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MANAGING THE DEPARTMENT OF DEFENSE IN A TIME
OF TIGHT BUDGETS

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
Washington, DC, Thursday, July 22, 2010.

The committee met, pursuant to call, at 10:04 a.m., in room
2118, Rayburn House Office Building, Hon. Tke Skelton (chairman
of the committee) presiding.

OPENING STATEMENT OF HON. IKE SKELTON, A REPRESENTA-
TIVE FROM MISSOURI, CHAIRMAN, COMMITTEE ON ARMED
SERVICES

The CHAIRMAN. Good morning, ladies and gentlemen. We wel-
come you to today’s hearing on managing the Department of De-
fense [DOD] in a time of tight budgets. Our hearing continues the
committee’s aggressive efforts to protect taxpayers at the same
time we protect the troops and ensure our national security.

This discussion is very timely. First, consider the budget. Much
to its credit, the Obama Administration this year delivered a budg-
et with real growth in defense spending.

However, the rate of this growth will not support all the spend-
ing practices which have arisen over the last 12 years, during
which the defense budget more than doubled. Furthermore, the sig-
nificant federal deficit will make continued real growth in the de-
fense budget a challenge.

Second, consider the Department of Defense’s management chal-
lenge. As illustrated in the “Top-Secret America” series of articles
in this week’s Washington Post, the growth in contractors and gov-
ernment offices devoted to fighting terrorism since 9/11 is stag-
gering. Most of this growth has occurred within the Department of
Defense, though much of it falls in the area of intelligence.

But little of note at Department of Defense was eliminated to
]I;lake way for the new growth. Instead, the Department has grown

igger.

Managing all this is exactly the job Congress assigned to the De-
partment’s Chief Management Officer [CMO], a job currently filled
by Deputy Secretary of Defense, Bill Lynn. And while Secretary
Lynn could not be with us today, much to my regret, we have an
excellent panel of witnesses with us.

Beth McGrath, Deputy Chief Management Officer of the Depart-
ment of Defense; Joe Westphal, Under Secretary of the Army; Rob-
ert Work, Under Secretary of the Navy; and one-time staff director
of this committee, one who has done a wonderful job here and is
doing a wonderful job for the Air Force, Erin Conaton, the Under
Secretary of the Air Force. We welcome you back.

o))



2

Secretary CONATON. Thank you, Mr. Chairman.

The CHAIRMAN. Under Secretaries were designated by Congress
to serve as Chief Management Officers of their respective Depart-
ments. Now, I have asked these witnesses to update the committee
on exactly how they are creating the tools, the structures and the
systems necessary to manage the largest, most complex institution
in the world. I have asked them to focus on a few issues in par-
ticular.

Congress has mandated that the Department must, as long last,
get its finances in order and be ready for an independent audit by
2017. Will the Department comply with the law? What progress
has been made?

The Department has asked and received from Congress billions
of dollars to modernize its business systems over the past 10 years.
What do we have to show for this investment? Do we now have the
kind of management information about our business operations
that we need? When will we get there?

Last, the committee has followed with great interest the effi-
ciency initiative announced by Secretary Gates on May the 8th at
the Eisenhower Library. We want to know how this initiative will
work? When the Department intends to share its findings with
Congress?

This committee stands four-square behind efficiency. At the same
time, we want to ensure that major budget decisions are well con-
sidered. We should not attempt to find efficiencies through the kind
of mindless across-the-board cuts that President Obama cam-
paigned against.

For my own part, I will note loud and clear that I am not for cut-
ting the defense budget at this time. My understanding is that the
Secretary’s efficiency initiative is not about cutting the budget, but
I look forward to hearing more about exactly how this initiative is
designed to work.

I would like to also mention the fact that this committee success-
fully passed legislation regarding major weapons systems last
year—Rob Andrews, Mike Conaway, and the panel—and its pur-
pose was to reform the acquisitions system of major weapons sys-
tems. And this committee is to be congratulated on that, as well
as those two leaders.

Also, we passed out and passed on the floor acquisition reform,
and it is pending in the Senate and hopefully will be taken up with
our defense bill that we have passed and sent to the Senate. This
is th(i1 efficiency we have already stepped up to the plate and
passed.

So with that in mind, I turn to my colleague, my friend, the gen-
tleman from California, Buck McKeon.

[The prepared statement of Mr. Skelton can be found in the Ap-
pendix on page 47.]

STATEMENT OF HON. HOWARD P. “BUCK” MCKEON, A REP-
RESENTATIVE FROM CALIFORNIA, RANKING MEMBER, COM-
MITTEE ON ARMED SERVICES

Mr. McKEON. Thank you, Mr. Chairman, and good morning.
I would like to thank our witnesses, all of you, for being here
today. It is unfortunate that Secretary Lynn could not also join us.
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As both the Deputy Secretary and Chief Management Officer for
the Department, not to mention his role in helping to craft Sec-
retary Gates’ efficiencies initiative, it would have been valuable for
the committee to hear from him at a hearing specifically dedicated
to the Pentagon’s management.

As well, given that the formal responsibilities for CMO are still
relatively new for the Deputy Secretary, we were also interested in
his observations about that construct and his ability to balance his
policy and management portfolios.

With that said, we are grateful to have with us the Deputy Chief
Management Officer, Ms. Beth McGrath, whose full-time job is to
improve the Department’s management. I know Ms. McGrath has
testified before this committee in the past, but I believe this is our
first opportunity to have all of the Under Secretaries, and I wel-
come all of you here.

Given the important role that each of you play in serving as the
Chief Management Officer of your respective Departments, I look
forward to the chance to discuss the various management chal-
lenges you face and your plans for mitigating risk to DOD’s oper-
ations while improving efficiency.

Secretary Conaton—notice how that just rolls off the tongue—I
know I echo the chairman’s sentiments when I tell you how pleased
we are to see you again. Welcome home, so to speak.

This is a timely hearing. Although the GAO [Government Ac-
countability Office] and others have identified a series of persistent
management risk areas for DOD, the Department faces a looming
management crisis in light of congressional delay in passing a
clean wartime supplemental spending measure.

The Senate passed its version of the appropriations bill in May,
but the House failed to take up either a compromise-version of the
bill, or the Senate-passed bill, before the July 4th recess. Instead,
the House amended the Senate bill by adding extraneous domestic
spending and returned it to the Senate. Secretary Gates made it
clear that, if the supplemental was not enacted by July 4th, the
Department would have to begin to curtail defense operations.

I know the chairman shares my conviction that the men and
women in uniform operating in harm’s way in Afghanistan and
Iraq deserve better. Therefore, it is critical that we hear from each
of you regarding the impacts this delay will have within your De-
partments and how you intend to manage the risk to ongoing oper-
ations.

Lastly, it should come as no surprise that we are interested to
learn more specifics about how the services are implementing Sec-
retary Gates’ call for further efficiencies. While no one would argue
against reducing waste or needless overhead, it remains unclear
whether or not the Department can find $100 billion in prudent
savings over the next 5 years simply from efficiencies.

In his May 8th speech at the Eisenhower Library, Secretary
Gates stated, “The goal is to cut our overhead costs and to transfer
those savings to force structure and modernization within the pro-
grammed budget.” I support his intent to ensure that we do not ac-
cept a peace dividend that will hollow out our force structure and
curtail modernization.
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What gives me pause, however, is that, according to Deputy Sec-
retary Lynn, the plan calls for a third of this money, about $33.3
billion, to come from “developing efficiencies within the force struc-
ture and modernization accounts.” So I want to make sure that we
understand the plan. In order to protect force structure and mod-
ernization, we intend to cut force structure and modernization ac-
counts? I hope that you will clarify that for me.

Likewise, press reports indicate that funding may not go directly
to these investment accounts, and senior officials have been re-
cently quoted as forecasting gradual drawdown in the investment
accounts.

I know our witnesses are unlikely to reveal planned cuts for fu-
ture fiscal years, but I hope that you will provide greater details
regarding the process you are using to identify both the puts and
takes and what measures, besides funding cuts, could generate sav-
ings, for example, what steps are you taking to improve your finan-
cial management and accountability.

We look forward to your responses. And again, thank you for
your time at this critical juncture.

Mr. Chairman, I yield back.

[The prepared statement of Mr. McKeon can be found in the Ap-
pendix on page 49.]

The CHAIRMAN. Thank the gentleman. Thank you for your com-
ments.

Now for the witnesses, and we, again, welcome each of you for
this very, very important hearing.

Elizabeth McGrath, you are on.

STATEMENT OF HON. ELIZABETH A. MCGRATH, DEPUTY
CHIEF MANAGEMENT OFFICER, U.S. DEPARTMENT OF DE-
FENSE

Ms. MCcGRATH. Sir, thank you, and good morning.

Chairman Skelton, Congressman McKeon, members of the com-
mittee, thank you for the opportunity to discuss the Department of
Defense’s efforts to improve its business operations.

It is a pleasure to appear before you with my military depart-
ment Chief Management Officer counterparts. We look forward to
continuing our work with you as we strive for greater efficiency, in-
creased effectiveness, and additional agility within the Department.

While the Department has always worked to improve the effi-
ciency and effectiveness of its business operations, the imperative
to achieve lasting results in the engagement of senior Department
leadership have never been greater.

Secretary Gates and Secretary Lynn have clearly articulated the
pressing need for reform. Today, I would like to share with you our
overarching management reform efforts, as well as some recent
successes. Our approach emphasizes improving our ability to assess
execution through performance management; to develop mecha-
nisms to ensure leadership accountability; and to make needed
changes to the way we procure information technology [IT].

In each of these areas, we rely heavily on the tools that Congress
has provided us through the last several National Defense Author-
ization Acts. I will review with you our efforts in the areas of strat-
egy, governance, process improvement, and information technology.
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The Department has developed an integrated enterprise-wide
business strategy to guide our transformation efforts. This strategic
management plan aligns the planning and execution documents
that exist throughout the enterprise.

The plan identifies five cross-functional enterprise-wide business
priorities, each with specific outcomes, goals, measures, and key
initiatives that are critical for success. They are: to support the all-
volunteer force; to support contingency operations; reform the DOD
acquisition process and support processes; enhance civilian work-
force; and strengthen financial management.

Of particular interest for today’s hearing may be the Depart-
ment’s efforts to improve financial management and move toward
audit readiness. We have developed a plan that focuses on improv-
ing the quality of the information that we use. By strengthening
those processes that execute the dollars Congress provides to us,
we also unite the enterprise around an effort that will benefit ev-
eryone, but also requires collaboration and support across the de-
fense enterprise.

We have also established long-term and near-term goals for audit
readiness, provided programmed resources in establishing a gov-
ernance structure that includes the DCMO [Deputy Chief Manage-
ment Officer].

Successful strategies rely on an effective management frame-
work. This area of governance includes the creation of the Chief
Management Officer, Deputy Chief Management Officer, and mili-
tary department CMO positions.

We recognize the committee’s priorities include areas that have
been designated as high risk by the Government Accountability Of-
fice. We share your focus on reducing such risk in working across
the Department and the executive branch to address these chal-
lenges with the shared goals of removing items from that list.

Personnel security clearances is a good example of where we
have made significant progress. In 2005, the average time for the
fastest 90 percent of initial clearances took 265 days. Today, that
number is below 60.

Additionally, in 2006, the backlog of pending clearance investiga-
tions stood at almost 1,000 cases. Today, that backlog is gone.

Speed without quality may result in the wrong outcome. There-
fore, we have actively engaged GAO to exchange ideas regarding
quality performance measures for clearance investigations and ad-
judications. Collectively, we believe the quality measures being de-
veloped identify specific quantifiable targets linked to goals. This
type of engagement is critical to addressing and eliminating high-
risk issues.

As the committee knows, information technology is the key en-
abler of our business operations in an area with potential for major
improvements. One of the Deputy’s highest management priorities
is improving the acquisition and development and fielding of IT
systems.

Our current approach to implementing IT takes too long, costs
too much, and often fails to deliver the performance improvements
we seek. On average, it takes 81 months in DOD from when an IT
program is first funded to when it is fielded. We often deliver sys-
tems that are outdated before we ever turn them on.
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In contrast, the iPhone took 2 years from concept to delivery. It
is clear we need a different approach.

To that end, Secretary Lynn has established an IT acquisition re-
form task force guided by four principles: speed, incremental devel-
opment, governance and adaptability. We need to match the acqui-
sition process to the technology development cycle. We must also
acknowledge the incremental development testing wherever pos-
sible in fielding of new capabilities to provide better outcomes in
IT than trying to deploy a big-bang approach.

We must carefully examine how our requirements govern acqui-
sition. We must recognize that different IT applications demand
different levels of oversight and enterprise integration. With these
principles in mind, we are working to outline a series of acquisition
tasks that apply high levels of institutional due diligence where it
is needed and strip away excess requirements where it is not.

Focusing on business operations at the Department of Defense is
an area of great immediate interest to our senior leadership, as
well as an area of serious activity and concerted efforts. We are on
the way to creating better business processes that would create the
kind of lasting results our country deserves. My CMO counterparts
and I look forward to the continued opportunities to work with
Congress to optimize performance across the Department.

Thank you, and I look forward to your questions.

[The prepared statement of Ms. McGrath can be found in the Ap-
pendix on page 51.]

The CHAIRMAN. Thank you very much.

The Honorable Joe Westphal.

STATEMENT OF HON. JOSEPH W. WESTPHAL, UNDER
SECRETARY OF THE ARMY

Secretary WESTPHAL. Mr. Chairman, thank you. Ranking Mem-
ber McKeon, thank you, distinguished members of the committee.

I would like to ask, Mr. Chairman, that my statement be made
part of the record. And I just want to make a couple of brief points.

The CHAIRMAN. Without objection, each prepared statement will
be made part of the record. Thank you.

Secretary WESTPHAL. Thank you, Mr. Chairman.

Just want to make a couple of brief points. The first is to bring
you greetings from John McHugh, Secretary of the Army. I was
with him this morning, and he really regrets not being invited to
this hearing. But he is thankful that Erin Conaton is here, and
that he figures he couldn’t compete against her today.

Mr. Chairman, members of the committee, you know, I think we
are all going to be very repetitive in stating to you over and over
how grateful I think we all are at the great care and support that
you give our sailors, marines, soldiers and airmen, their families
and our civilian workforces.

As some of you know, Mr. Chairman, I worked in this great insti-
tution many years ago, and we know fully well how challenged you
are to make so many decisions across everything from social pro-
grams to national security.

But we do know and understand that you know the great sac-
rifices that our men and women in uniform and their families
make in support of our national defense and our freedoms and our
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protections and our way of life every single day. And your steadfast
support is well known and highly respected by all of us.

And so, I commit to you that we in the Army will do our part
to ensure that that support that we have from you is not dimin-
ished. So we will increase our efforts to generate savings, reduce
cost, enhance performance, and create efficiencies.

Our soldiers’ ability to complete the mission depends on it. Their
families depend on it. The Secretary of Defense and the President
demand it. And as a Chief Management Officer, this is my focus.

My two great colleagues to my left here and I are doing some-
thing really unprecedented, having been in the Department before.
This is the first time, I think, that you have the three Under Secre-
taries, not only now as Chief Management Officers, but in their
role as Under Secretaries as well, collaborating on a regular basis
to exchange ideas. We meet regularly to find ways to make joint
efforts work better and create greater efficiency.

So your designation of us as Chief Management Officers has ac-
tually created a great opportunity for our military departments to
be more co-joined and work together on a regular basis.

We are also very closely aligned with OSD [Office of the Sec-
retary of Defense], and especially through the Deputy Chief Man-
agement Officer, Ms. Beth McGrath. Her experience, her leader-
ship, her knowledge of these issues is helping us immensely to get
ourselves coordinated so that we are aligned not only horizontally,
but we are aligned vertically within the Department.

Finally, Mr. Chairman, on March 1st, the Army submitted a re-
port to the committee on our business transformation. It was an at-
tempt to give you an idea of what we were working on to put to-
gether our business transformation plan, which we intend to de-
liver promptly and on time to you on October 1st of this year.

So with that, I thank you again for your tireless efforts in sup-
port of our armed services and our Army.

Thank you, Mr. Chairman.

[The prepared statement of Secretary Westphal can be found in
the Appendix on page 60.]

The CHAIRMAN. Thank you very much.

Robert Work.

STATEMENT OF HON. ROBERT O. WORK, UNDER SECRETARY
OF THE NAVY

Secretary WORK. Thank you, Mr. Chairman.

Mr. Chairman, Congressman McKeon, distinguished members of
the committee, it really is an honor—I will echo both Joe’s and
Beth’s sentiments on that—to be with you here today with the
other Under Secretaries, and with Beth to talk to you about our
plans to continue improvement within the Department of the Navy.

I would also like to echo Joe’s thanks to the committee. After 9
years of war, your support has just been instrumental to allowing
us to maintain the Marine Corps and the Navy to the high level
that we have today. So on behalf of Secretary Mabus and I, I would
like to echo Joe’s thanks.

And Secretary Mabus and I and the entire Department look for-
ward to future collaboration with you on the committee as we part-
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ner to achieve these enduring transformation objectives that you
have set out for us.

I spent a lot of time trying to divine the intent of the Chief Man-
agement Officer position. And as I see it, the committee and Con-
gress envisions this role to be the leader of transformation across
the Department enterprise. And I also believe that you thought
that business operations was a subset of management, and man-
agement extends across the entire Department of the Navy and in
both the Marine Corps and the Navy itself.

So we are looking beyond the business side of the enterprise, and
we intend to apply the same type of rigor that I think that you are
looking for in not only business operations but weapons systems
and other programs across the Department.

Secretary Mabus is interested not only in making the trains run
on time, but on making the trains run to different places. And we
believe that that was your intent.

Our goal is to establish, then, a legacy of transformation in the
Department of the Navy, instill a culture of business innovation
and ingenuity, and codify the role of the Chief Management Officer
and the Deputy Chief Management Officer within the Department.

We also are looking very hard at having the proper government
form, so our business transformation council is the way we do this.
That is chaired by myself, the Assistant Commandant of the Ma-
rine Corps, and the vice chairman, because we have found, in the
last year—and this just reinforces a long-known code—that you
have to get both the Secretary and the service staffs really invested
into business transformation or you are not going to be able to
have any lasting change.

So we have the warfighters and the Assistant Secretary of the
Navy embedded in this process from the very beginning. We are
also trying to strengthen our Deputy Chief Management Officer po-
sition. Also, we are doing consolidations within the secretariat to
align us better with the business operations that Beth pointed out
to you.

We are really focused on business processes, but we are very,
very focused on achieving fully auditable financial statements by
2017. We actually are hopeful we will beat that timeline. Imple-
menting ERP [enterprise resource planning] across the Depart-
ment, really spending a lot of time on acquisition and contracting
excellence, following the lines of what Secretary Carter set out a
week ago, and really trying to improve energy efficiencies across
the Department.

So in closing, we very much appreciate the legislation that Con-
gress has enacted, which really allows us to delve deep and to go
into reengineering of our processes in implementing trans-
formational change. We recognize that this is going to be chal-
lenging and difficult, but we are committed to working with you to
effect this change.

We definitely do want to foster the business transformation. We
need to efficiently and effectively support the Navy and the Marine
Corps and our civilians. And I thank you again very much for your
continued support, and I look forward to working with all of you
in the future.
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I would be happy to answer your questions after the completion
of our statements.

[The prepared statement of Secretary Work can be found in the
Appendix on page 70.]

The CHAIRMAN. Thank you very much.

The Honorable Erin Conaton, please.

STATEMENT OF HON. ERIN C. CONATON, UNDER SECRETARY
OF THE AIR FORCE

Secretary CONATON. Thank you, Mr. Chairman, Mr. McKeon,
members of the committee. Given everything that my colleagues
have already said, I will try to be brief and just echo the high
points. But let me start by saying it is really nice to be back in this
room. I am convincing myself this is just markup, you know? I am
just sitting at the table, just like markup.

But it is great to see you and all my former staff colleagues in
the room here. I also, as long as I am in the thanking mode, want
to thank my colleagues at this table not only for the partnership
that Secretary Westphal talked about in terms of our ongoing
interactions, but I am very much the new kid on the block.

I have only been in the job a couple months, and these folks who
have been outstanding in terms of not only partnering but lending
the benefit of their expertise in the Department over the period of
time that they have been there. So I thank them for that.

I think I have to start the same way they did, by acknowledging
the work that this committee has done in numerous National De-
fense Authorization Acts and in the Weapons System Acquisition
Reform Act. Your work has had tremendous impact in the Depart-
ment, and it is hard for me to think of a week going by that I am
not at a meeting where people are talking about the implementa-
tion of WSARA [Weapon Systems Acquisition Reform Act], what
the intent of the Congress was.

So I know you know that your efforts have an impact, but if we
can reinforce that, I am happy to have the opportunity to do so.

Like my colleagues, I would say that the Chief Management Offi-
cer construct relies on strong leadership from the top. And so, the
fact that we have Secretaries and chiefs of our respective services
who are committed not only to making this organizational con-
struct work but also to help further the business transformation
objectives that we are working on, makes a big deal.

The other thing I would say is that all of us put mission first.
So this is about the work that our soldiers, sailors, airmen and ma-
rines are out there doing every day, and business transformation
can’t be separate from that. It has to be very much aligned with
what we are asking servicemembers and our civilian workforce to
do on a regular basis.

And so, as I have been thinking about the Chief Management Of-
ficer job, I think, first, what is the mission that we are asking, in
our case, our airmen to do, and then how do we get processes and
systems that help support that.

So I think whether it is with the business transformation plans
that you all have required or in our own thinking as Chief Manage-
ment Officers, it is important to align our business objectives with
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what the service or the Department, in Ms. McGrath’s case, is
doing overall.

We in the Air Force have a similar construct, I think, to what
Secretary Work talked about, which is that we have an overall gov-
ernance structure called the Air Force Council. It is how we make
our budget decisions every year. It is how we adjudicate policy de-
bates that are occurring inside the service.

