen [Druyun] has done an excellent job on the Hill to modify the language so
that it [is] approaching the doable range ”

8
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On December 12, 2001, an Office of Management and Budget official sent a lette
to a Representative that stated in part: - .

In your Jetter you ask that the economic stimulus package include money
for the lease or purchase of new B-767 aircraft as tankers for the
Aiji Force. We have grave reservations about leasing these aircraft  Our
analysis shows that over the long-term 2 lease-] ase program would -
be much more expensive than direct purchase of the same aircraft. With
© . regard to the possibility of procuring the aircraft, we have now begun the
. programmatic and budget reviews necessary for the preparation for the .
-FY 2003 Budget submission... In this process g'g?grams are evaluated in -~ -
fitary benel

terms of their cost and potential military benefit. Please be assured that
.- we will ‘consider your request carefully ‘as we prepare the FY 2003. =~
. Budgetrequest. - B

. t(*)]n Deceritbef "f’l,?2001, an e-mail .frOmA Msjot General Essex to Dr. Sambur stated

" Mrs. Druyun, Boeing, and Air Staff reps meet end of last week to =~ -
develop and examine set of options which meet the requirements foran - -
operating lease Over weekend further refined these options and began
building ™ briefing . which lays out an' Integrated Master Schedule
combining all Boeing and Government actions required to obtain

_congressional approval and jnitiate the program. We will brief this to
Mirs. Druyun Wednesday at 0700, along with the matrix of options which
meet the operating lease gates. The variables in the matrix are: purchase
price, lease term, interest rate, residual value, and lease payment. All the
options presented will meet the OMB [Office of Management and
Budget] pates. R

In January 2002, Section 8159 of the Department of Defense Appropriations Act
for FY 2002 stated that the Air Force may lease up to 100 Boeing commercial
KC-767A tanker aircraft. The Air Force used the language in Section 8159 as
direction to move the lease forward. ‘The program for the lease of 100 aircraft
was moved forward despite the fact that the Air Force had not performed an
-analysis of alternatives to determine the need for 100 airciaft. In fact, the studies
. that were available did not indicate an urgent or immediate requirement for the
replacement of existing KC-135 tankers. In addition, the Ait Force used
Section 8159 of the Department of Defense Appropriations Act for FY 2002 to
justify its inappropriate acquisition strategy with the primary goal to expeditiously
lease 100 Boeing KC-767A tanke: airciaft to replace its aging KC-135E Tanker
fleet. Indoing so, the Air Force did not demonstrate best business practices and
_prudent acquisition procedures in developing this program and did not comply
with statutoty provisions for testing. : R Ny .

On February 14, 2002, Ms Diuyun responded to an e-mail from Dr. Roche with a
cc: to Dr. Sambur; M1 John P. Janecek, Air Force Deputy General Counsel
(Acquisition); Ms. Mary L. Walker, Air Force General Counsel; and Major
General Essex.. In her response, Ms. Druyun stated that:

You are right oh about doing this as.2 prelude to a buy. I am hopeful we

can smoke out the data we need to be able to look anyone in the eye and

tell them why. we are or are not conducting a competition. I am working

.waxlth n;ll::-! Janecek. . Speedy’s idea is great or [sic] We will get on your

©o.cale . . T .

9
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" On February 20, 2002, Brigadier General Daniyl A, Scott, Deputy Assistant
Secretary (Contracting), Office of the Assistant Secietary of the Air Force
(Acquisition) signed out a request for information to The Boeing Company and
Airbus Notth America, Inc. (European Aeronautic Defence and Space Company,

. Incorporated) to begin the Air Force’s market research and assess market
capabilities in the area of commercial aerial tankers. ’

1€ guidance states that, ifa
contracting officer 1s unable to obtain information on prices at which the same
item-o1 similar items have been sold in the commercial market to use for
evaluating, through price analysis, the reasonableness of the price of the contract,
the contracting officer may require cost o1 pricing data. The guidance from the
Director reminds contracting professionals to include the applicable Federal
- Acquisition Regulation clause in solicitations for sole-source commercial items.

On July 30, 2002, the Joint Requirement Oversight Council approved the
operational requirements document, which the Air Force issued on October 22,
2002. However, using the legislation as the informal acquisition stiategy,
Air Force officials did not tailor the first spiral o1 increment of the operational
requirements document to warfighter requirements in the mission needs statement
-for future air refueling aircraft. Instead they tailoted it to conelate closely with

_ the capabilities of the Boeing 767 tanker variant that Boeing was producing for

- ‘the Italian government. As a result, the first 100 Boeing KC-767A tanker airciaft

*- ‘will not meet the operational requirement for interoperability and will not meet
the mission capabilities in the operational requirements document to conduct
secondary missions, such as cargo/passenger and acromedical evacuation
missions. ‘ I : -

* On August 20, 2002, Mr. Wayne A. Schroeder, Deputy Under Secretary of
Defense (Resource Planning/ Management), Office of the Under Secretary of
Defense (Comptroller) sent an e-mail to Dr. Dov S.:Zakbeim, Under Secietary of
Defense (Comptroller). In the e-mail, M1. Schroeder stated:

‘Dov; : . .
Due to some schedule conflicts and absences,
that we reschedule the 767 tanker meéting wi Office of
Management and Bugoet] to later this week or next, t I did have a
chance to speak with| bout OMB’s high profile said that OMB
has been responding to letters from {a Senator] (they ‘also just received a
letter on the issue from [a:Representative])  -So. part-of their public

. profile has to do with responding to congressional requests for their
ition on the issue — [a Senator] wanted to get it ‘on the record’ But

did say that the political leadership at OMB feels very strongly

10
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about the lease, and has decided to take a public posture knowing the
effects this might have He suggested you talk directly with Robin
[Cleveland] if you want more information on the politics of the Jease at
OMB: He also gave me some insights into what OMB has learned about
the lease from technical questions the Air Force has posed to them: :

1. The deal is Jooking ‘worse and worse.”
2. OMB s gerting a Jot of Air Force questions about A-84 and fease-
purchase analysis. .
3. Boeing will not ﬁnanceﬂthis dea). It would be ﬁmc:g bﬂ;n);gh an
investment group or special purpose company owned oeing,
the engine manufacturer and oggtoinvcstors.‘ The Air Force would lease
the tankers from this investment group, which would issue a set of bonds
at different terms and interest rates ’ ) '
4. The Air Force had questions for OMB about what interest rate they
can use. Predicting interest rates is problematic, and could have a major -
impact on the analysis. OMB thinks the Air Force will want a very low
interest rate and very high discount rate to make the Jease-purchase -
analysis work. . . .. . )
5. The marketability of the aircraft is an issue. The Air Force will likely

" propose for purposes of calculating the residual value of the aircrafl, that
at the end of the lease they be sold as either freighters or tankers. Not all
100 could be sold as tankers in the open market .
6 OMB thinks the Air Force could have gotten a much better deal on the

_ purchase price than what they will show in the analysis.

7 To convince investors that this is not a risk, the Air Force will tell
them that they will buy the aircraft at the end of the Jease. This raises the
question of why this will be structured as an operating Jease, when the -
intent is clearly lease-to-buy. If this turns out to be the case, it will be an
issue. :
As we get more details, 1 will pass more information on to you and Larry
after we hold the meeting with OMB  Rob said he thought the Air Force
and Boeing might finalize negotiations toward the end of next week.

On August 20, 2002; in response 1o Mr. Wayne A. Schroeder’s e-mail, Dr.Dov S
Zakheim sent an e-mail to Mr. Wayne. A Schroeder with a cc: 10 Mr. Lawrence.).
Lanzillotta in which he stated that: )

» {Tlhis does seem very troubling

On August 20, 2002, Mr. Lawrence ] Lanzillotta forwarded Mr. Wayne A.
‘Schroeder’s e-mail to.Mr. John Roth, Deputy Comptrolier (Program/Budget),
Office of the Under Secretary of Defense (Comptroller); and Mr. Ronald G.
- Garant, Director, Investment, Office of the Under Secretary of Defense
(Comptroller). .- ' B

On August 21, 2002, in résponsé to Mr. Wayne A. Schroeder’s e-maif,
Mt. Ronald G. Garant sent an e-mail to Mr. Lawrence J. Lanzillotta with a cc: to
, Mr_John Roth, and Mr. Wayne A. Schroeder in which he stated: C

1 talked to 2 month or'so ago.” He was the AF {Air Force)
_deputy comptrolier. The AF hired him to give their proposal the
‘grandmother tést and as far as he was concemned it-didn't pass. He
contends that the purchase price is probably over stated by 50% and he
contends that the residual value is also very much overstaled for a non-

- - Air Force market. He was also concemed about the discount and interest
rates used in the calculations. i :

i
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Since we all know that this is 2 bailout for Boeing why don’t we just bite
the bullet and do what we did when we were bailing Douglas out on the
KC-10's. We didn't need those aircraft either, but we didn’t screw the
taxpayer in the process. The 767 is not the latest in technology. If we
were going 10 get serious about buying the best 1 am sure that some
rendition of the 777 would win out

1 don’t know of anyone who is dissatisfied with the outcome of the
KC-10 deal. The AirForce should be made to come back with an
analysis of why we couldn’t do the same with the 767 - What we in
effect would be buying is the tail end of the production line and
should be getting the best price, not the inflated price that they want
to put in the lease formula. The key of course is to include some

" competition into the purchase process. [Emphasis added }

During 2002, questions began to surface concerning the unit price of the aircraft
as well as cost analysis of lease versus purchase. The Air Force submitted the
tanker lease acquisition business case to the Office of the Secretary of Defense
Leasing Review Panel in September 2002 An independent analysis of the price
of the tanker aircraft contracted for by the Leasing Review Panel and conducted
by the Institute for Defense Analyses indicated that the negotiated individual
Boeing KC-767A tanker aircraft price was excessive. Further, the Air Force
negotiating team did not have sufficient information without Boeing cost or
pricing data or complete information on Boeing prior sales to calculate an
accurate price for the “green aircraft” (basic Boeing 767 aircraft). The Air Force
stated “By relying on other cost and price data and techniques, a fair and
reasonable price is represented by a wide range. Calculating the best price within
this range must reflect the medium risks of the effort * The degree to which
prices can differ is evident from the Air Force and Institute for Defense Analyses
results that use a different mix of Boeing 767-200ER and 767-400ER aircraft and
different preferred customer discount rates in their calculations for “green
aircraft” pri ample, the analysis by the Institute for Defense Analyses
showed af price differential (savings) from the Air Force negotiated
price for the “green aircraft.” The price differential (sayj ¢ analysis by
itnte for Defense Analyses would increase from o

'when using a preferred customer discount rate of 35 percent to
percent for a significant competitive order. The Boeing Web site showed
941 orders for Boeing 767 model aircraft to 66 different customers since 1978, or

hase of 14 aircraft per customer. The single largest customer,

m procured 117 aircraft on 6 different orders from 1978 to 1997.

onsequently, the Air Force order for 100 Boeing KC-767A tanker aircraft and
the potential for the Air Force to order several hundred additional aircraft should
have entitled the Air Force to a higher preferred customer discount rate than was
included in the Air Force’s negotiated price for the “green aircraft.”

In September 2002, the Air Force began to address criticism as to whether the
Air Force had an urgent requirement for jump starting the recapitalization of the'
KC-135 tanker fleet. Justifying the urgent need, the Air Force indicated that it
had discovered a significant corrosion problem that coupled with the average age
of the fleet and increasing operations and maintenance costs required immediate
recapitalization of the tanker fleet. However, formal studies both before and after
this problem was identified in the Air Force presentations indicated that the

- problem was manageable and did not recommend moving the replacement date of

12
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the tankers as an immediate and urgent requirement. Specifically, in.April 2004,
the National Defense University issued a report concluding that thé Aif Force and
the Department of Defense bypassed many elements of the normal acquisition

. system and that the Office of the Secretary of Defense Leasing Review Panel was
not a substitute for the Defense Acquisition Board review of the tanker lease
acquisition. The National Defense University also concluded that the Air Force
did not use a competitive process for the tanker léase acquisition although
contractor selection was a foregone conclusion based on Section 8159 of the
Department of Defense Appropriations Act for FY 2002 and the Joint
Requirements Oversight Council. Also, in May 2004, the Defense Science Board
concluded that the KC-135 airframe would still be capable until 2040 and that the
corrosion problem was manageable. The Board also commented on tanker
recapitalization noting that the Air Force needed 1o embark on a major tanker
recapitalization program, but because total tanker requirements are uncertain, the
recapitalization program can be deferred until the completion of the analysis of
altemnatives and the Mobility Capabilities Study. )

On September 11, 2002, Dr. Sambur sent an e-mail to Dr. Roche in which he
stated: - _ o

Boss - . . ’
1 kicked off the effort to establish 8 ‘need’ justification for the tankers.
Hope to have a conceptual framework ready by the end of the week.
Spoke to Robin [Cleveland] after the meeting to tell her that the
economic justification is not a slam dunk for either position {purchase or
lease). It 1s more a push and a slight chanie in the interest rates can flip
the analysis. At the end of the day, we have to prove that there is a
TRUE need and that there are other advantages to Jeasing {earlier
delivery, affordability, etc) that make it a good business deal. It is going
to. be a tough sell given the other factors such as liability and
;‘:;dcmniﬁcaﬁon. . S :

ary

On September 20, 2002, Major General Leroy Barnidge, Air Force Director of
Legislative Liaison sent an e-mail to Dr. Roche; General John Jumper, Air Force
Chief of Staff; General Robert Foglesong, Air Force Vice Chief of Staff; and
Lieutenant General Joseph H. Wehrle, Jr., Air Force Assistant Vice Chief of Staff.
In his e-mail, Major General Leroy Barnidge stated: N

Sirs - )
Late yesterday, {2 Representative] made a late notice visit to Andréws to
see the ni with what he saw. Of note, however,

over {(who had run to support {the
reiated that he, [the Representative], had
Tend 3 ws¥) ref [Boeing] 767 lease. = Said,
I -] agreed that we need to make this work.’
Also wld that he ({the Representative]) ¢ . will work with SAC

“The Report does not include full verbatim text of this e-mail because staff of the White House Counsel has
indicated its intent to invoke an agreement between Members of Congress and the White House covering
the production of tanker-related e-mails ~ the inclusion of which full verbatim text in the Inspector” -=-=- -~
Genera’ o!;s)mdependentjudgmcm would have circumvented the agreement. (The reference is also on
page o2y - . : Co o
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[Senate Appropriations Committee] leadership to ensure initiative comes
~ together” .

Additiopal data point: - Proposed HASC {House Armed Services
Commitice] language is [s}till more restrictive:

“The Secretary of the AF [Air Force] shall not enter into any lease for
tanker aircrafft until the Secretary submits the report required by
section 8159 (c) (6) of the Department of Defense Appropriations Act,
2002 and obtains authorization and appropriation of funds necessary to
enter into a lease for such aircraft consistent with his publicly stated
commitments to the Congress to do so.’

Dr. Roche, we will rehighlight {the Representative's} position in your
email prep [preparation] before your office call with [the Representative]
next Wed, 25th, 1800.

On October 7, 2002, Dr. Sambur sent an e-mail to Dr. Roche in which he stated:
. . PRI -

OMB concerns are all answerable, but not irrefutably so. For example,
Requirements ~ They view our requirements chart and maintain that the
delta between need and availability is bogus given that we have been able
to live with the deficit for so many years (and especially during the
prefem conflict). Our answer is that we have been playing Russian
roulene - } .
Refund scheme They view the scheme as very clever but violates the
congressional rules and the operating lease requirements  Our answer is
that we have no commitment to buy the tankers. Only an agreement to
get a payback should they sell the tankers for more than $30M [million].
Commercial lease. They view the market for tankers as only being
military (which violates the operating Jease rules). We assert that they
may be correct but the residual value is based on the commercial use of
the planes as commercial cargo transports and not as tankers. The
residual value has the conversion to transport already baked into the

ce
gdnodificaﬁon of the [Boeing] 767. They argue that we have violated the
congressional language that requires a green plane  We answer by
pointing to the congressional dialog that defines a green tanker
" You may have 1o have another high level meeting (Robin [Cleveland]) to
discuss these issues )
Marv

On October 22, 2002, Dr. Sambur sent an e-mail to Dr. Roche in which he stated:

Boss ’ o
Our problem is that we do not have 2 good answer to why we claim that

we have afn] nrgem need for tankers BUT we are retiring 67 KC135E's
in the FDYP [FYDP (Future Ye: gram)] to save $1B
[billion) BUT we need an addition 0 lease the tankers.

‘Removed for reason stated in the initia‘!‘ aétérfsked footnote (The teference is also on page 109)
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Our other problem is that we have a parametric approach to deriving
pricing that has black magic associated with the weighing function 1
tried to give an intuitive interpretation that went down better but our

inability to explain in 2 3 the plicated weighing
function is an issue  } am working with our people to develop 2 more
&oncise explanation. '

v

On November 5, 2002, Ms. Druyun, who had been involved in all aspects of the
Boeing tanker aircraft lease efforts to date, submitted a Jetter to the Air Force
ethics office, recusing herself from further negotiations with Boeing; retired
mid-month; and accepted an executive position with Boeing. .

On November 20, 2002, Mr. William C. Bodie, Special Assistant to the Secretary
of the Air Force sent an e-mail to Dr. Roche in which he stated:

Good for you, boss. [Mr ] Aldridge may deny he's been weakening, but
the smoke signals are thick. Aldridge interviewed with Anne Marie

[Squeo, ‘The Wall Street Joumal’} yesterday, and ahhough he wouldn’t . [Eonaressional Record

comment on specifics of any deal and was keeping an open mind, he
indicated that in general terms he would have concerns about leasing

15,
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when/if buying was cheaper. That doesn't jibe with hxs previous support
for the Jease from a NPV [net present value}/cash flow

tive In addition, the sporcs seem to be pushing 2 *what's the

rush?’ line: buying is cheaper (we ‘exaggerate’ the purchase cost of a

green [Boeing] 767). therefm better, such 2 large expenditure requires

more ‘rigorous analy by the -
AP [Air Force), hence an AoA [analysxs of alternatives]; the AF hasn’t Congressional Record

POM’ed [program ob;ecuvcs memorandum] for the lease, so how serious
can we be? There is no ‘wgent’ need because the AF is starting to retire
the E's next year even without an immediate replacement, 50 why can’t
we be more deliberative? Boeing will still be there, making airplanes, so
what’s the rush? Anyway, Airbus could make planes with enough
American content if need be I rebutted all these arguments with Jaymie .
-{Duman, The Special Assistant 1o the Secretary and the Depuly Secretary
of Defense} (ns you did with Pete [Aldridge]), but we might be in the

.. ‘power’ -phase with OSD [Office of the Secretary of Defense] on this
xssu I anyone can talk sense to Aldridge, however, it's you

On November 20 2002, in- response to Mr. William C. Bodie’s e-mail, Dr. Roche
sent an e-mail to. Mr William C. Bodie in which he stated:

Right. 1 ™ relaxed on this one  They havc to take the b i ]Congressional Record]
position. Jim .

On Decembér 18, 2002, MCM:{ of Mobility and Special
Operations Forces, Weapons Systems Liaison Division, Office of Air Force
Legislative Liaison sent an e-mail to Major General Leroy Bamnidge, Jr,

Air Force Director of Legislative Liaison in which he stated:

Maj Gen [Major General] Bamidge,
Asyou know there has been some abou
with [2 R *s] office (g from th !"‘
office through [congressional staﬂ‘]), OSD [Office of the Secretary of
Defense] and one AF [Air Force] representative. Of

fense (Legistative Affairs))

called {congressional sta morning 10
epresentative’s) desire for the meeting.

Py ;s

elermin:

nates the need for

a meeung in which the AF, OSD, and the [Repmcmatwe s] office were

%omg to talk about the need for tankers right now, [Boeing] 767 ability to
1l this need, and the 767 scquisition strategy

Way Forward: Where we are at right now is that OSD at the highest
levels is getting together (DepSecDef [Deputy Secretary of Defense],
Mr, Aldridge, Dr. Zakheim,  Powell Moore [Assistant Secretary of
Defense (L cfxsiatwe Affairs)}, etc) to decide the DoD way forward. The
decision will be fo support the lease now or show why decision should
wait until a later time. 1 am not sure when the meeting will oceur, but
waiting until March ( sly given by OSD) is no longer an
option. According tol this will be decided soon and it is
nore noW an issue o explaining why DoD> shouldn’t do the Jease
then [sic] it is the AF exphmmg why we should (s reversal of the normal
process). § will keep you posted.

‘Removed for reason stated in the initial asterisked foomote. (The reference is also on pages 117 and 185 )
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On Janvary 30, 2003, General John Jumper, Air Force Chief of Staff sent an
e-mail to Dr. Roche in which he stated:

. 'On January 31, 2003, in response to General John Jumper’s e-mail, Dr. Roche
_ sent an e-mail to General Jumper in which he stated:

And, 1 had at Himself on the deal in the morning, noting as I poin{tied 10
them that, unlike businessmen who would understand how good an
opportunity this was, these Corporate Staff bureaucrats (Dov and Stevie)
can’t get it. Don asked if ] was special pleading 1 said ‘yes’ And,
- further, would continue to do so. [Lawrence] DiRita [Principal Deputy
Assistant Secretary of Defense (Public Affairs)]. announced that my
comments ‘were brought to you by the Boeing Company * 1 didn’t rip
ah!i,so‘l:tun out. Don had been progmmmdwh‘ch thebsy the Tall Sporegnd asked
¢ ty costs’, etc to whi i ut, when
mMmmm@mmmm”&smhmmmrs
[Tall Spore] by telling Don thet we wouldn’t beartrap [sic] him by
assuming that he approved the lease; thus, the budget had a buy. Pete

" *Removed for reason stated in the initial asterisked footnote. (The reference is also on pages 130, 188, and
210) 1eC i Toe TR Setemisted Toomote, S herele
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then told him the “when” of the buy, and Don said: ‘Not soon enough!”
Through the day, 1 have been asked by the Spores to consider a fease of
50 with an option for 50, and a 67/33 split. Each time [ remind them that
these hairbrained {sic] ideas would only be more expensive. Don asked
that the decision be delayed until after he testified!!! Note: he doesn’t
want to touch it But there is no doubt that he understands our position.
R YA SR R NIRE TEET. SRCBNIE SE A S

> Jim

In February 2003, Dr. Sambur sent a memorandum to senior DoD management
_arguing for the lease rather than procurement of the Boeing KC-767A tanker
aircraft even though the Air Force had not conducted an analysis of alternatives to
justify the lease, had not justified an urgent need for the Boeing KC-767A tanker
aircraft based on previous studies, and had not shown how leasing instead of
purchasing the aircraft was a prudent expenditure of taxpayer money.

As previously stated, the Air Force, at the direction of Mr. Aldridge, did not
follow the procedures for a major Defense acquisition program. Further, the
proposal that started to move forward was improperly identified as an operating
lease which meant that it would be funded in current year Operation and
Maintenance funds versus the multiyear procurement funds. In addition, the
Air Force improperly identified the Boeing KC-767A tanker aircrafi as a
commercial item subject 10 the rules of the Federal Acquisition Regulation,
Part 12, “Acquisition of Commercial Items,” rather than Federal Acquisition
Regulation, Part 15, “Contracting by Negotiation,” to meet Office of Management
and Budget requirements for leasing the aircrafl rather than procuring the aircraft.
As a result of this improper designation, the Government forfeited the ability to

- obtain cost and pricing data. The Air Force determination was improper because
the Boeing KC-767A Tanker Program did not meet the statutory definition of a
commercial item. No commercial market for this tanker aircraft existed to
establish reasonable prices by the forces of supply and demand. Consequently,
the commercial item procurement strategy did not provide the Air Force with
sufficient cost or pricing data to make multi-billion dollar decisions for the
Boeing KC-767A Tanker Program and did not demonstrate the leve] of
accountability needed 10 conclude that the prices negotiated represented a fais
expenditure of DoD funds.

In March 2003, the issue concerning price was raised again by the Under
Secretary of Defense (Comptrolier). The underlying issue with the price was that
the Air Force improperly determined that the tanker aircraft was a commercial
item, thereby preventing the Government from having the rights to Boeing’s cost
and pricing data. Without a competitive market place and the inability to obtain
cost and pricing data, the Air Force was unable to determine whether the Boeing
offering price was fair for the aircraft as modified into a tanker configuration
The Comptroller also recommended that the acquisition be properly classified and
declared a major Defense acquisition program (Acquisition Category I). Also in
March 2003, the Secretary of Defense met with senior Office of the Secretary of

. Defense and Air Force officials to consider the status of the Office of the
Secretary of Defense assessment of the Air Force Boeing KC-767A tanker Jease

‘Removed for reason stated in the initial asterisked footnote (The reference is also on page 121)
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proposal and to make a decision on whethet to accept the tanker lease proposal or
" to request multiyear procurement authorization to purchase the tanket aircraft

- Qpail 10, :oos;mammgmmmt )

" .On April 15, 2003, Mr. Wynne sent an e-mail to senior DoD executives detailing
his efforts to reconcile the Institute for Defense Analyses values with the Bosing
Company values by resetting the baseline to achieve a price reduction.

Mr. Wynne concluded: - - ~ ~
This will not be ‘casy, given the long history on this deal, and the
consequences of a sudden change of heart. 1 would have expected that
the concessions should have and could have come as a result of

" configuration changes which would have provided some cover for both
teams. Recall, I gave them that opportunity over the past two weeks. In

- that absence .. ‘
- We should afford Bocing this last opportunity, and then call it a day for
thelease. . o T T ‘ :

~ OnMay3, 2003,”&1 consultant to Boeing sent an e-mail to
" Dr.Rochein which be stated: - - . :
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" On May 9,2003, Dx Roche sent an e-mail fo Ms Robm Clcvcland, Dnector,
Office of Managcmant and Budget, the subject of which was Peter Cleveland
__-.;_~xesumc and cover letter attached fo: export. In the. e—mml, Dr. Roche stated.

" Be well. Smile G1ve1ank«s now (Oops, dxd I say that" My new deal is .

" tenific)
. Jim i ) ‘ ]
"On May 23, 2003, Mr. Aldndge signed the “Air Fotce Boemg 767 Tanker Lease
Decision Memorandnm” approving the Air Foxce request to Icasc 100 Boeing
: KC-767A tankex ancxaﬂ before .
“ e thc Office of the Sem:mxy of Defense Leasmg Pa.ne! finalized its
. yeview or made a mcommendanon concemmg the vxabzhty of the
O lease;n o
“» “'the Air Force conducted an analysns of a!tematxves and developed an
. acquisition strategy and an mdependent cost estimate; an
e .the Defense Acquxsmon Boaxd conducted a review of thc lease.

Fmther, the May 23, 2003, “Air Force Boeing 767 Tanker Lease Decision
Memorandum” stated that "Ihe Secretary of Defense approved this lease proposal
) contingent upon securing a waiver of the requirement to fund termination Jiability
- - and approval of the Office of Management and Budget.”

On My 27, 2003, Mr. Aldridge resigned as Under Secretaty of Defense for
Acqmsmon, Technology, and Logistics and Mi. Wynne was appointed as the
Acting Under Secxetazy Defense for Acquisition, Technology, and Logistics.

On May 28, 2003, M1. Wynne forwarded the Acqmsmon Decision Memorandum
to the Office of Mana,cment and Budget detaﬂmg the mtcnt to move forward

with the proposed operating lease.

On June 20, 2003, Mr. Kenneth 1. Krieg, Director, Program Analysis and
Evaluation issued a memorandum stating that purchasc was more cost effective
than leasing the Boeing KC-767A tanker aircraft. In addition, he stated in the
. . memorandum that the lease as proposed did not meet the requirements of Office
- of Management and Budget Circulat No. A-11, “Preparation, Submxssxon, and
Execution of the Budget (2003).”

On June 23, 2003, accordin| ‘ in an e-maﬂ, Dr. Roche
requested, in a meeting with at Boeing put pressure on Mr. Wynne to
have Mr. Kneg change his posmon on the Boexng KC-76‘7A tanke: aircraft )ease

"Removed for reason stated in the initial asterisked footnote. (The reference is also on page 127.)
20 :
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On July 8, 2003, Dr. Roche sent an e-mail to Mr. Jayrhie Durnan, The Special
Assistant to the Secretary and the Deputy Secretary of Defense in which he stated:

Jaymie, Mike Wynne has fallen for [Robin] Cleveland's line that our
letter must show the bogus calculation which is NPV [net present value]
negative by $1.9 billion .

Why bogus? If we had the budget, we wouldn’t need to tum to a jease.
But, we don’t. Thus, to assume that it exists (wrong premise), and then
o assume the Congress passed legisiation which it didn’t, and then to

" condemn ourselves in writing by stating the calculation based on a

fantasy simgl is crazy. 1t is a bureaucratic trick to make 2 fool out of
Don [Rumsfeld] as well as the Ajr Force. All this was ‘resolved’ by Pete
Aldridge before he lefl. To quote him: “We need to go forward with
DoD's position. 1f OMB [Office of Management and Budget] wants to
comment, Jet them * .

Point: we are running aground because PA&E [Program Analysis and
Evaluation] and OMB want me to sign a suicide note, BUT | WILL
NOT. This whole drill has gotten our of hand! Jim. ’

On July 22, 2003, the Acting Under Secretary of Defense for Acquisition,
Technology, and Logistics requested that the Department of Defense Office of the
Inspector General: .

review the decision process used by the Air Force and the Office of the
Secretary of Defense to lease the Boeing KC-767A tanker aircraft, and

assess whether DoD interaction with Congress following the

“Air Force Boeing 767 Tanker Lease Decision Memorandum,”

May 23, 2003, was timely and reasonable.

Congressional Record

On August 20, 2003, the Secretary of the Air Force halts the performance of an
analysts of alternatives for the tanker aircraft pending the direction of the
Authorization Bill. o

On August 29, 2003, in response to the July 22 request by the Acting Under

Secretary of Defense for Acquisition, Technology, and Logistics, we issued

Department of Defense Office of the Inspector General Report No. D-2003-129,
“Assessment of DoD Leasing Actions.” The report states that, although not
required by statute, applying a best business practice of weighing the need to
conduct a formal analysis of alternatives to achieve the best possible system
solution could have improved the Air Force Leasing process. Further, a best
business practice would have been 1o expand the charter of the Office of the
Secretary of Defense Leasing Review Panel to include the Panel’s role in the
acquisition process and in the life cycies of the leases. We also determined that of
the six letters from the Chairman, Committee on Commerce, Science, and
Transportation and the one letter from the Congressional Budget Office, five were
generally timely and two were not timely. Further, two responses could have
been improved by a more comprehensive answer to portions of the requests.
However, we did not identify a reason to not proceed with the lease of the Boeing
KC-767A tanker aircraft based on the limited scope of our review.

On November 24, 2003, in Section 135 of the National Defense Authorization Act
for FY 2004, Congress limited the number of tanker aircraft that the Air Force
could lease to 20 and authorized procurement of up to 80 aircraft In addition,

S



40

Section 135 of the National Defense Authorization Act for FY 2004 required that
“the Secretary of Defense perform a study of long-term aircraft maintenance and
requirements. : ~

On December 1, 2003, the Deputy Secretary of Defense requested an audit by the
Department of Defense Office of the Inspector General, stating that “In light of
recent revelations by The Boeing Company concerning apparent improprieties by
_ two of the company’s executives, please determine whether there is any
compelling reason why the Department of the Air Force should not proceed with
its Tanker Lease Program. In particular, I would appreciate knowing whether any
of these revelations affect any of your previous analysis of this program ”

On February 1, 2004, the Deputy Secretary of Defense requested that the Defense
Science Board evaluate aerial refueling requirements and that the National
Defense University conduct a comprehensive analysis of lessons Jearned for the

Air Force Tanker Lease Program.

On February 24, 2004, Mr. Wynne sent a memorandum, “Analysis of Alternatives
{A0A) Guidance for KC-135 Recapitalization,” to the Secretary of the Air Force
In the memorandum, Mr. Wynne directed the Secretary of the Air Force to

- conduct an analysis of alternatives for analyzing potential courses of action for
recapitalizing the KC-135 fleet, under the oversight of a Senior Steering Group.

On March 29, 2004, the Department of Defense Office of the Inspector General
issued Report No. D-2004-064, “Acquisition of the Boeing KC-767A Tanker

- Aircraft,” stating that the Air Force used an inappropriate procurement strategy
and demeonstrated neither best business practices nor prudent acquisition
procedures to provide sufficient accountability for the expenditure of $23.5 billion
for the Boeing KC-767A Tanker Program. The report identified five statutory
provisions that had not yet been satisfied relating to: commercial items; testing
(two statutes); cost-plus-a-percentage-of-cost system of contracting; and leases.
Therefore, the report recommended that DoD not proceed with the program until
it resalved the issues pertaining to the procurement strategy, acquisition
procedures, and statutory requirernents. -

On April 20, 2004;:the National Defense University issued its report in response
to the Deputy Secretary of Defense tasking on February 1, 2004. The National
Defense University was tasked 10 answer six questions dealing with the tanker
lease acquisition. Based on interviews and literature reviews, the National
Defense University concluded that the: . - .

*  Air Force and the Department of Defense bypassed many elements of
the normal acquisition system; :

' Office of the Secretary of Defense Leasing Review Panel was not a
- substitute for the Defense Acquisition Board review of the tanker lease
acquisition; and . . o
o Air Force did not use a competitive process for the tanker lease
acquisition although contractor selection was a foregone conclusion
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based on Section 8159 of the Department of Defense Appropriations
Act for FY 2002 and the Joint Requirements Oversight Council.

The National Defense University made several recommendations to include that
the Department of Defense publish guidance on leasing in policy directives, the
Federal Acquisition Regulation, and the Defense Federal Acquisition Regulation
Supplement; and that the Department establish procedures to require both cost”
and pricing data on sole source or monopoly, commercial leases.

In May 2004, the Defense Science Board issued its report in response to the
Deguty Secretary of Defense tasking on February 1, 2004. The Aerial Refueling
Defense Science Board Task Force reviewed the KC-135 program and concluded
that, based on fatigue life, the KC-135 airframe would be capable to 2040 and that
corrosion was manageable. With regard to KC-135 operation and suppon costs,
.the Defense Science Board concluded that cost growth was manageable. The
Board also commented on tanker recapitalization, noting that the Air Force
needed to embark on a major tanker recapitalization program, but because total
tanker requirements were uncertain, the recapitalization program could be
deferred until the analysis of alternatives and the Mobility Capabilities Study are
compieted. The Defense Science Board did not endorse the Boeing KC-767A
tanker aircraft as the only Air Force near-term solution to the tanker
recapitalization problem. The Defense Science Board suggested several options
for replacing the KC-135Es including:

» obtaining additional DC-10s that could be converted into tankers,

s retiring half of the KC-135Es under a hybrid recapitalization program
and replacing them with commercial entities as commercial tankers for
missions in the Continental United States,

e phasing out the other half of the KC-135E and replacing them with
converted KC-10, and

e working with major airframe manufacturers to develop new tanker
ggtipns with more modern airframes than the 20-year-old Boeing 767
sign.

On October 28, 2004, in Section 133 of the ‘“Ronald W. Reagan National Defense
Authorization Act for Fiscal Year 2005, Congress terminated the authority of

. the Secretary of the Air Force to lease tanker aircraft; however, it authorized the
Secretary to procure up to 100 tanker aircraft. ' » _

In summary, Office of the Secretary of Defense and Air Force senior officials
allowed the proposed tanker aircraft lease to move forward even though the
Boeing KC-767A Tanker Program had not undergone the rigid oversight required
by DoD Directive 5000 1 for major acquisitions. As a result, the program was not
subject to the benefits of full and open competition, an analysis of alternatives to
determine the most cost effective manner to satisfy the operational deficiency, and
a proper identification of the urgency and optimal number of assets needed to
satisfy the requirement. There were many external influences that helped move

- this program zlong. However, the decision by the Under Secretary of Defense for
Acquisition, Technology, and Logistics not to implement the requirements of
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DoD Directive 5000.1 was the major failure associated with managing and
making decisions on the program. The failure to follow the prescribed acquisition
rules resulted in the attempt by the Office of the Secretary of Defense and the

Air Force to enter into a $23 billion program that did not satisfy validated
requirements and was not cost effective for the American taxpayer.

Internal Control

DoD acquisitions are required to follow the requirements for analysis and
oversight in DoD Directive 5000.1, “The Defense Acquisition System,” May 12,
2003, and prior versions. The oversight mechanisms provide internal control to

. ensure that weapon systems acquired by DoD satisfy the needs of the warfighter
and are acquired economically and efficiently using best business practices.
Air Force and other DoD Acquisition Officials did not follow the proscribed
procedures in DoD Directive 5000.] for the tanker program. Instead, the

- Air Force used Section 8159 of the Department of Defense Appropriations Act for

FY 2002 to justify an informal acquisition strategy. » :

Required Documentaﬁon' for Program Milestone Reviews. DoD
Instruction 5000.2, “Operation of the Defense Acquisition System,” May 12,
2003, requires that the following documentation requirements bé completed and
reviewed by the Defense Acquisition Board at program initiation:

¢ Initial Capabilities Document

o Analysis of Alternatives

¢ Capability Development Document

« Affordability Assessment

s Acquisition Strategy ‘

o Independent Cost Estimate and Manpower Estimate

* Acquisition Program Baseline

¢ Information Support Plan

o Test and Evaluation Master Plan

e Exit Criteria _
For the DoD decision to acquire 100 Boeing KC-767A tanker aircraft (which
could be considered a Jow-rate [Milestone C] or full-rate production decision),

DoD Instruction 5000.2 requires that the following documentation be completed
and reviewed by the Defense Acquisition Board before making those decisions:

*

Capability Production Document

o Analysis of Alternatives (updated as néceséary)
Affordability Assessment

Acquisition Strategy . .

AL
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¢ Independent Cost Estimate and Manpower Estimate
*  Acquisition Program Baseline (updated as necessary)
+ Information Support Plan

" & Operational Test Agenéy Report
¢ Exit Criteria’

Importance of Required Program Documentation. The above program
documentation is required and prepared for milestone decision authorities for the

following purposes:

‘ Capabilities Documents. The initia] capabilities document establishes
the need for a material approach to resolve a specific capability gap derived from
the Joint Capabilities Integration and Development System analysis process. The
initial capabilities document proposes the recommended material approach(s)
based on analysis of the relative cost, efficacy, sustainability, and risks posed by
the material approach(es) under consideration. The analysis that supports the
initial capabilities document helps to shape and to provide input into the analysis
of alternatives. The capability development document provides the operational
performance attributes, including supportability, that the acquisition community
needs to design the proposed system, including key performance parameters that
guide the development, demonstration, and testing of the current increment. The
capability production document addresses the production attributes and quantities
specific to a single increment of an acquisition program. The program sponsor
prepares the initial capabilities document, the capability development document,
and the capability production document, and the Joint Requirements Oversight
Council is responsible for validating the key performance parameters in the

- capabilities documents and then approving the documents.

~ Analysis of Alternatives. The focus of the analysis of altematives is to

refine the selected concept documented in the approved initial capabilities
document. The purpose of the analysis of alternatives is to assess the critical
.technologies associated with the selected concept, including technology maturity
‘and technical risks. In accomplishing the analysis of alternatives, innovation and
" competition should be emphasized to achieve the best possibléSystem solution. -
.. An independent analysis activity is to prepare the analysis of alternatives and the

_responsible DoD Component Head designates the approval authority.

- - Affordability Assessment. The program office is required to assess
system affordability at each milestone decision point beginning with program
injtiation. Milestone decision authorities are not to approve a program to proceed
_ beyond program initiation unless sufficient resources, including manpower, are

programmed in the most recently approved Future Years Defense Program, or
will be programmed in the next Program Objective Memorandum, Budget
Estimate Submission, or President’s Budget ‘The Office of the Secretary of '
Defense Cost Analysis Improvement Group reviews the accuracy of cost data
used in affordability assessments presented at milestone decisions for major

‘ . Defense acquisition programs. ~ .
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Acquisition Strategy. Program managers are required to prepare and the
milestone decision authority is to approve an acquisition strategy at program
initiation. The acquisition strategy guides a program during system development
and demonstration and includes a technology development strategy for the next
technology spiral. To meet the tenets of Office and Management Circular
No. A-109, “Major Systems Acquisition,” and best practices of acquisition
management principles, the acquisition strategy should include:

o aviable acquisition approach to rapidly deliver to the warfighter an
affordable, sustainable capability that meets their expectations and
adequate consideration for best business practices, applicable laws,
and prudent acquisition procedures; .

+ adiscussion of development, production, life-cycle support and costs,

" and test evaluation activities that provide teaming among the
warfighters, developers, acquirers, engineers, testers, budgeters, and
sustainers; ‘ : ‘

. pr%gram risk management to mitigate the risk and not simply accept it;
and . ~

e life-cycle sustainment of the acquisition program, including
- subsequent spiral development.

Independent Cost Estimate and Manpower Estimate, Program
managers are required to prepare a life-cycle cost estimate in support of program
initiation and all subsequent program milestone reviews, including full-rate
production decisions. For major Defense acquisition programs, the milestone
decision authority may not approve those program decisions unless an
independent estimate of the full life-cycle cost of the program and a manpower
estimate for the program have been completed and considered by the milestone
decision authority (Section 2434 of title 10, United States Code, “Independent
cost estimates; operational manpower requirements”™). In addition, the Office of
the Secretary of Defense Cost and Analysis Improvement Group is required to
prepare an independent life-cycle cost estimate for the program and to submit a
report to the milestone decision authority at all milestone reviews for all major

Defense acquisition programs.

Acquisition Program Baseline. The program manager, in coordination
with the user, is required to prepare an acquisition program baseline at program
initiation and at each subsequent major milestone decision. The acquisition
program baseline documents the program’s approved cost, schedule, and
performance objectives and thresholds. The Program Executive Officer and the

. Component Acquisition Executive are required to concur with the acquisition
program baseline prepared by the program manager, and the milestone decision
authority is responsible for approving the document at milestone decision
reviews. An approved acquisition program baseline satisfies requirements in
Section 2435 of Title 10, United States Code, “Baseline description.”

_ Information Support Plan. Program managers are required to prepare an
information support plan to identify the capabilities that information technology
and national security systems require or the information needed to meet the
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proposed capability. Those capabilities need to be identified to eriable the
program manager to plan and manage system interoperability, interface, and
infrastructure requirements before award of program contracts. The program
manager submits the information support plan to the Director for Command,
Control, Communications, and Computers Systems Directorate (J-6) who certifies
that the information support plan addresses information requirements adequately
and identifies dependencies and interface requirements among DoD acquisition
programs. The milestone decision authority is required to review the certified
information support plan at program initiation and subsequent milestone reviews.

Operational Test Agency Report. Program managers are required to
prepare a test and evaluation master plan for Under Secretary of Defense for
Acquisition, Technology, and Logistics and Director, Operational Test and
Evaluation approval before program initiation and subsequent program milestone
reviews. The test and evaluation master plan is 1o describe planned -
developmental, operational, and live-fire testing; an integrated test schedule; and
the resource requirements to accomplish the planned testing. Section 2366 of
Title 10, United States Codes, “Major systems and munitions programs:
survivability testing and lethality testing required before full-scale production,”
states that a covered system, one that is being overseen by the Office of the
Director, Operational Test and Evaluation, may not proceed beyond low-rate
injtial production (low-rate initial production is normally 10 percent of the total
production quantity documented in the acquisition strategy) until realistic
survivability testing of the system is compieted and any design deficiency
identified by the testing is corrected. Section 2399 of Title 10, United States
Code, “Operational test and evaluation of defense acquisition programs,” states
that a major Defense acquisition program may not proceed beyond Jow-rate initial

- production until initial operational test and evaluation of the program is
completed. It further states that a final decision within the Department of Defense
to proceed beyond Jow-rate initial production may not be made unti} the Director,
Operational Test and Evaluation has submitted to the Secretary of Defense the
Director’s report on the adequacy of the test and evaluation completed and the
effectiveness and suitability of the program

Exit Criteria. At each milestone review, beginning at program initiation,
the program manager is required to propose exit criteria appropriate to the nexi
phase of the program. The milestone decision authority approves the exit criteria.
The exit criteria selected to track progress in important technical, schedule, and
management risk areas serve as gates that, when successfully passed, demonstrate
that the program is on track to achieve its final program goals and should be
allowed to continue into the next acquisition phase. -

Complying with DoD Directive. The KC-767A System Program Office has not
"developed and documented an acquisition strategy that serves as a disciplined
process for acquiring a quality product that satisfies the warfighter needs at a fair
and reasonable price. Instead, the KC-767A System Program Office” used
- Section 8159 of the Department of Defense Appropriations Act for FY 2002 to

3Program officials stated that a}though‘ the KC-767A Systcm Prom Ofﬁcercpom through the program
executive officer structure, it is technically not a program office because it is a pm-major%befensz
acquisition program
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justify its inappropriate acquisition strategy, the focus and goal of which was to
expeditiously lease 100 Boeing KC-767A tanker aircraft without adequate
consideration of best business practices, prudent acquisition procedures, and
compliance with statutory provisions for testing. . .

The Air Force did not apply prudent acquisition procedures because according to
Dr. Sambur, Assistant Secretary of the Air Force (Acquisition), Mr. Aldridge,
Under Secretary of Defense for Acquisition, Logistics, and Technology, in
November 2001, told him that the requirements of DoD Directive 5000.1 did not
need to be implemented for the Boeing KC-767A tanker aircraft lease. However,
neither the Otfice of the Under Secretary of Defense for Acquisition, Logistics,
and Technology nor the Office of the Assistant Secretary of the Air Force
{Acquisition) had documentation showing that the Deputy Secretary of Defense

_ had approved the Under Secretary of Defense for Acquisition, Logistics, and
Technology waiving the DoD Directive 5000 1 requirements for the Boein
KC-767A tanker aircraft lease. Inour interview of the Deputy Secretary o
Defense, he stated that documents you wonld expect to see or have approved were
never prepared or staffed with anybody for the leasing decision. As a result, the
Air Force did not perform many of the required oversight reviews, analyses, and
acquig’itign planning processes normally performed on acquisitions of this
magnitude.

Operational Requirements

Developing an Operational Requirements Document. In late October 2001,
the Air Force began to develop an operational requirements document for the
tanker aircraft tailored to Boeing KC-767A tanker aircraft capabilities even
though it had not performed an analysis of alternatives to determine whether the
Boeing KC-767A tanker aircraft was the preferred solution to the tanker aircraft
issue. On July 30, 2002, the Joint Requirement Oversight Council approved the
operational requirements document, which the Air Force issued on October 22,

. Meeting Requirements. Although the operational requirements document, “Air
Refueling Aircraft Program,” October 22, 2002, for the tanker aircraft
incorporated the warfighter requirements from the Mission Needs Statement,

" “Future Air Refueling Aircraft,” November 1, 2001, it did not require that the

. first 100 Boeing KC-767A tanker aircraft acquired meet those requirements.

" Specifically, the Air Force planned to address the requirements through
evolutionary acquisition in three spirals. However, for the first 100 Boeing
KC-767A tanker aircraft acquired, the Air Force only included 6 of the 7 key

. performance parameters in the operational requirements document and did not
include the key performance parameter for information exchange requirements,

_ which was a spiral-one requirement in the operational requirements document.

* Further, the Air Force has no plans to incorporate 12 of the 48 spiral-two and all

- 17 of the spiral-three capabilities into the first 100 aircraft.- By not including the
key performance parameter for information exchange requirements in spiral one,
the Air Force may not achieve the objectives of the remaining key performance
parameters because of their dependency on interoperability capabilities.
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Office of the Secretary of Defense Leasing Review Panel

Establishing the Leasing Review Papel.  On November 1, 2001, Mr. Aldridge,
Under Secretary of Defense for Acquisition, Technology, and Logistics and
Dr. Dov S. Zakheim, Under Secretary of Defense (Comptroller) established the
. Leasing Review Panel (the Panel), which they co-chaired. The Panel was
responsible for reviewing all lease proposals costing $250 million or more;
however, the Panel was subordinate to the Defense Acquisition Board and its
review activities with the Defense Acquisition Executive having decision-making
authority on programmatic and contractual issues related to leasing proposals
offered as alternatives to acquisitions of potential major Defense acquisition
programs. In instances when leasing proposals were being considered as
alternatives to potential major Defense acquisition programs, the Panel was to
‘make recommendations to the Defense Acquisition Executive concerning the
financial efficacy of the proposed lease. The Panel was established for the
FY 2003 budget cycle; however, its continuation is subject to approval by the
Secretary of Defense.

Completing Review and Providing Recommendations. Although required to
do so, the Office of the Secretary of Defense Leasing Review Pane) did not
complete its review or provide recommendations concerning the Boeing
KC-767A tanker aircraft Jease 1o the Defense Acquisition Board. Accordingly, on
May 23, 2003, when the Under Secretary of Defense for Acquisition, Technology,
" and Logistics signed the memorandum, “Air Force Boeing 767 Tanker Lease
Decision Memorandum,” approving the Air Force decision to lease the
100 Boeing KC-767A tanker aircraft, he did so without the Panel making a
recommendation concerning the viability of the lease. He thereby circumvented
the primary objective of Defense acquisition process to acquire quality products
that satisfy user needs with measurable improvements to mission capability and
operatiorial support, in a timely manner, and at a fair and reasonable price.

Further, Mr. Aldridge stated in his “Air Force Boeing 767 Tanker Lease Decision
. Memorandum™ that, “After a comprehensive and deliberative review by the
Leasing Review Panel, the Secretary of Defense has approved the Air Force’s
proposal to enter into 2 multiyear Pilot Program for leasing general purpose
Boeing 767 aircraft under the authority in section 8159 of the Department of
Defense Appropriations Act, 20027 However, he made the decision o lease the
Boeing KC-767A tanker aircraft without the Air Force completing the following:
o Independent Cost Estimate and Manpower Estimate
s Acquisition Program Baseline
o Information Support Plan
* Testing Requirements
o Exit Criteria '
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Operating Leases

Senior members of the Administration, Congress, DoD, and the Air Force worked
together in an effort to use commercial financing, an operating lease, to start
recapitalizing the Air Force aerial tanker fleet with Boeing KC-767A tanker
aircraft. The purpose of the operating lease was to preserve budget authority for
other higher priority items because the Air Force did not have money in the
budget to pnrchase tanker aircraft.

Although senijor Air Force officials consistently argued that the Boemg KC-767A
tanker aircraft Jease met the Office of Management and Budget criteria for an
operating lease, the Office of Management and Budget, the Congressional Budget
Office, the DoD Office of Program Analysis and Evaluation, and other Air Force
officials had different opinions as to whether the Boeing KC-767A tanker aircraft
lease should be considered an operating lease. Some of the actions that the

Air Force took 1o “make the lease fit” were highly questionable, such as:

& paying 90 percent of the tanker aircraft’s fair market value over:
6 years for a 25-t0 40-year asset,

e selling the tanker aircraft at fair market value and then receiving a
refund for the difference between the fair market valuc and the '
remaining 10 percent value afier 6 years,

* waijving termination habxhty for the lease peakmg at over_
and .

* using a multivear axrcraﬁ lease price and a ncn—muluyear buy price for
the net present value analysis.

Congressional budget committees, the Office of Management and Budget, and the
Congressional Budget Office have historically had concerns with various
financing schemes involving lease-purchase arrangements because they
understate the cost of capital acquisitions in the budget. When Government
officials do not appropriately score lease-purchases in the budget, managers may
be encouraged to purchase assets that are lower priority and that could not
otherwise compete in the budget process. .

- See Appendix E for the complete discussion of the operating }ease for the Boeing
KC-767A Tanker Program.

Commercial Item Procurement Strategy — Pricing Issues

In order to use an operating lease to recapitalize the Air Force KC-135 tanker
fleet, the Boeing KC-767A tanker aircraft had to be a commercial item.
Department of Defense Office of the Inspector General Report No. D-2004-064
states that * conrrary to the Air Force interpretation, the military tanker aircrafi is
not a commercial item as defined in Section 403 of title 41, United States Code.
Further, there is no commercial market to establish reasonable prices by the forces
of supply and demand.™ .
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Throughout the negotiation process, Boeing maintained a hard line commercial

" pricing strategy and provided virtually no transparency into the costs of the basic
Boeing 767 aircraft, tanker development and modification costs, and logistics
support costs totaling almost $25 billion for the first 100 Boeing KC-767A tanker
aircraft. ‘Boeing also failed to provide any information on prices at which the
same or similar items (Boeing 767 aircraft) had been sold in the commercial
market and refused to accept any type of cost reimbursable contract for the tanker
development and modification costs. This lack of insight into commercial prices
for 767 aircraft and cost data to support development, modification, and contract
logistics support costs plagued the negotiation process and placed the Air Force at
a disadvantage during the negotiation process. Again, similar to the operating
lease analysis; senior member of the Office of the Assistant Secretary of the Air
Force (Acquisition) consistently reported that the Air Force was getting a fair and
reasonable price for the Boeing KC-767A tanker aircraft; however, the Office of
Management and Budget, the Institute for Defense Analyses, and the Department
of Defense Office of the Inspector General did not agree.

Several of the most serious-issues identified with obtaining a fair and reasonable
price include: :

. Impx"oper influence by Ms. Druyun to increase tanker modifications
prices and the failure by other senior Air Force officials to support the
Air Force negotiator/cost price analyst on June 17, 2002;

~ o Incorrect statements made by Senior Air Force officials {originating
from Ms. Druyun, October 26. 20021 relatine to the discount on the
“green aircrafi” made 10 "o 4 . w . » ,theOffice of
Management and Budget, and the Office of the Secretary of Defense
Leasing Review Panel about the Air Force receiving a 7 percent better
discount than a preferred airline customer; . _

¢ Questionable statements from Boeing on whether the Air Force was
getting a better or equal deal than a major airline; -

» Continuous “battle of BOE’s [Basis of Estimate] among the White
House, the Office of Management and Budget, the Office of the
Secretary of Defense, and the Air Force as a resuit of the commercial
pricing strategy. S

See Appendix F for the complete discussion of the commercial item procurement
strategy and pricing issues associated with the Boeing KC-767A Tanker Program.

‘Removed for reason stated in the initial asterisked foomote. (The reference is also on page 202)
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Part I1 - Who Was Accountable?

The following are findings and analyses derived from interviews with members of
the Office of the Secretary of Defense and the Department of the Air Force, both
military and civilian, including the then-Secretary of the Air Force and the then-
Assistant Secretary of the Air Force (Acquisition), to gain insight into what
happened and who was accountable during the structuring and negotiating of the
. proposed lease contract for the Boeing KC-767A Tanker Program. See
Appendix D for a list of the members of the Office of the Secretary of Defense
~ and the Air Force who were interviewed, - . : .

Using Best Practices and Acquisition Procedures

Who within DoD and the Air Force was responsiblé for niaking decisions not
to use best practices and acquisition procedures in planning to Jease the
Boeing KC-767A tanker aircraft?

Issue

Office of the Secretary of Defense and Air Force acquisition management
officials did not manage the Boeing KC-767A Tanker Program consistent with
statute and regulatory requirements. Specifically, DoD Instruction 5000.2
documientation and review requirements that are mandatory at program initiation
and before a low-rate or full-rate production decision were not enforced.
Additionally, the Defense Acquisition Executive made the decision on May 23,

2003, to lease 100 Boeing KC-767A tanker aircraft without review by the
Defense Acquisition Board or the completion of the review by the Office of the
Secretary of Defense Leasing Review Panel. In addition, afier the last Leasing
Review Panel meeting held before the leasing decision, Mr, Wayne Schroeder,
who represented the Under Secretary of Defense (Comptroller/Chief Financial
Officer) as co-chair of the Leasing Review Pane], advised the Under Secretary of
Defense (Comptroller/Chief Financial Officer) in 2 memorandum that he
recommended that DoD should not proceed with the lease and that instead DoD
should procure the tanker aircraft by multiyear procurement.

Policy

DoD Directive 5000 1, “The Defense Acquisition System,” May 12, 2003; DoD
Instruction 5000.2, “Operation of the Defense Acquisition System,” May 12,
2003; and Air Force Instruction 63-101, “Acquisition System,” May 11, 2004,
establish management principles that are applicable to ali DoD, including

Air Force, acquisition programs. Jointly, the Under Secretaries of Defense for
Acquisition, Technology, and Logistics and Comptroller/Chief Financial Officer
issued a memorandum for the Office of the Secretary of Defense Leasing Review
Panel, “Multiyear Leasing of Capital Assets,” November 1, 2001, that identified
the role of the Leasing Review Panel in the Defense Acquisition Board review
process. o : .
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DoD Directive 5000.1. DoD Directive 5000.1 states that the Defense Acquisition

" Executive, who is the Under Secretary of Defense for Acquisition, Technology,
and Logistics, is responsible for supervising the Defense Acquisition System. It
further states that the milestone decision authority for a program has the authority
to approve entry of an acquisition program into the next phase of the acquisition

_ - process and is accountable for cost, schedule, and performance reporting to higher

authority, including Congressional reporting. Also, DoD Directive 5000.1 states
that program managers will manage progxams consistent with statute and

‘regulatory requuements

" . DoD Instruction 5000.2. DoD Insuucnon 5000.2 requires that the Defense

. Acquisition Board advise the Under Secretary of Defense for Acquisition, -
Technology, and Logistics on critical acquisition decisions for major Defense
acquisition programs, such as the Boeing KC-767A Tanker Program. In this
respect, the Instruction requires that the following documentation requirements be
completed and tev:ewed by the Defense Acqmsmon Board at pmgzam initiation:
. e Initial Capabxlmes Document
¢ Analysis of Alternatives
o . Capability DeveIOpment Document
o Affordability Assessment ’
* Acquisition Strategy
o Independent Cost Estimate and Manpowex Estxmate
e Acquisition Program Baseline -
. Informatxon Support Plan _
o Test and Evaluation Mastex Plan.
o Exit Criteria
For the DoD decision to acquire 100 Boemg KC- 76 7A tanker aircraft (which
- could be considered a low-rate [Milestone C] or full-1ate production decision),
DoD Instruction 5000.2 requires that the following documentation be completed
and xevxewed by the Defense Acquxsmon Board before making those decisions:
e Capability Production Document
e Analysis of Aitemanves (updated as neoessaxy)
. Atfordabxhty Assessment
. .Acqmsmon Stiategy .
. Independent Cost Estxmate and Manpowex Estnmate
e Acquisition Program Baseime (updated as necessary)
R Informanon Support Plan_.
_ ‘s Operational Test Agency Repoxt
o Exit Cntena
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The importance of the reqﬁired progiam documentation in the program decision
. making process was discussed earlier in the Internal Controls section of the

" repot. . .

Memorandum for the Office of the Secretary of Defense Leasing Review
Panel. The empowering memorandum for the Office of the Secretary of Defense
Leasing Review Panel, “Multiyear Leasing of Capital Assets,” states that the role
of the Leasing Review Panel is to advise and assist the Secretary of Defense in
evaluating the financial and budget implications of leasing proposals submitted by
the Military Departments that are projected to cost a total of $250 million or more
over the life of the lease. - It also stated that the Leasing Review Panel is ~
subordinate to Defense Acquisition Board activities. In instances when leasing
proposals are being considered as alternatives to potential major Defense ~
acquisition programs, the Panel will make recommendations to the Defense
. Acquisition Executive concerning the financial efficacy of the proposed lease.

Air Force Instruction 63-101. Air Force Instruction 63-101 states that the
Assistant Secretary of the Air Force for Acquisition is the senior corporate
operating official for acquisition, the Air Force Acquisition Executive, who is
responsible for overseeing Air Force acquisition activities. The Instruction
further states that the Assistant Secretary of the Air Force for Acquisition makes
decisions on program issues, directs the program, sets Air Force acquisition
policy, and is the source selection authority for major Defense acquisition
programs that are delegated to the Air Force for decision authority by the Under
Secretary of Defense for Acquisition, Technology, and Logistics.

Who Was Accou‘ntable?

Mr. Aldridge. Mi. Edward C. “Pete” Aldridge, J1, Under Secretary of Defense
for Acquisition, Technology, and Logistics was accountable for making the
decision not to comply with statutory and regulatory requirements in DoD
Instruction 5000.2. Although we were unable to interview Mr. Aldridge,

Dr. Sambur, Assistant Secretary of the Air Force for Acquisition advised that, in
November 2001, M1. Aldridge told him that the requirements of DoD .

. Directive 5000.1 did not need to be implemented for the Boeing KC-767A tanker

- aircraft lease. Although this decision was not documented, Mr. Aldridge’s actions
did not show that he intended for the A1 Force to comply with the statutory and
regulatory requirements in DoD Directive 5000.1.

Mr. Wyrne. Mi1. Michael W. Wynne, Acting Under Secretary of Defense for -
Acquisition, Technology, and Logistics was accountable for tacitly accepting
Mr. Aldridge’s decision to go forward with the Boeing KC-767A tanker airciaft
lease by sending a memotandum discussing the decision to an Office of

. Management and Budget official on May 28, 2003. In the memorandum,
Mr. Wynne stated that, “After a comprehensive and deliberative review by the
Leasing Review Panel, the Secretary of Defense has approved the Air Force’s

- proposal to enter into a multiyear Pilot Program for leasing general purpose
Boeing 767 aircraft under the authority in section 8159 of the Department of

- Defense Appropriations Act of FY 2002.” The memorandum was seeking

approval of the proposed lease from the Office of Management and Budget. At
. [ that point in time, the Leasing Review Panel had not completed their defiberations
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or made recommendations to Mr. Aldi idge concerning the decision to go forward
with the lease proposal. In addition, Mr. Wynne previously had expressed
concerns with the Air Force’s negotiated unit price ‘for the Boeing KC-767A

tanker aircraft lease proposal.”

Dr. Roche. Dr. James G. Roche, Secretary of the Air Force stated that he was
responsible for making the decision in August 2003 to not perform an analysis of
alternatives as required in DoD Instruction 5000.2.

_ Dr. Sambur. Dr. Marvin R. Sambur, Assistant Secretary of the Air Force for

. Acquisition was also accountable for not making the decision to comply with
statutory and regulatory requirements in DoD Directive 5000.1. Regardless of
Mr. Aldridge’s advice, Dr. Sambur was responsible, as the Air Force Acquisition
Executive, for exercising his fiduciary responsibilities to the DoD and the -
American taxpayer by ensuring that best practices and prudent acquisition

. procedures were implemented to provide sufficient accountability for the
expenditure of $23.5 billion for the Boeing KC-767A tanker aircraft lease. -

Ms. Druyun. Ms. Darleen A. Druyun, Principal Deputy Assistant Secretary of
the Air Force (Acquisition and Management) was also accountable for not making
the decision to comply with statutory and regulatory requirements in DoD
" Directive 5000.1. Ms. Druyun, in actively directing and overseeing System
- - Program Office activities in managing the Boeing KC-767A tanker aircraft lease
- before her retirement, was accountable for ensuring that best practices and
prudent acquisition procedures were implemented. :

Deciding that the Boeing KC-767A Tanker Aircraft Are
- Commercial Items , v o -

Who Within ihe Office of the Secretary of Defense and the Air Force was
responsible for making the decision that the Boeing KC-767A tanker aircraft
was a commercial item? - o

Issue

The Air Force contracting officer decided to use a commercial item procurement
strategy that Air Force management strongly encouraged for the sole-source
Boeing KC-767A Tanker Progrtam. However, contiary to the Air Force
interpretation, the military tanker aircraft is not a commercial item as defined in
Section 403 of Title 41, United States Code. Further, a commercial matket for the
Boeing KC-767A tanker aircraft did not exist to establish the reasonableness of
prices by forces of supply and demand. R '

By using a commercial item procurément strategy, the Air Force was also
‘required to use a fixed-price type contract where the contractor retains all of the
. .savings if the contractor’s actual costs are lower that the estimates rater than a
- more appropriate mix of cost and fixed-price incentive type contracts. The
. commercial shategy also exempted Boeing from the requirement to submit cost or
- ... pricing data, which places the Government at high risk for paying excessive
" - prices and profits and precludes good fiduciary responsibility for DoD Funds.
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Without the Air Force gaining insight into Boeing’s actual costs, the Air Force
will also be at disadvantage in any future tanker procurement negotiations. See
Department of Defense Office of the Inspector General Report No. D-2004-064,
“Acquisition of the Boeing KC-767A Tanker Aircraft,” March 29, 2004, for

- further details.
Policy ’

Federal Acquisition Regulation Part 2, “Commercial Item Definition,” Part 12,
“Acquisition of Commercial ltems,” and Pait 13, “Contracting by Negotiation;”
- Section 403 of title 41, United States Code, “Definitions” (Commercial items);
-Under Secretary of Defense for Acquisition, Technology, and Logistics
memorandum on “Commercial Acquisitions,” January 2001, “the Federal
Acquisition Streamlining Act of 1994 or “FASA,” and Section 23062 of title 10,
- United States Code, “Cost or pricing data: truth in negotiation,” provide guidance
on commercial items and exceptions to obtaining cost or pricing data. ,

The Federal Acquisition Streamlining Act of 1994 and the Federal Acquisition

. Reform Act of 1996 streamline acquisition laws, facilitate the acquisition of
commercial products, and eliminate unnecessary statutory impediments to.
efficient and expeditious acquisition. One impact of the Acts was to significantly
broaden the commercial item definition and allow more items to qualify for the
“commercial item” exception to cost or pricing data. The Truth in Negotiations
‘Act of 1962 allows DoD to obtain cost or pricing data (certified cost information)
fiom Defense contractors to ensure the integtity of DoD spending for military
goods and services that are not subject to marketplace pricing.

" In June 1995, the Directbr, Defense Procurement proﬁded comments on the
. benefits of the Truth in Negotiations Act, matketplace pricing, and the differences
between DoD and oomme;cial procurement environments. He stated that:

The requirements of TINA [Truth in Negotiations Act] are necessary to
ensure the integrity of DoD spending for military goods and services that
are not subject to marketplace pricing. When there is a market that
establishes prices by the forces of supply and demand, the market
provides the oversight. DoD procures many highly complex military
systems in the absence of supply/demand situations for these relatively
low Volume, unique military goods. The requirements of TINA address
legitimate and necessary differences between DoD and commercial
procurement environments. . '

‘While DoD recognizes the need for TINA, it also is moving to increase
competition and decréase the number of pricing actions that would
require cost or pricing data  The implementation of FASA [Federal .
Acquisition Streamlining Act], with its emphasis on encouraging the
acquisition of commescial end items and increased. competition, will
bring the requisite market forces to bear on prices, and thus exempt
contractors from the requirement o submit cost or pricing data. Absent

" this competition, the quantitative benefit to the Government of TINA

. compliance far exceeds the cost of Government oversight. )

Over the last 7 years, the Departmeht'ofDefense Office of Inspector General has

issued a series of reports that identified problems DoD contracting officers were

having making commercial item} determinations and using catalog prices and price
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analysis to determine fair and reasonable prices for sole-source commercial and
noncommercial spare parts. The audits consistently showed that little, if any,
commercial marketplace identical or “of a type” items existed and that contracting
officers relied on either catalog prices or price analysis to determine price
reasonableness. Based on cost information (cost analysis) that was not made
available to the contracting officers, the audits showed that commercial and
noncommercial prices were significantly too high.

Who Was Accountable?

Air Force Acquisition Officials. Air Force acquisition officials, including
Dr. Roche; Dr. Sambur; Ms. Druyun; Major General Paul Essex, Director of
Global Reach Programs, Office of the Assistant Secretary of the Air Force
(Acquisition); , Office of the Air Force Director of
Global Reach Programs, Office of the Assistant Secretary of the Air Force
(Acquisition) and most senior Air Force officials strongly encouraged the

~ contracting officer to use a commercial item procurement strategy for the Boeing
KC-767A Tanker Program to comply with the requirements for an operating
lease. If the military tanker aircraft could not be classified as a commercial item,
the Air Force could not use an operating lease, and the program could not proceed
as defined in the legislation.

, the contracting officer at the
Aeronautical Systems Center inappropriately determined that the Boeing
KC-767A military tanker aircraft was a commercial item and inappropriately
signed the “Commercial Determination for the KC-767A Aircraft System.”

] , Air Force Materiel Command Law Office
reviewed and approved the contracting officer’s commercial item determination
and finding, and stated that:

Mr. Hughes. Mr. James “Ty” Hughes, Office of the Air Force General Counsel,
also reviewed and did not take exception to the contracting officer’s commercial
item determination and finding that the Boeing KC-767A tanker aircraft was a
commercial item.
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Deciding that the Boeing KC-767A Tanker Aircraft Met
Operating Lease Requirements

Who within the Office of the Secretary of Defense and the Air Force was
responsible for making the decision that the Boeing KC-767A tanker aircraft
lease proposal met Office of Management and Budget Circular No. A-11
operating lease requirements and Office of Management and Budget
Circular No, A-94?

Issue

The contract lease for 20 Boeing KC-767A tanker aircraft did not meet three of
the six criteria requirements for an operating lease as described in Office of
Management and Budget Circular No. A-11, “Preparation, Submission, and
Execution of the Budget (2003).” Meeting the Office of Management and Budget
criteria for leases is a statutory requirement of Section 8159 of the Departient of
Defense Appropriations Act for FY 2002. Further, Office of Management and
Budget Circular No. A-11 requirements for the use of an operating lease and
Office of Management and Budget Circular No. A-94 requirements for cost
benefit analysis (net present value) were not met. In addition, the Air Force long-
term lease was contrary to the actual intended use of operating leases, which may
be cost effective when the Government has only a temporary need for the asset.
Accordingly, the lease for the Boeing KC-767A tanker aircraft was incorrectly
classified as an operating lease. In addition, the use of an operating lease for
long-term use is a high-cost way to acquire a capital asset. See Department of
Detense Office of the Inspector General Report No. D-2004-064 for further
details.

On May 22, 2003, Ms. Robin Cleveland, Office of Management and Budget
notified Boeing that Boeing KC-767A tanker aircraft lease proposal met Office of
Management and Budget Circular No. A-11 operating lease requirements and
Office of Management and Budget Circular No. A-94 cost-benefit analysis
requirements “deal done.” The Office of the Secretary of Defense Leasing
Review Panel officials stated that they relied upon Office of Management and
Budget for making the determination as to whether the Boeing KC-767A tanker
aircraft lease proposal met Office of Management and Budget Circular No. A-11
operating lease requirements.

On May 23, 2003, Mr. Aldridge signed the “Air Force Boeing 767 Tanker Lease
Decision Memorandum,” stating that “The Secretary of Defense approved this
lease proposal contingent upon securing a waiver of the requirement to fund
termination liability and approval of the Office of Management and Budget.”

On June 20, 2003, the Director, Program Analysis and Evaluation sent a
memorandum to the Acting Under Secretary of Defense for Acquisition,
Technology, and Logistics that stated his office’s analysis of Office of
Management and Budget Circular No. A-94 showed that the provisions of the
draft Boeing KC-767A tanker lease proposal cost more than the equivalent
purchase of tanker aircraft by $6.0 billion measured in then-year dollars and
$5.1 billion if measured in constant FY 2002 dollars. His office’s analysis also
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showed that the current draft lease failed to meet the requirement in Office of
Management and Budget Circular No. A-11 that the present value of the lease
payments be less than 90 percent of the fair market value at lease inception.

Policy. Office of Management and Budget Citcular Nos. A-11, “Preparation,
Submission, and Execution of the Budget (2003),” and A-94, “Guidelines and
Discount Rates for Benefit-Cost Analysis of Federal Programs,” provide guidance
. onoperating leases. - ' : o L
" To qualify as an operating lease, the Air Force lease for the Boeing KC-767A
" . tanker aircraft must meet the six criteria, as described in Office of Management
and Budget Circular No. A-11: | ‘ o o -

. The asset is a geperal-purpose asset rather than being for a special
* . .purpose of the government and is not built to the unique specification
of the government as lessee; - . SR
« There is a private-sector market for the asset; o
o The present value of the minimum lease payments over the life of the
lease does not exceed 90 percent of the fair market value of the asset at
the beginning of the Jease term; : : ’ '

o The lease does not contain a bargain-price purchase option;

o Ownership of the asset remains with lessor during the term of the lease
and is not tiansferred to the government at or shortly after the end of
the lease term; and '

» The Jease term does not exceed 75 percent of the estimated economic
life of the asset. « : :

If the lease does not meet all six criteria, the lease should be considered either a

capital lease or a lease purchase. A lease purchase is a lease where ownership of

an asset is fransferred to the Government at or shortly after the end of the lease

term but does not have to include a bargain-price purchase option. A capital lease

. is different from an operating lease in that the Government consumes most of the
useful life of the asset. For either a capital lease or a lease purchase, the Air Force
would have to have funds budgeted in the Future Years Defense Program to pay
for the asset lease.. Further, to qualify under Office of Management and Budget -

" Circular No. A-94, in net present value terms, the cost of the operating lease must
"be less than or equal to the cost to purchase the aircraft. ‘

" 'Who Was Accountable? -
Dr. Sambur. Dr. Sambur, Assistant Secretary of the Air Force (Acquisition) was
. -accountable for decisions made to manipulate the lease terms to demonstrate the
satisfaction of operating lease criteria requirements in Office of Management and
Budget Circular No. A-11. For éxample, in February 2003, Dr. Sambur, in
_reference to the price comparison between leasing or purchasing Boeing
- KC-767A tanker aircraft, directed his staff to remove in the purchase comparison
... the use of multiyear contracting. He stated on the purchase side, DoD would not
. be able to enter a multiyear contract similar to the lease. This direction skewed
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the Air Force’s results of the price comparison between purchasing or leasing the
aircraft and closed the Air Force price differential between the two options.

Ms. Druyun. Ms. Druyun, the Principal Deputy Assistant Secretary of the
Air Force (Acquisition and Management) was accountable for manipulating the
Congressional language on leasing tankers. In December 2001, she notified a
- Representative and congressional staff that the proposed language of leasing
tankers was not executable. The leasing language was not executable because of
the Congressional Budget Office position on scoring the lease as a capital lease.
. The proposed language required the lease of “green airc1aft” (basic Boeing 767
aircraft) and then modification through a separate appropriation. She-
recommended that the congressional language be modified to describe the lease
for “commercial aircraft tanker” versus “green” Boeing 767 aircraft because the
Air Force did not have the money for the modificatj B e
90 percent fair market value rule. Ms. Druyun had
Office of the Air Force Director of Global Reach Programs, Office of the
Assistant Secretary of the Air Force (Acquisition), who controlled the lease
analysis, report to her and Major General Essex, Director of Global Reach
‘Programs, Office of the Assistant Secretary of the Air Force (Acquisition).

Propbsing to Lease Boeing KC-767A 'Tan:ker‘Airc'raft

Who within the Air Force was responsible for making the decision fo propose
" leasing Boeing KC-767A tanker aircraft?

 Issue-

Recapitalization of tanker aircraft was not a budget priority, yet the Air Force,
with support from certain Senators and Representatives as well as three of the
four congressional Defense committees, suppoited the lease of Boeing KC-767A
tanker aircraft.

- Policy ‘ . .
" Chairman of the Joint Chief of Staff Instruction 3170.01D, “Joint Capabilities
Integration and Development System,”_ Marchv 12, 2004, requires that:
~o 'the Joint Capabilities Integration and Development System analysis
process document capability gaps, ' .
* determine the attributes of a capability or combination of capabilities
that would resolve the gaps, and

 identify material and or nonmaterial approaches for implementation
* - and roughly assess the cost and operational effectiveness of the joint
- -force for each of the identified approaches in resolving capabilities
gaps. PR ) - C
-Before program initiation, the Instruction requires the Military Departments to
- prepare an initial capabilitics document to make the case to establish the need for
* amaterial approach to resolve a specific capability gap, o1 set of capability gaps,
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derived from the Joint Capabilities Integration and Development System analysis -
process. The initial capabxlmes document suppoxts the preparation of an analysis
' of altematxves

‘ Who Was Accountable" :

Dr. Roche. Dr. Roche, Secretary of the Air Force made the decxsnon to make the
* leasing of Boeing KC-767A tanker aircraft as one of his vision items.
- Accordingly, he signed and sent a letter that Ms. Druyun had draftedtoa . .
Representative indicating the need for “jump-starting™ a xeplacement program for
the KC-135 tanker aircraft fleet by leasing. -

Ms. Dmynn Ms. Druyun, the Principal Deputy Assxstant Secretaxy of the
" Air Force (Acquisition and Management) made the decision to promote the
leasing of tanker aircraft. In September 2001, Ms. Druyun stated that the
Air Force favored leasing Boemg KC-767A tanker aircraft rather than purchasing
because the budget did not contain money for purchasing Boeing KC-767A tanker
aircraft and a lease deal was favorable {o a certain Senator and Representative.
- " Boeing helped Ms. Druyun with a briefing for the Senator on leasing that
- illustrated the need to waive legal impediments and provide relief under Office of
* Management and Budget Circular No. A-11 criteria requirements. In October
2001, Ms. Druyun had a letter drafted for Dr. Roche’s signature to be senttoa
Repmentatlve indicating the need for ‘jump-starting™ a replacement program for
- the KC-135 tanker aircraft fleet by leasing. Ms. Druyun’s actions took place
before the approval of a mission need statement and the preparation ofan -
operational requirements documents (predecessor documents to the initial
capabilities document) supporting the need to fill a capabilities gap (a validated
urgent need for replacement tankers) as requlrcd in Chanman of the Joint Ch;et of
Staff Instruction 3170. O]D ]

Need to Accelerate the Recapntahzatxon of the KC—135 Tanker
Ajrcraft Fleet

Was there an urgent and com pellmg need to accelemte the recapxtahzatmn of
the KC-135 tanker ﬂeet"

Issue

DoD and Air Force acquxsmon ofﬁcxais determmed that an urgent and compe!lmg
- need existed to accelerate the recapitalize the KC-135 tanker aircraft fleet afier
legislation was signed that allowed the lease of up to 100 Boeing KC-767A tanker
aircraft. The Air Force managers used corrosion problems and higher than
expected maintenance costs as their reason to accelerate the recapitalization .
effort. However, independént reviews and other testimony-on the KC-135 tanker
aircraft fleet, such as the Defense Science Board, dxd not support the need to
accclexate the xecap:tahzatxon of the tanker ﬂeet
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Policy

The Federal Acquisition Regulation states that acquisition planning should begin
as soon as the agency need is identified but requirements personnel should avoid
issuing requirements on an urgent basis since it generally restricts competition

and increases prices.

DoD Instruction 5000.2 states that the program manager and milestone decision
authotity may tailor the phases and decision points for a program due to risk and
urgency of peed. © R ' o

Who was Accountable?

Mr. Aldridge. Mr. Aldridge, Under Secretary of Defense for Acquisition,
Technology, and Logistics was accountable because he signed the “Air Force
. Boeing 767 Tanker Lease Decision Memorandum™ on May 23, 2003. The
. memorandum gave the Air Force conditional approval to enter into a multiyear
lease pilot program for leasing general purpose Boeing 767 aircraft. Mr. Aldiidge
also stated that the combined effects of aging and the surge in demand due to the
" Global War on Terrorism have increased the need to replace the KC-135 tanker
airciaft. Although the lease was more expensive, Mt. Aldridge preferred the lease
- because it would accelerate the delivery of the first new tanker and minimized the
financial impact to other on-going programs. .

Mr. Wynne. Mr. Wynne, Acting Under Secretary of Defense for Acquisition,
- Technology, and Logistics accountable because he issued a2 memorandum on
May 28, 2003, which was almost identical to Mr. Aldridge’s “Air Force
Boceing 767 Tanker Lease Decision Memorandum,” to notify the Office of .
Management and Budget regarding the Office of Secretary of Defense decision to
lease the Boeing KC-767 tanker aircraft.

Dr. Roche. Dr. Roche, Secretary of the Air Force was accountable because he
disagreed with the Air Force’s plan to begin the recapitalize of the KC-135 tanker
aircraft beginning in 2013. Dr. Roche wanted to begin recapitalizing the tanker
fleet sooner because of the opportunity to lease the Boeing KC-767A tanker
aircraft presented in legislation. Dr. Roche testified numerous times regarding the
urgency to recapitalize the KC-135 tanker aircraft fleet because of severe
corrosion problems and the increased maintenance costs. Dr. Roche stated that
the previous studies conducted on the KC-135 tanker aircraft fleet were faulty and
that the cost to sustain the KC-135 tanker aircraft fleet was significantly -
increasing and approximately 30 percent for depot maintenance hours wers
- 'dedicated to fixing corrosior. Dr. Roche stated that the Air Force had done a
- comprehensive and deliberate review that both validated the urgent need to start
" modernizing our tankers now and the advantages of leasing; however, the
Air Force was not able to provide any supporting details supporting Dr. Rache’s
position. Dr. Roche subsequently recognized that an urgent and compelling need
to expedite the recapitalization of the KC-135 tanker aircraft fleet did not exist.
Dr. Sambur. Dr. Sambur, Assistant Secretary of the Air Force (Acquisition) was
accountable because he was the Air Force acquisition executive and knew that an
urgent requirement to recapitalize the KC-135 tanker aircraft fleet did not exist
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because of corrosion and maintenance costs growth; however, he supported those
claims. Dr. Sambur acknowledged 1o Dr. Roche in October 2002 that the: =

Air Force did not have an urgent need to expedite the replacement the KC-135
tanker aircraft and needed a reason to justify the lease of the Boeing KC-767A
tanker aircraft. Dr. Sambur understood that the Air Force could fix the corrosion
problems identified in the KC-13$ tanker aircraft fleet and that depot maintenance
would take between six and nine months for each KC-135 tanker aircraft.

Dr. Sambur also implied that the Boeing KC-767A tanker aircraft lease was as an
insurance policy for the Department in the event that the KC-135 tanker aircraft
fleet experienced unexpected significant mission failures. Dr. Sambur stated that,
if the Department waited until corrosion was a lethal problem and airplanes were
falling out of the sky, then the recapitalization effort would be too late. Further,
he stated that the Air Force would need 10 years to recapitalize, even a 100 tanker
aircraft. Dr. Sambur recognized the inconsistency in his claim because after
testifying that the Air Force was not seeing the same type of problems in the
KC-135R tanker aircraft models and the Air Force planned to retire some of its
KC-135E tanker aircraft models even without Jeasing the Boeing KC-767A tanker
aircrafl as replacements for the KXC-135E tanker aircraft models.

General Jumper. General Jumper, Chief or Staff of the Air Force was
accountable for supporting the Air Force sense of urgency fto initiate the lease of
the KC-767A tanker aircraft. General Jumnper believed that the lease was a pilot
program and would be difficult to execute so the Air Force accepted the risk that
the program may not work. From the beginning, General Jumper believed that, if
the Boeing KC-767A tanker aircraft lease did not work, then the Air Force would
resume the program of record to recapitalize the KC-135 tanker aircraft fleet
starting in 2013

Major General Essex. Major General Essex, Director of Global Reach
Programs, Office of the Assistant Secretary of the Air Force (Acquisition) was
accountable for the sense of urgency associated with corrosion because he
testified on the health of the KC-135 tanker aircraft fleet. Major General Essex
stated that the Air Force was in denial early on about the KC-135 tanker aircraft
corrosion problem and that the economic service life study portrayed an
optimistic picture of the KC-135 tanker aircraft corrosion problem and repair
costs. Major General Essex stated that the Air Force did a thorough review in
early 2002 and recajculated all the costs associated with maintenance of the
KC-135 tanker aircraft fleet. However, the Air Force was unable to provide
support for the recalculated costs. ' ~
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Performing an Analysis of Alternatives on the KC-135 Tanker
Aircraft Recapitalization

Who within the Department of Defense and the Air Force was responsible for
making the decision to forego performing an analysis of alternatives on the
KC-135 tanker recapitalization effort? :

Issue

DoD and Air Force leadership and acquisition officials did not prepare an analysis
of alternatives before accepting the Boeing KC-767A tanker aircraft as the
materiel solution to recapitalization of the aerial refueling tanker fleet. An
analysis of alternatives was not conducted because: -

o the language of the Section 8159 of the Department of Defense
Appropriations Act for FY 2002 provided a materiel solution to the
KC-135 tanker aircraft recapitalization effort; '

« conducting an analysis of alternatives would delay the recapitalization
effort by a year and 2 haif to two more years and with the opinion of
Dr. Roche, produce the same materiel solution; and . :

¢ an informal analysis could substitute for the more formal analysis of
alternatives.

Policy

DoD Instruction 5000.2, Chairman of the Joint Chiefs of Staff Instruction

3170.01D, “Joint Capabilities Integration and Development System”, March 12,

2004, and Air Force Instruction 10-601, “Capabilities Based Requirements

Development”, July 30, 2004, provide guidance concerning an analysis of
alternatives.

DoD Instruction 5000.2. DoD Instruction 5000.2 states that an analysis of
alternatives is required for all major Defense acquisition programs at Milestone A,
Milestone B, and Milestone C (updated as necessary). Further, the Instruction
requires the DoD Component to designate responsibility for completion of the
analysis of alternatives, but it may not be assigned to the program manager. The
milestone decision authority for Acquisition Category ID programs is the Under
Secretary of Defense for Acquisition, Technology, and Logistics.

Chairman of the Joint Chiefs of Staff Instruction 3170.01D. Chairman of the
Joint Chiefs of Staff Instruction 3170.01D requires that an analysis of altematives
to be conducted for all potential Acquisition Category I programs afier the
approval of the initial capabilities document to refine the initial materiel approach
recommended for implementation in the initial capabilities document. Chairman
of the Joint Chiefs of Staff Instruction 3170 01D requires the Under Secretary of
Defense for Acquisition, Technology, and Logistics to be engaged early to ensure
that the analysis plan adequately addresses a sufficient range of materiel
“approaches. . o
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Air Force Instruction 10-601. Air Force Instruction 10-601 requires that, in the
case of a potential Acquisition Category I proposal, an analysis of alternatives
must be conducted in accordance with DoD Instruction 5000.2.

. Who»Was Accountable‘

Mr. Aldridge. Mr. Aldridge, Under Secretary of Defense for Acquisition,
Technology, and Logistics was accountable for making the decision to not to
comply with the statutory and regulatory requirements in DoD Directive 5000.1.
Although we were unable to interview Mr. Aldridge, Dr. Sambur stated that

Mr. Aldridge told him that the requirements of DoD Directive 5000.1 did not

need 1o be implemented for the Boeing KC-767A tanker aircraft lease.

" Mr. Aldridge made the decision to lease Boeing KC-767A tanker aircraft without
the benefit of an analysis of altemnatives when he authored his Leasing Decision
Memorandum. Mr. Aldridge’s actions showed that he did not intend the

_ Air Force to comply with the statutory and regulatory requirements of the DoD
Directive 5000.1. : ' ’

Mr. Wynne. Mr. Wynne, Acting Under Secretary of Defense for Acquisition,
Technology, and Logistics was also accountable for making the decision to forego
the analysis of alternatives. As Acting Under Secretary of Defense for
Acquisition, Technology, and Logistics, Mr. Wynne had a responsibility of
ensuring the analysis plan adequately addresses a sufficient range of materiel
approaches. Mr. Wynne upon assuming the position of Acting Under Secretary of
Defense for Acquisition, Technology, and Logistics continued execution of the
Bloeing KC-767A tanker aircraft lease effort without the benefit of an analysis of
altenatives.

Dr. Roche. Dr. Roche, Secretary of the Air Force was accountable for making
the decision to forego the analysts of alternatives. In August 2003, Dr. Roche
directed Major General Wayne Hodges, Director of Global Reach, Office of the
Secretary of the Air Force (Acquisition) to halt the effort by the Office of the
‘Assistant Secretary of the Air Force (Acquisition) to conduct the analysis of
alternatives. As early as November 2002, Dr Roche felt that conducting an
analysis of alternatives would not be beneficial to the Boeing KC-767A tanker
aircraft Jease, as it would inhibit the progress of the Jeasing deal with Boeing In
addition, Dr. Roche felt that the pilot program designation of the KC-767A tanker
aircraft lease deal, excused the Air Force from following the statutory and
regulatory provisions in DoD Directive 5000.1. Moreover, an analysis of
alternatives was not conducted because the language of Section 8159 had already
specified the Boeing KC-767A tanker aircraft as the materiel solution. Dr. Roche
felt that an analysis of alternatives becarne unnecessary because the Air Force was
only complying with the language of the legislation.

Dr. Sambur. Dr. Sambur, Assistant Secretary of the Air Force (Acquisition) was

accountable for supporting the decision to forego the analysis of alternatives.

Even though Mr. Aldridge told Dr. Sambur that the requirements of DoD

- Directive 5000.1 did not need to be implemented for the Boeing KC-767A tanker
aircrafl Jease, Dr. Sambur was responsible, as the Air Force Acquisition e

Executive, for exercising best practices and prudent acquisition procedures to” =~
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ensure the justification and the reasonableness of the $23.5 billion expenditure for
the Boeing KC-767A tanker aircraft lease.

Major General Essex. Major General Paul Essex, Director of Global Reach
Programs, Office of the Assistant Secretary of the Air Force (Acquisition) from
April 2001 to January 2003, was accountabie for accepting the decision to forego
the analysis of altematives. His office was primarily responsible for being the
link between the acquisition community and the operating command. Major
General Essex also used the language of Section 8159 as a means of jump starting
the KC-135 recapitalization ¢ffort without identifying any alternatives to the
desired capability. , . v

Major General Hodges. Major General Wayne Hodges, Director of Global
- Reach, Office of the Secretary of the Air Force (Acquisition) was accountable for
accepting the decision to forego the analysis of alternatives. Because of the
‘Janguage in Section 8159, Major General Hodges assumed that an analysis of
alternatives was not required because the language specifically stated that the
Air Force was to lease Boeing KC-767A tanker aircraft.
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Part Il — What Actions Must Be Taken to
‘ Prevent a Situation Like the Tanker

Lease From Happening Again?

Cultural Change

The Office of Management and Budget circulars, the Federal Acquisition
Regulation, and the DoD 5000 series of guidance establish a system of
management controls over the acquisition of weapon systems for the Department.
- The system, when properly implemented and followed, should place needed
‘capabilities in the hands of the warfighter while appropriately mitigating the level
of risk associated with properly performing the actual functions expected of the -
- weapon system. -Also, the 5000 series establishes a system of management
controls to maintain proper financial control of the program to protect the interests
of both the warfighter and the taxpayer when contemplating different weapons
acquisition strategies to include leasing as a financing option. The system of
management internal controls were either not in place or not effective because the
existing acquisition procedures were not followed in the proposed lease of the
Boeing KC-767A tanker aircraft. The Department of Defense must change the
cultural environment in its acquisition community to ensure that the proper
control environment is reestablished and followed for major weapon-system -
acquisitions. , v : i -

In addition, as part of the cultural change, the senior leadership of the Department
must not tolerate situations where senior officials use their positions to have
contractors put pressure on other senior officials to have them change their stance
relative to a particular situation.. For example, on June 20, 2003, Mr. Kenneth J.
Krieg, Director, Program Analysis and Evaluation issued a memorandurm stating
that purchase was more cost effective than leasing the Boeing KC-767A tanker

aircraft and that the lease as propo ice of Management and
Budget requirements. According t in an e-mail, Dr. Rocke
subsequently requested, in a meeting wi n June 23, 2003, that Boeing put
pressure on Mr. Wynne to have Mr. Krieg change his position on the Boeing
- KC-767A tanker airciaft lease. ~ - - ‘
Regulatory Options

Even though Department of Defense Instruction 5000.2, “Operation of the
Defense Acquisition System,” May 12, 2003, requires an analysis of alternatives
“at major milestone decision points for major defense acquisition programs, the
Office of the Secretary of Defense and the Department of the Air Force did not -
comply with the requirement because of guidance fiom Mr. Aldridge to

Dr. Sambur that the requirements of DoD Directive 5000.1 did not need to be
implemented for the Boeing KC-767A tanker airciaft lease. Therefore, the
Secretary should reemphasize the requirement to conduct an analysis of
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alternatives for all major Defense acquisition programs and major systems before.
major milestone decision points. : i

Further, the Deputy Secretary of Defense should require the Under Secretary of
Defense for Acquisition, Technology, and Logistics; the Assistant Secretary of
Defense for Networks and Information Integration; and the Director, Operational
Test and Evaluation to revise Department of Defense Instruction 5000.2 to specify

* the procedures the Under Secretary of Defense for Acquisition, Technology, and

- Logistics; and the Department of Defense Component Acquisition Executives
must follow when leasing a major Defense acquisition program or a major

© system.- Specifically, the guidance should emphasize that leasing is a method for

- fmancing the acquisition of a program and that the program should be treated the

_same as any acquisition program of like cost. Fuither, the guidance should. .
require, at a minimum, tﬁat the acquiring Military Department prepare an analysis
of alternatives for the lease and that the decision to enter into a contract to lease a
major Defense acquisition program or a major system must be subject to the
results of a Defense Acquisition Board or a System Acquisition Review Council
review, as applicable. ' ‘ o '

Assessment Recommendations

The Secretary of Defense should instruct his staff to monitor implementation of
the recommendations that the Defense Acquisition University made in its
. September 3, 2004, report in response 1o tasking memorandum, “Lessons Learned
- from the Independent Assessments of Proposed 767 Tanker Lease Buy,” that the
Acting Undey Secretary of Defense for Acquisition, Technology, and Logistics
issued on May 25, 2004. :

Using the results of reviews of the Boeing KC-767A Tanker Program by the

" Defense Science Board, the Industiial College of the Armed Forces, and the
Department of Defense Office of the Inspector General, the Defense Acquisition

- University concluded that policy for commercial item acquisitions and the leasing
process needed clarification. Specific recommendations included several
proposed policy changes in the areas of Acquisition Management and Oversight,

- Commercial Item Policy and Leasing Policy. The Under Secretary of Defense for
Acquisition, Technology, and Logistics adopted all of the proposed
recommendations and is in the process of implementation. The most significant
of the proposed recommendations were that the Under Secretary of Defense for-
Acquisition, Technology, and Logistics: o

« Follow DoD Instruction 5000 2 oversight, review, and decisio
processes - Cancel Leasing Review Panel; :
. & - Change the Federal Acquisition Regulation and the Defense Federal
" Acquisition Regulation Supplement to clarify the authority of the
contracting officer to obtain all necessary cost information needed to
determine prices are fair and reasonable in commercial item
acquisitions; . - ‘ ’ '
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e Develop specific guidance for analyzing whether a significant military
unique modification effects a commercial item determination and for
determining a fair and reasonable price for the modified item;

e Rewrite the Commercial iem Handbook to incorporate recent changes
resulting from legislation and best practices; and

e Evolve the Department’s existing body of knowledge for the
-~ management of major Systems o include systems acquired using
Federal Acquisition Regulation Part 12.
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Appendix A. Related Coverage

Since January 10, 2002, when the Department of Defense Appropriations Act for
FY 2002, Section 8159 authorized the Air Force to make payments on a multiyear
pilot program for leasing general purpose Boeing 767 aircraft in a commercial
configuration, the Department of Defense Office of the Inspector General has
conducted three analyses of the Boeing KC-767A Tanker Program. Those
analyses were in response to requests by the Chairman, Committee on Commerce,
Science, and Transportation, U.S. Senate; the Acting Under Secretary of Defense
for Acquisition, Technology, and Logistics; and the Deputy Secretary of Defense.

Chairman Request. On April 17, 2002, the Chairman, Committee on
Commerce, Science, and Transportation requested that we assess the Air Force
decision to select the Boeing 767 rather than the Airbus 330 for its air refueling
tankers. On May 3, 2002, the Department of Defense Inspector General-issued a
memorandum, stating that the Air Force did not fully accomplish the purpose of
Federal Acquisition Regulation Subpart 15 201, “Exchanges With Industry Before
Receipt of Proposals,” which was to improve the understanding of Government
requirements and industry capabilities through the exchange of information with
potential offerors. However, because Section 8159 of the Department of Defense
Appropriations Act for FY 2002 specified Boeing aircraft, the Air Force stated
that the normal processes of a request for information were not necessary.
Consequently, we did not take exception to the selection of the Boeing 767,
because it was specified in legislation.

Acting Under Secretary Request. On July 22, 2003, the Acting Under Secretary
of Defense for Acquisition, Technology, and Logistics requested that we:

» review the decision process used by the Air Force and the Office of the
Secretary of Defense to Jease the Boeing KC-767A Tanker aircrafi, and

o assess whether DoD interaction with Congress following the “Air Force
Boeing 767 Tanker Lease Decision Memorandum,” May 23, 2003, was
timely and reasonable.

On August 29, 2003, we issued Department of Defense Office of the Inspector
General Report No. D-2003-129, “Assessment of DoD Leasing Actions,” stating
that, although not required by statute, applying a best business practice of
weighing the need to conduct a formal analysis of alienatives to achieve the best
possible system solution could have improved the Air Force Leasing process.
Further, a best business practice would have been to expand the charter of the
Office of the Secretary of Defense Leasing Review Panel to include the Panel’s
role in the acquisition process and in the life cycles of the leases. We also
determined that of the six letters from the Chairman, Committee on Commerce;
Science, and Transportation and the one letter from the Congressional Budget
Office; five were generally timely and two were not timely. Further, two
responses could have been improved by a more comprehensive answer to portions

" of the requests. However, we did not identify a reason to not proceed with the
lease of the Boeing KC-767A Tanker aircraft based on the limited scope of our
review.
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Deputy Secretary of Defense Request. On December 1, 2003, the Deputy
Secretary of Defense requested an audit by the Department of Defense Office of
the Inspector General, stating that “In light of recent revelations by The Boeing
Company conceming apparent improprieties by two of the company’s executives,

- please determine whether there is any compelling reason why the Department of
the Air Force should not proceed with its Tanker Lease Program. In particular,
would appreciate knowing whether any of these revelations affect any of your
previous analysis of this program.” :

On March 29, 2004, we issued Department of Defense Office of the Inspector
General Report No. D-2004-064, “Acquisition of the Boeing KC-767A Tanker
Aircraft,” stating that the Air Force used an inappropriate procurement strategy
and demonstrated neither best business practices nor prudent acquisition
procedures to provide sufficient accountability for the expenditure of $23.5 billion
for the KC-767A tanker program. We identified five statutory provisions that
have not yet been satisfied relating to: commercial items; testing (two statutes);
cost-plus-a-percentage-of-cost system of contracting; and leases. Therefore, we
recommended that DoD not proceed with the program until it resolves the issues
pertaining to the procurement strategy, acquisition procedures, and statutory
requirements.. :

Based on our findings, we also rccommcnﬁed that the Dcputy Secretary consider
. the following options.- - . .

1. Afier implcméniaﬁon of audit recommendations to resolve contracting and
acquisition issues, proceed with the sole-source acquisition of the Boeing
KC-767A Tanker Program for 100 or fewer aircraft.

2. Initiate a new major Defense acquisition program based on the results of
an analysis of alternatives for military tanker aircrafi.

3. Implement a mix of Option 1 for some of the tankers and Option 2 for
. subsequent tankers. ‘ : A

"-Our audit results showed that, contrary to the Air Force interpretation, the Bosing

" KC-767A Tanker Program did not meet the statutory definition of a commercial
item No commercial market for this tanker aircraft existed to establish :
reasonable prices by the forces of supply and demand. Consequently, the
commercial item procurement strategy did not provide the' Air Force with
sufficient cost or pricing data to make multi-billion dollar decisions for the

. Boeing KC-767A Tanker Program and did not demonstrate the leve] of

- accountability needed to conclude that the prices negotiated represent a fair

expenditure of DoD funds (Issue A). The Air Force used Section 8159 of the

Department of Defense Appropriations Act for FY 2002 to justify its informal

acquisition strategy with the primary goal to expeditiously Jease 100 Boeing

- KC-767A Tanker aircraft to replace its aging KC-135E Tanker fleet. In doing so,
. the Air Force did not demonstrate best business practices and prudent acquisition

- procedures in developing this program and did not comply with statutory

provisions for testing (IssueB). -~ - : ,
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Specific aspects of Issue A were:

e Commercial Item Procurement Strategy. The Air Force commercial
item procurement strategy prevented any visibility into Boeing’s costs and
required the Air Force to use a fixed-price type contract. In a fixed-price
type contract, the contractor retains all of the savings if the contractor’s
actual costs are lower than the estimates. Cost or fixed-price incentive
type contracts are more appropriate for initial development, modifications,
and logistics support. The strategy also exempted the sole-source provider
from the requirement to submit cost or pricing data. The strategy places

- the Department at high risk for paying excessive prices and profits and
precludes good fiduciary responsibility for DoD funds. :

Using the commercial item procurement strategy, Air Force program officials:

* Green (Commercial) Aixtraftq Waived obtaining cost or
pricing data without obtaining data on prior Boeing commercial sales to
establish price reasonableness, did not negotiate engine prices directly
with engine manufacturers (a standard commercial practice), and relied on
a questionable mix of Boeing 767 commercial aircraft models with a
discounted Internet price to establish a fixed-price baseline of $7.9 billion
for 100 “green aircraft” (basic Boeing 767 aircraft). The commercially
available data and assumptions that the Air Force program officials relied

on were not sufficient to support the = seline pri d could
cause the price to be overstated fro 0 based on
an analysis performed by the Institute for Defense Analysis and our

analysis of a higher discounted price appropriate for a significant
competitive order.

Deve!opmentm Relied on data that Boeing provided to the
Htalian military for the Global Tanker Transport Aircraft (GTTA) with

other assumptions for testing and certification an : profit and
financing costs to support the Air Force share o for GTTA
development. The Air Force negotiating team also used cost estimating
relationships to other programs, Boeing engineering estimates, and other

calculate Air Force-specific development costs of
used were not sufficient to establish a fixed-price
aseline O for development of the 100 tanker aircraft.

J Modiﬁcéiionq Used questionable comparisons of .
modifications costs for other programs and Boeing engineering estimates
and vendor quotes without determining the reliability of those estimates or

quotes, and d a decrement factor to establish a fixed-price
baseline o for the modification of 100 “green aircraft” The -
data that Air Force program officials used were not sufficient to establish
the modification baseline pri ich could cause the modification price
to be overstated by at le based on an analysis performed
by the Institute for Defense Analyses. The magnitude of the military
modifications obliges the Air Force to request Congress to provide the
statutory authority required by Department of Defense Appropriations Act
for FY 2002 to modify leased general purpose Boeing 767 aircraft.
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.« Limitation of Earniggs and Termination Clauses. Attempted to limit
- Boeing’s earnings toffipercent by including a limitation of eatnings
clause in the proposed contract. The clause was written to exclude any
Government audit 1ights and to use Boeing’s independent auditor to
provide an attestation on profits eazned. Only the Inspector General has
the statutory authority to approve the use of non-Federal audit services.
The Defense Contract Audit Agency (DCAA) is the appropriate audit
entity and is in the best position to provide the requisite audit sexvices
Further, the clause allowed Boeing to include questionable items in its
costs and prevented the Government from any visibility of the costs with
only a final accounting by Boeing’s auditor after the last aircraft is
- - delivered in FY 2015." The clause is highly detrimental to the fiduciary
.- interests of DoD. The clause also appears to have created a statutorily
- prohibited cost-plus-a-percentage-of-cost. system of contracting. Also, the
termination for convenience clause in the proposed contiact does not
provide sufficient controls or audit rights to adequately determine the
* Government’s termination liability and to prevent a possible -
- Anti-Deficiency Act violation. - ;

: o Logistics Suppor tﬁ Used a mix of pricing data from
. brochures relating to other and WS pricing data for

. support equipment costs that included a error to justify a
. fixed-price fleet logistics support price o for 12 years. The
- data used were not sufficient to suppost baseline tleet logistics support
costs. Further, Air Force program officials set a 56 percent “performance
aircraft availability” for Boeing to receive 100 percent of the annual
. contract price without benchmarking the availability rates of comparable
* aircraft systems. The 12-year sole~source contract is also premature
* because the Air Force should first comply with statutory requirements in
the National Defense Authorization Act for FY 2004; Section 2464 oftitle
- .. 10, United States Code; and the Sttom Thurmond National Defense ’
. "Authorization Act for FY 1999 requiring analyses of the costs and benefits
of organic or contractor support, core logistics, and contiact length.

e LeaseE Did not meet three of six criteria requirements for an
" operating Jease as described in Office of Management and Budget Circular

No. A-11, “Preparation, Submission, and Execution of the Budget
(2003).” Meeting the Office of Management and Budget criteria for leases
is a statutory requirement of Section 8159 of the Department of Defense
Appropriations Act for FY 2002. F ase for 20 tankers will
ix_xcxeai? Alr Force costs by at leas ore than purchasing the
aircra

' Specific aspects of Issue B were:

¢ Acquisition Strategy. The Office of the Assistant Sectretary of the
Air Force (Acquisition) did not establish an appropriate acquisition
strategy for acquiring tanker aircraft to satisfy warfighter needs. Instead,
the Air Force nsed Section 8159 of the Department of Defense )
Appropriations Act for FY 2002 to justify its informal acquisition strategy,
the focus and goal of which was to expeditiously lease 100 Boeing 767A
Tanker aircraft without regard to best business practices, prudent

53 ..



72

acquisition procedures, and compliance with statutory provisions for
testing. . Without a disciplined acquisition strategy, the Air Force cannot
ensure to the warfighter that the delivered KC-767A Tanker aircraft will
satlsfy operational requm:ments

' Usmg the leglslatxon asthe mfoxmal acqmsmon stxategy, Au Force officials did
not: v

. System Engmeenng Requuements Fully dcvelop system engineering
_ requirements to convert the commescial non-developmental aircraft into
an integrated military configuration. Without fully developing system
engineering requirements for aircraft conversion, the Boeing KC-767A
Tanker aircraft may not meet the operational requirement for a 40-year
service life as well as command, control, communications, computers, and
intelligence (C41) support plan requirements.

. Operatxonal Requirements Document. Tailor the first spnal or
increment of the operational requirements document to warfighter
requirements in the mission needs statement for future air refueling

 airoraft but instead tailored it to correlate closely with the capabilities of
the Boeing 767 tanker variant that Boeing was producing for the Italian
government.As a result, the first 100 KC-767A Tankers wiil not meet the
operational requirement for interoperability and will not meet the mission

* capabilities in the operational requirements document to conduct
secondaty missions, such as cargo/passenger and aexomedlcal evacuation

" missions.

Statutory Provisions for Testmg Comply with Sectxons 2366 and 2399 of
title 10, United States Code for determining the operational effectiveness,
smtablhty, and survivability of the Boeing 767A Tanker aircraft before
proceeding beyond low-rate initial production and committing to the subsequent
. production of all 100 Boeing KC-767A Tanker aircraft. By not complying with
the statutory provisions, the Boeing KC-767A Tanker aircraft delivered to the
_ warfighter may not be operationally effective, suitable, and survivable.
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Appendix C. Chroxiology of Events.

The following is a not-all-encompassing chronology of events that correlate with
the Timeline in Appendix B. The chronology of events provides an overview of
what happened and who was accountable during the structuring and negotiating of
the proposed Jease contract for the Boeing KC-767A Tanker Program. The
chronology of events is based on selected e-mails, memorandums, and excerpts
from interviews that representatives from the Department of Defense Office of the
Inspector General conducted of senior Office of the Secretary of Defense and

Air Force officials associated with the Boeing KC-767A Tanker Program.

August 1996. In August 1996, the General Accounting Office (renamed the
Government Accountability Office) issued a report, “Aging Refueling Aircraft are
Costly to Maintain and Operate.” The report stated that the KC-135 tanker
aircraft were 30 to 40 years old and as a result were taking progressively more
time and money to maintain and operate. However, the Air Force did not have
immediate plans to replace the KC-135 aircrafi because the Air Force considered
the replacement of other aircraft (for exampie the C-5A and C-17 transport
aircraft) a higher priority. At about the same time, the Air Force moved the date
for beginning to replace the KC-135 tanker aircraft fleet from FY 2007 1o

FY 2013. Further, the General Accounting Office report stated that:

o In addition to refueling aircraft, the Air Force used the tanker fleet as .
cargo aircrafl and suggested that the Air Force study replacing the
KC-135s with dual-role aircraft for both the air refueling and airlift
missions which might then enable the Air Force to begin recapitalizing the
tanker fleet earlier than programmed. ‘

¢ The Boeing Company projected that the KC-135 tanker aircraft could fly
for many years beyond the turn of the century based on the average hours
flown and a projected use of about 300 hours a year per aircraft.
However, the report noted that the Boeing projection did not consider the
effects of corrosion, widespread fatigue damage, and stress corrosion
cracking on structural life, which could require major structural.
modifications and parts replacement. v o

. & The Air Force extended depot maintenance time and cost growth and the
deferral of some aircraft depot maintenance because actual maintenance
costs were higher than budgeted amounts. ’ C

e Substantial projected costs were required to modify the KC-135 aircraft to
i:ppro};: reliability, maintainability, and capability, and to sustain the
aircraft. -

o Although aircraft replacement may be less than one-for-one, estimated
cost to replace the KC-135 aircraft would be expensive. Preliminary cost
estimates ranged from about $100 million to $150 million foreach
replacement aircraft and would compete with other acquisition programs.
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» 1falimited number of tanker replacement aircraft were acquired annually,
most of the KC-135 aircraft would operate well past 2020.

Subsequently, the Air Force studied tanker requirements and KC-133 economic
" service life and concluded that the KC-135s were viable until 2040.

June 1999, In June 1999, the Air Force began the “Tanker Requirements Study
(TRS-05)" and completed it in February 2001. The Tanker Requirements Study
determined the number of tanker aircraft and aircrews required to meet air-
refueling requirements for 2005 and identified significant shortfalis in air
refueling aircraft needed to support national strategy.

August 1999, In August 1999, the Air Force began the “KC-135 Economic
Service Life Study” and released it-on February 9, 2001. The purpose of the
_ Study was to provide the best possible information for senior leadership to make
an informed decision on retirement or modernization of the KC-135 fleet The
Study did not make a specific recommendation on the retirement date, but
. provided the necessary source information to ensure a robust air refueling
capability for the then next 40 years and beyond. The results of the KC-135
Economic Service Life Study and the Tanker Requirements Study (TRS-05) were
10 be the comerstone of Air Mobility Command’s Analysis of Alternatives for air
refueling that was scheduled 1o begin in June 200].

The KC-135 Economic Service Life Study focused on the cost of sustaining the
KC-135 fleet through the year 2040 and related aircraft availability issues. The
Study reflected forecast modification and operations and support costs without
considering current and future budget constraints. The most likely aircraft
availability projections were based on the assumption that suggested structural
improvements and modifications were fully finded Aircraft available would
most likely improve from 292 aircraft in 2001 to a high of 342 aircraft in 2006
and then decrease to 290 aircraft in 2040.

The Study stated that depot level airframe and engine maintenance were the
primary cost drivers to sustain the KC-135 fleet through 2040 and the airframe
structural integrity of the KC-135 fleet remained strong. The Study estimated that
the costs to maintain the aircraft structural integrity would increase from

$321.0 million in 2001 to $1.1 billion annually in 2040. Further, the Study stated
that aging-related structural repairs because of corrosion would continbe to
increase at a manageable rate. Repairs due to fatigue were insignificant and
expected to remain so. In addition to routine depot repairs, fuel tank topcoat
removal, the cost of overhauling the KC-135D/E model engine struts, plus

three other notional major fleet wide repair programs had been jdentified and
included. The Study stated that future engine costs would likely increase at a
growth rate similar to their respective commercial equivalent engines.

October 2000. Air Force began preparing “Mission Need Statement (MNS) for
the Future Air Refueling Aircraft AMC [Air Mobility Command] 004-01.”

February 2001, During the first half of CY 2001, Programv Analysis and
Evaluation studied leasing verses buying capital assets and concluded that leasing
was more expensive than purchasing capital assets Also during the first half of
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CY 2001, RAND Project Air Force, ¢ investigated the optimal time to replace
some Air Force systems, including the KC-135 tanker aircraft fleet and provided
the Air Force their results as briefings. In October 2003, as a result of its studies,
the RAND Corporation issued a report, “Common Replacement Asset (CRA)
Study Results Briefing, DB-419-AF.” ' o :

‘May 2001. On May 7, Mr, William Schneider Jr., Chairman, Defense Science
Board, at the suggestion o Chairman, Natjonal Economic
Council met with finance specialists at Citicorp (New York) to brief Citicorp on

DoD interest in applying commercial financing techniques to selected DoD assets,

- including a replacement aerial tanker for the existing fleet of 500 KC-135 tanker ™~
aircraft, and te obtain Citicorp views on statutory and regulatory obstacles that
prevent the use of commercial lease finance téchniques to permit DoD to finance

. capital asset acquisitions and the sale-leaseback of DoD real property. . -

. Subsequently, the Secretary of Defense asked Dr. Dov Zakheim, Under Secretary
of Defense (Comptroller) on May 11, 2001, to initiate a process to get commercial
financing techniques moving and to coordinate with the appropriate people,
including the DoD Office of General Counsel. .

“Project Air Force (PAF), a division of RAND, is the U S Air Force's federally funded research and
development center for studies and analyses Project Air Force provides the Air Force with independent
analyses of policy alternatives affecting the development, employment, combat readiness, and support of - -
current and future aerospace forces - : A . oo

$The study is subject 10 a restricted distribution, not for public release.
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June 2001. On June 28, Brigadier General Daniel P. Leaf, Chairman, Air Force
Requirements Oversight Council issued a memorandum, “Future Air Refueling
Aircraft; AMC 004-0] (ACAT1),” in which he stated that the Air Force
Reguirements Oversight Council had reviewed the “Mission Need Statement
(MNS) AMC 004-017 for AMC Future Air Refueling Aircraft” and concurred
with the document as written. Further, the Chairman stated that the mission need
had been defined through the Tanker Requirements Study — 05 and an Economic
Service Life Study. - o o ,

" End of June 2601._ An acquisition decision memorandum was signed for
Milestone A, approval to enter technology development phase, that authorized the
analysis of alternatives. ’ . . .

September 2001. Events of September 11, 2001, accelerated Air Force efforts to
begin recapitalization of the aging KC-135 fleet. - -~ |
g 25: Bocine (vessr< (N
et with Ms. Darleen A. Druyun, Primcipal Deputy Assistant
‘of the Air Force (Acquisition and Management) to discuss the revised
Boeing KC-767A tanker aircraft proposal. Discussions involved the leasing of

tanker aircraft, building 18 to 20 tanker aircraft per year, a 10-year Jease,
replacing 136 KC-135E models with 100 Boeing KC-767A aircraft, and working

- withC dine a Senator and a Representative. As a result of the
meeting, at Boeing was tasked to iefs on the tanker
. aircraft lease concept by September 26, 2001, fc and Ms. Druyun to

“take 1o Capital Hill. .

October 2001. On October 7, Ms. Druyun prepared 2 draft letter to a
Representative conceming the “jump-starting” of a replacement program for the
KC-135 tanker fleet. She forwarded the draft to Major General Essex, Director of
Global Reach Programs, Office of the Assistant Secretary of the Air Force
(Acquisition). On October 9, 2001, per the direction of Major General Essex, the
draft was forwarded to the Office of the Secretary of the Air Force. On

October 8, 2001, Dr. James G. Roche, Secretary of the Air Force sent a Jetter to 2
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Representative, which was basically the same as the draft prepared by
Ms. Druyun. In the letter, the Secretary stated:

‘Dcar [Repmemanve}

1 sppreciate your interest in jump-starting the mplaccment

program for our venerable KC-135 tanker fleet. These critical aircraft,

" which are the backbone of our nation’s Global Reach capability, have an

average age of over 41 years and are becoming more and more expensive

. to maintain Due 1o the effects of age, these aircraft are spending over

300 da sonw«agemdepmmmnwnmce,whwhaﬁcctsmabmty to
respond to the many global demands on our force.

1 suongl endorse beginning to upgrade this crmca! warﬁghtmg
apabxhty with new Boeing 767 mmaﬁ lf ongress provides the
needed supporting language, we could initiate Krogmm through

ing lease with an option to purchase the ai in the future Thxs
Jeasing approach will-allow ‘more rapid retirement and replacement of the
KC-135Es  However, if the Congress determines this approach is not
advisable, completing the upgrade through the purchase of new 767
es beginning in FY 02 will be in the best interest of the Air Force.

To mplcmem this transition, we intend to work with the USD(AT&L)
and the OSD [Office of the Secretary of Defense] Comptroller to amend
the FYO3 budget currently being vetted through the Department. s

From.the warfighter’s perspective, this initiative could provide
the opportunity o expand our tanker vision from air refucling and limited
axrhﬁ 10 xnc!ude other key mission areas. We intend to consider elements
of command and control, as well as intelligence, surveillance, and
reconnaissance (ISR) for the KC-X-in other words, 8 smart tanker. This
initiative will further enhance our efforts to expedite development and
fielding of a Jjoint Stars Radar Technology Improvement Program on a
767 multi-mission command and control aircraft platform which we are
hopeful the Congress will also expedite in ' the FY02 Appropriations Act.

1 very much appreciate your support in the FY02 Appropriations
Act as we work to upgrade our overburdened tanker and ISR fleets
Your interest and support are crucial as we move forward wnh this
critical recapnahunon




Boeing representatives met with Ms. Druyun on
ctober 16, , 10 discuss revised language in the draft legislation. .
Ms. Druyun instructed Major General Essex to only send the draft legislation to a
congressional staffer. .

On October 15, 2001 ,qm Boeing helped the Air Force
MW memorandum concerning the tankers. According to

On October 17, 2001, the Joint Requirements Oversight Council approved the
“Mission Need Statement (MNS) for Future Air Refueling Aircraft

AMC 004-01.” In a memorandum, “Future Air Refueling Aircraft Mission Need
Statement (MINS),” to the Under Secretary of Defense for Acquisition,
Technology, and Logistics, General Peter Pace, Vice Chairman of the Joint Chief

of Staff stated that:

The Joint Requirements Oversight Council (JROC) validated and
approved the Future Air Refueling AircraR MNS [Mission Need
Statement] and has assigned a Joint Potential Designator of ‘Joint
Interest’ 10 the program.. The JROC designates the Air Force and Air
Mobility Command as the Jead component and command for this
program. 1n addition, the JROC directs [that] the program refum to brief
the results of the Air Force’s Tanker Support Requirements Study 2005
and Economic Service Life Study upon their approval, and the Future Air
.- Refueling Aircraflt Analysis of Alternatives upon its completion.

October 30, 2001, the Air Force formed a “High Power Team” in Washington,
DC to prepare a draft operational requirements document. The team included Air
Mobility Command, Air Logistics Center, and Aeronautical Systems Center
experts. However, before preparing the operational requirements document, the
Air Force did not conduct an analysis of alternatives 1o make an analytica)
comparison of the operational-effectiveness, suitability, and life-cycle costs of
alternatives to determine the optimum:solution to satisfy the capability needs in
the Mission Need Statement as required by the then current version of the
Chairman of the Joint Chiefs of Staff Instruction 3170.01B, “Requirements
Generation System,” April 15, 2001,
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November 2001. On November I, Mr. Aldridge, Under Secretary of Defense for
Acquisition, Technology, and Logistics, and Dr. Zakheim, Under Secretary of
Defense (Comptrolier) issued a memorandum, “Multiyear Leasing of Capital
Assets,” to the Secretaries of the Military Departments; the Commander in Chief,
Special Operations Command; and the Directors of the Defense Agencies. In the
memorandum, the Under Secretaries stated that “Leasing has several potential
benefits to the Department and provides greater flexibility in dealing with
changing requirements. The Department needs to use multiyear leases as a means
of acquiring capital assets where it makes good business sense.” Further, the
Under Secretaries stated that they were jointly establishing a Leasing Review
Panel and requested that the addressees identify candidate programs for
acquisition by means of multiyear leases. The Under Secretaries also stated that

the Panel would review all lease proposals projected to cost a total of
$250 million or more over the life of the lease. After review of the proposals, the
Panel would make recommendations to the Defense Acquis_ition Board or the

DoD Chief Information Officer.

On November 1, 2001, General Charles T Robertson, Junior, Commander,
Air Mobility Command signed the “Mission Need Statement (MNS) for Future
Air Refueling Aircraft AMC 004-01.” The Mission Need Statement stated in part

that:

General Capabilities. The air refueling aircraft should have sufficient
range and offload capability to support both inter- and intra-theater
missions, be able 10 refuel the full range of receiver aircraft within a safe
operating envelﬁe, and be capable of carrying and off- loading a fuel
‘type other than the primary fuel used by the new aircraft. The aircraft
should. be capable of refueling receptacle and probe-equipped receiver
aircraft on the same mission, as well as refueling multiple aircraft
simultaneously. The potential to maximize fuel off-load rates within
receiver on-load capabilities is required AFDD 2-6.2. Air Refueling
Doxcrrine, indicates a need for the air refueling aircraft 1o also be capable
of on-loading fuel as a receiver from other air refueling aircraft.
Additionally, the aircraft must have the capability to rapidly progress
from a ground non-start condition to airborne condition in order to meet
short-notice alent launch timing requirements. The air refueling aircraft
should have increased fuel efficiency and be self sufficient, capable of
deploying with its own suppont equipment and personnel. ‘Using forward
area refueling point (FARP) procedures, aircraft should be able to offload
fuel on the ground 10 other aircraft or bladders at a forward Jocation. The
aircrafl should also be capable of airlifting passengers and cargo whiie
supporting/performing air refueling operations. Future fiscal constraints
demand the most efficient use of air refueling assets and dictate that
tomorrow’s air refueling aircraft provide a more flexible, multi- mission
service. An integral, multi-mission capability requirement exists to
augment secondary combat mission support needs such as carvying bulk
cargo, bansporting troops, and supporting emergency - aeromedical
evacuation. Effective use of excess capacity within the aircraft during
forward deployment and redeployment can reduce the use of other airlift
assets. ‘To maximize/optimize global commitments, the future tanker
. requires instantaneous,. survivable, communications and a worldwide

navigation capability. -~ s .o :
Risk/Shortfalls. Continued successful mission accomplishment of this
crucial air refueling r ibility is at risk due to increasing demands

.. and decreasing availability as a result of aircraft aging. This risk is.
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outlined in the Tanker Requirements Study 2005 (TRS-05) and the
KC-135 Economic Service Life (ESL) Study. -

ESL Swdy. Historically, availability has been decreasing due to
maintenance and modification requirements of the aging fleet. The ESL
Study indicates that the cost of continuing to operate the existing air
refueling force is escalating. The average age of the KC-~135 aircraft is 41
years. Corrosion, major structura} repairs, and an increase in inspections
are major drivers in increased cost and time spent in depot, which is
leading to a decrease in operational aircraft availability. For example, an

- unscheduled aircraft inspection involving the stabilizer trim system
recently resulted in a short-term, but significant, decrease in aircraft
mission capable rates. Other age-related concerns are the increasing costs
for engine overhauls and strut repairs, especially for the KC-135E model.
There is also concem for anti-corrosion “topcoat” flaking from inside
wing fuel tanks. Another issue of significance with the aging KC-135
aircraft is the decreasiné availability of spare and replacement part
suppliers. The existing KC-10 fleet is much younger, but the first aircraft
will pass the 20-year milestone in 2001. As the KC-10 fleet continues to
age, increases in maintenance and modification costs, with a decrease in
availability can be expected.

Timing and Priority. Air Mobility Strategic Plan 2000 outlines timing
and priority for the air refveling mission area. Initially, 10 meet the
current airlift shortfall as identified in the Mobility Requirements Study
2005, Air Mobility Command’s priority is to continue with C.]7
acquisition and C-5 modemization in the ncar-term. As the airlift
priority is met, AMC [Air Mobility Command] will begin to shift
resources to address the next air refueling platform in the mid-to-jong-
term  Air Mobility Strategic Plan 2000 envisions KC-135 aircraft
retirement beginning in 2013 with the concurrent fielding of a
replacement air refueling dplarfomx However, since TRS-05 shows an air
refueling shortfall now, definition of future air refueling mission needs
and examination of opportunities for technology enhancement must
begin in the near-term .

Potentia] Materie] Altematives  There are several potential materiel
_altematives. Currently, there is a commercially contracted effort to
provide probe/drogue air refucling. Additionally, several allied nations
are planning to purchase/lease modified commercial derivatives. At this
i there are no Commercial-Off-the-Shelf (COTS), or
Government-Off-the-Shelf (GOTS) materiel alterpatives readily
available to meet the future air refueling mission need. [Emphasis
_added] However, there are several commercial concepts to modify
commercial and military aircraft for an air refoeling role. These concepts
will be evaluated during the future air refucling Analysis of Alternatives
(AcA). A service life extension program (SLEP) and new development
effort using innovative concepts will also be evaluated during the AoA
Additionally, consideration will be given for the potential of an inter-
command/service common replacement aircraft. Of primary concemn
affecting the designs and sclection of an air refueling capability is its
ability to reliably carry sufficient fuel for off-load to US military and

allied/coalition air forces. }
On November 7, 2001, Air Force Aeronautical Systems
Center, provides a drafi 0 i equirements Document,
dated November 5, 2001, t Boeing Military Aircraft,

Derivative Airplane Programs. R
On Novcmbef 8, 2001, Dr- Marvin R. Sambur becomes the Assistant Secretary ci'f‘
the Air Force (Acquisition). In an interview with representatives of the
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Department of Defense Office of the Inspector General, Dr. Sambur stated that,
when he first assumed his new position as the Assistant Secretary of the Air Force
(Acquisition), he spoke to Mr. Aldridge, Under Secretary of Defense for
Acquisition, Technology, and Logistics, about the KC-767 tanker aircrafl Jease
initiative and the DoD 5000 series of directives (the Defense Acquisition System).
Dr. Sambur stated that Mr. Aldridge said, “well, this {the KC-767 tanker aircraft
lease initiative] is obviously nota 5000 series initiative and we will convenca

_ special OSD [Office of the Secretary of Defense] leasing panel that he would
share with Dov Zakheim, who was OSDC [Under Secretary of Defense »
(Comptrolier)].” Further, Dr. Sambur stated that “And at the end of nearly a year
period of time in which we Jooked at almost every aspect of this [the KC-767
tanker Jease initiative), the Under Secretary, Pete Aldridge, not the Air Force,

“made the decision to go forward, that this was something that he thought was

" appropriate. It was blessed by Dov Zakheim and blessed by OMB [Office of
‘Managementapd Budget}” . - .0 - . e
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On December 5, 2001 Ms. Druyun sent an e—maxl to Dr. Rochc* General John P.
Jumper, Air Porce Chxef of Staff; General Robert H. Foglesong, Air Force Vice
Chief of Staff; and Dr. Sambur with a cc: to Mr. Willard H. Mitchell, Deputy
Under Secrctaxy of the Air Force (Intematlonal Aﬁ'aus) In the c-mall

Ms. Druyun stated that:

[A Representative] ‘and [congressmnal staff} faxed me the new Ianguage
. on leasing last night that will go to conference, They have fixed some of
the issues but as written it is still not executable. [The Representative]
called me again this AM 1o get my sense of its execu:abxlny and thxs is

"whatlsmdtohun

-the language requxres - the AF {An’ Force] [to] lease green 767 axrcraﬁ but :

procure thru separate Auth/Approp [Authorization/App; jon] the -
mod to make it 8 tanker. Thnsmeanszhemmﬁccsnsmwigxchl
_then do my fair market valug 90% assessment. For a ten year Jease [ bust
the %0% ﬁfurc .its approx 116% under OMB- [Oﬁice of Mamgcment

and Budget] Circular A-11.

-l asked if they could descnbe the lease for a “commercial- dircraft
tanker” vs [versus] green 767 a/c faircraft] My reasoning for this is that ]
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believe Boeing can market a commercial 767 tanker which hopefully can
include a boom and comm {communications] equipment for US and FMS
[Foreign Military Sales] sal is would not require the USAF [U.S,
Alr Force] to come up with 2 copy for each a/c [aircraft] which |
told him would probably be 1mpossibie 1o do with our current top line
Writing a lease for a commercial tanker largely solves this problem Also
it value ] would do an OMB Circular A-11 calculation on close
tol and if I do it on two § year leases I believe I can come within
the 90% rule since each is a stand along calculation SAF/IA [Air Force
Deputy Under Secretary (International Affairs)] is Jooking at whether
Boeing can have as a description in their commercial tanker some
variation or options such as radios and have two commercial tanker
offerings: US and FMS and non FMS subject to ITAR [International
Traffic in Arms Regulations]. I should hear back on that later today.

J,': Representative] asked that I call {a congressional staffer] and discuss
changes that I would want to see happen in Conference I am
awaiting his call sometime today. [The Representative] and [the
congressional staffer] told me that the prohibition to eventually buying
these aircraft would be changed in the next couple of years Apparently
. they have some backroom agreement on this The lease would then be
allowed to be scored annually per discussions they have had with CBO
- [Congressicnal Budget’ 0fﬁce§ and OMB if | can meet the A-11
requirements. - .

1 ’will,l‘cee‘p' you posted, Boéing by next week can have a commercial
tanker ready for marketing with a boom if I get 2 green light from [A
[Air Force Deputy Under Secretary (International Affairs)] on my

questions

On December 5, 2001, in response to Ms. Druyun’s December 5, 2001, e-mail,
Dr. Sambur sent an e-mail to Dr. Roche, Ms. Druyun, General Jumper, and
General Foglesong with a cc: to Mr. Willard H. Mitchell, Deputy Under Secretary
of the Air Force (International Affairs) in which he stated that, “Since this email,
Darleen [Druyun] has done an excelient job on the Hill to modify the language so
that it [is] approaching the doable range.”

On December 12, 2001, an Office of Management and Budget official sent a Jetter
to a Representative in which he stated that “Thank you for your letter to {a White
House official] requesting that the Administration’s economic stimulus package
include funding for the purchase or lease of Boeing 767 aircraft as the Air Force’s
next generation tanker. [The White House official] has asked me to respond on
his behalf.” Further, the Office of Management and Budget official discussed a.
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Representative’s concern about the economic well-bemg of the Boeing Company
and stated that:

In your letter you ask that the economic stimulus package include money
for the lease or purchase of new B-767 aircraft as tankers for the
Air Force, We have grave reservations about leasing these aircrat Our
analysis shows that over the long-term a lease-purchase program would
be much more expensive than direct purchase of the same aircralt. With
regard to the possibility of procuring the aircraft, we have now begun the
programmatic and budget reviews necessary for the preparation for the

FY 2003 Budget submission. In this process programs are evaluated in

- terms of their cost and potential military benefit. Please be assured that-
we will consider your request care ly as we prepare the FY 2003 -
Bndget request. .

On December 12, ZOOl,mﬂice of the Air Force Director
of Global Reach Programs, Otfice of the Assistant Secretary of the Air Force
(Acquisition) sent an e-mail to Dr. Sambur; Ms. Druyun; Licutenant

General Stephen Plummer, Air Force Principal Deputy (Acquisition); and Major
General Essex, Director of Global Reach Programs,

Secretary of the Air Force (Acquxsmon) with a cc:

Chief, Mobili irector of Giol eac
Programs, and ir Force
Director of Glo each Programs. In the e-mail, stated that:

*Removed for reason stated in the initial asterisked foomote.
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it c: oY -
in which he stat t: o

On December 17, 2001, under Dr. Sambur’s e-mail account, Major General Essex
" appears to have sent an e-mail to Dr. Sambur; Ms. Druyun; Lieutenant

General Stephen Plummer, Air Force Principal Deputy (Acquisition);
Mr. Blaise J. Durante, Air Force Denutv Ascictant Secretary (Management Policy
and Program Integration);] Office of the Air Force
Director of Global Reachj A scistant Se:

Air Force (Acquisition);
Alir Force Director of Global Erams;
f the Air Force Director of Global Reach Programs;

Chief, Mobility Division, Office of the Air Force Director o
each Programs; and himself. The e-mail stated that: - :

Dr. Sambur
Summary of actions taken:

Mrs Druyun, Boeing, and Air Staff reps met end of last week to develop
and examine set of options which meet the requirements for-an operating
lease. Over weekend further refined these options and began building
briefing which lays out an Integrated Master Schedule combining ail
Boeing and - Government actions required to obtain congressional
approval and initiate the program. We will brief this to Mss. Druyun
Wednesday at 0700, along with the matrix of options which meet the
operating lease gates. The variables in the matrix are: purchase price,

"= - jease term, imterest rate, residual value, and lease payment _ All the
options presented will meet the OMB {Office of Management and
Budget] gates. .

1 recommend that we brief Dr. Roche on Wednesday after this meeting,
at which time we can also show him what he just asked for.. how we got
the old pumbers and what are ‘the real numbers® | think it is important
to remember that the old numbers were generated on a ‘pilot program’
which was really a capital lease by another name That is off the table ,
and we need to distance ourselves from them if we can.

Mrs. Druyun and Gen {General] Plurmer,

This is what I sent to Dr. Sambur, at his request. He is going to call or

e-mail SECAF [Secretary of the Air Force] about 767 numbers problem.

As-you can see, | am recommending we try to get SECAF to wait til[i]

Wednesday to discuss the Jease numbers. The previous lease numbers
- were for a pilot program which is completely different from what we're

working toward now. . v i o ‘ =
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. On December 18, 2001, Mr. Jaymie Durnan, The Special Assistant to the
Secretary and the Deputy Secretary of Defense sent an e-mail to Dr. Roche with a *

cc: to Mr. Aldridge; Brigadier Genera i Assistant to the
Deputy Secretary of Defense; and| In the e-mail,
Mr. Duman stated that: o

DSD [Deputy Secretary of Defenst] asks that you provide Him with a

[Deputy
. briefing paper on the 767 Jeasing issues. He would like. the paper to
include how the decision was made, why the decision was made to lease
versus buy, the costs involved, the scoring issues iavolved, the
- advantages and disadvantages of leasing versus buying, were there
altenatives to the 767 and what were they, and other relevant issues you
deem appropriate. It would be helpful to give him a scorecard of why [a
Senator), et al. are so opposed o it. .
He-asks if you can provide the paper by cob [close-of-business] today
and, if necessary, would like to schedule a meeting with Pete [Aldridge]
Dov [Zakheim] and you tomorrow 10 discuss the issue

January 2002. On January 8, Brigadier General (Selcct) Ted F. Bowlds,
Program Executive Officer for Strategic Programs, Office of the Assistant
Secretary of the Air Force (Acquisition) sent an e-mail to Dr. Sambur,

" Ms. Druyun, en Plummer with a cc: to Major '
- G Sexs ir Force Strategic
Programs; an In the e-mail, he

stated that:

Sirs and Mrs. Druyun;
A follow-up to our discussion at the staff meeting this mormning The top-
talent in AQQ [Office of the Director of Global Reach Programs] is way
-~ ghead of me and have a draft version of the ORD [operational
requirements document] in hand There has been some preliminary work
done on the effort required to go from the ‘commercial’ version of the
tanker to the requirements in the ORD (I'm calling this a Delta
Document for now). This may be somewhat bissed since it’s a Boeing
only Jook at this point. [Emphasis added ] .
It seems the logical next step based on our discussion is once the initial
SPO t[rsysttm program office] cadre is identified, to have them complete
the effort on this Delta Document and eliminate any biases Initial fact
finding by another name
My suggestion would be to have this cadre plus representatives from
AMC {Air Mobility Command) come here to DC [District of Columbia]
and work directly with Boeing to develop this document. Once Gen
[General} Lyies [Commander, Air Force Materie] Command] identifies
’ the people and the ORD is formally inside the beftway, this effort can

I talked with AMC, the ORD started it's two-letter coordination today

On January 10, 2002, in Section 8159 of the Department of Defense
Appropriations Act for FY 2002, Congress authorized the Air Force to make
payments on a multiyear pilot program for leasing not more than 100 general
purpose Boeing 767 aircraft for not more than 10 years per aircraft, inclusive of
any options to renew or extend the initial lease term, and for not more than
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90 perceni of the fair market value of the aircraft obtained under the:lease.
Specifically: - ,

SEC. 8159. MULTIYEAR AIRCRAFT LEASE PILOT PROGRAM

(a) The Secretary of the Air Force may, from funds provided in this Act
or any future appropriations Act, establish and make payments on a
multiyear pilot program for leasing general purpose Boeing 767 aircraft
and Boeing 737 aircraft in commercial configuratjon.