And it is also the group that we are using for governance of over-
all business transformation and the efficiencies initiative. It is crit-
ical that all of the folks who are working, whether it be our Assist-
ant Secretaries or the deputy chiefs of staff on the air staff side,
are invested in and committed to working these efforts.

Once we get that done, then I think we can focus on the goals
on the business side of the house. We obviously have a couple large
information technology programs that I would be happy to talk
about if you want to get into that. We too are very focused on the
efforts led by this committee on getting a clean audit in the fiscal
year 2017 timeframe and doing everything we can to do that as
soon as possible.

And on the efficiency side, we are partners with the rest of my
colleagues in trying to find a way to—again, mission first—get as
much money and capability into the force structure modernization
and readiness sides of the account. And I think that is what is mo-
tivating the work that Secretary Gates has put forward, and it is
certainly motivating the work that Secretary Donnelly and General
Schwartz are undertaking for the Air Force.

So with that, I will turn it back to the chairman and just say
thank you, again, for the opportunity to come home.

[The prepared statement of Secretary Conaton can be found in
the Appendix on page 79.]

b Tl};e CHAIRMAN. Thank you very much. It is great to have you
ack.

Mr. Work, the spotlight has been on some shipbuilding. On the
one hand, we have the USS Missouri, Virginia attack submarine
being commissioned later this month, which, by the way, is in the
%isc‘irict of Congressman Joe Courtney, ahead of schedule and under

udget.

Compare that to the problems that you have been having with
the littoral combat ship effort, the excessive overruns. Add to that
the reform legislation that we passed from this committee, and
then it became law. Will the legislation that we authored be of help
in making the shipbuilding more like what is going on in Groton,
Connecticut? And if so, how, Mr. Work?

Secretary WORK. Thank you, Mr. Chairman.

Secretary Mabus set as his number one priority, when he came
aboard last year in May, in really taking a hard look at the ship-
building. And that was followed quickly by the WSARA Act, which
really kind of struck a chord within the Department of the Navy,
making sure that we get the requirements absolutely right, looking
for the right type of contracts, making sure that we demand per-
formance throughout the level.

It is, of course, true, sir, that we have had problems with the
LCS [littoral combat ship], but I think as the committee knows, as
a result of the WSARA and also our determination to make sure
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that that program is right, we completely changed the acquisition
strategy. And although we are not quite complete with the down-
select yet, I am quite confident in telling the committee we will
definitely reach the congressional cost cap regardless of which ship
is chosen.

As you said, I think we are having great success in our attack
submarine program, on our T-AKEs [dry cargo/ammunition ship]
that are being built at NASSCO [National Steel and Shipbuilding
Company], and we are having good performance across the yard.

So right now, we are really focused on really making sure we get
requirements right. We are doing that on the SSBN-X [ballistic
missile submarine—future]. And Secretary Mabus and I are com-
mitted to making sure that we get the best bang for the buck for
our shipbuilding dollars.

The CHAIRMAN. The GAO originally proposed a second Deputy
Secretary of Defense for Management. Is it reasonable to expect
the Deputy Secretary of Defense to serve as the Chief Management
Officer in addition to all of his other duties?

Ms. McGrath.

Ms. MCcGRATH. Sir, thank you. The construct of the Deputy Chief
Management Officer working as a day-to-day focus of the financial
and other management issues, working with the other Under Sec-
retaries across the Department so far has been extremely effective.

The Deputy Secretary spends quite a bit of his time on
management- and business-related issues, from financial manage-
ment to health, information technology, wounded warrior. A lot of
his time is spent on those topics today.

So I believe the construct of the Deputy Secretary as the Chief
Management Officer with someone in the Deputy Chief Manage-
ment Officer role, currently myself, working across the Department
from an OSD perspective and also with the Chief Management Of-
ficers of the military departments thus far has proven effective.

The CHAIRMAN. Allegedly, there will be savings identified in the
effort to have efficiencies across the Department. If that is the case,
where do those savings go? I for one am not for cutting the defense
budget. Where do they go, Ms. McGrath?

Ms. McGRATH. Sir, as you articulated in your opening statement,
Secretary Gates has identified a call to look across the Department,
every aspect of the defense business and everything we do, from
our support structures to our organizational construct, to see if
there is a better, more efficient and effective way that we can de-
liver our capability.

The Secretary has articulated that the military departments will
keep the savings that they identify. And again, I think it was men-
tioned in the opening statements that we are looking to shift dol-
lars from support to force structure and operations.

The CHAIRMAN. Let me ask you this. Are the respective services
making the necessary investments to meet the 2017 auditing man-
date?

Ms. McGRATH. Each of the military departments’ service and de-
fense agencies’ components have identified their milestones to
achieve the 2017 goal of the clean audit opinion. Those are cap-
tured in the financial audit improvement report.
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Financial Improvement Audit Readiness, the FIAR plan, is the
document where each of the milestones for each of the components
are articulated, marching toward the 2017 goal.

The CHAIRMAN. I think it was the gentleman from Texas, Mr.
Conaway, who brought it to our attention about the lack of audit-
ing within the Department and the panel’s role of putting together
the second initiative that we passed and is now pending in the Sen-
ate.

How did this ever happen that the Department and its sub-de-
partments were not subject to auditing, Ms. McGrath?

Ms. McGRATH. I am not sure that we were given a pass from
audit. I think the responsibility for—our fiduciary responsibility
and our stewardship of taxpayer dollars certainly is a responsibility
identified and acknowledged across the Department.

I think the challenge in actually delivering an auditable financial
statement has many factors to it. Some of it is human capital-
based. Other is the fact that our financial systems today—our fi-
nancial plus our other functional feeder systems are not interoper-
able, which poses a huge challenge for us.

And then that it must be a Department-wide function to actually
achieve auditability. It cannot be viewed as just a comptroller re-
sponsibility, given that most of the information comes from other
functional areas.

So I think there is a recognition within the Department that we
understand what we need to do from a departmental perspective,
that we do have a plan in place with goals and milestones. We
have appropriate governance that reaches horizontally and
vertically in the Department. And without those, we would not be
able to achieve that, and I believe we are positioned to do that
today.

The CHAIRMAN. Mr. McKeon.

Mr. McKEON. Thank you, Mr. Chairman.

As I alluded to on my opening statement, I remain particularly
concerned about the steps the Department of Defense is having to
take to manage its finances in lieu of passage of the 2010 wartime
supplemental appropriation. Secretary Gates has told us that, if we
don’t have it enacted by July 4th, stupid things would begin to hap-
pen.

I would like to ask each of the witnesses to address the following:
what specific steps are you having to take now to avoid running
out of money? Please describe the overall risk and the impacts
these steps will have to ongoing operations, routine business, the
military and civilian workforce, training, other important parts of
the responsibilities that you have.

And when specifically will each of your Departments run out of
money? When will you be unable to provide cash flow? What are
the additional consequences of your Departments, and the Defense
Department as a whole, should Congress fail to pass a clean sup-
plemental before the August recess, which starts after next week?
Please?

Secretary WESTPHAL. For the Army, the consequences are pretty
significant. I think the Secretary is right. This is very, very impor-
tant that, before you leave in recess, we have the supplemental ap-
proved.
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We have been fronting some of the resources from our O&M [op-
eration and maintenance] accounts to ensure that all operational
requirements are kept fully funded, and we continue to do that. We
expect some reprogramming. We have prepared in anticipation of
this some potentially reprogramming requests. We hope that they
are not going to have to be exercised and the supplemental will be
passed.

To your question specifically, you know, we will run out of money
about the middle of August for some of these functions in our O&M
accounts. And so, we will have to begin to take steps to ensure that
we, first of all, continue to support fully all the operational require-
ments.

I don’t think we are going to have any issues with that, but we
will have to make some decisions in terms of our O&M functions,
particularly CONUS [continental United States], that may have
some impact. And that depends on how quickly you can get back
and pass a supplemental after that.

And if we get those reprogramming requests done, that may help
us to weather that storm through the period of time during recess.

Secretary WORK. Sir, from the Department of Navy perspective,
failure to pass a supplemental before the recess would really essen-
tially hamstring the Department’s operations for the remainder of
this year and significantly disrupt operations within the Depart-
ment.

Our analysis is the same as Secretary Westphal’s, that we would
run out of money for civilians probably around the middle of Au-
gust and have to start furloughing civilians in large numbers. We
think we would run out of money to pay active duty members some
time in the mid-September to late-September timeframe, and that
is not even accounting for all of the movements in the O&M pro-
grams that would have to occur to make sure that we would con-
tinue wartime operations.

From our perspective, then, it would be a very great burden on
the Department, and the Department of Defense as a whole, and
would really significantly prevent us from pursuing the job of the
Department and the nation.

Secretary CONATON. Mr. McKeon, for the Air Force, it is a very
similar situation as to what my other two colleagues mentioned.
Certainly encourage, as quickly as possible, the passage of the sup-
plemental.

In terms of specific dates, the Air Force runs out of O&M, Oper-
ations and Maintenance, funding to do the whole range of oper-
ational activities at the end of August, and then has military per-
sonnel accounts running out by the third week in September.

Like my colleagues, we are very hopeful that you all will be able
to send something to the President prior to the August recess, but
we are starting to think about what would have to be done in the
event that that didn’t occur, which would include things like fur-
loughs. We may be able to do some temporary additional re-
programming, but that wouldn’t buy very much time. So, very con-
sistent with what my colleagues have said.

Mr. McKEON. I think it was about 2 months ago that we had
General McChrystal here, and I asked him the same question, and
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he said, if it went into the summer, it would cause problems. But
he had been assured it would pass before the Memorial Day break.

Now we missed that. We missed the Fourth of July break. If it
were passed today, does that money immediately flow, or how soon
before that money reaches you? If it were passed today by the
House and today by the Senate, how long would it take for that
money to actually get into your accounts?

Secretary WESTPHAL. It would be very quick, and it would be a
seamless process. We wouldn’t have these effects that we all out-
lined today.

Mr. McKEON. You have already taken some steps, though.

Secretary WESTPHAL. We have. In the Army, we have moved
monies from our base into some of our operations to support those
missions to keep them moving, in theater in particular. So we have
addressed that issue internally. And we do that always with the
permission of the Congress.

Mr. McKEON. So are you saying that, if we passed it today, you
would have the money in your accounts next Monday?

Secretary WESTPHAL. That technicality I don’t really understand,
but

Mr. McKEON. Does anyone here understand that?

Ms. McGRATH. I think we all have an appreciation for the proc-
ess, but the specific date, how many days specifically it takes to get
from passage into the accounts I certainly would be—probably take
that for the record to find out how many days that would be.

[The information referred to can be found in the Appendix on
page 94.]

Ms. McGRATH. But I think the message is that we believe that,
if it was passed today, would be in sufficient time such that other
activities would not have to be executed as the Under Secretaries
have articulated.

Mr. McKEON. Could you get that back to us——

Ms. MCGRATH. Yes.

Mr. MCKEON [continuing]. As quickly as you can? Today I would
like to know, if it is possible, because my concern is that, among
some people in the House, there isn’t quite the sense of urgency.

I have been given different timeframes that, even if we passed
it today, it would take some time, and I would like to know that.
Obviously we are not going to pass it today, and we are not going
to be in session tomorrow, so it will be some time next week at the
soonest.

And I for one think that if it is not done, we shouldn’t leave town
until it is done. So I am hopeful that we will get it done as soon
as possible next week so that you don’t have to take some of these
steps.

I am concerned that some things that are happening—I know we
are not going to leave the troops in harm’s way without ammuni-
tion and without food and without the things that they need to
carry out their mission, but I am concerned about training or some
of the other ongoing activities that take place for the troops that
will be going over there next. And I am very concerned about get-
ting that money there.

Yes?
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Secretary WESTPHAL. Well, just to add to what you were just say-
ing, for example, in the Army, one of the ways we support, of
course, or the way we support our ongoing missions is through
what we call a generating force, which is exactly what you men-
tioned, it is training and readiness of our Army forces here to go
forward.

And of course, all the infrastructure that we have in the Depart-
ment is to support those missions, in any case. And there are rules,
personnel rules. As Secretary Conaton mentioned, if there are fur-
loughs, there are rules about advanced notice to employees and
things of that nature that we have to take into account.

And we are either passed or dangerously close to those deadlines.
I am not sure what they are. We will get you that information, as
well. But all of that causes us a great deal of concern, as you have
heard from all of us.

[The information referred to can be found in the Appendix on
page 94.]

Mr. McKEON. That is a concern I have. Then, after the supple-
mental is done, then we get to the point of talking about the de-
fense appropriation bill, the year ends September 30th. It looks to
me like we are not going to have an appropriation bill passed by
September 30th, which means then we get to a CR [continuing res-
olution], hopefully, so that we don’t shut down the government on
September 30th.

So if we get a CR, that also is disruptive with ongoing oper-
ations, is it not?

Secretary WORK. Well, sir, we have all lived with continuing res-
olutions before, so it does cause us to do choices in business that
we otherwise wouldn’t have to.

But if the supplemental is not passed, we would be in an emer-
gency situation. I mean, we have already talked about this within
the Department, where all of the Unders and all of the Secretaries,
we would all have to get together to try to work our way through
it.

So the continuing resolution is something the Department is
used to handling, and we are able to handle it much better than
if the supplemental isn’t passed. We would consider that an emer-
gency.

Mr. McKEON. Thank you very much.

The CHAIRMAN. Thank the gentleman.

Gentleman from Mississippi, Mr. Taylor.

Mr. TAYLOR. Thank you, Mr. Chairman. I want to thank all of
our guests, but particularly Secretary Conaton for joining us today.

Secretary Westphal, I received a really disturbing e-mail from a
Mississippi National Guardsman on his second deployment. It is
from his dad, who is a Vietnam combat veteran, and it mentions
the lack of ammunition, but, equally importantly, the lack of roll-
ers, that this unit is doing a mine-clearing mission in Afghanistan.
They do have the MRAPs [mine resistant ambush protected vehi-
cle]. But, unlike when he served in Iraq and had a roller in front
of that MRAP, he doesn’t have it in Afghanistan.

Now, and this really is to this point, that I appreciate that you
are trying to save dollars where you can. But there is an inconsist-
ency here that I don’t understand.
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We apparently have excess rollers in Iraq now because of the
drawdown. We have the Air Force telling us that they do not need
additional C-17s, but I am told we can’t get the rollers to Afghani-
stan because of a lack of airlift.

Now, either you have enough C-17s to get them there, or you
don’t. And if you don’t have enough to get them there, obviously
you don’t have enough C-17s.

So I certainly hope this isn’t a case where we are trying to save
a couple of pennies and will unnecessarily lose American lives or
limbs. And I would very much encourage you to look into this, be-
cause it is a matter of life and death.

Secondly, if you could comment to it, I remember, as we were los-
ing our bases in Panama, going to visit that country on several oc-
casions, our bases there, and seeing—having started off in local
government and state government and realizing that their budget
is always tight—seeing a heck of a lot of things there we should
have brought home—fire trucks, bulldozers, trackhoes [tracked ex-
cavator], backhoes—that state surplus agencies would have loved
to have had. And encouraging a lot of people in the Army then to
bring those things home, only to be told, well, the shipping costs
don’t make it worthwhile, and being particularly angry when “60
Minutes,” or someone like them, ran a special showing that those
bulldozers, in some instances, ended up in Havana instead of some
down in Mississippi or some other state.

I visited Balad just before Christmas last year, and the colonel
there told me about—that he had an amnesty for people to turn in
equipment. And on the amnesty day, he had a 2-mile line of equip-
ment that people had turned in that was not on the books, that
had been paid for by the American taxpayer, that some clever unit
commander had figured out a way to get it there because he felt
like his unit needed it. And I commend those clever unit com-
manders for getting the things they needed.

What I don’t see is an equally clever effort to get those things
home. Just this week in the Transportation Committee, most of the
carriers that have brought the equipment to Iraq testified before
the committee that they are bringing some of that equipment out.

Most of the carriers—no, all of the carriers testified that their
ships are leaving Kuwait anywhere at 40 to 60 percent of capacity,
which means that those ships are leaving Kuwait with either any-
where from 40 to 60 percent excess capacity to be bringing these
things home.

Given that, you know, money is tight, that the taxpayers paid for
these things, what are you doing to incentivize unit commanders
to bring these things home, even if they don’t need it, that some
other governmental entity may need it, or that a state or local gov-
ernment may need it? Because, again, we got burned when we left
Panama. We got burned when we left Roosevelt Roads. How many
times does the Department of Defense have to keep making the
same mistakes?

Secretary WESTPHAL. Well, actually, the two issues you raised,
you know, specific points like that have been made by other mem-
bers and by our own folks. I believe it was in late July that I was
going to go to theater, go to Kuwait and then Iraq, and look specifi-
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cally at the drawdown and at the movement of equipment both
back to CONUS and into Afghanistan.

Now decided to do that in September to wait till after we are
supposed to be down to the 50,000 level. I discussed this with Gen-
eral Odierno and General Webster, the ARCENT [United States
Army Central] commander. I have asked the Vice Chief of Staff,
Pete Chiarelli, to go with me because we are doing a whole bunch
of work together, the Vice and I, on the management, on the acqui-
sition side, and on the contracting side. So we are going to team
up to go there and take a hard look at all these things

Mr. TAYLOR. Mr. Westphal, before the chairman gavels us, could
you find the time to stop by and see me on those two items?

Secretary WESTPHAL. I will do that.

Mr. TAYLOR. Thank you, sir.

The CHAIRMAN. Thank the gentleman.

Mr. Bartlett? Who is next?

Mr. Forbes.

Mr. FOorBES. Thank you, Mr. Chairman.

And thank all of you for taking time to be here with us today.
The title of this hearing, the chairman correctly said, was man-
aging a budget in a time of tight budgets.

And Secretary Work, one of the things that I think every one of
you would agree with is the key to that is consistency, which prob-
ably has at least two components. One is a careful selection of our
priorities initially, and the second thing is the ability that we have
to predict circumstances that could or would change those priorities
down the road.

Now, we have a number of different major opportunities to both
set those priorities and look at circumstances that could change
them. One of the big ones is BRAC [base closure and realignment
commission], where we just bring everybody together and we say,
“What are our priorities,” and we look at that. The other one, of
course, is the QDR [quadrennial defense reviewl].

And I am particularly concerned, because in the last BRAC we
had this huge laydown we had looking at priorities and where we
were, in BRAC of 2005, and also in the QDR of 2006. There wasn’t
adblip on the screen about homeporting a carrier in Mayport, Flor-
ida.

My good friend from Mississippi mentioned saving a couple of
Fennies. This isn’t a couple of pennies. This is almost a billion dol-
ars.

Can you tell me today, what were—and I know the priorities
haven’t changed because I have a memorandum from the President
on June 10th where he says, for decades, the federal government
has managed more real estate than necessary to effectively support
its programs and missions, and he says we need to take immediate
steps to better use the remaining real estate assets that we have.

Can you tell me what were the circumstances that changed be-
tween BRAC 2005 and the QDR in 2006 and the QDR in 2010
which would lead the Navy to want to homeport a carrier in
Mayport in the QDR in 2010 when it didn’t raise that at all in
BRAC 2005 or 2006? And then, why was it that we didn’t have the
capabilities of predicting that change in BRAC in 2005 and the
QDR in 2006?
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Secretary WORK. Well, thank you, sir.

As you know, this has been an issue that the Department of the
Navy has been examining for quite some time. Essentially, we be-
lieve in efficiencies. We believe in establishing priorities, and we
also believe in using our real estate wisely.

As you know, Mayport has long been a carrier port.

Mr. FORBES. Yes. And Mr. Work, again, just because I have got
a limited amount of time, I want you to have all the time you need,
but I just want the change in circumstances between BRAC 2005,
the QDR in 2006, and the QDR in 2010.

Secretary WORK. All right, sir.

BRAC 2005 really was focused on closing properties, and in this
instance, we are maintaining the property at Mayport, the base,
which is going to house a lot of our surface combatants, and we
want to make it a carrier home port for a nuclear carrier.

So the movement from BRAC to the QDR, which looked at the
strategic rationale on doing that

Mr. FORBES. But didn’t you have that same strategic rationale in
the QDR in 2006?

Secretary WORK. Sir, I would have to go back and see exactly
what the 2006

Mr. FORBES. Is there a difference in rationale we have on any
QDR? Don’t—we always looking at the same basic criteria in our
QDRs?

Secretary WORK. Yes and no, sir. We have the basic priorities
set, but we look at our posture, both in the United States and glob-
ally

Mr. FOrRBES. Can you do this for me? Would you just get back
to me in writing on the exact changes that happened between
BRAC 2005, the QDR in 2006, and that QDR in 2010 and why we
couldn’t have predicted those and raised them in the BRAC 2005
and 20067

[The information referred to can be found in the Appendix on
page 95.]

Mr. FORBES. And I have got one other question that you can ei-
ther answer now and get back to me. Chairman asked, “Will the
Department comply with the law?”

Can you give us a comfort level that we will have the law com-
plied with when, a year ago, we had in the statute a requirement
for a shipbuilding plan and an aviation plan that be sent to us by
the Department? Not only was the statute not complied with, but
when we had a congressional inquiry that was unanimously agreed
upon by this committee, there was not even an explanation of why
that wasn’t complied with.

How do we have comfort that you are going to comply with the
law down the road if we didn’t get a compliance with that statute?

Secretary WORK. Well, sir, I know I can speak with Secretary
Mabus. Both he and I will comply with every law that we can. We
also respond to guidance from the Secretary of Defense. And in the
case of last year, the Secretary of Defense, I think quite rightfully
said, because of the difficulties we were having in shipbuilding,
that we would move that up and have the Deputy Secretary sign
it out.
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Mr. FORBES. My time is up. The only thing I would say is, I hope
that we don’t come back on the audits and say that, because of the
difficulties we have in complying with the audits, we are not going
to do them.