(b) Sections 2401 and 2401a of title 10, United States Code, shall not
apply 1o any aircrafl lease authorized by this section.

(c) Undex the aircraft Jease Pilot Program authorized by this section:

© (1) The Secretary may include terms and conditions in lease
sgreements that are customary in aircraft leases by & non-Government
lessor to a non-Government lessee, but only those that are not
inconsistent with any of the terms and conditions mandated herein.

(2) The term of any individual lease agreement into which the
Secretary enters under this section shall not exceed 10 years, inclusive of
any o??gogrxs 10 sreneworcxtend the (i]nit;’_al lease :e’rm : ;

be Secretary may provide for special payments in a lessor if’
the Secretary terminates or cancels the leas?:;‘rior to the expiration of its
term. Such special payments shall not exceed an amount equal to the
value of 1 year's lease payment under the lease. -

(4) Subchapter 1V of chapter 15 of title 31, United States Code shal}
apply to the lease transactions under this section, except that the
limitation in section 1553(b)(2) shall not apply -

(5) The Secretary shall ease aircraft under terms and conditions
consistent with this section eand consistent with the criteria for an
operating lease as defined in OMB Circular A-11, as in effect at the time
of the lease. ‘

(6) Lease arrangements authorized by this section may not
commence until: . .

{A) The Secretary submits a report 10 the congressional
_ defense committees outlining the plans for implementing the Pilot
Program. The report shall describe the terms and conditions of proposed
contracts and describe the expected savings, if any, comparing total costs,
including operation, support, acquisition, and financing, of the lease,
.inggx'ging meodification, with the outright purchase of the aircraft as
modified. oo :
- {B) A period of not less than 30 calendar days has elapsed
after submitting the report
(7) Not later than J year afier the date on which the first aircraft is
delivered . under this Pilot Program, and yearly thereafler on the
- anniversary of the first deljvery, the Secretary shall submit a report to the
congressional defense commitiees describing the status of the Pilot
- Program. The Report will be based on at Jeast 6 months of experience in
- operating the Pilot Program . P . .
(8) The Air Force shall accept delivery of the aircraft in a general
purpose configuration. SR i
= {9) At the conclusion of the lease term, each aircraft obtained under
that Jease may be returned to the contractor in the same configuration in
which the aircraft was delivered.
(10) The present value of the total payments over the duration of
.~ each Jease entered into under this authority shall not exceed 90 percent of .
. the fair market value of the aircraft obtained under that lease
" (d) No lease entered into under this authority shall provide for-— "
(1) the modification of the general purpose aircraR from the .
" commercial configuration, unless and until separate authority for such
. .conversion is enacted and only to the extent budget authority is provided . .
in advance in appropriations Acts for that purpose; or
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(2) the purchase of the aircraft by, or the transfer of ownership to,
the Air Force. : : .
{¢) The authority granted to the Secretary of the Air Force by this section
is separate from and in addition to, and shall not be construed to impair
or otherwise affect, the authority of the Secretary to procure
transportation or enter into leases under a provision of law other than this
section. : .

(f) The authority provided under this section may be used to lease not
more than a total of 100 Boeing 767 aircraft and 4 Boeing 737 aircraft for
the purposes specified herein.

February 2002. From February 5 through 8, operational requirements document
meeting in Airlifter Hall at Air Mobility Command. Boeing had already received
draft operational requirements document and was discussing how to meet

Air Force requirements with a matrix. '

‘ Cn February 14, 2002, Ms. Druyun sent an e-mail to Dr. Roche, General Jumper,
Dr. Sambur, and Major General Essex in which she stated that:

. Based on your bearing on Tuesday 1 am developing a draft CFl
{contractor-furnished information] that wouldasi‘s) to both Boeing and
Airbus that lays out our requirements and that each contractor
respond using a matrix we are developing that will identify and
substantiate there ability to meet the requirements and begin delivery in
FY0S. The matrix will establish clear definitions to color code and
identify the Jevel of risk to satisfy the requirement. Data will be required
to be submitted to substantiate any item that is color coded green or Jow
risk. 1 plan showing this to you on Tuesday for your input and our plan
to flush out the reality of a competition. In addition 1 have some data

. from the recent competition conducted by the Ralians. We are also
researching the requirements of the “Buy America ™

On February 14, 2002, Dr. Roche responded to Ms. Druyun’s e-mail and stated
that: '

Darieen [Druyun), temrific. In the case of Airbus, we probably should
note “if you desire 1o do so0,” or 1o ask them to reguest a CF1 [contractor-
fumnished information}. Right? Or, unnecessary? Thanks much. We
will need to do this as the prelude to a ‘buy” if the lease can’t casily be
explained to {a Senator]. We will also have 1o vet the history of
compliance with the FPCA. Finally, Speedy has a idea that is attractive:
have the Germans and French agree 1o buy C-17°s, and we give Airbus
the chance to compete on blocks of tankers. Other than raising the
hackles of certain Members, this could avoid the dependence on a single
class of aircraft, and will avoid monopoly. Paul W [Wolfowitz] wants
* me 10 set up an Aldridge/Feith/Roche/DSD [Under Secretary of Defense
for Acquisition, Technology, and Logistics/Under Secretary of Defense
for Policy/Secretary of the Air Force/Deputy Secretary of Defense]
_?{‘;scnssion I’d appreciate your and Marv’s [Dr. Sambur] thoughts on

On February 14, 2002, Ms. Druyun responded to Dr. Roche’s e-mail with an

e-mail to Dr. Sambur; Mr. John P. Janecek, Air Force Deputy General Counsel

(Acquisition); Ms. Mary L. Walker, Air Force General Counsel; and Major
General Essex. In her response, Ms. Druyun stated that:
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You are right on about doing this s a prelude to a buy. I am hopeful we

can smoke out the data we need to be able to look anyone in the eye and

- “tell them why we are or are not conducting a competition. I am working

S ;lith gon Janecek...Speedy’s idea is great or  ~'We will get on your
endar : o

Cn February 14, 2002, concerning Dr. Roche’s response to Ms. Druyun’s ¢-mail,
Major General Essex sent an e-mail to Brigadier General Bowlds in which he
stated that: . .
© Ted ’ -
1 thirk we should keep this close hold for now and just tell our AOs
[action officers] the parts they need to know. The idea of a C-17 deal is
aBgﬁealmg to some and appalling to others.

On February 20, 2002, Brigadier General Darryl A. Scott, Deputy Assistant
Secretary (Contracting), Office of the Assistant Secretary of the Air Force
(Acquisition) signed out a rechest for information to The Boeing Company and
Airbus North America, Inc. (European Aeronautic Defence and Space Company,
Incorporated) to begin the Air Force’s market research and assess market.
capabilities in the area of commercial aerial tankers. - .




94

On Februg Aeronautical Systems Center sent an
i ivision, Air Force Director of Global
Air Force Stmtegxc Pr

Given the competitive path we arc now marching down, [T] request [and]
direct fthat] you terminate all contacts with Bocing, to include planned
facility visits, until the competitive vs sole source decision is reached
There is an RF [request for information] briefing to Mrs. D [Druyun] on
18 March after which | am sure a decision will be made as to which
direction we are marching. As the attached states, contact ASC/GRC
[Acronautical Systems Center] to discuss the issue or to seck further
guidance Please pass this on to any other organizations/team members
) wnhm your purvue [purview]

Mamh 2002. On March 6, Air Force receives request for information responses
from Boeing and Airbus.

On March 21,2002,

ir Systcms ommand, sent an e-mail t
] i nh ace:
: nwhxchhestat | AR

!'ve been in touch mﬁ:mﬂm RADM
- [Rear Admiral] Chanik’s office oilowing our phone conversation
where you stated to me that the Navy’s position with regard to the
replacement tanker aircraft for the KC-135 was 10 have redundancy via a
single centerline hose reel and 2 boom vice the capability to refuel two
receiver aircraft simultaneously which also redundancy
*.jssue. The enclosed table, which according to was sent 10

your office in response to N780’s first Jook at the foperational

requirements document], clearly states that “The aircrall must have the
. capability 1o refuel two receivers simultancously (THRESHOLD)® To
date, the ORD still does not reflect our requirements. )

1 am also in the process ‘of gathering qualitative data supporting our
position from carrier airwings returning from Afghanistan and Operation
Southern Watch as well as our clearing house for airwing lessons
Jeamed, NSAWC [Naval Strike Air Warfare Centes]

Please call me ifyou would hke to dxscuss this fmber
On March 21, 2002 Chxef Mobxlny Dlvxsxon, Office of

the Air Force Dxrector o! !oa ! ! !ogxams sent an e-mail to Major
General Essex, Director of Global Reach Programs,
Secretary of the Air Force (Acquisition) with a cc: ¢
tor of Global Reach Programs; Lieutenant

orce Director of Global Reach
Office of the Air Force Director of
jce of the Air Force Director of
the Air Force Director

Global Reach Programs
of Global Reach Programs; an
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Sir, .

- At the AFROC [Air Force Requirements Oversight Council] 1 attended
today, all of the mobility programs were approved. The AFROC
approved the ORD [operational requirements document] for the
Commercial Derivative Air Refueling Aircraft, as well as the VIPSAM
Medium Lift AircraR Replacement ORD . (AMC [Air Mobility
Command]), and Global Airlift and Mission Support ORD (ANG [Air
Natiopal Guard)). oo . .

Maj [Major ] Leaf was called away just prior to start of the

AFROC, sof chaired the meeting, but he was obviously up to ~

" speed on all the issues. Regarding the Navy’s ¢oncemn about having the
capability for simultancons drogue refucling, a Navy rep was at the
AFROC, and he nodded in agreement when AMC said they had resolved
the issue with the Navy, and that the capability would not be included in
the first spiral.

The AETC [Ar Educstion & Training Command] represenative
presented a couple briefing slides on their concerns about the tanker
p *s training. AETC was not concerned about aircrew training, but
they didn't want all the maintenance training to be done by a contractor.
They were concerned, for example, about airmen going directly from
- BMT {basic military training] to contractor-conducted training and how
they would miss the additional military training (or *bluing’) they would
normally get at Sheppard  After discussion, the AFROC consensus and
decision was to approve the ORD as written-the final sofution didn't need
to be defined at this point, the ORD says, ‘TSRA/BCA [Training System
Requirements Analysis/Business Case Analysis] will be conducted to
determine the most effective training system {contractor, organic, mix) ’

Someone from the AFROC staff mentioned that recent AFMC e-mails
raised some concerns about how the tanker ORD was written. AMC and
the AFROC chair noted some room for improvement in how future
ORDs are written, as well as the unique nature of the
schedule/background surrounding this ORD.  No further discussion or
action ensued. : . .

AMC is still working numerous minor comments from the Joint Staff 0-§
level review, but it's cleared by the Air Force to on towards a JROC

- [oint Requirements Oversight Council] in Junic] 02. ,

”eed 1o know specifically, who from AMC [Air Mobility Command}
talked 1o whom in the_»Navy mdwhatwns said and agreed upon. . .
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!y comment in the e-mail below about AMC [Air Mobility Command)
reaching an agreement with the Navy, was based on remarks at
[Air Force Requirements Oversight Council] by you and/or

(at Jeast as ] recalled and understood what you said) Can you
provide any more specifics? . )

Mobilitv. Commana

Here’s some specifics regarding our resolution of the Navy's critical
‘commept on simultancous air refueling capability for the commercial
derivative air refueling aircraft and Gen {Major General] Essex’ query on
‘who from AMC [Air Mobility Command] talked to whom in the Navy
and what was sa2id and agreed upon ®

Background: The Navy, OPNAV N780, provided the following critical

comment to the Commercial Derivative Air Refueling Aircraft ORD

[operational requirements document): Reference para 4.12.1.2, Critical:

Change sentence to read: ‘The aircraft must ha jli

*eiv;‘rs simultaneousty (THRESHOLD).
8

780G], was identified in a letter s y Rear
ral Chanik as the POC [point of contract) for the Navy comments.

AMC [Air Mobility Command] resolution was: Accepted: Para41212
changed to include, ‘The capability to refuel two receivers
simultancously is required (THRESHOLD). An analysis will be
conducted to determine the proper number of aircraft required to have
simuitaneons refucling capability  For siseraRl not modified with
simultaneons refueling. capability, 2 second drogue system for
redundancy is desired (OBJECTIVE)."

“Who from AMC the j
upon?’ and
spoke tof on 12 Mar U2 and advised hum of e
exact changes (adding simultaneous air refueling as a THRESHOLD but
‘not a KPP [key performance parameter]) that had been made 1o the ORD.
They pointed out that any simuitaneous refueling capability our new
tanker would have adds to the existing capability in the KC-135KC.10
- fleet, as the KC-135Es that would be replaced by new aircraft do not
have MPRS [multi-point refueling system]. ' We also pointed out that
simultaneous refueling capability would be a spiral development, afier an
analysis was accomplished (JAW {in accordance with] the new ORD
verbiage) to determine the proper number of aircraft required 1o have
i refueling capability, Verbal coordination was provided by
on satisfactory resolution of the comment With regard to
s issue, we. have.not received any additional comments on the joint 0-6
review and do not expectany, . - o
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Deputy Chief of Staff for Air and Space Operations; and (RS
Director, Global Mobility Division, Directorate of Operationai Requirements,
: putzd Chief of Staff for Air and Space Operations. In his e-mail,

stated:

Sir. .attached are specifics of AMC [Air Mobility Command] coord
{coordination] with the Navy on simuitaneous A/R {air refueling]. The
current version of the ORD [operational requirements docoment] shows
it as a threshold in spiral 2 And so far, there are no further comments
from the Joint Staff. S

- On March 26, 2
" sent an e-mail tol
Air Sy
e-mail,

Ait Mobility Command
€Tl fueling Systems, Naval
mail of March 21, 2002. In his
stated:
The ORD [operational requirements document] I sent you last week
" might have incorrectly (typo) shown ‘The capability to refuel two
receivers simultaneously is required (THRESHOLD).” as spiral ] instead
of spiral 2. (see page 71 of ORD). I know I talked to you on the phone
and mentioned this would be spiral 2 and we would do an analysis to
determine the exact number of tankers needed to have this capabiity.
Also, want to restate that any wing pods we would put on the CDARA
{Commercial Derivative Air Refueling Aircraft] would be above and
beyond what our current capability is 2s we are replacing the KC-135E
fieet which does not have MPRS [multi-point refueling system].

On March 27, 2002, Brigadier General Bowlds requested $100 thousand for
KC-767 System Program Office travel.- Ms. Druyun and Major General Essex
suggest using a portion of the funds for the tanker analysis of alternatives.

Mr. Blaise J. Durante, Air Force Deputy Assistant Secretary (Management Policy
and Program Integration) approved the use of the tanker analysis of alternatives
fun(]i(s for the KC-767 System Program Office travel as long as it tied to KC-767
work. . . a

i nse tof ~mai
sent an e-mail to

n whic

We're moving in the wrong direction agairi.!! -Navair's position is

.. that it needs to be spiral 1 like it says m the ORD {operational
requi me dated 18 March  I've got a call in
- with § to talk this over again. I think his
position same as ours. I'm going to Kirtland next week for

" the CDARA [Commercial Derivative Air Refueling Aircraft] core team
" meeting. You gonna [sic] be there? BRI
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WAir and Space Operations. In his e-mail, (|| D
tated:

i this out. The information we told CMD
we will do a study to determine the number of

with wing pods and modify those acft [aircraft] but
don’t need to do all 100. So there’s no reason to mod the first acft
[aircraft] off the line. We're checking on the Kirtland meeting It seems
to be more testing focused and owr guys from AMC/TE [Air Mobility
Command/Test and Evaluauon] will be thcre

Sir,

OK + - jen* solution. Email below
from says the pods must be Spiral ‘1,
not Sp!

On March 28 2002, Dr. Sambur sent a letter to Mr. Aldridge in which be stated:
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" . General Duncan J.

- On March 29, 2002Wfﬁ& of the Secretary of the
‘Air Force sent an e-mal to Dr, bur and Ms. Druyun with a cc: to Major

ir Force Deputy Chiefiof Staff for-

Plans and Programs;
Chief of Staff for Air
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Assistant Secretary of the Air Force (Acqmsmon)-
Executive Officer to the Air Force
of the Air Force Vice Chief of StafT; 1ce of the
Air Force Vice Chief of Staff; Mr. William 1e, Special Assistant to the
Secretary of the Air Force; L)cutcnam Gencral Stephen Plummer, Air Force

_ Principal Deputy (Acqmsmon), Licutenant General Charjes Wald, Office of the
Air Force Deputy Chief of Staff for Air and Space Operations; Licutenant

General Joseph H. Wehrle, Jr., Air Force Deputy Chief of Staff for Plans and

- Programs Major General D orce Direct
' al : ontractor;
jal A xstam to e ecretary of the Air Force;
ACq s an

: Sn'/Ma am
SECAF [Secretary of the Air Force] just had a short dnscuss:on with DSD
{Deputy Secretary of Defense] on our tanker deliberations. As follow-up
to that discussion we need to get to DSD a short briefing to address the
following: -
- = Why do we need tanker modernization now
- Why should we consider a lease

While at least the first is a cross-cutting issue SECAF wants AQ [Office
of the Assistant Secretary of the Air Force (Acquisition)] to pull together
both and address both issues in the brief. - SECAF called this
‘Tanker 101." SECAF would like 1o see this early the week after next,
8-12 April, and target it to DSD that same week. He also said that it be

) venedthhEngonﬂ)ewaytohxm
aresulto e-maxl F
Office of e Assistant ecretary of the ir Force

cquisition), on behalf of Dr. Sambur, sentz neral Essex

and Bngadzer General Bowlds with a cc: to
the Air Force Director of Global Reach Proeram
Secretary of the Air Force (Acqmsmon) o Office of the
Program Executive Officer, Strgtes oT3 ;
of the Air Force {Acquisition);
Secretary of the Air Force (Acquisition);
tary of the Air Force (A
stated that: -

MGen [Major General] Essex/BGen [Brigadier General] Bowlds

Dr Sambur requested that you and your staffs take the Jead on this brief;

Request that you work the brief through AQ [Office of the Assistant

Secretary of the Air Force (Acqmsmon} before going to the SECAF
" [Secretary of the Axr Force] and DSD [Deputy Secremy of Defense] the

week of 5th Apn
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—
—
“

On April 2, 2002, is the date of the final draft version of the operational
xeqmrements document, which is “locked” at this point to initiate final
coordination and provide a “stabxlxzed” posmon ‘with which to negotiate with

Boeing.

On April 8, 2002, negotiations with Boeing began. Air Force’s position was to
begin teplacmg the KC-135 fleet as soon as possible due to increasing challenges
with maintaining a 40 plus-yem old ancxaﬁ and the demands of the War on

Terrori 1Sm

On April 21 2002, Ma,;or General Leroy Bamxdge, Au Force Director of
Legislative Liaison sent an e-mail to Dr. Roche; General Tumper;

General Foglesong; Mr. Peter B. Teets, Under Secretary of the Air Force;
Lieutenant General Joseph H, ssistant Vice Chief of Staff;
Office of the Secretary of
1e, Special Assistant to the Secretary of the
Executive Officer to the Air Force Chlef of

ce of the Air Force Vice Chief o
ice of the Under Secretary of the Air Force;
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P
gislative Liaison;

Liaison; Major General Hscex|
Legislative Liaison; _
Liaison; and Brigadier General Thomas L. Carter, Mirlitary Assistant to the
Director of Legislative Liaison. In his e-mail, Major General Barnidge discussed
a meeting Ms. Druyun and Major General Essex had with congressional staff
concerning the status of the KC-767 lease. .

Subject: Back brief on Meeting with [z Congressional Staffer)

i Gen [Major General] Essex and

over to see (& congressional staffer]
1o discuss the orce] evaluation of the responses to the tanker
Jease re for information (RFI). It was a very productive and
worthwhile meetx:t% on very many levels, due mainly to Mis. Druyun’s
ability to speak authoritatively to all subjects She staried by giving [the
congressional staffer] background on how we got to where we are with
respect to the RFI responses and then proceeded with the prepared
briefing on the tanker lease RFI evaluation.

{The congressional staffer] seemed very interested in the process by
which EADS [European Aeronautic Defence and Space Company]
formulated their response to the RFI, i e., was the AF available to take
their calls, did EADS believe their questions were answered timely and
accurately etc. [The congressional staffer] was satisfied that EADS was
provided all information requested from the AF for use in their RFI
response, and that they had missed the mark. There was a short
discussion on EADS’s future viability and competitiveness.

{The congressional staffer] asked about the way ahead and when would
the AF be able to come 1o the Hill with theit findings.

Mrs. Druyun explained that we need to develop the classic business case
along with a net present value workup IAW [in accordance with] OMB
{Office of Management and Budget] Circular A-11, then present this to
the OSD [Office of the Secretary of Defense] Leasing Panel after the
leadership in the AF has all been briefed. She predicted this would be
sometime in mid to late May. -

[The congressional staffer] asked about the GAQ [then General

-Accounting Office] process and expressed that he did not want that to
slow this lease process down. He stated that the going forward with the
lease satisfies the desires of Congress (mentioned the overwhelming
majority of Congress wants this to go forward). He made the specific
point that there is 2 law in the books today that tells the USAF {US.
Air Force] to go forward with a lease, so we need to go forward. Short of
any change in the law we need to press forward with the lease.

[The congressional staffer] stated that [2 Representative] and most
Members believe the USAF needs these aircraft. He commented that the
leasing approach may not be the best way to get it done but the bottom
line is we need a platform and 2 lot of people (overwhelming majority)
thought this legislation would move this process forward. [The
congressional staffeé] stated that if a small minority succeeds in stopping
this current Jease effort, we will be without a KC-135 replacement for a
long time. There is a window of opportunity here that if it closes might
not be available for some time. Certain Members and their staffs need to
get over when they were notified— first or 1ast— and get on with what is
best for the country. Mrs. Druyun stated that the best she thought we

jOttice of Legislative

arter.
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would be able to negotiate is a six or seven-year lease. Ihe driving factor
for this is the market value of the aircraft at the end of the lease. 1t will
be very difficult to remarket 100 767 tapkers. [Empbasis added }

[The congressional staffer] said several times how much he appreciated
us coming. He said that there is a strong but silent majority who want
this to go forward. He said be is satisfied we are moving along despite
some of the official comments by the AF. He reiterated that if this falls
through, re-engagement will be difficult.

Several other topics were discussed:

ghe congressional staffer] asked about the status of the 737 lease. Mrs.

ruyun stated that the business case will be tough to make. Mrs. Druyun

said that she received the Boeing proposal and she did not like it. She
has engaged Boeing senior management and she is working the issue to
get the best deal available. [The congressional staffer] stated that the
business case is not cverything, that there are other factors involved.
[The congressional staffer] stated there are a lot of people expecting to
-use of the two Ford Aerospace BBJs this July. Mrs. Druyun said she
understands and will do her best. She said the results of the business
case should be over to the Hill around the 20th of May.

Another issue discussed pertained to the Berry Amendment (buy only
American forged specialty metals), and bow in this case it will
significantly increase the costs of manufacture for both the 767 and 737
while allowing unfair advantages to foreign manufacturers like EADS.
[The congressional staffer] was surptised by the implications and asked if
relief could be provided through legislation.

There were two taskers pertaining to requests from [the congressional
staffer] for draft lcgislatio‘r,x: e .

-Provide draft legislation which may provide relief/clarification on the
Berry Amendment with respect to amending Section 8159 of the
Approps Act

-Provide draft legislation WRT [with respect to] to Sect [Section] §159
which provides for lease options such as lease to buy etc.

On April 22, 2002, Mr. Jaymie Duman, The Special Assistant to the Secretary
and the Deputy Secietary of Defense forwarded an e-mail from Mr. Thomas
Christie, Office of the Director, Operational Test and Evaluation to D1. Roche and
M. William C. Bodie, Special Assistant to the Secretary of the Air Force.

M. Christie’s e-mail included a “Defense Week™ article, “Private Aerial Tanker
Earns Navy’s Praise.”

On Aptil 22, 2002, Dr. Roche forwarded Mr. Durnan’s e-mail with the “Defense
Week™ article, “Private Aerial Tanker Earns Navy’s Praise,” attached to
Dr. Sambur and Ms. Druyun with a cc: to General John Handy, Air Mobility
Command; General John Jumper, Air Force Chief of Staff and M. William C.
Bodie and stated: - : ,
What do you all think? [A Senator] will beat us up on this, so let’s do
our homework. Note that Omega doesn’t refuel N [Navy) aircraft near
Afghanistan. There are war insurance issues, etc.

On April 22,2002, Ms. Druyun forwarded Dr. Roche’s e-mail with the “Defense
Week™ article, “Private Aerial Tanker Earns Navy's Praise,” attached to Major
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General Bill Essex, Director of Global Reach Programs, Office of the Assistant
Secretary of the Air Force {Acquisition) and stated:

See me on this so that we can get our ducks in order to shoot this down.

May 2002. On May 3, an Office of Management and Budget official sent a Jetter
to a Senator in which he stated: ,

Dear Senator:

Thank you for your letter of April 17, 2002 in which you asked us for the

preliminary results of our analysis of the following areas related 1o the
* Air Force’s tanker fleet. : e

Air Force tanker analysis related to KC-135E replacement and tanker

requirements

The Air Force has recently completed two studies of its tanker fleet and
tanker regruiremcns - the KC-!BPS Economic Service Life Study (ESLS)
and the Tanker Requirements Study 05 (TRS-0S). The ESLS and
TRS-05 were both large, detailed, computer-based analyses of the fleet
and tanker requirements of which OMB [Office of Management and
Budget] does not have intimate knowledge However, we are aware of
the major conclusions of these studies

The ESLS looked at the projected cost of maintaining the current fleet of
KC-135 tankers (both the ‘E’ and the ‘R* models) and at the availability
of the aircraft as they age. The study concluded that mzintenance costs
would rise by $23 million/year over the next 40 years. - In terms of
aircraft availability, the ESLS concluded that there would be a gradual
decline as the aircraft age However, study determined that only
six aircraft would have to be retired before 2040 because they would
exceed their airframe Jife. The TRS-05 examined force (in this case
tanker) requirements in various strategic scenarios (the TRS-05 was
based on the same scenarios and assumiptions as DoD's Mobility, .
Requirements Study 05). We understand that TRS-O5 identified tanker
capacity shortfalls under some specific (classified) circumstances

The Air Force proposes to replace the entire KC-135E fleet wlth
100 Boeing 767 tanker aircraft. Although the ESLS and TRS-05 did not
examine the question of replacing aircraft in the existing fleet, they are
pertinent to the issue since: .
_® the current fleet consists of about 410 KC-135Rs and 126 KXC-135Es
_ in good condition, providing a total KC-135 tanker capacity of about
105 million pounds of fue); . .

e upgrading 126 KC-135Es to the ‘R model would result in a total
B capacity of over 106 million pounds of fuel - an increase of around
1.7 million pounds over existing capacity. The estimated cost of
converting the 126 ‘E’ models to ‘R* models to get this increase
would be about $3.2 billion. However, the Air Force has chosen not
to pursue this route; replacing 126 KC-135Es with 100 Boeing 767
. , while maintaining 410 XC-135Rs, would result in an overall
tanker fleet capacity of about 103 million pounds of fue] - a decrease
. of almost 2 million pounds (because the larger capacity of a B-767
. would not be enough to.compensate for the less than 1:1 aircraft
. replacement rate). The estimated cost of the B-767s would be
. between $18 billion and $26 billion (the difference between direct

. purchase and leasing due o thecostof money). . . . - oo
In other words, replacing the KC-135E fieet would not solve, and could
exacerbate, the shortfalls identified in the TRS-05 Jt is quite possible
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that greater operational availability of the new B-767 aircraft could

- mitigate the impact of such a reduction in total fleet capacity. We will

continue to assess these issues as the Air Force develops its proposal
A cost comparison between possible alternatives for improving the tanker

- f
T

w .
he Air Force's discussions with Boeing regarding leasing 100 B-767

tankers are still ongoing. We, therefore, have no basis to change our

previous cost estimates for leasing or direct ase of B-767 tanker
- -aircraft. We believe, however, that there are four options for the tanker

fleet:

.

Do pothing. This is the path analyzed by the Air Force in its
two studies It results in increased Jong-term -costs of
$23 million/year paid out over 40 years, accepts the risk of shortfalls
in certain scenarios, but avoids potentially large up-front costs of
$3-26 billion, depending on the option

Convert 126 KC-135E’ tanker models into KC-135'R* models The
AF [AirForce] has already conducted a re-engining and upgrade
program for most of its KC-135s, to convert them 1o the ‘R’ model,
which the Air Force plans to keep in service until perhaps 2030 or
2040 depending on usage In all, the AirForce has already
re-engined 410 aircraft, leaving only 126 ‘E’ aircraft in the Air
National Guard fleet with older engines that could also be converted
into an ‘R’ model. Such an option could be achieved for an
estimated cost of about $3.2 billion spread over a period of 6 years
(about $525m/yr [$525 million/year]). The advantages of this option
are that the fuel offload capacity of each aircraft would be increased
and the total fleet capacity increased to solve some of the shontfalis
identified in the TRS-D5 Moreover, maintenance costs of the
current aircraft wonld be reduced. In addition, this option would
increase the capacity of the fleet sooner than other alternatives (all
converted aircrafi could be delivered by 2009).

Direct purchase of 100 Boeing 767 tanker aircraft and retirement of
the KC-135E fleet. Based on 2 price of $150 million per airplane,
" which we understand is & reasonable possibility, and including
required military construction, this option would cost approximately
$18 billion. and would not be complete before 2011/12.. The
AirForce would have to fully fund these aircraft in its budget
request. . New B-767s would provide the Air Force with all the
advantages of 2 modem aircraft with greater availability and a
ﬁotemia life longer than that of converted KC-135R aircraft.
owever, because 100 B-767 aircraft would replace 126 KC-135Es,
the total tanker fleet capacity would be reduced and would not solve
any of the shortfalls identified in TRS-05. ’

Lease 100 Boeing 767 aircraft in accordance with section 8159 of
the FY2002 Defense Appropriations Act. ~We understand
- section 8159 to mean that the lease would cover the aircraft in its
basic, or transport, configuration, which the Air Force would then
" modify inito a tanker configuration. At the end of the 10 year jease
period the Air Force would de-modify the aircraft and return them to
Boeing in their original transport configuration. ' In this way the
Air Force could meet the criteria of an operating lease. ~ The
Alr Force believes that the base aircraft cost is $90 million with
tanker conversion and de-conversion costs adding $60 million to the
price. As we indicated to you in our letter dated December 18, 2001,
we believe that the total cost of this option would be $26 billion in
then-year dollars. ' This option would provide aircraft on the same
schedule and have the same tanking capacity as the direct purchase
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option with Jower near-term costs, but would require that the
Air Force return the aircraft afier 10 years, meaning that they would
have to develop an alternative for the tanker fieet by that time

We have no basis at this time to change our $26 billion estimate, since
.. discussions between the Air Force and Boeing to determine the possible
- lease arrangements for such an aitcraft are still ongoing. However, we
understand that the Air Force interprets section 8159, together with a
colloquy reported in the Congressional record on December 20, 2001, to
- mean that a2 B-767 1anker is 8 general purpose aircraft. In an exchange
[involving Senators, the Members stated believed a converted 767
" qualified ‘as a general purpose aircraf’ This position presumes there is
an active commercial market for tankers which would therefore relieve
the Air Force of costs associated with conversions. -
Clearly, this interpretation would make it financially easier for the
Air Force to meet the conditions for an operating lease imposed by
section 8159 because they could amortize the costs of tanker conversions
over ten years instead of paying for conversions up front. While we are
currently unaware of any commercial buyer or interest in purchasing
100 tankers, OMB will provide its views on the Air Force interpretation
to you in the next few weeks. :

The Air Force's tanker RF} [request for information] process

OMB did not conduct a detailed analyses or audits of the Air Force's RF]
process for tanker aircraft However, owr overall impression of the
Air Force's tanker RFI process is that it was done in a reasonable and fair
manner. . From what we know we have no reason to believe that the
outcomne would have been any different had another entity evaluated the
two proposals, given the AirForce's requirements. Boeing simply
appears to have more experience in air-to-air boom refueling than Airbus
Regarding other potential companies, we do not know of any other
%}npanies that were both capable of, and interested in, responding to the

Leasing policy .
You asked us to examine the policy of leasing major defense programs
and to evaluate the role of DoD’s recently established Leasing Review
Panel. When ana!?'zing ital leases, we believe it is critically important
to compare the full cost of the lease with other methods of acquiring the
_capital assets, including difect purchases We also believe that {a White
-House official] and the Congress should consider the foll cost of capital
acquisitions when they ‘make budget decisions to allocate resources to
Federal agencies and programs For that reason, we strongly support the
. budget scoring rules for leases, which were agreed to by the Congress
and [the White House official] as part of the Budget Enforcement Act of -
1990.. The rules distinguish operating leases from capital leases and
-~ address the fact that some capital leases are virtually equivalent to the
purchase of a capital asset, with most or all of the benefits and risks of
ownership transferred to the government, while others are more like
rentals. They require agencies to fund the full cost of purchases, Jease
chases, and capital Jeases up-front in the first year of the transaction.
n this way, -the full cost is recognized at the time when decisions are
made to incur that cost, regardless of the source and form of financing, so
that Congress and fthe White House official] have the incentive and the
information necessary to make the most efficiemt use of taxpayers®
" The Defense Department’s LeasiﬁReview Panel, .of which OMB is a
" member, has not yet met because the Air Foroe has not yet completed its’
proposal to lease B-767s and B-737 executive jets. -
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Infrastructure costs

As we indicated in the attachment to our December 18, 2001 letter we
believe the infrastructure costs associated with the purchase or lease of
Boeing 767 aircraft to be approximately §1 billion »

June 2002. On June 4, Dr. Sambur, Assistant Secretary of the Air Force
(Acquisition) sent a policy memorandum, “Reality-based Acquisition System
Policy for all Programs,” to Air Force Mission Area Directors, Functional Area
Directors, Program Executive Officers, and Designated Acquisition Commanders.
In the memorandum, Dr. Sambur stated that: :

Effective immediately, AFPD 63-1 [AirForce Policy Directive 63-1,
‘Capability-Based Acquisition System’], dated 31 August 1993 is
superceded by this policy memorandum  Compliance with this
memorandum is mandatory. This policy memorandum applies to
Acquisition Category (ACAT) IC and JAC through ACAT Il acquisition
programs, including system modifications; it does not cover acquisition
associated with non-ACAT programs. This policy implements guidance
from the SECAF [Secretary of the Air Force] and CSAF [Chief of Staff
AirForce), hereafter identified as the Commanders’ Intent, and
Department of Defense Directive (DoDD)5000.1, The Defense
Acquisition System, DoDD 5000.2, Operation of the Defense
Acquisition System and DoDD 5000.2R, Mandatory Procedures for
Major Defense Acquisition Programs (MDAPs) and Major Automated
Information Systems (MAIS acquisition programs). © This policy
memorandum does not apply to Air Force Space programs, which are
under the purview of the Under Secretary of the Air Force

The two overarching objectives or this policy are: 1) shortening the
acquisition cycle time and, 2) gaining credibility within and outside the
_acquisition community. ] .

Every action and decision by individuals responsible for program
execution must map directly to, and further these two primary obf:ctives
Members at all levels of the acquisition workforce are expected to seek
innovative ways to achieve these objectives. This must be accomplished
through teamwork, trust, common sense and agility. The intent is o give
. those accountable for program execution maximum flexibility.

Unlike previous acquisition guidance, this policy is broad and non-
prescriptive. © Wherever possible, it uses terminology familiar to our
customer, the warfighter

Commander's Intent:

The primary mission of our acquisition systcin is to rapidly deliver to
the warfighters affordable, sustainable capability that meets thei

expectations - All .actions by any leader, staff or supporting
organizations will support the Commander’s Intent :
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Commander’s Initial Guidance:

1) Program managers will ensure full compliance with the law; however,
over restrictive impiementation of the law that goes beyond what is
required in statute must be challenged if the value added to the

. program does not equal or exceed the resources expended

2) Success in meeting our objective requires a shift from avoiding risk to
managing it, and sometimes, simply accepting it. Taking risks will
sometimes produce failure. That is acceptable as Jong as those in the
execution chain understood the risks and we learn from the failure

" -3) Speed is important. - In devising and implementing acquisition
. approaches, the concept of time or schedule as an independent variable.

i one that must override prior concepts of delivering the ultimate

capability at whatever cost and schedule is necessary to do so. Every -

key decision must have an operational sense of urgency

4) Credibility is essential We must create and maintain ' realistic
expectations. Program Managers (PMs) must continually manage
expeciations so that senior acquisition and warfighter leadership are

. never. surprised by sudden cost growth, performance shortfalls or

- . schedule slippages. Each program must have 2 clear, unambiguous set
of priorities among cost, schedule, performance and supportability

- Normally, the senior leadership of the requiring MAJCOM [major
command] should set these priorities as part of the initial requirement

5) Teaming among warfighters, developers/acquirers, technologists,
{esters, budgeters and sustainers must begin when the requirements are
- being defined, not afler PMs through the MDA [milestone decision
authority), - are responsible for making * decisions - and ' Jeading
implementation of programs, and are accountable for results The PM,
. as the accountable agent for ‘executing the program, has a
- . responsibility to seek resolution if asked to do something that goes
. counter with meeting the Commander's Intent. There are two avenues
for appeal available to the. PM: the Air Force Acquisition Center of
" Excellence (ACE) (located both at SAF/AQ [Assistant Secretary of the
Air Force (Acquisition)] and HQ AFMC [Headquarters, Air Force
Materiel Command]), and the MDA
" *6) Solid systems engineering is required at the outset of a program to
.. .. ensure a robust foundation and flexible s.rchitccturep that can
accommodate future requirements with minimal redesign.

7) Staffs at all level(s] exist to advise the MDA and PM and assist them
* “with ‘their responsibilities. . Councils, commitizes, advisory groups,
. s and staffs are advisers at the discretion of the PM, PEO
executive officer] or DAC [Designated. Acquisition

Commander] or MDA. The MDA, PEO or DAC and PM are
accountable for the overall program results. Those not accountable for
Pprogram outcome are expected to provide objective inputs to the

. program decision process, but do not have decision-making authority.

. Evolutionary Acquisition (EA) is the preferred acquisition strategy for
achieving the Commander’s Imtent Spiral deve!:;rqncm is the preferred
prooess to execute the EA strategy except in those exceptional cases
where it is possible to field a full capability in 18 months or less
All programs start with a ‘zero-based’ perspective. All activities, reports,
‘plans, coordination or reviews except those mandated by statute or
previously approved by a person in the execution chain, must buy their

".way into the program by demonstrating that the benefit gained clearly
equals or outweighs the resources expended: o
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The success of an acquisition program hinges on up-front, collaborative
and  comcurrent  plamning by - the MDA, - technologists,
developers/acquirers, sustainers, budgeters, warfighters, and testers The
~ goal is to establish, at the outset of the program, mutual, realistic
expectations for content delivered, schedule of delivery, and cost.

Additional ‘DRAFT” guidance on the concepts required by this policy
memorandum  is  available on the SAF/AQ web  site
bttp:/fwww.safaq.bg.ef.mil under *Acquisition Center of Excellence’ or

. “Policies ~SAF/AQXA [Chief, Ac?msmon Management Policy Division,
Office of the Assistant Secretary of the Air Force {Acquisition)].”

Jnly 2002 On July 24 Ma_)or General I.croy Barmdgc, Axx
¢ Liaison sent an e-mail to Dr. Roche with a cc: t
Chief, Senate anxson Office, Office of Air Force Legisiative Liaison in
which he statcd B

Boss—

[A congresssonal staffer] has been playing a pretty heavy game with us
sef *a personal copy of the DRAFT 737 contract (that we provided to the
committee) for {a Senator).” You may recall, we had {congressional
staffers] supporting s by Saying that if the Senator wants a copy, then
we (the committee) will give him one. Well, true to their word, they
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made the offer. [The congressional staffer), in the name of the Senator,
said the Senator wants/deserves his own copy (addressed to him) from
the AF [Air Force] and has made a formal request. 1 have been stalling
since last evening on this. The ‘emotiopalism’ associated with his
demand has grown exponentially. BOWEVER, when I now balance the
potential downsides of continued stalling (i ¢., he can put a stop to the
reprogramming authority for 737 which can really impact our program,
and also may impact any number of other issues, including 767 iffwhen
we hand themhe:glkg [package}), I just need to make sure I'm not getting
ahead of my ights in this ‘game’ with {the congressional staffer]
Thus: ] have stalled on giving {the congressional staffer] 2 copy of the
737 contract (for {a Senator]) for at least 24 hrs. Tomorrow, at 1400, we
have AQ {[Office of the Assistant Secrotary of the AirForce
{Acquisition)] lined up to provide [the congressional staffer] a brief on
the 737 (as promised). .... ..We would have coord’d [coordinated] for you
to attend if the Senator was actually in attendance. Before our bricfer
goes 10 sce fthe congressional staffer], I feel that we should decide
whether we are in the business of providing members DRAFT copies of a
contract (that we have siready provided to the committee) or not. It IS
precedent setting {in my opinion). However, in balance, given that we
have given it to the committee, I feel that there is probably po reason not
to answer an official r:’%:est from any other committee member 3
the ‘potential costs’ probably aren’t worth it).

But, sir, request your vectors . ..

On July 24, 2002, in resgonse to Major General Leroy Barnidge’s e-mail,
il to Major General Leroy Barnidge with a cc: to
and Ms. Mary L. Walker, Air Force General Counsel in

which he sta

On July 24,2002, in résponse 10 Dr. Roche’s e-maj o v
Barnidge sent an e-mail to Dr. Roche with a cc: t and
Ms. Mar_y L. Walker in which he stated: :

Thanks Boss . and, we’ve already coord’d with GC [General Connsel]
and have 2 good cover letter to anach. We’ll make it happen.

On July 30, 2002, General Peter Pace, Vice Chairman of the Joints Chief of Staff
sent a memorandum, “Air Refueling Aircraft (ARA) Operational Requirements
Document (ORD),” to the Under Secretary of Defense for Acquisition,

_ Technology, and Logistics in which he stated that:

The Joint Requirements Oversight Council (JROC) reviewed and
approved the ARA ORD [Air Refueling Aircrat  Operational
Reguirements Document] and validated the enciosed Key Performance

- Paramneters (KPPs). The JROC considered the KPPs essential tomest the. -
mission need, The JROC also recommends delegation of ORD approval . . .
authority 1o the Chief of Staff of the Air Force. )

. The key performance parameters included fuel offioad versus range, tanker airi
 refueling, boom air refueling, drogue air refueling, receiver air refueling,
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worldwide airspace access (Global Air Traffic Management compliant), and
interoperability. The following discusses those key performance parameters and
associated thresholds and objectives:

» Fue] Offload Versus Range. To meet the threshold, “The aircraft shall
be capable of a no-wind offload versus range as depicted in Chart 1.”
The chart showed that the fuel offload decreased as the radius distance
increased. The objective was higher than the threshold.

» Tanker Air Refueling. To meet the threshold, “The aircraft must be
able to use {non-simultaneously) both boom and drogue air refueling
systems, day or night, on the same flight.” The objective was the same
as the threshold. :

» Boom Air Refueling. To meet the threshold, “The aircraft must be
capable of accomplishing boom air refueling of all boom-receptacle
equipped receiver aircraft identified in AF [Air Force] technical orders
1-1C-1-3 and 1-1C-1-33, the F-22 and Joint Strike Fighter (JSF) using
current procedures and refueling airspeeds with no modification to
existing receiver air refueling equipment and no restrictions 1o the
refueling envelope due to lighting/shadows ” The objective was the
same as the threshold

¢ Drogue Air Refueling. To meet the threshold, “The aircraft must be
capable of accomplishing drogue air refueling of all drogue-refuelable
receiver aircraft identified in AF [Air Force] technical orders 1-1C-]-3
and 1-1C-1-33 and the JSF [Joint Strike Fighter] using current
procedures and refueling airspeeds with no modification to existing
rﬁcf:iver air refueling equipment * The objective was the same as the
threshold. C

o Receiver Air Refueling To meet the threshold, “The aircraft must be
capable of operating in various inclement/adverse weather
environments (IAW [in accordance with] KC-135/KC-10 aircraft
directives) for day and night receiver air refueling to maximum fuel
load from a KC-10, KC-135, or this aircraft using current air refueling
procedures.” The objective was the same as the threshold

»  Worldwide Airspace Access. To meet the threshold, “The aircraft
shall be capable of worldwide flight operations in all civil and military
airspace including Reduced Vertical Separation Minima (RVSM) and
Future Air Navigation System (FANS) 1/A airspace.” The objective
was the same as the threshold.

o Interoperability. To meet the threshold, “100% of top-level

Information Exchange Requirements (IERs) designated critical will be
satisfied” To meet the objective, “100% of top-level IERs will be

satisfied.”

August 2002. On August 7,—écnt an e-mail to Dr. Roche in

which she stated: - : T
Paris ~European Acronautic Defe NV (N EAD) said .
Wetnesaay et 1t e -sppormcs QRN o read 5 Norn
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American operation.  Unti} January, was president of Northrop
‘Grumman’s Integrated Systems division, EADS {European Aeronautic

Defence and Space Com) axxyt}’ said in t.
*As our senior official in the U.S.,wm oversee our efforts to
expand our business, develop indu erships, and ensure strong

- lationships in this critical et,’
Ew.will assume his position on Sept. 1.
S

current top representative in the U.S,, wall continue to as 2
senior ﬁviser, the company said.
&

Congressional Record

On August 7, 2002, Dr. Roche sent an e-mail to Mr. William C. Bodie, Special

¢-maili,

the Secretary of the Air Force discussing the appointment of

at the European Aeronautic Defence and Space Company. In the

. Roche stated: .

Well, well. We will have fun with Airbus! '
Jim :

On August 20, 2002, Mr. Wayne A. Schroeder, Deputy Under Secretary of .
Defense (Resource Planning/ Management), Office of the Under Secretary of
Defense (Comptroller) sent an e-mail to Dr. Dov S. Zakheim, Under Secretary of
Defense (Comptroller) with a ce: to Mr. Lawrence J. Lanzillotta, Principal Deputy
“and Deputy Under Secretary of Defense (Management Reform), Office of the
Under Secretary of Defense (Comptroller). In the e-mail, Mr. Schroeder stated:

Dov, .
Due to some schedule conflicts and absences, requested
that we reschedule the 767 tanker meeting Wit Office of

Management and B to later this week or next, 1 did have a
chance to speak wil Jabout OMB’s high profile. said that OMB
has been responding to Jetters from [a Senator] (they aiso just received a
letter on the issue. from [a Representative]). . So part of their public
profile has to do with responding to congressional requests for their
ition on the issue ~ {a Senator] wanted to get jt *on the record.” But
édid say that the political leadership at OMB feels very strongly
about the lease, and has decided to take a public posture knowing the
effects this might have He suggested you talk directly with Robin
[Cleveland] if you want more information on the politics of the Jease at
. He also gave me some insights into what OMB has learned about

the lease from technical questions the Air Force has posed to them:

1. The deal is looking ‘worse and worse.’

2. OMB is getting 8 lot of Air Force questions about A-94 and lease-

purchase analysis. - . .

3. Boeing will not t'mame‘l this deal. It would belﬁmced through an
investment group or special purpese company partly owned by Boein,
the engine manefacturer and other investors. The Air Force \?you)d leasgé
the tankers from this investment group, which would issue a set of bonds
at different terms and interestrates. . . B

4. The Air Force had questions for OMB about what interest rate they
can use. Predicting interest rates is problematic, and could have a major
impact on the analysis OMB thinks the Air Force will want 2 very fow

interest rate and very high discount rate to make the lease-purchase

lysis - , s . .
5. The marketability of the aircraft is an issue. The Air Force will likely -
propose for purp of calculating the residual value of the aircrafl, that
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at the end of the lease they be sold as either freighters or tankers Not all

100 could be sold as tankers in the open market. s

6. OMB thinks the Air Force could have gotten a much better deal on the

purchase price than what they will show in the analysis.

7. To convince investors that this is not a risk, the Air Force will tell

them that they will buy the aircraft at the end of the lease. This raises the

question of why this will be structured as an operating lease, when the

intent is clearly lease-to-buy. 1f this tums out 10 be the case, it will be an

issue.

As we get more details, 1 will pass morg jpformation on to you and Larry

after we hold the meeting with OMB. said he thought the Air Force
. and Bocing might finalize negotiations toward the end of next week

On August 20, 2002, in response to Mr. Wayne A. Schroeder’s e-mail, Dr. Dov S.
Zakheim sent an e-mail to Mr. Wayne A. Schroeder with a cc: to Mr. Lawrence J.
Lanzillotta in which he stated that:

[T)his does seem very troubling

On August 20, 2002, Mr. Lawrence J. Lanziliotta forwarded Mr. Wayne A.
Schroeder’s e-mail to Mr John Roth, Deputy Comptroller (Program/Budget),
Office of the Under Secretary of Defense (Comptroller); and Mr. Ronald G.
Garant, Director, Investment, Office of the Under Secretary of Defense
(Comptroller). . ,

On August 21, 2002, in response to Mr. Wayne A. Schroeder’s e-mail,
Mr. Ronald G. Garant sent an e-mail to Mr. Lawrence 1. Lanzillotta with a cc: to
Mr. John Roth, and Mr. Wayne A. Schroeder in which he stated:

I talked to a month or so ago. He was the AF [Air Force]
deputy comptrolier  The AF hired him to give their proposal the
grandmother test and as far as he was concerned it didn’t pass. He
<ontends that the purchase price is probably over stated by 50% and he
contends that the residual value is also very much overstated for 2 non-
Air Force market. He was also concerned about the discount and interest
rates used in the calculations. -

Since we all know that this is a bailout for Boeing why don’t we just bite
the buliet and do what we did when we were bailing Douglas out on the
KC-10's. We didn't need those aircraft either, but we didn’t screw the
taxpayer in the process. . The 767 is not the Jatest in technology. If we
were going to get serious about buying the best I am sure that some
rendition of the 777 wouid win out.
I don’t know of anyone who is dissatisfied with the outcome of the
KC-10 deal. The AirForce should be made 10 come back with an
analysis-of why we coukin't do the same with the 767. What we in
-effect would be buying is the tail end of the production line and
should be getting the best price, not the Inflated price that they want
to put in the Jease formuis. The key of course is to include some
competition into the purchase process. [Emphasis added }

On August 28, 2002,W0fﬁce of the Air Force Director of
Global Reach Programs, Uffice of the Assistant Secretary of the Air Force :
* (Acquisition) sent an e-mail to Dr, Sambur with a cc: to Ms. Druyun, Major

General Es;e;, and Brigadier General Bowids in which he stated:
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Sir,
Per your request:
Info we've made public:

Negotiations continue and are entering their final phase. We are
cautiously optimistic that a lease deal that complies with the law and

Office of Management and Budget] circulars can be reached.
Once approved by SECAF [Sccretary of the Air Force], we will present
the business case to OMB and the OSD [Office of the Secretary of
Defense] Leasing Panel, followed by a report to Congress A lease
contract will not be signed without approval from all four defense
committees and appropriate funding :

Info not yet made public:

The preliminary lease arrangement passes the OMB business case
analysis by a shim margin and will save money compared to buying We
are currently running sensitivity analyses 1o prepare for — and ensure the
deal can stand up to ~ criticism similar to that seen with the 737 deal
We are actively engaging OMB 1o get their buy-in on the analysis - a
critical ally needed to defend the lease 1 expect they will support the
analysis, but will baulk at supporti d to escape funding
termination fiability (peaks at %{m FY07;, will need
Congressional language to overcome). also stated they believe

a tanker is not a commercial product (a key test for an operating lease),
but if the business case holds, J don’t think OMB will make this issue a

deal-killer. : , _ :
On August 28 ip re<nc tm-méil, Dr. Sambur sent an
e-mail t with a cc: to Ms. Druyun, Major General Essex, and

Brigadier Gene owlds in which he stated:

Thanks

1 assume you resolved the residual value issue from this update?

Should we puise the SASC [Senate Armed Services Committee] staffers
on the termination liability issue? =~ | .

On August 28, in response to Dr. Sambur’s e-mai!,—sem an
e-mail to Major General Essex in which he stated:

Sir,
Residual valve issue of rebating resale profit to the gov't is still in
OMB’s [Office of Management and Budget] hands ' They’ve never seen

anything like it before, and after 2 weeks of cheji ¢ not
vetoed the concept. However, when I spoke with today,

he cautioned me that 767 is so political that his_input is oniv advice ~

1 defer 1o Mrs Druyun on the question of talking to SASC [Senate
Armed Services Committee] staffers. ~ e

“Removed for reason stated in the initial asterisked footnote. (The reference is also on page 178)
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_ September 2002. On September 4, Mr. William C. Bodie, Special Assistant to
the Secretary of the Air Force sent an e~mail to Dr. Roche discussing a Defense
Week Daily Update “EADS [European Aeronautic Defcnce and Space
Company}: Our Tanker Offer Cost Less Than Boeing’s” In the e-mail,

Mr. Bodie stated:

We don't have to tum the other cheek, you know I'm mdy 1o tel the
truth about Airbus’s boom, footprint, and financial shortcoming But
maybe we should sleep on it

On September 4, 2002, in response to Mr. William C. Bodie’s e-mail, Dr. Roche
sent an e-mail to Mr. William C. Bodie in which he stated: -

No, Sir, save it and blow him away. He admits that they were not. Congressional Record

technically quahfed' And, we keep their record of brxbcs as our gump
card Jim

On September 4, 2002, Mr. William C. Boﬁie sem an e-mail to Dr. Roche in
which he stated:

Ho, ﬂpeg“ joyed it [Defense Week Daily fdate ‘EADS: Our Tanker
Less Than Boeing’s']. ¥ wonder i mind is supple enough
o grasp what we're trying to do. | know Rumsfeld’s isn’t.

On September 4, 2002, in response to Mr William C. Bodie’s e-mail, Dr. Roche
sent an e-mail to Mr. leham C. Bodxe in which he stated:

Go to sleep! Tomorrow is another day in the minefield. Jim

On September 5, 2002, Ms. Druyun sent an e-mail to Dr. Roche in which-she
stated:

}Eraad with disgust the amfcl: on A‘xjrbgs tankeé-:rs from Ehe new Eé\D§
uropean Acronautic Defence and Space Com) CEOQ {[Chie
Executive Officer] of North America. What BS [sxc} - should not have [Congressional Record

- been surprised at the sl:me .. his day of reck wxll come hopefully.

On September 5, 2002, in response to Ms. Druyun’s e-mail, Dr Roche sent an
e-mail to Ms. Druyun in which he stated:

Oy. lagree 1had hoped you would have stayed and tortured him slow)y
over the next few years unti} EADS [European Aeromunc Dcfence and [Congressional Record)
Space Compmy} got rid of lurn' Jim.

- On September 11, 2002, Dr. Sambur sent an e-maxl toDr. Roche in which he
stated:

Boss

1 kicked off the effort to establish 2 ‘need” justification for the tankers
Hope to have a con framework ready by the end of the week.
Spoke 10 Robin [Cleveland] after the meeting to tell her that the
economic justification is not a slam dunk for either position (purchase or
lease). 1t 1s more 2 push and a slight change in the interest rates can flip
the analysis. At the end of the day, we have to prove that there is 2
TRUE need and that there are other advantages to leasing (earher.
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delivery, affordability, etc) that make it 2 good business deal. Ttis going
to be a tough scll given the other factors such as liability and

indemnification.
Marv

On September 11, 2002,M Office of the

.Air Force Director of Glo Ograms, sistant Secretary of
' i siti tane-mmltoMajoereralBll!Essexthhacc
ef, gn. Office of the Air Force

‘Office of the

Air Force Director of Global Reach Proors 1 he Assistant Secretary of
the Air Force (Acquisition); i ce of
the Air Force Director of Global Reach Programs; and

Mobility Divisi i Director of Glo eac grams. In
the e-mail, ed that: . :

Sir, -

Proposed message is below 1 think we are on the hook to contact AMC
-fAir Mobility Command], FM [Office of the Assistant- Secretary
(Financial Management and SAA

sis Agency] and
was to contact AF)
‘ wreraft SPO [System Program Office], 135 SPO, and Boemg
: aut.hors of ESLS [Economic Service Life Study].

Ioday the Office of Management and Budget met with the SECAP
[ of the Air Force], Dr. Sambur, and Lt Gen [Lieutenant
General] Zettler [Deputy Chief of Staff for Installations and Logistics]
- regarding air refucling tanker recapitalization. . OMB [Office of
Management and Budget] presented their analysis of the KC-135 costs
and ‘service fife projections concluding that there is no requirement to
recapitalize now, or In the foreseeable future. OMB’s principle source of
data was the Feb 2001 KC-135 Economic Sexrvice 1ife Study (ESLS) for
historical data/future projections and Air Force SORTS [Status of
Resources and Training System] Database for mission capable rates

SECAF has committed to work -with OMB identify 2 sensible
replacement plan for the KC-135 aircraft To accomplish this, the USAF
[US. AirForce] must provide a compelling case to "OMB for
recapitalization. SECAF has committed to provxdmg the case by next
Thursday, 19 Sep [September] 02 .
Need your support to make this happen. SAF/AQ ‘Assistant Secretary of
the Air Force (Acquisition)] and AF/LG are establgshmg an ad hoc team
to support this quick turn effort, and will kick it off this Friday, 13 Sep
02 at 0800 in the 14th floor conference room (SAF/AQQ) 1500 Wilson
Bivd, Arlington, VA 20330. We need you to send your toj expert on
KC-135 supportability and service life/recapitalization to this mecting
: \lvnh the mtenuon that they will WOrk poa-stop through next Thmsday the

Specific task at hand is to :xplam why the USAF believes the ESLS was

too optimistic and provide data to support this claim. Additionally, the
© team must explam and focus on what has changed in operations and

maintenance since Feb 2001. All must be supported by cold hard facts

Please assure your expert kniows of and has immediate access to all of the
. docm;:rdnary cvxdence the team maust have to build the case SECAF has
- prom C _ )

 at Rand X
ir Force Materie] TnrTarn
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On September 20, 2002, Major General Leroy Bamnidge, Air Force Director of

Legislative Liaison sent an e-mail to Dr. Roche; General John Jumper, Air Force

Chief of Staff; General Robert Foglesong, Air Force Vice Chief of Staff: and

Lieutenant General Joseph H. Welrle, Jr, Air Force Assistant Vice Chief of Staff

with a cc: | iam C. Bodie Special Assistant to the Secretary of the

Air Force; i ilitary Assistant; Office of the

. Secretary of the ive Officertothe
Air Force Chie; Office of the Air Force

Chief of Staff; e Air Force Vice Chief
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Office of the Air Force Vice Chief of Staff;
t Secretary (Financial -
onfidential Assistant to the
ffice of Air Force

Chxef Program and Legislative
Division, Office of gislative Liaison; Bngadler General Thomas L.

Carter, Mili Assxstant to the Dxrector of Legislative Liaison;
‘ ice of Air Force Legislative anxson,
Office of Air Force Legislative anzson 1s e-mail,
ajor oy armdge stated . :

Sirs— - : :
_Late yesterday, [a Repmenmwe made 2 late notice vnsxt to Andrews to
- see the n ] with what he saw. Of note, however,
he pulled over (wbo had run. 10 support Ehe
Representaive’cl. wieit)_an ted that he, [the Representativel
fatked with [ A ,‘J ref 767 lease, Sasd, N
2% that we need to make this work * . Also told
that he ([the Representative]) *... will work with SAC [Senate
p;ggpnanons Commmee] leadershlp to enswe initiative comes
" tog er

Addmonal data point: ‘&m@ HASC [House Anned Servaces
Commme] language is {s}txl] more restrictive: .

“The Secretary of the AF JAir Force] shall ot enter mto any lease for

* tanker aircraft umtil the Secretary submits the repo rt required by
. section 8159 (¢) (6) of the Department of Defense A| ggropnauons Act,

2002 and obtains authorization and appropriation of funds necessary to
- enter into a Jease for such aircraft consxstem with his pubhc!y stated
" commitments to the Congress to do so.”

"Dr. Roche, we wﬂl rehxghhght [the Represemauve s] position in your
" eniail prep [prepmon} before your office ca.l! with [the Representauve]
_next Wed, 25th, 1800

On September 22, 2002 in response 1o Lieutenant General Duncan McNabb’s
e-mail, General J ohn Jumper sent an e-mail to Lieutenant General Duncan
McNabb and Dr. Roché with a ce: to Mr, William C. Bodie; General Robert H.
Foglesong; Ms. Dniyun; Major General Bill Essex; Lieutenant General Joseph H.
Wehrle, Irw, and Major General Lmy Barmdge in whxch he stawd

Ianker numbers much dxﬂ'erem thanl expected Good chm

On Septembcr 23 2002 in response to Lieutenant Genera! Duncan McNabb’s
e-mail, Ms. Dmynn sent an e-mail to General John Jumper, Lieutenant
General Duncan McNabb, Dr. Roche; Major General Bill Essex, and Dr. Sambur
with a cc: to Mr. William C. Bodie; General Robert H. Foglesong; Lieutenant

, Gen;iral Joseph H. Wehrle, Jr.; and Major General Leroy. Barmdge in which she
stati .

] do not agree wnth the AUPP [Average Umt Procurement Pnoe} being

used in the tanker chart. Fnce we have negotiated 1 would
- characterize as a one time {g]oodden lupect it will behxgher. closer

Removed for reason stated in the mmal mensked f ( The referencc is a!so on page 13 )
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to the price being paid by the hahans who are not getting digital cockpit
etc vs. our configwation. 1 also know what the EADS [European
Aeranautic Defence and Space Company] proposal was and Boeings was
better for the Italians. I would add approximately $30M [miltion] to the
AUP}; g‘r «each aircraft. If the 767 line is shut down the number will
cven higher.

On September 23, 2002, as an update to her earlier response to Licutenant
General Duncan McNabb’s e-mail, Ms Druyun sent an e-mail to General John
Jumper, Lieutenant General Duncan McNabb, Dr. Roche, Major General Bill
Essex, and Dr. Sambur with a cc:to Mr. leham C. Bodne, General Robert H.
Foglcsong, Lieutenant General Joseph H. Wehrle, Jr.; and Major General Leroy
Barnidge in which she stated: .

Shouid have read ‘one time good deal’. to early in the AM to typel.
Bottom line is if we recalculate the numbers with a higher AUPP
" [Average Unit Procurement Price] you will have fewer tankers available
X:;:Ive al:ked AQQ [Ofﬁce of the Director of Glo'ual Reach Progmms] 1
recalculate

On September 23, 2002, in response to Ms Druyun’s e-mail, L:eutenam
General Duncan McNabb sent an e-mail to her in which he stated

Dar!een, .
We got the numbers from Bill and his folks—1'm not sure what the

caveat necds to be—-but just let us know.

On September 23, 2002, in response to Ms. Druyun s e-mail, Lieutenant

General Duncan McNabb also sent an e-mail to. Brigadier General Raymond

_ Johns, Deputy Director of Programs, Office of the Air Force Deputy Chief of

grams; and Major General Bill Essex with a cc: to
Associate Director, Office of the Director of Programs,

ice of the Awr Force Deputy Chief of Staff for Plans and Programs; Major

General Gary Heckman, Office of the Air Force Deputy Chief of Staff for Plans

and Programs; Ma)or General Kevin Chilton, Office of the Director of Programs,
uty Chief of Staff for Plans and Programs;

Office of the Directorate of Strategic Planning, Office

o ir Force Deputy Chief of Staff for Plans and Programs; and Major

Genera! Ron Bath, Director, Directorate of Strategic Planning, Office of the

Air Force Deputy Chief of Staff for Plans and Progmms -In the e-mail,

Lieutenant Gencral McNabb stated:

‘Ray/Bill,.

I'm not sure what the problem is here—thought it was a pretty ight
forward question and we got the numbers from AQ [Office of thc
Assnstam Secr:tary of the Air Force (Acqmsmon)}-—»what’s up" -

- On September 23, 2002 in tesponse to Ms. Druyun s e-mail, Dr. Roche sent an
e-mail to Ms. Dmyun, General John Jumper, Lieutenant General Duncan
McNabb, Major General Bill Essex, and Dr. Sambur with a c¢: to Mr, William C.
Bodie; General Robert H. Foglesong; Lieutenant General Joscph H Wehrle, Ir;
and Ma_)or General Leroy Barmdge in whnch he stated: -

Ok, Gang, let's m!ve tlns end getthe cham mssuad ‘Thanks much
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On September 23, 2002, in response to Ms. Druyun’s e-mail, Dr. Sambur sent an
¢-mail to Dr. Roche, Ms. Druyun, General John Jumper, Lieutenant

General Duncan McNabb, and Major General Bill Essex with a cc: to

Mr. William C. Bodie; General Robert H. Foglesong; Lieutenant

Gem;ral Joseph H. Wehrle, Jr.; and Major General Leroy Barnidge in which
stated: .

Boss
Darleen is cormrect that the purchase price will be higher and thus the
nunber of tankers that can be purchased will be lower.. However the
main thrust of the chart (that is independent of purchase price) is that we
will have only 1 plane delivered by 2009 (if we go according to the
POM) and 67 planes delivered by 2009 (if we lease). Thus we get the
planes significantly sooner and avoid the corrésponding O&M [operation
~ and maintepance] bills. On the ‘significantly sooner issue’ we have
developed a new requirement chart in concert with Gen [General] Handy
that reflects our tanker peeds in line with the new homeland defense
requirements. - The analysis js secret but the data dramatically supports
our lease argument!! We will show OMB [Office of Management and
Budget} our new analysis and would like to show you and the Chicf the
presentation as well. - . .

ajor General Eséex forwarded Dr, Sambur’s e-mail to
Office of the Air Force Director of Global Reach
ograms, Olfice of the Assistant Secretary of the Air Force (Acquisition).

On September 23, 2002, in response to Lieutenant General Duncan McNabb’s
e-mail concerning Ms, Druyun’s e-mail, Major General Kevin Chilton sent an

e-mail to Lieutenant General Duncan McNabb, Brjoadi ond
Johns, and Major General Bi i - Major
General Gary Heckman, jand Major Gen on Bath

in whjch he stated:.

per jet number

Sir, ’

Talked to Gen [General] Essex, nmql j

they. pave us bad two reasonsble assumptions in it. ~ One, that the 767
~production line would not be shut down in the interim and have to be
_re-started, and two, that the Air Force would be able to negotiate a

. multiyear: purchese deal. Another mitigator is that if ‘we secure a .
production deal near the end of Boeing’s 767 production for airline
* customers, that we would be able to get some of the same benefits -~

(reflected in a reduced price per jet) ived from C-10
purchase That said, Mrs Druyun feels the mber isf low
We ui mpute the purchase #s using figure and include

the numbers on a separate fine with
the assumptions I’ve discussed. . .

On September 23, 2002, Major Gepera
General Kevin Chilton’s ¢-mail to Y
al Reach Programe Office of the Accictant Secretary of
Mobility
wrector of Global Reach Programs;
eac

an asterix [asterisk] that lists

Programs;
irector of

. -Drrector of
Office of th

o ftheAirFo'rcev o
Mobility:Division,
obal s; andy .

¢ Air Force D
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P Mobility Division, Office of the Air Force Director of Global Reach

On September 23, 20()2 in responsc to Major Gené > email
arding Magor General Keévin Chilton’s e-mail,
57 0 fﬁce ofthe A}u Force Director of G!oba each Programs, Oflice o!

2 ail_ to

Ljust got off the phone vith (NN
Dr Sambur's office Dr. Sambur w ¢ to nclude the costs on the
tanker chart below for both lease and purchase (add tworows to the
table).. He would like it in a powerpoint slide. He only wants the tanker
information in 2 powerpoint slide. Format of the table will now include

the following rows:

Lease Then Purchase

Cost

Blank

g«t POM [Program Ob)ecnves Memorandum] Purchass

04 POM Deliveries

If possnble, he needs this by COB [close of busmess] today 23 Sep
{Septembcrl

Rir Force Bropram Executive Otfice for Strategic
at th Aeronautncal Systems.Center;
autical Systems Center Wi

in whlch he stated:

acc:to

! w do you propose 1 answer this tasker from Dr Sambur fsic]

. We haven't seen any new budget numbers fmm the SPO [system :
program office] since early August . .

lel have to use the August numbers, but since this will be the first time
. the SAE [Service Acquisition Executive (Dr, Sambur)] sees costs

associated with the lease, not to mention SECAF !Secretary of the
‘Aleree]andtheGOs[genaa!o ]onthc 1 want to make -
swemeymsnllrough!yval ) . s

oﬁ'ee]hasrequestperyonrmﬂ A suggestion
Memorandum] price would be to not
negotxaz:on spreadsheet to calculate a

- -onthe%OM

- assume mu)tryear and use

105




124

price based on not as big fof a] discount on Green [aircraft] and less
leaming on ealy mod [modxﬁcanon] installation. ‘

Wmuselsofor!orsMperMs.Dmym lelassanYP nauktiyear
procurement] of 1somaum b

On September 23, 2002, sent an e-mail to
in which he stated:

] ‘ relayed the following three
questions a Senator, answers by 1100 Reeommendcd
answers provid - Recommend approval for release .

1) What is the effect on the lease proposal if the general provisions
requested by the USAF [U.S. Air Force] are pot included in the bill?
[Emphasis added ]

Al) The provisions will allow the USAF to carry termination Fability
as a contingent liability and will not require the service to set aside
the liability amount. The Jease deal becomes nnaffordable if the
‘:l'xdu?lmon liability bills must be specifically budgeted. [Emphasis
a

2) What is the annual bill for termination liability that must be budgeted
- forunder OMB s. [0fﬁce of Managemmt and Budget] mles ..

3) What i is the schedule for gomg ‘on contract and what is thc leased
aircraft delivery schedule?

A3) Bocing and USAF remain in negotiations The negotiating team

projects a December Contract award, if AF [Air Force], OSD {Office of

the Secretary of Defense], ! OMB [Office of Management and Budget],

and Congress concur with the’ negotiated lease. Based on 2 December

2002 contract award, the delivery schedule is: starting in FY06
. 11/!6/20/20/20/23 (Iast delivery is FY11).

On September 24 2002, as a followup to his e-mail of Septembcr 20to
Dr. Roche, Lieutenant Gcneral Duncan McNabb sent an e-mail to Ms. Druyun,
Major General Bill Essex, and Dr. Sambur with a cc: to Major General Kevin

Chllton in. whxch he stated:

o Marv/Dar)een/Bi :
Here'’s the ‘e’mail ’d like to send o the SECA.F fSecmary oftbc
(Air Force] and CSAF [Chief of Staff Air Force] this morning. My folks
say you are ok now with the profile (given that we have the flexibility in

_the MILCON [Military Construction (Appropriation)] to absorb the -

- . possible increase).” I've highlighted the point you make about the rea!
issue beingi the' 67 vsil- deliveries: With your coord {coordination], }2d:
like fo get this out this moming
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Mr. Secretary/Chief,
The KC-X POM [Program Objectives: Memorandum schedule I sent you
on Friday is still correct. We have reconfirmed with AQ [Office of the
Assistant Secretary of the Air Force (Acquisition)] that we have mongh
moneyladmtopurchaseﬁ;e 21 aircraft in the
Defense Program}-—even if the price increases to per
aircraft that Darleen highlighted in her e’'mail If the price 15 f, We
g:ntomakemndnsum!nmhowwelaym CON,butwesuu
ve an executable plan {(we have Jaid in ovi in MILCON from
06-09 and could push some of it to FY10 and F
Both Dr Sambur and Darleen believe the most unpomnt point is that
under the jease you will have 67 aircraft delivered by 09, while under the
purchase approach in the 04 POM, we will only dehver 1 (grven the
two years ﬁ'om purchase to delivery)

On September 25, 2002,”@ Force Strategic

Programs, Office of the Assistant Secretary o! ir Force (Acquisition) sent an

e-mail to Bngad:er Gcncral ’!‘ed F. Bowlds, Program Executive Officer for

Strategxc Pro grame Off; A ant Secretary of the Air Force

X Program Executive Office for Strategic

Aeronautical Systems Center; and

at the Aeronautical Systems Center with a

fice of the Air Force Director of Global Reach
etary of the Air Force (Acquisition);

a ograms;
of the Axr Fom Director of

eac ; Mobility Dj "the
Air Force Director of Global Rea ams. in the e-mail,
provided notes on tanker meetings | with thc Chief of Staﬂ” of orce and the
Secretary of the Air Force -

CSAF {Chief of Staff of the Air Force] Meetmg

-Focused on need, show availability in our year as “fuzzy’ ‘enknown,’
showing ESL [expected service life] projection is downward trend, with

;- corrosion being one big unknown

-Wanted to ensure SECAF {Secretary of the Air Force] knows POM
[Program Objectives Memorandum] aceeleration meant purchase 21 but
only deliver l inside FYDP [Future Years Defense Progr

-Recommended that we show cost avoidance of retiring 13555 to SECAF
~Chief stated that ‘you don’t need 1o scll me’ ‘this made good sense from

the stant’ )
~Chief stated he was Optumstxc

SECAF Meetmg
~Termination Liability addressed as issue needs to be. ﬁxed by Congress
or not able to execute deal ed
--Mrs Druyun mentioned that Congress allowed us to waive TL
- [termination Liability] for the Gulfstream V contract
. anndmg identified as issue; XP [Deputy Chief of Staff for Plans and
llor edforsntcgy!o)g how we get additional $2B
[bllhon] lease inside FYDP addressed at end of meeting again
mentioning that we could push for OSD JOE ce of the Secretary of -
: ‘Defense]wprowdemoncymuch like we did a few years back with C-17 -
National Airlift Fund SECAF scknowledged that TRANSCOM [U S
- Transportation Command] (working capital fund) is- ‘setup to breakeven
and not pay for recapitalization costs.
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-SE(EZAF stated that we don’t want to put another dime into these old
: $ .. o
~SECAF summarized key points .
aa);ﬁssion of tankers dramatically changed and we mow refuel
everyi . . ) .
- 2) Estimates on maintenance costs increasing with rate of change
growing at first derivative function
3) Lease 100 a/c at a time is good strategy. We lean, observe,
* retire old ones, return leased or keep, and figure out what right quantity
and mix should be. Flexible strategy
~SECAF view is that lease is hedge or insurance policy for staying on
‘!;}‘l_xe line’ (most likely availability). We have no experience with a/c this
o . :

-Asked about ‘rebate. Explained if sold to another customer AF
{Air Force] keeps anything received over lo: .
-Dr. Sambur mentioned call from Boeing, stating we are
getting good rtunity/deal : ]
-SECAF asked about cost of Trainers. Seemed high fo him What did it
include? Wanted to make sure Boeing wasn't padding the number: After
some explanation that it coversd more than 6 years and went out w©
FY 17, he felt more comfortable: ' Action item taken by Mrs. Druyun to
provide more information on what was included in trainers
costfjustification. ’ : ] o
-Asked about fixed rate of bond not being variable after takeout, asking if *.
shows up in price of bond. Yes sir, fixed rate bonds. - :
-Asked about commercial insvrance ending if you buy. Yes -
-Asked about word Smart Tanker on chart for recap options questioning ~ -

whether cost for that Smart package included here or in-another cost -

package. Answer was cost was in another package. Mrs. Druyun
mg;:}ioned that the 767 had the growth }aid into it for the Smart Tanker. -
sp E . oo -
.-SECAF questioned whether the NPV [net present value] had the cost
»:Bcidance included. Answer: no, just complied with A-94 which doesn’t-
ow it. : o
~SECAF mentioned that the AF business case for POM [Program
Objectives Memorandum} (purchase) would have to include big costs for
AFMC [Air Force Materiel Command} ‘monster program office’
-SECAF questioned assumption for last altenative of reengine, wait,
then be forced into a developmental platform. Why not 7777 Some
explanation was provided that it was too big for need with not a lot of
extra offload for size, but it was acknowledged that depending on
strategy it could fulfill some of refueling requirement (like KC-30s).
-SECAF wanted to know average age of 135.in 2020; 60
-SECAF agrees with briefing - We have 2 good deal 1o bring forward.
WE have good deal for taxpayer and DOD.
=Next steps . . -
~Bricf Pete Aldridge before leasing panel :
—Have Mr Aldridge send memo to Rumsfeld and Wolfowitz
~Go back to OMB [Office of Management and Budget), label it
draft, ask if they have a problem if we discuss with Congress :
" —Get [a Representative] to look at jt and gét his read since he sided
with {a Senator] before. : - )
" ~Get with Lease Panel - . i o
‘=Caveat deal contingent with working ot issues (such as TL
[termination liability]) with OMB and Congress (need to seé¢ where we
- are with termination hability, Gulfstream may be precedent) .
- . ~Congress may decide not to returp 1o session depending on what
" happens in elections, - U -
" =Gen [General] Zetler questioned if committees havetook
~SECAF stated that if we still get report to staff in early Dec, and
Congress (Senate' Armed Services Committee) pushes for hearings then
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we may be in the Spring. But we only need new L language in thxs

b/ ion conference. s :
questioned lease policy it Navy trying to get out of lease
and we dre pursuing one.

~Navy did stupid lease.

~SECAF stated timing is different pow. SECAF noted that pcop!e
need somewhere 10 put money now since market is down. Bonds are -
-good investment, the money is out there. This is good rate for people.
General Baker, AMC [Air Mobxhty Command] vice, stated that
although it was stated that this plane 15 a 1 for 1 R equxvalmt; it still
brmlg:b Imha beneﬁtsimpabnma o warfy ghtu including better
availability

~SECAF noted that yes it also helps frexghter

-SECAF stated that we still needed to tcll Gen {Gencral] Myers that we
need to keep some 135s until they reach age 80. :

Dr. Sambur Follow-Up
<Need to add cost avoidance. Cautioned that since 767 has O&M
[operation and maintenance (appropriation)] bill also, avoidance may not
really be that great. Explained that its to get apples to apples CLS
[contractor logistics support] vs organic. Mrs. Druyun stated that the 767
also has nonrecurring portions of costs built in  Dr Sambur said its got
o be less to maintain a new plane. Said if can't get exact apples to
apples, still need applesauce.

Octobey 2002. On October 7, Dr. Sambm sent an e-mail to Dr. Roche in which
he stated:

OMB concerns are all answerab}e, but not u'reﬁ)tably sc. For example
Requirements — They view our requirements chart and maintain that the
delta between need and availability is bogus given that we have been able
to live with the deficit for so many years (and especially during-the--
present conflict) Our answer is that we have been playing Russian
rou

Refund scheme. They view the scheme as very clever but violates the
- congressional rules and the operating lease requirernents. Qur answer is

that we have no commitment to buy the tankers Only 0

get a payback should they sell the tankers for more th:

Commercial Jease They view the market for tankers. as on INg......
military (which violates the operating lease rules) We assert that they
may be correct but the rcs;dnal value is based on the commercial use of

d;;anw as commercial cargo transports and pot as tankers. The
al value has the conversion to transport already bakcd into the

&odxﬁcanon of the 767 They argue that we have vsolated the
congressional language that requires a green plane. We answer by
pointing to the congressional dialog that defines 2 green tanker.

You may have to have another high level meeting wnh {Robin
[Clcvehnd]) 1o discuss these issues.

*Removed for reason stated inthe mma! asterisked foomote (The ﬁrst refercnce is a!so on page 14 )
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On October 7, 2002, in response to Dr. Sambur’s e-mail, Dr. Roche sent an e-mail
to Dr. Sambur in which he stated: R

But, if

?obin’s {Cleveland] folks persist, then ‘e can gather 10 review
im » . :

On October 22, 2002, General John P. Jumper, Air Force Chief of Staff, approved
the “Operational Requirements Document, AMC 004-01-B, Air Refueling
Aircraft Program, ACAT [Acquisition Category] Level 1IC.”

On October 22, 2002, Dr. Sambur sent an e-mail to Dr. Roche in which he stated:

Boss T :

Our problem is that we do not have a good answer 10 why we claim that
we have afn] urgent need for tankers BUT we are retiring 67 KC135E’s
in the FDYP [FYDP (Future Years Defense Program)] to save $1B
[billion} BUT we need an additional $1.7B [billion] to Jease the tankers
Our other problem is that we have 2 parametric approach to deriving
pricing that has black magic associated with the weighing function |
tried to give an intuitive interpretation that went down better but our
inability to explain in a concise manner the complicated weighing
function is an issue [ am working with our people to develop a more
concise explanation.

Marv

On October 28, 2002, Dr Roche sent an e-mail to Dr. Sambur with a cc: to
Ms. Druyun in which he stated that:

On October 28, 2002, in response to Dr. Roche’s e-mail, Ms. Druyun sent an
e-mail to Dr. Roche and Dr. Sambur in which she stated that: B

"Rémo;gg )for reason stated in the initial asterisked footnote. (The second and ti';ird'rcférences are also on -
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On October 28, 2002 in response to Ms. Druyun s e-ma:l Dr. Roche serit -
e-mail to Ms. Druyun and Dr. Sambur in which he stated

. Darleen, 1 don't doubt you for a minute. My point was that, once OMB
;Oﬁ‘ ice of Management and Budget] and the WH {White House] take the
ead, they own the rcsponsx‘bnlny' Let[a Reprcsenmve] deal with thcm'

On October 29 20032, in response to Dr. Roche’s e-mail, Dr. Sambur sent an
e-mail toDr Roche and Ms. Druyun in which he stated

On October 29, 2002 in response.to Dr. Sambur s e-mail, Dr Roche sent an
e-mail to Dr; Sambur in whxch he stated

AAAAA

“Removed for reason stated in the initial asterisked footnote.
111



130

November 2002. On November S, Ms. Druyun submitted a letter to the
Air Force ethics office, recusing herself from further negotiations with Boeing
and retires mid-month. ) :
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On November 16, 2002, Dr. Roche sent an e-mail to—at

Boeing in whi;h he stated:

1 think it’s time to raise some eyebrows, if not an alarm, about the
poor Hill and Administration support the Air Force is getting from
Boeing. Specifically: :

1. 1 am very unhappy with the bland support we received on.the C-17
funding initiative. Of course, we will comply with the SAC/HAC
Senate Appmrriaticms Committee/House Appropriations Committee]
irection to fully fund the [C-]17 this year. But, any Boeing notion that
we will rob others to make up for this problem would be arrogance of the
first order. Believe me, Boeing will face at Jeast it's fair share of this
‘mexl;;ected hit to our POM {Program Objectives Memorandum]. Youall .
did hinle to help the Congress understand and accept our agreed to
approach. It was our mutual responsibility to explain the approach. Our
people felt very lonely.
2. [A Senator] has written the building asking about the supposed
overrun on the F/A-22 EMD [engineering and manufacturing
development] .- Hello? Wh%r didn’t the one third partmer on the
£§ time to sta i

program take belp the staff of the senior Senator of the state in
which its mil {military] sector is located? More i £? Or,
are your people asjeep? Do you not care about the which

you would lose if the [F/A-] 22 went down? Given your non-position on
the 35 [F-35, Joint Strike Fighter], I'm stunned abowut the blasé approach
ve taken re the 22. : :
both Johnny and I are seething over Boeing's behavior. Oh, if you
on’t start talking up the {Boeing] 767 Jease when you visit OSD
[Office of the Secretary of Defense] colleagues, you will see that
program go down (we at the staff is buildi a head of
steam 10 stop the lease). ‘Gee,| when ] knew you ""m' 1 had the
sense you wanted to make money. Guess | was wrong. I'm off to
PACAF [Pacific Air Forces), but Marv Sambur is here. Time for some
!s;niorlxlng}‘(managemmt] attention, Old Friend. -
e well. Jim

On November 19, 2002, Dr. Roche sent an e-mail to Mr. Aldridéc with a cc: to
General John Jumper, Air Force Chief of Staff; Dr. Sambur; and Mr. William C.
Bodie, Special Assistant to the Secretary of the Air Force in which he stated:

Pete, old Buddy, you have been our strongest supporter on the issue of -
the Jease I now hear that your staff is telling us that you are weakening.
Please don't. Here is some food for thought: R
(1) Regardless of OMB [Office of Management and Budget), the deal isa
good one for the taxpayer. .
(2) Every time we come forward with something good for the taxpayet,
the ‘buresucrats (including yours) féel that they bave to fight it (job o
security?)
(3) To delay for two years to do an AoA [analysis of alternatives] is
simply silly. If just means two more years of wasted repair costs on
. the E models; 2 waste of taxpayers’ money to some beltwsy bandit;
" 'more buresucratic “delay by PA&KE {[Program A.nalg;ls and
. .Evaluation); snd sn end which is prediciable. [Emphasis added] -~
(4) Since neither ships, trucks, or tiny planes can serve as tankers, we-
will be Jooking at big planes. Guess what? We're already there. We
will waste money and have nothing to show forit - L
(5) Hey, we can extend the life of the E’s and re-engine them! We'Hl that -
doesn’t pass Grant’s lieutenant’s test: it means we will be flying 80 year
- old planes in a few-yearsI{ "Average age is now berween 42 and
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© 4dyears. Re-engining won’t solve the inherent catlytic corresion
problem. More waste of money .
(6) Gee why didn’t we [go] for 50 or 60 or 70 year old Air Force ones?
How many of our bureaucrats fly in such old planes? I'm getting used 1o
some in their fate 40, but I'm not so picky! But, why don’t we make the
Navy sail 60 year old destroyers? Or submarines? Because it’s dumb
(7) If we watt, there may not be a 767 line! Hey, can we convert used m
ones? Here we go again. We can waste money with balf that
are pcm{ewise and pound foolish. Why not do the same for ships? OK,
50 we'll be forced to buy French airplanes. ‘ .
(8) To kill this idea in OSD [Office of the Secretary of Defense] is proof’
that there may be words like “acquisition reform,” but they are hollow
The bureaucrats want 10 keep doing things the same old way, adding linle
value but lots of costs : :
1 can only keep my sanity by remembering . . . advice fo me years ago:
‘there are limits to the stupidity any one man can prevent” Off to
Okinawa! Jim. R

On Nbvembér 20,2002, in response to Dr. Roche’s é-mail to Mr. Aldridge,
Mr. William C. Bodie sent an e-mail to Dr. Roche in which he stated:

Good for you, boss. [Mr] Aldridge may deny he's been weakening, but

the smoke signals are thick  Aldridge interviewed with Anne Marie

yesterday, and although be wouldn’t comment on specifics of any deal

and was keeping an open mind, he indicated that in general terms he

would have concerns about leasing when/if buying was cheaper. That

doesn’t jibe with his previous support for the lease from a NPV {net

present valuelcash flow g perspecti In eddition, the

spores seem to be pushing 2 ‘what’s the rush?’ line: buying is cheaper

{we ‘exaggerate’ the purchase cost of a green 767), therefore better; such

a large expenditure requires more ‘rigorous analysis’ than the back-of-

the~envelope assertions by the AF [Air Force], henice an AcA fanalysis of

altematives); the AF hasn’t POM"ed {program objectives memorandum]

for the lease, so how serious can we be? There is no ‘urgent’ need

because the AF is starting to retire the E’s next year even without an
- immediate replacement, so why can’t we be more deliberative? - Boeing

will still be there, making airplanes, 5o what’s the rush?  Anyway, Airbus

could make planes with enough American content if need be. 1 rebutted

all these arguments with Jaymie {Durnan, The Special Assistant to the

Secretary and the Deputy Secretary of Defense] {as you did with Pete

{Aldridge]), but we might be in the ‘power’ phase with OSD [Office of

.the Secretary of Defense] on this issue.. If anyone can talk sense to

Aldridge, however, it's you . : -

o

On Noveraber 20, 2002, in response to Mr. William C. Bodie’s e-mail, Dr. Roche
sent an q—mail_w Mr. William C. Bodie in which he stated: T

‘Right. P'm relaxed on this one. They have to take the bureancrati [Congressional Record]
© position. Jim . o o . S .
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On December 18, zooz,mcmefof Mobility and Special
Operations Forces, Weapons Systems Liaison Division, Office of Air Force -
Legislative Liaison sent an e-mail to Major General Leroy Barnidge, Jr.,

Axr Force Du'ector of Leg:slatwe Lmscn in which he stated:

. ,Maj Gen [Mqor General] Bamndge,

As you know, there bas been some conversation about 2 possible meeting

“with [a chresemanve s] office (generated from the [Represéntative’ s]

'<oﬁicethmu§h lMoore),OSD[OfﬁeeofﬁxeSecrehryo
one AF {Air

Force] representa
fcnse eg;shuve Aﬁ'ws)]
ed |2 congressional . morning 1o
etermine the epresentauve‘s] dcsxre for the meeting '

which the AF, OSD, and the {R;‘pl;x;:nmnams]xh;fnecd el
meeting in which the an tative’s) office were
gomg 1o talk about the need for tankers right now, 767 ability to fill thxs
‘need, and the 767 acquisition strategy.

Way Fomard Where we are at right now is that OSD at the highest
levels is getting together (DepSecDef, - Mr. Aldridge, Dy, Zakheim,
Powell Moore [Assistant Secretary of Defense (Legislative Affairs)], etc)

10 decide the DoD way forward ' The decision will be to support the lease

- now or show why decision should wait until a later ime. I am not sure
* . when the memngby wglspoccur) bmlmwamng until - Marih (%e date

- is no er an. option cCol to -

this will be-decided soog and it is more now an :s?ge of

= explaining why DoD) shouldn’t do the lease then [sic] it is the AF
explaining why we should (a reversal ot the nonnal prooss) 1 will keep

you posted . )

*Removed for reason stated in the initia] ssterisked footnote. (The reference is also on pages 16 and 185 )
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On Ianuary 30, 2003 Gcneral John Jumper, Air Force Chief of Staff sent an
e-mail o Dr. Roche in which he stated:
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On Janvary 31 2003 in response {0 Genexal John Iumpex s e~ma11, Dr. Roche
sent an e-mazl to Genexal Jumper in which he stated:

o ‘And,lhadatmeself onthedealmthe moamng, notmgaslpom{t}edto
-them that, unlike businessmen who. would understand how good an
© . 'opportunily this was, these Corporate Staff bureauctats (Dov and Swvxe)
o can’t get it. Donaskedlflwasspecmlpleadmg T said ‘yes.’ - And,
" further, would continue to do so. [Lawrence] ] ta[Pmcxpa!De uty
R Assistant Secretary -of Defense (Public irs)] announced that my
" comments ‘were brought to you by ﬁ:eBoemg Company Idxdn’tnp‘,
»hxsheartout Don had been programmed by the Tall Spore and asked
. .about ‘opportunity . costs’, etc to which the jumped. But, when
‘-askedwhatwasmﬂwbudget,lbadﬂ:cchmcetotakeashotatﬂxe'fs
.. [Tall Spore] by telling Don that we wouldn't beartrap [sic] him by
- assuming that he ap, iroveddxelease,thus,mebudgethad a buy. Pete
. then told him the ‘when’ of the buy, and Don said: “Not soon enought”
.~ Through the day, I have been asked by the Spores to consider a lease of -
" "+ 50 with an option for 50, and 2 67/33 split - Each time I remind them that
. these hairbrained [sic] ideas would only be more expensive. Don esked
. that the dec:sxonbedelayed mmlaﬁerhe mnﬁh ed!? Notae: he do&m’t

' Febmary 2003, OnF ebmaxy 21 Dr. Sambux, Assxstant Secretary of the
Air Force (Acquisition) sent a memoxandum, “KC-767 Lease Proposal,” to
Mr. Aldridge, Under Secretary of Defense for Acquisition, Technology, and -
Logistics; and Dr. Zakheim, Under Secretary of Defense (Comptroller) with a ce:
to Dr. Spruill, Director, Acquisition Resource and Analysis, Office of the Under
Secretary of Defense for Acquisition, Technology, and Logistics; and.
Dr. Schroeder, Deputy Under Secretary of Defense (Resource Planning/ -
Management), Office of the Under Secxetmy of Defcnse (Comptrollex) Inthe
memorandum, Dx Sambux stated that:

" The Azr Force's proposal 10 lease 100 KC~767s has n'uly ‘been a ‘lmmng
journey’ for all of us that have beenwarkmgﬂ’usncwandmnovanve
: ?gproachto acquiring needed capability for our warfighters, Throw

e review process, the OSD [Office of the Secretary of Defense, wd
OMB [Office of Management and Budget] staffs have challenged us with
many thought-provoking questions, several of which have caused us to
look deeper into the unigue characteristics of leasing. One of these

- characteristics that scemed only secondary at first has now einerged.as a
s:gmﬁwnt, pnmary Iease advantage the multxyeer natm-e of ihe contract

“Removed for reason stated in the initial asterisked footnote. (The reference is aiso on page 18.)
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" March 2003. On March 14, Dr. Dov S, Zakheim Under Secretaty of Defense
(Comptroller) sent 2 memorandum, “Air Force Boeing 767 Tanker Lease
Decision Memorandum,” to M. Aldridge, Under Secretary of Defense for
Acquisition, Techno!ogy, and Loglstxcs In the memorandum, D1 Zakheim stated

that:

T have revxewed the draft decxsxon packages on the XC- 767 program and

the comments o the packages submitted by the Principal Deputy

Director, Program Analysis and Evaluation (PA&E). I supporta numbw‘

. ofthe mcommended changes proposed by the mecxpa.l Deputy Director
. '(PA&E) and offer the fo]lowmg comments

el strong!y ‘tecommend that a few ap%roach be cons:daed by the
... De t in' the negotiations with Boeing. The goal of these
SR negotxat:ons should be to reduce the price of the aircraft, regardless of
.« . the option selected-purchase.or lease.. No less important, 1 believe
.. *. - that:you personally should lead the negotiations (my office and Iwill -
L behappytobeofanyassmanoeyoudeemtobeuseful) e :
o The reference to waiving termination liability under ‘the purcbase
*~option implies, but does not explicitly state, that the tanker
acqulsmon wﬂl be incrementally funded, which also will require a
« warver to the full funding policy. (If the procurement alternative is . -
C fully ﬂmded, the termmahon habxhty waiver would be mmeoessary

122



141

because t}:e onfy termination lxabmty ‘would be the smail amount
‘associated with the advance procurement.) -Given the magnitude of
this acquisition, the decision to waive both the full funding policy and
the termination fiability’ policy should be placed in a sepamte
paragraph

In his comments, the Principal Deputy Director (PA&E) mcludcs a
statement in the purchase option that the procurement of the KC-767
* should begin in FYOS. That statement is unnecessary, given PA&E's

" next statement whicky asserts that the XC-767 aircraft should be
procured and delivered as qmddy as possible using a multiyear
procurement strategy .

Regardless of the method of acqmsmon of the axrcmﬁ, I strongly
" believe that the KC-767 program should be dsxgnmd as.an ACAT
[Acqmsmon Category] ID Major Defense Acquisttion Program
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On Apnl 15 2003 Mr. Mlchael W. Wynne, mecxpal Deputy Under Secretary of
Defense for Acqmsmon, “Technology, and Logistics sent an e-mail to Mr. Jaymie
Durnan, The Special Assistant to the Secretary and the Deputy Secretary of
Defense with a cc: to Dr. Dov 8. Zakheim, Under Secretary of Defense
(Comptroller); M. Pete Aldridge, Under Secretary of Defense for Acquisition,
Technology, and Logistics; and Mr. Wayne A. Schroeder, Deputy Under
Secretary of Defense (Resource Planning/Management), Office of the Under
Secretary of Defense (COmp'molIer) Inthe e—maxl Mr. Wynne stated:

As 1 mentioned. this morning, 1 bad shaped the program by working the
configuration and the potel:t% financing hard w?th the 100 airplane add-
on. Pete Aldridge had asked the question as to where we were on the
reconciliation to the IDA [Institute for Defense Analyses] values, and |
received from the Air Force their assessment, but not from IDA

This aﬁemoon, ‘I took the reshaped program to OMB [Office. of
Management and Budget], and they opined that this was a reduced price,
but wondered why ‘we had to ch: fighration to achieve even
" remotely close 10 the DA values , which were for the all up
" Tanker that the Air Force had so on earlier. They were not
w:llmg o oompromxse on that configuration.

I probed about corisequences 10 a broken negotiation regarding the lease,
and got in return that if this went away, and was instead a multiyear in
FYO0S or FY06 they wonld be comfortable with that, and so would the
White House.” - They also .indicated that the IDA values should be
reconcxled to that business-deal as weil.

That r&sctthe basehne, and so here is our current strategy:
1. Continug-to reconcile to the IDA values, recognizing that for us they
represent the top end of our negotiation.
2. Re-set the conﬁgurauon baselme closer to or at the Air Fome desired
gonﬁ A B f th chan that th uld
amualnpto oemgx erexsany ce eywo agree
o a?;lgmple price redxcnon, lustrate

We will reqmre a mmxmum redumon of_

have a broken negotiation:
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5. Notify OMB and announce either way. .- : Fe s o

This will not be easy, given the long history on this deal, and the

consequences of a sudden change of heart. 1 would have expected that

the concessions should have and could have come as a result of

configuration changes which would have provided some cover for both

ﬂtfiams. Recall, I gave them that opportunity over the past two weeks In
a1 absence .. .. :

- ;‘?," should affor Boeing this Jast opportunity, and then call it a day for
4 - .

On April 15, 2003, Mr. Michael W. Wynne forwarded his e-mail to Mr. Jaymie

Durnan on to Dr. Sambur with a cc: to Dr. Nancy L. Spruill, Director, Acquisition
Resource and Analysis, Office of the Under Secretary of Defense for Acquisition,
Technology, and Logistics and stated; ) :

Marv; News, some good, some bad The good news is that OMB [Office
of Management and Budget] stood behind the configuration that you
desired, or as close to it as we could get The bad news is that they also
stood behind the IDA [Institute for Défense Analyses] valuation, which
was very close to their own, and will likely not get off that. They want a
". simple price concession from Bocing. Period Look at the strategy
gleilo'w, and unless you want to go with me and give this a shot, ] think
s is over. e

i] 15, 2003, Dr. Sambur forwarded Mr. Wynne’s e-mail t
Senior Vice President for Boeing Defense Systems with no comments.

© On April 23, 2003, Mr. Wynne met with the Office of the Secretary of Defense
Leasing Review Panel for the lease of the Boeing KC-767A tanker aircraft as
discussed in the following synopsis:

Mr. Wynne did a nice job keeping the meeting non-confrontational, and
exploring the factual bases for the differing Air Force and IDA [Institute .
for Defense Analyses] positions. Differences still exist in a number of
areas, but no real mistakes are apparent, merely differences in
professional judgments {(¢.g, Air Force uses commercial indexes, IDA
uses DoD indexes). There seems to be only one area (cost of capital) that

- OSD [Office of the. Defense] will overrule IDA; this will . . .
move OSD rough closer to the Air Foree position” .

. Afterwards, Dr Sambur advised the team that the Air Force is in frouble.

It appears that a consensus now exists’ and the White
House that the lease is only supportable at per aircrafl.

, Mr. Wynne has.this information and s 1t in confidence
with Dr. Sambur. .- - - coc o :

Bottom line: .It appears the Air Force has to head back 1o the niegotiation
table with Boeing.* My concern'is that the SPO [systexhéprogram office]
has effectively lost credibility when IDA/OSD overruled the negotiated
settlement they already reached. Unless someone from senior leadership
. gives the SPO top-cover and authority, 1 doubt that Boeing will negotiate
with them.  The Boeing local office is already saying that they want to

The saga continues .
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On April 24, 2003, Dr. Sambur sent an e-mail to Mr. Wynne with a cc: to
Dr. Roche and Mr Aldridge in-which he stated: .

: %[Boemg] visited me yesterday and asked about the status
told him that we were still debating the IDA [Institute for

. Defense Analyses] analysis. IDA eir analysis on third party
es that assumed knowledge rawings (IP). He said xhat

. ﬂnc«m gives away its drawings ese 3rd party vendors do not

e ability to FAA [Federal Avxanon Administration] certify their

work. In SPE [Senior Procurement Executive] is taking the
plane from unless the AF [Air Force] wants to certify the
tanker and get out of the loop, he does not see how the lease
would wotk e stated that there is tremendous risk in his FIXED
PRICE number (note that IDA does not have fixed price bids) and if
everything went PERFECTLY, he would make money He will not
his price to meet the 1DA number and will recommend 1o the
|Board in m:d May that the effort stop. Marv

On April 24 2003 in response to Dr. Sambur’s e-mail, Dr. Roche sent an e-mail
to Dr. Sambux and Mr. Wynne with a cc: to Mr. Aldrxdge in which he stated:

" And [ don't blame him  This assumption that Boeing is chmng the
. American taxpayers is not helpful. 1 am struck that not a single critic has

stepped forward to assume the program at a fixed price  What a waste of
effort! Pete, maybe it’s time to just wrap up this initiative. Jim

On Aori] 54 2003 r forwarded his e-mail with Dr. Roche’s comments
1o in which he stated:

: !mse treat as sensitive. 1 documented your visit (first email) to create a
sense of urgency. Marv

On April 24, 2003, ur’s e-mail with
Dr. Roche’s comments 1 in which he stated:
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On May 3, 2003 Dr. Sambur forwarded_e-maﬂ to Dr. Roche and
Mr Aldndge and stated:

1 havc had discussions w 3 xmxed cost plus and

fixed price ach dnsc on knday, will not go along with

this approach for the following reasons: can not give us a better

pnceonﬂ:egeenA/C{aumﬁ]becameweakeadyhaveﬂ)e ‘most

- - favored customer’ ¢clause. lfﬁxeyweretohwerﬂleupncetous, it would

- mean that they would have to give to everyone else that has this

clause. That is a non-starter for The cost plus as]
tions is. also a non-starter b the ti jce

S - green A/C most favored price) has, by calculation,

-, negalve in _Thus, even with a cost plus contract they lose money.

{x;additiw, believes that ﬁ:gr cost pllus &o;nl:;u ;s not permitted
o onal language . . o resolve er] uon
. that is nppmgusoﬁ‘ and to live ymgpercep

language, se a fixed price contract off

caps profit s [modifications] Jt gt the end ot the day
the true m“g:thmmf t is less than t

g
-~ auditall costsassocxatedwaﬂnhemods(see attack
" 1 like this approach except for the ' ision. This give-back
. provision requires the AF to reﬁm if we do )

ers in the fiture. Without this provision the price is
“get a small reducnon in -this- pnce
if we cornmi 1 asked Jim to
you on Monday to tell you that wxll not accept the cost
er. :

plus deal and apprapriate, you can
ask about the additional reducnon

especially if we can give him some assurance that we need-to buy

200 :ankcrs

On May 3, 2003, sent-an e-mail to

Dr. Roche in whic!

‘Removed for reason stated in the nitia} ssterisked footnote. (The reference is also on page 20.)
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OnMay 7, 2003,Wsmt an e-mailto .
Dr. Roche in whil N

MR. SECRETARY: just called me and said that Marv

W -the
mdoﬂu mnber per axmﬁ%m like to know if |Congressional Record]
¢ 1

anything like calling in the big guns to help out 1 told
hzmlwouldqueryyoutogetyowadvx P
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On May 7, 2003, in response to ISR <-m.il, Dr. Roche sent an

e-mail to [EEREER in which he stated:

it's time for the big guns to quash Wynne! Boeing won’t accept such a
dumb contract form and price, and Wynne needs to ‘pay’ the appropriate

price! Jim.

On May 9, 2003, Dr. Roche sent an e-mail to Ms. Robin Cleveland, Office of

Management and Budget, the subject of which was
cover letter attached for export. In the e-mail, Dr. Roche stated:

resume and

Be well. Smile. Give tankers now (Oops, did I say that? My new deal is

terrific.) ©
Jim

On May 23, 2003, Mr. Aldridge, Under Secretary of Defense for Acquisition,
Technology, and Logistics sent a memorandum, “Air Force Boeing 767 Tanker
Lease Decision Memorandum,” to the Secretary of the Air Force. In the

memorandum, Mr. Aldridge stated that:

After a comprehensive and deliberative review by the Leasing Review
Panel, the Secretary of Defense has approved the Air Force’s proposal to
enter into a multiyear Pilot Program for leasing general purpose
Boeing 767 aircraft under the authority in section 8159 of the Department
of Defense Appropriations Act, 2002. While the currently approved plan
will provide for delivery of a total of 100 KC-767 aircraft, approximately
67 of which will be delivered in the Future Years Defense Program
(FYDP), it is the intent of the Department to go beyond the initial
100 aircraft as we begin the recapitalization of the airborne tanker fleet.

The Leasing Review Panel compared the merits and shortcomings of
both leasing and purchasing the aircraft, and the Secretary determined
that the lease option best satisfied military needs and was preferable for
two primary reasons. First, the lease will require a lesser initial outlay in

the FYDP. Second, leasing accelerates the delivery of aircraft.

The Secretary of Defense approved this lease proposal contingent upon
securing a waiver of the requirement to fund termination liability and
approval from the Office of Management and Budget, While the KC-767
program is in its initial stages, I am designating the program as an ACAT
[Acquisition Category] ID Major Defense Acquisition Program. In the
inferests of the government and the taxpayer, I direct the Air Force to
work with Boeing to negotiate the best possible total purchase price not
to exceed $131 million per unit and lease unique costs, which the Special
Purpose Entity will be responsible for paying to Boeing, and which will

form the basis for government payments under the lease.

The total

purchase price shall include a firm, fixed-price for the ‘green’ aircraft
(767-200C) and for modifications and additional tanker equipment on the
green aircraft. The Return on Sales (ROS) shall not exceed i} for the
green aircraft or for the additional equipment; and the configuration shall
meet the minimum set of requirements to satisfy the Air Force’s mission.
1 further direct the Air Force to work with the Office of the Under
Secretary of Defense (Comptroller) and the Office of the Director,
Program Analysis & Evaluation, to finalize offsets in the FYDP to fully

fund the lease plan.

In addition, as mandated by the legislation, the Air Force shall submit a
report to the Congressional Defense Committees before signing the lease
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Revised on July 27, 2005

contract, and report back to Congress one year after the first delivery and
annually thereafter.

Finally, the Air Force shall develop a long-range recapitalization plan
beyond the current lease proposal and present that plan to the Secretary
of Defense by 1 November 2003,

On May 23, 2003, after about 2 years as the Under Secretary of Defense for
Acquisition, Technology, and Logistics, Mr. Aldridge retired from the
Government. Mr. Michael W. Wynne became the Acting Under Secretary
Defense for Acquisition, Technology, and Logistics.

On May 28, 2003, Mr. Michael W. Wynne, Acting Under Secretary of Defense
for Acquisition, Technology, and Logistics sent a memorandum, “Air Force
Boeing 767 Tanker Lease Decision,” to the Director, Office of Management and
Budget. In the memorandum, Mr. Wynne stated that:

After a comprehensive and deliberative review by the Leasing Review
Panel, the Secretary of Defense has approved the Air Force’s proposal to
enter into a multiyear Pilot Program for leasing general purpose
Boeing 767 aircraft under the authority in section 8159 of the Department
of Defense Appropriations Act, 2002. The Secretary has approved the
lease proposal contingent upon securing a waiver of the requirement to
fund termination liability and approval from your office.

There is consensus within the Department that we must start
recapitalizing the airborne tanker fleet as soon as possible, and that
re-engining the KC-135E aircraft will not extend their service life. The
combined effects of aging, the surge in demand due to the Global War on
Terrorism and recent conilicts have increased the need to replace the
KC-135. The Leasing Review Panel compared the merits and
shortcomings of both leasing and purchasing KC-767 aircraft, and the
Secretary determined that the lease option best met the needs of the
Air Force and was preferable for two primary reasons, First, leasing
accelerates the delivery of aircraft, satisfying the recapitalization need.
Second, leasing contributes to our goal of program stability by
minimizing impact to on-going programs.

The KC-767 program has been designated as an ACAT [Acquisition
Category] ID Major Defense Acquisition Program. In the interests of the
government and the taxpayer, the Air Force has been directed to work
with Boeing to negotiate the best possible total purchase price not fo
exceed $131 million per unit and lease unique costs, which the Special
Purpose Entity will be responsible for paying to Boeing, and which will
form the basis for government payments under the lease. The total
purchase price shall include a firm, fixed-price for the ‘green’ aircraft
(767-200C) and for modifications and additional equipment on the green
aircraft. The Return on Sales (ROS) shall not exceed [l for the green
aircraft or for the additional equipment; and the configuration shall meet
the minimum set of requirements to satisfy the Air Force’s mission.

The Air Force has been directed to submit a report to the Congressional
Defense Committees before signing the lease contract and report back to
Congress one year after the first delivery and annually thereafter.

While the currently approved plan will provide for delivery of a total of
100 KC-767 aircraft, approximately 67 of which will be delivered in the
FYDP, it is the intent of the Department to go beyond the initial
100 aircraft as we begin the recapitalization of the airborne tanker fleet.
The Air Force has been directed to develop a long-range recapitalization
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plan beyond the current lease proposal and to present that plan to the
Secretary of Defense by 1 November 2003

Jupe 2003. On June 20, Mr. Kenneth J. Kxieg, Director, Program Analysis and
Evaluation, sent 2 memotandum, “PA&E [Program Analysis and Evaluation]
Analysis of KC-767A Lease Program,” 1o the Mr. Wynne, Acting Under
Secretary of Defense for Acquisition, Technology, and Logistics, and to Dr. Dov
Zakheim, Under Secretary of Defense (Comptroller). In the memorandum,

Mr. Krieg stated that:

This memorandum provides a y of the A-94 and A-11 analyses
developed by PA&E [Program Analysis and Evaluation] in response to
taskings from the leasing review panel and subsequent leasing working
group meetings. The analyses are based on the Iatest version of the draﬁ
767 leasing contract provided to my office on June 17, 2003

Our A-94 analysis indicates that the provzsxons of the draft KC-767A
aircraft lease cost more than the eq hase of tanker aircraft
Measured in then-year dollars, lease costs ‘exceed purchase costs by
$6.0B [billion]; by $5.1B [billion} if measured in constant FY02 dollars;
or by $1 9B [billion) if measured in terms of net present value ‘Our A94
analysis is based on the following key assumptions: 1) For the leasing
scenario, that the Department purchases the KC-767A tanker aircraft at
the end of the jease period; and 2) for the direct purchase scenario, that
the Department seeks and receives Congressional approval for a
muluym pmcmement of 100 aircraft  We find that Jeasing provides no

lative to direct purchase of tankers and
is, therefore, more a(penswe inthelongrun,

Owr analysis also shows that the current draft lease fails to meet the
requirement of OMB [Office of Management and Budget] Circular A-11
that the present value of the lease payments be less than 90 percent of the
fair market value at lease inception. Our calculations show that lease
payments are more than 93 percent of fair market value, exceeding the
requirements for the definition of an operating lease. This analysls is
based on a fair market value of $131 million (CY02$). In addition to
OMB  Circular A1l requxrcmen\s, Section 8159 of the FYO02

ppropriations act includ that the. present value of the
lease payments be less than 90 percent of the fair market value at lease
inception.

A more detailed supporting analysis will be provided under separate
cover.

On June 20, 2003, Mﬁjot General William Hodges, Director of Global Reach
Programs, Office of the Assistant Secretary of the Air Force (Acquisition) sent an
e-mail to Dr. Sambur thh a cc. to Lxeutenant Gencral John Corley, Principal

i 3 xetaxyoftheAu Fome .

- |
?:Sﬁ??;:“i«"‘“““*“ o

h Deputy Chief, M
tvi e A 1rector of Global Reach Programs;|
Execyti r Office of the Ait Force Director of
grams; and Office of the Air Force Director
ofGlobalReach Progxamsmw ich he stated:
131
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DR. SAMBUR: I received a call from| ho works for Rick
Burke in PA&E [Program Analysis ation). HE stated he had
Jjust defivered a memo to Dr Roc}xc s office. I asked him if he could
share what they had sent and be a;‘ached the memo in te\;o files, bek}w
‘This was a total surprise and not ever mentioned in any of our —
discussions with Dr. Spruill or Dr. Schroeder. It appears that they have Congressional Record
simply listed all their positions on the report and none of the
accommodations reach with the Jeasing working group. Apparently, they
no fonger want to be part of the process
1 propose that we provide you with an email- containing our
counterpoints on their assertions, followed by a proposed response from
Dr Roche back 1o PA&E.

On June 20, 2003, Ds. Sambur forwards Major General William Hodges’ e-mail
to Dr. Roche and stated:

BOSS: Thi s getting idicalous!tt Congressional Recond
o5 ;

'On June 22, 2003, in response to Dr. Sambur’s e-mail, Dr. Roche forwards Majot
General William Hodges e-mail to Mr. Wynne with a cc: to Dr. Sambur and
stated:

. MIKE Ever since Pete [Aldridge] left, the bureaucrats who opposed the
767 lease have come out of the woodwork o try to kill jt-yet, once again
Mike, I won’t sign a letter that makes the case that we shouldn’t lease the
planes. Ken Krieg’s memo aftached is a cheap shot, and I'm sure has
already been delivered to the enemies of the lease on the Hill. Jtwasa
process foul And Ken needs to be made aware of that BY YOU!
1 can’t control the corporate staff on acquisition issues. Mike, this is
their way of asserting dominance over you. I know this sounds wild, but
animals are animals Pete [Aldridge] had beaten them down Now, they
are taking you on. I'm sorry. E: from
them is something ] gave upon 2’ while back Among other things, th
are about fo cause us to embarrass SecDef [Secretary of Defense], who
having approved the lease, will now have to explain why his staff is
destroymg the case for it I'll do whatever I can to help you, Mike, but -
it’s ‘your job to get the corporate staff under control. If not now, then
they will overnin you whenever you ‘don’t behave’ according.to their
desires. This is the same game they have played for years Thcy and
OMB [Office of Management and Bud are trying 1o set the Air Force
up to be dcsu-oyed by [a Senator] WI SD [Office of the Secretary of
efense] AND O As you might imaginie, I won’t
give them the chanoe, bm 1 wnll make it clear who s responsible to Don
[Rumsfeld] 1 refuse to wear my flack jacket backwa:ds'
Soiry, Shipmate. Jim. . -

On June 23, 2003 in response to Dx Roche’s e—maxl, Mx Wynne sent an e-maxl to
Dr. Roche thh aceito Dr. Sambur in wlnch he stated: i

»JIM Tha:}ksforyow note ~ I see ﬂus as an OSD [Ofﬁce of the -

el Dt o ing 70

Defe
&:k Secretary‘ as we!l—better he hcar it from two sourm
e
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. On June 23, 2003 Mr Wynne sent an c—max! to Mr. Kenneth J Kneg, Director,
Program Analysxs #nd Evaluation in whlch he stated:

KEN: If the purpose of your note is to run acquisition fmm PA&E
[Program Analysis-and Evaluation], we have 2 problem that needs
immediate resolution 1 have plenty of problems, but being ‘fragged’ Congressional Record
didn’t seem to be one of them, now I worry. If the SecDef [Secmary of
- Defense] wants to kill this he wnll so far not--your note was not helpful
* to either one of us. 1 will continue to make decisions that have the
potcnt:al for successful execution of the Jease nn!ess SecDef waves me

Besm ards,
Mike ®

On June 23, 2003 in response to Mr Wynne s e-maﬂ, Mr Kncg sent an e-mail to
Mr. Wyrme in whxch he stated

MIKE That’s not what I intended and 1 may have used 1he wrong

instrument to communicate my concerns. 1 just want o get toge her with ;f‘ ional Rewrd‘
you and Jim to make sure you understand what we are worried about.

ﬁ’s why I asked for us to get together this afiernoon.

On June 23, 2003, Mr. Krieg sent an e-mail to Dr. Roche in which he stated:

JIM: Understand from Doc that you are as mad as Mll‘ke [Wynne). -1 am
not trying to walk back anything. Iam trying to get the strategy 1o drive r"“_“"‘"""‘}
the deal; the deal and contract to set the numbers; the numbers to be Congressional Record
reopencd in the report without a lot of bype. ‘

Probably should have called you but I will explain later.

]\éljaént 10 get together with you and Mike to clear air.

On June 23, 2003 in response to Mr. Kneg s e-maﬂ Dr. Roche sent an e-mail to
Mr. Krieg in which he stated:

Kenny, 1 love you, and you kmow that.. I think you have been had by

some members of the famous PA&E [Program Analysis and E

staff. You never should have  put what you put in wmxng Tt will now be
}xsed against me and Dop'Ruimsfeld .
- dim
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July 2003 On July 8, Dr Roche sent an e-mail to Mr. Jaymie Durnan, The
Special Assistant 10 the Secretary and the Deputy Secretary of Defense with a cc:
to Mr. William C. Bodie, Spccxal Assistant to the Secretary of the Air Force in

which he stated

Jaymie, Mike Wynne has fallen for [Robin] Cleveland's line that our
letter must show the bogus calculation which is NPV [net present value]
negative by $1.9 billion.

- Why bog;os" if 1""1: had the b\.ldgteh&.N we would?’t need to tum)to adlet;se
But, we don’t  Thus, 1o essume that it exists (wrong ise), and then .
to the Congress passed J fon which jt J t, and then to

condemn_ourselves in writing by stating the ca!culauon based on a

fantasy sim| gly is crazy It is a bureaucratic trick to make a fool out of

Don [Rumsfeld] as well as the Air Force. All this was ‘resolved’ by Pete

Aldridge before he Jeft. To quote him: “We need to go forward with

DoD’s posmon 1f OMB [Office of Management and Budget] wants to

comment, let them *

Point: we are running aground because PAKE [Program Analysis and

Evaluation] and OMB want me to sign a suicide note, BUT T WILL

~ NOT: This whole drill bas gotien out of hand! Jlm

On Ju]y 10, 2003, Dr. Roche issued an update to Air Force Policy Directive 63~1
“Capab:lxty—Bascd Acquisition System,” that had been previously superceded by a
policy memorandum, “Reality-based Acquisition System Policy for all

Programs,” which Dr. Sambur issued on June 4, 2002 In the Directive, - . ’
Dr. Roche stated that the Directive was. substantxally revised and mustbe .. .
completely reviewed. Further, he stated that: ‘

The update of AFPD [Az: Force Policy D:rectwe] 63-] isa resu!t of :

guidance from the SECAF g-m ecretary of the Air Force] and CSAF {Chief -
ofSuﬁ'oftheAerome,n ified as the Commanders’ intent as well as
. . major revisions 1o, the acquisition directive and instruction
" There are two overarching objecvvec of aed;;ohcy 1) shortening the
- isition 'bbtyw:thmandwmde
.. the aoquisition community. Emphmxs is- placéd on the Commanders®
- intent and the primary missjon 10. rapldiy wer affordable, sustainable
capabdlty thiat-meets the. warﬁghter s needs expeemwm Based on
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the philosophy outlined in. this. policy, members-at all levels of the

acquisition “workforce are expected to seek innovative ways to ‘achieve

there objectives- through teamwork, trust, common sense, and agility.

Unlike previous guidance this policy is broad and non-prescriptive, The

objective is to give those accountable for program execution maximum

ﬂexxbxht?' in mnslatmg needs and technological oppmunxty into stable,
and well 8 quisition programs.

- Aungust 2003. On August 20, Major General William Hodges, Director of Global
R t Secretary of the Air Force (Acquisition)
Corporation with a cc: to
Air Force Deputy Assistant Secretary
2 ogram Integration); Dr. Sambur, Assistant Secretary
of the Air Force (Acquxsmon), ‘Major General Paul Essex, Headquarters, Air
Mobility Command; eadquarters, Air
Mobility Command; Office of the Assistant
Secretary of the Air orce (Acquisition); Lieutenant General Jobn Corley,
Principal Dep i of the Assistant Secretary of the Air Force
{Acquisition);
AirForce (Acquxsmon R
- Secretary of the Air Force cquisition).
Hodges stated that:
s
1 believe you may have already got the word from Blaise Durante
{Air Force Deputy Assistant Secretary (Management Policy and Program
Integration)], but since you are still traveling 1 wanted to confirm that
you have the Jatest direction from Dr. Roche {Secretary of the Air Force].
He bas asked us to halt our effert on conductmg the AoA [analysis of

alternatives] at this time, pending dim:non in the Authorization Bill
. todo so. [Emphasis added., ’

The Secretary feels it would send :he wrong signal to the members
participating in the upcoming SASC [Senate Armed Services Committee)
Hearing on 4 September and really convey the wrong message to the
committees who have almdy supported the Lease Proposal and our New
Start request

T would like to discuss funther at your cqnvgni__enc,e,__‘

e
chuxrments Study 2005. RAND conducted the study before September 1 l
2001, to assist the Air Force in determining when it should replace KC-135s and
135707 aircraft and what systems it should introduce to meet future force
requirements and to minimi
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the aircraft industry and, consequently, on the cost of acqumng commercial
airliners was not mcluded tirthe study. -

The study found that the optimal time to replace KC—1355 depends on the growth
rate of sustainment costs, and the size of the replacement fleet. According to
RAND, sustainment gmwth rate and fleet size factors were uncertain. 1fKC-135
sustainment costs remain stable, then no economic reason existed for {xe;hplacmg
the KC-135 fleet until the aircraft reach their structural flying limits.
also stated that Project Air Force research suggests that sustainment costs may-
rise over time due to the increased maintenance requirements of aging aircraft an
. assuming that four KC-135s can be replaced with about three KC-767s or -
equivalent aircraft, RAND concluded that immediate replacement would make
sense. However, RAND stated that quite plausible differences in future
requirement assessments and in futore cost-growth pxo;ecuon can make the
answer vary from “now” to “dccades from now.”

ot

November 2003 On November 1, Brigadier General Scott B Custer, Office of
Air Force Legislative Liaison sent an e-mail to Dr: Roche; General john Jumpe:,
Air Porce Chief of Staff; and Dr. Sambur in which he stated: :
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aak, R

On November 24, 2003, in Section 135 of the National Defense Authorization Act
for FY 2004, Congress limited the number of tanker aircraft that the Air Force

. could lease to 20 and authorizes procurement of up to 80 aircraft. In addition,
Section 135 of the National Defense Authorization Act for FY 2004 required that

B . - N s

*Remmoved for reason stated in the intial asterisked footncte
.o 137
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the Secretary of Defense perfoxm a study of long-term aircraft mamtenance and
requirements.

Sec. 135, PROCUREMENT OF TANKER AIRCRAFT.

() LEASED AIRCRAFT ~ The Secretary of the Air Force may lease no

more than 20 tanker aircraft under the multiyear aircraft lease pilot
program referred to in subsection (d). -

- {b) MULTIYEAR PROCUREMENT" AUIHORIIY - (1) Beginning
with the fiscal year 2004 program year, the Secretary of the Air Force
may, in accordance with section 2306b “of title 10, United States Code,
enter into a multiyear contract for the of tanker aircraft

y 1o meet the of the Air Force for which leasing of
tanker aircrafl is provnded for under the muluyeat aircraft lease pilot
program but for which the number of tanker aircraft Jeased under the
authority of subsection (a) is insufficient.

{2) The total number ofmkummaﬂpurehasedﬂmugh a
multiyear under this may not exceed §0.

(3) Notwithstanding subsection (k) of section 2306b of title 10,
United States Code, 4 contract under this subsection may be for any
period not in excess of 10 program years.

{4) A multiyear under this sub may be initiated or
continued for any fiscal year for which sufﬁcrem funds are available to
pay the costs of such contract for that fiscal year, without regard to
whether funds are avajlable to pay the costs of sucb contract for any

subsequent fiscal year. Such shall provide, , that
performance under the contract during the sub year or years of the
is i upon the appropriation of funds and shall also

provlde for a cancellation payment to be made to the contractor if such

% jons are not ma
(c) S OF LONG TERM TANKER AIRCRAFT MAINTENANCE
AND TRAINING REQUIREMENTS<(1)- The Secretary of Defense
shall carry out a study to identify alternative means for meeting the Jong-
term requirements of the Air Force for—
(A) the maintenance of tanker axrcraﬁ leased under the

Y

muluyw aircraft lease pilot program or p d under (%

(B) training in the operation of tanker anrcraﬁ leased nnder
t};c): multiyear aircraft lease pilot program or p under
(

(2) Not later than April 1, 2004, the Secretary of Defense shall
submit & report on the results of the smdy to the congressional defense
committees.

(d) MULTIYEAR AIRCRAFT LEASE PILOT PROGRAM DEFINED-
In this section, the term ‘multivear aircraft lease pilot program’ means
the acrial refueling aircraft program authorized under section 8159 of the
Department of Defense Appropriations Act, 2002 (division A of Public
Law 107-117; 115 Stat, 2284).

(e) SENSE OF CONGRESS- % is_the sense of - Congress that, in
budgeting for a program to acquire new tanker aircraft for.the Air Fome,
the President should ensure that sufficient budgetary resources are

provided to the Department of Defense to fully execute the and
to further ensure tbat al} other mhml defense programs are fully and
: vproverly funded. :

On November 27, 2003 Mr Peter Teets, Under Secretary of the Air Force sent an.
e-mail to Dr. Roche in whxch he stated:

- Jim: 1 think it 15 important for you to know all I know about the situation - -, ) s
surrounding the tankers. | sat in for you at the SecDef [S of {Congressional Record|

Defense] staff meeting Jast Tuesday As we went around the table, Joe
138’ :
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Schmitz (IG) [Department of Defense Inspector General] mentioned. the
Boeing dismissal of Sears and Druyun. The SecDef then asked if in 1Bt -
of that should we take a second Jook at her involvement in any tanker
Iease related matters in order to deflect possibe criticism from the SASC
{Senate Armed Services Committee] and unfavorable publicity, 1 said I
thought that was a good idea, and that we (the Air Force) would do so.
No further discussion on the subject occurred at the staff meeting, After
the staff meeting I scheduled short separate meetings with Marv Sambur
and Mary Walker for Tuesday afternoon following my return from a
meeting at CIA [Central Intelligence Agency). When I returned, I
:leamed mmawwwuld,no! g;et d?snh me at ng:l heduled lﬁme‘ ase
e was in Mike Wynne’s of iscussing Darleen’s involvement wit ngressional Record
tankers. 1 then met with Mary and asked her to think through the Darleen o
situation, plus another matter regarding proper packaging of material on
the AFA [Air Force Academy] situation that Schmitz had said was
ired to be delivered to the SASC Late' T afternoon I then
talked to Marv Sambur and got his assurance that a thorough review of
the Darleen situation had been completed and that there was no way
Darleen had any-influence on our current plan for tankers. Furthermore,
Marv said that a letter had been prepared for the DepSecDef [Deputy
Secretary of Defense] to send over to the SASC indicating same, and
notifying them of our intent to proceed. At that point, T thought the issue
was resolved. On Wednesday morning I read the Wash [Washington]
Post article guoting Sec {Secretary] Rumsfeld as saying he had agked his
staff to do a review of the tanker deal I sent Marv and {sic] e-mail
offering any help I could provide, and he responded with thanks, but it
was clear that this situation had once again gotten out of control. 1 am
sorry to report the news to you, but feit you needed the whole story as it
unfolded. :
Best Regards,
Pete.

December 2003, On December 1, 2003, the Deputy Secretary of Defense
requested an audit by the Department of Defense Office of the Inspector General,
stating that “In light of recent revelations by The Boeing Company concerning
apparent improprieties by two of the company’s executives, please determine
whether there is any compelling reason why the Department of the Air Force
should not proceed with its Tanker Lease Program. In particular, I would
.appreciate knowing whether any of these revelations affect any of your previous
analysis of this program.” ) ’

February 2004. On February 1, 2004, the Deputy Secretary of Defense
requested that the Defense Science Board evaluate aerial refueling requirements.
Specifically: . -~ ) :

1 am requesting you form a Defense Science Board (DSB) Task Force to
-evaluate ‘current- aerial refueling capability and future Department of
" Defense (DoD) aerial refueling requirements. - The -Task Force’s
evaluation should include recommendations for meeting futute’ aerial
refueling requirements. C o
"Most legacy and projected DoD aifcraft require acrial refueling to
conduct operations across the entire spectrum of DoD missions. As the
Department transforms itself to meet the challenges of the 21st century,
- existing aerial refueling capabilities may or may not meet future needs.
New systems and capabilities are being developed (e 8. F/A-22, the Joint. , -, .
Stiike” Fighter, Small Diameter ‘Bomb,~unmanned: acrial .-vehicles;
- proposed strategic ‘strike capabilities, etc.) which may drastically alter
future requirements for aerial refueling. Currént long range air mobility

139
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and strike aitcraft represent a significant and pervasive demand on agrial
refueling assets. In addition, it is quite possible that opponents have
identified refueling assets as a necessary component of U.S. success and
will target these assets in future conflicts, representing an aftrition of
aerial refueling capability that we have not experienced in the past.

The Task Force should assess current and future requirements with
respect to both legacy systems and missions, and take into account
proposed future systems and capabilities. The Task Force shall have
access to the historic reviews of the AirForce, General Accounting
Office, and other DoD departments, and request any data collection, or
data development required to fill in analytical gaps. Using best estimates
of requirements for 2010, 2020, and 2030, the Task Force should assess
the following options with respect to DoD aerial refueling capability.

& Retain the requisite number of assets to maintain curzent
capability. The Task Force should identify any issues which may affect
. the ability of the current aerial refueling fleet to continue to operate, to
include potential affects of corrosion, the estimated length of service
existing for current assets, means to mitigate these issues, and estimated

* costs of maintaining these assets as the fleet ages.

b Perform a service life extension on the requisite number of
existing aircraft. The Task Force should identify the expected lifetime of
refurbished aircraft to bound the potential cost of this option.

¢.. Acquire new refueling capabilities As a minimum, the Task
Force should assess the acquisition of new aircraft, modification of used
aircraft to perform the aerial refueling mission, and development of
unmanned aerial vehicles as an aerial refueling tanker. The Task Force
should include an estimate of costs and quantify an acquisition rate for
any new capabilities. -

d. -Evaluate other methods to address refueling needs. For
example, there may be sufficient financial incentive to re-engine existing
fleets of aircraft with- more fuel efficient engines which would lower -
overall demand. Development of suitable doctrine to employ Small
Diameter Bombs or other future precision weapons may reduce .the
number of required sorties and similarly lower future demand The Task
Force should attempt to quantify these trends and estimate costs of these
capabilities for comparison to the costs of other refueling options -

In arriving at the conclusions, the Task Force should not be bound 8y any
one option and may explore options not discussed above.

The Task Force should provide a final report by April 30, 2004, The.
Task Force should -provide their report directly to the Secretary of
Defense ) ) .
Administrative sugpon and funding will be provided by Mr Michael W,
Wynne, Acting USD(AT&L) and Dr. Glenn L. in, Director, Defense
Systems. Admiral Don Pilling, US will serve

as Co-Chairmen of the Task Force.
i as Executive tary; and
USAF, will serve as the DSB ense

cience ecretaniat Répresentative. .
The Task Force shall have access to any classified information needed to

" develop its assessment and recommendations.

The Task Force will be operated in accordance with the provisions of

- PL.92-463, the . ‘Federal . Advisory Committee Act’ and DoD
. Directive 5105.4, ‘The DoD Federal Advisory Committee Management
- Program.” It is pot anticipatéd that this- Task Force will need to go into -

any ‘particular matters’ ’w_ithin the meaning of Section 208 of Title 18,
140 ’
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U.S. Code, nor will it cause any member to be plaocd in the posmon of
acting as 2 procurement official,

On February 1, 2004, the Deputy Secretary of Defense requested that thé National
Defense University conduct a comprehensive analysis of lessons learned for the
Air Force Tanker Lease ngmm Specifically: :

In our continuing effort to improve the Department of Defense
acquisition processes, policies and proceds that
ity make available and
from the Industrial College of orces
o conduct a thorough and comprehensive - i
the US. Air Force Tanker Lease Program Li .
. team with as Chairman. -

tute
m shou)d plan to mitiate their analysis on or
ut ke > rief results no later than April 30, 2004
The lessons learned analysis. should answer at a mxmmum, but not be
limited to the following questions:

a. What processes, policies and procedures apply to the Tanker'
Lease Program and the contractor selection?

b. Was the established acquisition process followed in mbhshmg
the Tanker Lease Program as the solution to the DoD aerial refueling
requirements, if not why not?

¢ Were established cost and pricing guidelines followed, if not why
not?

d. Were reqmred congressional nouf cations made and made on
time, if not why not?

e. Was there a competitive process that determined the Ianker
L ease Program contractor?

£ What was the critical element in the acquisition needs statement
that drove the requirement and therefore the replacement timing? |

1 recognize that this sequest will p}ace a burden on your -faculty
workload, but it is a crucially imporiant assessment, and I am confident
that the results of this analysss will be extremely valuable as we work to
improve the DoD acquisition process

Administrative support and funding will be provided by USD{
e Secr Dcfense pomt cf contact is :
(703) 695

On February 24, 2004, Mr. Michael W. Wynne, Actmg Under Secretary. of
Defense for Acqmsmon, Technology, and Logistics sent 2 memorandum, .
“Analysis of Aiternatives (AoA) Guidance for KC-135 Recapitalization,” to the
Secretary of the Air Force. In the mcmorandum, Mr. Wynne stated:

I dxrect you to conduct an AoA [analysis of altemauves] for ana! yzing -
potential courses of action for recapitalizing the KC-135 fleet, under the .-
oversight of a Senior Steering Group (SSG) The anached gmdance
‘{Enclosure 1) is provxded to assistyou.

1 appoint the Director, Defense Systenis [Dr Glenn F. Lamamn] as chair .

-+ of the SSG, which will be comprised of representatives from offices that . = -
have equities- in- the future of the 2erial refueling fleet to inichude the - 5o,
military services, Joint Staff, USTRANSCOM S Transpomuon o
Command], and OSD/PA&E [Office of the Secretary . of

141.
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- Defense/Program Analysis and Evaluation] The SSG will guide and
review the work of the AoA. . S
A study plan shall be submitted to the SSG for review and approval not
later than two months from the date of this memorandum It should
include the AOA team composition and should specify the federally
funded research and development center or other independent agency
being used for the study. A final report—presenting details of the
- analysis, cost estimates, and the results—will be due within 18 months of
- the date of this memorandum.
Nim of contact for this action’ is (NN = (703) 657-
March 2004, On March 29, the Department of Defense Office of the Inspector
General issued Report No. D-2004-064, “Acquisition of the Boeing KC-767A
Tanker Aircraft,” stating that the Air Force used an inappropriate procurement
strategy and demonstrated neither best business practices nor prudent acquisition
rocedures to provide sufficient accountability for the expenditure of $23.5 billion
for the KC-767A tanker program We identified five statutory provisions that
have not yet been satisfied relating to: commercial items; testing (two statutes);
cost-plus-a-percentage-of-cost system of contracting; and leases. Therefore, we
recommended that DoD not proceed with the program until it resolves the issues
pertaining to the procurement strategy, acquisition procedures, and statutory
. requirements. .