And Mr. Chairman, I yield back the balance of my time.

The CHAIRMAN. Thank the gentleman.

Dr. Snyder.

Dr. SNYDER. Thank you, Mr. Chairman, and thank you for hold-
ing this hearing.

Just wanted to make an introductory comment. I appreciate the
leadership of both Mr. Skelton and Mr. McKeon on the issue of the
supplemental. I guess our most junior member here is Mr. Critz,
but from the most senior to the most junior member, we agree with
you. We need to get this supplemental passed sooner rather than
later. And I think your candor this morning helps that.

I am always struck by these kinds of hearings in which the goal
is to help American taxpayers save hundreds of billions of dollars.
It always strikes me like a junior high sex education class. It
should be really exciting, but it turns out it is not.

But Secretary Conaton, I think I will direct my questions to you
since we have Little Rock Air Force Base in my district. Help me
understand—and I have read through the statements and all, and
we can get bogged down in kind of the jargon of business trans-
formation, those kinds of things. But let me give you a couple ex-
amples and just how you put them in the context of what you are
trying to do.

We have a military construction project that is about finished at
the Little Rock Air Force Base. It is outside the perimeter. It is an
education center where Arkansas State University offers classes,
and some of the institutions that offer classes around the country
offer classes there for both military personnel and civilian per-
sonnel from the community.

Several years ago, the city of Jacksonville passed a millage on
themselves, raised $5 million to donate to the military to help in
the construction of the facility. But the only way we were able to
get that done was to do it as an earmark in the defense bill be-
cause it was like the Air Force wasn’t agile enough to figure out
a way to accept $5 million of local dollars. So my question is, why
don’t we have that kind of agility?

Another issue is on the—and this is where Congress gets in-
volved. Have we given you the kind of flexibility you need in the
terms of the retirement of old planes? I think we are doing okay
with E model C-130s. I am not so sure we are doing so well with
C-5s and some of the others.

And finally, any kind of update you can give on the aviation mod-
ernization program with regard to C-130s. But use those examples
and explain how that fits into what you all are trying to do.

Secretary CONATON. Thank you, Dr. Snyder. I am not familiar
with the specifics in this instance with Little Rock, but let me
speak more generally to agility.

I guess where I would start is—and I knew this going into the
job, but it is remarkable how large these organizations are and how
diffuse responsibilities are. But to that end, I think, as we have
started to think about Secretary Gates’s mandate on efficiencies,
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one of the things we have done, and I suspect my colleagues have
done something similar, is to engage not only our major command
commanders, so folks who are not in Washington, who are out in
command and with responsibility for our numbered air forces, to
get their perspective and to get their views of how we can do things
better.

Because I think there is often a Washington perspective, and
those who are elsewhere in the country and who have a more oper-
ational day-to-day focus we have to take those views on. So from
my perspective, increasing agility is one piece of the larger perspec-
tive that we have got on doing our work better and, in the process,
freeing up resources that can be put toward modernization and
force structure.

On the issue of retirement of aircraft, certainly appreciate the
support of the Congress in trying to ensure that, whether it is C—
130s or whether it is our larger strategic airlift aircraft, that we
can get the most modern planes to our units. And in many cases,
that involves trying to retire some of the oldest fleets on the book
to put savings into our more modern aircraft.

I think on the C-130 side that we are in good shape in terms
of authorization. I know there is some language in this committee’s
bill that deal with some of the specific issues around National
Guard C-130s, and we will certainly work with the committee on
that.

I think, as we go into next year, we may need to be in dialogue
with this committee about the Title 10 restrictions on the size of
the strategic airlift force structure dealing with C-5 and C-17 mod-
ernization. But I think that is an issue for 2012, and we would be
happy to work with you all on that.

Dr. SNYDER. I was on a live media show this morning back home,
and they called us to ask about this hearing today. And one of the
questions was, “What kind of message does this send to troops in
the field that we are trying to,” in their words, “cut defense budg-
et?” My own view is—well, I will direct that to you, Secretary
Work. How do you respond to that question?

Secretary WORK. Sir, I have been the victim of many a cut drill,
just a budget cut drill, and this is fundamentally different. We are
trying to find efficiencies to actually help the marine and the sol-
dier in the field, and to help the airmen and the sailors.

The guidance has been very clear. Secretary Gates has said we
get to keep the money. And therefore, I think there is widespread
enthusiasm to go after these types of efficiencies to help our sol-
diers, sailors, airmen and marines.

So I think I can speak for my colleagues, because we meet so
often, as Secretary Westphal and Secretary Conaton said. We do
not in any way think this is a cut drill, and we think this is going
to directly benefit our young service men and women.

Dr. SNYDER. Okay. Thank you.

The CHAIRMAN. Mr. Kline.

Mr. KLINE. Thank you, Mr. Chairman.

Thank you all for being here. Welcome, or welcome back. I am
getting nostalgic here for a minute in perhaps an unpleasant way,
and I was thinking of Dr. Snyder’s comments and question about
agility.
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And if T go back to 1988 when I had hair and was much younger
and was still in uniform, I reported to Marine headquarters and
found out that there was a discussion going on in the acquisition
world in the Marine Corps, the famous ACMC [Assistant Com-
mandant of the Marine Corps] committee, about how we were
going to buy computers.

And while they were trying to decide how to buy computers,
there were marines in the Marine headquarters in every base
across the nation who were going out and using O&M funds and
buying computers and operating systems and software however
they saw fit. And then those got old, and they bought new ones
with O&M while the ACMC committee was still trying to figure out
how to buy computers.

Now, that was over 20 years ago. New marines have signed up,
gone on active duty, served 20 years, retired, and I hear from Sec-
retary McGrath that it is taken 81 months, 7 years to bring on IT
systems.

I am just a little depressed, but it does tell me that we still don’t
have the agility that Dr. Snyder was talking about. And it seems
to me that you Chief Management Officers have got to figure out
how to get agile for the services and for the Department.

And I don’t have a question because I simply wouldn’t have
enough time for you to try to answer—well you can’t answer, but
please, let us look at the agility.

I do have a question, and it is connected to another nostalgic
kind of flashback, this time going back to post-Vietnam when we
ran out of money. Department ran out of money. Services ran out
of money, and we parked them. I was flying helicopters, except we
couldn’t fly them. We put them on the flight line. We couldn’t even
go out and turn them. We certainly couldn’t fly them because we
were out of flight hour program. We were out of O&M, or O&MN
[Operation and Maintenance, Navy]. We couldn’t fly.

And today if that were to happen, if we don’t have the supple-
mental that Mr. McKeon was talking about, would prevent us from
training if you have to park or anchor or dock the ships, and if you
have to park the planes. And I find that pretty scary.

But what I find terrifying, and I want to just make sure I under-
stood this, is I thought I heard each of you, or at least two of you
say that your O&M accounts were being affected. You were shifting
O&M money, and that tells me that we might be in that situation
where, once again, we have to park them.

But what I found truly shocking was that I thought I heard you
say that you were going to not be able to pay in the manpower ac-
counts the men and women that we are asking to sail and fly and
drive and fight, aren’t even going to get paid. And if that were so,
how do you make a distinction—because one of our assumptions
has been, “Well, the troops in theater are going to have what they
need, and we will let the troops at home and their families suffer
to make sure that those that are in harm’s way have everything
they need.”

But it sounds to me like we might not even be able to pay those
troops in harm’s way unless you somehow split the manpower ac-
count and say, “Well, we are going to pay those soldiers in Afghani-
stan but we are not going to pay the soldiers at Ft. Campbell.”
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So my question is, are we really looking at not paying not only
civilians, which is horrifying enough, but not paying the men and
women in uniform that are flying, sailing, fighting? And I guess I
don’t know if it is Department-wide or varies by service, so please
give us an answer. Are they going to get paid or not?

Secretary WESTPHAL. They will get paid. I will speak for the
Army.

What we are concerned about is many of our civilian workforce
in some of these O&M accounts. That is our chief concern.

Mr. KLINE. Okay. So for the Army, the soldiers get paid, but ci-
vilians may be furloughed and not paid.

Secretary Work, what about the Navy?

Secretary WORK. Sir, as you have said, we have sometimes dealt
with having to shift O&M monies at the end of a fiscal year. But
quite frankly, the Department was expecting the supplemental to
be before the Fourth of July. There was really no serious thinking
that it would go beyond the summer recess.

And so our analysis, which isn’t complete, as I said, we would
shift into an emergency mode if the supplemental was not passed.
As Secretary Westphal said, the first thing that would happen is
we would have to probably furlough civilians without pay. And in
mid-to-late September, there is a chance that we would run out of
money to pay active duty personnel.

Mr. KLINE. The sailors in uniform would not get paid.

Secretary WORK. There is

Mr. KLINE. Secretary Conaton, how about the Air Force?

Secretary CONATON. Mr. Kline, it is very similar to what Sec-
retary Work said. If we still did not have money the third week of
September, that is when the military manpower accounts would be
affected.

Mr. KLINE. So the pilot, the bomber, the attack pilot in Afghani-
stan would be asked to fly those missions and would not be paid.

Secretary CONATON. If we go beyond the third week in Sep-
tember.

Mr. KLINE. Thank you. I yield back.

The CHAIRMAN. Mr. Andrews.

Mr. ANDREWS. Chairman, these are all the reasons why I am
confident the supplemental will be quickly enacted.

I am well aware of the fact that there is a broad consensus in
the United States that we want to have every dollar necessary to
defend our country. There is an understanding that there are
asymmetric threats and different qualitative threats than we faced
in 1998.

But here is the way—and this is not meant to be a rhetorical
question—here is the way many of our constituents would ask the
question about management and budget in the Department of De-
fense.

If you exclude spending for foreign operations, if you exclude
supplementals for Iraq and Afghanistan as special needs and go
back to the base defense budget, the base defense budget in the fis-
cal year in which we are presently living is 47 percent higher than
it was in 1998. Again, that counts none of the Iraq and Afghani-
stan supplemental.
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Our end strength is eight-tenths of 1 percent higher. The number
of ships we have is 15 percent lower than it was in 1998. The num-
ber of planes we have is 11 percent fewer than 1998.

And I do not mean this to be combative or rhetorical, but the log-
ical question a taxpayer would ask is this: If we are spending near-
ly 50 percent more than we did exclusive of special operations over-
seas, Iraq and Afghanistan, and we have essentially the same num-
ber of people in uniform, we have 15 percent fewer ships and 11
percent fewer planes, why does it cost 50 percent more?

Secretary WESTPHAL. Well, you are absolutely right. You know,
I left the Pentagon in 2001 where the Army budget was about 70—
the base budget was about 76, $78 billion. That base budget has
more than doubled.

So there has been a lot of growth. There has been growth in
structure. There has been growth in personnel. There has been
growth in a whole host of activities that we weren’t engaged on to
the extent that we are engaged in now, in the intelligence commu-
nity, for example.

And it is exactly, I think, this growth that Secretary Gates wants
to get to.

Mr. ANDREWS. I, frankly, asked my question because I am very
sympathetic to Secretary Gates’ premise, which is that there is an
important distinction between our ability to vigorously defend our
country and the overhead costs associated with that vigorous abil-
ity.

I think the job for this committee, for the Department, for the
public, is where to draw that line. And I want to caution us against
using superficial ways to draw that line.

Mr. Conaway and I were just discussing before the hearing, it
might be tempting to say, “Well, we have more accountants than
we did in 1998.” We may or may not, but just say, hypothetically,
we do. So, therefore, that is overhead that we don’t need.

Well, if those accountants are helping to better manage, get bet-
ter quality out of technology programs, that is a superficial and in-
accurate measure. So I raise my question to really make this point.

I think the Secretary’s premise is exactly right. I think that we
have too much in the way of logistical support to execute our mis-
sion. I don’t think we have too much mission. I don’t think we over-
spend on the mission. I think we should be vigorous in pursuing
it in every respect.

But a hard question the Department has to ask, the Congress
has to ask, the country has to answer, is how do we focus on this
logistical overhead and do a better job. I mean, I think that the
rhetorical answer to the question I just asked is that we have had
excessive growth in the overhead categories in these 12 years. And
whether it is the way we buy technology or the way that we pro-
vide housing or the way that we move goods and services around
the world, we have to do a better job at assessing what that is.

Anybody else care to comment on that?

Ms. McGRATH. So I would actually like to agree, the statements
that you just made. The Defense Department is a corporation. I
think the construct of the Chief Management Officer and having us
look across the Defense Department as a business enterprise is dif-
ferent from—see, each of the military departments looks—and this
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is true for every component—tends to naturally look very locally to
solve an immediate problem. I think the example of the computer
solutions, right, that, you know, everybody buys locally.

I think the construct of a Chief Management Officer really forces
the Department to look corporately at what we do, how we do it,
is it tied to the strategy, the overarching mission of the Depart-
ment, and really analyze the execution piece. And I think that is
one of the most powerful things that the Chief Management Officer
legislation has enabled us to do, and I think we are taking full ad-
vantage of that.

Mr. ANDREWS. Thank you very much.

Thank you, Mr. Chairman.

Mr. TAYLOR [presiding]. The chair thanks the gentleman.

The chair now recognizes the gentleman from Arizona, Mr.
Franks, for 5 minutes.

Mr. FrRaNKS. Well, thank you, Mr. Chairman.

And thank all of you for being here.

Ms. McGrath, my first question has to do with the PowerPoint
presentation that accompanied the Under Secretary of Defense,
Ashton Carter’s memorandum. You are probably familiar with it.
It was titled, “Better Buying Power: Mandate for Restoring Afford-
ability and Productivity in Defense Spending.”

And I thought it was pretty interesting. I actually agree with a
lot of it. He used “leveraging real competition” as his first initiative
for greater efficiency, and I certainly think that makes all the
sense in the world. And it was to support a continuous competitive
environment.

You probably know where I am going here. Given that language
and the fact that the F-35 is the largest weapons system acquisi-
tion program in the Department of Defense, how can the Adminis-
tration, with a straight face, support the termination of the F-35
alternate engine, given that that is just clearly providing a contin-
uous competitive environment consistent with the debate in Under
Secretary Carter’s memorandum?

Ms. McGRATH. Sir, I would like to say that I agree with Sec-
retary Carter’s approach to trying to achieve better, I will call it,
holistic acquisition. And there are a lot of different attributes you
can use to achieve that, one being competition.

I am not familiar with all of the specifics on the issue that you
raise, and I will be happy to come back to you with any specific
answers that I can.

Mr. FRANKS. Well, let me do this. Let me let anyone else on the
panel have a shot at that question. This is, again, the largest de-
fense-related acquisitions for the Department.

And this is clearly one of those things where we are underscoring
a continuous competitive environment, which is mandated. It is not
suggested, it is mandated in Mr. Carter, or Under Secretary
Carter’s memorandum. And how do we synchronize those two
things? How do we make them fit together?

And Mr. Westphal or anyone else that would like to take a shot
at it?

Secretary WESTPHAL. Well, luckily for me, I don’t have to deal
with that on the Army side. But I will tell you this: we face that
similar issue across all our portfolios for our weapons systems.
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And what the Vice Chief and I—Vice Chief of Staff for the Army
have done, at the direction of Secretary McHugh, is to stand up a
holistic review to validate all our requirements across all portfolios
of our systems. We need to go back and say, “Do we need this
today?”

We may have needed it 5 years ago, 10 years ago, 3 years ago,
but are we using it? Is it of value? Are we spending more money?
Do we have duplication and redundancy in those systems?

So we have taken the approach that, in order to manage this bet-
ter—and this gets to a lot of the questions you are posing—that we
have to go back to the requirements piece. We have to validate
those requirements across a series of portfolios of systems that we
have and ensure that that makes sense today.

Mr. FRANKS. Well, I am sure it doesn’t shock any of you that this
Republican is talking about competition, but I—go ahead.

Secretary CONATON. Mr. Franks, I will jump in. And as both the
Air Force and the Navy and Marine Corps are involved in the Joint
Strike Fighter program, I will let Secretary Work jump in as need-
ed.

I think what you say about competition across the board is very
important. I think where Secretary Gates and the two service Sec-
retaries came down on the question of the alternate engine was a
judgment call and a balance, looking at the cost of the program in
the near-term, the benefit that may accrue over time, and the bene-
fits of competition.

As you know, some former programs, fighter programs, have had
an alternate engine. Some have not. And I think in the judgment
of the Secretary of Defense, the up-front cost over the next couple
years of completing that program did not, on balance—was not out-
weighed by the benefits on the other side.

And definitely understand the committee has strong feelings on
this subject.

Mr. FRaNKS. Well, thank you.

I am going to try to squeeze one more in, Mr. Chairman. In the
last 2 years, many of the programs, particularly many missile de-
fense programs that I believe are actually vital to our national se-
curity, have been cut substantially, or even zeroed out. And many
of our technological programs require time to realize those suc-
cesses.

Even though the technology shows great promise and has dem-
onstrated its knowledge points—for instance, the airborne laser I
think is a good example—what are the services doing to make sure
that we don’t incentivize the termination of programs that could ul-
timately prove vital to our national security? And I am going to
throw that out to anyone, as well.

Secretary WORK. Well, sir, from the Department of the Navy’s
perspective, the way this works is, within the Department, we have
a very structured way to go about the different requirements: a
deputy advisory working group, which reports to the Secretary,
who holds small and large groups with all the combatant com-
manders, and that is where the requirements are really set.

As far as ballistic missile defense goes, we think it is actually a
very good news story. I will let Secretary Westphal speak to
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THAAD [Terminal High Altitude Area Defense] and PAC-3 [Pa-
triot Advanced Capability—3 Missile].

Mr. TAYLOR. Mr. Franks? You actually expired. What I am going
to ask is that each of the witnesses submit that for the record.

[The information referred to can be found in the Appendix begin-
ning on page 94.]

Mr. FRANKS. All right, Mr. Chairman. Thank you.

Mr. TAYLOR. The chair now recognizes the gentleman from Geor-
gia, Mr. Marshall, for 5 minutes.

Mr. MARSHALL. Thank you, Mr. Chairman.

My questioning has to do with the F-35 alternate engine, as
well. And since it is pretty clear that nobody here is prepared to
testify too much on that subject, I am just going to make some ob-
servations.

I think most on the committee agree that this is not a close call.
This is an exercise of very poor judgment by the Secretary and the
two service Secretaries. It is such poor judgment that we can’t even
figure out really where it is coming from. It is arguably defensible,
but here we are going to spend $110 billion over a 20- to 30-year
period of time, and we are essentially saying we are going to sole-
source that contract.

We will buy thousands of these engines. This is not a small buy.
It is not for a brief period of time. And the idea behind the competi-
tion is that it is ongoing.

Now, Secretary Gates has recently said that he believes—his no-
tion of competition is “winner takes all.” I think he needs to have
a little bit broader notion of competition with regard to these long-
term projects like this one. We want competition throughout the
duration of the project.

I talked to a retired Navy commander, marine, flew fighter jets,
and he described the problems that they were having with the F-
16 when there was only one engine, and then the benefits that they
experienced once there was a competing engine.

I don’t know that this is actually how it was structured, but he
believes that the way the competition was structured—and it was
annual competition here for better performance, better reliability,
better responsiveness—every single year, the two competing com-
panies were vying with one another to see who was going to get
60 percent of the buy in the following year.

And it went back and forth, back and forth between the two com-
panies, the effect of which, at least according to this retired com-
mander, was a remarkable improvement in the number of F-16s
that could actually fly, their performance, their reliability, et
cetera. GAO, looking at the F-16, if I recall correctly, it was either
21 percent or 34 percent savings over the life of the program as a
result of competition.

The Pentagon’s own figures acknowledge that the short-term
costs that you described the Pentagon as not being interested in in-
curring right now—because we have got tough budget, you know,
nobody disputes that at the moment—those short-term costs will be
repaid, almost certainly, and it doesn’t take into account the likeli-
hood that there will be huge savings as a result of the competition
that I described that went on where the F-16 is concerned.
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So I don’t have a parochial interest in this at all. You know,
when I first started getting involved in this, I didn’t know who was
building the engines. But we make a huge mistake by sole-sourcing
a 20- or 30-year, $110 billion program.

And I hope that that message gets back to the two Secretaries
and the Secretary of Defense, all of whom I respect enormously. I
think they are doing a great job for the country. But their judg-
ment is really flawed on this one, and I don’t know where it comes
from. It is so off-base.

And with that, I yield back, Mr. Chairman.

Mr. TAYLOR. Chair thanks the gentleman for yielding back.

Chair now recognizes the gentleman from Texas, Mr. Conaway,
for 5 minutes.

Mr. CoNAwWAY. Thank you, Mr. Chairman.

Witnesses, thank you for being here this morning.

I don’t discount for 1 second the difficulty in achieving
auditability or business management systems transformation, all
those things. It is spectacularly complex issue across all your agen-
cies. In a 2-hour hearing, you just simply cannot do justice to that.

But I am concerned that, given the revolving door that is your
jobs, that 6 years from now we will have someone sitting in Ms.
MecGrath’s position talking about yes, the Deputy Chief Manage-
ment Officer system is working, it is working fine, auditability and
business management systems transfer, those words roll off your
tongue very well, business enterprise architecture, enterprise tran-
sition plans, enterprise resource planning, Business Trans-
formation Agency.

All of that sounds wonderful, and to the uninitiated, it sounds
like we are making progress. But I believe it creates fog. And we
hide in the fog the lack of progress that we are making. There is
a long litany of FIARs [Financial Improvement and Audit Readi-
ness Plans] or Financial Improvement—whatever that thing is—
from 1990 to today. And each time we have a change in leadership,
we have a new plan, and we don’t execute the plan fully to the
end——

So it is not really a question, but it is an observation that this
is hard, and I recognize how hard it is, but it is important, as well.
It is no different in the business arena in which a pointy end of
the sword in business doesn’t like the back office guys, and there
is always that tension between resources and, you know, the mis-
sion and those things.