Based on our findings, we also recommended that the Deputy Secretary consider
the following options. -

1. After implementation of audit recommendétions to resolve contracting and
acquisition issues, proceed with the sole-source acquisition of the Boeing
KC-767A Tanker Program for 100 or fewer aircraft. :

2. Initiate a new major Defense acquisition program based on the results of
an analysis of alternatives for military tanker aircraft. T

3. Implement a mix of Option 1 for some of the tankers and Option 2 for
subsequent tankers.

Our audit results showed 'th;ét, contrary to the Air Force interpretation, the Boeing

~ KC-767A Tanker Program did not meet the statutory definition of a commercial

item. No commercial market for this tanker aircraft existed to establish
n:asonableéfﬂces by the forces of supply and demand. Consequently, the
commercial item procurement strategy did not provide the Air Force with -~
sufficient cost or pricing data to make multi-billion dollar decisions for the
Boeing KC-767A Tanker Program and did not demonstrate the level of
accountability needed to conclude that the prices negotiated represent a fair
expenditure of DoD funds. The Air Force nsed Section 8159 of the Department.
of Defense Appropriations Act for FY 2002 to justify its informal acquisition

. strategy with the primary goal to expeditiously lease 100 Boeing KC-767A
Tanker aircraft to replace its aging KC-135E Tanker fleet. In doing so, the

Alr Force did not demonstrate best business practices and prudent acquisition

- procedures in developing this program and did not comply with statutory =~ - = -+~
" provisions fortesting. . . - - - S ST
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April 2004, On April 20, the National Defense University issued its report in
response to the Deputy Secretary of Defense tasking on February 1, 2004. The
National Defense University was tasked to answer six questions dealing with the
tanker lease acquisition. Based on interviews and literature reviews, the National
Defense University concluded that the Air Force and the Department of Defense
bypassed many elements of the normal acquisition system and that the Office of
the Secretary of Defense Leasing Review Panel was not a substitute for the
Defense Acquisition Board review of the tanker lease acquisition. The National
Defense University also concluded that the Air Force did not use a competitive
process for the tanker lease acquisition although contractor selection was a’
foregone conclusion based on Section 8159. The National Defense University
recommended that the Department of Defense: : '

» publish guidance on leasing in policy directives, the Federal -
Acquisition Regulation, and the Defense Federal Acquisition
chulation Supplement; and.

» establish procedures to require both cost and pficing data on sole
source or monopoly, commercial leases.

. May 2004. The Defense Science Board issued its report in response to the.
Deputy Secretary of Defense tasking on February 1, 2004. The Aerial Refueling
Defense Science Board Task Force reviewed the KC-135 program and concluded
that, based on fatigue life, the KC-135 airframe would be capable to 2040 and that
corrosion was manageable. With regard to KC-135 operation and support costs,
the Defense Science Board concluded that cost growth is manageable. The Board
also commented on tanker recapitalization noting that there is a need to embark
on a major tanker recapitalization program, but because total tanker requirements
were uncertain, the recapitalization program could be deferred until the
completion of the analysis of altemnatives and the Mobility Capabilities Study.
The Defense Science Board did not endorse the KC-767A tanker aircraft as the
prime or only Air Force near term solution to the tanker recapitalization problem.
The Defense Science Board suggested several options for replacing the KC-135Es
including: - - , : :

* . obtaining additional DC-10s that could be converted into tankers,
e retiring half of the KC-135Es under a hybrid recapitalization program
-~ and replacing them with commercial entities as commercial tankers for
. missions in the Continental United States, .
¢ phasing out the other balf of the KC-135E and replacing them with
: converted KC-10,and = o
s working with major airframe manufacturers to develop new tanker
" options with more modern airframes than the 20-year-old Boeing 767
. design. IR e
-~ September 2004. On Se;;tember 3, the Presiaent, Defense Acquisiﬁén Uﬁiversity
issued his report in response to tasking memorandum;. “Lessons Learned from the
zIndependent Assessments of Proposed.767 Tanker Lease Buy,” that the-Acting ;- -
Under Secretary of Defense for Acqiisition, Technology, and Logistics issued on
May 25, 2004. The independent assessments referred to were the Aerial
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Refueling Defense Science Board Task Force Study; the Analysis of Lessons
Learned from the United States Air Force Tanker Lease Program (TLP) —
Industrial College of the Armed Forces/National Defense University -
(ICAF/NDU); and the DoD Inspector General Audit Report “Acquisition of the
Boeing KC-767A Tanker Aircraft” .

The memorandum directed the President, Defense Acquisition University to . . .
chair a working group to formulate recommendations based on the results of these
three studies that will result in changes to the DoD 5000 Series, Federal
Acquisition Regulation (FAR)/Defense Federal Acquisition Regulation (DFAR),
and other acquisition related documents.” The Defense Acquisition University
Working Group did not conduct its own independent review, but relied on the
work previously accomplished by the Defense Science Board, the Industrial
College of the Armed Forces, and the Department of Defense Office of the
Inspector General. The Working Group reviewed all three reports to assess the
policy implications, which were based on systemic and structural deficiencies,
and to make appropriate policy recommendations.

The Working Group concluded that policy forcommercial item acquisitions and
the leasing process needed clarification. Specific recommendations included
several proposed policy changes in the areas of Acquisition Management and
Oversight, Commercial Item Policy and Leasing Policy.. The Under Secretary of
" Defense for Acquisition, Technology, and Logistics adopted all of the proposed
- recommendations and is in the process of implementation. The most significant
- of the proposed recommendations were that the Under Secretary of Defense for
Acquisition, Technology, and Logistics:

-« Follow DoD Instruction 50002 oversight, reviéw, and decision
: processes - Cancel Leasing Review Panel;

o Change the Federal Acquisition Regulation and the Defense Federal
Acquisition Regnlation Supplement to clarify the authority of the
contracting officer to obtain all necessary cost information needed to -
determine prices are fair and reasonable in commercial item
acquisitions;

- o Develop specific guidance for analyzing whether a significant military
» . unique modification effects a commercial item determination and for
determining a fair and reasonable price for the modified item;

* Rewrite the Comercial ltem Handbook to incorporate recent changes
resulting from legislation and best practices; and

e Evolve DoD’s existing body of'knowiedge in regard to management of
major systems to include systems acquired using Federal Acquisition
. Regulation, Part 12 procedures (e.g. testing, modifications).

October 2004. On October 28, in Section 133 of the “Ronald W. Reagan
. -National Defense Authorization Act for Fiscal Year 2005,”” Congress terminated
.. the Secretary of the Air Force authority to lease tanker aircraft; however, it
.- authorized the procurement.of up to 100 tanker afrcraft. .- .. - .
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SEC 133, AERIAL REFUELING AIRCRAFT ACQUISITION PROGRAM

(a) TERMINATION OF LEASING AUTHORITY —Subsection (a) of
section 135 of the National Defense Authorization Act for Fiscal
Year 2004 (Public Law 108-136; 117 Stat 1413; 10 US.C 2401a note)
is amended by striking ““may Jease no more than 20 tanker aircraft”” and
inserting “‘shall lease no tanker aircraft™.

(b) MULTIYEAR PROCUREMENT AUTHORITY.~Subsection (b} of such
section is a(m‘cpded— h (1) . S :

1) in paragrap :

. : (A) by striking “‘Beginning with the fiscal year 2004
program year, the Secretary’™ and inserting *‘The Secretary””; and
S {B) by striking ‘‘necessary to meet’” and all that follows
through “is insufficient”; :
(2) in paragraph (2), by striking ““80°* and inserting *“100**;

(3) by striking paragraph (4). - L

. (c) StupY~—Subsection (c)(1) of such section is amended by
striking “‘leased under the multiyear aircraft lease pilot program or” in
subparagraphs (A) and (B). ’ ) .

(d) RELATIONSHIP TO PrEvVious Law --Such section is further
amended by adding at the end the following new subsection; - :

**(f) RELATIONSHIP 70 PREVIOUS LAW —The multiyear procurement
authority in subsection (b) may not be executed under section 8159 of the
Depmltgnem ;{ Defense Appropriations Act, 2002 (division A of Public
Law 107-117) ™. L

December 2004. On December 9, Mr. Donald M. Horstman, Director,
Investigations of Senior Officials, Department of Defense Office of the Inspector
General sent a memorandum, “Accountability Assessment of Air Force Officials
who Participated in the KC-767A Taj j ,” to the Inspector
General of the Air Force, Attention:  In the memorandum,
Mr . Horstman stated that: -

o As discussed}wm\Fofyour office on December
9, 2004, we have initiated a review to assess the accountability of Air
Force officials who were ‘involved in the KC-767A Tanker Aircraft
Program. This review is separate and distinct from previous and ongoing
audits/investigations into matters concerning the tanker program. The
objective is to determine the extent to which individual Air Force
officials bear responsibility ‘for decisions that resulted, or had the
potential to result, in the waste of Govemnment resources, or that

. constituted an abuse of authority ] S

-+ - Our assessment will consider information collected during previous
‘and ongoing activities concerning the KC- 767 tanker lease initiative,
au%memcd by additional interviews and fact-finding We will begin the
fieldwork portion of our assessment by . interviewing knowledgeable

witnesses at ‘the Air Force Material Command (AFMC), Wright-
-Patterson Air Force Base - Will coordinate our activities with the

. Inépector General,” AFMC, and we request that you advise Air Force

* officials of the assessment as you deem appropriate. ~ o

Sl v e e e .
Janusry 2005. -On January 19, iii‘respoxis;e to Mr. Donald M. Hotstman’s
. memorandum of December 9, 2004, Dr. Roche sént a Jetter to.Mr. Joseph E.
* Schmitz, Départment of Defense Inspector General With 7 ¢c: 16 the Secretary of
Defense and the Deputy Secretary of Defense. In his letter, Dr. Roche stated:

and
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Dear Mr. Schmitz:

1 ami in receipt of your & December 2004 memorandum forwarded
to the Air Force IrgPector General announcing another investigation of
current Air Force officials by the DoD 1G Directorate of Investigations of
Senior Officials into matters related to the 767 tanker lease proposal

1 am astounded that we are spending government resources chasing
groundless allegations of malfeasance related to tanker recapitalization
proposals. It should be abundantly clear to all objective observers that air
refueling tanker recapitalization must be started soor, and that those
finalizing the previous lease proposal did so. consistent with legislation
and with the intention of protecting taxpayer interests. As important,
limiting any review to the Air Force, and not OSD [Office of the
Secretary of Defense], only contributes to the myth that -this was
exclusively an Air Force proposal. It was not It was a proposal of the
Department of Defense and the Administration, and it consistently was
- supported by three of the four congressional defense committees. But do
not misconstrue this point. 1’m not calling for an investigation of DoD or
Air Force personne] 1 see no basis to investigate anyone associated with
the final lease proposal. But if you find yourself compelled to do so, then
your agency should look at all aspects of the process leading to that
proposal. : ) ‘

Many looking into. the lease pre%posal seem to miss the starting
point. The proposed Jease responded to unambiguous congressional
language Specifically, the 2002 National Defense Appropriations Act,
passed by Congress and signed by the President, included the provision
that allowed the Secretary of the Air Force to °  establish and make
" payments on a lease pilot program for leasing general purpose Boeing
767 aircraft and Boeing 737 atrergft .. - -

- ‘Acting vnder this Jegislative direction, the Air Force negotiated a
proposed pilot lease for 100 XC-767A tanker aircraft, regularly verting
details of the evolving proposal with the Department of Defense along
the way. Not unlike the process followed for the successful 737 lease
months earlier, about which there have been no complaints, we
collaborated on an ongoing basis with the OSD Leasing Review Panel to
formulate the details of the ti;:ropased lease agreement. The Leasing
Review Panel, co-chaired by the Undersecretary of Defense, Acquisition
Technology and Logistics, the Honorable Pete Aldridge; and the
Undersecretary of Defense, Comptroller and Chief Financial Officer, the
" Honorable Dov Zakheim, was the final decision authority on whether and
when to bring the final lease proposal forward. -

This body, supported by a Working Group that included
representatives from the Office of Management and Budget, scrutinized
. every aspect of the proposal for over a year. Ultimately, the Department
- of Defense, not the Air Force, approved the lease pilot program. It was
. the Undersecretary of Defense (AT&L [Acquisition, Technology, and
Logistics]) who took the lead, quite properly, in negotiating this matter
with the Office of Management and Budget and with senior White House
staff, Ultimately, the Department of Defense authorized the Air Force to
submit the proposal to the congressional defense committees for their
consideration and approval, as directed by law. While three of the four
committees approved the new start request- for the Jease, the Senate
Armed Services Committee (SASC) did not: Incidentally, it was | who
originally chanipioned obtaining the approval of all four committees
before we proceeded. .Without SASC approval, no contract was signed, .
no funds were expended, and, unlike the 737 Jease, 2 Bocing 767 Jease .
pilot- program was not executed . There.is.no improper contract to |
investigate, no waste of resources fo pursue, and, a Defense Acquisition-
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Ur;i_vqrsi;y study determined that there were no violations of procurement
policies.” ' a

Unfortunately, the DoD IG inquiry to ‘determine the extent to
which individual Air Force officials bear responsibility,” as announced in
your memorandum, appears 1o suggest that the Air Force is somehow
solely responsible for all that transpired in negotiating the lease and
presenting the proposal to Congress - Again, let me be clear The
Air Force and the Department of Defense responded to congressional
direction and proposed a lease of Boeing 767 tanker aircraft in
compliance with legislation. Decisions on the future of this program
were made at every Jevel throughout the Department of Defense. Indeed,
it would be difficult to preserve the credibility of the inspector general
process or the investigation results if the investigation is arbitrarily

-.-limited 10 AirForce personnel or Air Force processes, or even DoD
personnel and processes, particularly given these basic facts:

“a In Jan 2003, the Undersecretary of Defense (AT&L), the
Honorable Peft:ﬂdridge, concluded that a lease of 100 tankers as called
for in legislation was the right and fiscally prudent decision. He then
100K the Jead in developing the Department's tankes proposal through the
Léasing Review Panel - ]

. - b. In the same month, [is i
Chief of Staff that, along with {a
proposal for new tankers for the Air Force.

¢ Throughout the spring of 2003, : 7 took the
lead for the White House in developing the' Administration’s tanker
proposal, concentrating in particular on unit price. )
d. In this perind . the Roeine Comnany met with and discussed the
. tanker Jease with [ on at least one occasion.

e. Mr. Aldridge and Deputy Secretary of Defense Wolfowitz
negotiated the approval of the proposal’ with -]
based largely on what the Administration an
acceptable price for the tankers :

f. Near the end of May 2003, Mr. Alridge recommended to the
Deputy Secretary, and présumably the Secretary, that the Department go
forward with the Jease, given the dramatic price reduction obtained oves
the spring . .

- g With the approval of the White House and the Secretary of
Defense, Mr. Aldridge afinounced the Departent’s position at a press
conference in late May. : . ‘ :

. h. In July 2003, Secretary Rumsfeld called me- in Newport, Rhode:
Istarid, 1o tell me that he did not want me to “give anything away” during ...
my visits with sepators in' conjunction’ with my nomination to be =~ -
Secretary of the Army. He speci stated that he did not want me to

* budge on the tanker lease proposal - - . - oL

"L In September 2003, OMB [Office of Management and Budget] -
and QSD joined the Air Force in supporting the Administration’s tanker - -
proposal before Congress Three of the four defense committees
approved the proposal.

*_j. Throughout the period spent dcvre‘;gping the tanker lease proposal,
fa Representative] vigorously suppo the proposal, and closely
monitored the process, as did other members of Congress. The Chairmen

¢] told the Air Force
ve}, he supported the

ved - woul

'Removedifor reason stated in the initial .aéte'ﬁsked footnote. (The second, third, and fourth rcferencés are
also on page 213) . o .
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of the Senate and House Defense Appropriations Subcommittees strongly
supporied the proposal, as did the Chairman of the House Armed
Services Committee  These three defense committees continue to this
day to call for tanker recapitalization of one form or another.

Lastly, you indicate an intention to start this investigation at the
field offices of “Air Force Material (sic) Command’ The bulk of the
activities related to this innovative effort to begin recapitalizing our
tanker fleet occurred here in Washington. As indicated previously,

. offices within DoD were engaged at every stage in the development of
this proposal. Moreover, members and committees of Congress, as well
as the White House, the Office of Management and Budget in particular,

- were involved from the earliest days and frequently along the way. You

- simply cannot gain a proper perspective of how good and decent people
tried to do the right thing by our warfighters and the American taxpayer
without looking at every aspect of how this program developed and
evolved. If you are going to undertake this investigation, then I belicve
you should in all faimess obtain the ful cooperation of the Secretary of
Defense, the White House and congressional leadership for your inquiry.

In conclusion, I’'m not calling for a broad investigation into all these
events, even though a comprehensive fook across multiple agencies
would be absolutely necessary should yon wish to understand the process
fully. The Air Force put forward a proposal done in conformance with
the law and policies in place at the time  The Air Force performed a due
diligence Jook into potential aiternatives, including open competition,
even thougg the legislation specified the Boeing 767. We faced some
criticism from certain members of Congress for taking this step. The
proposal had built-in safeguards against any windfall profits for the
supplier. It was debated, adjusted, renegotiated, and eventually apﬁroved
by OSD and the Administration Not a dime was given to the Boeing
Company at anytime, nor would any be given without full congressional
approval. .

- No, 'm calling for you to do the courageous thing and not
contribute to the further character assassination of those who tried to
serve honorably in this matter. To continue down the current path will
dramatically contribute to severe risk aversion on the part of senior and
Jjunior military leaders who should innovatively and efficiently field
enhanced war-fighting capabilities to those Americans who must go into
harm’s way To put it bluntly, this investigation will further stifle
innovative procurement for years to come.

" Sincerely, James G: Roche, Secretary of the Air Force

On January 27, 2005, the Chairman, Committee on Commerce, Science, and
Transportation sent a letter to the Secretary of the Defense, requesting that we
determine who intentionally deleted information from placards that were displayed |
during a tour that members of the Senate Armed Services Committee staff participated
in during Tinker Air Force Base visit in October 2003." Subsequent to the tour, the
Committee staff asked for copies of the placards.- Appendix G and supporting
Appendices H, 1, J, and K address the placards.” .
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Appendix D. Members of the Office of the
Secretary of Defense and the
Air Force Who Were Interviewed

The following members of the Office of the Secretary of Defense and the
Department of the Air Force, both military and civilian, including the then-
Secretary of the Air Force and the then-Assistant Secretary of the Air Force
(Acquisition), were interviewed to gain insight into what happened and who was
accountable during the structuring and negotxatmg of the proposed lease contract
for the Boeing KC-767A Tanker Program.

Office of the Secretary of Defense

Donald Rumsfeld, Secretary of Defense
' Paul Wolfowitz, Deputy Secretary of Defense

Office of the Under Secretary of Defense for Acqmsmon,
Technology, and Logistics

Mr. Mlcbael Wynne, Actmg Under Secretary of Defense fox Acquisition,
Technology, and Log:stxcs (formerly the Principal Deputy Under Secretary of
Defense for Acquisition, Technology, and Logistics)
Dr. Nancy Spruill, Director, Acquisition Resource and Analyéis o
Ms. Deidre Lee, Director of Defense Procurement and Acduis‘itidh :P'olicy
- Office of the Under Secretary of Defense (Comptroller/Chlef
 Financial Officer)

Dr. Ig)tg_r Zakbexm, Under Secretary of Defense (Comptrollex)/Chsef Fmancxal
icer

Mr ‘Wayne Schroeder, Deputy Under Secretary of Defense (Resouxce Plannmg/
' Management) S

Ofﬁce of the General Counsel

—Depaxtment of Defense Office of the General Counsel

*Became the Under Secretxry of Defense for Acquisition, T'echnol&gy; and I.ogisticsén A’;bril 1,2005
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Mr. Douglas Larsen, Department of Defense Deputy General Counsel for
Acquisition and Logistics S

Office of Program Analysis and Evaluation

Mr. Kenneth Krieg, Director
Mr. Richard Burke, Deputy Director for Resource Analysis
Mr. David McNicol, Deputy Director for Resource Analysis (former)

_Analyst for the Economic and Manpower Analysis
1vision

Office of the Secretary of the Air Foré_e

Dr. James G. Roche, Secretary of the Air Force
Office of the Assistant Secretary of the Air Force (Acqmsmon)

Dr. Marvin R, Sambur, Assstant Secretary of the Air Force (Acqu:sxtlon)
Major General Paul Essex, Director of Global Reach Programs (former)

" Major General Wayne ~Hoidges, Director of Global Reach Programs ‘
Major General Darry! A. Smﬁ, Deputy Assistant Secretary (Contracting)

— Deputy Director of Global Reach Programs (retired)

, —Deputy Director for Special ngrams (reured)

‘_Chlef Mobility Division {retired)
—Mobxhty Division .
—Moblhty Division

- —Support Contractor Analyst, Mobility Division -

—Deputy Chief, Contracnng Opexat:ons vaxs:on

Office of the Assistant Secretary of the Air Force (Fmanclal
Management and Comptroller) . S

M. Mlchael Montelongo, Assistant Secretary of thc Air Poxce (Financial"-
Management and Comptroller) ) . ,
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_Chief of the Economics Division -
Y s ipanci Economist (former)

Office of the An' Force Chief of Staff

General John Jumper,

Office of the Air Force Deputy Chief of Staff for A1r and Space
Operations

Mr. Harry Disbrow, Assistant Director of Operztxonal Capabllmes 'i
Requirements

Office of the Air Force Deputy Chief of Staff for Installatlons
and Logistics

m Action Officer for Weapon Systems

1vision, Arcraft Maintenance Directorate

mAcuon Officer for Weapons Systems-
1vision, AICT ntenance Lirectorate ,

Office of the Air Force General Counsel

Mr. James “Ty” Hughes, Ofﬂce of the Deputy General Counsel (Acquxsmon)
Office of the Air Force Legxslatlve Llalson

—Chxcf of Programs and Legxslanon (xemed) ’
—Chlcf of the Force Striscture Branch
G /<t Lizison -

Air Force Air Mobility Command

Lleutenant General Arthur Llchte, Dxrectox of Plans and Programs (fonner)

—Chxef of Systems Requirements " | o
. —C}nef of Tanker Reqmrements (foxmer)
. Y i 1o Reiveens (o)
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m@ﬁﬁ‘ of Tanker
equirements (former

(S ' o Tankcr Requirements
—Chwf of Tanker Requirements (former)

mmr Refueling Program Manager for the Tanker
equirements Bran ]

—Semox Analyst Studies and Analysis Division ’
_Chlef of Studies and Analysis Division

FScxence Applications International Corpoxatlon KC-135
er Requirement Manager

'—Requmems and Planning Council Analyst
—Progx am Analyst for the Next Generation Tanker program
G- ;-1 ~nalyst for Tanker Requirements Branch

Air Force Program Executive Office, Aeronautical Systems
Command, Air Force Materiel Command :

Brigadier General Ted Bowlds, Pxogram Executive Officer for Strategxc
Programs

—System Program Director, KC-767 System Pxogram Office

mmpmy Director, KC-767 System
gram ' S

_Contractmg Officer

_Oﬂ‘~ ice of the Staff Judge Advocate
—Contmctmg Officer

‘_logisﬁcs Manager

'—Contracting Officer

G st F:ice Analyst o R
. —Chxef of Air Force Vehxcle Imegrated Product Tcam
s —Deputy ‘Chiefof Contractmg o
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—Supemsory Cost Analyst v
Oklahoma City Air Logistics Center, Alr Force Matenel'
Command

Lieutenant General Charles Jobnson, Commander

—thtox' of Maintenance (retired)
—Vioe Commander
RN - of the KC-135 System Program Office
—Chief of Aircraft Maintenance

: mmpmy Chief of Tanker Aircraft Maintenance
ranch, Maintenance Division '

_—Executwe Offices for the Director of Maintenance A
—Executwe Officer for the Director of Maintenance
_Deputy Director of Staff A
Mr. Roi:eﬁ Conner, Executive Director

@ - B nch Planning Chief
—Chief'Engineer of the KC-135 System Program Office
—KC—BS Weapons Systems Support Center Chief
—Dxrector of Staff

-Dlrector of Engineering

G -1y Chic of Aircraft Maintenance
—KC-135 Industrial Engineering Technician

MSys:ems Engineering Division Chief for the KC-135
ystem Program Uilice )
—Députy Director of Maintenance
-hief of Procedures and Analysis for the KC-135 .
FSusminmcn'i DiVision Chief for the KC-135 System Program
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RN 0oy Director for the KC-135 System Program Office
—Suuctural Engineer for the KC-135 System Program Office

mmoduction Management Specialist for the Procedures and
ysis Branc!
G | << Branch Chief, Aircraft Division

Defense Science Board

William Schneider,'Jr., Chairman of the Defense Science Board . . .
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Appendix E. Operating Leases

The following discusses the use of commercial financing to recapitalize the

Alir Force KC-135 tanker aircraft fleet with Boeing KC-767A tanker aircraft; the
concerns of the congressional budget committees, the Office of Management and
Budget, and the Congressional Budget Office about various financing schemes
involving lease-purchase arrangements; and the approval pxocess for the Boeing
KC-767A tanker aircraft operating lease.

Using Commercial Financing to RecapitaliZe the Air Force
KC-135 Tanker Aircraft Fleet with Boeing KC-767A
Tanker Aircraft

' Semor members of the Admxmstxanon, Congress, the Départment of Defense, and
the Air Force worked together in an effort to use commercial financing, an
operating lease, to start recapitalizing the Air Force aerial tanker fleet with Boeing
KC-767A tanker aircraft. The purpose of the operating lease was to preserve

-budget authority for other higher priority items because the Air Force did not have
money in the budget to purchase tanker aircraft. - The use of an operating lease to

. begin recapltahzmg military assets is an issue that needs to be clearly addressed

by the Admmxstratlon, Congress, and DoD to prevent futuxe problems :

Office of Management and Budget Circular Nos. A-11, “Preparatxon, Submxssxon,
and Execution of the Budget (2003)” and A-94, “Guidelines and Discount Rates
for Benefit-Cost Analysis of Federal ngxams,” provide specific requirements
that must be met to qualify for an operating lease. Senior members of the Office
of the Assistant Secretary of the Air Force (Acquisition) consistently argued it
was their opinion that the Boeing KC-767A Tanker Program met the Office of

- Management and Budget ¢riteria for an operating lease; however, the Office of
Management and Budget, the Congressional Budget Oﬁ'xce congressional staff,
the Department of Defense Office of Program Analysis and Evaluation, the

~ Department of Defense Office of the Inspector General, and other AirForce - . ...
officials had different opinions. - Subsequently, the Office of Management and
Budget changed its A-11 criteria to where the tanker lease program would no
longer qualify. Further, some of the actions taken to “make the lease fit” were
hxghly questxonable such as: . _

- paying 90 percent of the assets faxr maxket value over 6 years fora
25 to 40-year asset; ,

o selling the tanker aircraft at fair market value and then receiving a
- refund for the difference between the fair market value and the
. remaining 10 percent value after § years; .

e wawmg tenmnatxon lxabxlxty fox the lease peakmg at over-
.-and e I
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» using a multiyear aizcraft lease price and a non-multiyear buy price for
the A-94 net present value analysis. s

Congressional Budget Office Paper on the Use of Leases and
the Relationship to the Budget

The congressional budget committees, the Office of Management and Budget, and
the Congressional Budget Office have historically had concerns with various
financing schemes involving lease-purchase arrangements because they
understate the cost of capital acquisitions in the budget. When lease-purchases
are not appropriately scored in the budget, managers may be encouraged to
purchase assets that were lower priority and that could not otherwise compete in
the budget process. ' .

A Congressional Budget Office paper, “The Budgetary Treatment of Leases and
Public/Private Ventures,” examined agencies’ use of leases and the relationship to
the budget. The Congressional Budget Office paper showed that in the late

_ 1980s, the congressional budget committees, the Office of Management and
Budget, and the Congressional Budget Office have been concerned with the

-prohferation of Jease-purchases. In October 1988, the Acting Director, Office of
Management and Budget told the heads of the executive departments and
agencies that, although “a number of agencies and committees of Congress have
proposed financing schemes involving lease-purchase arrangement,” those
arrangements understated the cost of capital acquisitions in the budget and were
opposed by the Administration. The Congressional Budget Office paper reported
that the demand for budgetary treatment, which would consistently put the costs
of lease-purchases up front in the budget, reflected three basic concerns:

s One was that the ability of agencies to rely on private borrowing,
albeit private borrowing backed by future lease payments by the
government, had the potential to seriously undermine fiscal discipline,
rendering limits on deficits or caps on federal spending ineffective.

« Second was the concern that the.ability of agencies to avoid the up-
front costs of their decisions could make it more likely that they would ~*
undertake projects of lower priority, leading to an inefficient allocation
of resources. o i . :

» The third concern was the incentive to use lease-purchases even
though a lease-purchase was almost always more costly than direct
purchase of the same asset. .. )

The Congressional Budget Office paper alsp addressed other lease issues.

Rapid growth in the use of lease-purchases in the 1980s highlighted the
need for up-front ‘scoring of those leases that amopnted to asset

. purchases. In response to budgetary pressures, federal managers
increasingly relied on such leases even though, viewed over the life of
.- -the asset, they were almost always more costly than outright purchases.
In addition, the extensive use of leases threatened to undérmine efforts to
contro total federal spending. The guidelines for the budgetary-
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treatment of leases that accompanied the Budget Enforcement Act{BEAL... -
of 1990 were expected to curb the rapid growth of leasing, promote fiscal
discipline, and encourage more cost-effective choices between leases and
outright purchases. . .

Although the BEA guidelines for leases were adopted in response to the
specific budgetary problems of the 1980s, they might be viewed as part
of a gradual and sometimes erratic shift toward a budget process that
provides greater visibility and controf over federal spending Evidence of
that shift is seen in the 1967 Commission on Budget Concepts, which set
out the basic principles of federal budgeting, and late in the
Congressional Budget and Impoundment Control Act of 1974, which -
gave the Congress the ability to set revenue and spending targets and
monitor progress toward those targets. OMB'’s current guidelines for the
full funding of investments--which initially applied. only to the
Department of Defense’s acquisition of weapons systems but now are.
applied much more widely—are-consistent with that trend. - :
Under current budgetary guidelines, leases fall into threevdistinct-v -
categories: operating leases, ‘lease-purchase;, and ital leases.
erating leases are limited ones that are not considered the equivalent
of an asset purchase. As defined in the current scorekeeping guidelines, . .
operating leases satisfy six criteria. Those criteria include a limit on total -
_ amount spent on the lease (90 percent of the asset’s fair market value)
‘a;dla limit on the po;tion of the usefu] service life of the asset covered by
e Jease (75 percent). Because operating leases are not equivalent to an
asset purchase, the budget authority for such leases is szgr“ed either for -
the full amount of future lease. payments up front or, if the contract
includes a cancellation clause, for the first year's payment plus any
cancellation penalty, with future years® payments scored incrementally
over the term of the Jease

In contrast, the budget authority for a lease that fails to mest the criteria
for an operating lease is scored up front for the full present discounted
~ value of all future lease payments, regardless of any cancellation clause
Scoring the budget authority up front in this way acknowledges that such
leases are, in effect, 2 commitment to purchase an asset on the
installment plan - Such Jeases are either Jease-purchases—Jeases in which
the ownership of the asset transfers to the government at the end of the
lease—or capital leases, a category that includes all leases that are neither
‘operating leases nor lease-purchases . ‘ -
Before the implementation of the current lease-purchase guidelines in
- 1991, OMB’s standard practice was to record the budget authority. and~=-—-v - -~
‘outlays for lease-purchases that were specifically exempted from the
Anti-Deficiency Act in their authorizing legislation incrementally, over
the term of the lease. That approach made lease lease-purchases appear -
- much Jess costly, in the near term, then direct purchases of assets,” In -
. some cases, that budgetary treatment encouraged managers to purchase
assets that were Jower priority and could not otherwise compete in the
budget process. It also encouraged managers to use lease-purchases even
if a direct purchase would have been more cost-effective :

Summa’f_y of How the Opeix-ating Lease WagAppered

The following are selected e-mails, memorandums, and interviews that identify
accountable officials associated with the operating lease for the Boeing KC-767A
- tanker aircraft and excerpts from interviews that representatives fromthe ... .. ..
" Department of Defense Office of the Inspector General conducted of senior - -
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Office of the Secretary of Defense and Air Force officials associated with the
operating lease. ’ .
Prior to 2001. A Senator and the Senate Appropriations Committee
encouraged the Air Force to lease airplanes. Specifically, a Senator was
pushing to lease airplanes for the Air Force from Boeing for the VCX program.”
The Air Force entered negotiations, but never leased the planes because of
problems involved in the lease process. The Air Force did lease 737s but jt was a .
lot easier deal because Boeing financed them and they were not new airplanes. A
Senator and the Senate Appropriations Committee have been trying to encourage
the Air Force to lease airplanes. .

Early 2001. A Senator called Ms. Druyun, Principal Deputy Assistant
Secretary of the Air Force (Acquisition and Management) about acquiring

.. airplanes from Boeing and using leasing because the Air Force did not have
the money in the budget. Specifically, a Senator called Ms. Druyun indicating
that he was again Jooking to acquire airplanes for the Air Force. The Senator was
really pushing leasing. The Air Force needed to lease the aircraft because it did
not have money in the budget to purchase them and was not willing to give up
other programs for those aircraft. The Senator was thinking that Boeing would

have excess capability after Septem ' result, the Air Force
-could get a good deal from Boeing. Deputy Chief,
Contracting Operations Division, Office of the Assistant Secretary of the

Air Force (Acquisition) stated that the Senator thought that the DoD budgeting
system did not work well and that DoD was going to need additional military

~ capability. In addition, he stated that the Senator thought that the Defense budget
was going to go up in the future and that leasing was a way to get programs going.

May 2001. Onr May 11, Secretary of Defense Donald Rumsfeld asked

Dr. Dov Zakheim, Under Secretary of Defense (Comptrolier) to look into
commercial financing concepts relating to capital asset leasing and
mentioned a Senator’s strong interest in facilitating such financing. One of
the potential capital asset lease concepts discussed was the replacement aerial
tanker for the KC-135 tanker aircraft. The use of Jease financing did not
require additional budget authority. Specifically, on May 11, 2001, Secretary
of Defense Rumsfeld asked Dr. Dov Zakheim to “initiate the process to get this
moving and coordinated” refating to a paper on commercial financing concepts of’
capital asset leasing. The paper was outlined in 2 May 8, 2001, memorandum that

" Mr. William | an, Defense Science Board, prepared at the
suggestion o irman, National Economic Council, who
met with finance specialists at Citicorp (New York) to:

. bﬂef‘Citicorja on DoD interest in applying commercial financing
technigues to selected DoD assets, including a replacement aerial
tanker for the existing fleet of 500 KC-135 tanker aircraft, and

Ihe VCX program consisted of smal! and large aircraft. The small VCX (C-37A) was 2 long range
executive passenger jet that would have provided worldwide air transportation for the Vice President,
cabinet members, congressional delegzations; Presidential emissaries and other high ranking dignitaries of
the United States. The large VCX (C-32A) wais a Boeing 757-200 passenger jet The large VCX aifcraft
was to have been acquired under a Jease with option to purchase contract. S
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e obtain Citicorp views on statutory and regulatory obstacles that
prevent the use of commercial lease finance techniques in order to
permit DoD to finance capitai asset acqmsmons and the sale-leaseback

of DoD real property.
Mr. Schneider’s memorandum stated that; .

Two potential capital asset jease concepts- were d:soussed 1) 17
strategic airlift aircraf, and (2) a replacement aerial tanker for the
existing fleet of ~ 500 KC-135 aircraft. The opportunity cost of tying up
appropriated funds for decades on long-lived capital assets is an
important incentive for the use of lease finance in the private sector In
view of the likeliiood of tight topline budget constraints, preserving
scarce Budget Authority for transformation and recovery of the capability
of currently deployed forces is a high priority. The use of Jease financing
can contribute to these ends w:thout a requirement for additional Budget

. Authonty

Mr. Schneider also stated that a Senator has a“strong interest in facilitating the
use of such financing ” A congressional staffer affirmed the Senator’s intense
mtexest in mcxeasmg the role of commercxal fmancmg in defense acqmsmon

- Subsequcntly, thc Secretary of Defensc asked Dr. Dov Zakhexm, Under Secretaty
‘of Defense (Comptroller) on May 11, 2001, to initiate a process to get commercial

- financing techniques moving and to Coordinate thh the appropnate people

- including the DoD Off ce of General Counsel.- ) s

September 2001. Ms Druynn s!ated that the Axr Force was leasmg rather
.. than purchasing the aireraft because funds were not in the budget to.’
" purchase tanker aircraft and that a lease deal was favorable to both a
.Senator and General John Jumper, Air Force Chief of Staff. Ms. Druyun was
not sure who initially drafied the-Department of Defense Appropriations Act for
FY 2002 language; however, she stated that she, along with her staff, reviewed
the Janguage and might have made changes. Ms. Druyun also stated 'that
-Dr. James G. Roche, Secrétary of the Air Force made the decision to use Federal
. Acquisition Regulation, Part 12 instead of Federal Acquisition Regulation,
Part 15. Inaddition, Ms. Druyun stated that 2 Representative frequently called
her requesting information about the tanker negotiations with Boeing.

On September 25, 2001, Ms. Druyun wanted to lease tanker aircraft that was
also a “vision |tem” of Dr. Roche’s. Boeing, a Senator, and the Air Force
could work Capital Hill and the Office of Management and Budget on the

tanker alrcraft lease. Spemi' ically, notes from a Boemg

an stated that

‘e’ Ms. Druyun stated behef that Boemg was facmg problems before
- September 11, 2001 and they need to shaxe ovethead unpacts with

"~ DoD.
-Ms. Druyun had spokcn thh a Represemanvc 1o purchase
Boeing 767A tanker aircraft:
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¢ Ms. Druyun wanted to lease tankers and this was a Secretary Roche
vision item. -

e Senate and House Approprxatxons Commmees mterested in increased
capability.

* Major General Paul W. Essex, Director of Global Reach Programs,
Office of the Assistant Secretary of the Air Force (Acqmsztxon) stated
that the tanker need was 500 to 600 aircraft.

¢ Ms. Druyun wanted to take charts to Capital Hill on concept.

¢ -Boeing, a Senator, and the Air Force could work Capital Hill and the
Office of Management and Budget on concept.

'¢ "Major General Paul W. Essex suggested converting 136 KC-135E
tanker aircraft to 100 Boeing 767A tanker aircrafi.

Asa result of the meetmg,*at Boeing was tasked to
develop bri tanker aircraft lease concept by September 26,
- 2001, f and Ms Druyun to take to Caplta_l Hill. |

October 2001, The Air Force did n ] ' ino KC-767A .
“Tanker Program out of its budget.
.. Air Force Air Mobility Command, stated that the Air Force was not going to take

“the Boemg KC-767A Tanker Program out of hide and that because-the Air Force
wias not going to get the money any other way, it would have to do something
else o . .

The original Jease langnage th ; wac workine did not provide for
leasing custom built aircraft. ffice of
the Air Force Director of Global Reac grams, Office of | sxstant y

Secretary of the Air Force (Acquisition) ‘stated that, with regards to the . .
Department of Defense Appropriations Act for FY 2002 language, tbe Axr Force
provided input to the appropriations and authonzmg commiitees. that
ut was to'go with an operating lease. In addition, '
stated that the draft language was  provided to Boeing, who edited
1t and provided their input to the language. The Air Force’s first draft was made

- available to Boeing in October 2001.- Because the Office of Management and,
Budget rules did not allow for ieasmg a custom built am:taﬁ, the Air Force
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determined that it would lease “green aircraft” (basic Boeing 767 aircrafi) from a
_ Special Purpose Entity and modify the aircraft into tankers

On October 7, 2001, Ms. Druyun prepared a letter for Dr. Roche to send to a
Representative on the need to “jump-starting” a replacement program for
the XC-135 tanker aircraft fleet. Specifically, on October 7, 2001, Ms. Druyun
prepared a draft Jetter to a Representative concerning the “jump-starting” of a
replacement program for the KC-135 tanker aircraft fleet She forwarded the
draft to Major General Paul W. Essex, Director of Global Reach Programs, Office
of the Assistant Secretary of the Air Force (Acquisition). On October 9, 2001, at

* the direction of Major General Essex, the draft was forwarded to the Office of the
Secretary of the Air Force. On October 9, 2001, Dr. Roche sent a Jefter to the
Representative, which was basically the same as the draft prepared by
Ms. Druyun. _ o

November 2001. Lieutenant General Reynolds, Commander, Aeronautical
Systems Center, Wright-Patterson Air Force Base chartered a “tiger” team
to work a contract to lease KC-767 air refueling aircraft. The charter was to
develop an implementation plan to lease aircraft.” - - -

On November 1,2001, Mr. Edward C. “Pete” Aldridge, Jr., Under Secretary
of Defense for Acquisition, Technology, and Logistics and Dr. Dov Zakheim,
Under Secretary of Defense (Comptroller) issued 2 memorandum, stating

"~ that leasing had potential benefits and greater flexibility and that the

Department should use multiyear leases as a means of acquiring capital
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assets where it makes good business sense. Specifically, on November 1,

<" Mir. Aldridge and Dr. Zakheim issued 2 memorandum, “Multiyear Leasing of
Capita} Assets,” to the Secretaries of the Military Departments; the Commander in
Chief, Special Operations Command; and the Directors of the Defense Agencies.
In the memorandum, the Under Secretaries stated that “Leasing has several
potential benefits to the Department and provides greater flexibility in dealinig
with changing requirements. The Department needs to use multiyear leases as a
means of acquiring capital assets where it makes good business sense.” Further,
the Under Secretaries stated that they were jointly establishing a Leasing Review
Panel and requested that the addressees identify candidate programs for
acquisition by means of muitiyear leases. The Under Secretaries also stated that
the Panel would review all lease proposals projected to cost a total of

$250 million or more over the life of the Jease. After review of the proposals, the
Panel would make recommendations to the Defense Acquisition Board or the
DoD Chief Information Officer.

- :On November 8, 2001, the Congressional Budget Office explained that the

_ only way to make the tanker aircraft program happen was ¢ i

capital lease. Specifically, on November 8, 2001, according to%at

. Boeing, Major General Essex, Director of Global Reach Programs, Office of the .

- Assistant Secretary of the Air Force (Acquisition) met with representatives from
the Congressional Budget Office to receive an out-brief of the Office’s
recommend i sition on the tanker lease program, which was as a
capital lease. oted that Major General Essex’s meeting with the
Congressic get Office had the same “flavor” as did Boeing’s meeting.)
Further, stated that, upon arriving, it was clear that the Congressional
Budget Office’s intent was to question Major General Essex about the details of
-~ the tanker Jease program. Specifically: . -

-- CBO {Congressional Budget Office] bad decided that the program could
. only be scored as a Capital Lease (Lease-to-Own). Most of their
questions were intended to have the Air Force provide statements to -
. bolster their position. . C
"+ » CBO asked if AF [Air Force] wiil have a2 requirement for Tankers at
. the end of the Jease. Gen [Major General) Essex' responded they
., -~ would, but the 767 might not necessarily be the Tanker for the future -
TTihar the AF will have an Analysis' of Alternatives in the FEY [sic]
budget to look at Tanker recapitalization. .

¢ CBO asked about the type of modifications necessary to convert a 767
.- toatanker. Gen Essex explained that Cargo door & Cargo floor mods
. .[modifications] would convert the a/c {aircraft] to a Cargo aircraft
{with commercial value) and the boom, and hose & drogue would
have to be added to make it a tanker. . .. . i

- o CBO asked, then-was it AF intent to turn these back over to Boeing at
.the end of the lease. Gen Essex explained [that] the AF wanted
flexibility through this pilot program to either end the Jease, extend the
lease, or purchase the aircraft at some point. ' .
e CBO asked if Boeing has estimated the de-modification costs for these
aircraft? [Tlermination liability required? [Clost to finance? Gen
... - . Essex explained these questions could best be answered by Boeing
-~ ot 2.0 CBO asked the AF to get-Boeing to provide this information. o
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Bottom Line! CBO concluded saying they could not find any other way

to make this lease program happen cxcept [by] scoring this as a Capital

Lease They are recommending to the Committees, as they did in our

. [Boeing’s] meeting, that these aircraft could be procuxed using Advance
. Appropnamns

Halso stated that Major General Essex thanked Boemg representatxv&s for
* the pre-brief before the Air Force’s meeting with the Congressional Budget -
.Office. Asa result, they were better prepared for the meeting. .

December 2001.
nagement and Comptroller) stated
Office of the Air Force Director of Global
rograms, Office of the Assistant Secretary of the Air Force
(Acqmsmon) asked him to make certain assumptions that he though were a

e to make the lease look good. Further, be stated that
as basically delegated to run the sbow and his main

‘function was to get the tanker airczaft gperatine amps. From
December 2001 1o Novcmbex 2002, TSON was a
senior financial manaee : ¢ Boeing KC-767A

stated that he worked with

ssistant Secretary of the Air Force (Acquxsmon)
ain concern was looking at the numbers, the
as to get something on the ramps. In regard
asked him to make certain assumptions that be
thought were a little. unreasonable to make the lease Jook more attractive. There

were a num ere he thought assumptlons were not
really valid. stated that he e-mails
questioning certain assumptions and their defensibility. as the

main face to DoD and outside organizations.and not the linancial management
side of the house. In addition, he stated that numbexs were.contorted 2 fot of
different ways to sell the pzogram

ﬂice of the Assistant Secretary of the -
Hler) remembered receiving a
Oﬁice of the Air Force

i yisition) a was trymg to torpedo the Air Force. In
emembered Mr. Michae] Montelongo,
Assistant Secretary of the Air Force (Financial Management and Comptroller)

coming to his office and saying “Hey, guys, we fought our ﬁght, and, you know,

this is the Air Force position. You know, it’s time to geti believed
[ ew the financial management position..

hought that financial management as an-organization was -~ - -

!azrly wg ! !xd nott a personality, was as strong
as Dr. Sambur Further, ew of an anonymous
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e-mail t stating that“had no integrity, et
cetera, et cetera, arather harsh and damning e-mail. - T

On December 3, 2001, Ms. Druyun recognized that the Congressional Budget
Office position on scoring the lease as 2 capital lease was a problem and

stated that the Senate Appropriation Committee and Boeing wer, i
?’ssueﬁ Specifically, on December 3, 2001, Ms. Druyun spoke t

at Boeing about the Congressional Budget Office tanker aircraft Janguage.
e expressed her view that the Congressional Budget Office construct was not
- viable. Subsequently, Ms. Druyun spoke to the Senate Appropriations Committee
. staff, After speaki ith the Senate Appropriations Committee staff,

Ms. Druyun call back to report. She stated that she was frustrated
¢ with the Congressional Budget Office and that knew that the Senate )

_ Appropriations Committee and Boeing were trying to work the issue.

On December 5, 2001, Ms. Druyun notified 2 Representativeanda -
congressional staffer that the Janguage on Ieasing tankers was not executable.
The Janguage required the Jease of “green aircraft” (basic Boeing 767 aircraft) and
then modification through a ate appropriation. She wanted the congressional
language to describe the lease for a “commercial aircraft tanker” versus a green -

- 767 aircraft because the Air Force did not have the money for the modification
and would not meet the 90 percent fair market value rule. (In July 2003, the
Office of Management and Budget changed the Office of Management and
Budget Circular No. A-11 criteria to requiré Government unique features or
enhancement to be financed up front and separate from the lease) On ~ -
December 5, 2001, Ms. Druyun sent this information in ane~mail to Dr. Roche;
General John P. Jumper, Air Force Chief of Staff; General Robert H. Foglesong,
1}?’ Force Vice Chief of Staff; and Dr. Sambur. In the e-mail, Ms Druyun stated

[A Representative] and [a congressional staffer] faxed me the new
janguage on leasing last night that will go to conference. They have fixed
some of the issues but as written it is still not executable. [The
Representative] called me again this AM to get my sense of its
executability and this is what I said to him: ) :
"o the Janguage ires. the AF [Air Force] 10} lease green 767 aircraft
but procure thrmg%é””'ate Auth/Approp gAudlorizaﬁonlApprop ati
the mod to make 1t a tanker. This means the aircraft cost is
which I then do my fair market value 90% assessment. For a ten year
. lease ] bust the 90% figure...its approx 116% under OMB [Office of
' Management and Budget] Circular A-11. - o S

» 1 asked if they could describe the Jease for a “commercial aircraft
tanker” vs fversus) green 767 a/c. My reasoning for this is that |
. believe Boeing can market a commercial 767 tanker which hopefully
can include a boom -and comm [communications] equipment for US
" and FMS [Foreign Military Sales] sales. Thic would not require the-
USAF [U.S. AirForce] to come up with a copy for each a/c
. faircraft] which I told him would probably be mmpossible to do with
) our current top line. Writing a lease for a commercial tanker largely
. solves this problem " Also it puts th I would do an OMB
_Circular A-11 calculation on close to and iffdoitontwo 5 -
*+ .- year.leases | belicve I.can come within. the 0% rule since eachisa. .. ..
*-stand ‘alone calcilation SAF/IA [Air Force nder Secretary | -
(International Affairs)] is looking at whether ‘can have as a
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description in their commercial tanker some variation or options such -
- as radios and have two commerciaFtanker offerings: US and FMS and
non FMS subject to ITAR {Intemational Traffic in Arms Regulations].
1 should hear back on that later today . o o
* [The Representative] asked that I call [a congressional staffer) and
-+ discuss the changes that I would want to see happen in Conference. 1
am aweiting his call sometime today. [The Representative] and [the
congressional staffer] told me that the prohibition to eventually buying
these airoraft would be changed in .the next couple of years.
Apparently they have some backroom agreement on this. The lease
would then be allowed to be scored annually per discussions they have
 had with CBO [Congressional Budget Office] and OMB if 1 can meet
- the A-1] requirements. . . - ot o
I 'will keep you posted. Boeing by next week can have a commercial
tanker ready for marketing with'a boom if T get a green light from 1A
{AirForce Deputy Under Secretary (International Affairs)] on my
questions. e

- On December 5, 2001, Dr. Sambur touted that Ms. Druyun was doing an
excellent job on Capital Hill to modify Janguage on the tanker aircraft lease

" and that it was “approaching the doable range.” Specifically, on December 5,
2001, in response to Ms. Druyun’s December 5, 2001, e-mail, Dr. Sambur sent an
e-mail to Dr. Roche, Ms. Druyun, General Jumper, and General Foglesong with a

" ¢e: to Mr: Willard H. Mitchell, Deputy Under Secretary of the Air Force -
{(International Affairs) in which he stated that, “Since this email, Darleen
[Druyun] has done an excellent job on the Hill to modify the language so that it
{is] approaching the doable range.”

QOn December 12,2001, an Office of Management and Budget official sent a
letter to a Representative expressing grave reservations about leasing tanker

_aircraft as part of an economic stimulus package. Specifically, on
December 12, 2001, an Office of Management and Budget official sent a letter to
a Representative in which he stated that “Thank you for your letter to [a White
House official] requesting that the Administration’s economic stimulus package
include funding for the purchase or lease of Boeing 767 aircraft as the Air Force’s
next generation tanker. The [White House official] has asked me to respond on

. his behalf” Further, the Office of Management and Budget.official discussed the

" Representative’s concern about the economic well-being of the Boeing Company

and stated that: . . . : . -

In your letter you ask that the economic stimulus package include money
for the lease or purchase of new B-767 aircraft as tankers for the
"AirForce. We have grave reservations about leasing these aircraft Our
analysis shows that over the long-term a lase-g’urchase program would
be much more expensive than direct purchase of the same aircraft. With
regard to the possibility of procuring the aircrafl, we have now begun the
programmatic and budget reviews necessary for the preparation for the
FY 2003 Budget submission. In this process programs are evaluated in
‘terms of their cost and potential military benefit. Please be assured that
.. we will consider your request carefully s we. prepare the FY 2003
Budgetrequest. | L :
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On December 17, 2001, Major General Paul W. Essex e-mailed Dr. Sambar
that Ms. Dnlyun, Boemg, and Air Staff representatives had developed
optious that met the requirements for an operating lease. On that date, Major
General Paul W. Essex, Director of Global Reach Programs, Office of the
Assistant. Secxetary of the Air Force (Acquisition) sent an e-mail to Dr. Sambur;
Ms. Druyun; Lieutenant General Stephen Plummer, Air Force Pnncxpa! Deputy

¢ pry

(Acquisition); Mr. Blaise J. Durante, Air Force Deputv A
(Management Policy and Program Integrauon),
the Air Force Director of Global Reach Prgera

Secretary of the Axr Force (Acquisition);|
irector of Globa

rograms; an
Air Force Director o
Essex stated:

Dr. Sambur
Summary of actions taken:

Mrs. Druyun, Boeing, and Air Staff reps metend of last week to develop
and examine set of options which meet the requirements for an ting
jease. Over weekend further refined these options and began geradmg
briefing which lays out an Integrated Master Schedule combining all
Boeing and. Government actions required to obtain congressional
. approval and initiate the program. We will brief this to Mrs. Druyun
" Wednesday at 0700, along with the matrix of options which meet the
operating lease gates. The variables in the matrix are: purchase price,
- lease term, interest rate, residual value, and lease payment. All the
.- options presented will meet the OMB [Oﬁ‘ ice of Management and
--Budget] gates..
* 1 recommerid that we brief Dr’ ‘Roche on Wednesday after this meeting,
- at which time we can also show him what he just asked for.._how we got
-the old nuimbers and what are “the real numbers.’ ] think it is xmportam
to remember that the old numbers were generated on a *pilot program’
) which was really a capital lease by another name. That is oﬂ the mb!e
T and- we need o dlstanee ‘ourselves from them if wecan - . .

VMrs Dmylmdeen[Gcneml]Plummer,. .
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This is what I sent to Dr. Sambur, at his request. He'is going 1o call or
e-mail SECAF [Secretary of the Air Force) about 767 numbers problem.
As you can see, 1 am recommending we try to get SECAF to wait til{l]
Wednesday to discuss the lease numbers The previous lease numbers
were for a pilot program whxch is completely different from what we’re
~ working toward now.

On December 18, 2001, Mr, Paul D. Wolfowitz, Deputy Secretary of Defense

wanted a bneﬁng paper on Boeing 767 leasing issues, including why the

decision was made to lease versus buy, costs, scoring issues, and advantages

and disadvantages. Specifically, on December 18, 2001, Mr. Jaymie Durnan,

The Special Assistant to the Secretary and the Deputy Secretary of Defense sent
an e-mail to Dr. Roche with a cc: to Mr. Aldridge; Brigadier Genem

Assistant to the Deputy Secretary of Defense; and
In the e-ma:l, Mr. Durnan stated:
o Jim, L . .
DSD {Deputy Secretary of Dcfense] asks that you provnde him with a
briefing paper on the 767 leasing issues. He would like the paper to

" include how the decision was made, why the decision was made to lease -
versus buy, the costs involved, the scoring issues involved, the.

advantages and disadvantages of leasing versus buying, were ‘there .
alternatives to the 767 and what were they, and other relevant issues you
deem appropriate. It would be helpful to give him 2 scorecard of why [a
Senator], et al are so opposed to it,

He asks if you can provide the paper by cob [closc-of-busmess] today
and, if necessary, would like to schedule a meeting with Pete [Aldridge]
Dov [Zakheim] and you tomorrow to dxscuss the i 1ssue

On December 25,2001, Dr. Roche, Dr“ Sambur, and most senior Air Force
oﬂ'icxals dxscussed wbethex the Air Force could live with the i

aft
Specifically, on December 25, ZOOIW
tated that Dr. Roche called together peopie from the
ces O it Force General Counsel, the Assistant Secretary of the Air Force

(Financial Managemem and Comptro}ler), the Deputy Assistant Secretary of the

Air Force for Contracting, and the Deputy Chief of Staff for Air and Space

" Qperations t0 analyze the tanker aircraft lease language i in the law, to determine -
what they understood Boeing’s process to be,

~ -could go forward with the Air Force budget.’
 that they met over Christmas and everyone ag

all “two-letter” directorates

. then that Dr. Sambur tasked
KC-767 System Program Othice to press torw:

Y

ecalled
1t would be ditficult. Almost
agreed to go forward. It was
System Program Dxrcctor,

January 2002, The Air Force Integrated Procm Team looked mto the
. feasibility of leasing the aircraft called for in the congressional language. The
.“Air Force Integrated Process Team was formed to look into the feasibility of
leasing tanker aircraft as mmtwned in Section 159 of th
i . Team members were:
Integxated Process Team

Program Office;
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contracts;m configuration; former
contracting officer, andothers. .. ... . GiNER

The KC-767 System Program Office was ' tract the lease
called for in the congressional language. Deputy Chief of
Contracting, Air Force Materiel Command recalled attending a meeting directing
the Aeronautical Systems Command, Wright-Patterson Air Force Base to get on
contract the tanker aircraft lease called for in Section 8159 of the Department of
Defense Appropriations Act for FY 2002. He stated that Lieutenant

General Reynolds, Commander, Aeronautical Systems Command directed that the
KC-767 System Program Office be set-up. C

The Air Force contracting officer stated that he w: i he
congressional language to lease tanker aircraft.
Contracting Officer, Aeronautical Systems Command, Wright-Patterson

Air Force Base stated that he was involved on the initial team that started wotk on
the Commercial Derivative Air Refueling Airciaft, later changed to the KC-767
System Program Office. He stated that the Aeronautical Systems Command
received short notice to get on contract the lease called for in Section ‘the
Department of Defense Appropriations Act for FY 2002. In addition,

stated that Lieutenant General Reynolds, Commander, Aeronautical Systems
Command directed that the KC-~767 Systemn Program Office be set up to handle
the tanker lease program. He further stated that Lieutenant General Reynolds
may have received this direction from Headquarters, Air Force.

The Air Forf:e Dépnty Chief of Contracting stated that thé KC-767 System

Program Office wa trying to make the tanker aircraft
~ operating lease fit. stated that, in regard to the lease, “we
_ pushed the edge of the envelope. 1here’s no question that there were a couple of

issues with regard to the operating lease [for the Boeing KC-767A tanker
aircraft]. It was on the ragged edge.- There’s no question that it was on the edge
and that we were really reaching to try and make it [the operating lease] fit”

February 2002. The KC-767 System Program Office at the Aeronautical
Systems Command, Wright-Patterson Air Force Base was formed to support
X i ' y of the Air Force (Acquisition).

Deputy Director, KC-767 System Program
. Ofhice stated that - ystem Program Office team was formed to support
" the Office of the Assistant Secretary of the Air Force (Acguisition).” .

Lieutena s, Commander, Aeronautical Systems Command
assigned o the KC-767 System Program Office team as
the System Program Director to support ¢ e Assistant Secretary
of the Air Force (Acquisition). At the time, working the
K.C-135 tanker aircraft replacement program. stated that he reported
to Brigadier General Ted F. Bowlds, Program Executive Officer for Strategic
Programs, Office of the Assistant Secretary of the Air Force (Acquisition).

- Brigadier General Ted F. Bowlds, Program Executive dtﬁcer for Stmtegic :
- Programs, Office of the Assistant Secretary of the Air Force (Acquisition)
stated that Ms. Druyun was running the program and that he was just an
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action officer, not a decision maker. momce of the
- Air Force Director of Global Reach Programs, ce of the Assistant™= *
Secretary of the Air Force (Acquisition) was Ms. Druygn’s insi n and
Brigadier General Bowlds was concerned about wha as
reporting back to Capital Hill. Brigadier General Bowlds sta t “she
[Ms. Druyun} is very hands-on, and you were kind of like an action officer as
opposed to a decision maker. ' You're just the implementer.” Ms.
ick a person to be her inside man or woman, that person was|
: In addition, Brigadier General Bowlds stated that, “So you basically,
got somebody out here running a program that is answerable not to me, not
necessarily to his boss, Major General Essex at the time, and answers directly to
{Ms.] Druyun.” Brigadier General Bowlds further stated that:

- . Because there was questions that were going back to the Hill, and it was,

. ges deep worth of the truth, but when it got to
it was, well, we can’t tell that whole story, da da da
we're only gomg to give them a paragraph and that’s what we’re

going to send &

Brigadier General Bowlds stated that he mentioned to Major General Essex
. problems about being left out of a meeting. Specifically, at a meeting in
" Sai is Mi i, Ms. Druyun pullgd Brigadier General Bowlds;

em P, KC-767 System Program Office;
: Cost Price Analyst, Aeronautical
ystems Command, Wright-Patterson Air orcmd the team that

you are trying to drive the price too low and for o work with
- the team to bring the price back up.

On Fe,brniry 12, 2062,‘a‘ Representative and a Senator worked on
congressional language to help the Air Foice achieve tanker recapitalization
goals. - S

On February 20, 2002, Brigadier General Darryl A. Scott, Deputy Assistant
Secretary (Contracting), Office of the Assistant Secretary of the Air Force
(Acquisition) signed out a request for information to The Boeing Company
and Airbus North America, Inc. (European Aeronautic Defence and Space
Company, Incorporated) to begin the Air Force’s market research and assess
market capabilities in the area of commercial aerial tankers.

On February 26, 2002, a congressional staffer asked why an request for
information was sent to Airbus North America, Inc. (European Aeronautic
Defence and Space Company, Incorporated) when the Senate had already
* decided that Boeing would supply the tankers. -Specifically, on February 26,
2002, a congressional staffer asked why the Air Force had asked Airbus to
provide information in response to a request for information before notifying a
Senator. The congressional staffer noted that the issue regarding Boeing -
. supplying the tankers had been decided by an overwhelming vote of the Senate
" (98 10 2). In response, Brigadier General Darryl A. Scott explained that the -
request for information did not commit the Air Force to competition. The ™ -
congressional staffer’s final words were “It is important to pick and choose your . -
: ﬁie:gs very carefully.. Tt is clear that you have chosen, and the Committée has '
noted it.” IR
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April 2002. F Cost Price Apalyst, Aeronautical Systems
Command, Wright-Patterson Air Force Base stated that the guidance from

Ms. Druyun and Congress was to get a i on contract, do it
commercially, and get it from Boeing.- as involved in
attempting to get the jease of 100 Boeing KC- er aircraft on contract.

He stated that, basically, the team was formed to support the Office of the

- Assistant Secretary of the Air Force (Acquisitio] i the time was working

. the KC-135 replacement program. In addition,| tated that, around
April 1, 2002, the team received instructions to start work with Boeing to finalize
a contract. Specifically, he stated that the guidance from Ms. Druyun and
Congress was {g rating lease on contract, do it commercially, and get it
from Boeing. MMS told by Solomon Smith Barney that classic
modeling of an operating lease would not work because of the lenders. Trying to
do a reasonable residual value under the lease would not work because the lenders -
would not buy-in because of the loan to value ratio. When the Air Force turns the
tanker aircraft back in, the marketplace would be saturated sometime after :

20 plane; d in and the last 30 or 40 planes may be sold as scrap.

Further,wyated that, because the Air Force could not use any

language stating that they intended to buy the Boeing KC-767A tanker aircraft,

Dr. Roche and Ms, “letters of comfort” when the time came.
He also stated that| Office of the Air Force Director of
Global Reach Programs, Office of the Assistant Secretary of the Air Force

(Acquisition). devised contract clause C102 to address the issue of residual value

of only 10 percent after 6 years. The clause states that the planes have to be

_ purchased at fair market vahie; however, if the fair market value is hi
residual value, Boeing must give the Air Force a rebate. In addition,
stated that the Boeing and Air Force Integrated i

presentations and status reports n and
. Boej uyun and retired, Brig:
‘and at Boeing received the briefings.
On April 8, 2002, at the DoD Press Briefing of Secretary Rumsfeld and
General Richird B. Myers, Chairman, Joint Chiefs of Staff; General Myers
stated that “Now, what we are talking about, leasing, this is an Air Force

. issue. The Air Force is looking at that, and they bave not brought that to me,
or to the Secretary.” S e L em i

On April 16, 2002, Senate Armed
informed Major General Essex;
Office of the Air Force Director of Global Reach Progrg
jstant Secretary of the Air Force (Acquisition); and
Chief of Mobility and Special Operations Forces, Weapons
aison:Division, Office of Air Force Legislative Linison that leasing was
perfectly acceptable if you get what you pay for. However, if you pay
90 percent of the assets value, you should obtain 90 percent of the assets life
< in return. A six-year lease for 90 percent of the cost of the aircraft is not a
good deal. Those comments resulted fiom a discussion reported in an April 16,
2002, Tanker Lease Congressional Contact Report.. Present at the discussion were
- four members of the Senate Armed Services Cogmittee it d
éé Air Faree officials: -Major Gerieral Essex, and’
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. On April 25, 2002, the Air Force did not answer questions.from a reporter
about whether the tanker aircraft lease purchase plan began when a Senator
called the Air Force and requested that it use “creative funding” to

ino KC-767A tanker aircraft. Specifically, on April 25, 2002,
#U.8. News and World Report,” submitted questions to Dr. Sambur.
uestion: I am told by two sources that the tanker lease purchase plan began

when a Senator called the Air Force and requested that the service use “creative
funding” to buy 767 tankess. Iam further told the Senator said creative funding
meant a lease. I understand it was this call that helped move the proposal to the
top of the agenda. Is that true? When was the call? Who did the Senator speak
with? Whose idea was the lease? Whose idea was it to buy 767s? Is the lease cost
more than a purchase, will that limit the number of new tankers the Air Force can
have Jong term? Answers were not provided to these questions.

May 2002. On May 3, in a letter to a Senator, the Office of Management and
Budget stated-that it interpreted the congressional language on the tanker
aircraft to mean that the Air Force could lease basic aircraft and then modify
the aircraft; however, the Air Force interpreted the language to mean that it
could lease the converted aircraft because the aircraft qualified as “general
purpose aircraft.” The Air Force interpretation presumed that an active
commercial market existed for the tanker aircraft. Specifically, on May 3,
2002, an Office of Management and Budget official sent a letter to a Senator in

which he stated: )

Dear Senator:

"Thank you for your letter of April 17, 2002 in which you asked us for the
preliminary results of our analysis of the following areas related to the
-Air Force's tanker fleet. o

- The Air Force's discussions with Boeing regarding leasing 100 B-767
tankers are still ongoing. We, therefore, have no basis to change our
previous cost estimates for leasing or direct purchase of B-767 tanker
aircraft  We believe, however, that there are four options for the tanker

fleet:
- Do nothing. This is the path analyzed by the Ai ip jts two studies
* It results in increased long-term costs of! paid out over

- 40 years, accepts the risk -of shortfalls in certam scenanios, but avoids
‘potentially large up-front costs of $3-26 billion, depending on the option

E:omi:en 1%6}11(50[335;5’ targ:er en;odels.into KC—Isg'R’ mgdqls. The AF
Air Force already conducted a re-engining an ade pro for -
most of its KC-135s, to convert them to n:ﬁe ‘R?pr%;del,prwg:hmthe

Air Force plans to keep in service until perhaps 2030 or 2040 depending
on usage. In all, the AirForce has slready re-engined 410 aircrafi,
leaving only 126°E’ aircraft in the Air National Guard fleet with older

. engines that couid also be converted into an ‘R’ h an option
- could be achieved for an estimat ; ad over
-~ a period of 6years (about The
" advantages of this option are that the fuel offioad capacity of each -

" - aircraft would be increased and the total fleet capacity increased to solve
some of the shortfalls idéntified in the TRS-05. Moreover, maintenance
costs of the current aircraft would be reduced, In addition, this option
would increase the capacity of the fleet sooner than other alternatives (all

" converted aircraft could be delivered by 2005):
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Direct purchase of 100 Boeing 767 i and retirement of the
KC-135E fleet 'Based on a price of per airplane, which we
understand is a reasonable possibility, and includj ired military
construction, this option would cost approximately and would
not be complete before 2011/12. The Air Force would have Yo fully fund
these aircraft in its budget request. New B-767s would provide the
Air Force with all the advantages of a modern aircraft with greater
availability and a potential life longer than that of converted KC-135R
aircraft,  However, because 100B-767 aircraft would replace
126 KC-135Es, the total tanker fleet capacity would be reduced and
would not solve any of the shortfalls identified in TRS-05.