But we can’t, I don’t believe, do the mission properly for the tax-
payer of this country without being able to tell them that we spend
all this money correctly. We may spend every nickel perfectly, but
we can’t prove it to anybody.

GAO has a litany of high-risk arena areas that the DOD has
never had one come off their list. It just gets longer. And so all of
us on this side are committed to doing what it takes to get you the
resources and have you keep those resources as you go forward.

I am concerned that, as this efficiency model that Secretary
Gates has talked about, if you looked at that chart, and it looks to
me like it is an across-the-board cut. Everybody gets $28 billion,
and you figure out where it comes from even though your indi-
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vidual budgets may be different, your individual needs in the next
10 years may be different.

And it doesn’t appear to be, at least on the surface, rational as
to how we came to the goal, the $101 billion, over that timeframe,
which I think is about 3-plus percent of total spending within the
Department over the next 5 years.

But I worry that you will inordinately punish or take advantage
of the resources that ought to be used to attain auditability, and
these management systems transfer because those don’t have a lot
of champions in the system, but spending money somewhere else
in O&M do have champions in the system. Long statement, 3
minute, 4 minutes’ worth.

Can you talk a little bit about cross-pollinization between par-
ticularly the three service branches? Because each of you has an
auditability goal, and I am hoping that the Marine Corps is still
on track to get their goal accomplished.

The goal of that first audit is laudable and is important, but the
better goal is auditability over—going forward. We can all make
Herculean efforts one time to get something done, but if you can’t
replicate that because the systems didn’t get developed along the
way, then we really haven’t achieved much beyond just that—pat
ourselves on the back for that first audit.

So do you have some sort of a cross-pollinization system among
yourselves? Because you are going to be doing the same back office
functions across your three Departments.

Ms. McGRATH. So if I could just make a couple of comments, and
then to the extent my counterparts want to add, the Under Sec-
retary of Defense Comptroller, Under Secretary Hale, hosts or con-
venes a FIAR, Financial Improvement Audit Readiness, governance
board where we all participate. We are all members of the govern-
ance board. And in fact, I co-chair with him because we are taking
a look across the defense enterprise, not just in the financial space,
understanding the systemic changes we need to make to ensure
auditability.

So it isn’'t——

Mr. ConawAYy. Well, let me ask you this. You get to that point,
and you have got to make a decision. The Army wants one system,
the Navy-Marine Corps wants a system, the Air Force wants a—
who makes the hard call to say, “This is the system that we are
going to go to, we are going to go common across all three,” and
force it on them? Is there a system? Is anybody in the Department
of Defense have that authority to do that?

Ms. McGRATH. The common piece are the standards. So if each
of the military departments today in the services are pursuing dif-
ferent financial solutions that, at the end of the day, will enable
auditability across the enterprise because we are using a common
set of standards. It is the standards that will drive the auditability.

Mr. CoNAwAY. All right. Well, thank you for what you are doing.
I know it is hard, but it is important.

Thank you, Mr. Chairman.

The CHAIRMAN [presiding]. Thank the gentleman.

Gentleman from Connecticut, Mr. Courtney.

Mr. COURTNEY. Thank you, Mr. Chairman.
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Your first question, Mr. Chairman, regarding the commissioning
coming up a week from Saturday, the USS Missouri, again focused
on a successful program in the Navy, which again I think, just to
reiterate the point that you made, this ship, this submarine, was
built with 10 million man-hours. The first in its class from the Vir-
ginia class, the USS Virginia, was built with 14 million man-hours,
in other words, a 4-million man-hour reduction.

The first submarine was built. It took 87 months. This one will
take 60 months. And as we go into the next block of submarines
that are in the block 3 contract, which the Navy executed in De-
cember of 2008, we are shooting for 55 months in terms of the con-
struction.

And what I would say is that we are not cutting corners. In fact,
I think the capability of the Missouri surpasses the first in its class
so that—obviously, you know, we have got a program where we
have figured out a way to do it more efficiently, in fact improve
quality. And it was done because we innovated in the yard, because
we created a culture of cost containment and cost savings. And it
really, I think, is a model, which particularly in a shipbuilding ac-
count that is going to be stressed over the next 10 years or so, that
I think we all should really pay heed to.

And again, I think Mr. Andrews and Mr. Conaway’s reform bills,
the acquisition reform bills which, again, are about trying to statu-
torily create a system where design and research is done up front
rather than on top of production, which is where I think we got
into trouble with the LCS program.

And I guess, you know, Mr. Work, I mean, we have spent a lot
of time this year already talking about the SSBN, which clearly,
looking out on the horizon, is going to put a lot of stress on the
shipbuilding budget. And I guess my question to you is, is the Navy
prepared to look at lessons learned from the Virginia program, the
success which we clearly are seeing in real savings and quality,
and applying it to that program? Which again is going to be a chal-
lenge for this committee for many years to come.

Secretary WORK. Yes, sir, we are. The Virginia is actually the
model we are using on the SSBN—X. It is very important. Secretary
Mabus himself is following the development of the requirements for
that boat extremely carefully and is working directly with the Chief
of Naval Operations and Secretary Stackley, our Assistant Sec-
retary of the Navy for RDA, research, development and acquisition,
to really get those requirements right so we don’t overprice the
boat.

We understand the requirement to put the R&D [research and
development] in and getting our engineering drawings to a high de-
gree of fidelity before we start construction. That is exactly our
plan. We hope to be ready for the first boat in fiscal year 2019. So
we are using the Virginia as the model for that program.

Mr. CoURTNEY. Thank you. And I think, you know, some of the
questions which have taken place this morning about not sacri-
ficing our defense needs in the mission of trying to create effi-
ciency, I mean, this clearly, I think, is the ultimate challenge, be-
cause the need for an Ohio replacement has been articulated in the
QDR, the 30-year shipbuilding plan, the nuclear posture review.
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So, I mean, obviously the need is there, and your budget shows
a commitment to satisfy that need. But clearly, we have got to use
every tool possible to try and create the efficiency so that we get
that cost down to a manageable level. And I would certainly en-
courage you to keep going down that path.

And with that, I yield back, Mr. Chairman.

The CHAIRMAN. Mr. Wittman.

Mr. WITTMAN. Thank you, Mr. Chairman.

Thank you, members of the panel. Thank you for joining us
today, and thank you so much for your service.

Secretary Work, I want to go to you, and I want to expand upon
Secretary Gates’ efficiency initiative that he announced on May 8th
at the Eisenhower Library.

It seems like to me under that—and I want to get your assess-
ment of that—it seems like to me that, under that efficiency initia-
tive, that that is going to require an objective analysis of all deci-
sionmaking surrounding expenditures. Am I correct in assuming
that that is what will happen out of this process?

Secretary WORK. Yes, sir.

Mr. WiTTMAN. Okay. So under that, would you say that it is safe
to assume, then, that there are going to be significant differences
or changes in how Departments make decisions on expenditures?

Secretary WORK. I am not so certain it would be different, sir,
in that Secretary Mabus has set up a procedure to get decisions to
his level, the Commandant’s level and the CNO’s level so that
those three leaders make decisions that are right for their Depart-
ment. So I don’t think that the efficiency drill will change that, but
it will just really tighten down when we look at every single deci-
sion on the final calculations we make.

Mr. WITTMAN. So you would say, then, that we would be applying
a pretty strict model of objective decisionmaking within deciding on
the expenditures?

Secretary WORK. I believe that is Secretary Mabus’s intent in
every decision.

Mr. WITTMAN. Okay, very good.

Let me go back a little bit, then, and go to some testimony before
this committee of both the CNO [Chief of Naval Operations] and
the Chairman of the Joint Chiefs. When asked about decision-
making with the home-porting there in Mayport, when the CNO
was asked, “Tell us about the objective analysis that was done, the
risk assessment that was done behind that decisionmaking,” the
CNO said specifically hadn’t been done. This was a seat-of-the-
pants judgment they were going to make about strategic dispersal.

Asked the same question of Admiral Mullen. Admiral Mullen
said the same thing, hasn’t been an objective analysis done. This
is a decision that we are making based on our best judgment, or
again, seat-of-the-pants decisionmaking.

I go back to a quote by Secretary Gates. Secretary Gates said
slf?fgzciﬁcally, “We need to decide dispassionately about these sorts of
efforts.”

Within that realm, do you believe, then, that the decision about
home-porting a carrier in Mayport should require an objective anal-
ysis before that decision is complete, since none has been done,
since there hasn’t been a risk analysis? Do you believe that, under
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this efficiency initiative, then, that we need to go back and do an
objective decisionmaking, or go through an objective decision-
making process on this homeporting decision?

Secretary WORK. Sir, I don’t believe we do. There is a balance be-
tween strategic requirements as well as efficiencies. In this case,
the Department—and as affirmed by the QDR—that the strategic
rationale for the homeporting decision is a good one.

And this reminds me somewhat—before the DDG-1000
[Zumwalt-class destroyer] program was truncated, the Department
of the Navy wanted to single up into one yard for efficiency’s sake,
and we made the case that we would save about $300 million per
boat, or per ship. And it was the Congress that intervened and
said, “Look, you cannot take the risk of singling up into a single
yard because what would happen if that yard was hit by a cata-
strophic event?” And the wisdom of the Congress was proven a
year later in Katrina, when the yard down on the Gulf Coast was
knocked out for a while.

There was no objective risk analysis would give you a number on
why you would do that. It is a strategic judgment of leadership
that we basically say this is a good call and would trump a mere
efficiency argument.

Mr. WITTMAN. Well then, where would the line be drawn be-
tween when you make a strategic decision without objective anal-
ysis and when you make an objective analysis, which in this case
you can easily quantify the risks that you are trying to mitigate?
So can you let me know where that line is? Is that a line that,
through this efficiency initiative, that we are just going to kind of
meander with?

Secretary WORK. No, sir. I think the process is, on a quadrennial
basis, do that in the Quadrennial Defense Review, so we actually
teed that up. At the request of the committee, teed that up to the
Secretary of Defense to ensure that our strategic judgment was
sound, and they actually supported us.

So every 4 years we have that, and then every year we have a
means by which to bring up strategic concerns to the Deputy Sec-
retary and the Secretary. And it is, in my view, a very effective
way. I have been quite pleased over the last year to see it in action.

Mr. WITTMAN. I would like to get a copy, too, of the response to
Congressman Forbes’ question about how those scenarios then
changed. Obviously there must be some quantifiable change that is
there between the QDR, the BRAC, and then the 2010 QDR.

Thank you, Mr. Chairman. I yield back.

The CHAIRMAN. Thank the gentleman.

We have two votes. We will return as quickly as we can and re-
sume the inquiry. And so, please have patience with us. We shall
return. We are in recess.

[Recess.]

The CHAIRMAN [presiding]. The hearing will resume.

Mr. Nye, gentleman from Virginia.

Mr. NYE. Thank you, Mr. Chairman.

Secretary Work, I had the pleasure of attending recently a break-
fast where you were the guest speaker, and you laid out and de-
scribed for us the challenges that you are facing right now in terms
of Secretary Gates’ charge to look carefully at all your spending ac-
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counts and find ways to save some money, particularly looking in
the overhead arena.

And T offered to provide some ideas for ways that I thought we
could do that, and that is part of our ongoing communication with
you and Secretary Mabus.

But I wanted to note, you were describing what Secretary Gates
said in May, essentially said military spending on things large and
small can and should expect closer, harsher scrutiny. And I think
that is a reasonable statement, given the fiscal environment that
we are in right now.

In fact, Secretary Mabus recently said, quoting him, “The ex-
pected level of resources over the near- to mid-term will not sustain
every program and every program objective, warranting a willing-
ness to consider trade-offs in even our most deeply held priorities.
And there are no sacred cows. Everything is on the table.”

Do you agree with Secretary Mabus in that assessment?

Secretary WORK. Yes, sir, I do.

Mr. NYE. Okay. What I wanted to ask was, given that con-
strained environment, and given the new charge that you have
been provided by Secretary Gates, even subsequent to the QDR
being released, and considering the fact that the proposed redun-
dant nuclear carrier homeport in Mayport carries a price tag of ap-
proaching a billion dollars estimated, that four equivalent facilities
exist in the country, including another one on the East Coast, and
that, theoretically at least, those funds could be used for other pri-
orities that are on our list, getting the 313 ships, fixing all of our
maintenance backlogs at the facilities and of the ships that we
have in the fleet, strike fighter shortfall, all those things that are
on that list, including every other priority?

What I wanted to ask is, would you agree that those are the
kinds of trade-offs that you have to consider?

Secretary WORK. Yes, sir. In fact, we are in the process of consid-
ering them for this budget submission, which I think you know is
due up to OSD on the 30th of July.

As we looked at Mayport, really it is we believe the costs are far
closer to about $589 million instead of 6 billion, and it is really
stretched out over a long period of time. Between fiscal year 2011
and fiscal year 2015, it is a grand total of $239 million.

So this is a cost that we believe is very manageable and does not
in any way, shape or form take away from any of the other higher
priority goals in the Department. We actually think it fits well
within the guidance we have been given on the QDR, and don’t be-
lieve it will, in any way, shape or form, cause a problem in any of
the other things you mentioned.

Mr. NYE. Well, we can agree or disagree on cost, and oftentimes
we do. And this committee has actually ask for, in this year’s
NDAA [National Defense Authorization Act], some further studies
into what all might be on the table that would lead to a good esti-
mation of what that cost might be at the end of the day.

But I think the bottom line of what I am getting at here is, we
know there is a cost involved, and it is significant. We know that
we are in a very tight resource-constrained environment and that
we have got to make some tough choices and some tough trade-offs.
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And that is the charge that you are left with. That is the charge
that I am left with in terms of representing a district, but also tax-
payer dollars and trying to ensure the folks that fund us that we
are using that money as efficiently and appropriately as possible
when making some of those tough trade-offs.

I just want to note that recently Northrop Grumman announced
that it is closing its Avondale shipyard due to excess infrastructure.
In fact, they noted that, since the Cold War, the size of our fleet
has shrunk significantly, and they just can’t afford to keep open an
extra facility.

I know there are a lot of folks who would like to see that facility
remain open. But again, that is a tough choice they had to make
about facilities and what we are able to afford, going forward.

I just say that to highlight the environment that we are in, and
I have made no secret of my position on this issue. I strongly be-
lieve that whatever the final cost, whether it is a billion or some-
thing in that region, over time, we can use that money on things
that are more urgent and more pressing for our Navy.

So I just want to close by urging you again, in the strongest way
I can, to, as you said, consider those possible trade-offs, you know,
take a look at that project again. And going forward, carefully de-
cide whether or not that is really the best possible use of our scarce
Navy dollars.

But I thank you all for your service. I understand what you have
been asked to do is you have been asked to make some very tough,
difficult choices. And we want to work with you in that process.

Thank you. I yield back, Mr. Chairman.

The CHAIRMAN. Thank the gentleman.

Before I call on Mrs. Davis, Mr. Work, recently I asked the pro-
posed price tag on a replacement vessel for the Okhio-class sub-
marine. Has the Navy done any studies on whether a replacement,
such as the Virginia-class submarine, can perform the same duties
Wﬁ}h ?obviously an alteration in the missiles and the ship some-
what?

Secretary WORK. Yes, sir, we have. Secretary Mabus, when he
came aboard last year, and I were first given the briefing on how
much this boat could potentially cost, this became one of his focus
items from day 1.

For the last year, the AOA, the Analysis of Alternatives, for the
submarines has occurred. The judgment is that, because we have
elected to go with the D-5 missile, that using the Virginia is not
the right way to go, that it is a much better and more efficient
thing to exploit our existing infrastructure on a 42- or 43-foot di-
ameter hull.

Once that decision was made, Secretary Mabus has asked every
single requirement, what is the basis for that requirement, and
what is the thing that is driving the cost in the boat. I don’t have
a final answer for you, Mr. Chairman, but this is at Secretary
Mabus’s level, and I can assure you that we will have an affordable
boat that we can afford in the 20s.

The CHAIRMAN. Well, what is interesting, based upon your testi-
mony today, the missile is driving the boat. Have you asked engi-
neers to redesign a missile that might fit on a Virginia-class sub-
marine? This isn’t brain surgery. Have you done that?
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Secretary WORK. Sir, I will have to come back and see if we have
done an actual costing, but at the Office of the Secretary of Defense
level, it really was can we afford to design a whole new missile
mount, and the decision was to stick with the D-5 through about
2040. And that will sustain our solid rocket motor base industry.
It will take advantage of all of the investments that we have had
up to this point. And we believe that is the most inexpensive and
the right way to go.

The CHAIRMAN. Well, we may be of some help to you on this, and
help you with a decision, Mr. Work, because it appears the replace-
ment of Ohio-class submarine is just phenomenal and might well
eat into your attempt to reach the 313 ships that we want for the
United States Navy.

I think you ought to ask the engineers about a missile that might
fit in a smaller submarine rather than the multi-billion dollars you
might have to sink into a replacement for the Ohio-class sub-
marine. We are talking about efficiencies.

Secretary WORK. Sir, Mr. Chairman.

The CHAIRMAN. Mrs. Davis.

Mrs. Davis. Thank you, Mr. Chairman. Thank you to all of you
for being here and for staying, and a special welcome to Secretary
Conaton. Good to have you here. Thank you.

I understand that the Department and the individual services
are looking very, very hard to cut whatever programs are possible,
and clearly understood, and I think that we should be doing that.
I also understand that we are looking for some efficiencies, and
hopefully some of those might even go into quality of life programs
for our military personnel and their families.

But I am concerned that we may be cutting, or even eliminating,
some programs that are extremely valuable, and I wanted to talk
for just a moment about the My CAA [military spouse career ad-
vancement] program, the career accounts for our military spouses,
career advancement accounts.

That program has been wildly popular, as you know. And I want-
ed to ask, particularly Ms. McGrath, if you could help me under-
stand better the process for weighing programs like that which,
when compared to other programs, are relatively small dollar
amounts, and yet we have many far larger ticket programs out
there that gain a lot more attention.

But this one in particular I think is important to many. So what
is it that we are really specifically looking at here? It is been scaled
back, and may, in fact, not have nearly the impact that it could
have had with a relatively small—larger dollar amount.

Ms. McGRATH. Yes, ma’am. We have been talking this morning
about obtaining efficiencies across the Department of Defense. We
are looking at—and I think it is been mentioned by everybody
here—we are looking at everything we do, how we do it, and are
we optimizing our performance, the way we currently execute
today. So major programs, organizational structures, are there bet-
ter ways to execute.

And then, when the decisions are made, it is through what I will
call an analytical process where all of the submissions are brought
together and every aspect is looked at, both from efficiency, effec-
tiveness, quality of life, things like Wounded Warrior certainly
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would be maintained. We are not looking to degrade, you know,
quality of life, but I would say that we are looking at every aspect
of what we do when these decisions are made.

And so, it is not just about, you know, trying to save a dollar or
move things exactly from, you know, support to infrastructure
without the input of quality and quality of life for our
servicemembers and their families.

Mrs. DAvIS. Does the impact in the popularity, in many ways, of
a program—I have had spouses tell me, of all the things they have
been looking at over the years, all the programs that are offered,
this one resonated more than anything else. And I would submit
that I think it is worth a second look in that program. And I appre-
ciate your response.

We are going to nudge on that one, because it clearly can make
a difference down the line. And I think by so narrowing the pro-
gram and what has happened in the last directive, we are going to
be missing out on a lot of the kinds of opportunities that many of
our families might be entering into, which is going to turn around
and help the services in the long run. And I don’t think this is the
time to lose out on those opportunities.

I also wanted to just raise one other issue, if I may, within the
time that I have, and that is for you, Secretary Work. If you could
just speak for a moment, because Admiral Roughead had said that
predictable ship procurement allows the industry to stabilize its
workforce and retain the critical skills necessary to national secu-
rity. And Admiral Mullen also has noted earlier.

And in light of that, when we look at the MLPs, the Mobile
Landing Platforms, being spread out over a period of 5 years
versus 3 years, which does not maximize the workforce, how do you
look at those programs and try and make those decisions? Because
I think we certainly have a strong example or two of where push-
ing up, you know, the opportunity to move within a 3-year period
would make a huge difference in terms of maintaining the kind of
people that we need to be involved in those programs.

Secretary WORK. Yes, ma’am. Secretary Mabus is committed to
maintaining 10 ships per year across the FYDP [future years de-
fense program], 50 ships per year, and within the balance of the
resources that we can put to new ship construction. And we have
to make these choices every day.

I mean, sometimes we do have to go to every other year procure-
ment, but in this case we work directly with NASSCO, for example,
to work out with them on how they could achieve favorable rates
using existing legislation. And we will continue to work with the
industrial base in every case to try to work through in the most
efficient and effective way, given the limitation of resources and
the priorities that we are trying to balance across the Department.

Mrs. Davis. Thank you. I know they are difficult questions and
issues, but I think, in the long run, the taxpayer will be saving if
we can figure out a better way to do that.

And I would like to yield to my colleague, Mr. Nye, for my re-
maining time.

Mr. NYE. I want to thank Mrs. Davis for her interest in the My
CAA program and just follow up by saying I also think the pro-
gram has provided some tremendous value to our military spouses.
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And earlier this year, I was contacted by a number of spouses
who complained that the program was changed without a lot of no-
tification to them. And I want to urge you, in your review of this
program, to please do as much outreach with the military spouses
as possible to hear their views about it before you make changes.

Thank you.

Mrs. Davis. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much.

Does any other member wish to ask a question? Mr. Bishop.

Mr. BisHOP. Thank you for staying around so long. You timed it
very well.

Ms. Conaton, I am extremely happy to see you here again in your
current position, and I want to thank you for all the service you
gave to us, both when you were in charge of the Minority council
and then Majority council. I wish you best in this new endeavor,
as well.

I am also most familiar, I suppose, with the Air Force bases, and
I realize that we have a lot of infrastructure needs in all the mili-
tary, but especially the Air Force right now, and especially with the
MILCON [military construction] processes we have.