Lease 100 Boeing 767 aircraft in accordance with section 8159 of the
" -FY2002 Defense Appropriations Act We understand section 8159 to
mean that the lease would cover the aircraft in its basic, or transport,
configuration, which the Air Force would then modify into a tanker .
configuration. At the end of the 10 year lease period the Air Force would
de-modify the aircraft and return them to Boeing in their original
transport configuration. In this way the Air Force could meet the criteria
ing lease. The Air Force believes that the base aircraft cost is
.with tanker conversion and de-conversion costs adding
to the price. As we indicated to you in our letter dated
8, 2001, we believe that the total cost of this option would be
in then-year dollars. This option would provide aircraft on
e same Schedule and have the same tanking capacity as the direct
purchase option with lower near-term costs, but would require that the
Air Force return the aircraft after 10 years, meaning that they would have
to develop an alternative for the tanker flect by that time. .

We have no basis at this time to change our*esﬁmate, since
discussions between the Air Force and Boeing to determine the possible
iease arrangements for such an aircraft are still ongoing. However, we
understand that the AirForce interprets section 8159, together with a
colioquy reported in the Congressional record on December 20, 2001, to
mean that a B-767 tanker is a general purpose aircraft In an exchange
involving Senators, the Members stated they believed a converted 767
qualified ‘as a general purpose aircraft * This position presumes there is
an active commercial market for tankers which would therefore relieve
.the Air Force of costs associated with conveisions. '

Clearly, this interpretation would make it financially easier for the
Air Force to meet the conditions for an operating lease imposed by
section 8159 because they could amortize the costs of tanker conversions
-over ten years instead of paying for conversions up front. While we are
.curfently unaware of any commercial buyer or interest in purchasing
100 tankers, OMB will provide its views on the Air Force interpretation
to you in the next few weeks. - . : )

Leasing policy - .

You asked us to examine the policy of leasing major defense programs
and to evaluate the role of DoD’s recently established Lcasmgprl:evxew
Panel. When analyzing capital leases, we believe it is critically important -
to compare the full cost of the Jease with other methods of acquiring the
capital assets, including direct purchases. We also believe that [a White
House official] and the Congress should consider the full cost of capital
acquisitions when they make budget decisions to allocate resources to
Federal agencies and programs For that reason, we strongly support the
budget scoring mles for leases, which were agreed 16 by the Congress

* >and [the White House official] as part of the Budget Enforcemesit Act of

1950 -The fules  distinguish operating leases from capital leases and .
address the fact that somé capital leases are virtually equivalent to the -
purchase of & capital asset, with most or all of the benefits and risks of
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e

. ownersh:p transferred to the govcmment, while others are more e like .
rentals.- They require agencies to fund the full cost of purchases, lease
purchases, and capital leases up-front in the first year of the transaction
In this way, thz%l cost is recognized at the time when decisions are.
made to incur that cost, regardless of the source and form of financing, so
that Congress and [the White House official] have the incentive and the

" information nemsazy to make the most efﬁclem use of taxpaycrs
money.

. The Defense Department’s Leasing Rcv:ew Panel, of which OMB is a
. member, has not yet met because the Air Force has not yet complczed its
: _proposnl to Jease &767s and B~737 executive Jets.

On May 7, 2002, the Congressional Budget Office expressed 10 a Senator its
concerns about why leasing tankers will cost more than the direct purchase
and estimated that, in net present value terms, the lease would cost about

$4 billion more than the. purchase option. Factors that make leasing tankers
more costly included the additional cost of financing, risk associated with'a
limited market, increased administrative costs, and long-ferm requirement
for assets. Specifically, on May 7, 2002, the Congressional Budget Office sent a
letter to a Senator that addressed its analysis of the tanker lease. The
Congressxonal Budget Offi ice analysxs showed:

- Factors that lend to make the lease of such assets by the govemment
- more costly than a direct purchase include the lessor’s cost of financing
(which is higher than the cost of Ireasury borrowing), the need to set
lease payments high enough to compensate the lessor for the risk he
incurs by producing an asset for which there is a limited market, and any
increased administrative costs associated with a lease rather than an
outright purchase. Further, in this case, the need for tanker -capability
- will presumably not expire with the lease term — something must be
" purchased or leased 1o replace it Therefore, we have included an
” estimate of the cost to purchase these tankers at the end of the lmetmn‘
— the most likely option to preserve tanker capability.- .

Leasés have a greater potential to bé cost-effective if the govemment

does not have a long-term requirement for the asset. That does not

appear 10 be the case here, Cost-effective leases also require the

existence of a substantial market (by scoring rules, a private market) into

- which to sell assets at the end of the lease While there is no private

e 2. market for tankers, even the public, government market is‘not:likély to
absorb more that 2 few of the 100 tankers

! Budget Office estimated that the purchase option would cost .
in current dollars over the period from 2003 to 2020 and

in net present value while tion would cost about
over the same pericd and| in net present value. .
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On May 30, 2002, Boeing and
iness case work.
at Boeing and
ystem P

Yy
provided news on the Boemg 767 Busmess Case
Analysis. stated that news from a meeting with the Office of
Management and Budget was that Air Force would be allowed to build the
purchase alternative funding profile for years in which funds would be expended.
Specxﬁcally, commercxal payment pzactlccs, such as 35 percem wnh orde

July 2002, On July 10, the Aj ving problems with the business
case analysis. On that date, stated that a problem existed with
the Boeing commercial airplane analysis. In addition, he stated that he had a
question regarding the Boeing commercial airplane purchase price:

Would we be allow 15% advanoe paymem in the first year of a 100 a/c
[aircraft] commercial buy, even though they’re segregated into several

jots, and - would anyone actually give us the budget to do. it? If
unreahsnc, we'll be roasted for manipulating the analysis, even if legal

A better approach would be that, given we would NCT do als%adv - -
{advance] payment, the unif would go up ~ THAT’s the price you put

mto the BCA [business case analysis] with a “normal” payment scheduie.

We can justify an adv payment on the [ease, because we. get a lower cost
'Sumely, the same can be sald of a hypoﬂxetnca] purchase pnce o

B August 2002, mupemsory Cost Analyst Aeronantncal
- Systems Command, Wright-Patterson Air Force Base, expressed.concerns
' "about the operating lease,. bnt his concerns only.got as far as the KC-767

L System Program Office. J ny concerns about the
operating lease; however,| had received Air Force
approval to go forward with the operating lease.” He elevated his concemns to
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- Mr. Michael Montelongo, Assistant Secretary of the Air Force (Financial
Manigement and Comptroller) and showed him that, when tealistic assumptions
were used, the tanker aircraft purchase alternative was at least $2.1 billion less
than the lease alternative. Afier the issue was raised, Ms. Druyun called General
Lyles, Commander, Air Force Materiel Command, and told him she no longer
needed the financial management team at the Acronantical Systems Command on

the project. : :

In addition,_stated that under the guise ion, the normal
- acquisition process was not followed. Supposedly, and
* company up 10 the Office of the Secretary of the Air Force (Acquisition) had

roval for the tanker aircraft lease to be an operating lease. -
also stated that the goal was to get a contract at any cost and that the

ease had lots of is to determine fair market value. Further, he
stated that his bossm!evated the fease issues to Lieutenant
General Reynolds, Commander, Aeronautical Systems Center, Wright-Patterson
Air Force Base, who contacted General Lyles, Commander, Air Force Materiel
Command, in July 2002, about the issues.

Purther,—stated that in early August 2002, the Office of the Deputy
Assistant Secretary of the Air Force (Cost and Economics) briefed Mr. Michael
Montelongo, Assistant Secretary of the Air Force (Financial Management and
Comptroller) on the Commercial Derivative Air Refueling Aircraft lease program.
The brief concluded that, when realistic assumptions were used, the purchase
alternative was at least $2.1 billion less than the lease alternative and v
recommended that that the business case analysis for the program should not be
coordinated unless more realistic assumptions were used. The briefing showed
that the Office of the Director of Global Reach Programs, Office of the Assistant
Secretary of the Air Force (Acquisition) would not use the most probable interest
rates for business case analysis inputs.to budget estimates and that finance interest
rates in i case analysis were unrealistic, too Jow, and not fixed.
Further, , because of the issues being raised, Ms. Druyun
basically fire team by calling General Lyles and telling
him that she no longer neede her team on the project. As aresult
of the firing, Brigadier General Bowids requested that anyone, who had a problem

with the tanker aircraft leas ip bis office on Monday fo discuss the
problem. In the meantime, got a call from Lieutenant General
Reynolds who had gotten a, om General Lyles in which he stated that he

wanted a group to go to Washington, DC the next week to present their concerns, .
(See the following August 27, 2002, discussion.) .- Cen

6‘! August 1, 2003; an Office of Management and Budget official senit a letter

© * to a Senator in which he stated that all current discussions between the

.. Office of Management and Budget and the Air Force.on the Boeing 767s
. indicate that it was unlikely that 2 proposal could be crafted that complied.
with the lease requireménts. Further, the Office of Management and Budget
- . official stated ‘that Office of Management and Budget discussions with'the
" Air Force suggest that the cost of an operational leasé of Boeing 767s would
.., Substantially.exceed the purchase price of Boeing 767s and that-any reconfigured
"“Boeing 767s as tanker aircraft would be designed for unique government purposes
and would not be commercially viable. (Department of Defense Office of the -
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_ . Inspector General Audit Report No. D 2004-064, “Acquisition of the Boeing

= "KC-767A Tanker A:rcxaﬁ,” March 29, 2004, also reported that the Boeing
KC-767A tanker aircraft Jease did not meet Office of Management and Budget

Circular No. A-11 criteria requiring that the asset be a general purpose asset and
not.be built for unique Government purposes) The Office of Management and
Budget official also stated that to support ainy lease proposal that would cost tax
payers more than direct purchase would be inconsistent with Office of
Management and Budget circulars and irresponsible.

On August 2, 2002,msent an e-mail to Major General Essex
in which he identified potentia ce of Management and Budget problems
with the Boeing KC-767A tanker aircraft lease. Specifically, he stated that an
Office of Managemcnt and Budget official believed that:

* a 767 proposal that comphes with Office of Management and Budget
circulars and policy is unlikely; -

o the cost of a Jease will “substantially exceed” 2 purchase price;

» atanker is a unique government asset (thus failing one of the tests for
an operating lease); and

¢ termination liability must be funded or Office of Management and
Budget will not consider a lease.

Fsuggested aplanto ehmmate the Office of Management and
udget concerns. He suggested: ’

e maximum mteractxon with Oﬁice of Management and Budget
_ personnel;

bl o let Office of Management and Budget Circular No. A-94 analysxs
stand on its own;

¢ agree on tanker market but suggested that ancxaﬁ wxll be sold as
ﬁexghtcrs,

nnmatxon lxabxlxty isan already know problem.

,Fstated that Congress would need to provxde
reliet. - .

In addition
legislative
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- On August 27 2002 Bngadxer General Ted
Ms. Druyun, Ma_]ox
Boeing team, and th
program concerns, not just the operating lease. The briefing showed that the
operating lease was about $1.658 billion more than purchasing the tanker aircraft.
Ms. Druyun halted the briefing after about five charts were shown and stated that
she did not want to see numbers like that again where leasing cost more than

¢ tanker aircraft. Brigadier General Bowlds stated that he wanted

Office of Management and Budget meeting with .

bhowever, Ms. Dmyun countermanded the suggesnon

' t very few people in the briefing really knew the ‘

1mp ications of the price, construcnon financing, the lease d what the

AirFo! pay at the end of the day. also stated
that th epresentatives were sensitive to the Enron

scandal and were up iro; you know, the lease was going to cost

more than the purchase. stated that another problem with the lease

was that a commercial market did not exist for the Boeing KC-767A tanker

aircraft. In addition, he stated that, in another meeting, 2 Boeing Representative

stated that maybe the whole process was being looked at incorrectly and that we

should go back to stating that the lease would cost more than the purchase.

" ‘However, Ms. Druyun and Major General Essex did not agree with that lme of

thought and shut it down real qunck

On Augus rdtoa bnefing on that date about the lease
analysis, Cost Price Analyst, Aeronauti

Command, Wright-Patterson Air Force Base mted tha ot to
about his second chart and Ms. Druyun basj noed him down,

told him to “sit down and shut up, basically.” jdnt say boo to defend

her person and “it was pretty intimidating.” ent down in
“flames” the conversanon turned to “weil, what should we use.” -

On August 28, 2002msent an ¢-mail to Dr. Sambur, .
Ms. Druyun, Major Gene e, and Brigadier General Bowlds stating
_-that the preliminary lease arrangement passed the Office of Management

and Budget basiness case analysis by ‘a slim margin and would save money o
compared to buymg Further, he stated:
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. Sin,
) ‘{tﬁe.i%nrreqilest: SRR
Info we've made public: -
Negotiations continue and arc entering their final phase. We are
cautiously optimistic that a Jease deal that complies with the law ‘and
OMB [Office of Management and Budget] circulars can be reached, .-

Once-approved by SECAF [Secretary of the Air Force], we will present
the business case to OMB- and the OSD [Office of the Secretary of

Defense] Leasing Panel, followed by a report to Congress. A lease
‘contract. will not be signed without -approval from :5[ four defense .
commitiees and appropriate funding - . L

. Info not yet made public: - - s

- The preliminary lease arrangement passes the OMB business case
analysis by a slim margin and will save money compared to buying. We

. are currently running sensitivity analyses to prepare for — and ensure the
. deal can stand up to ~ criticism similar to that seen with the 737 deal.
We are actively engaging OMB to get their buy-in on the analysis — a
critical ally neéeded to defend the lease. -1 expect they will support the

" analysis, but will baulk at suppodi eed 10 escape funding
termination liability (peaks at in FY07; will need -
Congressional language to overcome, also stated they believe - -

a tanker is not 2 commercial product {a key test for an operating lease),
g:;l ﬂl‘u tﬁe business case holds, { don’t think OMB will make this issve a .
) er X .

On August 28,2002, Dr. Sambur asmhethe,r they should
pulse the Senate Armed Services Committee on the jnation liabili
issue.. Specifically, on Augu, in response t e-mail,
Dr. Sambur sent an e-mail tol with a cc: to Ms. Druyun, Major
“General Essex, and Brigadier General Bowlds in which he stated: =

Thanks .
1 assume you resolved the residual value issue from this update?
Should we pulse the SASC [Senate Armed Services Committee] staffers

.. onthetermination lability issue?
-On .August 28, 2002, in-response to Dr. Sambur’s e-mail—
stated: _ ) : C ,
Sir, . :

- . Residual value issuc of rebating resale profit to the gov't is still in..
- . OMB’s [Office of Management and Budget] hands They’ve never seen -
* anything like it before, and after 2 weeks of chewine on it have not:
. vetoed the concept. However, when 1 spoke with
ioned me that 767 political that his inpit 1s only ad

el

= ¥

*Resmaved for reason stated in the initial asterisked footnote. (The reference is also 'on page 97.) -
' 178 ‘
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1 defer to Mrs Druyun on the‘quesnon of talkmg m SASC [Senate
' Armed Services Commmee] staffers " ~

September 2002. On September 11, Dr. Sambar sent an e-mail to Dr. Roche
in which he stated that the economic justification for the tanker is not a slam
dunk for either position (purchase or lease). Specifically, he stated:

.. Boss

" I kicked off the effort to establish ‘need” justification for the tankers
Hopctobaveeoncepmalﬁmnemdybytheendoftheweek .

.. Spoke to Robin [Cleveland] affer meetmg to tell her that the économic
3usuﬁcanon is not a slam dunk for either position (purchase or lease). It
"is'more a push and a slight change in the interest rates can flip the
. analysis. .Atthe end of the day, we have to prove that there is a TRUE

. 'meed and that there are other advantages to leasing (earlier deliver,

s aﬁerdabxlxly, etc) that make it a good business deal. It is-goingtobea
tough sell given the other factors such as liability and indemnification.
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On September 23, 2002, a Senator wanted to know what the effect on the
_ lease proposal was if the Air Force provisions on termination liability were
" not incinded in the bill. The provision allowed the Air Force to carry .
- termination liability as a contingent liability and would not require the Au Porce
" to.sét aside the Hability amount. The lease deal became unafford
termination liability bills must be
. FY 2007). On September 23, 2002,
. of the Air Force Director of G}obal each Programs,
Sec orce (Acquisition) sent an e-maxl to Ma_;or General Essex
and mwhxcbhestated .

- relayed the foﬂowmg three
_questions irom [a Senator] eeds answers by 1100. Recommended

answers provided. ‘Recommend approval for release.

1) What is the effect on the lease proposal if the general provisions
requested by the USAF [U.S. Air Force] are not mcluded in the bill?

Al). The provisions will allow the USAF o carry termination l;ah;hty as
2 contingent. liability and will not reqiire the- service to set aside the
"~ liability amount. The leasc deal becomes unaﬂ'ordzble if tlxe termination
liability bills raust be specifically budgeted

", 2) Whatis the annual bill for termination hab'hty that must bé budgeted
= forundea-OMB s [OtﬁceofManagememandBndget}mles'? :

’:?3) What js the' schedule for gomg on oomract and what :s the lcascd
S ‘mmﬂdehveryscbed :

- A3) Boemg and USAF remain in ne;ommons The negotiating team
projects a December Contract award, if AF [Air Force], OSD [Office of
- the Secretary. of Defense], OMB [Oﬁ'xce of Management and Budget], -
. -....and Congress concur with the negotiated lease. Based on.2 December
“ 2002 - contract; .award, ‘the. delivéry - schednle is: smnmg “in’ FY06
- _11116f20/20120/!3 (iast dehvay xsFYlI) T
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. In October 2002, Mr. Richard P. Burke, Deputy Director for Resource
Analysis, Office of Program Analysis and Evaluation stated that, in general,
leasing a long-term asset was a dumb idea and that the tanker lease was
clearly a lease/buy proposal. Further, he stated that Office of Management and
Budget regulations prohibit lease/buy provisions when awarding contracts for
operating leases. Mr. Burke also stated that the Air Force saw the lease as a way
to keep the tanker off budget in the near term, and then, you know, it would be put
on their budget in the Jong texm. He did not believe that the apptopriators took

_kindly to that kind of thing and that was the reason for Office of Management and

" Budget Circular No. A-11. Lease/buy provisions in contracts tend to lead to no
requirement for funding up front and obligating the Government and future
Congresses to things that are not apparent in the early start of the programs.

In addition, Mr.Buike stated that he andHDepax tment of
Defense Office of the General Counsel chared a meeting between the Institute for
Defense Analyses and Boeing on the analysis by the Institute for Defense
Analyses. He further stated that the Boeing 1epresentatives wete “sweating
. profusely during that entire meeting.” Mr. Burke recalled a cali from
- Dr. Sambur’s office in which the caller wanted to know how much work the
_Air Force did with the Institute for Defense Analyses. He interpreted that
" question as a-“thinly veiled threat” in that the Air Force was going to pull work
and would strongly complain to his boss Mr. Kenneth J. Krieg, Director, Program
Analysis and Evaluation. M. Burke also stated that “Leasing things long-term
like this [tanker aircraft] is just a bad idea economically.- You can go to any
economics course and get taught this over and over again. There’s no way you
can meet the conditions the Department has on borrowing funds from the
Treasuty.” Further, he stated that, from the start, the Office of Program Analysis
~ and Evaluation questioned how can you [the Air Force] do this? How can you
" violate. Office of Management and Budget Circular No. A-11, which was set up
specifically to preclude this kind of transaction? Mr. Burke also did not know
wh?{ the Office of Management and Budget did not declare this [a violation]
.. earlier.

* ‘.the requirements of Office
. -if the KC-767 did pass

-, 'pass. In‘an e-mail from

-~ General Essex, he stated thaty .-

.1, As expected, we only heard one real objection — our choice of discount
‘rate. We did it the way the circulat told us'to-do it, but as the [Office of . ..
;" :Macagement and Budget Circular. No.] 'A:94 author said in the meeting; - +
- he wrote it and he can always change it. He stated.that OMB’s [Office.of .
‘Management and Budget’s] philosophy is you can never pass A-94, so if
KC-767 did pass today, he’d change the rules until we couldn’t. He
-« . threw out several ideas on how he thought he might stop us (all of them .
- - arbitrary and capricious), thus providing free intel on how to counter
- (we'd already thought them: through; but this ¢confirmed our suspicions),
"-An interesting fellow ~ I bet he’s a terrible poker player - DT
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Office of the

: - Major
and hief,
Mobility Division, Office of the Air Force Director of Global Reach

Programs in which he stated that a Representative advised that the Air Force
shonid meet critics of the tanker inifiative head-on and elevate the discussios
_ to the real decision makers: the Secretary of Defense and a S

On October 11, 2002,
Air Force Dire

On October 21, 2002, Dr. Sambur sent an e-mail to Dr. Roche in which he
stated that he briefed Ms. Robin Cleveland, Office of Management and
Budget, on why the proposal met the requirements for an operating lease. At
the briefing, the Office of Management and Budget official was quite upset
that Boeing representatives were there to answer questions. Di1. Sambur
briefed Ms. Cleveland on the requirements justification, price of the “green
aircraft” (basic Boeing 767 aircraft), why the proposal nll;:t the 1e§ui{emeqts of an

r 23, 2002 ent a e-mail to

i G
MA& Force Strategic Programs, Office of the Assistant Secretary of
the Air Force (Acquisition) in which he stated that, based on different

discoun and 6-year), the net present value analysis favored
lease by ino a 15-year raté at 5.275 percent and favored
" purchase by using a 6-year rate at 4.65 percent. )

On October 28, 2002, Dr. Roche and members of

b

November 7, 2002, KC-135 Tanker Modernization Action Group “Questions

*Removed-forreason-stated-in the initial asterisked-footnote-— — — = = ‘—em oo on .
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November 2002. On November 12," Office
of the Air Force Director of Global Reach Programs sent a copy of the



201

and Answers” to senior Air Force officials on why the Air Force was, leasmg
Boeing KC-767A tanker aircraft rather than buymg them. The quesnons and
answers relating 1o the lease proposal are: ‘

Q5 Why does the Air Force want to lease 767 tankm rather than buy
them? Why the Urgency?”
" AS. Soundbite Leasing fills a combat need for the USAF s
- Air Force] and takes advantage of the current low interest rates, slow
economic condmons, and creates jobs throughout the country

AS. The Air Force does not have enough money to buy new tankers
today. Leasing is the only affordable solution at this time.- Leasing
requires less money upfront and allows the' Air Force to spread the
acquisition cost over the life of the lease. That means the Air Force can
_begin replacing the KC-135E three ;ears earlier than if they had to wait
- unti] they could afford to buy the 76 Wmtmg to begm replacement will
m higher unit costs and a slower “ramp-up” of much needed new

"On November 20, 2002, Major General Essex sent an e-mail to Air Force
senior staff in which he resporded to discussions about postponing the
Boeing KC-767A tanker aircraft lease and pnmded mfonnatxon on the
consequences of that cho:ce. He stated:"

- 1 understand that within the Adr Force senior staff, there is now serious
. discussion about postponing the 767 lease.program. I am therefore
provxdmg some information on the consequences of’ that choice.

- The impact of wanmf to execute the Jease program until 2005 could be
substantial in terms of both cost and schedule Specxf cally,

* The current economic conditions of low interest rates and depressed
“aircraft prices are predicted to turn around by the end of 2005. This will
s:rd:ous!y degradc the negonatxon levcrage we've mken advamagc of
today. .

If the 2005 negotmt:on mulzs inareal pnce increase of just 5%, we will

have to drop one aircraft per year to live within our budget. This will add

further cost and stretch-out the KC-135 teeepmlmnon eﬁ‘orl two more
"-yearsxnaddxtmntothemo-yearlatzstar& :

A’5 percent price increase due to loss of negouanon leverage wm add
- more than $700M {xmlhon] to the cost of the first 100 KC-767s. -

A delay of 2 years could kil the lease by cutting in Balf the “;ump-stm”
advantage over the POM [Program Objectives Memorandum] buy profile
- (some may see this as a good thing!) In addition, the momentum we've
built today to gain lease appmval wxll be lost, mcludmg perhaps
: Conmxona! support -. ...
Also, it should be noted that the polmcsl heat from several congressmna!
. members will be significant and retatiations will likely be threatened
Couple this with the fact that the SecAF[Secretary of the Air Force] has
 spent a tremendous amount of political capital on the néed to do this deal
- now, and ] urge cantion in suggesting the AF [Air Force] back 2 away from
© 7 this deal. (and the answer to the obvxous quesnon Is. no, 1 stl!l don't
- ‘b:owhowtopayfonhxs) .-
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mber 23, 2002, Major General Essex recommended thatw
be'at the OfTice of the Secretary of Defense Leasing Review Panel ™

meeting “which could easily turn into an ambush” because “he has answers
10 every question they could throw at us.” Major General Essex’s e-mail to
Dr. Sambur regarding the Leasing Review Panel stated:

Dr. Sambur

.This could easily turn in bush. Maybe or maybe not. In any
case, 1 strongfy advise ould be there because he has answers
to every question they co w at us  If need be, he could go in my
place. I will be just retuxlmng from IDY mywayé a&d we could e;gly say
he is representing me. ing to avoid this meeting, 1am
honest enough to admit M our best on this toplc )

Vr ‘ :
Bilt

On November 29, 2002, Dr. Sambur sent an e-mail to Dr. Roche about the Office
of the Secretary of Defense Leasing Panel meeting with Mr. Aldridge. He stated
that “The reality of the situation is that everyone is looking for 2 sign from the
White House. 1f the White House wants to lease the tankers, OMB’s [Office of

'Management and Budget’s] objections will suddenly go away and their worse
case views will be replaced with our more likely analysis. The delay gives the
WH [White House] time 10 sense the pohtxcal winds.” - o

December 2002. On December 18, * Clnef of Mobxllty
and Special Operations Forces, Weapons ystems 21800 Dms:on, Office of
Air Forcé Legislative Liaison re ted {

mail to Ma or
Lzaxson m whxch he. stated

.. As you know thcre hs been some conversanon about a poss;ble meetmg
with fa Repr esentative 's] office (generated from the [Representative’s]
_ office through Mr. Powell Moore), OSD [Office of.the Secretary of
. Defense] and one AF. fAir Foroe} representative. OS
fense (Legislative Affairs))
calied fa congressional S mcmmg to
eprmmanve s] desire for the meeting . i

= 3 e 1N for

.. a meetin ind the [Representative’s] office were

. going totalkabomﬁxenwdformxkasnghxnow,?ﬂabm]tytoﬁllthxs

. meed, and the 767 acquisition stategy. .

Way Forward: . Where. wematnght now is. that OSDaHhehnghm
SecDef

levels is gettin (Dep! [Deputy. Secr of Defense’
Mr. Aldndge I%rZakhe:m, Powell Moore [Assxs:?:ty Smmxy o]f'

Rcmoved for reason sta:ed in the mmal astcnsked foomote (Ihe rcfemnm are also on pages 16 and i

m) — e
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Defense {Legislative Affairs)], etc) to decide the DoD way forward. The

decision will be to support the Jease now or show why decision should: =3
wait until a later time. | am not sure when the meeting will occur, but

waiting until March ; jously given by OSD}) is no longer an.
option. According t this will be decided soon and it is
more now an issue of explaining why DoD shouldn’t do the lease
then [sic] it is the AF explaining why we should (a reversal of the normal
process). I will keep you posted.

On December 18, 2002, Dr. Roche stated in an e-mail that everyone knows
where he and General Jumper stand on the tanker aircraft lease and that
they “can look angelic” and people will “learn some civics.” Specifically,
Dr. Roche’s e-mail to General Jumper stated that:

ill learn some civics, We should be cool and let power play out.
veryone knows that you and ! supported. And, Marv [Sambur] has
done a super job answer PA&E’s [Program Analysis and Evaluation’s]
petty questions one by one. [A Representative] has the con You and 1
can Jook angelic. @ Jim . .

&is to let them dangle on the hook Pete [Aldridge] is fine, but
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L January 2003. On-January 36, Mr. Michael Montelongo, Assistant Secretary

of the Air Force (Financial Management and Comptroller) sent an e-mail to”



206

Dr. Roche in which he stated that the Office of the Secretary of Defense
Leasing Review Panel decided that it was not ready to make a -
recommendation to the Secretary of Defense about the tanker aircraft lease
proposal. In addition, he stated that the Office of Management and Budget, the
Office of the Under Secretary of Defense (Com?trollcr), the Office of Program
‘Analysis and Evaluation, and the Department of Defense Office of the General
ined up to give their “anti-lease” pitches, thereby leaving

nly 5 minutes. to offer counterpoints and make the Air Force
case. hie aiso stated that “Truly these people have not been helpful throughout the
process. - They’ve been secretive, uncooperative, obstructionist, condescending,
and dismissive.” Further, Mr. Montelongo stated that one issue to résonate with
Mr. Aldridge was that the Air Force would not be able to get the 100-tanker
aircraft lease price under a traditional procurement scenario. :

On January 30,2003,
%2 interest in the tanker airtraft lease.

be discussed Sk S vy
Specifically, in the e-mail to Dr. Roche, General Jumper stated:

Jumper sent an e-mail to Dr. Roche in which

'210 )vcd _fcr}ehsdb stated in the initial astensked fdgm(;t_él (fhe reference is also ofi pages 17; 120, and -
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On January 31, 2003, Lieutenant General Joseph H. Wehrle, Jr., Air Force
Assistant Vice Chief of Staff reported that Mr., Aldridge, after a bit more
analysis (cost of buying tankers at the same rafe versus leasing them), is
going to support the lease. He plans to send the recommended approval to
Office of Management and Bndget and, if they disagree, have them argue
with the White House. In an e-mail to D1. Roche; Genetal Jumper; and General
Robert Foglesong, Air Force Vice Chief of Staff; Lieutenant General Wehile
stated: - } k

Sirs: At a formal function last evening honoting Sec [Secretary]
Aldridge, he told me that after a bit more analysis {cost of buying tankers
at the sam: ing them), he is going to support the lease. He
mentioned to by vs. 1 purchased tanker at the end of the
FYDP [Future Years Defense Program]. His plan is to send the
recormmended approval to OMB [Office of Management and Budget] and
if they disagree, have them argue with the WH [White House]. This
involvement corresponds with interest from new WHMO [White House
Military Office] chief (RADM [Rear Admiral] Miller) who asked me
how the lease was coming. I passed this info to Marv [Sambur] who was
at the ceremony. . . his folks are engaged with AT&L [Office of the
Snd:; Secretary of Defense for Acquisition, Technology, and Logistics}
ready. :

VR Joe

On January 31, 2003, D1. Roche commented that he thinks that ke finally got
1o Mr. Aldridge by focusing on the unique opportunity Congress has given
the Air Force concerning the tanker aircraft lease. In an e-mail to General
Jumper, General Foglesong, Lieutenant General Wehile, Dr. Roche stated: -

Joe, good for you. I think I finally got to Pete [Aldtidge] yesterday pm
by focusing on this unique cpportunity Congress has given us {with
Marv’s [Sambur] point that no one is giving us the top line money to by
[sic] all 100 ftanker aircraft] at-one shot).” I also reviewed the lease deal
with [a Senator], who, as’ with Gen [General] Jumper, continues to
wonder why the Administration doesn’t understand the goodness of this

- sitwation. JGR - - .. L

. February-2003. On Februar
Management and Budget told hael
Under Secretary of Defense for Acquisition; Techni
he believed that some of the arguments sur 1

_been mischaracterized: Inan e-mail

. Thisis in reply-to your 'é-,mail;wﬁiéh,‘iﬁ our view, mischaractérized some
: of the aguments surroundinig the tanker lease: =" - . s
Am:raﬂQunntxty .The Afr Force can‘obtain the amé quantity (number)
:of aircraft within the FYDP [Future Years Defense Program] for a lease
s it cani with a direct purchase. It is merely a question of willingness o -

“"Removed for reason stted in the inifial asterisked footnote. (The reféreios is also on pges 7, 120, and

L20Y N Rt

189




208

put funding resources behind the program (something the Aflr Force
chose not'to do in its POM [Program Objectives Memorandum] o1
budget for FY 2004), which is usually a good indicator of 2 Services’
priority for a program. If, however, by “quantity” you mean tanking
capacity over the FYDP, this capacity. will actually be decreased under
the Air Force's plan. ) .

Lease Costs: Although Jeasing tankers may not require as much up front
funding, and therefore requires less over the FYDP, leasing is more
expensive than direct purchase. That is, in the end, the government will
pay more for these tankess through a [easé than a dizect purchase Both
OMB {Office of Management and Budget] and PA&E [Program
Analysis and Evalvation] analyses show this. All leasing does is phase
the dollats differently.

On February 21, 2003, Dr. Sambur reported to senior Defense officials that
the tanker aircraft lease would place the entire cost performance burden on
the contractor while delivering the savings of a multiyear contract to the
Government from day one. However, he did not mention that the Air Force
obtain a waiver for lease termination liability that would peak at about
%in FY 2007 and that the lease would be for only 6 years over which
time the Air Force would be required to pay 90 percent of the fair matket value of
aircraft. Ina memorandum, “KC-767 Lease Proposal,” February 21, 2003, to
M. Aldridge and Dr. Zakheim, Under. Secretary of Defense (Comptroller) with a
cc: to Dr' Spruill, Director, Acquisition Resource and Analysis, Office of the
Under Secretary of Defense for Acquisition, Technology, and Logistics; and
Dr. Schioeder, Deputy Under Secretary of Defense (Resource Planning/
Management), Dr. Sambur stated that:. .

The Air Force’s proposal to Jease 100 KC-767s has truly been a “leamning
Jjourney’ for all of us that have.been working this new and innovative
approach to acquiring needed capability for our warfighters. Throughout
the review process, the OSD [Office of the Secretary of Defense] and
OMB [Office of Management and Budget] staffs have challenged us with
many. thoughi-provoking questions, several of which have caused us to
lock deeper into the uneigue characteristics of leasing. . One:of these’
characteristics that seemed only secondary ‘at first has now emerged as a

‘.sigxgﬁca,nt, primary, lease advantage: the multiyear nature of the contiact
el 0 07

190




209

On February 23, ZOOS;m'sent an e-mail to Major

General Essex in which he stat at, if the KC-767A tanker aircraft goes

" into production via the lease, it will continue to get funding as long as there
are no serious technical problems and many decision makers will probably

consider it a continuons “must pay” bill. The e-mail stated:

Sir; :
The following is my look at this issue through a “political framework:”
The decision to end a production line has as much to do with maintaining

the defense industrial base (a DoD concern) and jobs (2 Congressional
concern) as it doe_s with force structure needs (a concern of both).

Once an acquisition program. goes into production, it is very hard to
terminate early—not because of sunk costs (a popular myth), but rather
because. it has then become part of the.industrial base and jobs
) infrastructure. ) ’ ’
"+ . £ven as an acquisition program reaches its pre-planned ending point, it
_can be diﬂia:\;‘h to actually shut down.: 'Decgionmakm lagzogwo it is
generally impractical to. re-open a closed production line; therefore, 2
decision to stop production is very final ~ you cannot change your mind
in a year or two if the world changes.. ‘Unless a replacement is in the
wm?(sxgnah’ng an industrial basefjobs/force structure shift, but not a net
loss), or the program is unpopular (technical difficulties, high expense,
. efc), the ending point may furn into 2 gradual decline in production rates
" rather that a “cold turkey” shutoff. -
Conclusions: : : . .
_As long as C-17 continues to be considered a high-value asset, has no
. - reéplacement identified, and continues to reduce costs, it will likely
. continue to get funding up to the point where the operational need has
unguestionably been met. - . :
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If KC-767 goes into production via the lease, it will also continue to get
- funding as long as it does not exhibit serious technical problems when
first fielded. Once KC-135 recapitalization starts, many decisionmakers
“will probably consider it a continuous “must pay” bill.
Iherefore, with both of these high-value programs in sunultaneous
production, funded by 2 MAJCOM [major command] that may not be
- gble to fund them both after 2009; there is just as much likelihood that
AMC [Air Mobility Command] will se¢ a TOA [Total Obligation
Authority] increase as the alternative decision to close C-17 or KC-767.
. "Put another way, the C-17 decisicn will not necessarily be a function of
- KC-767. If it were, KC-767 recapxtalxzanou would be delayed not just a
. fewyears ~it would be delayed mdeﬁmtely )

On Febmary 28, 2003, Dr. Sambur sent an e-mail to Dr. Roche and
General Jumper in which he stated that the Office of the Secretary of
Defense Leasipg Panel was converging toward supporting the Air Force
posxt:on on the tankel alrcxaﬁ lease Specxﬁcally, the e—mall stated:

Boss, Chxef Ihe Leasmg pmex is convergmg towards porting the AF
[Air Force] position. We have no debate on whether wwgave aneed and
consensusthatre—engmmg:sNOTtheway to go. There is a recognition

" that Jeasing gets us the tankers soonest given budget realities and that the

- AF can afford the lease in the FYDP [Future Years Defense Program].
There is still a debate on the OMB [Office of Management and Budget]
issues, but Dov [Zakheim] is now coming around o klckmg the can to
OMB [Mr ] Aldridge is already. there .

' On Febxuary 28, 2003, the Office of the Dnector of Global Reach Programs,
Office of the Assistant Secretary of the Air Force (Acquisition) provided a
briefing on the KC-767A lease proposal to the Office of the Secretary of
Defense Leasing Review Panel. They briefed that the lease purchase analysis
showed that the net present value favoring the lease over the purchase by
. $863.8 million using various assumptions and a non-multi year purchase
adjustment to meet Off ce of Management and Budgct Circular No. A-94
requir ement& :

March 2003, On March 6, the Ofﬁce of the Secretary of’ Defense Leasing
Rev;ew Pane] xssued a memoxandum that addxessed

ort. The study showed a

ircraft
for
he aggressive

) The Air Force. agreed to work with the
ense An yses to address differences.

Institute for Defense A

Institute for

. Department of Defense Office of the General Counsel Report. The
Department of Defense Office of the General Counsel indicated that
parties could resolve legal issues but addmonal nsk wonld shift to the
Govemment

o Office of Management and Bndget Report. l'he Office of
: Management and Budget reported that the tanker aircraft lease was the
largest and most complex in the history of the Office ‘of Management
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and Budget Circular No. A-94 and had the potential to set future
precedence. At that time, no Circular precedence existed for leasing
when purchasing was less expensive. The Office of Management and
Budget stated that, if a termination liability waiver was not obtained,
the Jease was not affordable. In addition, the Office of Management
and Budget reported another precedent setting issue relating to using a
rolling discount rate for the Circular analysis.- The Air Force agreed to
work the issues with the Office of Management and Budget and the
Department of Defense Office of the General Counsel.

On March 7, 2003,mcﬁdw an update on the Boeing KC-767A
tanker aircraft lease decision to Pr. Sambur, Major General William Hodges,
Director of Global Reach Programs, Office of the Assistant Secretary of the

Air Force (Acquisition) in which he stated that “IDA [Institute for Defense
Analyses], Boeing, and the Air Force met this morning to discuss cost estimate
differences. Boeing’s bases of estimate were very strong in face of IDA’s

- relatively weak rationale.” .

May 2003. On May z,m“t an e-mail to Dr. Sambaur in
which he stated that he met wit . Aldridge; Vice Admiral Stanley
Szemborski, Principal Deputy Director, Program Analysis and Evaluation;
and their staff on the Boeing XC-767 tanker aircraft lease. The outcome was
that Mr. Aldridge would sign out a decision that authorized the Air Force to
proceed with a lease program and that asked the Office of Management and

‘Budget to wai jpation liability for the tanker aircraft lease.
Specifically,| stated in the e-mail that:

1 met this afiemoon with Pete Aldridge, VAdm [Vice Admiral}
Szemborski and their staffs concerning KC-767 lease. The outcome was
a decision to be signed out by Pete (as an Acquisition Decision Memo)
-authorizing the AF fAir Force] to proceed with a lease program and
asking OMB [Office of Management and Budg: jve terminati
liability, He will also direct a unit price of abo
below our current position), but will allow us to- a cost-plus
arrangement for the tanker modification. We believe this is do-able
within a lease contract and, though out of the box, should be acceptable
toBoeing TR S
This will allow us to proceed without cutting: content and at a price that
matches the OMB/IDA. [Office of Management and Budget/Institute for
Defense Analyses] estimate, but only if we can shift cost risk for that
estimate to the government. In essence, if OSD [Office of the Secretary
of Defense] believe thie IDA éstimate and isn’t willing to ;ay Boeing to
"+ assume the risk of a fixed-price contract, then OSD should be willing to
assumé it through a cost-plus contract 1 think we’H have full support of -
AT&L. [Acquisition, Technology, and Logistics],. PAKE [Program
.~ Analysis and Evaluation] and Comptroller for this course of action (they
predicted OMB supportas well) o }
There are going to-be plenty of details to work out in the coming weeks,
but this. looks“ﬁ('é a wi?x-wm decisiontome. . ¢ _

On May 12, 2003, financial advisors provided an analysis showj
i bsidy for the tanker aircraft lease was worth froxm(o
per plane depending on market rate assumptions. at date,
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sent an e-mail t
. ystem Program Director, KC- ystem ter
orwarWenexal ‘William Hodges and In the

~e-mail, stated:

I have attdched a short analysis of the per plane value
subsidy at various interest rates. We spoke with
today and they indicated that they have not u eir
estimate of the market interest rate for this tranche for several manﬂbxs

ently, we have used the old range of as i

Consequ
. 15% for this analysis. We have asked
to provide us with an updated view on the m
as jble
tol

rate for
is znalysis shows that the subsidy is

franche
- worth ﬁ'o:w per plane depending upon these
assumed et rate assumptions.

As you and I have discussed, while this Boeing plane may be the ideal
plane for the USAF [U.S. Air Force] tanker needs, jt may not have the
same utility/value for commercial use, The new and used market for
commercial aircraf}, both passenger and freighter, in the world is perhaps
at an all-time low. .This combined with the fact that the B767 is about to
g0 ont o&groducﬁon means that potential B.not investors may not get
much comfort in the collateral value of the asset that they are being asked
to finance. [ also doubt that it will be possible to convince them that a
sizeable “used” tanker market exists for this plane, particularly in the
circumstances where the USAF is rejecting the plane. In our opinion,
these are good reasons to have interest rate insurance policy the
subsidy provides : :

We recognize that there is an active effort underway to close the gap on
the price for these planes, and perhaps a desire to obtain the lowest price
possible from Boeing — even if that means eliminating. the B note
subsidy. Our recommendation is to keep that subsidy as part of the deal,
or at least to give the Air Force the opti it and pay Boeing a
higher price for the planes (offer.an plane). Evenifa
monocline wrap is ultimately utilized, the current business deal is that the
financial terms of that new monocline financing must be at least as good
for.the Air Force as the current financing structure, which includes the
subsidized B note rates. o .

Three years from now when the first of these planes is ready o go in
service and the permanent financing is being solicited, 1 doubt that
anyone will if the jeit] jce in 2002 dollars was, to use
an example| orm However, if the market rate
on the B not gets priced at rates e 10% and the least term is
shortened to 5 years, people will take notice.

" On May 14, 2003,” Program Budget and Congressional

- Division, Office of the Director of Global Reach Programs, Office of the

Assistant Secretary of the Air Force (Acquisition) sent an e-mail to the Office

of the Director of Global Reach Programs staff in which he stated that a
Senator was questioning the Secretary of Defense on the tanker aircraft lease
issue and tha veated that a further delay was unconscionable,

In the e-mail, iscussed a Senate Appropriations Committee -
_ hearing with the Secretary of Defense on May 14, 2003, and stated:

Of direct interest to. AQQ [Office of the Director of Global Reach
Programs] was the question/answer. session between {2 Senator] and .
SECDEF [Secretary of Defense] on the tanker lease issue.
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Senator’s] question centered around the delay .in.teaching a decision on
the KC-767 lease vs buy issue. He framed ‘his“question in a strongly
worded statement that addressed the age of the KC-135 tankers, the
decay and corrosion, that after a year of repair the aircraft were still unfit
" to fly and the danger to the airmen flying them. He invited the SECDEF,

his advisors and outside experts to Tinker AFB [Air Force] to see for
themselves the condition of the aircraft  He closed by saying “They are

.- old and need 1o be-replaced. Further delay is unconscionable ” ]
'SECDEF responded by saying that DoD was breaking new ground here -
in Jooking at a leasing deal o? this size. He described the lease proposal.
-as 125 pages long with at least 80 clauses, He wanted athrough outside - -
look He said we were still trying to negotiate a proper price. - S

7" [The Senator] repeated, again, further delay was unconscionable

On May 16, _2oos,wnpomd in an e-mail to Major General
- William Hodges that the KC- ystem Program Office continues to pursue
- .the Boeing KC-767A tanker aireraft lease deal with zero risk-tolerance éven
. ."though the Office of the Secretary of Defense is saying otherwise. “Thé€ key
" “here (and apparently missed by the SPO {System Program Office]) is that
OSD [Office of the Secretary of Defense] wants to lower the price ap e
: M& ané!a that’s what removing the subsidy does.” In the e-mail,
stated: : . ’ P

Sir, R :
1 had lassessment along with Dr M’s before -~ =
1 made my own idn't say the rate would be 10-15%, they just

said what the impact would be if it got that high and factors that might

cause it to be that high.

’ -Three quéstions. it System Program -
. Office/ (for which P've
~ given you my own opimion alréady):. o B

1) “Can you give me examples of 6-yr bonds that are trading today at 10-
15% ?imerest rate and an assessment of how their risk is comparable to
ours?
2) “Since the perceived risk is tied so closely to the chance of AF [Air
.. Force] returning the aircraft at the end of the lease, how would the AF’s
“purchase of some of the KC-767s prior to delivery (as early as-the first
lot) affect the B-tranche interest rate?” - : -

3) “ Do you think the rate will go down or up as deliveries progress—ie.,.
is your prediction of 10-15% a peak or average rate?” R :
The SPO continués to pursue this deal with zero risk-tolerance even
though OSD is saying otherwise Much like our cost estimates, the B-
tranche interest rate estimate is just a prediction The higher the
estimated rate you use, the lower the risk you'll be surprised in the future
“—that"s why the SPO wants a high number. That’s also why they want to
" assume a higher-than-official inflation rate (3.3% instead of 1.8%) and a
large budget for But it’s up to the executive decisionmakers to
decide what they want for a unit price (a question of contractual risk) and
how much to put in the budget (a question of budget risk) It looks like
the SPO would like these to be the same, but they don’t have to be (Mr.
= Aldridge so told Dr. Sambur and ! two weeks ago) The SPO’s attempt
£V . to push the price (rather than the budget) back up to lessen the risk -could
b;.-. very counterproductive to getting approval for the- deal in the first -
place, . e i e e D
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The key here (and apparently missed by the SPO) is that OSD [Office of
the Secretary of Defense] wants g wer the price and assume more risk -
and that’s what removing the subsidy does.

VIR,

Or May 23, 2003, Mr. Michael Wynne, Principal Deputy Under Secretary of
Defense for Acquisition, Technology, and Logistics recalled that

Mr. Aldridge announced at a press conference that the Government was
going forward with the lease for 100 Boeing KC-767A tanker aircraft.

June 2003. On June 10, Dr. Sambur sent an e-mail to Dr. Roche in which he
stated that Ms, Robin Cleveland wanted all the operating lease issues

“pristine” and if pot, the Air Force had to get a waiver from Congress.
Specifically, Dr. Sambur stated: -

Boss

‘We had the meeting and Robin had 2 points:

- She wanted to make sure that we were “pristine.with All (operanng

lease) issues and if not we bad to go to Congress for a waiver

;hS{l;s u:mted the $2B [bxlhon] that [M.r 1 Aldridge promxsed to pay down
13

I countered that-we showed that we passed [Office of Managemem and
Budget Circular] A-11 and that if we had 10 2o for a thc lease
would be killed. >
[Mr] Wynne, to his credit, said that the $2B [billion] was 2 separate
. ;,ss’!éeffrom the lease. [Msl Robin [C}eveland] pushed back but Wynne
eld firm

*Removed for reason stated in the initial asterisked footnote,
196
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1 have my PEO [Program Executive Officer] and DAC [Designated
Acquisition Commander] reviews this morning and afternoon. Gen
[General] Hodges will be attending,

Mary

On June 20, 2003, Mr. Kenneth J. Krieg, Director, Program Analysis and

Evaluation sent a memorandum to Mr. Wynne, Acting Under Secretary of

. Defense for Acquisition, Technology, and Logistics and D1.. Zakheim in which he
stated in part that: . : )

" Our A-94 analysis indicates that the provisions of the draft KC-767A
aircraft lease cost more than the equivalent purchase of tanker aircraft
Measured in then-year dollars, lease costs exceed purchase costs by
$6.0B [billion]; by $5.1B [billion] if measured in constant FY02 dollars,
or by $1.9B [billion] if measured in terms of net present value. Our A-94
analysis is based on the following key assumptions: 1) For the leasing
scenario, that the Department purchases the KC-767A tanker aircrafi at
the end of the lease peridd; and 2) for the direct purchase scenario, that
the Department seeks and receives Congressional approval for a
multiyear procurement of 100 aircraft. We find that leasing provides no
inherent economic efficiencies relative to direct purchase of tankers and
is, therefore, more expensive in the long run.

Our analysis also shows that the current draft lease fails to meet the
requirement of OMB [Office of Management and Budget] Circular A-11
that the present value of the lease payments be less than 90 percent of the
fair market value at lease inception Our calculations show that lease
payments are more than 93 percent of fair market value, exceeding the
requirements for the definition of an operating lease. This analysis is
based on a fair market value of $131 million (CY028) In addition to
OMB Circular A-11 requirements, Section 8159 of the FY(02
appropriations act includes a requirement that the present value of the -
Jease payments be less than 90 percent.of the fair market value at lease
inception, o . . Lo ’ o

July 2003. On July 3, Dr. Sambur stated in an e-mail to Dr. Roche that the
tanker aircraft lease report to Congress has left the building for final
approval by the Office of Management and Budget and assurance of a waiver
of the termination liability. Further, hestated that the Office of )
Management and Budget and the Office of Program Analysis and Evaluation
were nof happy with a comparison between 4 lease and a traditional buy.
Instead, if the Air Force use a multiyear procurement for comparison, it
would heavily favor a bay. Specifically, Dr. Sambur stated: _

Boss : . o

It JeR the building (after an agreed version between OSD [Office of the
Secretary. of Defense] and the AF [Air force]) for OMB’s [Office of
Management and Budget's] final blessing and assurance of a waiver of
fermination.  They (OMB and PA&E  [Program Analysj
Evaluation]) are now OK with my ‘A-11 interpretation (the
[million] is not the price at time. of delivery) but. PA&E and
{Robin [Cleveland]) are unhappy with the use of a lease comparison

197
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with a traditional buy (which is a wash). 1f we use MYP [multiyear
procurement] purchase for comparison, it is heavily favored towards a
buy. AT&L [Office of the Under Secretary of Defense for Acquisition,
Technology, and Logistics] and OSDC [Office of the Under Secretary
of Defense (Comptroller)] have come over 1o our snde If all goes well
you sxgn and we deliver to Congress Have 2 Happy 4% 't

Marv’

2003. On October 9, Dr. Sambur stated in an e-mail toF
Office of Management and Budget that he was concerned about
changes to Office of Management and Budget Circular No. A-11 that
clarified the criteria for qualifying for an operation lease and the inference
that the tanker aircraft lease squeezed by on a “loophole.” Specifically,

Dr. Sambur stated

" [ am worried about the answer in which it is stated that

- In July 2003, as part of our anmual revision to Circular A-11, OMB
[Office of Managcment and Budget] prospecuvely tightened and clarified .

the criteria for qualifying as an “operating lease.” This change should
help to ensure that long-term Jeases of capxtal equipment remain the
‘exception rather than the rule.

Does this statement not beg the ‘question as to whether yon changed the
circular because the tanker lease squeezed by on a “loophole” in the old
circular and would not pass the new circular? Is this not a bad mference

for the jease?
Maxv Sambur

November-2003. On November 24 in Sechon 135 of the National Defense
Authorization Act for FY 2004, Congrws limited the number of tanker
aircraft that the Air Force could lease to 20 and authorized the procurement
of up to 80 tanker aircraft. In addition, Section 135 required the Secretary of

. Defense to perform a study of long-term axroraﬁ mamtenance and requuements
Speclﬁcally, Sectxon 135 stated: i

Sec. 135. PROCUREMENT OF IANKERAIRCRAPI

. () LEASED AIRCRAFT — The Secretary of the Air Force may lease no
more than 20 tanker aircraft under. the mulhym aircraft Jcase pilot
program referred to in subsection (d)

(b) MULTIYEAR PROCUREMENI AU]'HORIIY -1 Begmmng

. with the fiscal year 2004 program year, the Secretary of the Air Force
-may, in accordance with section 2306b of title 10, United States Code,
‘enter into 'a multiyear contract for -the Purchase of tanker aircraft
necessary to meet the requirements of the Air Force for which leasing of
tanker aircraft is provided for under the multiyear aircraft lease pilot
program but for which the number of tanker aircraft leased under the
authority of subsection (a) is insufficient.

(2) The ‘total number of tanker aircraft’ purchased throngu a
) muhxyea: contxact under this subsectwn ‘may not exmd 80

3) Notwnhstandmg subsacuon (k) of section 2306b of title 10,
. United States: Code, .a° contract under this subsecuon may be for any
’ penod not m excess oﬂOprogramyurs -

8
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(4) A multiyear contract under this subsection may be initiated or
continued for any fiscal year for which sufficient funds are available to
pay the costs of such contract for that fiscal year, without regard to
whether funds are available to pay the costs of such contract for any
subsequent fiscal year. Such contract shall provide, however, that
performance under the contract during the subsequent year or years of the
contract is contingent upon the appropriation of funds and shall also -
provide for a cancellation payment to be made to the contractor if such
appropriations are not made i :

{c) STUDY OF LONG-TERM TANKER AIRCRAFT MAINTENANCE
AND TRAINING REQUIREMENTS-(1)- The Secretary of Defense
shall carry out a study to identify alternative means for meeting the long-
term requirements of the Air Force for— i

‘ (A) the maintenance of tanker aircraft leased under the
mudkiyear aircrafl iease pilot program or purchased under subsection (b);
an

(B) training in the operation of tankér aircraft leased under
zl;; multiyear aircraft lease pilot program or purchased under subsection

(03] Not fater than April 1, 2004, the Secretary of Defense shall
submit a report on the results of the study to the congressional defense
committees. :

{d) MULTIYEAR AIRCRAFT LEASE PILOT PROGRAM DEFINED-
In this section, the term ‘multiyear aircraft lease pilot program’ means
the aerial refueling aircraft program authorized under section 8159 of the
Department of Defense Appropriations Act, 2002 (division A of Public
Law 107-117; 115 Stat. 2284). ' :

(e) SENSE OF CONGRESS- It is the sense of Congress that, in
budgeting for a program to acquire new tanker aircraft for the Air Force,
the President sgou!d' ensure that sufficient budgetary resources are
provided to the Department of Defense to fully execute the program and
to further ensure that all other critical defense programs are fully and

- properly funded

March 2004, On March 29, the Department 6!‘ Defense Oﬁice of the
Inspector General issued Report No. D-2004-064, “Acquisition of the Boeing
KC-767A Tanker Aircraft,” stating that: R

The contract lease for 20 Boeing 767A tanker aircraf! did not meet three

of six criteria requirements for an operating lease as described in OMB
[Office of Management and Budget] Circular No A-11. Meeting the
OMB criteria for leases is a statutory requirement of Section 8159 of the

Department of Defense Appropriations Act for FY 2002. Further, the

Air Force long-term lease is contrary to the actual intended use of
operating leases, which may be cost effective when the Government has

only a temporary need for the asset. Accordingly, the lease for the

Boeing KC-767A Tanker Program was incorrectly classified as an

operating lease. .

The three criteria not met were: ‘
o the asset is a general-purpose asset rather than being for a special

. purpose of the government and is not built to the unique specification -
of the govertiment as lessee; . . : R
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» there is a private-sector market for the asset; and.
" e the lease does not contain a bargain-price purchase option.

October 2004. Or October 28, in Section 133 of the ‘‘Ronald W. Reagan
National Defense Authorization Act for Fiscal Year 2005, Congress
terminated the Secretary of the Air Force authority to lease tanker aircraft;
bowever, it authorized the procurement of up to 100 tanker aircraft.
Specifically, Section 133 stated:

SEC. 133. AERIAL REFUELING AIRCRAFT Acquxsmon

PROGRAM.

(z;) TERMINATION OF LEASING AUTHORITY. —Subscctxon (a) of section 135
the National Defense Authorization Act for Fiscal Year 2004 (Public

Law 108-136; 117 Stat. 1413; 10 US.C. 2401a note) is amended by

striking “‘may "Jease no more than 20 tanker a:rcraft" and inserting ““shall

fease no tanker aircraft™,

{b) MULTIYEAR PROCUREMENT AUTHORITY —Subsection (b) of such

section is amended—

(1) in paragraph (1)}~

(A) by striking *‘Beginning with the fiscal year 2004 program year, the
Secretary”’ and inserting ‘“The Secretary””; and

(B) by striking “nacessary o m * and all that follows through *“is
insufficient’’; )
(2) in paragraph (2), by stnkmg 80 and msertmg +4100"; and
(3) by striking paragraph (4)

(c) Srupy.—Subsection (c)(1) of such section is amended by striking

"“leased under the multiyear aircraft lease pilot program or’ in
subparagraphs (A) and (B).

(d) RELATIONSHIP TO PREVIOUS L AW —Such section is further amended by
adding at the end the following new subsection:

“(f) RELATIONSHIP TO PREVIOUS Law —The multiyear procurement

authority in subsection (b) may not be executed under section 8159 of the = .

?cpanmew? rlnl %f Defense Appropnanons Act, 2002 (division A of Public *
aw 107~ "

200
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Appendrx F. Commermal Item Procurement
L Strategy.- - Prlcmg Issues |

The followmg dxscusses the commercral xtem procurement strategy and pricing
- issues associated with the Boeing KC-767A: Tanker Program, the obtaining of a
- fair anid reasonable price for the Boeing KC-767A tanker aircraft, and a summary
..., ofhow the Axr Force amved at the Boemg KC— 767A tanker axrcraﬁ pnce

Commerclal Item Procurement Strategy - Pncmg Issues
Relat' d to the Boemg KC-767A Tanker Program

In order to'use an operatmg Iease to recaprtahze the Air Force I(C-l 35 tanker
aircraft fleet, the Boeing KC-767A tanker aircraft had to be a commeicial rtem
- Department of Defenise Office of the Inspector General Report No. D-2004-064
. stated that “contrary to the Air Force interpretation, the military tanker aircraft i rs
" - not a commercial item as defined in Section 403 of title 41, United States Code . "
~ Further, there is no commercxal marl\et to estabhsh reasonable pnces by the forces
'="ofsupplyand demand ool T - el ,

oemg mamtamed ahard Ime commercral

S Throughout the negouauon 'process,
- pricing strategy and provided v:rtually no transparency into the costs of the basic ' -

" . - Boeing 767 aircraft, tanker d  and modification costs, and logistics:

. support costs totaling almost for the first 100 aircraft.’ Boeing also
failed to provide any information ion prices at-which the same or similari lems
(Boemg76'1 aircraft) had been.sold: mmercial market and refused o -
accept any type of cost reimbursable contract for the tanker. developmentand
.~ modification costs.. This Jack of insight into commercial prices for Boeing 767 -

. aircraft and-cost data to support development, miodification; and contract logrsucs ‘
.."-suppoit costs plagued the negation process and placed the Air Forcéata - ,
* . disadvantage during the negotiation process.® Again, similar tothe operarmg_lease

: analysis, senior members of the Office of the Assistant Secretary of the AirForce’
(Acquisition) consistently reported that the Air Force was getting a fairand "+
reasonable price for the Boeing KC-767A fanker aircraft; however, the Office of - -
Management and Budget, the Institute for Defense Anal)ses, and the Depanment .
of Defense Office of the Inspector General dld not agree' ; ST

Obtammg.a, air and Reasonable Prlce for the Boemg
" KC-767A Tanker Aircraft . RERES

Several of the most serious issues 1denuﬁed wxlh obtammo a faxr and reasonabie

mproper influence by Ms.:Dar Druytn, fonner Prit crpal
‘Deputy Assistant Secretary ‘of the Air Force (Acquisition and. :
Management) to in¢réase tanker modifications prices and the fai]ure
by other senior Air Force ofﬂcrals to, support the Au Force = : o
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‘negonator/cost pncc analyst on Iune 1 7 2002

" Incorrect statements made by senior Air Force officials (ongmatmg
- from Ms. Druyun on October 26, 2002) relating to the discount on the
“green aircraft” (basic Boting 767 aircraft) made to the Ofﬁcc of the -
..~ Secretary of Defense Leasing Review Panel. the Office of .- -
- Manageme dget, and L8 - about the All‘ )’-orce
' .recexvmg £ better dnscou t than 2 preferred airline customer;

B Qucstxonab)e statements from Boeing on whether the Air Forcé was
- getting a better or equa! deal than a maJor airline; an

Pt - ) ‘Continous “battlc of BOE’s [basns of estnmate]” among the Air Force,'
- the Office of the Secretary of Defense, the Office of Management and "
- Budget, and the thte House as a result of the commercxal pncmg
l-;strategyn o . . : R

Summary of How the Air Force Arnved at the Boemg
KC—767A 'I‘anker Alrcraft Pnce L

' 5_ f The followmg are’ selected e-malls and memorandums that xdennfy accoumable
" officials associated with the pricing of the Boeing KC-767A tanker aircraft and
-7 eXCEIpls from interviews conducted of senior Office of the Secretary of Defense
"+ - and Air Force officials associated with how the ll’ Force amved at the Boemg
Co KC-767A tankex am’:raﬁ pnce . L ; F

- October 200 R - Foce v
"% Mobility Command stated that early figures.on arplane costs fxom the :

i - Boeige 767-200 and Boeing 767-400 aircraftran ‘

hile Boeing was offering between

: oeing asked where the ﬁguxes came from and when
e mforme they came from the i inge

. the Aif Force was not going 10 take !
- because it could not get lhe moncy an ,
T somethmge!se ) R S e

AT ;'December 2001 to November 2002
. .7 - the Assistant Secrets

anage . omptroller) -
M Office of the Air Force Director of -
! grams, { ‘the Assistant Secretary of the Air Force
c ‘msmon) was basically delegated to run the show and his main concern was :
thmg on the ramps He saxd he went toa number of mvestment '
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o 'places on Waﬂ Streetto fmd om what acQp oemg 767 axrcraﬁ should

ge back with a price of abou (maybe as low as -
for the “gre rice for the
“green awcraft” was abou said -

trying to increase the Air Force price for the azrcraﬂ
. Cost Price Analyst, Aeronautical Systems -~~~
; Wright-Patterson A:r Foreg ify a higher price for the o

d | because he was under a lot'of -
préssure to increase the aircraft | price. He also stated that the-Air Force was -
* complaining about increases in maintenance costs for the KC-135 tanker atrcraft
even though'it was negotiating a maintenance contract for Boeing KC-767A -
tanker aircraft.that was higher than w paying for the KC-135 tanker. .
“aircraft. He said that he felt soryy for sure he was -
" -undet to-increase the aircraft price and because he, as was alone

- and dxd not have anyone ﬁ'om thc KC-767 System Progr_ trice ¢ x'endmg him.

,Januaty 2002, * Contmctmg ofns cer, Aeronautncal
Systemis Command; Wright-Patterson Air Force Base stated that his task ::
;- was £ t'contract the lease called for in Séction 8159 of the Depaﬁment .
' Defense Appropr:ahons Act for FY 2002. Further, he stated that he was )
nvolved on the initial téam that started work on the Commercial Derivative Air
‘Aircraft, later changed to the KC-767 System Program Office -

o also stated that Lieutenant General Reynolds, Commander, .. -+

.~ Aeronautical Systems Center, Wright-Patterson Air Force Base directed that the -
. KC-767 System Program Office be cstabhshed to handle the tanl.er axrcraﬁ lease
program . .

A _ -H‘YOn )anuary 18,2002 m Deputy Chief of Contxactmg, ' '-  .
-~ Air Force Materie] Command recalle attending a meeting in response to ashort
.~ -notice that the Aeronautical Systems Command recéived to put the tanker aircraft

“.:" Jease on contract as called for in Section 8159 of the Department of De fcnse :
o -Appropnatxons Act for FY 2002. -

Febmary 2002 M em rooram D:rectbr, KC- 767 System
: +Program Office, who was assigned to KC-767 team by Lieutenant Geiieral - -
= Reynolds to support-the Office of the Assistant Secretary of the Air Force -
. efore the asssgnmcnt, he was workmg on the KC-135 tanker -

; Vyun palled’ 2
| F. Bowlds, Progmm tExecutwe Officer for Strateg -Prooran
: "th

. (European Aeronautic Defence and Space Company,

information in response to a request for information -~ -

a r.” The congressional staffér noted that the issue:
supply’ g the tankers had heen decxded by an overwhclmmg -
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* vote of the Senate (98 to 2) In response, Brrgadrer General Darryl A. Scott
" explained that the request for information did not commit the Air Force to
.. competition. The congressional staffer’s final words were “It is important to pick
.. - -and'choose your friends very carefuIly Itis clear that you havc chosen, and the
v.Commmeehasnotedn.” : O I » :

s {-’On Ap 5, Ms. Dwyun commented 5t the ree pre-negotlanon
-~ prices appea ow in comparison to Boeir 's Spe “green
BN ie. Air Force price ranged
o i : ort e

. Air¥orce ranged from i ith Boemg a )
Alr Force contractor logistics sup, ge .
( per aircraft per. year thh Boemgv W o
Dok May 2002. On May 13 Bngadrer General Bowlds sent an e-mail to.