One of the idea this committee has long promoted for years is the
concept of enhanced-use leasing, which tries to leverage private
sector dollars along with military spending to try and utilize our
under-utilized properties that may belong to the DOD for the ben-
efit of both the private sector as well as for military spending.

I know in my area, Falcon Hill project, which is extremely impor-
tant, we are looking at maybe $500 million worth of revenue that
can come to the Air Force over 30 years for needed infrastructure
development.

So I guess a couple of questions on that line. What is the Air
Force position, going forward, about promoting and fostering en-
hanced use leases as a tool to help bridge the gap between the lack
of MILCON resources and the need that is out there?

Secretary CONATON. Thank you, Mr. Bishop, and appreciate the
opportunity to continue what has been a dialogue with you and
other members of your delegation on this issue.

I think enhanced-use leases [EUL] are a very important tool as
we look at how to best invest our MILCON dollars. So I would
agree with the premise of your question.

Mr. BisHOP. Does the Air Force have a process, or a system in
place, to help review potential problems with EULs or to rec-
ommend to Congress any legislative fixes or authorities that may
be needed to promote them?

Secretary CONATON. Sir, I would like to get back to you, I think,
with a more precise answer for the record about any additional
needs that we might have there. I guess all I would say in a gen-
eral sense is that I think the dialogue between these committees
and the services in between individual delegations and the services
is critically important on this. And I will get you a more detailed
answer for the record.

[The information referred to can be found in the Appendix on
page 95.]
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Mr. BisHOP. That would be fair, and I think also better for me,
as well as the Department or the Air Force, in this case, with a
more detailed answer later on to that question.

I am making the assumption that you have not experienced any
institutional resistance from the Department of Defense in fos-
tering an EUL?

Secretary CONATON. Sir, not that I am aware of. As you know,
there are a number of enhanced use leases that are very complex
and complicated in their specifics. And so, the Air Force staff has
been working to talk through those issues that might be of concern
to OSD, recognizing that some of these instances are more com-
plicated than others.

Mr. BisHOP. In every effort where we start something that is a
little bit innovative, or new or different, there are sometimes insti-
tutional concerns or problems that probably can be easily worked
out if our mindset is that we want this to be successful from the
outset.

And I think—I appreciate you saying very clearly that this is one
of those vehicles that we can use to try and move forward into
helping some of the infrastructure needs that we have, and I ap-
preciate your positive answers. I look forward to the more complete
answer. And I look forward to working with you in the future.

Thank you.

Secretary CONATON. I do as well, sir. Thank you.

Mr. BisHOP. Yield back.

The CHAIRMAN. Thank the gentleman.

Ms. McGrath, what progress has been made in addressing the
}tems‘?on the GAO’s latest high-risk list for the Department of De-
ense’

Ms. MCGRATH. Sir, as I mentioned in my opening statement, we
address the high-risk areas not as sort of an additional thought.
That is our everyday thought. They are included in our strategic
planning document for the business base, which is the strategic
management plan. They are aligned within those four goals, so we
take proactive measures to address them each day.

Each one of the high-risk areas has a plan identified. It has ap-
propriate governance in place. We utilize the Defense Business Sys-
tems Management Committee [DBSMC] to review each one of the
high-risk areas. We meet with the Government Accountability Of-
fice frequently on each of the areas in addition to the Office of
Management and Budget, to ensure that we are keeping our eye
on the ball.

We also have identified milestones and measures for each one of
them, and we track performance quarterly through the DBSMC. So
I would say I mentioned some specifics on the personnel clearance
reform. We have made certainly a lot of progress there, the man-
agement attention, the plan, the proactive measures, all our tools
we need to actually make progress on each one of those. And I be-
lieve that we are making progress in each one, and I am happy to
talk about any of them in specific detail or just talk in sort of gen-
eral terms about where we are with each one. But I am com-
fortable, and I can clearly state that we are making progress.

The CHAIRMAN. To each of the Under Secretaries, let me ask
this: each of you have an adopted, it appears, different manage-
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ment structures for business transformation—for instance, I note
that Lieutenant General Durbin is here—and why are your ap-
proaches and staffing levels for this endeavor so very, very dif-
ferent?

Mr. Westphal.

Secretary WESTPHAL. Mr. Chairman, you are right, every service
has different processes, although some of our processes are, of
course, the same.

In the case of the Army, prior to Secretary McHugh and I coming
on board, the Army had instituted, under the previous Administra-
tion, an enterprise task force, an enterprise approach to manage-
ment. We examined that closely, and with the mandate from Con-
gress to establish an Office of Business Transformation, we made
the decision to incorporate that management enterprise approach
within the context of business transformation and apply it holis-
tically across the Army.

Now, that enterprise approach had a staff that had been created
to help manage the process under the then Deputy Under Sec-
retary of the Army. I took some of that staff and brought it into
the—and to create and establish the Office of Business Trans-
formation because they had already been engaged in business
transformation activities.

That helped me immensely to be able to then immediately take
hold of the planning, programming, budget execution piece, which
we sort of came in in the middle of and really manage the POM
[program objective memorandum] process, the planning process,
and establish what I call the Army Management Enterprise, which
is basically the Secretariat, in lead, with the Army staff in support,
to put forth what we call the Army Campaign Plan, which is essen-
tially the direction that we at headquarters give to the Army holis-
tically across the board.

So it allows me to integrate planning, business transformation,
the resourcing decisions to bring it to a level of integrated discus-
sion among and across all sectors of the Army, led by the Assistant
Secretaries with me and through to the Secretary of the Army to
get decisions done.

And then, in addition to that, we established something called
the Army Enterprise Board, which is a four-star board, led by me
but an advisory board to the Secretary of the Army, of all the four-
stars, that is Secretariat and uniform, to basically become a forum
for discussion of major issues that need to be resolved across the
Army.

The CHAIRMAN. Thank you. Mr. Work.

Secretary WORK. Sir, the way I would answer this is I think
there is great strength in the way the Department is handling this
now. Each of the Unders come with a little bit of different back-
ground. Secretary Conaton comes from Congress. Secretary
Westphal has been in the building before, and Ms. McGrath.

The way it works now, sir, is that we establish common goals
across the Department of Defense and the military departments.
We each have to come up with our business transformation plan
and our business enterprise architecture. But each of us come at
it a different way, and I would argue, it is a strength.
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We have meetings at the DBSMC, the Defense Business Systems
Management Council, chaired by Secretary Lynn, in which we
come in and say how we would approach a problem, and we have
discussions on what are best practices. Ms. McGrath meets with
the Unders quite often, and then the Unders meet themselves,
along with our financial management and Comptrollers.

And by setting it up the way we do, where we all have common
goals and common plans, but we can approach the problem dif-
ferently, we actually, I think, are better for it, and it makes for a
very innovative approach to this where we all have a common goal,
and that is to prepare the best and most efficient business oper-
ations for the Department.

The CHAIRMAN. Ms. Conaton.

Secretary CONATON. I certainly agree with everything that Sec-
retary Work just said. Just for a brief moment talk about the Air
Force structure.

Obviously, like my colleagues, serving as the Chief Management
Officer, I have a very able Deputy Chief Management Officer, Mr.
Tillotson, who also is dual-hatted as our director of the Office of
Business Transformation. The choice in Air Force was to relatively
leanly staff that office and rather to make use of expertise that ex-
ists throughout the functional secretariat and air staff, recognizing
that transformation has got to occur in the actual activities of those
parts of the Department rather than mandated from the outside.

We also have representation, folks in different parts of the coun-
try at our major commands who have expertise in Lean Six Sigma
approaches and have gone through the effort that the Air Force
has, Air Force SMART Operations for the 21st century, what we
call AFSO 21, which is our continuous process improvement, which
will help drive transformation outside of the headquarters level, as
well as in the headquarters itself.

But I guess I would come back to things we have talked about,
which is that leadership really matters in driving transformation.
And so, the fact that these issues are brought to the Air Force
Council, which is our governance process, has helped us keep a
continuous leadership eye on where we need to go with mission and
transformation.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

I believe Mr. Bishop has an additional question.

Mr. BisHOP. Thank you. I thought that was an important ques-
tion. I appreciate your answers. Could we have, though, for the
record if necessary, the staffing levels, the number that we have,
from each of you on those particular areas? And if you would like
to do that for the record so you can get the exact number correct,
that would be okay.

The CHAIRMAN. Along with that, could you give a summary of the
duties about the leaders? You don’t have to go all the way down
to the bottom, but at least give a summary of the top few, please.

[The information referred to can be found in the Appendix begin-
ning on page 93.]

The CHAIRMAN. The gentlelady, Ms. Carol Shea-Porter.

Ms. SHEA-PORTER. Thank you very much.
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And thank you all for being here. I wanted to pursue the supple-
mental and the impact that you believe that it would have. I know
that we have seen a lot of votes for and against, both Republicans
and Democrats voting for it and against it over a period of time.
Has that caused any problems so far? And with the size of the
budget, where exactly would you cut? I know that you had talked
about pay, but what other options would there be if you didn’t re-
ceive the supplemental?

Secretary WESTPHAL. I am not sure exactly—well, first of all,
they would come mostly from our O&M accounts. So, depending up
if the supplemental is not passed before the recess, we would then
have to go into those accounts and look at what we can do.

We have tried to anticipate the possibility that the supplemental
wouldn’t be passed, and we have submitted, or have ready to sub-
mit—I can’t tell you which one of those two it is—some reprogram-
ming to avert any major issues during August. But some time in
August, we would be having to weigh in how we address a lack of
funds in some of those accounts.

Ms. SHEA-PORTER. Okay. Any idea about what you would be
looking at?

Secretary WESTPHAL. We would be looking at the possibility of
some furloughs in some of those O&M areas in the Army, and that
would be across various departments and various agencies of the
Army.

Ms. SHEA-PORTER. Okay. Has there been any problem to date
with the fact that there have been, you know, inability to bring this
all the way through? Have you experienced trouble?

Secretary WESTPHAL. No. You know, I mean, we watch carefully.
We monitor and we certainly have a lot of conversations with staff
and members about—well, about the progress made, and we try to
anticipate. And so we have been in an anticipatory mood, at least
in the Army, and I think all of my colleagues would say the same
thing in their service.

But it is a very unpredictable process, and at the end of the day,
we have to just wait until you make those decisions and accept
whatever the consequences of those are.

So we are reasonably hopeful that you will have a supplemental
approved before you leave for recess. We hope that is the case and
that we then will proceed to make sure that we account for those
resources the way you want us to.

Ms. SHEA-PORTER. Okay.

Anybody else want to answer that?

Secretary WORK. Well, as you know, ma’am, Secretary Gates sent
a letter to Speaker Pelosi, as well as all of the chairmen, and basi-
cally said this is kind of an unprecedented situation. We haven’t
been—we know that if the supplemental is not passed, that some
of our base budget operating accounts would begin to deplete in
August.

And although we would keep exempt civilians on duty, as every-
one has said, other civilians might have to be furloughed without
pay. And of course, we would keep our men and women on active
duty, but at some point in the latter part of September, we would
run out of money to pay for those.
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So this is quite an extraordinary circumstance. I can speak for
the Department of the Navy for certain. This is not a circumstance
that we would like to be faced with.

Ms. SHEA-PORTER. Right. Would you have to look at some of the
contracts, or is that separate? I mean, would you reevaluate some
of the contractor deals that we have made?

Secretary CONATON. I think it would depend on what the con-
tract is. To the extent that contracts are issued for work that comes
out of the operations and maintenance accounts, I think it would
be affected by the drawdown of those accounts in the middle part
of August.

And the only other thing I would add to what my colleagues have
said on a more general level is the Secretary of Defense has told
the services, and I think told other parts of the Department, really
clearly that we should minimize the disruption to the programs
and to our deployed men and women.

And we are relying upon Congress, this institution, to provide
that supplemental, and that we are going to keep moving on that
path. Obviously we will plan, as we need to, for a worst-case sce-
nario, but I think the direction he has given to the services is to
trust that the Congress will provide.

Thank you.

Ms. SHEA-PORTER. I just wanted to make sure that the plan
would be to protect the men and women who were in uniform. Ei-
ther way, that is the mission that we all share, and you have reas-
sured me that that will be the top priority.

Thank you so much, and I yield back.

The CHAIRMAN. Thank the gentlelady.

If there are no further questions, we thank our panelists for your
testimony, for being with us, for your expertise, and especially for
your leadership. Thank you again.

[Whereupon, at 12:48 p.m., the committee was adjourned.]
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Ladies and Gentlemen welcome to today’s hearing on managing the
Department of Defense in a time of tight budgets. Our hearing continues the
Committee’s aggressive efforts to protect taxpayers at the same time we protect
the troops and ensure our national security.

This discussion is very timely. First, consider the budget. Much to its
credit, the Obama Administration this year delivered a budget with real growth
in defense spending. However, the rate of this growth will not support all of
the spending practices which have arisen over the last 12 years during which
the defense budget more than doubled. Furthermore, the significant federal
deficit will make continuing real growth in the defense budget a challenge.

Second, consider DOD’s management challenge. As illustrated in the
“Top Secret America’ series of articles in this week’s Washington Post, the
growth in contractors and government offices devoted to fighting terrorism
since 9/11 is staggering. Most of this growth has occurred at the Department of
Defense, though much of it falls in the area of intelligence. But little of note at
DOD was eliminated to make way for this new growth. Instead the
Department has grown bigger.

Managing all of this is exactly the job Congress assigned to the
Department’s Chief Management Officer, a job currently filled by Deputy
Secretary of Defense Bill Lynn. While Secretary Lynn could not be with us
today, much to my regret, we have an excellent panel of witnesses that are
here: Ms. Beth McGrath, Deputy Chief Management Officer of the Department
of Defense; Mr. Joe Westphal, Under Secretary of the Army; Mr. Robert Work,
Under Secretary of the Navy; and the one-time staff director of this committee,
Ms. Erin Conaton, Under Secretary of the Air Force.

The Under Secretaries were designated by Congress to serve as the Chief
Management Officers of their respective departments. )

I’ve asked these witnesses to update the Committee on exactly how they

(47)
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are creating the tools, structures, and systems necessary to manage the largest,
most complex institution in the world. I’ve asked them to focus on a few issues
in particular. Congress has mandated that the Department must at long last get
its finances in order and be ready for an independent audit by 2017. Will the
Department comply with the law? What progress has been made?

The Department has asked and received from Congress billions of
dollars to modernize its business systems over the last 10 years. What do we
have to show today for this investment? Do we now have the kind of
management information about our business operations that we need? When
will we get there?

Lastly, the Committee has followed with great interest the efficiency
initiative announced by Secretary Gates on May 8 at the Eisenhower Library.
We want to know how this initiative will work, and when the Department
intends to share its findings with Congress. This committee stands four-square
behind efficiency. At the same time, we want to ensure that major budget
decisions are well considered.

We should not attempt to find efficiencies through the kind of mindless
across-the-board cuts that President Obama campaigned against. For my own
part, I will note loud and clear that I am not for cutting the defense budget at
this time. My understanding is that the Secretary’s efficiency initiative is not
about cutting the budget, but I look forward to hearing more about how exactly
this initiative is designed to work.

Now, I turn to my colleague from California, Buck McKeon, for his
opening remarks.
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Statement of Ranking Member Howard P. “Buck” McKeon
Hearing on Managing the Department of Defense
in a Time of Tight Budgets
July 22,2010

1 would like to thank our witnesses for being with us today. It is unfortunate
Secretary Lynn could not also join us. As both the Deputy Secretary and the Chief
Management Officer (CMO) for the Department—not to mention his role in
helping to craft Secretary Gates’ efficiencies initiative—it would have been
valuable for the Committee to hear from him at a hearing specifically dedicated to
the Pentagon’s management, As well, given that the formal responsibilities for
CMO are still relatively new for the Deputy Secretary, we were also interested in
his observations about that construct and his ability to balance his policy and
management portfolios.

With that said, we are grateful to have with us the Deputy Chief Management
Officer, Ms. Beth McGrath, whose full-time job is to improve the Department’s
management. [ know Ms. McGrath has testified before this committee in the past,
but I believe this is our first opportunity to have all of the Under Secretaries.
Given the important role that each of you play in serving as the Chief Management
Officer of your respective departments, I look forward to the chance to discuss the
various management challenges you face and your plans for mitigating risk to
DoD’s operations while improving efficiency. Secretary Conaton, I know 1 echo
the Chairman’s sentiments, when I tell you how pleased we are to see you again—
welcome home, so to speak.

This is a timely hearing. Although GAO and others have identified a series of
persistent management risk areas for DoD, the Department faces a looming
management crisis in light of congressional delay in passing a clean wartime
supplemental spending measure. The Senate passed its version of the
appropriations bill in May, but the House failed to take up either a compromise
version of the bill or the Senate-passed bill before the July 4” recess. Instead, the
House amended the Senate bill by adding extraneous domestic spending and
returned it to the Senate. Secretary Gates made it clear that if the supplemental
was not enacted by July 4™, the Department would ‘have to begin planning to
curtail defense operations.” I know the Chairman shares my conviction that the -
men and women in uniform operating in harm’s way in Afghanistan and Iraq
deserve better. Therefore, it is critical that we hear from each of you regarding the
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impacts this delay will have within your departments and how you intend to
manage the risk to ongoing operations.

Lastly, it should come as no surprise that we are interested to learn more specifics
about how the services are implementing Secretary Gates’ call for further
efficiencies. While no one would argue against reducing waste or needless
overhead, it remains unclear whether or not the Department can find $100 billion
in prudent savings over the next five years simply from ‘efficiencies’. In his May
8™ speech at the Eisenhower Library, Secretary Gates stated, ...the goal is to cut
our overhead costs and to transfer those savings to force structure and
modernization within the programmed budget.’

I support his intent to ensure we do not accept a peace dividend that will hollow-
out our force structure and curtail modernization. What gives me pause, however,
is that, according to Deputy Secretary Lynn, the plan calls for a third of this
money—about $33.3 billion—to come from ‘developing efficiencies within the
force structure and modernization accounts.” So, I want to make sure that we
understand the plan. In order to protect force structure and modernization, we
intend to cut force structure and modernization accounts?

Likewise, press reports indicate that funding may not go strictly to these
investment accounts and senior officials have been recently quoted as forecasting,
‘gradual drawdown in the investment accounts.” I know our witnesses are unlikely
to reveal planned cuts for future fiscal years, but I hope you will provide greater
details regarding the process you are using to identify both the puts and takes, and
what other measures—besides funding cuts—could generate savings. For
example, what steps are you taking to improve your financial management and
accountability?

We look forward to your responses and, again, thank you for your time at this
critical juncture.

HitH
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DEPUTY CHIEF MANAGEMENT OFFICER ELIZABETH A. MCGRATH
SUBMITTED STATEMENT
HOUSE ARMED SERVICES COMMITTEE
THURSDAY, JULY 22,2010, 10:00 AM

Mr. Chairman, Congressman McKeon, members of the Committee:

Thank you for the opportunity to discuss the Department of Defense’s efforts to
improve its business operations. As the Deputy Chief Management Officer, I am the
Deputy Secretary’s primary agent for improving the cross-cutting management of the
Department’s business activities. It is a pleasure to appear before you with my Military
Department Chief Management Officer counterparts. We sincerely look forward to
continuing our work with you in the months and years ahead as we jointly strive to bring
greater efficiency, increased effectiveness, and further agility to the Department.

The Department has always endeavored to improve the efficiency and
effectiveness of its business operations. The imperative to achieve results through
transformational change, and the engagement of senior department leadership, have never
been greater. Secretary Gates and Secretary Lynn have clearly articulated the pressing
need for reform, driving action in many areas such as acquisition reform, and personnel
hiring reform. Today, I’d like to share with you our overarching management reform
efforts as well as some recent successes. Our approach emphasizes improving our ability
to assess execution through performance management, to develop mechanisms to ensure
leadership accountability, and to make needed changes to the way we procure
information technology. In each of these areas, we rely heavily on tools Congress has

provided us through the last several National Defense Authorization Acts.
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I’d like to review for you our efforts in the areas of strategy, governance, process

improvement and information technology.

Strategy

The Department has worked diligently to devise and implement an
integrated enterprise-wide business strategy to guide our transformation efforts. This
Strategic Management Plan, required by statute and most recently published in July 2009
aligns the many planning and execution documents that exist throughout the enterprise,
tying together many disparate planning efforts. It identifies five cross-functional,
enterprise-wide business priorities: (1) support the all-volunteer force; (2) support
contingency business operations; (3) reform the DoD acquisition process and support
processes; (4) enhance the civilian workforce; and (5) strengthen financial management.
These priorities encompass the most pressing business management challenges currently
facing the Department and are supported in the SMP by specific outcomes, goals,
measures, and key initiatives that are critical for success.

Other business documents are clearly linked to the SMP, including the
Department’s Performance Budget, which is submitted as part of the Secretary’s Budget
Justification, and also the Organizational Assessment, which is used as part of the
performance appraisal process for members of the Senior Executive Service. The SMP
has also served as the basis for the Department’s high-priority performance goals, which
were included in the fiscal year (FY) 2011 President’s Budget as a key part of this
administration’s management agenda. The Department has aligned its family of plans,
including the Financial Improvement and Audit Readiness (FIAR) Plan, t.jhe Logistics
Strategic Plan and the Enterprise Transition Plan, with the SMP. We will ensure that

further direction contained in the Department’s overarching strategic plan, the 2010
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Quadrennial Defense Review (QDR), published February 2010, is incorporated into the

next SMP, which we anticipate publishing this fiscal year.