< - Dr, Sambur-with a ce: to Ms. Dnrynn' Major General Essex, Director of
- Global Reach Pro e Assrstant Secretary‘o{ the Air Force

© 7 (Acquisition); and d the tanker aircraft
R otiations. stam5° Alr . orc (FY oeing-
FYOIS) and CLS £t logistics support] Boeing| per a

per. axrcraﬂ per year i

e—marl to Ma ;or General Essex
Office of the Air Force Director
S5, ssistant Secretary of the Air Force
rovnded the tanke ft lease negot:atrons

n] Boemg-w P

ruyun b leved tl\a

the hst price of abou

T On'May21, 2007, in an e-mail from
" Major General Essex he stated that
- was the nght number, 2 d.xsco i
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- On May 22, 2002, in responsc to quesnons ﬁ'om the Oﬁ'xcc of Managcment and
- . Budget about the Air Force negotiating team being led by-a GS-13, Ms. Driyun®
» * -commented that the staff of the Office of the Assistant Secretary of the Air Force -

- “'(Acquisition) is deeply involved, including Major General Essex; Brigadier

- General Darryl A. Scott, Deputy Assistant Secretary (C of me
Assnstant Secretary of the Axr Porcc (Acquxsmon), and e
Ju ‘2002 On June 17 0 B xng negotxatmg teams mct [

= - Long Beach, Caleornla Cost Pnce Aunalyst; Aeronautical -

-Systems Command, Wright-Patierson Air Forc ibed the meetmg
in'Long Beach as the “Long Beach Massacre.” stated that - :

‘Ms. Druyun pretty much by herself pushed the Air Force team to the high end of -

B the pnce reasonabl He asked Brigadier General Scott to in any
 support. %aiso talked about what he called thcﬂ __—
provision. 1his provision provided that, because the Air Force was

going-to fill up the Boeing pipeline and other buyers mxght startbuying> < . -
Boemg 767s, Boeing woul nefit of any quantity efficiencies and the
-“Air Force wanted a shar agreed but Ms, Druyun later took the ..
provision- oﬁ' the table, lieved that Major General Essex, Brigadier
Ids, and Brigadier General Scott were ali at the Long Beach meetmg ’

identified 26 data points relating to Jearning curve forthe: - -

modifications costs ranging from about 57 percent to about 83’ percent. Each of
"pomts was weighted based on reliability of data,” Ms. Druyun'went
nt until only 4 were Ieft; and thed that were left were the. -

favorcd ‘Boeing.” Further, h ! jee Negotiation

ted that the leaming curve was because “Air Force .

dershxp based on their cxpcmse sazd it 'was s0.” .

ighest end of the learn;

t to be better than tha
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oo Further, regard to the June 17, 200 meehng,”

o Contractmg Oﬂ' cer(GS-12),. Aeronautlca! Systems ommand stated in h:s
interview that he was present at the pricing meeting in Long Beach, -

Caleorma, and thatMs. Druyun made most of the decisions on the numbers

- Fur at Brigadier Gener' 1 Bo
. and at the mecting '
. m ated !us interview that, as far as be could teH
- regarding the June 002 meeting, Ms. Druyun was never in negotiations
" - for the Boemg 767A tanker aircraft and that be had no recollectlon of (he
o ,meetmg in Long Beach Cahforma. _ R v

lds, Bng dler Genera! Scntt,

G 'Major Geneml Scott stated in hzs mtervxew that he dld not rtmember the
" June 17, 2002, meeting in Long Beach, California. However, hie follow ed-up
" his interview. wnth an e-mail in'which be stated that he was at the meetmg but
- ‘did not recallany discussions with the Air Force Materiel Command pricer.
.- Further, Major General Scott stated that his contracting authority flowed through -
- Ms. Druyunand that she basically oversaw his work but that he reported to
* Dr. Sambur, the Serijor Acquxsmon Executive. He also stated that the tanker |
.. aircraft was not a commercial xtcm, but that thc Bocmg 767 axrcraﬁ wasa © -
o commercxal 1tcm I : s o :

o ':fAugnst 2002. On August l, .y :
-~ General Essex in which he stated ary KC-767 agreement bad o

! »'purcbase price was and the lease price was -~

T, Major General Essex forwarded the ¢-mail to Dr. Sambur, -
utenant Genera Stephen. Plumi Au Force Prmcnpal R

A A 10 sl
* "M, Druyun with a cc: to Major General Essex in which be stated that “[a
“major airline’s] buy of [Boeing] 767-200ERs and engines is pretty -
- . complicated:. Bottom Jiné: {the major airline] is the only
-5 exactly what the full-up aircraft cost (I'm checking wnth
: any mslght mto [the major axrhne s] engme dxscount) ”

bo knows. "
to see xf he got} .
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On Octo T 24 2002. Ms Druyun sent an e-maxl to Dr_ Sambur statmg -

ajor - ] has agreed R talk to me and 1 expect to sign a '
: nondxsclosure statement. It is my understanding that I will a!* o

: riting. 1 may fly cut to Seattle early next week with
10-look -at other sales of [Bocmg] 767’s to: axrhnes 1o see
unts 2 well: wm keep yon posted .

' On October 25 2002 Ms Druyun sent an e—maxl to Dr. Sambur staung &

o Had two more dxscusssons with the guys from [a maJDI cnrhne] mcludmg :
their chief negotiator. -His bottom line is that we negotiated a-very good * ",
" deal. In fact our discount off of the published catalog price is higher than '™ © °
that given to Boeings most favored customer. We also got some other’
. things thrown into the green aircraft which they would have paid for. He
© is now working 2 letter.: [ asked him to state “very good deal ™ He said
-+ _.the company Jawyers would have to pass on what they putin writing In .-~
.« any-event I'can characteized our discussion. | also. verified that the so :. . -
' called market price of thrown about is fictitious. They have -. © - -
- NEVER bought an a:r tat that pncc and he doesn t know anyonc |1 EEA
mdustry who has - } . :

_On October 25 2002 in response to Ms. Druyun Dr Sambur e-ma:]ed L

.'Darlcen o ‘ .

** Good work.- We nced to be careful wlh characxenzmg vcrbal dxscuss:on o

"~ because {an Office of Managcmem and Budget offi cxal] tends to think we~ "~
o leéaggerme ; : o

. ’On October 25 2002 Ms. Dxuyun sentan e-manl to—ét General K
E!ecmc statmg. . B S

7 “Need your help for a qmck ans»\cr to help us in our OMB [Ofﬁce of P
. . Management and Budget] discussion, 1 assuming for the GE engines you :
- sold to [a major- airline] for its [Boeing] 767-200ER purchase with . .
Y 2001 that your ship set engine price: was e.range of-
nd that they probably got a discount o because of .
S igh- utilization rate of 3000 hours a-year. -For the same type of .
S ‘cngme for the AF [Air Force] (yes 1 know we are using a larger one for
- MTOW {maximum _takeoff weight]) but with a txon rate of 750 - )
"‘hours a year that .our discount would be’ in the e Need an . - '
B :nswer ASAP [as soon as possxble] 2 'you ‘need o .
.- discuss R
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’On"‘OE:t'Qbe’f‘ 27, ‘2002;.Ms._fD’r'uy1'ivri ‘se‘r‘xt.an e-mail to Dr,fS‘a’m‘bur_ stating:

On October 28 2002 Dr Roche scnt an e-mad to Dr Sambur and Ms. Dmyun
Co statmg o . - - “

R On October 28 2002 Ms Druyun sent an e-mall to Dr Roche in thch she stated‘
. -that :

. On.October 28; 200 m i
1. Systerns Command, Wright-Patterson e
- that the appraiser v e “green aircraft” obtained in May-

- the aircraft price at for a 50/50 split of Boeing 200 an
o 1 ’ A [Benef' thost Analysxs]

Rcmoved for reason stated m thc i
page 1 10 ) '
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" . current climate-of low interest rates and few commercial aircraft orders
was the reason we were: able fo negotiate a-deal ‘superior 10 that of -
. Airlines with multiyear exclusivity contracts, . It is a tribute 1o the -
~ government’s tough stand that these ‘negotiati months, .
. longer than planned and resulted in a total price less than - - -
" vexpected by one of these Airline customcrs-prcmpu e1r Senior Vice -
... 'President of Finance to-call ours 2 “great deal” In shon, we beheve
S we're already bnngmg inthe pnce cut you suggcsted. . . ‘

. 'On November 5 Major General Essex sent an c-maxl to
flice of Program Analysxs and Evaluanon, statmg

ant” General] McNabb " told, me ‘that you “had 'mentxoned, e
fice.. of Ma.nagement .and’ Budgel‘s] concem: that. the R
pngefonhea ! 1 ehandthtt ars we did - -

‘OMB’s.
negouate
et

kY

. ly-have an excellent price. with 2 better
o dxscoum than the best airline company customers can get - We have gone
. ’/»_back to get documentaucn to back this up and 1 am very conf dent of

) _.On Nowember 7 » 2002 Dr Roche and membcrs of the Off ice of the Assxsxam -
* Secretary of the Air Force (Acquxsxt:on) presented to the Office of Secretary of
, _'D?fense Leasing Revxew Panel a bnefmg thal contamed the followmg pncmg
- in omxatxon, . _ S

The Alr Porce has more fundmg ﬂex:bxhty outsxdc the Fumre Years .
Defense Program, ’ I

o ' The Alr Porce negonated a good pnce--‘ '
S Boemg 767 dxscountcd—from list price,

o= _bener than discounts given to 20-year cxclusx\e o
" “preferred” airline customer. (DoD OIG audlt shows no .
- support for this statement, ) - ’

i the Air Forée only negotlat - discount as thxs “prcf'erred .
* airline,” it w ded per axrcraft ’Ihxs isayery -
gooddea!«- better an the * pros e

. Further, he stated e
n out of 2 Senator’s oﬂ'lce because be wanted competmon o
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and a Representative crowned him the “most politically fone deaf political
appointee” he had ever met in his life because he wanted competition.
Dr. Roche also stated that Mr. Aldridge, who ran this thing for the
Department ot him, decided in January that this thing was a good thing. In
-~ addition, he stated that the Chief Executive Officer of Boeing did not want to talk
“to him because he was talking to a {; # . So at that point, the only |
thing we were debating was what was the right price for something for which
.- there was no known market price. .Dr. Roche also stated that, “If you can make it
1.0 amilitary line y ild on all of the mods as you’re going and your ‘could
.. probably save Jmore per plane > versus modzfymg p!anes you _)ust bmlt,

a On January 30. 200 Genetal Jnmpar sent an e-mall to Dr Roche in wh:ch
. -hediscussed @’ s ¢ 'x. s & interestin the tanker aucraft lease
~ Specifically, he stated A . . .

, Removcd for reason stated in the mma! aslmskcd foomote ( The second and thxrd rcfcrences are also on
. pagwl? 120and188) A AN . St . :
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Pt

February 2003. On February 7, Mr. Michael Wynne, Principal Deputy Under
quisition, Technology, and Logistics sent to

ffice of Management and Budget a comparison of
prices developed by the Office of Management and Budget (fow estimate of

. $100 milk - a1 nd high estimate of $125 million per aircraft) and the
Air For tanker aircraft). Mr. Wynne believed that the
Office of Management and Budget estimates had potential errors relating to the

Boeing 767 200/400 modification work and that the Jearning curve on the tanker

modification.

On February 11, 2003, (BB of5ice of Management and Budget
responded to Mr. Wynne: ™

KC-767-200 Modifications: The extent of the needed modification to the
green air what unclear Note, however, that the Air Force's
price of al 767-400/-200 aircraft was not based on a content
analysis, but on a melding of the list prices for these two aircraft types
provided by Boeing We understand that the green aircraft will fly out of
Seattle to Wichita certified as a B767-200 by the FAA [Federal Aviation
Administration] In order to be certified as a B767-200 it cannot have
major § changes to the airframe (wings, tanks, tails etc. that have
sometimes been mentioned by the Air Force). Our approach to pricing,
which is to determine the basic market price of 2 B767-200 and then add
the recurring cost of a digital-cockpit-and its associated electrics is the
most sensible given how the basic aircraft will be built. The tanker
manager for Boeing indicated to us at a meeting that the recurring cost of
such changes was not large. Our $5M [million] and $10M numbers
cover what we believe the Air Force wants done on a recurring basis and
could be low or high, but is likely in the ball park

The Air Force change to the heading of its modification chart after
months of briefings simply will not suffice as an explanation for the Air
Force’s tanker modification cost. Once the Air Force Alerted us to the
“typo”, ‘'we-asked for details of the learning curve that the Air Force
applied and for the T1 cost, but have not received an answer from the Air
Force. We would think that upon noticing its *typo” in the chart, the Air .
Force would have been prepared to provide us (and PA&E [Program
Analysis and Evaluaﬁon]yrwiﬂa the supporting details which are critical
to the price analysis; they did not do so. Moreover, if this is # Jegitimate
typo,- it rajses the question as to why the initial cost of the tanker
modifications is greater than. the cost of the basic aircraft. " In this
situation, 1 expect that you would want to call for an independent cost
estimator to go over every CLIN [contract line item number] in the
- proposed work to understand how costs are derived.

'}a{:‘{ngrg for reason stated in the initial asterisked footnote. (The reference is also on pages 17, 120, 188,

211



230

March 2003, On March 6, the Office of the Secretary of Defense Leasing
Review Panel issued 2 memorandum that addressed:

Institute for Defense A

.

fgr

yses to address differences.

. Department of Defense Office of the General Counsel Report. The
Department of Defense Office of the General Counsel indicated that
. parties could resolve legal issues but additional risk would shift to the

Government,

o Office of Management and Budget Report.  The Office of -
Management and Budget reported that the tanker aircraft lease was the
largest and most complex in the history of the Office of Management
and Budget Circular No. A-94 and had the potential to set future
precedence. At that time, no A-94 precedence existed for leasing
when purchasing was less expensive. The Office of Management and
Budget stated that, if a termination liability waiver was not obtained,
the lease was not affordable. In addition, the Office of Management
and Budget reported another precedent setting issue relating to using a
rolling discount rate for the A-94 analysis. The Air Force agreed to
work the issues with the Office of Management and Budget and the
Department of Defense Office of the General Counsel.

On March 7, 2003,ms¢nt an e-mail to Dr.-Sambur and Major
General William Hodges, Director of Global Reach Pxogxams, Office of the
Assistant Secretary of the Air Force (Acquisition) in which he stated that “IDA
[Institute for Defense Analyses], Boeing, and the Air Force met this morning to
discuss cost estimate differences. Boeing’s bases of estimate were very strong in

face of IDA’s relatively weak rationale.”

In Mid-March, 2003, according to Mr. Richard P. Burke, Deputy Director
for Resource Analysns, Office of Program Analysis and Evaluation, a
representative from the Office of the Assistant Secretary of the Air Force
(Acquisition) called and asked exactly how much money did the Institute for
Defense Analyses receives annually from the Air Force. ,

On March 20, 2003, Dr. Nancy Spruill, Director, Acquisition Resource and
Analysis, Office of the Under Secretary of Defense for Acquisition,
Technology, and Logistics provided Dr. Sambur mfoxmatxon on funding for
the Instxtnte fo: Defense Analyss :

On March 27, 2003, the Office of the Assistant Secretary of the Air Force

(Acquisition) provxded an overview of the Boeing KC-767 tanker aircraft lease
pncmg and negotxatlon issues that stated:

212
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o Federal Acqmsmon Regulanon Part 12 Commercxal Contract
Negotiations

"'~ Negotiating team had to use price-based techniques, rather than
" FAR Part 15°s normal cost-based methods..

- Proposal evaluation switches flom scmbbmg predicted man-
hours to finding analogous systems with known cost data.

e Lacking a detailed cost-based proposal, pt ice-based negouanons
become a “battle of BOEs [Basis of Estimate].” -

" One’s. negouatmg position is only as. good as one s basis of
- estimate. .

. Impact of competmg cost [pnce] estlmates
-~ Ifbasedona supenor basis of estxmate negotxate to get fower
price. :

-+ If based on an inferior basxs of estlmate
dmegard/explauﬂdxscredltl

‘ Apnl 2003 Mx Wynne became lieavily involved in wnker axrcmft lease
program. He stated that he called Boeing concerning a most favored
customer clause and told them they were goingto have to allow audit and

“asked that they cap the maximum earnings a percent. Mr. ‘Wynne also
asked that the Institute for Defense Analym o a pm:e analysis of the tanker

: alrcraft lease proposal ;

Dr. Roche stated that in April 2003 a "_"tDOk the lead for the
White House in developing the Administration’s tanker proposal, conccnt@tmg in
" particular on unit price. Fuxther, he stated that Boemg met with the

on at least one occasion to discuss the tanker lease. Dr. Roche also » stated
that Messts, Wolfothz and Aldridge negotiated the approval of the proposal with
the X ‘ﬁ based largely on what the Administration believed would
be an acceptable pz ice for tanker aircraft. Inaddition, he stated that near the end
of May 2003, Mr Aldridge récommended to Mr. Wolfowitz and presumably the
Secretary of Defense that the Department go forward with the lease, given the
dramatic price reduction obtained over the spring. Dr. Roche stated that, with the
approval of the White House and the Secretary of Defense, Mr. Aldridge
announced the Department’s posmon to go forward wnth the tanker aircraft lease

ata pxess conference.

*Removed for reason stated in the initial asterisked footnote. (The references are ;léo on page 147 )
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on April 15; 2003, Dr. Sambur sent to Dr. Roche and General Jumper a tanker
aircraft chart that showed the cost savings by removing capability.

Proposal to Remove Capability to Lawer Price

214
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green,

I guess you are tight,
only the most recent )
th‘ehexplanmon has.: . - -

ZYs. and Loé?sncs];AF [Air Force], and the . .
, it looks 1ike" we are off track and-unable to produce an- . .

po an e-ma:l o Dx. Sambur
, ice Admiral Stanley. ‘Szemborskx, Principal
- Deputy Director, Progra ‘Iysis ind Evaluation; beir o
Boeing KC-767 tanker ircraft lea § Aldmlge -
would sign out a decision that authorized the-Air Force to pmceed witha:
ease pmgxa!n ‘and that afsked the Office ol’ Managem
ai

clow our current -position), but will ‘allow. us to craft-a cost-plus .
arrangement for-the tanker modification. - We: believe 1bis is doable
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- within a lease contract and, though out of the box, shou!d be acceptable o
" toBoeing... .

- .. This will allow us 1o proceed wnhout cutting content and at a pnce thax :

.. matches the OMB/IDA [Office of Management and BudgetInstitute for -

. Defense Analyses) estimate, but only if we can shifl cost risk for that - -
--estimate fo the government. In essence, if OSD [Ofﬁce of the Secretary °

of Defense] believe the IDA estimate and jsn’t willing 10 pay Boeing 10 -
assume the risk of a fixed-price contract, then OSD shotld be willing to”

', assume: it through 4 cost-plus contract. ] think we'll have full support of . . . .
AT&L- [Acquisition, Technology, - and Logistics),s PA&E - [Program .
‘Analysis and Evaluation] and Ccmptroller for thxs urse of action (they,
pred:cwd OMB support 25 well).. - . X

" There are gomg o be. pIenty ‘of delils to work ont in the commg weeks, .
but this looks hkc awm—wm decrsxon fome. ... L

: y 3, he and Mr. Aldndge
in wh:ch he stated that Boeing would not go along with a mixed fixed pnce
.+ .and’cost plus approach.-In regard to the “most favored customer” clause,

* . ‘Dr; Sambur stated that “If they were to. Iowcr their.price 10 us, it would mean that
- they would have togive a rebate to e e that has lhns clause.”: He also
.-, stated that the cost plus modification at a negative margin for -

"~ Boeing.- He:menti at the cap on profity and stated that, “If the
*"/true mod cost plus rofit.is more than most favored green ACT
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[aircrafi]), Boemg eats the dxfferenoe Boemg will let us oompletely audit all
costs associated with the mods . . : .» 'Dr. Sambur liked the ap for
the “give back” provision that reqmres the Air Force to refun for
each axrcraﬁ if’ the Axr Force did not order 200 tanker au'cxaﬁ

%

On May 4, 2003,msent an e-mail to Major General Hodges,
Director of Globa ograms, stating: »

According toP Dr Sambur and Boeing have decided to hold
firm on the followmg: ) . .

- Cost-plus is' unacceptable to Boeing ‘
- Boemg has countered with a Fixed-Pricel convertible
freighter, bu combi, with a oﬁt 1¢., 1f they make

les, they'll rcunburse the govt :

" -more - than Retum of .
[Govamnmt

- = This will prevent any wmdfall proﬁts (gougmg)

* @ said Dr Sambur claims SECAF {Sec:em? of the Air Foree]
supports ‘this: approach. Apparently, they all feel that if SECDEF.

Defg:me} disapproves the program on price ground Boemg
w.u take 3t toWH[thte House] and/or Congress and win.

Recommendation: No email to Dr S [Sambur]. Based on the polmca!
poker game now being played, 1 suggest AQQ [Office of the Director of
Global Reach Program: fdo pothing until we see who has the.
© Wi a fallback position if we absolutely must have a
:  but in the meantime, the AF [Air Force] position today
QSD’s JOffice of the Secretary of Defcnse] bluﬁ‘ and
and Congress say .

" *"Remioved for reason stated in thie imitial asterisked footnote: = — = —— ——— e i
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On May 5, 2003, Dr. Sambur sent an e-mail to{f [ - Bocing:
R Imix&iﬂhgioagree'ﬂxztwﬁm&vedm&stfavoredpriceforgreen )
aircraft, [Boeing] 200 ER. The issue of contention is that of the mods.

We ' have an g that has a NTE [not-to-exceed] on the
mods of cent. That will remove the perception issue of Boeing

ripping s off. :
. We give you the price on the 200 ER an we monitor the mod to ensure
the profitis N cent. ’ ‘
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ldndge sent an e-maﬂ to Drs Roche and Sambur that
- mieeting on the tanker price. Specxt‘ cally, Mr Aldridge

On May 12,2003, Dr. Sambur sent an e-mail to Dr. Rocbc and Mr Aldridge on
why Boeing cannot give the Air Force a better price. Specxﬁcally, Dr. Sambur -

stated:

) Pete, fim
. Ispoke m?m the issue of ROS [retum on sales], Before
- speaking to researched the Boeing financials and found

. commercial sector %gcmung margm on AVERAGE was less than

- . and the [Boeing] 7 than average because fits base is
. shrinking ... 1told éﬂzx_e‘s;'eﬂfamandhepromxsedtoget thy
s A

is having a conferenice ‘call with
d wxll get | to me this afternoon :

~.7Removedfozrmonmted.in,ﬂxahﬁﬁal,mﬂskeifaomme&._-_.., el
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On May 13, 2003, Dr. Rocke scm—at Boeing an e-mail in which
-t “-he stated: N T

Ineedtohaveyousetupameenngh

ice of M d Budget] ( ‘f .1
need for you,Mand possil to come here for a meeting
with me and Rodin Cleveland. T cannot get OMB comfortable with the

- price, no matter what I argue, So,tbclastchancexsforyoua
ic question about why is the _price this high .
if we can’t get anywhere, then, it's all over because we
w: never get there. Pls contact me soonost

On May 14 2003 Mr. James “Ty? Hughes, Office of the Air Force Genexal

Counsel, sent an e-mail to Dr, ing concerns about contract clauses
that Dr. Sambur forwarded t t Boeing. Concerns relating to
pncmg were: . 4 : : R ’

On May 14, 2003, Dr. Roche sent an e-mail to Ms. Robin C f
nd Budget, about an upcoming meeting with| d
at Boeing. Specifically, Dr. Roche stated: '

-1 will try to summarize where we stand, and ask for discussion among

us about how to grapple with the issue of price; the possibility of

transferring the [Boeing} 767 from a commercial product to a military

one (thus, breaking it out from the ack and rmitting cost discussions,

audns, etc.); some history of other of commercial planes. .
" ’(737 s, Air Force One and Téwo); and how can we come to grips with™

this issue since it will plague us for future aircraft. 1 will be teamed with

you, and not put you in 2 corner. Chime in whenever.

"Removed for reason stated in the initial asterisked footnote. _ © ..
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On May 23, 2003, Mr. Aldridge signed the “Air Force Boeing 767 Tanker Lease
Decision Memorandurm.” He directed the Air Force “to work with Boeing to

negotiate the best possible total purchase price not to exceed $131 million per unit
and leasé unique costs” Specifically, the memorandurm stated:

After a comprehensive and deliberative review. by the Leasing Review
" Panel, the Secretary of Defense has approved the Air Force’s proposal to
© enter into- a multiyear Pilot Program. for leasing general purpose
) ing 767 aircraft under the authosity in section 8159 of the Department

- ‘of Defense Afgpmpriations Act, 2002 While the currently approved plan
will provide for delivery of a total of 100 KC-767 aircrafl, approximately

*. 67 of which will be delivered in the. Future Years Defense Program
(FYDP), it is the -intent of the Department to g0 beyond the initial

100-aircraft as we begin the recapitalization of the airborne tanker flest

222
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The Leasing Review Panel compared the merits and shortcomings of
both leasing and purchasing the aircraft, and the Secretary determined
that the lease option best satisfied military needs and was preferable for

- ..two primary reasons. First, the lease will require a lesser initial outlay in

the FYDP. Second, leasing accelerates the delivery of aircraft

The Secretary of Defense approved this Jease proposal contingent upon
securing a waiver of the requirement to fund termination liability and
approval from the Office of Management and Budget While the KC-767
rogram is in its initial stages, ] am designating the program as an ACAT
Acquisition Category] ID. Major Defense Acquisition Program.  In the
" interests ‘of the government and the taxpayer, I direct the Air Force to
work with Boeing to negotiate the best possible total purchase price not
to exceed $131 million per unit and Jease unique costs, which tvl:’ehigecial
Purpose Entity will be responsible for paying to Boeing, and which will
form’ the basis for govemment payments under the lease The total
'purchaseéniqe’ shall include a firm, fixed-price for the ‘green’ aircraft
(767-200C) and for modifications and additional tanker equi t on the
green aircraft  The Retum on Sales (ROS) shall not exceed for the
green aircraft or for the additional equipment; and the configuration shall
meet the minimum set of requirements to satisfy the:Air Force’s mission
1 further direct the AirForce to work with. the Office of the Under
Secretary of Defense (Comptroller) and the Office of the Director,
Program Analysis & Evaluation, to finalize offsets in the FYDP to fully

fund the lease plan. ) o
I additior, as mandated by the legislation, the Air Force shall submit a
. ‘report to 31:1:‘ Congregsiz;?al g‘e,’fep_se Commmeisﬂ bet;%re Eirsgzﬁng,the leas;
. confract, -back to Congress one year after the first delivery an
sl aher e
Finally, the Air Force shall develop a Jong-range recapitalization plan
beyond the current lease proposal and present that plan to the Secretary
of Defense by 1 November 2003 oL
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September 2003. On September 1, Mr. James “Ty” Hughes, Office of the Air
Force Gcmml Counsel sent an e-mail to D: Sambur in which he stated:

On September 1 2003, in xesponse, Dr Sambur sent an e-mail to Mr. Hughes in
which he stated ) )

B wxll NOT let the connact to Bocmg unless it is an audit opinion AND )

" we get a yearly audit. You can tell them that they may win the SASC
. [Senate Armed Seérvices Commxttee] hearing but rhey will not get a
" contract!!! Marv
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Appendix G. Placard Paradox

Appendix G responds.to a January 27, 2005, letter from the Chairman, Committee on
Commerce, Science, and Transportation to the Secretary of the Defense, requesting that
we determine who intentionally deleted information from placards that were displayed
‘during a tour that members of the Senate Armed Services Committee staff participated
in during Tinker Air Force Base visit in October 2003. Subsequent to the tour, the
Coimmittee staff asked for copies of the placards. .

We interviewed 30 individuals associated with the placards to determine who
changed the original placards submitted to the Senate Armed Services Committee
staffers and why the placards were changed Exhibit 1 shows an abbreviated
organization chart of the Air Logistics Center as of October 2003 and identifies the
key divisions and branches that the Senate Armed Services Committee staff visited
relating to the KC-135 production line. Appendix H provides a listing of the key
players involved in the placard paradox:

Exhibit 1. Excerpt from the Air Logistics Center, Tinker Air Force Base,
Oklahoma Organization Chart (October 2003)
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We concluded that Air Force officials intentionally deleted and modified
information contained on placards displayed:during the Senate Armed Services
Committee tour. However, we determined that these actions were taken to portray
the most current and accurate maintenance status of the aircraft. We did not find
evidence to indicate that the placard information was changed to misrepresent the
health of the KC-135 fleet. '

¢ Initial Submission. With respect to the initial submission of placards
to the Committee staff on October 22, 2003, we concluded that actions
taken by members of the Air Logistics Center staff and the Department
of the Air Force were not meant to misrepresent maintenance
information related to corrosion on the KC-135. Personnel at Tinker-
Air Force Base indicated that collaborative discussions occurred
between members of the Maintenance Division staff who wanted to
ensure that they updated the placards to show the most current and
accurate information associated with the Tinker-only fleet.

» Final Submission. With respect to the second and final submission of
placairds to the Committee staff, we determined that Air Logistics
Center command officials and Deputy Chief of Staff Air Force,
Installations-and Logistics officials became involved once concemns
were raised about the initial submission of placards. We found that
during the staffing of the placards, Deputy Chief of Staff Air Force,
Installations and Logistics, determined that the Air Force would
supplement the maintenance information on the original placards to
represent the health of the entire KC-135 fleet. We determined that
the corrosion information contained on the placards was current,
accurate, and not misrepresented for the entire KC-135 fleet.

Background

On October 10, 2003, staffers from the Senate Armed Services Committee participated
in a tour of the Air Logistics Center at Tinker Air Force Base, Oklahom.
i om the Air Logistics Center accompanied the staffers.
Legislative Liaison for the Office of Legislative Liaison, Secretary of
e Air Force, coordinated the visit and accompanied the staffers to Tinker Air Force
Base and throughout the tour. Exhibit 2 depicts the staging of the KC-135 maintenance
production line tour. The photographs contained in this appendix were obtained during
are-creation of the October 2003 tour provided to investigative team members, Office
of the Inspector General Department of Defense on February 8, 2005. .
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Exhibit 2. Staging of the KC-135 maintenance production line tour

Thc KC-135 producnon line tour segment included a glasma screen bneﬁn g
followed by a guided walking tour around the aircraft. During the walking tour,
briefers identified examples of major structural repaus‘ that may have been
perfonned on KC-135 aircraft during depot maintenance. At each major s!mctural
repaxr exhibit, a placard was displayed. o

What were the placards? The pfacard slides were small story boards commonly
used during tours of the KC-135 aircraft maintenance line. The placards were
placed at each major structural repair exhibit and identified resource requirements
needed to repair or replace the major structural item. Exhibit 3 illustrates how the
placaxds were dnsplayed around the aircraft dunng the tour. e e

‘Ma_;or structural repairs are repairs or replacements of core aircraft componems Major stmcmrat:cpaxrs
g:;xcal!y‘mﬁ by corrosion or stress corrosion are not part of the planned or scheduled mamwnance of |
ail .
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Exhibit 3 Example of the placards d:splayed around the aircraft during the
* ~K€-135 maintenance production line tour
The resource requirement information included on the placards addressed labor
hours, labor 1ate, fitting cost, total cost, and occurrence factor.” Information on the
placards pertained to the Tinker KC-135 fleet and did not include information
related to the remainder of the KC-135 aircraft fleet. The original placards
- displayed during the tour are located in AppendixI.- .

Fmdmgs of Fact -
Placard Request and Cooxdmatlon A congressmnal staffer first requested a
ginal placards made on October 10, 2003. The request was made to

bief of Tapker Maintenance. Normally, data requests are
Legislative L;axson However, the

: ted thé Senate Armed Services Comm:ttec request to
ief Analyst, Procedures and ho normally
was not mvolved m the tours. The following week, ested
s be updated with current 2003 data, ug ecalls
_ king, he did not recall who asked him to update e placard
mformation. The updated charts included the current information on 66 KC-I35

SOcerirvetice’ &ctor indicates the pumber of times a core aircraft component was rep!aced of repaired over'a '
sa series of KC-135 aircraft at Air Logxsncs Center, Tinker Air Force Base
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" aircrafts repaired at the Air Logistics Center between fiscal year 2002 and 2003.
The placards still depicted labor hours, labor rate, total cost, and cccurrence™ -~ -
factors. However, a material cost figure was added and the fitting cost was

removed. Because the request for the placards was provided only to the Tanker
Maintenance Branch, the placards were not forwarded up thmmncs
tenan:

Command at that time , 2003,

; Executive Officer t Director of ¥ A
- sent a copy.of the placards Jeputy Director of Staff,
Oklahoma City Air Logistics er, orce Materiel Comman injtial

placard submission is located at Appendix J. The placards sent
contained the updated 2003 data, " minus the fitting ¢ teand = -

occurrence factc ber 22, 2003, forwarded the
same copy t ho forward
~ Armed Scrvicgs mmittee s 3 )

¢ charts to the Senate
The Senate Atmed Servicss Committee staffers realized that the information

contained on the placard; m what they had recalled was
displayed and contacted . The staffers indicated that
their request was f wn to them during their visit. On
October 28, 2003, rovided the information in the

original placards 10 Senate Armed Services Comrmittee staffers. This submission
contained the original placard information with added header and footer

- information, a point paper explaining the placards, and exceipts from the
Corrosion Service Life Report for the KC-135. The final submission is located at
Appendix K." The Corrosion Service Life Report for the KC-135 was released in
its entirety on October 24, 2003.

Who Chauged the Placards and Why? We were unable to determine the
identity of the individual that made key stroke changes to the placards regarding
. the first submission of the placards. However, we did determine that the decision
*" to modify the inig ‘ : orative decision between at least
jndivi Chief of Aircrafi Maintenance and
wrector of Maintenance: The request for the placards
generated mtense discussion over what information should be provided. ‘

October 13 though October 17, 2003, The week followin 13
though October 17, 2003), uested tha
KC-1 | Engineering Technician, update the placards to current 2003

“data. %ﬂ not recal] who asked him to update the placard information.
. The updated charts included the current information on 66 KC-135 aircrafts
repaired at the Air Logistics Center between 2002 and October 2003. The placards
- still siowed labor hours, labor rate, total cost, and occurrénce factor; however a
material cost figure was added and fitting cost was removed. We found that
. during this week the placards remained within the Tanker Maintenance Branch.

rins the: ek followine the
» . and|

_ October 20 though October 24, 2003. Du;
- tour (October 20 though October 24, 2003),

9We were unable o fully verify the placards with the 2003 daia because Air Logistics Center updated their
maintenance system in 2004 and were unable to determine what aircraft supported the 66 aircraft identified
intheupdated placards ... .- o i R
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Haised concerns about the data contained in the placards and how the

ate Armed Services Committee staffers would interpret the informatiofi %The
original placards contained Tinker Air Force Base-only data and did not address

. maintenance data from the other two centers that mamtamed the fleet of KC—135 s.

Wc found that:
e On Monday, Oct%l:ﬁ 20, 2003,

'« On Tuesday, October 21, 2003, W production
- . management specialist, provad placards and updated
2003 placards for the Aircraft Maintenance Branch We were not able

to detexmme how or who coordin:
ai gh 0
Vitnesces recalled discussions among

egarding the placards but
ecific conversations or times of these

alled 2 discussion about the placard
i during thxs timeframe and d
only contained : : w
executive Officer tof provided an electronic

hese placards constituted the
initial submission of the placards to the Senate Armed Services

Committee staffers (placards included SS OCCUITENCE
factors, fitting costs, and labor rates). id not recall
1

» who provxded the p)acards o hxm however, under no

before subm:ttmg them tolf
the coord

i Base by email. (Appcndxx J)

he coordmated the placards with Mr. Conner, Deputy .ommander, Air

Logistics Center. However, Mr. Conner told us that be did not recall

. ion, but would not deny that the coordination transpired.

submitted the, placards to the Senate Armed Services

mmittee staffers later that day. Upon review, the Senate Armed

- .. Services Committee staffers realized that the placards were not the

- same placardsas those displayed around the KC- -
production linie tour. The staffers contacted

» and agam, requested a copy of the. placards, ut

s.displayed around the KC-135 V
esponded by contacting
230 . o
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Staff, and indicated a sense of urgency to prowde the original placards
" to the Senate Armed Semws Committee staffers.

3, 2004, again
o obtain an update on the status of the

& On Thurs

contacted|

placards. We found that senior were now

involved in the placard request, Vice
‘Commander, became involved in coordinating the placard request.

Because the origi tained outdated Tinker-only depot

maintenance da anted to ensure that the information
- was understood. eld several meetings to better

understand the information contained on the placards and tasked the

KC-135 System Program Office to prepare a point paper explaining the
distinction between Tinker-only data and fleet wide data. We
confirmed that several individuals were involved in one or ail of these
eral Johnson, Commander Air -
Vice Commander Air Logistics
Maintenance Division,

uctural engineer. We found
were on travel dunng thxs

ubmitted the placard

charts tonxssxon included the
original placards with the footer reference, an explanative point paper,

* and an excerpt from the Corrosion Service Life Report for the KC-135.

The office of the ce, Installations and
Logistics contacted| and requested that the
placards be coordinated prior to submission 1o the statfers. S

: October 27 thoagh October 28, 2003 Dunng the third week followmg the tour,
(October 27 though October 28, 2003), we found that the placards were xevnewed
by individuals at the Air Staff level At thxs pomt the placards snll contained -
kaer-only data.” - -

-“ On Monday October B ded o
: ackage from .
Deputy Chief of Staff Air Force, Installations and Li gistics -

- coordinated the package with Lieutenant.
Staff Air Force, I
was on leave and :

information to the piacard charts per Licutenant ( encral Zett}er s request

e On Tuesday October 28, 2003 Meoewed the
-+ coordinated package from the Office o puty Chief of Staff Air
Force, Installations and Logxstxcs and submntted the placards tothe
. Commxttee staﬂ"ers
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Appendxx H. Key Air Force Players in the
Placard Paradox

The followmg Air Force representatives were key players in executmg the Senate
Armed Services Committee staffers tour at Tinker Air Force Base on October 10,
2003, or were involved in providing the KC—135 placards to the Senate Armed
Services Commmee staffers.

Air Logistics Cqmmand, Tinker Air Force Base, Oklahoma

Major General Charles Johnson. Major General Charles Johnson, Commander
Air Logistics Center, was not invoived during the tour; however he did meet the
staffers following the tour’s conclusion. Major General Johnson was involved
with providing the final submission of the placards to the Senate Armed Services
Committee staffers

m ice Co
ogistics Center, was not involved during the tour; howevexw

coordinate the final submission of the placards and the pomt paper explaining the
placards information..

Mr. Robert Connor. Mr. Robert Connor, Execut:ve Duector, reportedly
coordinated the initial subm:ss:on of the placards before it left Tinker Air Force

, Base

M Director of Staff, escorted Senate
ervices Comumittee staffers during base tour, and was involved with

providing the placards o the Senate Armed Services Committee staffers

MDeputy Dlrector of Staff, was not present
uring the tour but was tasked with coordinating the placard submissions to the

Senate Armed Scmccs Commmec staffers

Mamtenance Dmsmn, Alr Loglstxcs Command kaer Air -
Force Base, Oklahoma .

- Arr Logistics Command, er Alr Force Base, oma, escorted the Senate

Armed Services C i the tour and presented the lean
- engineering briefing. as involved in discussions about the
content of the p ds and his execunve Officer pmcessed the mmal placard

submxssxon

as oneo

.execunve ficers. jwas not involved w. € Senate
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Services Committee Staffer tour, but was mvolved in the coordmatlon of the
" initid} Submission of the placaxds to the staffers. T o

‘*Deww cintegane i e
- preparation of the point paper withi and at
accompanied the final placard submxsswn

Aircraft Branch, Maintenance Dmslon, Air Logistics
Command Tinker Air Force Base, Oklahoma

Chxef Aircraft
1vision, was not present during the tour, but was mvolved with provxdmg the
placards to the Senate Armed Services Committee staffcrs

Tanker Alrcraft Branch Maintenance Division, Air Logxstxcs
Command kaer All’ Force Base, Oklahoma

ch-xss Production Chief, Tanker
C| ranch, Maintenance Diviston, was nvolved during the tour; however

ed involvement with providing the placards fo the staffers.
Mxecalls the Senate Axmed Services Comxmttee staffers placard
mcmy chi
ol Tanker Aircr aintenance branch, was not present during tour however
was involved with coordinating the mmal placard submission to the Senate.
Armied Services Committee staffers. .

mmlalyst Chief; stated th
tour on the morning of October 10, 2003. He also asked
te €p acard

update the placa:ds, although he dxd not reca]l who ask hxm to
information. o

mxc-lss Industrial Bngmeermg

1c1an, updat ¢ original placards to 2003 Tinker Air Force Base data.
‘The data used to update the placards was obtained from the Program Depot
Mamtenance Support System database.

W Production Management Specialist,
* transmitted the updated placards with 2003 Tinker data to the Aircraft

Maintenance branch.

KC-135 System Program Office |

'mmxector of the KC-135 System
- . Program Ottice did not attend the tour and was on travel .around key. placard

submission dates
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Mmpmy Director of the KC-135 System
rogram Office did not attend the tour and was on travel around key placard

submission dates.

Wsﬁuctural tmgmeer, prepared the point
paper dat on the information contained on the original
ds d.

placards and explained why the transmission of the
pomt paper with the assistance o and

Deputy C}nef of Staff Au' Force, Installatxons and Logxstlcs

R

'Lieutenant General M:chael Zettler.. L:cutenant Gcnexal chhael Zettle:
Deputy Chief of Staff Air Force, Installations and Logistics, coordinated the final
placard submission and directed that the header information was added to the o

~original placards befoxe submission.

action officer ior the ice 0 puty (]
Installations and Iﬁglstxcs, reccwed the p]acards : A he
went on leave the following the coordination and

assmed thh the coordmanon

i Deputy Chief of Staft Air rorce, insta
: -and accicted the eoordination of : piscion while
. dded the
eader information to ongmal placards prior to the final submission per
Lieutenant General Zettler’s Request. ,
Departmen__tof the Air Force, Office of Legislative Liaison
legislative

1a1s0n:action officer coordinat s Commuittee staffer
visit to Tinker Air Force Base. Iso accompanied
Committee staffers to Tinker Air Force Base and submitted both versions of the

placards to the Senate Armed Services Committee staffers.
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Appendix I. Original Placards Displayed

Aft Terminal Fitting SRR
~ (Body Station 820)
* (Due to extensive disassembly both ﬁttmg are
changed , “R” model only) »
* Man hours for mstallatmn (both snde‘_
* Prepare 820 fttmgs B
» Jacking

Total Labo T ) '4
« Fitting Cost ‘

¢ History of 82 A/C: 0 Occurrences

Main Lanﬂing.Gear Trunnion: -

* Man hours per installation:
¢ Beavertail rework
» Jacking Ll

Total Labor (i
.« Fitting Cost ( o

History of 82A/C:'1 Occurrence
* 1.2% Occurrence Factor

L]

v e
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 Bulkhead Fitting:
. (Body Station 960)

* Man liqﬁrs per in_éta_llaﬁdn
* Jacking. -

+ Total Labor
» Fitting Cost |

- History of 8“_2-  C: ‘_fpccii‘.x‘reqcos '
- 5% Occurrénce Facfor =

Bulkhead Fitting: - S

" (BodyStation820)

* Man hours per installation
o Jacking. .
Total Labor |
+ Fitting Cost
History of 82 A/C: 4 Occurrences
* 5% Occurrénce Factor
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%

Forward Termmal ﬁttmg.
(Body Statlon 620)

- » Man hourspe
* Jacking

Fitting Cos

* History of 82 A/C: 1 Occurrence '
*» 1.2% Occurrence Factor

Right Fuselage Skin Bo_dy::_ |

(Station 360-620)....

'+ Man hours per mstallatmn

. Jackmg s
* ‘Total Labor
Fitting Cost { S .
History of 82 A/C: 18 Occurrences '

* 22% Occurrence Factor

.
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5 v

R/H 880 Beam Replacement
(must remove L/H to replace R/H)
« Man hours per installation:
« Jacking&Jig . ¢
-+ 10.9 Pressure 'cixé(;fc_ Sk

Total Labor 2]
* Fitting Cost

= History of  82 A/C: 1 Occurrence
« 1.2% Occurrence F: actor

.. A Fr
A g -
X - b

R/H 890 Beam Rej)lacément:- o

‘s Man hours per installation: jji
* Jacking & Jig- H
* 10.9 Pressure check -~ :

Total Labor [ ,

* Fitting Cost L

- Hisfory of 82 A/C: 0 Occurrences

.
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Boom Shock Ab'so:rbvelv," re_‘cept’é'cle: -

*- Man hours per installation|

~+* No jacking required

s Total Labor’

-+ Fitting Cost (Wl

_ » History of 82 A/C: 1 Occurrences
~+ 12% Occurrence Factor
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Appendix J. Ix_litial Placard Submission

03

~ Aft Termmal Fitting
(Body Station 820)

» {Due to extensive disassembly both fittings
are changed, “R” model only) - ]

« Man hours for lnsh!latlon (both sudes)
Prepare 820 ﬁttmgs :

¢ Jacking

Total Labor (Hrs)

*» Material Cost (-

* Banch SuwckiNol Inctuded 1

*

Main Landing Gear Trunnion
Fitting
« Man hours for installation .
* Beavertail Rework :
« Jacking
+ Total Labor (Hrs)

« Material Cos (N

* Banch Stock ot ciudod v : 2
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‘Bulkhead Fitting
(Body Station 960)

Man hours for installation

-+ Jacking -
* Tofal Labor (Hrs) = -
» Material Cost-

* Bonch StockNotincluded

Bulkhead Flttmg
(Body Station 820)

© "+ Man hours for fnStaliat’ion o
o Jacking
..+ Total Labor (Hrs)

* Material Cost-

¥ F'=™ Boneh StockNot lnciuded
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Forward Terminal Frttmg
(Body Statlon 620)

"""+ Man hours for nnstallat:on |
] Jackmg S

_ "+ Total Labor (Hrs)
,' ' Material Cos

"* Benoh StockNot inctided

% .;j
Right Fuselage Skin Body
(Stat:on 360-620)

*+ Man hours for mstallatton +]
3 . Jackmg

. "Total Labor {Hrs)

_-.» Material Cost

* Bench Stock Not included
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R/H 880 Beam Replacement -
(must remove L/H to replace RIH)

. Man hours for mstallatxon .
Jackmg & Jig

. 10.9 Pressure Check :
. TotalLabor(Hrs) -~ =~
~+ Material Cost (N
* Borch StockNotinduded -

v

RIH 890 Beam Replacement

+ Man hours for installation
Jacking & Jig

10.9 Pressure Check
Total Labor (Hrs)

Material Cost

* Binch SiockNotinciuded .
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Boom Shock Absorber Receptacie
~ * Man hours for installation
No Jacking Required

Total Labor (Hrs)
Material Cost

* Bunch Stock Not intluded 'y

244 ..
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Appendix K. Final Placard Submission

“Total Labdr -3
ﬁttmg Cost ( '

. 5% Occurrence Factor S

"+ 5% Occurrence Fagtor
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* History of 82, I
. 1.2% Occumnce Factor
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e History of 82AIC. l80ccurrencw e
. 22% Oecurrence Factor i

: - 1.2% Occurren' Factor, R
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msmyofaz AlC:

. 1.2% Oécumnce Factor
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- No jaél;;né reqmred

_* Total Labol '
Fittmg Cos_
. Hnstory of 82°A/C: 1 Oocurrences
*12% Occurrence Factor

-
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POINTPAPER
- CIRC-145 AGING AIRCRAFT POMTOUR
~Pucpose. . ‘ .
me&emissmmlﬂ‘ehmm&mﬁmplmddah
providedto ~ Professional Staff Members of

theSmteAmedSmem&ee(BASC) 10-Oct 03 Tinker AFB tour
Wnﬁmmw“m of the =135 depot
~aintanance process and capabilities at Tinker
- Nine placards {attachment 1) were displayed under ar amzzﬁushnm'
. examples o(npamamp!xshed&mngﬂudepdmnmmpmm

) —Back;mnnd

= The ~135 aircraft Deet is.composed of 581 nireealt with an sverage age of 42

mudmupmdatfom?mmmmdbwmmm:epm
sites: R

~-QC-ALC/MAB Tinker AFE, OK-

~-Boeing Aerospace Services Center (BASC) Sxa Antonio, TX

-PEMCO Aeroplex Birmingham, AL,

13 Communications Greenville, TX
~ Aging A1C issues — Camplex corrosion/cracking repairs are vnpredwtab!e and

random: results i growth of structural repairs, PDM bours and repair costs
« The repairs briefed at dockside en 10 Oct were a small portion of th

hours contained in the PDM work package

-Discusgion
~ Placards divplayed dockside were for parts identification/penera) information
~Not 3 tepresentative samyple of the mz;ox structural yepairs (MSRs) being
arcomplished at 21} four PDM yeysir sites

»OCALCplamdMSRcimmﬁectedonlmiiermumnmﬁmﬂ'Mm
mid-FY02

Cﬂ(ﬁ-lﬂﬁmmsm history including MSR and rewire data for the fieet is

‘documented in :heKGZSﬁConwmaud&muhfeR@cn dated Oct 2003
- {attachment 3)

»Infumauonmtamedmtheoaoammbiedby the AF/ILM staff with
information/analysis provided by :he_xss SystemPrograin Office

ot

* Namer of Profexsiousl Siafl Menbar semoned
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- mo&mmphmmmmammamtdmm
mwmpmudmmosw

Wznymudwwwmmmmemmm

wide MSRs from FY05-FY0S .

-~00-Alﬂplmaxmeddmthem{)dmtammmfumczdm&e;

1eft side of the chart’

’ »J’or example, the body station 520 bulkhead fitting :
MWWMH‘OOMMMammN%
(attachmest Uplacard 1)

-«-hmpm.mmwlfmmmzs)mmhdmm&m .
© FY00 thru FYD2 (19%, 4%, 10%) (amnbmntz.?:wofwwxepm)
=~ Nete the emraticunpredictable asture of MSR repairs sine FY95

--~0&M8phwﬂaﬂ9mbemnfmnudwthe0¢08npmmd ’

Wﬁmmwmywwym

i Summxylﬂ:wmmendauw

= For a comprehensive \u:dexsmdmg of eorrosion aind service life issues oo the
CIKC-135 fleet; please review the KC-135 Conosmn and Service Life Report,
machment 3

251




{Fre-Foy

270

PERGENT OF FLEETARDE KAKR STRUCTURAL REPARS
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Under Secretary of Defense for Acquisition,
Technology, and Logistics Comments

sacns;.\wx oF muss‘ FENSE.
5010 DEFENSE PENTAGON
WASHINGTOR DC z:somom

27w

nghthuipmmlom” A 3y mck!y Maeungmns‘ xeqtms
mmnmacwmmoﬂmmmm Hu:ibuxg"uabsolmdy necessary
ﬂwemwerwbcupahhoﬁqam;appmpﬁuﬁy tbmmmedmexequumm for
-xm;wmd iein.

) mmmm mhw&&umyﬂaﬁvﬁzxmmﬂdgmg

o T wormy shout the: wwﬂﬁemﬁmmmm sboddnamd:
. hwah.movundchqp,

quuwummhmwiﬁm movagmunmasmﬂydemwdd,w

mmwmﬁuay.&h!mmdwmnf leung ‘never sgwthe
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mmmdbmeﬁmotbn\xfom A more constroctive fecomitiendstion for thé
mﬂuhwmebmmmmeﬁmhmwymadm C
,mmmmmmamm thcwom

) ?‘mny ummmyomhﬁmld:dmbum:ﬁe&m%

. Secretary unti) afier the decision to lcase was taken and snrovnced 25 spproved by the
Secraary of Défense ko the Office of Mansgement and Budget My role before
becoming Acting Under Seerctary was limited - lmnm.fuexmrpie,nmmhucme
Lesding Review Panel - 20d focused principally on efforts to reduce the price thai had.
bmugaﬂndby&eh?mcfcaymmmhndmmmﬂm
. those efforts. Wihien ¥ sssumed my current position, 1 songht to foster debate
) @M&Mﬂﬂfhm&mmwhwmlmmmuf
mum;imm&mmmmwm o

C m.qummwon!d be better served if’ mwmmha!pnfmdm
spproackes to doing business. Itrast you will consider these views in finalizing your
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Department of the Air Force Comments

SECRETARY OF THE AIR FORCE
WASHINGTON

2B AR 205

MWORANDUMFOR MCEOF mmsncroncm DEPT OF DEFENSE

SUBJECT: DoDIGDraft Report, Mmaml\mbﬂuykmwo{heaoml(c-
T67A Tanker Program,” Project Number D200SAE-0092 *

Thank you for providing the Air Foroe with the opportunity to review and comment on
the draft repont, Managenent Accowstability Review of the Bocing KC-767A Tanker Program.
Wnbmmleomvn hmﬂsﬁmmnmdm?mlﬂdmwpon

jon concerns the mw arg nt 10 conduct x Analysi
ofmcmovu This regulatory req namdy ined in the Dep of Defenss
5000 series directives. Ammwmﬂme&em‘ﬁtymm
Ammoummmuwwm;mwmwuwﬂwmh
clear

Yowmm}ymwhmmzmmammm
traditional approach for the scquisition of major d in the Dy of Defesse
OWMudmm Mwsdebhuedmonbyummofbermﬁr
Acquisition, T logy aud Logisti d aggr Jy and supperted by key lesders
ofmusmmmmoums Mhﬁdﬂtbﬁiﬂdlhmwpdolmkerm
1 of a critical military capability
mumglymdemdi‘orme@obﬂ’mrw Temmor. The sctions that drew ¢riticion (that no
of Alternatives was conducted, that traditional acquisitior practices were not followed,
mbmn disagreements over pricing, ec.) flowed from that first-order docision by the
individual charged by law and policy with responsibility for making it

Ywmdoamdudnunshbawm&emhofﬂmcmﬂmdzmmm
Mentified requirements and those who implemented acquisition :gics. These are imp
distinctions. Moctomcmmupmmhmedonmcwmmmw Mewmbers
wmumm"mdnmgmmwawmm
respornsibility for, nor authority over, nequisition strategy decisions

Ywmmmyﬂm&mfwﬁcmmimm(-
commercial iten procarement via lease) rested, in part, on the wrpency for tanker
recapitalization. The Air Force thid not successfully make the cave for urgency, but those who
‘stempted to do s0 should not be found at fask for the atiempt. 1t is important to remember that,
thpmﬁ.mmmmumwmhdgmm
Dundreds of combat sorties in the Central Command Ares of Operations, snd sustsining Air
Soveseignty Alert over the 50 States i our union. Operational leaders were—and sre—
mmymdmmcammyammmmmmwy .
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asious sbout 2 nubey of age-related problems It is their job to raise the alarm, and, under
different ci ooe oould i finding fault with theen for NOT mising the alem

‘We have fearned much already from this experience. Your report makes & valusbie
contridution to the body of knowledge we have amassed and will sid us substntially in
memwﬁcyudmumﬁuwmdmﬁnnm
»m?mmuymmmhmﬂm Their diligence md .
"professionalism wre evident in the comp and thoroughness of the report.
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Team Members

The Acquisition and Technology Management Directorate and the Contract Management

Directorate, Office of the Deputy Inspector General for Auditing of the Department of

Defense contributed to the preparation of this report. Personnel of the Office of the

%’nipectox General of the Department of Defense who contributed to the report are listed
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Thomas F. Gimble
Mary L. Ugone

Henry F. Kleinknecht
John E. Meling

Jack D. Snider
Suellen R. Brittingham
Joseph P. Bucsko
Neal J. Gause
Kelly B. Klakamp
Joyce Tseng
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Mr. ScHMITZ. This morning I would like to introduce the report’s
primary author, to my left, Deputy Inspector General Thomas
Gimble; and I would like to very briefly review the report’s genesis,
its scope and methodology, and its bottom-line results. Of course,
Mr. Gimble and I are prepared to answer your questions.

On December 2, 2003, as you said, Mr. Chairman, you sent a let-
ter to the Deputy Secretary of Defense in which you suggested that
I conduct an independent assessment that would “examine the ac-
tions of all members of the DOD and the Department of the Air
Force, both military and civilian, top to bottom, who participated
in structuring and negotiating the proposed tanker lease contract.”

Subsequently, on November 19, 2004, you and two other mem-
bers of the committee, Senator Levin and Senator McCain, sent an-
other letter, as you said, this time addressed to Secretary of De-
fense Donald Rumsfeld, reiterating that I should conduct an assess-
ment of accountability along the same lines of your prior letter, and
requesting that my assessment determine “what happened, who is
accountable, and what actions must be taken to prevent this situa-
tion from happening again.”

To accomplish this objective, our independent review team ana-
lyzed selected e-mails and memoranda from the DOD, the Air
Force, and the Boeing Company, and interviewed 88 individuals
from the Departments of Defense and Air Force who had been in-
volved in the Boeing KC-767A Tanker Program to determine what
happened and who was accountable during the structuring and ne-
gotiating of the proposed lease contract.

Our review team did not interview White House officials, Mem-
bers of Congress, or officials of the Boeing Company because the
objective of the review focused on the accountability of members of
the Office of the Secretary of Defense and of the Air Force who
were involved in the Boeing Tanker Program.

What happened? Although Boeing had submitted a proposal in
February 2001 to the Chief of Staff of the Air Force to convert 36
Boeing 767 commercial aircraft into tanker aircraft, it was not
until after September 11, 2001, that Air Force officials began meet-
ing with Boeing Company executives to enter into an agreement to
lease 100 Boeing KC-767A tanker aircraft. The proposed lease
agreement generally had support of White House officials, Mem-
bers of Congress, senior officials of both the DOD and Air Force,
and of the Boeing Company. At that time, that is before and imme-
diately after September 11, 2001, the Air Force had neither identi-
fied nor funded an urgent requirement for the replacement of its
existing fleet of tankers.

The Department of Defense Appropriations Act for Fiscal Year
2002, enacted in January 2002, included section 8159, titled
“Multi-Year Aircraft Lease Pilot Program,” which section author-
ized the Air Force to make payments on a multi-year pilot program
“to lease not more than a total of 100 Boeing 767 aircraft.” That
section also provided that the term of any individual lease agree-
ment shall not exceed 10 years.

Without conducting an analysis of alternatives, the Air Force
used the provisions of section 8159 to justify an informal acquisi-
tion strategy, the focus and goal of which was expeditiously to lease
100 KC-767A tanker aircraft from Boeing through a business
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trust. By not following established acquisition procedures contained
in DOD directives, the DOD and Air Force officials identified in our
report neither applied best business practices nor adhered to pru-
dent acquisition procedures, and failed to comply with five statu-
tory provisions relating to commercial items, testing, cost-plus-a-
percentage-of-cost system of contracting, and leases to satisfy the
warfighter needs.

Who was accountable? Our report identifies the DOD and Air
Force officials who were responsible for failing to ensure the pre-
scribed acquisition rules and procedures were followed. In sum-
mary, a number of senior DOD and Air Force officials acted as if
section 8159 of the Fiscal Year 2002 Appropriations Act had waived
various legal requirements, statutory checks and balances, that
that section had not waived.

Moreover, as our executive summary concludes, the system of
management internal controls within the Air Force and the Office
of Secretary of Defense was either not in place or not effective, be-
cause the existing acquisitions procedures were not followed in the
proposed lease of the Boeing KC-767A tanker aircraft.

What actions must be taken to prevent this situation from hap-
pening again? We have four recommendations in our report. Briefly
summarizing them: The Department must change the cultural en-
vironment in its acquisition community to ensure that the proper
internal control environment is reestablished and followed for
major weapon system acquisitions.

Number two, the Secretary of Defense should reemphasize the
need to conduct an analysis of alternatives for all major systems
before major milestone decision points.

Number three, DOD 5000 series guidance should emphasize that
leasing is merely a method for financing the acquisition of a pro-
gram and that lease programs should be treated the same as any
other acquisition programs of like cost.

Finally, DOD 5000 series guidance should require, at a min-
imum, that the decision to enter into a contract to lease a major
system must be subject to the results of a Defense Acquisition
l])Bloard or a System Acquisition Review Council review as applica-

e.

This concludes my oral statement. Mr. Gimble and I would be
happy to answer any questions you have.

Chairman WARNER. I judge Mr. Gimble at this time will not
make an independent opening statement; is that correct?

Mr. GIMBLE. No, sir.

Chairman WARNER. Thank you.

Mr. Secretary.

STATEMENT OF HON. GORDON R. ENGLAND, ACTING DEPUTY
SECRETARY OF DEFENSE

Mr. ENGLAND. Mr. Chairman, Senator Levin, members of the
committee: It is always a pleasure to be with you. I do appreciate
the great work you do to provide for our men and women in uni-
form, to get them the equipment they need to protect our Nation.
It is your oversight role, however, that is especially critical in en-
suring the continued confidence of the American people, and I
thank you.
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During my last appearance before this committee when seeking
confirmation as the Deputy Secretary of Defense, I commented
then that ethical leadership is especially critical in the DOD be-
cause trust and confidence define the strength of the link between
a Nation and her citizens and her military. While legal adherence
is always necessary, ethical behavior is absolutely essential, and
actions by the DOD must always be above reproach. As this com-
mittee has properly emphasized, when individuals do not meet the
standards expected by the American people they need to be held
accountable.

It is vitally important that the Department have in place the ef-
fective processes with appropriate checks and balances to ensure
that America’s warfighters receive the equipment they need and
when they need it, while at all times providing transparency and
the greatest value possible for every single taxpayer dollar spent.
We owe that to our troops who serve us so bravely and we owe it
to the American people who support us so generously.

Regarding the Inspector General’s accountability review of the
Boeing Tanker Program, many recommendations for corrective ac-
tion and for better checks and balances in acquisition have been as-
sembled and proposed, instigated by this committee’s review. Mul-
tiple organizations and interested groups, many external to the
DOD, have applied their expertise, talents, and energies in evalu-
ating the tanker recapitalization issue. As a result of these rec-
ommendations, many acquisition changes have already been insti-
tuted within the DOD.

We have initiated a three-pronged approach: first, restoring pri-
macy of the acquisition process through cancellation of the leasing
panel, conformance to the Defense Federal Acquisition Regulation
Supplement (DFARS) and 5000 series, and implementation of the
Defense Acquisition Guidebook; second, restraint and internal con-
trols to ensure conformity to process and integrity; and most impor-
tantly, restoring primacy of integrity in acquisition.

Specifically, we have changed DOD Instruction 5000.2 and the
Defense Acquisition Guidebook, we have changed the FARS and
DFARS to clarify the contracting officer authority, we have restruc-
tured the Defense Acquisition University curriculum, we have re-
written the Commercial Item Handbook, and many, many other
changes have already been incorporated.

I commend the efforts of everyone who has been involved in this
endeavor. In my judgment, all these changes and proposals will be
helpful as we go forward.

Now, that said, on the other hand, and as we discussed during
my confirmation hearing, the entire acquisition structure within
the DOD needs to be reexamined and in great detail. As high-
lighted by Senator Lieberman during that hearing, there is a grow-
ing and deep concern about the acquisition process within the DOD
here in this committee and I share that concern with you.

While we have recently incorporated many individual corrective
actions in our acquisition processes, as I have noted, the final an-
swer to past problems may lie in a complete restructuring of the
way the Department accomplishes acquisition for all of its goods
and services. Senator McCain at our earlier hearing stated that we
need a comprehensive study even going back and looking at the
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premises of Goldwater-Nichols, and we will do that and we have
started that effort. I agree with that recommendation.

I want to assure this committee that we in DOD value our rela-
tionship with Congress and with this committee and we will con-
sult with you and we will seek your advice and counsel, including
enabling legislation as appropriate, as we go forward. This com-
mittee and the DOD share a common goal and that is to maintain
the trust and the confidence of our citizens while protecting and de-
fending this great Nation. Know that you have my personal com-
mitment to manage the Department ethically and above reproach,
to be forthright, honest, and direct with everyone and in every cir-
cumstance, and to expect the same from every DOD employee.

I will work closely with each of you to restore and retain con-
fidence, effectiveness, and efficiency in the DOD acquisition proc-
ess, and I thank you for your continued support.

[The prepared statement of Mr. England follows:]

PREPARED STATEMENT BY HON. GORDON R. ENGLAND

Chairman Warner, Senator Levin, members of the committee, thank you for the
opportunity to appear before you today. This is a committee that I greatly admire,
with members whom I have come to know and to greatly respect after 4 years in
Washington. I also thank the committee for helping to provide our magnificent men
and women in uniform with the equipment they need to protect and defend our
great Nation. It is your oversight role that is critical in ensuring the continued con-
fidence of the American people.

During my last appearance before this committee, when seeking confirmation as
the Deputy Secretary of Defense, I commented that ethical leadership is especially
critical in the DOD because trust and confidence define the strength of the link be-
tween a nation and her citizens and her military. While legal adherence is always
necessary, ethical behavior is absolutely essential. Actions by the DOD must always
be above reproach and, as this committee has properly emphasized, when individ-
uals do not meet the standards expected by the American people, they need to be
held accountable.

It is vitally important that the Department have in place the effective processes
with appropriate checks and balances to ensure that America’s war fighters receive
the equipment they need, when they need it, while at all times providing trans-
parency and the greatest value possible for every single taxpayer dollar spent. We
owe that to our troops who serve us so bravely, and we owe it to the American peo-
ple 1Who have entrusted us with this important task and who support us so gener-
ously.

Regarding the Inspector General’s Accountability Review of the Boeing Tanker
Program, many recommendations for corrective action and for better checks and bal-
ances in acquisition have been assembled and proposed. Multiple organizations and
interested groups including the Inspector General, the Defense Science Board, the
Defense Acquisition University, the Industrial College of the Armed Forces, the Gov-
ernment Accountability Office, studies internal to the Department of Defense and
others have applied their expertise, talents and energies in evaluating the Tanker
Recapitalization issue.

As a result of these recommendations, many changes have already been instituted
within the Department of Defense. We have initiated a three-pronged approach:

e Restore primacy of the acquisition process through cancellation of the
Leasing Panel, mandate conformance to the Defense Federal Acquisition
Regulation (DFAR) and 5000 Series and implementation of the Defense Ac-
quisition Guidebook;

e Strengthen internal controls to assure conformity to the approved proc-
ess;

e Finally, and most importantly, restore primacy of Integrity in Acquisi-
tion.

Specifically, the Department of Defense has changed DOD Instruction 5000.2 and
the Defense Acquisition Guidebook, changed Federal Acquisition Regulations (FARs)
and DFARS to clarify the contracting officer authority, restructured the Defense Ac-
quisition University curriculum, and has rewritten the Commercial Item Handbook
and many others.
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I commend the efforts of everyone involved in this endeavor. In my judgment, all
of these changes and proposals will be helpful as we go forward.

On the other hand, as we discussed during my confirmation hearing, the entire
acquisition structure within the Department of Defense needs to be re-examined in
great detail. As highlighted by Senator Lieberman during that hearing, there is a
clearly growing and deep concern about the acquisition process within the Depart-
ment of Defense in this committee, and I share that concern. In my judgment, no
single proposal that I am aware of—no “tweak,” no “silver bullet”—should substitute
for a comprehensive, end-to-end review and analysis of this extremely complex ac-
quisition system. In order to meet our dual responsibilities of providing our fighting
men and women with the very best they require and satisfying our charge as trust-
ed stewards of the taxpayer, we can do no less.

While we have recently incorporated many individual corrective actions in our ac-
quisition processes, the final answer to past problems may lie in a complete restruc-
turing of the way the Department accomplishes acquisition for all of its goods and
services. Senator McCain earlier stated this needs to be a comprehensive study,
even going back and looking at the premises of Goldwater-Nichols. We will do that.
We have started this effort.

I want to assure this committee that we in DOD value our relationship with Con-
gress and with this committee, and we will consult with you and will seek your ad-
vice and counsel, including enabling legislation, as we go forward. This committee
and the Department of Defense share a common goal, and that is to maintain the
confidence and trust of our citizens while protecting and defending this great Na-
tion.

Know that you have my personal commitment to manage the Department ethi-
cally and above reproach, to be forthright, honest and direct with everyone and in
every circumstance and to expect the same from every DOD employee. I will work
closely with you to restore and retain confidence, effectiveness and efficiency in the
DOD acquisition process. Thank you for your support.

Chairman WARNER. Thank you, Mr. Secretary.
The Acting Secretary of the Air Force, Mr. Dominguez.

STATEMENT OF HON. MICHAEL L. DOMINGUEZ, ACTING
SECRETARY OF THE AIR FORCE

Mr. DOMINGUEZ. Thank you, Mr. Chairman. I want to take this
opportunity, on behalf of the men and women of the United States
Air Force, to apologize to the committee and in particular to Sen-
ator McCain for the unprofessional nature of many of our e-mails
that are published in the DOD Inspector General’s report. The tone
in those e-mails was certainly unwarranted by the motivation of
Senator McCain and his staff and certainly unwarranted by virtue
of his long service to this Nation. So, I am deeply sorry for that
violation of the standards of conduct and professionalism that we
owe to this committee. It will not happen again, sir.

Chairman WARNER. Do you have any further comment on behalf
of the Department? Now, I recognize that you were not, I guess, in
the direct chain of these issues that are before us today; would that
be correct, in your responsibilities?

Mr. DOMINGUEZ. Excuse me, sir? I did not hear the question.

Chairman WARNER. Well, you do not wish to add any further
comments with regard to the report at this time?

Mr. DOMINGUEZ. No, sir. I will stand by for your questions, sir.

Chairman WARNER. General Jumper.

STATEMENT OF GEN. JOHN P. JUMPER, USAF, CHIEF OF
STAFF, UNITED STATES AIR FORCE

General JUMPER. Sir, let me echo the statement of the Secretary
of the Air Force in offering my apology to the members of the com-
mittee and especially to Senator McCain, especially for the tone of
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some of the e-mails that were reported in the DOD Inspector Gen-
eral’s report. These comments were unprofessional and not worthy
of a great Air Force that has members out there performing, and
I require a higher standard of them every day than we dem-
onstrated ourselves in that report. So, I apologize, sir, and I look
forward to your questions.

Chairman WARNER. Well, let us turn to questions at this time.
We will go a 6-minute round and we will take as many rounds as
required.

Secretary England, you have had an opportunity to review the
report of Mr. Schmitz and his colleagues. Do you agree that there
were violations of law performed by members of the DOD?

Mr. ENGLAND. Certainly, Senator, there were violations of law by
Darlene Druyun. There is no question about that, and of course she
has already had her case held. Beyond that, there are certainly
cases of what would appear to be very poor judgment. I certainly
cannot say there has been anyone breaking the law. I mean, there
have certainly been some judgments that can be questioned along
the way, Senator, but I certainly cannot speak in terms of people
breaking the law other than Darlene Druyun herself and obviously
some people with the Boeing Corporation.

Chairman WARNER. Mr. Schmitz, do you feel that there were any
in the Department that violated the law, other than Ms. Druyun.
You will need that microphone.

Mr. ScamITZ. Mr. Chairman, that is a very good question. Mr.
Chairman, it is important to note that we conducted an audit be-
fore the lease was signed, in which we identified five specific stat-
utes that would be violated were the contract to be signed. But,
thanks in part, major part, to this committee, the contract was
never signed. So, the major legal violations that we identified in
our earlier audit and repeated in this report today, those violations
did not occur.

Chairman WARNER. Excuse me? Did not occur?

Mr. ScaMITZ. They did not occur because the contract was never
signed. Our recommendation back in our earlier audit was before
signing any contract that the Department comply with these five
legal requirements.

Now, we have I believe 13 other contracts that we are now look-
ing at—we are conducting preliminary reviews—that were associ-
ated with Darleen Druyun. Secretary Wynne referred, I believe,
eight of those to us and we have identified another five. We are
looking at those to answer your question, sir.

So, in fine Naval Academy tradition, I will tell you, “I'll find out,
sir.” We are still looking and we will report back if we find viola-
tions of law.

[The information referred to follows:]

We are still reviewing procurement actions and will report back to the committee
if any violations of the law are found.

Chairman WARNER. Let me return to you, Secretary England.
Given what Mr. Schmitz said, that there was a progression of ac-
tions which, had the signatures been affixed, would then have con-
summated a violation of law

Mr. ENGLAND. I am sorry, sir?
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Chairman WARNER. If I understand the Inspector General, there
were a progression of actions taken by various officials other than
Ms. Druyun that, had a signature been affixed to contract, would
have then constituted a violation of law. Do you concur in that ob-
servation?

Mr. ENGLAND. Senator, my feeling is if this had proceeded there
still would have been checks and balances in the system. This
would not have gone strictly to a contract. There are still systems
in the DOD before contracts are signed. So I would not, frankly,
leap to the conclusion that it would have just stayed on its current
path. There is still a leap before contracts are signed and other
people would have been involved at that point.

I do not know if you can make that leap. Perhaps that would
have happened. My own feeling is you would have had other people
involved before contracts were actually signed, Senator.

Chairman WARNER. Well, I will return to that at another time.

Given that there was at least in one instance, as you say, a viola-
tion of law, what is it that you and Secretary Rumsfeld are going
to take by way of steps to impress upon all employees of the DOD
to adhere carefully to the law of the land?

Mr. ENGLAND. Well, as I commented, Mr. Chairman, in my open-
ing statement, obviously ethical behavior is very important to the
DOD. You know my own personal standards in that regard and I
expect that everyone in the DOD will act not only legally but ethi-
cally in every single action that they deal with. So, we will set very
high standards. We do have very high standards in the DOD, but
we will continuously emphasize that.

It is critically important. As I commented before, this is question
of faith between the American people and her military, and it is
very important that we not weaken those bonds. Everything we do
in the DOD needs to be completely above reproach. It needs to be
very transparent.

My comment to you, to be forthright, honest, and direct with ev-
eryone in every circumstance, is the way, frankly, I have conducted
myself for 4 years and I expect everyone in the DOD will conduct
themselves that way. This is a question about ethical behavior and
you have my full commitment that that is the way we will proceed
going forward, sir.

Chairman WARNER. What are the procedures by which you and
the Secretary will address the issue of accountability regarding
those persons who have departed the DOD who are implicated in
this matter?

Mr. ENGLAND. Senator, I have to tell you I am not that familiar
with all the events that transpired in this regard. During most of
this period I was in the Department of Homeland Security. I have
read the Inspector General’s report, but I also know that there are
lots of things that do not show up in the Inspector General’s report
in conversations and rationales, and I believe in most cases people
try to do what is right and best for America and they may exercise
bad judgment. It is going to be very difficult, frankly, for me to go
back and try to understand this in great detail.

Frankly, my emphasis will be to go forward, to make sure that
we run this Department effectively and efficiently and above re-
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proach. I am frankly going to emphasize on the future and not the
past.

Chairman WARNER. Well, I fully appreciate that there have been
gaps in your distinguished career. We are fortunate you offered to
return now. Therefore, I presume it would largely be left to Sec-
retary Rumsfeld; and have you had an opportunity to consult with
him with regard to this Inspector General’s report and what ac-
tions and procedures he may wish to take?

Mr. ENGLAND. No, sir, I have not had those conversations.

Chairman WARNER. Now, Mr. Schmitz, we will go into executive
session, but I think it is important here in open session to explore
the scope and depth of your investigation and in the course of
which, were there facts which gave rise in any way to a decision
by you or others in the Department that perhaps some of the ac-
tions taken by individuals should be examined by the United
States Attorney because they give rise to possible criminal viola-
tions?

We need not mention names at this point, but I just want to
know, in the course of the investigation did facts come to your at-
tention which constituted a basis for this matter to be referred to
the United States Attorney?

Mr. ScCHMITZ. Aside from Darleen Druyun, of course?

Chairman WARNER. That is correct.

Mr. ScHMITZ. There is at least one matter, and you and Senator
Levin referred it to me, which we are looking at which may in fact
lead to that. But, it is an active matter and I should not go into
it any further here at this point.

Chairman WARNER. Thank you.

My time is up. Senator Levin.

Senator LEVIN. Thank you, Mr. Chairman.

The report states that the DOD and the Air Force failed to follow
applicable acquisition procedures. Clearly, I agree with that conclu-
sion. I think we all would. It then goes on to name a number of
officials who are determined to be responsible for the failure. I do
have some questions about why some of those are named.

For instance, one of the officials is Mike Wynne, who was then
the acting Under Secretary of Defense for Acquisition, Technology,
and Logistics. This is what the report says with regard to Mr.
Wynne: “Michael Wynne, Acting Under Secretary of Defense for Ac-
quisition, was accountable for tacitly accepting Mr. Aldridge’s deci-
sion to go forward with the Boeing KC tanker aircraft lease by
sending a memorandum discussing the decision to an OMB official
on May 28, 2003. In the memorandum, Mr. Wynne stated that,
‘After a comprehensive and deliberative review by the Leasing Re-
view Panel, the Secretary of Defense has approved the Air Force’s
proposal to enter into a multi-year pilot program for leasing gen-
eral purpose Boeing 767 aircraft.” The memorandum was seeking
approval of the proposed lease from the Office of Management and
Budget (OMB).”

Now, Mr. Schmitz, this is my question. How do you hold Mr.
Wynne responsible for misconduct on the basis of a memorandum
in which he simply transmits to the OMB a determination by the
Secretary of Defense?
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Mr. ScHMITZ. Senator, we have identified Secretary Wynne as
one of those individuals in the chain of events that we describe in
our report in depth. In our executive summary we have also sepa-
rated Secretary Wynne out from some of the other actors because,
frankly, his role was less direct. I would say, in summary, Mr.
Wynne came in after his predecessor. He could have reversed deci-
sions of his predecessor. He could have, as you say, not passed on
others’ decisions to OMB. But he did, and we think that ultimately
his accountability should be judged on the facts and circumstances
of what he did, when he did it.

Senator LEVIN. Well, is not the issue here the decision of the Sec-
retary, which he just simply forwarded to OMB?

Mr. ScHMITZ. It was also the decision of his predecessor, Sec-
retary Aldridge.

Senator LEVIN. Was he not also, though, following a decision of
the Secretary of Defense? How can you assess responsibility with-
out seeing whether or not the person that you are saying is respon-
sible is simply executing the order of a superior? How do you make
that judgment?

Mr. SCHMITZ. Let me defer to my deputy——

Senator LEVIN. I do not have time for a long reference. Just, can
you not answer that question?

Mr. ScHMITZ. Generally speaking, Senator, I think what you are
getting into is the distinction between accountability and culpa-
bility. My report is a factual report and I give that to the Secretary
of Defense and he puts my factual findings in context of all the
other things that he is aware of, including the circumstances you
are describing now, and then it is up to him to determine who is
culpable and how to act on it.

Senator LEVIN. On page 147 of your report you have a letter from
the Secretary of the Air Force, Jim Roche, describing events lead-
ing up to the Secretary of Defense’s May 2003 approval of the
lease. It is redacted. Much of it is redacted. Much key material is
redacted. In subsection C on page 147: “Throughout the spring of
2003, BLANK took the lead for the White House in developing the
administration’s tanker proposal.” “The administration’s tanker
proposal,” “BLANK took the lead.”

Subsection D: “In this period, the Boeing Company met with and
discussed the tanker lease with BLANK on at least one occasion.”

Subsection E: “Mr. Aldridge and Deputy Secretary of Defense
Wolfowitz negotiated the approval of the proposal with BLANK
based largely on what the administration believed would be an ac-
ceptable price for the tankers.”

First of all, are there any inaccuracies in those descriptions that
I just read? Did you find any of those inaccurate?

Mr. ScHMITZ. In Secretary Roche’s letter?

Senator LEVIN. In C, D, and E.

Mr. ScuMmiTz. Sir, I am not in a position to assess the accuracy
of Secretary Roche’s letter. I am repeating it verbatim here.

Senator LEVIN. So, you have not reached a conclusion as to
whether or not in the spring of 2003 someone, “BLANK,” took the
lead for the White House in developing the administration’s tanker
proposal? You have not reached a conclusion as to whether that is
accurate or not?



285

Mr. ScHMITZ. Sir, that was not within the scope of what you re-
quested in your letter, nor is it within the scope of the Inspector
General Act.

Senator LEVIN. When you hold people responsible for imple-
menting decisions, you ought to know whether in fact they are im-
plementing other decisions or their own.

Mr. ScHMITZ. Of course, of course.

Senator LEVIN. You did not do that. You did not do that. You do
not know whether they were implementing their own decisions or
other decisions. Is that correct?

Mr. ScHMITZ. Sir, we have reported factually what we are aware
of based on all the data we have, and the questions you are asking
are legitimate questions that I think the Secretary should ask him-
self when he is making an ultimate determination on our factual
findings.

Senator LEVIN. Do you think it makes a difference as to whether
decisions which are being implemented are the decisions of the peo-
ple that you hold responsible or their superiors’ decisions? Do you
think that is relevant?

Mr. ScaMmitz. Of course, sir, and that is what I was explaining.
That is why we set Secretary Wynne off from the rest, because he
was essentially implementing decisions that had been made by his
predecessor. That is precisely the point we—

Senator LEVIN. Did his predecessor implement the decision of the
Secretary of Defense?

Mr. ScHMITZ. In that case it was Secretary Aldridge that was the
decisionmaker.

Senator LEVIN. So, he was not implementing the decision of the
Secretary of Defense? You did make that conclusion? You did reach
that conclusion?

Mr. ScuMmiITZ. I think we are talking about two decisions now, sir.

Senator LEVIN. That is correct. Aldridge’s decision was his own,
not the Secretary of Defense’s?

Mr. ScHMITZ. Yes, sir.

Senator LEVIN. You reached that conclusion?

Mr. ScHMITZ. Yes, sir.

Senator LEVIN. But, you did not reach the conclusion as to
whether Wynne was implementing his own decision or the Sec-
retary of Defense’s. Why would you conclude that Aldridge had im-
plemented his own, but when it came to Wynne you did not look
at whether it was the Secretary of Defense’s decision or the admin-
istration’s decision or Wynne’s decision? Why would you not make
the same—

Mr. ScHMITZ. I believe we did look at that, sir, and we inter-
viewed Secretary Rumsfeld and Secretary Wolfowitz.

Senator LEVIN. You did?

Mr. ScHMITZ. Yes, sir.

Senator LEVIN. On the Wynne decision?

Mr. ScHMITZ. I do not know. I have to check the transcript, sir.
I have to get back to you if you would like to know that, sir.

Senator LEVIN. It was my understanding you did not talk to
Wolfowitz or Rumsfeld.

Mr. ScHMITZ. No, sir, we interviewed both, sir.
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Senator LEVIN. So, on all these matters you have talked to the
Secretary of Defense?

Mr. ScHMITZ. Yes, sir.

Senator LEVIN. But, you did not reach any conclusion as to
whether they were responsible for making decisions which were ei-
ther in violation of regulations or

Mr. ScamITZ. I will find out, sir.

Senator LEVIN. Pardon?

Mr. ScaMITZ. I will find out. I do not recall the specific answer
to your question. I will find out, sir.

Senator LEVIN. Mr. Chairman, thank you.

Chairman WARNER. That is a very important question. It re-
quires careful review on your part. But, for the record this morn-
ing, you interviewed both the Deputy Secretary and the Secretary
regarding the full breadth of the issues of the scope of your exam-
ination?

Mr. ScHMITZ. Yes, sir.

Chairman WARNER. You will then go back and re-examine the
transcript and other statements to determine the responses to Sen-
ator Levin’s questions and you will provide that for the record?

Mr. ScHMITZ. Yes, sir. Let me just clarify. When you say I inter-
viewed, my staff interviewed 88 witnesses. Included among those
88 were the Secretary and the Deputy Secretary.

[The information referred to follows:]

Based on a re-examination of the transcripts of interviews, both the Secretary of

Defense and the Deputy Secretary of Defense were aware of the leasing decision by
Pete Aldridge and generally supported it.

Senator LEVIN. You interviewed them, but you did not report in
your report what they told you or what their position was; is that
correct?

Mr. ScHMITZ. Generally speaking, we interviewed them and we
did not find anything relevant to report to tell the story about the
Boeing 767 tanker aircraft. What we reported was, our independent
judgment on that which was relevant.

Senator LEVIN. You found nothing in your interviews with the
Secretary of Defense and the Deputy Secretary of Defense that was
relevant to this report?

Mr. ScHMITZ. Sir, I told you I would go back to the transcript,
I would look at it and would get back to you, but I recall speaking
to our interviewers that spoke with both of them and asked what
material came out of it, and I was told, in both cases, there was
not much.

Chairman WARNER. I must say I am somewhat perplexed that
you personally did not conduct or participate in those interviews,
given that they were your superiors. Is that the routine?

Mr. ScHMITZ. Absolutely, sir. I have been the IG for 3 years now.
I have not participated in a single interview. I review the tran-
scripts, but I have professional investigators, inspectors, and audi-
tors and they are paid to do these, and in this case I sent my best
senior official investigator over to interview both Deputy Secretary
Wolfowitz and Secretary Rumsfeld.

Senator LEVIN. If I could just conclude on that line then, you do
have the responsibility of reading those transcripts?

Mr. ScHMITZ. Yes, sir.
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Senator LEVIN. Did you read the transcripts?

Mr. ScHMITZ. I reviewed both transcripts, yes, sir.

Senator LEVIN. Was there anything relevant in those transcripts
to the issues in your report?

Mr. ScHMITZ. Sir, I do not recall the specifics you are asking
about. I will get back to you if you would like to know. I just

Chairman WARNER. We will move on at this time. You will get
back one way or another in response to those questions. Thank you.

Mr. ScHMITZ. Yes, sir.

Chairman WARNER. Senator McCain.

Senator MCCAIN. Thank you very much, and I would like to
thank General Jumper and Secretary Dominguez for their remarks
and I appreciate it. As I said earlier, I think following the conclu-
sion of this hearing and this issue we should move forward. How-
ever, I also think we should make sure that responsibility is appor-
tioned where it belongs.

Mr. Schmitz, after it became known that Ms. Druyun had com-
mitted a crime, for which she was later convicted, the line out of
the Secretary of the Air Force and the Pentagon was that this was
an isolated incident, that only Ms. Druyun was responsible for all
this, and there was no other responsibility to be apportioned to any
individuals or organization. Do you accept that statement?

Mr. ScHMITZ. No, sir. There are actually two components of my
objection to that approach. One was, if you recall, “the line” was
also that up until that point Ms. Druyun had a stellar, pristine
record. In fact, there were at least five prior investigations and she
had, in fact, been held accountable by my predecessor to acquisition
irregularities back in the early 1990s and a recommendation of my
office to hold her accountable had been overruled by the Deputy
Secretary of Defense at the time. Instead of holding her account-
able, she was actually promoted into the position where she then
exercised all of the prerogatives she did, which led ultimately to
her criminal conviction.

The other issue is, I would just say generally speaking, she did
not operate in a vacuum. She had a powerful persona, there is no
dispute about that. But, there were people both above, below, and
aside of her that allowed her to continue operating without checks
and balances that should have been in place.

Senator MCCAIN. Mr. Aldridge did not submit himself to an
interview by your staff, is that true?

Mr. ScHMITZ. That is true, sir.

Senator MCCAIN. Did he say why not?

Mr. ScHMITZ. My staff could not reach him, sir.

Senator McCAIN. Could not reach Mr. Aldridge, who is I believe
now a member of the board of Lockheed Martin; is that right? Do
you know that?

Mr. ScHMITZ. I have heard that. I believe that, sir, is right.

Senator MCCAIN. You could not get a hold of him through Lock-
heed Martin?

Mr. ScHMITZ. I do not recall. I recall my staff coming to me and
saying that they had made repeated attempts to reach him and——

Senator MCCAIN. Since he made a crucial decision, I believe the
day he left the Pentagon, about the leasing, signing off on the Air
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Force leasing proposal, do you not think it would have been impor-
tant to have his testimony?

Mr. ScumiTz. We would have preferred to have his testimony,
yes, sir.

Senator MCCAIN. Well, Mr. Chairman, since Mr. Aldridge has re-
fused to cooperate with Mr. Schmitz, I might suggest that we sub-
poena him before this committee. He obviously signed off the day
he left the Pentagon. He stated that the comprehensive and delib-
erative review by the Leasing Review Panel in support of his deci-
sion to approve the lease, but the panel never provided a rec-
ommendation and a co-chairman of the panel’s working group rec-
ommended against the lease. Therefore, Mr. Aldridge’s reliance on
the panel’s work in support of approving the decision is in fact mis-
leading, is it not, Mr. Schmitz?

Mr. ScHMITZ. Can you repeat the last part of your question, sir?

Senator MCCAIN. One of the rationales given by Mr. Aldridge ap-
proving the leasing deal was that the Leasing Review Panel was
in support of the Boeing 767 lease, and in fact the panel did not
approve of it; is that not true?

Mr. ScHMITZ. That is true, sir.

Senator MCCAIN. So, Mr. Aldridge basically lied. Mr. Aldridge,
we do not know why he made the statement, do we?

Mr. ScHMITZ. No, sir. Well, we know generally that he was, as
I said in my opening statement, that he and others within the Air
Force and OSD were trying to treat the appropriations language as
if it had waived a whole bunch of legal requirements and were just
trying to get to the result of leasing 100 aircraft.

Senator MCCAIN. Well, Mr. Chairman, I recommend we subpoena
Mr. Aldridge to get his testimony, because key decisions were made
by him and obviously made his statement of approval of the lease
on false information. I think we might be able to get a hold of him
through his board membership of one of the major defense contrac-
tors.

Chairman WARNER. I should say at this juncture that I have
given some thought to that. I think we should first accord him the
opportunity to appear voluntarily.

Senator MCCAIN. That would be fine.

Chairman WARNER. If he does not, then we will as a committee
consider the use of the subpoena. But, I think at this point, to pro-
tect Mr. Aldridge to the extent we should, give us some detail as
to the efforts you went to find him. I mean, he is an American cit-
izen residing in this country. I do not think it is a mystery. If in
fact he is on the board of a major defense contractor, it seems to
me he is locatable. Can you give us some amplified data on what
efforts you took to find him?

Mr. GIMBLE. Senator, we sent registered letters——

Chairman WARNER. I beg your pardon?

Mr. GIMBLE. We sent registered letters. We also left a number
of voice-mails on his personal home voice-mail. We tried to obtain
his number through the folks at the Pentagon, and we simply just
were not able to make arrangements to interview him.

Chairman WARNER. Did the Department of the Air Force offer to
help at all? I mean, he had some affiliations with them in years
past and so forth.
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Mr. GIMBLE. We exhausted all the avenues we thought were
available. We just were not successful.

Chairman WARNER. All right.

Senator LEVIN. Would the chairman just yield very quickly on
that point, though? Or would Senator McCain yield?

Chairman WARNER. I will increase your time.

Senator MCCAIN. Please.

Senator LEVIN. It will be on my next round. Just a 10-second
question. Did you subpoena him?

Mr. GIMBLE. We did not subpoena him.

Senator LEVIN. Why not?

Mr. ScCHMITZ. Sir, the——

Senator LEVIN. I will save that for my second round. I have
taken too much time.

Chairman WARNER. That is all right. It is important that this
juncture of the record be completed.

Mr. ScaMITZ. We do not normally exercise our subpoena power
in a civil matter. We can in a very extraordinary circumstance ex-
ercise our subpoena authority, but usually it comes up in the con-
text of an active criminal investigation. So, the normal procedures
are not there. We would have truly had to exercise an extraor-
dinary measure in that case to subpoena documents from Mr. Al-
dridge.

Frankly, we interviewed everybody around Secretary Aldridge, so
the facts of what happened—we were able to tell the story to this
committee and in our report, I think, in a full, objective, inde-
pendent manner without Secretary Aldridge’s

Chairman WARNER. I would take a difference of opinion with you
on that. I think this is an extraordinary case. It has enormous
ramifications throughout the whole procurement process, impact on
the military, and I think you should have utilized the subpoena. I
will just tell you that.

[The information referred to follows:]
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Inspector General Subpoena Authority

The DoD IG subpoena power does not include authority to compel personal testimony. IG
subpoena power extends only to documents and Records. Section 6{a)(4) of the Inspector
General Act of 1978, as amended, provides that each Inspector General is authorized

“to require by subpena [sic] the production of all information, documents, reports, answers,
records, accounts, papers, and other data and documentary evidence necessary in the
performance of the functions assigned by this Act.”

Subsequent to the Senate Armed Forces Committee hearing, Mr. Aldridge agreed voluntarily to
be interviewed on June 21, 2005. After reviewing the transcript of Mr. Aldridge’s interview, |
stand by the findings and conclusions in my report. Specifically, in response to questions that
dealt “with Mr. Rumsfeld and Mr. Wolfowitz providing any guidance or instruction regarding
the 767 Tanker lease and the extent of their involvement,” Mr. Aldridge answered, “I don’t recall
their involvement being very active at all. It was more -- we informed them what was going on,
we informed them that the process was working. [ informed that I thought this was a good deal
for the country the way it was set up for, again military value. And he and Wolfowitz both 1
think were somewhat inactive in the process . . .. Aware but not engaged.”

In a follow-on interview conducted on June 28, 2005, when asked if he had been “influenced or
under any pressure by the Secretary or the Deputy Secretary of Defense to sign the Acquisition
Decision Memorandum. And my recollection is, you told us no,” Mr. Aldridge responded,
“That’s correct.” Additionally, Mr. Aldridge stated the he had presented the recommendation of
the leasing panel to proceed with the lease and that “when I presented that to the Secretary, it’s
my recollection he said, he agreed.” Mr. Aldridge noted that the decision maker was “ultimately
the Secretary of Defense,” explaining that “the project would have stopped” if the Secretary had
disagreed. This is consistent with the conclusion in our May 13, 2005, report that: “Mr. Edward
C. Aldridge, Jr., Under Secretary of Defense for Acquisition, Technology, and Logistics; Dr.
James G. Roche, Secretary of the Air Force; Dr. Marvin R. Sambur, Assistant Secretary of the
Alr Force (Acquisition); and Ms. Darleen A. Druyun, Principal Deputy Assistant Secretary of the
Air Force (Acquisition and Management ) were the primary decision makers within the
Department of Defense and the Air Force who allowed the Boeing KC-767A tanker aircraft lease
to continue moving forward.”



2901

INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202~-4704

The Honorable John Warner JUN 2.4 2005
Chairman

Committee on Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman:

1 am writing in further regard to the June 7, 2005, “Hearing to Receive Testimony on the
Department of Defense Inspector General’s Management Accountability Review of the Boeing
KC-767A tanker Program.” In response to your request during that hearing, on June 9, 2005, [
sent to you an insert for the hearing record containing the answers I had previously provided to
another Senator relating to White House protocols. The purpose of this letter is to provide to you
an insert for the record regarding the subpoena power of Inspectors General.

During the hearing, I was asked why Pete Aldridge, the former Under Secretary of
Defense for Acquisition, Technology and Logistics, had not been interviewed and whether my
office had subpoenaed him. As a point of information, DoD IG subpoena power does not
include authority to compel personal testimony. IG subpoena power extends only to “the
production of all information, documents, reports, answers, records, accounts, papers, and other
data and documentary evidence necessary in the performance of the functions assigned by this
Act.”

Subsequent to the Senate Armed Forces Committee hearing, Mr. Aldridge agreed
voluntarily 1o be interviewed on June 21, 2005. Afier reviewing the transcript of Mr. Aldridge’s
interview, I stand by the findings and conclusions in my report. Specifically, in response to
questions that dealt “with Mr. Rumsfeld and Mr. Wolfowitz providing any guidance or
instruction regarding the 767 Tanker lease and the extent of their involvement,” Mr. Aldridge
answered, “I don’t recall their involvement being very active at al], It was more -- we informed
them what was going on, we informed them that the process was working. 1 informed that I
thought this was a good deal for the country the way it was set up for, again military value. And
he and Wolfowitz both I think were somewhat inactive in the process . . . . Aware but not
engaged.” A copy of the enclosed insert for the record will also be included along with the
hearing transcript.

If you have any questions regarding this matter, please contact me or Mr. John R. Crane,
Assistant Inspector General for Communicagions and Congressional Liaison at (703) 604-8324.

Enclosure

cc:  The Honorable Carl Levin
Ranking Minority Member
The Honorable John McCain

Chairman WARNER. Now we want to return and let you finish

your questioning period.

Senator MCCAIN. Thank you.

Mr. Schmitz, just to complete the circle here, Mr. Aldridge stated
in his decision, which I believe was the day he left office—is that
correct?

Mr. ScHMITZ. I believe that is correct.

Senator MCCAIN. The day he left office, his decision was, he said,
a comprehensive and deliberative review by the Leasing Review
Panel in support of the decision to approve the lease, was part of

his rationale, right?
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Mr. ScHMITZ. I believe that is correct, sir.

Senator MCCAIN. That was false? The Leasing Review Panel did
not recommend it, is that not true? Mr. Gimble?

Mr. ScuMiTZ. I would like to doublecheck with my Deputy on
that.

Mr. GIMBLE. The actual work of the leasing panel was not com-
plete. There was a program analysis and evaluation (PA&E) memo-
randum, Mr. Kreig, a month later, which was a tasker of the leas-
ing panel. So the leasing panel was not complete, the work was
not.

Senator MCCAIN. Thank you. I would be interested to know what
pressures Mr. Aldridge felt that he would make that decision on
the day that he left office.

Mr. Schmitz, on January 19, 2005, former Secretary Roche sent
you a lengthy letter. Near the end of the letter Mr. Roche writes,
and I quote: “The Air Force put forward a proposal done in con-
formance with the law and policies in place at the time. The Air
Force performed a due diligence look into potential alternatives, in-
cluding open competition, even though the legislation specified the
Boeing 767.”

Is that statement true, Mr. Schmitz?

Mr. ScHuMITZ. I disagree with those conclusions, sir.

Senator MCCAIN. Thank you.

At the end of the letter Mr. Roche wrote: “I am calling”—why do
you disagree with that?

Mr. ScHMITZ. I do not think in a real sense there was free and
open competition. I think that this was simply a result-oriented ef-
fort to lease 100 of the Boeing tankers as quickly as they could, as
was authorized, but not required, in the Appropriations Act for fis-
cal year 2002.

Senator MCCAIN. Did Mr. Roche at one point call you into his of-
fice along with General Jumper and tell you you ought to back off
this investigation?

Mr. ScuMmiTz. He did not say, “back off the investigation,” sir.
But, he was critical of the way that I had criticized Darleen
Druyun’s integrity.

Senator McCAIN. Did he ask you, do you know that maybe you
could be liable for slander?

Mr. ScHMITZ. In fact he did say that.

Senator MCCAIN. You might be slandering Ms. Druyun?

Mr. SceMITZ. That was not even an implication. That was the di-
rect statement.

Senator MCCAIN. At the end of that letter, Mr. Roche wrote: “I
am calling for you to do the courageous thing, not contribute to fur-
ther character assassination of those who tried to serve honorably.
To continue down the current path will dramatically contribute to
severe risk aversion on the part of senior and junior military lead-
ers. To those Americans who must go into harm’s way, to put it
bluntly, this investigation will further stifle innovative procure-
ment for years to come. This amounts to coercion in my book.”

Mr. Schmitz, do you think this was proper? Let me ask, General
Jumper, do you think that is an accurate depiction of the situation
that Secretary Roche wrote in his letter, that if we continue the in-



293

vestigation that, to put it bluntly, this investigation will further sti-
fle innovative procurement for years to come?

General JUMPER. Sir, I believe the Secretary believed that when
he wrote it.

Senator MCCAIN. Do you believe it?

General JUMPER. No, sir.

Senator MCCAIN. Do you believe it, Secretary England?

Mr. ENGLAND. No, sir, I do not.

Senator MCCAIN. Mr. Chairman, I have additional questions.

Chairman WARNER. We will have another round.

Senator MCCAIN. Again, I want to thank the witnesses.

Thank you, Mr. Chairman.

Chairman WARNER. Senator Nelson.

Senator BILL NELSON. Thank you, Mr. Chairman.

Mr. Gimble, did you read the transcripts of the Secretary and the
Deputy Secretary?

Mr. GIMBLE. Yes, sir, I did.

Senator BILL NELSON. You said you did not?

Mr. GiMBLE. I did.

Senator BILL NELSON. You did read them?

Mr. GIMBLE. I did, yes.

Senator BILL NELSON. From what you read in the transcripts, do
you have a conclusion about the Secretary or the Deputy Secretary
of how they would have influenced the decision?

Mr. GIMBLE. Let me clarify. The decision that we are talking
about was a decision of the senior acquisition executive, in this
case Mr. Aldridge. What was quoted in that was that he had the
support of the Secretary and the Deputy Secretary. We believe that
that was the case.

Now, in the interviews with the Secretary and the Deputy Sec-
retary they both indicated that they had delegated that to their ac-
quisition people who were making acquisition decisions, and it
seemed like, based on what they knew, it was a proper decision.

Senator BILL NELSON. So what—if I understand what you just
said, that you do not have a conclusion that they actually influ-
enced the decision?

Mr. GIMBLE. I do not believe that they influenced it from the
standpoint that they said, move forward with it. Also, I do not be-
lieve they influenced it from the standpoint that they said, do not
move forward with it. It was just an indication that they supported
it and they were not stopping it, is the way I interpreted it.

Senator BILL NELSON. Mr. Schmitz, is that your conclusion?

Mr. ScHMITZ. Yes, I agree with that and I would also just elabo-
rate that it was a decision of, I believe the Deputy Secretary to put
a halt on it, and I know that the Secretary fully supported us when
we stopped the process and put a freeze on the project going for-
ward. They certainly played an active role in that.

Senator BILL NELSON. Secretary England, the House of Rep-
resentatives has just passed the Defense Authorization Act and
they have included a provision there that in effect would cut out
any competition for the awarding of this contract for a tanker in
the future for any firm that was not an American firm. What do
you know about that provision?
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Mr. ENGLAND. I am not familiar at all with the provision, but if
that is a provision, it is not a provision I would agree with, frankly,
Senator. I do believe we need to have free and open competition,
frankly, for many of our goods and services. There are exceptions
because there are items I think that are uniquely important to our
military. But, as a matter of policy, frankly, we have limited com-
petition in many of our acquisitions and, frankly, I think it would
be healthy for America and healthy for our industrial base to have
more competition, even international.

I would not support that amendment, but I am not familiar with
it and I have not had discussions with members of the House.

Chairman WARNER. Senator, I thank you for bringing that up. Of
course, that is directed against the Airbus possibility of working
with U.S. firms to participate in that. But, we are going to probe
that further. It will be a subject of the conference once our body
acts on our bill, and we will solicit views from the Secretary and
Deputy Secretary on that question. I thank you for bringing it up.

Senator BILL NELSON. Thank you, Mr. Chairman.

Mr. England. The Washington Post has reported that 45 sections
were deleted by the White House’s counsel’s office—and I am
quoting—“to obscure what several sources described as references
to White House involvement in the lease negotiations and its inter-
action with Boeing.” Can you tell the committee what you know
about these deletions in the IG report?

Mr. ENGLAND. Senator, I actually cannot comment. I do not know
what has been deleted. I just do not have the background in this.
Again, this is recent in my background. I just have to defer to the
IG in terms of what has been redacted in their report.

Senator BILL NELSON. Okay. Mr. IG?

Mr. ScHMITZ. It is generally an accurate statement about the
number of redactions, and this goes back to the protocol that was
mentioned earlier by Senator Levin and which we—I made an
independent decision to respect.

Senator BILL NELSON. Do you think these deletions were proper?

Mr. ScuMITZ. Were they proper?

Senator BILL NELSON. Yes.

Mr. ScHMITZ. Of course. I did them.

Senator BILL NELSON. You did them at the request of whom?

Mr. ScuMITZ. No, I made an independent decision to delete them.

Senator BILL NELSON. So, this is not a correct statement in the
Washington Post?

Mr. ScamiTz. What I said was correct was that the number of
redactions is correct.

Senator BILL NELSON. Well, the Washington Post says that they
were deleted by White House counsel’s office.

Mr. ScuMmiITZ. That is not correct.

Senator BILL NELSON. That is not correct?

Mr. ScHMITZ. We deleted them. My staff deleted them.

Senator BILL NELSON. There were 45, and the 45, were they—
the redactions were the 45 in reference to White House involve-
ment in the lease negotiations and interaction with Boeing?

Mr. ScHMITZ. There were redactions for White House names,
Members of Congress, staff of Congress, and then there were also
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redactions for company proprietary and “For Official Use Only” ma-
terial in the report.

Senator BILL NELSON. Since you made the redactions—and
thank you for clarifying that—why is the withholding of that infor-
mation beneficial so that this committee or the public cannot un-
derstand the IG report in its full context?

Mr. ScaMITZ. Well, the leadership of this committee entered an
agreement with White House Counsel to allow White House Coun-
sel to withhold certain information, and I made an independent de-
termination that I did not need to include that information in my
report to give the full story, and so that is why the redactions are
there. In fact, some of these issues were raised by Senator Grassley
already and I have already answered them in writing, and I would
be glad to answer—I would be glad to submit my answers to the
committee for the record.

Chairman WARNER. We would like to have them. Without objec-
tion, they will be part of this record today.

[The information referred to follows:]

INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-4704

The Honorable John Warner JUN 039 2005

Chairman

Committee on Armed Services
United States Senate
Washington, D.C. 20510-6050

Dear Chairman Warner:

On June 7, 2005, in testimony before your Committee, I offered to submit
to you my response to questions concerning White House protocols raised in
letters of May 17 and May 27, 2005, from Chairman Grassley. Enclosed are the
answers that I provided Chairman Grassley to his questions relating to the use of
White House protocols. -

If you have any questions regarding this matter, please contact me or
Mr. John R. Crane, Assistant Inspector General, Communications and
Congressional Liaison, at (703) 604-8324.

Sincerely,

D PN
¥ oseph E. Schmitz

Enclosures:
As stated
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Do the “protocols” apply only to the source documents or alse to the report itself?

The protocols apply to source documents, many of which are quoted verbatim in the
report,

As IG, were you obligated to comply with the protocols?

The Inspector General, after confirming the existence of and the general terms of the
protocols between Members of the Senate and the White House Counsel, made an independent
decision to honor -- and, whenever possible, to comply with -- the protocols.

Do the Protocols supersede the 1G Act?

Although the Inspector General is not aware of any legal authority for the protocols
superseding the IG Act, the latter neither proscribes compliance with nor confers upon the
Inspector General any authority either to abrogate directly -- or to circumvent -- protocols
between Members of the Senate and the White House Counsel.

If the names of the White House Officials were in fact removed from your draft report, was
it done “to ensure that the report was factually accurate?”

Taking into consideration the aforementioned protocols, the Inspector General made an
independent decision to delete names of White House officials, Senators, Representatives, and
congressional staff personnel. This decision was not part of the staffing effort to ensure factual
accuracy of the report. The DoD IG’s authority and the report’s purpose was limited to assessing
accountability for those DoD and Air Force officials that were in decision making positions or
contributed to the decisions. It is not within the IG’s authority to assess accountability of White
House or Congressional officials.

Has anyone in the White House or the DoD ever asked you or directed you to submit a
draft report for review? If so, please provide the details and documentation on each
case?

No.

Did your submission to the White House on April 29, 2005 comply in every respect with the
audit standards on the staffing of “discussion drafts”?

As previously stated, the Boeing Tanker Management Accountability Review was not an
audit, but generally followed the audit standards. The auditing standard from the GAO “Yellow
Book” in Paragraph 8.32 states, “Auditors should normally request that the responsible officials
submit in writing their views on reported findings, conclusions and recommendations, as well as
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management’s planned corrective actions. Oral comments are acceptable as well and, in some
cases, may be the only or more expeditious way to obtain comments.” The DoD IG Audit
Manual identifies processes to implement the Yellow Book standards.

The predecisional draft that was sent to the eight offices in the Pentagon and to the White
House Counsel did include a draft transmittal letter and executive summary; however, they were
clearly marked “predecisional draft” and could not have been confused with the final report.

Did your office receive and/or incorporate any external comments that are not summarized
and referenced in the final report as required by standard audit procedures?

No. The predecisional draft was sent for comment and two DoD organizations provided
comments which were included in the final report. The standard procedure for handling
management comments was followed for this report.

Were the auditors involved given the option to accept or reject White House changes as
specified in the audit manual?

Management comments were received only from two DoD entities. Paragraph 8.34 of
the Yellow Book states, “When the audited entity’s comments oppose the report’s findings,
conclusions, or recommendations, and are not, in the auditors’ opinion, valid . . . , the auditors
should state their reasons for disagreeing with the comments . . . in a fair and objective manner.
Conversely, the auditors should modify their report if they find the comments valid.”

The Review Team members were given the chance to accept or reject the management
comments. The comments received were incorporated into the report, but did not change the
conclusions. Our responses to the management comments are reflected in the Section titled
“Management Comments and Audit Response™ at page v of the Executive Summary to the
report. We reemphasized our position on the need for Analysis of Alternatives (“AOA™) and the
need to follow the prescribed acquisitions procedures.
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June 9, 2005

EXTERNAL AFFAIRS

Media Inquiry: On Thursday, June 9, 2005, Air Force Times reporter Laura Colarusso
called to ask about the Boeing KC-767A Management Accountability Report and Dr.
Marvin Sambur’s involvement in that issue. She was told that our response to any
questions involving those issues would be limited to what was in the Management
Accountability Report and the DoD 1G’s statement at the SASC hearing,

Media Inquiry: On Wednesday, June 8, 2005, media calls regarding the Boeing KC-
767A Management Accountability Report were received from the following, who were
told that the report and the 1G’s testimony speak for themselves:

e St. Petersburg Times reporter Tim Nickens

* Washington Post Editorial Page Editor Ruth Marcus (Ms. Marcus requested an
interview with the IG. After consulting OASD-PA, the request was declined.)
Space News reporter Colin Clark
Sacramento Bee reporter Dale Kasler
USA Today reporter Dave Moniz
Bloomberg reporter Tony Capaccio

Media Inquiry: On Tuesday, June 7, 2005, Federal News Radio reporter Austin O’Neil
requested an on-air interview with the DoD IG or another senior officials on the Boeing
KC-767A Management Accountability Report. The request was denied.

WEB Issues:

* On Wednesday, June 8, 2005, Web Team Leader Andy Kim and Audit Web
Developer Andrew Filer corrected a security flaw in the pdf file of the redacted
version of the Boeing KC-767A Management Accountability Report that was
posted on the OIG internet. While doing a general word search for “White
House,” Mr. Filer came up with “hits” in areas of the report that had been deleted
by gray blocks per an agreement between the White House and SASC. Further
inspection showed that while no names or significant information were retrievable,
minor notational descriptions made by redacting officials were. Although the
notational descriptions did not compromise the information in the deleted areas, a
system was devised to ensure that no “hits” came up in the deleted areas. The pdf
file with original deletions was re-copied as a pdf file by Mr. Kim, who then tested
each page of the second-generation pdf file. The second generation file was found
to be secure and was posted.

* Mr. Kim continues to work with Mr. Tim Wimette in Audit on the new
management survey project.

* Ms. Nancy West, OCCL Digital Media specialist, had eye surgery to repair a
detached retina and will be out for approximately four weeks.

; “Manufacturer Charged With Providing Non-Conforming Parts
for Military Aircraft,” June 7, 2005
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Senator BILL NELSON. Mr. Chairman, then am I given to believe,
since we have had a clarification as to what was written in the
Washington Post——

Chairman WARNER. I beg your pardon. Yes, go right ahead.

Senator BILL NELSON. Mr. Chairman, am I given to understand
then that, since we have now clarified that it was not the White
House Counsel that caused these deletions, it was the IG, is the
full IG report available to the members of this committee without
the deletions?

Chairman WARNER. There is an unredacted version of the report
in our secure area. It has been available to all members of the com-
mittee.

I think some clarification at this point is proper by the chairman.
I did meet with the senior leadership of the Senate. I think you
were present. We made the decision, in order to facilitate the con-
veyance from the White House, which was supervising the material
that Senator McCain and I requested, that we would allow certain
redaction of names in order to get that material.

There is no reason why we cannot go back in executive session
with this committee and fully advise all members of the committee
on that transaction. Is that your recollection of it, Senator McCain?

Senator MCCAIN. Yes, Mr. Chairman. But, unfortunately, the
DOD General Counsel abused and misinterpreted the agreement
that we had. He basically is sending over entire volumes of pieces
of paper that are totally redacted. It was supposed to be completed
by the middle of February and we still have not received all of
them, even though we reduced the number of e-mails requested.

DOD General Counsel and the White House have obfuscated and
delayed in a very frustrating manner. I am not in sympathy, frank-
ly, with their redacting this information. They have been less than
forthcoming.

Chairman WARNER. We had the issue of executive privilege,
which is a doctrine that has existed from the beginning of times
here in this Republic. Senator McCain and I and others tried our
very best to get the maximum amount of information that we felt
was important for this committee to receive, but at the same time
we had to respect the doctrine of executive privilege.

Senator LEVIN. Mr. Chairman, if I could just further add on this.

Inspector General, first of all, there are 45 White House
red%ctions, as I understand it, which are still redacted; is that cor-
rect?

Mr. ScumiTz. That is correct.

Senator LEVIN. That is different from what you suggested.

Mr. ScuMITZ. When you said “White House redactions”

Senator LEVIN. Yes.

Mr. ScHMITZ.—redactions of White House names.

Senator LEVIN. Which the White House redacted.

Mr. ScaMiITZ. Everything in this report was redacted by my staff.

Senator LEVIN. Well, according to this footnote here on page 13,
“The report does not include full verbatim text of this e-mail be-
cause staff of the White House Counsel has indicated its intent to
invoke an agreement between members of Congress and the White
House covering the production of tanker-related e-mails.” “Its in-
tent.” So it is not your redaction. “Its intent to invoke an agree-
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ment,” which is a totally separate deal which had to do with docu-
ments which this committee recommended and does not apply to
your responsibility under law. I made that clear in my opening
statement and I am going to stand by it.

But, whether that is correct or not, let us be real clear, the White
House, according to this footnote 13 in your report, it is the White
House counsel indicated an intent to invoke an agreement; is that
correct? Is your footnote correct?

Mr. ScumITZ. Of course, yes, sir.

Senator LEVIN. Well, do not say “of course.” It is a real question
about that.

Mr. ScamiITZ. That is my footnote. It is correct, yes, sir.

Senator LEVIN. All right. So, it is not just your decision to redact;
it is the White House’s intent to use an agreement which had to
do with documents which this committee requested.

Why did you not request unredacted—I am sorry, this is not my
time. I just have one other question.

There is also a suggestion—Mr. Chairman, this is for the clari-
fication of the committee. What is in a classified version or an
uncleared version are still redactions; is that correct?

Mr. ScHMITZ. Yes, sir.

Senator LEVIN. So, we do not have unredacted memos, is that
correct, anywhere?

Mr. ScHMITZ. That is correct, sir.

Senator LEVIN. Thank you.

Senator BILL NELSON. Well then, Mr. Chairman, that is opposite
of what you were given to believe.

Senator LEVIN. It is wrong. This committee has—it seems to me
you have an obligation to give us your judgment and your judg-
ment should be based on unredacted documents unless executive
privilege is invoked. But, that is not what has been invoked here.

They have not invoked executive privilege, have they?

Mr. ScuMmITZ. They have not formally invoked executive privilege,
that is right.

Chairman WARNER. We will look into this matter further. I think
you raise a very valid point.

Senator Talent.

Senator TALENT. Thank you, Mr. Chairman.

Mr. Schmitz and Mr. Gimble, let me just boil this down to you
and ask you a question that is the most important for me here. Let
me give you two scenarios and then you give me your opinion about
which more closely reflects reality as you understand it after hav-
ing conducted this investigation. Did the responsible officials really
believe, based on their experience and understanding of the na-
tional military strategy, that we needed a new platform to meet
our tanker needs and that the lease of these aircraft was the most
economical and efficient way of achieving that, and then they just
went on and were terribly impatient with all the rules and the re-
quirements and so they cut corners in order to get this done, to
meet what they really believed we needed? That is scenario one.

Scenario two is they did not think we needed a new platform, but
in order to do a favor for somebody put this—were determined to
put this lease through and cut all the corners to keep Congress and
the country from finding out that we did not really have the need?
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Which scenario in your view more accurately reflects the mind
set of the people who were making the decisions?

Mr. ScaMITZ. Well, I think with regard to Darleen Druyun clear-
ly the second scenario. With regard to the myriad of other senior
officials that we have identified in our report, it depends upon case-
by-case which scenario they fit into.

Senator TALENT. Some did and some did not?

Mr. ScuMITZ. I think there is a spectrum. I think it is actually
a nice spectrum you have laid out with the two scenarios, and I
think that at one end you have Darleen Druyun and at the other
end I am sure you have honorable people that fully believed that
we needed a new platform and this was the best way to do it. Then
in between you have a whole smattering of others.

Senator TALENT. General Jumper, you want to comment on that
for me?

General JUMPER. Sir, I am responsible for the requirement part
of the Air Force. As the Chief of Staff of the Air Force, I came into
this job on September 6, 2001. After September 11, I saw an in-
stant surge in tanker utilization and I looked at a fleet that was
more than 40 years old, and if we began recapitalizing immediately
we would be flying these airplanes when they were 70 years old.
I honestly thought it was time to get on with the recapitalization.

I was indifferent to how that recapitalization might take place.
But, I believed, and I still believe that we do need to get on with
recapitalizing the fleet.

Senator TALENT. Because this seems to me to be very important.
The first scenario reflects one level of culpability as far as I am
concerned. The second, to knowingly try and push through a pro-
gram that would cost the government $23.5 billion that you did not
think we needed to spend, given the other needs that are being
unmet, that to me indicates a whole different level of culpability.

Thank you, Mr. Chairman.

Chairman WARNER. Thank you, Senator.

Senator Talent, I want to pursue your line of questions. I had in-
tended to do it in my second round, to General Jumper. General,
we have known each other quite well for a number of years and
you have had a very long and distinguished career serving this Na-
tion as a uniformed officer and you go out, whenever that retire-
ment comes, holding your head high. But, I think here at this point
we should have an amplification of your own analysis of the tanker
fleet, and what were the options or what options exist today? I am
not suggesting you outline the future of how you think a contract
could be drawn, but just generally what is the condition?

You said 70 years old for some of the tankers. That would be of
what class of tankers and so forth? Some facts should be put into
this record at this time, and I give you that full opportunity to do
So.
General JUMPER. Thank you, Mr. Chairman. First, I want to
open my remarks by saying that I agree with Senator McCain on
the course that we are taking now, and that is we are on a course
to an analysis of alternatives, acquisition documents that are in
full compliance with the oversight that this committee and Senator
McCain has highlighted, and that we are proceeding down a path
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to replace and recapitalize tankers in manner that is suitable to
this committee.

My view when I came on board was that we were looking at a
tanker fleet—and I was focused at that time from a requirements
point of view on the oldest KC-135Es, which at the time were some
43 years old, and the need to begin recapitalization on that oldest
tanker fleet. We were looking at increased costs of maintenance
man-hours per flying hour and, as I said, a great surge in activity,
and a strategy that was a part of the DOD’s strategy—that was a
new global strategy—that would put great demands on these tank-
ers.

As a matter of fact, within a month of my taking office after 9-
11 we were at war in Afghanistan, where everything that went into
that country had to go in by air. Every fighter that flew off of an
aircraft carrier deck refueled off an Air Force tanker on the way
in and on the way out.

Chairman WARNER. Sometimes three and four times.

General JUMPER. Yes, sir.

From Diego Garcia, bombers even today continue to fly missions,
and the demands on the tanker fleet have been enormous, a some
33-percent increase in that fleet.

So what we saw at the time was, in October, I visited Tinker Air
Force Base just to confirm what I had been told at my own inquiry
about the aging of the tanker fleet. What I saw there was, quite
frankly, of concern to me. There were aging aircraft problems that
I thought needed to be addressed.

Chairman WARNER. Some of them 70 years old?

General JUMPER. Well, sir, they are 40 years old now, but if we
begin recapitalizing at what was a reasonable rate—and I used the
C-17 as an example. We buy about 15 of those a year. If we begin
recapitalizing this tanker fleet, which is more than 400 aircraft, at
15 a year, we are going to be flying some of these KC-135s when
they are 70 years old.

Chairman WARNER. That clarifies. Nothing today is 70 years old.

General JUMPER. Nothing today is 70, 45 years old is the average
of the KC-135Es today.

My judgment was and my recommendation was at the time that
we begin recapitalizing as quickly as we can. I had no method in
mind when the lease proposal was advanced. As a matter of fact,
I think I am even on record in the IG report as saying that this
method may not be acceptable and if it is not we still need to get
on with a recapitalization effort, especially with the oldest tankers.

I am in the position now, Mr. Chairman, as we look forward—
and this is again at the suggestion of Senator McCain—that we not
look at just the oldest KC-135 fleet now, the E fleet, the oldest
ones, but the entire fleet and, with the global demands that we will
face in the future, we take a look at replacing the entire fleet, and
how to recapitalize the large airplanes, the KC-10s, as well as the
KC-135Rs and the KC-135Es, and determine the best way to go
forward.

I think the analysis of alternatives, which comes out in August,
will give us some insight as to how we might go about that.
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That was my thought process at the time, sir. I never had it in
mind to do anything that was not beneficial to this Nation, to the
taxpayer, to the United States Air Force.

Chairman WARNER. Knowing you as I do, I am confident of that
case. But, we should close out your testimony here this morning
with reference to the men and women who fly these aircraft and
the crews who service them. There is an inherent risk, as you know
far better than I, in getting into a cockpit, whether it is a brand
new airplane or one that has some 40 years of service. But do you
feel today that any of the men and women involved in the tanker
segment of your Department of the Air Force are taking an undue
risl;‘,?personal risk, as a consequence of flying some of these air-
craft?

General JUMPER. Mr. Chairman, I will tell you, as has been
pointed out, that the maintainers we have in the Air Force are the
Nation’s finest maintenance personnel, and they do a magnificent
job keeping these old airplanes flying as they do. But, I must tell
you that if I lose sleep over anything, it is the condition of our
aging fleet in general and of the KC-135Es in particular. That does
worry me. I do not think that we are in any catastrophic risk at
this point, but we have a situation now where 29 of our oldest KC—
135Es are not flying because of problems, which we need to ad-
dress. Senator McCain has pointed this out. We are finding ways
to address this problem.

I would not let any of them fly, sir, if I thought they were at any
catastrophic risk.

Chairman WARNER. That is fine.

General JUMPER. But, I am worried.

Chairman WARNER. I am glad to get that reassurance.

Secretary Wynne, we would like to give you this opportunity,
now that you have heard a good deal of testimony, to perhaps make
some opening observations yourself, and then I have a question for
you.

STATEMENT OF HON. MICHAEL W. WYNNE, UNDER SEC-
RETARY OF DEFENSE FOR ACQUISITION, TECHNOLOGY, AND
LOGISTICS

Mr. WYNNE. Thank you very much, Senator Warner, and thank
you very much, Senator Levin and Senator McCain, for the oppor-
tunity to appear before you.

I would like to start, frankly, by thanking Senator McCain for
his persistence, because the exposure of wrongdoing inside of an ac-
quisition system that is respected by all of us, was shocking. We
thought we had an employment situation. In fact, we were all gen-
erating as much as we can for educating our people about employ-
ment, ethics in employment searching. Then suddenly we had yet
another issue of wrongdoing, and this was so stunning that I
partnered with the Inspector General and the GAO to try to resolve
the issues, and have sent letters on ethics to all of the commanders
of acquisition personnel to restore, as Secretary England said, the
acquisition professionalism.

I would tell you that without the persistence and doggedness of
the investigation Senator McCain put forward I just do not think
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that this would have been discovered. I think in that regard we
owe him a debt of gratitude.

Second, it has been indicated that I in fact allowed continued de-
bate on the subject of the tankers, and I stand ready to accept that
as a responsibility. I think the debate that has gone on has been
painful but healthy. The fact is that in the July hearing in front
of the House Armed Services Committee the GAO in fact stood by
their 1996 report that said that we needed to address the tanker
issue as soon as possible. Therefore, I felt like the debate on this
palrticular approach to it should continue and should in fact re-
solve.

I was fully led to believe and passed on to the OMB my belief
that the Secretary in fact had made the decision. In fact, as I think
Senator Levin read in the letter:

Chairman WARNER. You are referring to the “Secretary.” Do you
mean the Secretary of the Air Force or the Secretary of Defense?

Mr. WYNNE. Secretary of Defense. When I said the Secretary of
Defense had made the decision, I guess I was given that aura by
Secretary Aldridge or I would not have put it in a letter like that.
I am pretty careful about stuff like that.

So, I would tell you that the process, if you will, that has gone
on, though painful, has in fact altered, I would tell you, the culture.
We have made very significant changes in all three services to try
to restore cross-checks that I think are valuable. I have strength-
ened internal controls to make sure of those cross-checks, and I
have gone a long way, I think, to restoring the acquisition with in-
tegrity that is and has been my number one goal.

I do believe, as General Jumper said, that at some point we have
to in fact recapitalize this tanker fleet. I also will tell you that I
commissioned investigation after investigation to try to surface the
actual fleet condition, and I could not get a response from anyone
until approximately April 2004, which was a Defense Science
Board report on the tanker condition. Then August 2004 came the
Center for Naval Analyses report on corrosion, which gave me, if
you will, the opportunity to speak out about the fact that the condi-
tions for urgency were perhaps not as present as they were thought
to be and that we could go into a full-blown analysis of alternatives
and attempt to have free and open competition, to include, frankly,
commercial providers and to include the opportunity for redoing.

I also reviewed the Tinker data, spoke personally to the Tinker
commander, and frankly the Tinker maintenance people had
turned a corner in late 2002 and were in fact performing magnifi-
cently to restore these tankers to a much shorter, if you will, ex-
pected life—or a much longer expected life than I had been pre-
viously led to believe.

So all of those features would tell you that it is the old story of,
had I known now what I knew then, I might have been a little bit
more responsive, if you will, to the IGs.

The other thing that I would like to say to you, sir, is that I
partnered with the IG early on and in each case had tried to get
their investigators to help me to understand the content and the
efficacy of the lease itself. As Secretary England pointed out, we
were using the Inspector General at each step of the way to make
sure that we stayed very much within the laws of the United
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States of America, which we are all beholden to. In fact, we are all
beholden to you all for the oversight that you have provided.

That, sir, concludes my comment.

Chairman WARNER. One final question, then I yield to my col-
leagues here. You said you tried and tried to get a better analysis
of the aging problems to corroborate the need to move forward with
this rather dramatic concept as it was in its early stages. Did you
not ever go in to the Secretary of Defense and say, hey, boss, look,
I am not getting cooperation down here; give me a little leverage?

That is the way we used to work it when I was there. I always
had access to the Secretary and the Deputy Secretary and I would
go down and push other people around and get a job done. Why did
you not do that?

Mr. WYNNE. It was the quality of the data that was collected. In
fact, what I tried to do was to institute methods of data collection
that would give me access to critical componentry, because the fear
at least that was promulgated to me was that the corrosion was not
just surface corrosion, but in fact depth corrosion. So, I asked and
I did not get, if you will

Chairman WARNER. Who were you asking? Who were you asking
for the information? Department of the Air Force?

Mr. WYNNE. Department of the Air Force, and ultimately I asked
the Tinker commander.

Chairman WARNER. All right. Well, let us let the record stand.

But let me ask you this, then. You were Mr. Aldridge’s deputy
and you raised concerns about the price of the lease and the need
to conduct an analysis of the alternatives. However, the IG then
stated you were accountable because you did not overturn your
former boss’s decision and make the Air Force comply with the
DOD acquisition directives once you became Acting Under Sec-
retary. Do you accept that finding?

Mr. WYNNE. What I would accept is that I chose not to overturn
the Secretary of Defense’s decision, which I was led to believe was
his decision to make.

Chairman WARNER. Aldridge led you to believe that?

Mr. WYNNE. Yes, sir. That is the way that it was written out.

I would say that the debate was just starting. I was in fact
convinceable that there was an urgent need. I was just not happy
with the settlement that had occurred and the price. It is quite on
the record that I would have preferred a much lower valuation. In
fact, I was the one who commissioned the Institute for Defense
Analysis price evaluation to begin with. I naturally would stand be-
hind their evaluation.

That having been said, at the same House Armed Services Com-
mittee hearing that I was at there was somebody from the used
airplane business and he said that you can never rely on the pric-
ing unless you are intending to buy an airplane. This gave me
pause as to what I knew or what I should have known. But I
pushed and prodded for a different configuration. I wanted to re-
place the tanker capability, but the Air Force actually wanted to
have a multi-mission airplane, which I have some respect for that.
So, all my attempts at essentially changing the configuration to re-
sult in a lower price were not accepted.
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Chairman WARNER. I thank the colleagues for the indulgence. 1
felt this witness is entitled to an opportunity to state his case.

Senator Levin.

Senator LEVIN. Thank you, Mr. Chairman.

You wrote the Director of OMB on May 28, 2003, that the Sec-
retary of Defense had approved the Air Force’s proposal to enter
into the lease and that the Secretary had approved the lease pro-
posal contingent on securing a waiver of the requirement to fund
termination liability and approval from your office.

Mr. WYNNE. Yes, sir.

Senator LEVIN. That is correct, so that was your understanding?

Mr. WYNNE. Yes, sir.

Senator LEVIN. And still is your understanding?

Mr. WYNNE. Yes, sir.

Senator LEVIN. I want to go back, Mr. Schmitz, now to the re-
port. You list General Jumper as being accountable for something
here and I want to read your report and then I want to ask you,
General. “DOD and Air Force acquisition officials determined that
an urgent and compelling need existed to accelerate the recapital-
ization.” Then you write: “Independent reviews and other testi-
mony on the tanker aircraft fleet, such as the Defense Science
Board, did not support the need to accelerate the recapitalization
of the tanker fleet. General Jumper, Chief of Staff of the Air Force,
was accountable for supporting the Air Force sense of urgency to
initiate the lease.”

Now, I do not know why we should hold General Jumper ac-
countable for disagreeing or reaching a different conclusion than
the Defense Science Board on the urgency of a tanker lease pro-
gram, unless you believe he did not hold that in good faith. Senior
military officials like the Air Force Chief of Staff are expected to
offer their best military judgment on issues of this, regardless of
what others may think, and that was and is an honestly held state-
ment. I think all of us know General Jumper and that was his hon-
estly held belief.

You think he should not pursue his honestly held belief because
the Dgfense Science Board reaches a different conclusion on the ur-
gency?

Mr. ScHMITZ. No, sir.

Chairman WARNER. Your response was not recorded.

Mr. ScHMITZ. No, sir.

Senator LEVIN. Now, if you'll take a look at page 188 of the re-
port. There is a January 30, 2003, e-mail from General Jumper to
Dr. Roche in which he—in which, according to the IG report, “Gen-
eral Jumper discussed”—redacted, somebody’s—“interest in the
tanker aircraft lease.”

The Inspector General has redacted the text of that e-mail, so we
do not know who that official was in the White House, whether the
official directed, approved, condoned, supported, or whatever the
actions which the report suggests that the Office of the Secretary
of Defense and Air Force officials should be held responsible.

As I have expressed before, it seems to me obvious that the ac-
tions and directions of senior officials have a direct bearing on the
responsibility of their subordinates for actions that they have
taken. Do you disagree with that, Mr. Schmitz?
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Mr. ScHMITZ. I agree with that, sir.

Senator LEVIN. Now, General Jumper, would you describe for us
what is totally redacted on that page? Apparently still is redacted;
is that correct? It still is redacted. We still do not have that in the
back room or anywhere else. So what was in that e-mail?

General JUMPER. Senator Levin, sir, I am not aware of the status
of redacted material and how I am able to respond to material that
has been redacted. I have to ask the IG.

Chairman WARNER. These are matters I think we should exercise
an abundance of care, and so that perhaps we could reserve that
question for the executive session.

Senator LEVIN. I am going to follow the chairman’s lead, obvi-
ously. I do think at a minimum we should get this document. Like
all the other White House redactions, we have got to have that doc-
ument unless they exercise executive privilege, Mr. Chairman, and
they have not done that.

Chairman WARNER. Understood very clearly.

Senator LEVIN. Mr. Schmitz, since you agree with me that
whether or not superior, people who are in superior positions deci-
sions on matters should be taken into consideration when looking
at the judgment of people who execute those decisions, did you
interview White House and OMB officials about the role that they
played in the tanker lease program?

Mr. ScumiTz. We did not interview OMB and White House offi-
cials. I think I mentioned that in my opening statement.

Senator LEVIN. You did.

Just one other question, Mr. Schmitz. I believe in response to the
chairman’s question, but in any event in response to a question
here this morning, you indicated that there is a pending review of
a possible criminal matter and that you did not want to refer to
that; is that correct?

Mr. ScHMITZ. Yes. You sent it to me, sir.

Senator LEVIN. Was that my question?

Chairman WARNER. It was my question.

Mr. ScHMITZ. The chairman’s question.

Chairman WARNER. We will have clarification in the executive
session.

Senator LEVIN. No, that is understood. I want to set that aside.
That is not what I am referring to in my next question.

My next question is whether or not, Mr. Schmitz, you have ever
declined a recommendation by your senior staff to initiate a crimi-
nal investigation of DOD officials relative to the tanker lease mat-
ter other than the one matter you referred to in response to the
chairman’s question?

Mr. ScHMITZ. I do not recall ever declining a recommendation of
my staff in the tanker matter to investigate anybody.

Senator LEVIN. So, Mr. Gimble, do you have a different recollec-
tion of that?

Mr. GIMBLE. I do not have a different recollection to that.

Senator LEVIN. We are talking here now about whether or not
there was a recommendation by senior staff to initiate a criminal
investigation of DOD officials; is that correct? That is what you are
responding to?

Mr. ScHMITZ. Yes, sir, in the tanker matter.
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Senator LEVIN. Yes, relative to the tanker lease.

That is what you are responding to, Mr. Gimble?

Mr. GIMBLE. Yes, sir.

Senator LEVIN. Thank you.

Thank you, Mr. Chairman.

Chairman WARNER. Senator McCain.

Senator McCAIN. Secretary Wynne, I would like to thank you for
your remarks and your assumption of responsibilities. I have dealt
with you for many years and I have found you to be a hardworking,
honest, American citizen who has done a fine job, and I thank you
for your comments.

Mr. Chairman, I do not want to prolong this part of the hearing.
I just briefly would like to say, in response to Senator Talent’s
question, I do not think it is black and white. I think, as Mr.
Schmitz said, there was some obvious wrongdoing, as evidenced by
Ms. Druyun’s conviction. I also believe that there was other mis-
takes made in the zeal to acquire this new tanker, which I think
all of us agree is necessary, which led to a violation of standard
practices which have been in place for good reasons, such as anal-
ysis of alternatives. The operational readiness document (ORD)
was corrupted by removing the requirement for capability, at least
in the initial phase, for refueling of Navy and Marine Corps air-
craft. The GAO and Congressional Budget Office estimates that it
would cost as much as $6 to $7 billion more to lease rather than
to buy were ignored.

There was active lobbying here before this committee. A general
volunteered before this committee without being asked his personal
opinion about how badly tanker aircraft were needed. Documents
from Tinker Air Force Base were tailored to present different sta-
tistics concerning maintenance of the KC-135.

The list goes on and on, and it became cumulative into a very
regrettable experience. I am glad that Secretary England and the
other witnesses have committed to changing the culture. Our job
I think is to make sure that that happens. I take them at their
word. These are honorable citizens who are making this commit-
ment, and I look forward to moving forward.

Thank you, Mr. Chairman.

Chairman WARNER. Thank you, Senator.

Senator Levin, do you have any more?

Senator LEVIN. No.

Chairman WARNER. I think at this point, given the lateness of
the hour, that we will terminate this open session, and hopefully
by 11:45 we can resume in room 222 in executive session.

[Whereupon, at 11:30 a.m., the committee adjourned.]
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