Governance

Successful strategies rely on effective management oversight framework to drive
adoption, monitor implementation, and ensure accountability for performance. This area
of governance features a number of important changes, including the creation of the
Chief Management Officer, Deputy Chief Management Officer, and Military Department
Chief Management Officer positions. Each of us have established agendas which we
execute in partnership with the rest of the Department’s business leaders. Atthe
enterprise-level, the integration of these officials into the Defense Business Systems
Management Committee (DBSMC) permits us to hold the Department’s senior leaders
accountable for their results and for the quality of their underlying measures. In this way
we ensure that we are measuring those things that are directly tied to the business
outcomes that we are seeking to achieve.

We have also streamlined and automated the performance reporting process for
these measures to speed data collection and provide a more near real time picture of the
Department’s business operations. As priorities or performance measures change, this

improved process and antomation will enable rapid and agile adaptation.

Process Improvement

In addition to these management reforms, we are delivering key efficiencies and
tangible benefits to the taxpayer, to the Department and to our warfighters through the

improvement of our business processes. These improvements are being pursued in the
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Department’s individual processes, such as that for granting security clearances, as well
as the Department’s end-to-end business processes, such as Procure-to-Pay or Hire-to-
Retire. For us, the use of Continuous Process Improvement (CPI)/Lean Six Sigma has
been instrumental. All three military departments and the Office of the Secretary of
Defense have embraced Lean Six Sigma as a first-line approach to performance
management, teaching our workforce to think of performance in terms of systematic
processes improvements, and the application of metrics to achieve it.

For example, personnel trained in the Lean Six Sigma method helped make major
performance enhancements to submarine maintenance and repair at Pearl Harbor, where
they were incurring significant overtime and driving up costs. Through a Lean Six effort,
the facility increased job completion from 94% to 98%, while decreasing job cost by 33%
and overtime by 49%. It is this kind of performance improvement that will improve

efficiency and effectiveness and help us reach the Department’s cost savings goals.

Information Technology

As the committee knows well, Information Technology is a key enabler of our
business operations and another area with the potential for major improvements across
the enterprise. While this has long been an area of emphasis, significant opportunities
remain to improve the acquisition and investment oversight processes and deliver modern
IT systems that support effective and efficient business processes. The Deputy Secretary
has made clear that one of his highest management priorities this year is improving the
acquisition, development and fielding of IT systems. To this end, we leverage the tools

and share the priorities the Congress has provided though legislation.
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Our current approach to implementing IT systems takes too long, costs too much,

and often fails to deliver the performance improvements we seek. On average, it takes 81

months in DoD from when an IT program is first funded, to when it is fielded. Given the

rapid state of improvement in the IT field, this means that we are delivering systems that

are outdated before we ever turn them on. In contrast, the iPhone took two years from

concept to delivery. It is clear that we need a different approach.

Recently, Secretary Lynn established an IT Acquisition Reform Task Force,

whose activities are guides by four key principles: speed, incremental development,

governance, and adaptability.

First, heeding Secretary Gates’ call to make our department more agile,
speed must be our overarching priority. We need to match the
acquisition process to the technology development cycle. InIT, this
means 12 to 36 months cycles, not 7 or 8 years.

Second, we must acknowledge that incremental development, testing,
and whenever possible, fielding of new capabilities, provides better
outcomes in IT than trying to deploy large complex systems in one “big
bang.”

Third, to achieve speedy, incremental improvements, we need to
carefully examine how to establish the requirements that govern-
acquisition. Systems must always be tailored to serve the needs of end
users, but departing from already developed, out-of-the-box solutions in

IT imposes great costs. To achieve speed, we must be willing to
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sacrifice or defer some customization. Making use of established
standards, and open modular platforms, is of paramount importance.
Fourth, the department’s IT needs range from modernizing nuclear
command and control systems to updating basic office software on our
office computers. We must recognize that different IT applications

demand different levels of oversight and enterprise integration.

With these principles in mind, we are working to outline a series of IT acquisition

paths that apply high levels of institutional due diligence where it is needed and strip

away excess requirements where it is not.

We are positioned to manage the business portfolio using the tools of acquisition

oversight, investment review, architecture alignment and business process re-engineering.

The structure of the CMO permits this enterprise management approach because it

provides cross functional insight into the entire business portfolio. In the Office of the

DCMO we:

Execute Milestone Decision Authority responsibility for our business
Major Automated Information System (MAIS) programs;

Lead the Overarching Integrated Product Team (OIPT) review process on
behalf of the Under Secretary of Defense (Acquisition, Technology &
Logistics) for the remaining business MAIS programs.

Utilize the Investment Review Board (IRB) structure created by Congress

in the FY2005 NDAA to ensure that these MAIS programs have
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consistent oversight from an acquisition perspective and a compliance-
based investment review perspective.

* Leverage the Business Enterprise Architecture (BEA) to improve the
quality of the investment decisions and further develop the end-to-end
business process concept, making it easier for the IRBs to manage
portfolios and rationalize our many business system investments.

* Ensure, through business process re-engineering, that we are not
automating inefficient, legacy processes and that we are pursuing
improvements across the full spectrum of business operations.

In cloéing, it is clear that focusing on business operations at the Department of
Defense is an area of great and immediate interest to the senior leadership, as well as an
area of serious activity and concerted efforts. We are on the way to creating better
business processes that will create the kind of lasting results that our country deserves.
My CMO counterparts and I look forward to the continued opportunities to work with the

Congress to optimize performance across the Department.

1 look forward to your questions.
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Elizabeth A, McGrath

Deputy Chief Management Officer for Department |
of Defense

Ms. Elizabeth (Beth) McGrath is the Department of Defense
Deputy Chief Management Officer and the Department’s
Performance Improvement Officer. In these roles, Ms. McGrath
Ieads the Department’s effort to better synchronize, integrate, and
coordinate DoD business operations and serves as the Principal {4
Staff Assistant (PSA) and advisor to the Secretary and Deputy -
Secretary of Defense for matters relating to management and the
improvement of business operations. Ms. McGrath is focused on
achieving increased efficiency, greater effectiveness, and
improved performance in the Department’s enterprise policies,
processes, and systems. She is also responsible for the generationj
of the DoD Strategic Management Plan.

As part of her duties, Ms. McGrath executes the Department’s
primary governance body for business transformation, the
Defense Business Systems Management Committee (DBSMC),
serves as the Capability Portfolio Co-Manager for the Corporate
Management and Support Portfolio, establishes performance
goals and measurements for the Department’s business
operations, is responsible for implementing DoD’s Continuous
Process Improvement/Lean Six Sigma efforts, and is co-leading, with the Director of National Intelligence, an
initiative to reform the government-wide security clearance process. Additionally, Ms. McGrath was
instrumental in the establishment of the Business Transformation Agency (BTA) in 2005. Her responsibilities
require integration and coordination with the other PSA organizations as well as other inter-governmental
agencies, such as the Office of Management and Budget and the Government Accountability Office. Preceding
her current position, Ms. McGrath served as the Principal Deputy Under Secretary of Defense for Business
Transformation.

Previously, Ms. McGrath served as the Deputy Director for Systems Integration, Defense Finance and
Accounting Service (DFAS). At DFAS, she created financial migration strategy that was executed with a
collective budget of approximately $1B over the lifecycle. She managed the entire financial architecture
supporting DOD-wide standard financial systems, integrating it with the DoD’s evolving target, enterprise
architecture. The project scope included logistics, personnel, medical, acquisition and financial missions
including many information technology solutions.

Prior to joining DFAS, Ms. McGrath served in a variety of Program Management roles culminating in Program
Executive Office (PEO) level oversight responsibility. She possesses extensive knowledge of acquisition-related
statutes, regulations and policies with over 18 years applied acquisition experience with Major Defense
Acquisition Programs (MDAP) and Major Automated Information Systems (MAIS). She served as the Business
and Acquisition Manager on an international program with the United Kingdom and held numerous other
financial, acquisition and program management positions within the US Department of the Navy.

Ms, McGrath holds a bachelor’s degree in Economics from George Mason University and is a graduate of the
Federal Executive Institute (FEI). She is certified Acquisition Level III in Program Management, Financial
Management and Logistics, is a member of the DoD Acquisition Professional Community.
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STATEMENT BY
THE HONORABLE JOSEPH W. WESTPHAL
UNITED STATES ARMY
UNDER SECRETARY OF THE ARMY

INTRODUCTION

Chairman Skelton, Ranking Member McKeon, and members of the Commiittee,
thank you for inviting us here to testify before you today. The Army greatly appreciates
this Committee’s continuing support of the men and women in uniform and your

commitment to providing resources to support our Warfighter.

| am pleased to be here along with the Department’s Deputy Chief Management
Officer, Ms. Elizabeth McGrath, Navy Under Secretary Mr. Bob Work and Air Force
Under Secretary, Ms. Erin Conaton. | welcome the opportunity to address your
concerns and hear your perspectives on how we manage and provide resources to our
forces during these highly complex times.

On March 1, 2010, | submitted the Army’s Report to Congress on our progress
towards implementing the business transformation requirements outlined in Section 908
of the Duncan Hunter National Defense Authorization Act (NDAA) for Fiscal Year 2009.
1 will submit our next requirement, the Army’s Business Transformation Plan (BTP), to
the Committee on October 1, 2010. | want to assure you that we are on track to meet

the goals set for us by Congress.

In addition to the transformation task that Congress has directed us to
implement, the Secretary of Defense, Robert M. Gates, has outlined an initiative to
identify savings and efficiencies and reprioritize them to enable all of us to focus
resources to sustain our Warfighter. On May 8, 2010, Secretary Gates challenged DoD
as a whole to find $100 billion in savings and efficiencies. The Army is committed to the
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Secretary’s objective and will work to enhance business transformation execution to
help achieve some of these savings.

The Army is committed to transforming and realigning our priorities to meet the
mandates of the President and Congress, while also remaining dedicated to providing
the nation the best trained Soldiers to succeed in our missions around the world.

THE ARMY AT WAR

The United States Army is the preeminent land power in the world, with 1.1
million Soldiers and 279,000 civilians serving, with the support of their family members,
in nearly 80 countries around the world. Our personnel are performing missions ranging
from humanitarian work in Haiti, to supporting domestic missions, to fighting the wars in
Iraq and Afghanistan. Over a million personnel have deployed. As of July 15th, 3,186
Army Soldiers have sacrificed their lives and 27,084 have been wounded. Today our
Army is fighting two wars, assisting other nations in both humanitarian and security
operations, supporting civil authorities at home, and preparing to deter and defeat new
threats. The Army’s Soldiers, Civilians, and Families faithfully shoulder the load that our
Nation asks of them. With the support of the Congress, we are on track with our four-
year plan to put the Army back in balance.

We are on track with our four-year plan to restore balance to the Army by 2011.
This will allow our Soldiers increased time at home to recover from repeated combat
deployments as well as the ability to reset and replace our equipment. Today we no
longer have fifteen month tours and none of our mobilizing units have stop-loss
Soldiers. This is due in great part to the help that Congress has given us with additional
end strength and continued funding for vital equipment and infrastructure.

The success of our continuing efforts can be seen in our personnel. Our Army

active and reserve forces continue fo meet and exceed our recruiting and retention
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goals. These figures are a testament to the fact that the Army’s programs to help our
Soldiers and Families are having a positive impact. As we continue with our business
transformation, we hope to make it even easier for our Soldiers to transition into our
Army civilian work force, so that we can retain their expertise and experience and reap
long-term benefits from our investment.

We know that Congress supports our Soldiers, and is committed to giving them
the best resources possible to ensure they complete the missions they are called upon
to perform and return home safely. While we count on and appreciate continued
Congressional support, we also recognize that we are facing constrained fiscal budgets.
We understand that we cannot continue to request budget increases from Congress
unless we can demonstrate we have done everything possible to wisely spend the
resources we receive. Therefore, we are aligning, integrating and innovating our
business processes to improve our transparency and the auditability of our programs.

We are also highly cognizant that Congress has given us several critical areas
that we must address as we develop our Business Transformation Plan. These critical
areas are defined in the list of High Risk Areas compiled by the Government
Accountability Office (GAO). High Risk Areas on this list include Business
Transformation, Business Systems Modernization, Financial Management, Supply
Chain Management, Support Infrastructure Management and Contract Management.
The Army seeks to improve in all Government Accountability Office High Risk Areas
both because it is important to the support of our Warfighter, and also because it helps
us to remain good stewards of America’s tax dollars.

INTEGRATED MANAGEMENT SYSTEM

The NDAA for 2008 established the position of the Chief Management Officer
(CMO), and directed the Under Secretary of the Army to be the primary manager of
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business operations within the Army. The NDAA of 2009 further refined that role, and
directed the Army to achieve an Integrated Management System (IMS) for our
operations. Our efforts to create an Integrated Management System will be outlined in
our Business Transformation Plan.

The goal of the Army’s Business Transformation Plan is to align our
generating force and business operations to support the agile and versatile
operating force, so that we can provide Readiness at Best Value. To ensure the
objectives of our Business Transformation Plan become an integra!l part of how we plan,
prepare and execute our business operations, we have imbedded them into our most
central planning document, the Army Campaign Plan (ACP). The Army Campaign Plan
is the means by which the Army directs actions necessary to transform the Operating
Force and Generating Force and enable the Army of the 21% Century. The Army
Campaign Plan also traditionally includes all of our transformational and Service Title 10
activities, and provides guidance for developing our program and budget.

To assist in executing the NDAA directives, the Secretary of the Army
established the Office of Business Transformation (OBT). The Office of Business
Transformation will promote the development and implementation of a fully integrated
management system, from end-to-end and top-to-bottom. Their role is to chalienge our
way of doing work and to help lead us in areas we haven't been before. They are a
Center of Excellence to push innovation and drive creative thinking within the Army.

As the Chief Management Officer for the Army | am focused on managing and
improving business processes. This includes managing our two functionally aligned
senior leader forums, the Army Enterprise Board (AEB) and the Army Management
Enterprise (AME). The Army Enterprise Board is the Department’s most senior forum
that advises the Secretary of the Army and the Chief Management Officer on the most
complex, far reaching, and strategic issues facing the Army. The Army Management
Enterprise is an advisory council that links the Secretariat, the Army Staff, Army Service
Component Commands, Army Commands and Direct Reporting Units. This is an

5
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important avenue for senior leaders to work to integrate efforts and it reaches out {o our
primary customer, the Army Service Component Commands, which are tied directly to
our Warfighter.

Anocther process that the Chief Management Officer has primary responsibility for
managing is the Planning, Programming, Budgeting and Execution (PPBE) cycle. In
this financial management cycle, the Army takes a detailed look at requirements across
the Army Enterprise, to ensure they are sufficient to meet the objectives of our Army
Campaign Plan. Once our requirements are properly identified, then we must align our
resources and transform our processes to enable us to meet our objectives. As part of
our transformation we are intensively reviewing this requirements process, since
identifying the most essential needs of our Warfighter is the first critical step in the full

life-cycle of financial management.

We are seeking to make our acquisition process more agile, flexible and efficient.
Initiatives such as the Rapid Equipping Force and Experimental Task Force are
examples of successful programs that get emerging technologies into the hands of our
Soldiers quickly. We need to expand upon these principles to develop a more
responsive acquisition strategy that directly supports our Warfighter on the battlefield
with the latest technologies.

In addition to managing our internal processes, part of the overall Chief
Management Officer responsibilities is to align the Army vertically with the goals and
objectives of the Office of the Secretary of Defense (OSD). The Army recognizes the
importance of aligning with the Department of Defense’s Core Business Missions, their
Strategic Management Plan, the 2010 Performance Budget, as well as the Depariment
of Defense Business Enterprise Architecture Guidance. This alignment is achieved
through frequent and periodic senior feader reviews and through ongoing collaboration
with the Department of Defense’s Deputy Chief Management Officer and Business

Transformation Agency.
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The Army also coordinates horizontally with the other Services to ensure that we
develop common business system architectures and find efficiencies in the way we
operate across the department. All of the Chief Management Officers and Deputy Chief
Management Officers within the Department of Defense meet frequently to coordinate
our priorities. For example, the Defense Business Systems Management Committee
(DBSMC) meets regularly to not only certify Information Technology investments across
the Department of Defense, but to address strategic business issues that range from
security cooperation efforts to financial improvement and audit readiness.

WAY AHEAD - BUSINESS TRANSFORMATION PLAN

Qur efforts to transform operations are ongoing and in response to congressional
legisiation. Now we are able to take the processes, goals and objectives we are
developing in our Business Transformation Plan, and build upon them to meet the
challenge that the Secretary of Defense gave us to find savings and efficiencies in our
operations. His directive will serve as our measurement goals to refine the business

transformation processes already in action.

As we review our processes to fransform and find savings and efficiencies, we seek
to gain a better understanding of mission specific information systems, such as medical,
personnel, finance, business and logistics as well as tactical, and then improve upon

them.

One of our key enablers is the Army’s Lean Six Sigma (LSS) program. The Army is
using Lean Six Sigma extensively around the force to become more streamlined, agile
and efficient. We have well over 1,000 personnel trained in the Lean Six Sigma
principles, and we anticipate completing over 3,000 projects in fiscal year 2011. Lean

Six Sigma programs help us to reduce cycle time as well as to improve the output
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quality of our processes. Completed projects have yielded significant financial and
operational benefits at organizations across the Army.

We also have established an aggressive cost culture initiative by which Army
Leaders make resource decisions that are cost-informed. We are training military and
civilians throughout the Army to conduct rigorous cost benefit analyses to support
decision making and we now require that cost benefit analyses accompany proposals
for new and increased requirements. This directive has permeated our resource
reviews and given the Army an approach, not to make decisions based solely on cost,
but to consider cost in making decisions.

We also are dedicated to addressing the Government Accountability Office High
Risk Areas of Business Transformation and Business System Modernization by
developing a well-defined Business Systems Architecture and Transition Plan
encompassing end-to-end processes and capable of improving our business operations
and information technology infrastructure. We have created and implemented the
Army Force Generation (ARFORGEN) model of rotating forces on a cyclical basis, and
are developing systems to synchronize the process. We are also developing Data
Strategy and Standards and Network Architecture to improve the visibility, accessibility,
and understandability of our data and services across the Army.

Another significant enabler to transformation is our Enterprise Resource Planning
(ERP) Task Force. The Army is implementing commercial off-the-shelf software suites
to modernize, streamline, and standardize processes used to manage people, money,
programs, equipment and supplies. The initial benefits include reducing the cost of
operating legacy systems, improving financial compliance, reducing inventory,
enhancing data quality, and streamlining business processes.

CONCLUSION

In conclusion, we have the right legislation and the right leadership team to
accomplish the task of managing our resources to provide Readiness at Best Value, We

8
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are well on our way to meeting the legislative requirements of Business Transformation

and will present our more comprehensive plan to you in October.
We are committed to providing open and transparent dialogue with Congress and
welcome opportunities to update you on our progress. Again, | thank this Commitiee

for its steadfast support of our men and women in uniform.

I'look forward fo your addressing your questions.
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Under Secretary of the United States Army
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various capacities, from directing a bi-partisan congressional caucus in the House and Senate, as a budget
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Chairman Skelton, Representative McKeon, distinguished members of the
Committee, I would like to thank you for this opportunity to discuss the work the
Department of the Navy is doing to create efficiencies in business systems and financial
management. The Department of the Navy is executing meaningful and sustainable
changes in Navy-Marine Corps business management and will continue the drive to
improve effectiveness, realize efficiencies, and provide a more straightforward and

tighter focus on business transformation.

The Department is committed to improving our business operations and
understands the Congress’ frustration associated with information technology cost
overruns and schedule delays. The Secretary of the Navy has assembled a very capable
team to orchestrate business transformation. Our plan is to integrate and optimize
existing processes, organizations, and capabilities across the Department to accomplish

critical strategic and enterprise level business objectives.

As the Department of the Navy Chief Management Officer, I view my role as the
leader of transformation across the enterprise. My responsibilities are to:
o Develop the vision and goals for Department of the Navy business transformation,
o Ensure that we address our issues from an enterprise perspective; developing and
integrating the Department’s blueprint for transformation,
o Integrate people and organizations to achieve complex enterprise business
objectives that are difficult to accomplish within the traditional Department of the

Navy organizational structure, and
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o Lead the transformation of our governance structure including chairing the
Business Transformation Council which oversees the management and
improvement of the Department of the Navy’s business operations.

I view "business operations” as a sub-set of "management,” and "management" extends
across the entire Department of the Navy. We are looking beyond the business side of
the enterprise; I intend to apply this same rigor to the business operations of all programs,

including weapons systems.

The Department of the Navy is fully committed to executing meaningful and
effective Business Transformation and will make significant changes in the way we do
business. Our goal is to establish a legacy of transformation in the Department by
instilling a culture of business innovation and ingenuity, codifying the role and mission of
the Department of the Navy Chief Management Office, establishing critical governance

forums and prioritizing, articulating, and executing the transformation agenda.

As an example, the Business Transformation Council is the top level enterprise
decision body to enable and inculcate business transformation within the Department of
the Navy. The Business Transformation Council was dormant for nine months prior to
my arrival as Chief Management Officer. Since then we have held six Business
Transformation Councils on topics including the Future Pay and Personnel Solution,
Navy Enterprise Resource Planning, and the Next Generation Enterprise Network. We
have more work to do, but re-invigorating the Business Transformation Council has

reinforced the importance of business transformation throughout the Department.
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A priority for the Business Transformation Council is to translate Department of
Defense high-priority performance goals into Department of the Navy action. One
example is in-sourcing. Leadership across the Department is taking action to verify
mission requirements, eliminate functions that are no longer required, and organize
activities to promote efficient, and economical operation by optimizing personnel
utilization. Our objective is to in-source services, not the individuals performing the
services. Under any circumstances, however, contractors will remain a vital source of

expertise and support services.

Transformational efforts are not restricted to the Business Transformation
Council. We are looking to strengthen the Chief Management Officer position by
empowering the Deputy Chief Management Officer. In that regard, I have created
efficiencies internal to the Secretary of the Navy organization and improved effectiveness
by critically looking at the Department’s organizational design. To date we have
eliminated the Office of Program Appraisal and reallocated virtually all military billets to
fleet activities. We have also begun to restructure the Administrative Assistant to the
Secretary in order to consolidate functions across the Secretariat, the Navy and the

Marine Corps.

As stated, the Department of the Navy provided performance management input
to the Office of the Secretary of Defense to address the strategic objectives outlined in the
Quadrennial Defense Review. We are in the process of assessing the current Department

of the Navy strategic objectives and establishing objectives for the upcoming fiscal year.
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We will further define these objectives to identify measures and metrics that will provide

valuable information for management decisions.

As articulated in the fiscal year 2010 National Defense Authorization Act, my
responsibilities as the Department of the Navy Chief Management Officer now include
the requirement to determine whether or not each defense business system modernization
is in compliance with the enterprise architecture for defense business systems and has
undertaken appropriate business process re-engineering efforts. The Department of the
Navy now has a process in place to make these determinations. These reviews are
conducted to ensure that our business capabilities are properly aligned and that we

understand these processes when making information technology investments.

Through our business transformation plan, we will emphasize improving business
operations, generating efficiencies and aligning business processes. Although our
processes associated with the business enterprise architecture and business process re-
engineering are still relatively new, they are integral to our transformation efforts and I

expect that they will yield significant benefits in achieving our transformation goals.

We believe the use of continuous performance improvement techniques up front
and early will provide significant benefits as we transform our business operations.
Toward that end, the Department of the Navy has assembled a small but highly qualified
workforce that is trained in industry proven methodologies to assist in identifying

efficiencies.
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The Department of the Navy supports the goal set forth in the fiscal year 2010
National Defense Authorization Act, which requires the Department of Defense to
achieve audit readiness by September 30, 2017. We will continue to execute our strategy
to establish robust controls over business systems and processes impacting financial
reporting. The Department of the Navy will continue the execution of the Financial
Improvement Program, which is a component of the Department of Defense’s Financial
Improvement and Audit Readiness Plan. The Financial Improvement Program’s primary
goal is to establish robust internal controls over business processes impacting financial
reporting. Departmental internal controls will be regularly tested and corrective actions

will be implemented if necessary leading to accurate, auditable financial reports.

From strengthening controls and standardizing processes, financial management
operations will become more efficient through less rework and improved stewardship of
taxpayer funds. In addition, financial information will be more timely, accurate, and
reliable. This effort is a key component of our business transformation strategy,

requiring implementation of sustainable change management actions.

As a first step toward auditable financial statements in the Department of the
Navy, the Marine Corps has achieved audit readiness on its Statement of Budgetary
Resources. An audit is currently underway on this statement, conducted by a private
firm. This is an important milestone on the path to auditability for Department of the

Navy and the rest of Department of Defense, and all of the Services will benefit from the
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lessons learned by the Marine Corps during the audit. This will result in more effective

preparations for future audits and minimize associated costs.

The Department of the Navy’s audit readiness strategy is based on continuous
process improvement. Challenges in making this strategy work include: convincing all
tevels of Department of the Navy to embrace the added value of audit readiness;
executing the changes needed for compliance upon acceptance of the value proposition;
maintaining proper levels of funding to support the Department of the Navy auditability
plans; forging a higher-level collaboration with external service providers, primarily the

Defense Finance and Accounting Service.

In all these efforts, the Department of the Navy has greatly benefited from a close
working relationship with the Department of Defense Chief Management Officer/Deputy
Chief Management Officer. In addition, the Military Department Under
Secretaries/Chief Management Officers meet regularly to work and coordinate issues

jointly, as well as share the best practices.

In closing, the Department of the Navy appreciates the legislation that Congress
has enacted which improves our ability to re-engineer our processes and implement
transformational changes in our business operations. The Department recognizes that
business transformation will be challenging and difficult, and is committed to working
with Congress. We realize that business transformation is a top management priority,

one made more important by Secretary Gates’ efficiency initiative. The Department
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views this initiative as an opportunity to establish a business enterprise culture of
innovation, efficiency, and effectiveness that matches our warfighting prowess.

The Department of the Navy’s goal is to foster the business transformation we need to
efficiently and effectively support the world’s most powerful Navy and Marine Corps,

and the Sailors, Marines and their families who so admirably serve both.
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also an adjunct professor at George Washington University, where he taught defense analysis
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Work earned a Bachelor of Science degree in Biology from the University of lllinois; a Master
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Science in Space System Operations from the Naval Postgraduate School; and a Master in
International Public Policy from the Johns Hopkins School of Advanced International Studies.
He is a member of the International Institute for Strategic Studies (IISS).
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Mr. Chairman, Mr. McKeon, members of the committee, | am very excited that
my first opportunity to testify is in a familiar setting back here at the House Armed
Services Committee. Thank you for everything you do for all servicemembers,
particularly our Airmen. | also appreciate what you do to ensure the sound
management of the Department of Defense (DoD). The Committee has been
instrumental in passing key legislation in past National Defense Authorization Acts
(NDAA) and in the Weapon System Acquisition Reform Act (WSARA) which focus on
achieving higher standards in business operations and management directives. Your
continuing efforts assist the DoD and the Services in effectively and efficiently using our
resources.

Role of the Air Force Chief Management Officer

As both the Under Secretary and Chief Management Officer (CMO) of the Air
Force, | am charged with ensuring that the Air Force can achieve its global missions
while being a wise steward of taxpayer resources — in essence, driving the organization
toward ever greater effectiveness and efficiency. This responsibility is even more
important during these challenging fiscal times.

Mission success is paramount. The successful management of our business
operations must be carried out in a way that supports the Air Force’s global missions.
Through business process improvements and efficiency initiatives, we can direct critical
resources towards warfighting and readiness programs. As CMO, | am focused on
developing and implementing proven business practices that support the mission and

put the Air Force on a sustainable, healthy, long-term fiscal path.
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In managing the business operations of the Air Force, | work closely with Deputy
Secretary of Defense William Lynn and Deputy CMO Elizabeth McGrath, as well as my
partners in the other Services. We are all dependent on one another and have a
responsibility to collaborate in meeting our statutory and administrative mandates.

Air Force Management Approach

After the creation of the DoD and Service Chief Management Officer positions,
the Air Force built CMO duties into the Under Secretary’s mission description. We also
created a 3-star equivalent career civilian position to serve as Director, Business
Transformation and Deputy Chief Management Officer, with a supporting office, to
provide full-time focus at the senior executive level. Our intent was to ensure that
achieving business transformation in the Air Force was afforded the proper level of
leadership commitment needed for success.

One of the Air Force’s first efforts after estabiishing our CMO framework was to
revamp our strategic planning process, using guidance from the Quadrennial Defense
Review and the DoD Strategic Management Plan. We developed our Air Force
Strategic Plan to align with the strategic management and business goals of the DoD.
The Air Force business priorities directly support the Air Force Strategic Plan and are
aligned with the DoD Strategic Management Plan’s five top-level business priorities,
which in turn support the overarching strategic objectives established in the National
Defense Strategy.

The Air Force’s Business Transformation Plan is also underway, in part to
address the High Risk Areas identified by the Government Accountability Office (GAQ).

Our current efforts in these areas focus on Weapon Systems Acquisition, Contract
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Management, Supply Chain Management and Financial Management. The Air Force
intends to complete our Business Transformation Plan by March, 2011,

As we strengthen our management practices, it is imperative that our systems
and business process re-engineering support the core missions and priorities of the Air
Force. As an exampie, to support the Air Force priority of modernizing our air and
space inventory, we have outlined major changes in our end-to-end logistics and supply
chain processes to better align support with expeditionary operations. These changes
will increase equipment availability while reducing costs, allowing us to reinvest in
modernization. This significant effort is called Expeditionary Logistics for the 21st
Century (eLog21). As a part of this effort, we defined the processes needed to achieve
enterprise-wide supply chain management and total asset visibility. These changes will
ensure the warfighter is supplied with equipment and supplies when and where they are
needed.

We have already implemented organizational changes as part of eLog21. The
Air Force Global Logistics Support Center (AFGLSC) was established to maintain end-
to-end visibility across the Air Force supply chain. The AFGLSC has produced tangible
warfighter benefits by significantly reducing the amount of time, from weeks to hours,
required to confirm total asset visibility — in short, we know where our equipment and
supplies are and can move them where they are needed with minimum delay.

The next piece in our logistics business transformation is the implementation of
information technology that supports streamlined logistics. The Expeditionary Combat
Support System (ECSS) is a major information technology initiative that is crucial to

supporting the enterprise goals and outcomes of elLog21. By consolidating
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unconnected legacy logistic and supply information systems, ECSS will eliminate the
enormous inefficiencies in those legacy systems that resulted from a lack of visibility
throughout the supply chain. Once fully implemented, ECSS, in support of eLog21, wiil
allow the Air Force to maintain smaller inventories, with a greater percentage of our
equipment in the hands of those that need it.

To support the Air Force priority to develop and care for Airmen and their
families, we are transforming military and civilian personnel processes and systems.
Under the Air Force Personnel Services Delivery program, we have realized major
personnel efficiencies by centralizing services across the total force. We are also
currently overhauling processes for total force management. As we re-engineer these
processes, we are working to deploy the Air Force Integrated Personnel and Pay
System, an information technology system which will integrate our Service-level
personnel and pay systems to support our Total Force of active duty Airmen, Air
National Guardsmen, and Air Force Reservists.

Another Air Force business priority seeks acquisition excellence. We have
endeavored to transform the way we acquire systems in the Air Force for many years,
and the passage of the 2008 NDAA and WSARA served to enhance our reform efforts.
The Air Force is applying WSARA guidelines and shaping our programs with discrete
capabilities and deliverables to support our revitalized processes. Our efforts include
hiring more cost estimators, establishing program control discipline, institutionalizing
cost estimating into our corporate decisioh—making process, and improving our cost

estimating infrastructure.
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As we work toward these business process transformations, the Air Force is
using Business Process Re-engineering (BPR) principles to guide our efforts. Mapping
process changes against an authoritative enterprise architecture is key to ensuring the
linkage across activities. Consistent management and oversight in implementing these
transformations will help ensure our business re-engineering efforts and associated
system deployments are successful.

Managing a business operation also must include sound financial management.
The Air Force is committed to achieving a clean audit; doing so by 2017 is required by
statute. While that is a chailenging deadline, we are moving forward with a strong
leadership engagement, additional financial resources, and effective management of
our financial systems. The Chief Financial Officers’ Act provides direction for achieving
a clean audit through leadership commitment, modernizing the government’s financial
management systems, and strengthening financial reporting. In addition, the Air Force
Financial Improvement Plan is closely aligned with the DoD strategy to achieve clean
audit readiness. We are focusing our efforts on the information most relevant to
decisionmakers.

in order to resolve financial audit and material weaknesses we are not only
making improvements to our processes, we are also making investments into
interrelated information technology systems. One of the key enablers to financial
improvement and audit readiness in the Air Force is the Defense Enterprise Accounting
Management System (DEAMS), a partnered effort with United States Transportation
Command. The intent of DEAMS is to provide timely, accurate and reliable financial

information which enables efficient and effective decision making by DoD managers.
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DEAMS will provide general ledger capability for appropriated funds and our
Transportation Working Capital Fund and has a key linkage to ECSS for Working
Capital Funds. Without new systems such as DEAMS and ECSS, we will be unable to
achieve audit readiness because legacy accounting systems are not compliant with the
CFO Act.

Implementing the business processes | have mentioned requires dedicated
leadership attention. The Air Force Council is the key governance body within the Air
Force that directs both investments and execution and is one way we are using
oversight and incorporating performance goals and accountability into everything we do.
In my role as co-chair of the Council, along with the Vice Chief of Staff, General Howie
Chandler, I ensure that the Air Force is practicing wise stewardship of resources. In
addition, through the Council, process changes are tracked to ensure accountability in
meeting our business priority goals.

Efficiencies Across the Enterprise

The steps we have taken in our management agenda and our corporate process
for decision-making and performance measurement are preparing the Air Force well to
meet Secretary Gates’ challenge to find $100 billion in savings across DoD. In a time of
restricted budgets, identifying and implementing efficiencies is critical to preserving and
enhancing DoD’s warfighting capabilities, readiness, and force structure. Finding
efficiencies in our business operations is also central to our commitment to be good

stewards of the taxpayers’ resources.
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As we consider how we can achieve efficiencies, the Air Force is looking across
the enterprise, thinking broadly and creatively across business areas — from our
organizational structure, to logistics, acquisition reform, and communications.

In attaining efficiencies, we are building on areas of past success. Energy is a
business priority in which the Air Force has made progress by reducing aviation fuel
use, installation energy intensity, and vehicle fleet petroleum consumption. We are
already making significant reductions in aviation fuel use through the implementation of
demand reduction initiatives adopted from commercial industry best practices as we
recapitalize our mobility fleet. We expect that these demand reduction practices will
result in annual savings of nearly 70 million gallons of fuel. We intend to reinvest
savings gained through energy efficiencies into more capable fleets. At the same time,
as the Air Force upgrades our legacy platforms, we are working on ways to continue to
reduce fuel consumption.

The Air Force has reduced energy intensity on our installations nearly 15 percent
since 2003. We are continuing to utilize practical and innovative solutions to meet our
goal of reducing energy intensity by 30 percent by 2015 - from replacing outdated
heating systems, to using energy efficient light bulbs, to working with local communities
to build large solar arrays and wind turbines on installations. And to reduce our use of
vehicle fleet petroleum, on our installations we maintain over 7,000 flex fuel and hybrid
vehicles and over 1,800 low-speed vehicles. The Air Force has made significant
progress and is committed to further energy efficiencies wherever we can find them.

As this Committee has demonstrated in passing legislation that requires the DoD

to refine its business practices, the way to achieve success in efficiency and
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effectiveness is through good management and accountability. As we think about the
framework needed to turn efficiency goals into outcomes, aggressive leadership and
follow-through will be critical. Achieving efficiency goals requires a sustained culture
change in all departments across the DoD.

The Air Force is working to change the mindset of all of our Airmen by enabling a
culture of continuous improvement in effectiveness and efficiency. Based on Lean Six
Sigma techniques, awell-known business management strategy for achieving
operational excellence, the Air Force launched Air Force Smart Operations for the 21st
Century — or AFSO21 - in 2006 to maximize value and minimize waste in our
operations. To date, over 70 percent of Air Force general officers have undergone
senior level training on AFSO principles. AFSO principles are also currently embedded
into professional military education training for all Airmen. Solidifying a fundamental
change in the mindset of our Airmen and in the Air Force culture is critical to maximizing
the returns in both efficiency and effectiveness that lean thinking and discipline are
capable of delivering.

The Air Force is also building a process for achieving efficiency goals by
designating responsible individuals from the very beginning and ensuring ongeing
senior leadership involvement. Each of our efficiency targets will be integrated into our
Air Force performance management. The Air Force Council is responsible for the
achievement of our efficiency targets, while other senior leaders within the Air Force are

also being given responsibility for managing the targeted outcomes.



88

Conclusion

Although the Air Force made some progress in re-engineering our business
processes and becoming more efficient, | am aware that much work remains. To
maintain warfighting capability in difficult budget times, we must find efficiencies in how
we do business. And we must keep our focus on achieving these efforts over the
months and years that follow.

Through the DoD, we must sustain mission effectiveness, while continuing to
pursue efficiency. Part of that pursuit is to implement lasting reforms that will return
cost-savings and strengthen performance year after year. The Air Force has had
success in realizing some transformations, but the DoD has set even more aggressive
targets which the Air Force is actively striving to hit. To achieve these goals, i look
forward to partnering with this Committee and my colleagues testifying today. Realizing
business transformation and efficiencies will only be achieved through a sustained team

effort.

10
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confirmed March 4, 2010. Ms. Conaton is
responsible for the affairs of the Department
of the Air Force on behalf of the Secretary of
the Air Force, including the organizing,
training, equipping and providing for the
welfare of its more than 334,000 men and
women on active duty, 176,000 members of
the Air National Guard and the Air Force
Reserve, 170,000 civilians, and their families.
She also oversees the Air Force's annual
budget of more than $110 billion and serves as
acting Secretary of the Air Force in the
Secretary's absence.

From 2007 until her current appointment, Ms.
Conaton served as the Staff Director of the
U.S. House of Representatives Committee on
Armed Services. As the Staff Director, she
served as the primary adviser to the Chairman and 61 other members of the Armed Services
Committee. She directed the overall operations, strategic planning and substantive agenda of the
committee, to include drafting and overseeing the annual defense authorization bill. Prior to this
position, she served as the Minority Staff Director and as a professional staff member on the
committee.

Earlier in her career, Ms. Conaton served as the Research Staff Director for the U.S. Commission on
National Security/21st Century also known as the Hart-Rudman Commission. The commission was
charged by the Secretary of Defense to design a national security strategy for a changing global
environment through 2025 and to recommend plans for implementing this strategy. She has held
several fellowships to include at the Central Intelligence Agency, where she worked within the
Office of Asia-Pacific and Latin American Analysis, and at the National Security Council, where
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RESPONSE TO QUESTION SUBMITTED BY MR. SKELTON AND
MR. BISHOP

Secretary CONATON. The Air Force Business Transformation Structure is com-
prised of the Office of Business Transformation, and the transformation organiza-
tions of the key Headquarters Air Force functional teams. This team comes together
as the Enterprise Senior Working Group, under the leadership of the Director of
Business Transformation, to make up the total transformation team. This approach,
which was built to take advantage of the already existing functional transformation
teams, allows the Business Transformation Office itself to remain small (a staff of
41 (19 military and 22 civilian) government positions plus 81 full and part-time con-
tractor personnel), while directing the efforts of a total transformation team of over
370 personnel. Key positions within the Office of Business Transformation include:

The Under Secretary of the Air Force serves as the Chief Management Officer
(CMO). The CMO duties are outlined in Headquarters Air Force Mission Directive
1-2. By Secretary of the Air Force guidance, the Under Secretary performs duties
in accordance with Section 904, of the FY08 NDAA, as designated by the Secretary
to have primary management responsibilities for business operations and to be
known in the performance of such duties as the Chief Management Officer. This in-
cludes directing and overseeing activities of the Deputy Chief Management Office,
and serving as the co-chair of the Air Force Council which advises the Secretary and
Chief of Staff on resourcing decisions (and related business transformation initia-
tives) and efficiencies and related performance management.

The Director of Business Transformation also serves as the Deputy Chief Manage-
ment Officer (DCMO). The DCMO duties are also outlined in Headquarters Air
Force Mission Directive 1-2. As directed by the Under Secretary, the DCMO serves
the Under Secretary of the Air Force in exercising the assigned duties and authori-
ties relating to the management of business operations for the Air Force. The
DCMO exercises the Under Secretary’s CMO responsibilities for business operations
by effectively and efficiently organizing the business operations of the Air Force and
providing information related to Air Force Business Operations to the CMO and
DCMO of the Department of Defense as is necessary to assist those officials in the
performance of their duties. The DCMO also represents business transformation in-
terests in the Air Force Corporate Structure by serving as the chair of the Air Force
Board when discussing issues involving business practice and process-related topics.

The Deputy Director, Office of Business Transformation coordinates and rec-
ommends strategic priorities and performance goals for logistics, personnel, training,
acquisition, and finance activities Air Force-wide; establishes and deploys a business
and data architecture to support those operations; synchronizes business process
changes and system deployments in support of those operations and in compliance
with the architecture; and synchronizes those business operations with other serv-
ices and defense agencies to ensure end-to-end performance improvements across
the Air Force and in support of DoD and joint forces. The Deputy Director provides
guidance and direction on Air Force policies, plans, and programs related to all as-
pects of Business Transformation. He directly assists in transforming the budget,
finance, accounting, and human resource operations of the Air Force in a manner
consistent with the comprehensive business transformation plan. The Deputy Direc-
tor also provides guidance and direction pertaining to the elimination or replace-
ment of business systems inconsistent with the architecture and transition plan;
and is directly responsible for the development of the comprehensive business trans-
formation plan, with measurable performance goals and objectives.

The Air Force Office of Business Transformation is further divided into two
branches, each led by an Air Force Colonel (O—6) with the duties of Transformation
Outreach and Enterprise Transformation. The Air Force Transformation structure
explicitly includes synchronizing the activities of transformation teams across the
Air Staff and Major Commands as part of the total effort, rather than creating
redundancies in the Office of Business Transformation staff itself. These teams over-
see the current business processes and systems Air Force-wide, as well as the imple-
mentation of new systems, processes, and training.
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a. Deputy Chief of Staff, Manpower, Personnel & Services (AF/Al). Focused on
end-to-end improvement of the “hire to retire” human resource processes, the team
consists of 50 personnel (9 military, 19 civilians, and 22 contractors).

b. Assistant Secretary of the Air Force for Financial Management and Comptroller
(SAF/FM). Focused on improving resource management processes, including estab-
lishment of a clean audit capability for the Air Force, the team consists of 107 per-
sonnel (28 civilians and 79 contractors).

c. Deputy Chief of Staff for Logistics, Installations & Mission Support (AF/A4/7).
Focused on end-to-end supply chain and maintenance management, and on installa-
tion efficiencies, the team consists of 117 personnel (3 military, 56 civilians, and 58
contractors).

d. Major Command (MAJCOM) Master Process Owner teams. Focused on pro-
viding direct advice and support to MAJCOM commanders to support business
transformation activities within each of the MAJCOMSs, each team consists of 5-10
personnel. [See page 39.]

RESPONSES TO QUESTIONS SUBMITTED BY MR. MCKEON

Ms. MCGRATH. Once the President signs the bill, the Department will work with
OMB and Treasury to begin flowing funds to the field for execution within a matter
of Days. The Department needs final Congressional action on the supplemental
prior to the August recess. While we will react quickly once the supplemental is
signed into law, this does not change the fact that we cannot make it through the
August recess without these supplemental funds. [See page 14.]

Secretary WESTPHAL. Agencies may use furloughs when they no longer have the
necessary funds to operate. For a furlough 30 days or less, the employee should
have at least 30 days advance notice. The notice period begins upon the employee’s
receiving the proposed action.

A furlough of 30 days or more requires at least a 60 calendar day specific written
notice of the furlough action; however, the Office of Personnel Management may ap-
prove notifications of 30 to 59 days.

In the event of a lapse in appropriations, the Office of Personnel Management pro-
vides that while an employee must ultimately receive a written notice of a furlough
decision, it is not required that such written notice be given prior to effecting the
furlough. Issuing a written notice prior to the furlough is preferable, but when it
is not feasible, then any reasonable notice (telephonic or oral) is permissible. [See
page 15.]

RESPONSES TO QUESTIONS SUBMITTED BY MR. TAYLOR

Ms. McGRATH. It is critical that we make the most effective use of our limited
resources. As the Department makes tough decisions about funding for specific pro-
grams, we must prioritize competing requirements and ensure our prioritized and
validated requirements are satisfied in the most cost effective manner. When a pro-
gram faces significant technology risk, affordability problems or excessive schedule
slip, cancellation remains an important tool for the Secretary. It is important to
note, however, that program cancellation does not necessarily constitute cancellation
of a particular requirement. In many cases program cancellation allows the Depart-
ment to take a fresh look at the requirement and determine the best approach to
equip our warfighters. The Department’s rigorous requirements validation process,
its Planning, Programming, Budgeting and Execution System, and other high-level
review and oversight mechanisms ensure these decisions are made in a thoughtful,
reasoned manner. [See page 26.]

Secretary WESTPHAL. The Army is conducting a deliberate and thorough portfolio
review that encompasses our research and development, procurement, and
sustainment accounts. We are holistically examining, validating, or modifying re-
quirements, ensuring the Army is being a good steward of resources. As we conduct
our portfolio reviews, we are validating the use and battlefield impacts of redundant
and duplicative capabilities; performing a critical analysis of areas where manage-
able risks can be assumed to gain greater efficiencies. This review process not only
looks at our current campaigns, but is also rigorously evaluating what capabilities
we need for future warfighting and emerging threats. [See page 26.]

Secretary CONATON. The Air Force (AF) process to terminate a program ensures
that those vital to national security are retained by calling for multiple layers of
scrutiny by the Program Executive Officer, the Service Acquisition Executive, USD
(AT&L), the sponsoring Major Command, the AF Corporate Process, the Secretary
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and Chief of the Air Force, and Office of the Secretary of Defense, prior to recom-
mending termination to Congress. [See page 26.]

RESPONSE TO QUESTION SUBMITTED BY MR. FORBES

Secretary WORK. The Department of Navy (DON) has been reporting to Congress
on the development of plans to make Naval Station Mayport a potential homeport
for a nuclear-powered aircraft carrier since the late 1990s. As a result of the 2001
Quadrennial Defense Review (QDR), the DON prepared an environmental impact
statement to review and assess a broad range of options for homeporting additional
surface ships at Naval Station Mayport. The 2005 Base Realignment and Closure
(BRAC) process did not provide for operational homeporting decisions due to the
near-simultaneous strategic analysis on-going in the 2006 QDR. However, the DON
premised its 2005 BRAC configuration analysis on a minimum of two ports on each
coast capable of cold iron berthing a nuclear-powered carrier to allow for dispersal.
The 2006 QDR provided the strategic direction for the Navy’s 60/40 split of oper-
ationally available and sustainable aircraft carriers and submarines between Pacific
and Atlantic homeports, but did not specify homeport locations. In January 2009,
the DON issued a record of decision to homeport one nuclear-powered aircraft car-
rier at Naval Station Mayport. Although the Department of Defense decided to
delay the Mayport homeporting decision pending outcome of the 2010 QDR analysis,
the final 2010 QDR fully supported the Navy’s 2009 decision to homeport one nu-
clear-powered aircraft carrier at Mayport. [See page 18.]

RESPONSE TO QUESTION SUBMITTED BY MR. BISHOP

Secretary CONATON. The Air Force does have a process in place to help review
potential problems with potential Enhanced Use Leases (EULs).

Prior to commercial solicitation of a potential EUL, the local installation, working
with Headquarters Air Force seeks to identify and resolve any issues. Thorough up-
front due diligence is being done on EUL concepts, in which market demand and
possible Air Force EUL sites (supply) are evaluated for EUL viability. The objective
is that all demand factors, development constraints (with appropriate options), and
EUL benefits are identified and communicated, prior to taking a project to market.
The Air Force has broadened our use of EULs beyond traditional real estate to re-
newable energy ventures. Additionally, any future EULs will be reviewed by the
Strategic Basing Executive Steering Group to ensure maximum benefit to the Air
Force and the taxpayer.

If during the EUL review, the Air Force determines that a proposed EUL will re-
quire legislative relief, the Air Force submits a legislative proposal through the De-
partment of Defense Legislative Review Process. [See page 36.]
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QUESTIONS SUBMITTED BY MR. ORTIZ

Mr. OrTIZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. Why has the Department (or the military
departments) taken no meaningful steps to implement Section 803 and to improve
its strategic sourcing decisions for contract services?

Ms. MCGRATH. Due to the timing of the Fiscal Year (FY) 2010 National Defense
Authorization Act and budget preparation cycle, the Department was unable to com-
ply with the requirements of Section 803 for the FY 2011 budget submission. DoD
is currently working to comply with Section 803 in a phased approach beginning
with the FY 2012 budget submission. The Under Secretary of Defense for Acquisi-
tion, Technology and Logistics, the Under Secretary of Defense (Comptroller), the
Under Secretary of Defense for Personnel and Readiness, and the Director of Cost
Assessment and Program Evaluation are working closely together to develop and
execute the Department’s approach for collecting, analyzing and reporting the data
on contract services required by Section 803.

Mr. OrTiZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. How can the Department and the military
departments exercise appropriate stewardship over its service contractor dollars
(which have more than doubled, if not tripled, since 2000) if it does not make stra-
tegic sourcing decisions through the program and budget process?

Ms. McGRATH. The Department utilizes the Planning, Programming, Budgeting
and Execution (PPBE) process to make effective program and budget decisions. The
PPBE process is a well established and robust oversight mechanism supplemented
by the many efforts of the Under Secretary of Defense for Acquisition, Technology
and Logistics to bring greater transparency and efficiency to the acquisition of serv-
ices. Phased implementation of Section 803, beginning with the Fiscal Year 2012
budget submission, will help bring even greater clarity to these issues.

Mr. OrTIZ. Given the Secretary of Defense’s May 8 speech on defense spending,
what is each Department’s methodology regarding combining its functions and re-
aligning or reducing resources to achieve efficiencies in overhead, support, and non-
mission areas? In lieu of simply re-categorizing functions and funds in a shell game
of sorts, what staff layers are being removed and what subordinate commands or
middle echelons are being eliminated to reduce redundancies, overlap and overhead?

Ms. MCcGRATH. Consistent with the Secretary of Defense’s speech on May 8, 2010,
each of the Defense Agencies, Military Departments and Combatant Commanders
were provided savings and efficiency goals, but they have been allowed broad discre-
tion on how to reach these goals as they prepare their programming and budget
submissions for Fiscal Year (FY) 2012. The Secretary of Defense provided additional
information, including specific savings initiatives such as the elimination of certain
Components, in his speech on August 9, 2010. However, at this time, except for the
specific initiatives identified in his speech, Components have developed their own
methodology to specifically reduce redundancies, overlap and overhead. Additional
decisions will be shared with Congress when the President submits the Department
of Defense budget request for FY 2012.

Mr. Orrtiz. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. What
are the causes for delays in the civilian authorization process and how can such
delays be minimized? If this is a problem only for some components, why?

Ms. McGRrATH. Defense Activities are funded, and positions filled, consistent with
mission priorities, budget constraints and Congressional direction. This is consistent
with 10 U.S.C. § 129, which states that “civilian personnel of the Department of De-
fense shall be managed solely on the basis of and consistent with (1) the workload
required to carry out the functions and activities of the department and (2) the
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funds made available to the department for such fiscal year.” There are a number
of reasons why Department of Defense (DoD) civilian manpower requirements may
not be authorized for fill, including funding shortfalls and temporary impediments
to acquiring DoD civilians such as an apparent lack of qualified candidates, insuffi-
cient office space, security clearance requirements, etc. If this is the case, the DoD
Component may elect to contract for the service on a temporary basis and transition
to DoD civilian performance once impediments have been satisfactorily addressed.
These types of delays could be experienced by any DoD Component. Such delays
could be minimized through enhanced strategic human capital planning, leading to
better anticipation of overall needs.

Mr. OrTiz. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. Is it
the Department’s policy or the policy of the military departments to “lock” the per-
sonnel authorization levels until the next budget cycle, notwithstanding changes in
workload that may occur, even if this results in either “over-hires” or hiring addi-
tional contractors to meet workload changes? What challenges does this present in
terms of efficient management of its workforce, particularly with respect to the im-
perative to right-size the civilian workforce?

Ms. McGRATH. Consistent with 10 U.S.C. § 129(a), Department of Defense (DoD)
Components are required to manage their civilian workforce “solely on the basis of
and consistent with (1) the workload required to carry out the functions and activi-
ties of the department and (2) the funds made available to the department for such
fiscal year.” It is not DoD policy for the Military Departments to “lock” their data-
bases at the end of the budget process. Each Military Department has taken a dif-
ferent approach to managing their personnel authorization levels and striking a bal-
ance between workforce stability and changing workload or priorities to enable effec-
tive personnel management. In some cases “over-hires” or service contracts can be
the best answer to emerging or short-term requirements.

Mr. OrTIZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. Why has the Department (or the military
departments) taken no meaningful steps to implement Section 803 and to improve
its strategic sourcing decisions for contract services?

Secretary WESTPHAL. The Army has taken preliminary steps to implement Section
803 of the FY 2010 National Defense Authorization Act. We are reviewing all func-
tions on the service contract inventory, which we are using to track service contract
execution. The Deputy Chief of Staff for Operations and Plans is using the results
of this analysis to project contractor full-time equivalents in our manpower docu-
mentation systems. These are the necessary precursors to Section 803 implementa-
tion, which is essential to ensuring the Secretary of Defense efficiencies actually
happen as intended.

Mr. OrTiZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. How can the Department and the military
departments exercise appropriate stewardship over its service contractor dollars
(which have more than doubled, if not tripled, since 2000) if it does not make stra-
tegic sourcing decisions through the program and budget process?

Secretary WESTPHAL. The Army has taken preliminary steps to implement Section
803 of the FY 2010 National Defense Authorization Act. We are reviewing all func-
tions on the service contract inventory, which we are using to track service contract
execution. The Office of the Deputy Chief of Staff for Operations and Plans is using
the results of this analysis to project contractor full-time equivalents in our man-
power documentation systems. These are the necessary precursors to Section 803
implementation, which is essential to ensuring the Secretary of Defense efficiencies
actually happen as intended. Full implementation of Section 803 will follow receipt
of final guidance from OSD (Comptroller).

Mr. OrrtiZ. For purposes of the Defense Secretary’s overhead reductions, how do
the Department and each military department define “overhead”? Does it include all
civilian employees, including those who work in depots, arsenals, and installations?
Does it include contractors? If not, will reductions in overhead simply lead to more
contracting out? Without Section 803 being implemented, how can contractors be
considered for purposes of overhead reductions?

Secretary WESTPHAL. The Department defines overhead as the structures, per-
sonnel, and operations coded as infrastructure. The Army has analyzed its struc-
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ture, personnel, operations and regards as overhead those Generating Force re-
sources that do not directly contribute to providing combat forces or services (e.g.,
headquarters, information systems).

The Army considered all civilians based on functions performed and regards as
overhead those civilians who do not directly contribute to providing combat forces
or services.

The Army agrees that implementation of National Defense Authorization Act Fis-
cal Year 2010 Section 803 is needed to ensure that overhead functions performed
by in-house personnel are not simply outsourced to contractors. Section 803 imple-
mentation provides a level of detail that helps ensure planned contractor reductions
take place as intended and do not grow in unexplained ways. The Army is using
the contractor inventory review process required by the National Defense Authoriza-
tion Act for Fiscal Year 2008 Section 807 to identify in-sourcing mission-critical oc-
cupations in acquisition and security, among others, most of which are closely asso-
ciated with inherently governmental functions. Projections from the Section 807 con-
tractor inventory are a major component required for National Defense Authoriza-
tion Act for Fiscal Year 2010 Section 803 implementation. Full implementation of
Section 803 will follow receipt of final guidance from OSD (Comptroller).

Mr. OrT1Z. Given the Secretary of Defense’s May 8 speech on defense spending,
what is each Department’s methodology regarding combining its functions and re-
aligning or reducing resources to achieve efficiencies in overhead, support, and non-
mission areas? In lieu of simply re-categorizing functions and funds in a shell game
of sorts, what staff layers are being removed and what subordinate commands or
middle echelons are being eliminated to reduce redundancies, overlap and overhead?

Secretary WESTPHAL. The Army has been working for the past several years to
rebalance our forces and to reform our business practices. We have initiated Capa-
bility Portfolio Reviews (CPR), with the initial focus on materiel portfolios, to garner
efficiencies while simultaneously reducing redundancies. Having completed reviews
of the materiel portfolios, we are now reviewing specific non-materiel areas, such
as Workforce Composition, Training, Installations and Information Technology. As
we complete these additional CPRs, we will gain a comprehensive and thorough pic-
ture of our Army’s requirements and priorities. These reviews will allow us to iden-
tify efficiencies and reinvest the savings in higher priority warfighting needs and
modernization efforts that hedge against future threats. The results of these reviews
will assist us in determining where to make reductions and how to apply those sav-
ings towards our forces and modernization programs.

Mr. OrTiZ. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. What
are the causes for delays in the civilian authorization process and how can such
delays be minimized? If this is a problem only for some components, why?

Secretary WESTPHAL. It can take some time to execute the transition from con-
tractor to civilian performance of a function. Once a candidate for in-sourcing is
identified, mission and workload needs to be analyzed and the new civilian position
must be classified. Civilian replacements for contractors can be hired in advance of
an actual authorization being documented.

However, in the Army, civilian authorizations are locked with each budget sub-
mission in a centralized documentation process to ensure dollars are linked to au-
thorizations. We continue to evaluate options on how to address this issue.

Mr. OrTiZ. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. Is it
the Department’s policy or the policy of the military departments to “lock” the per-
sonnel authorization levels until the next budget cycle, notwithstanding changes in
workload that may occur, even if this results in either “over-hires” or hiring addi-
tional contractors to meet workload changes? What challenges does this present in
terms of efficient management of its workforce, particularly with respect to the im-
perative to right-size the civilian workforce?

Secretary WESTPHAL. In the Army, civilian authorizations are locked with each
budget submission in a centralized documentation process to ensure dollars are
linked to authorizations. Out of cycle adjustments to requirements (not authoriza-
tions) are allowed only in the year of execution. Civilian replacements for contrac-
tors can be hired in advance of an actual authorization being documented. This lag
in documentation results in “over-hires” until the documentation is processed in the
next budget cycle. Additionally, when new requirements are evaluated based on
changes in workload and mission, civilian over-hires may result until the docu-
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mentation catches up, provided there is available funding. Challenges remain in
managing the right mix of civilian positions when there is a change in require-
ments, mission or workload outside of the normal budget cycle. We continue to
evaluate options on how to address this issue.

Mr. ORTIZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. Why has the Department (or the military
departments) taken no meaningful steps to implement Section 803 and to improve
its strategic sourcing decisions for contract services?

Secretary WORK. The Department of the Navy (DON) continues to make strategic
sourcing decisions throughout the DON to balance the Total Force while ensuring
that critical “in-house” capabilities are performed by government personnel where
necessary. The objective is to ensure the appropriate mix of military, civilian, and
contractor support to perform its functions; rebuild internal capabilities to enhance
control of the DON’s mission and operations; and reduce workforce costs as appro-
priate. The DON is also identifying opportunities to in-source functions that can be
performed more cost effectively by government personnel. DON continues to work
with the Office of the Secretary of Defense to implement Section 803 and improve
strategic sourcing decision making.

Mr. OrTIZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. How can the Department and the military
departments exercise appropriate stewardship over its service contractor dollars
(which have more than doubled, if not tripled, since 2000) if it does not make stra-
tegic sourcing decisions through the program and budget process?

Secretary WORK. Strategic sourcing decisions are being made throughout the De-
partment of the Navy (DON) to balance the Total Force while ensuring that critical
“in-house” capabilities are performed by government personnel where necessary.
The DON’s goal is to ensure the appropriate mix of military, civilian, and contractor
support to perform its functions; rebuild internal capabilities to enhance control of
the DON’s mission and operations; and reduce workforce costs as appropriate. Oper-
ational risk will be reduced by in-sourcing functions that are closely associated with
the performance of inherently governmental functions and critical to the readiness
and workforce management needs of the DON. Additionally, the DON is looking for
opportunities to in-source functions that can be performed more cost effectively by
government personnel.

Mr. OrTIZ. For purposes of the Defense Secretary’s overhead reductions, how do
the Department and each military department define “overhead”? Does it include all
civilian employees, including those who work in depots, arsenals, and installations?
Does it include contractors? If not, will reductions in overhead simply lead to more
contracting out? Without Section 803 being implemented, how can contractors be
considered for purposes of overhead reductions?

Secretary WORK. The Department of the Navy is closely working with the Depart-
ment of Defense staff to ensure all understand a common definition of “overhead”
and what functions/employees should be included. This will be clearly articulated in
our FY 2012 President’s Budget submission.

Mr. Ort1Z. Given the Secretary of Defense’s May 8 speech on defense spending,
what is each Department’s methodology regarding combining its functions and re-
aligning or reducing resources to achieve efficiencies in overhead, support, and non-
mission areas? In lieu of simply re-categorizing functions and funds in a shell game
of sorts, what staff layers are being removed and what subordinate commands or
middle echelons are being eliminated to reduce redundancies, overlap and overhead?

Secretary WORK. The Department of the Navy is closely working with the Depart-
ment of Defense staff to ensure we have properly combined/realigned functions and
can achieve efficiencies. This will be clearly articulated in our FY 2012 President’s
Budget submission.

Mr. OrtiZ. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. What
are the causes for delays in the civilian authorization process and how can such
delays be minimized? If this is a problem only for some components, why?

Secretary WORK. There are a number of reasons why Department of Navy (DoN)
civilian manpower requirements may not be authorized for fill, including funding
shortfalls and temporary impediments to acquiring DoN civilians. DoN activities are
funded, and positions filled, consistent with mission priorities, budget constraints,
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and Congressional direction. This is consistent with 10 U.S.C. § 129, which states
that the civilian personnel of the DoD shall be managed solely on the basis of and
consistent with (1) the workload required to carry out the function and (2) the funds
made available to the department for that fiscal year. Delays in filling positions can
occur for a variety of reasons such as the volume of staffing requests in the queue,
the time it takes hiring managers to make selections, the lack of sufficient qualified
candidates available, the level of security clearances required, and similar adminis-
trative impediments. These types of delays could be experienced by any of the DoN
activities.

Mr. OrTIZ. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. Is it
the Department’s policy or the policy of the military departments to “lock” the per-
sonnel authorization levels until the next budget cycle, notwithstanding changes in
workload that may occur, even if this results in either “over-hires” or hiring addi-
tional contractors to meet workload changes? What challenges does this present in
terms of efficient management of its workforce, particularly with respect to the im-
perative to right-size the civilian workforce?

Secretary WORK. Consistent with 10 U.S.C. § 129(a), the DoN is required to man-
age the civilian workforce solely on the basis of and consistent with (1) the workload
required to carry out the function for a fiscal year and (2) the funds made available
to the department for that fiscal year. In addition, 10 U.S.C. 129(d) requires the De-
partment of Defense to ensure that civilians are employed in the numbers necessary
to carry out the functions within the budget activity for which the funds are pro-
vided for that fiscal year. Accordingly, DoN does not “lock” personnel databases at
the end of the budget process. This flexibility is evidenced in our Departmental ex-
perience in the most recent fiscal year. The budget request for FY 2009 projected
a full time equivalent level of 190K. For various reasons, local activities executed
to a level of 197K for that year.

Mr. OrTIZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. Why has the Department (or the military
departments) taken no meaningful steps to implement Section 803 and to improve
its strategic sourcing decisions for contract services?

Secretary CONATON. The Air Force is working closely with the Office of the Sec-
retary of Defense (OSD) Comptroller to develop the appropriate mechanisms to meet
the requirements of FY10 National Defense Authorization Act Section 803. We are
complying with Title 10, Sec 2330a and developing an annual inventory of contracts
for services that we will use as the baseline for our strategic sourcing decisions. Our
Air Force functional managers and commanders in the field will use this to identify
where we are using contract services. OSD has established directives, that when
taken in concert with this inventory, will result in a proper mix of organic military,
civilian, and contractor resources needed to complete our missions—within Congres-
sional, OSD, and Air Force guidelines.

Mr. OrTiZ. The House Armed Services Committee believes compliance with Sec-
tion 803 of the FY 2010 National Defense Authorization Act will provide the Con-
gress with much greater clarity on procurement of contractor services. The failure
to comply is a source of great concern. How can the Department and the military
departments exercise appropriate stewardship over its service contractor dollars
(which have more than doubled, if not tripled, since 2000) if it does not make stra-
tegic sourcing decisions through the program and budget process?

Secretary CONATON. The Air Force built its FY12 Program Objective Memo-
randum (POM) based on our current and projected service contract expenditures,
taking into account the programmed in-sourcing conversions needed to complete our
mission and comply with appropriate Congressional, Office of the Secretary of De-
fense (OSD), and Air Force guidelines. The Air Force POM is built meeting the in-
tent of Title 10 Section 235 and we will work with our counterparts in OSD to en-
sure that we comply with service contract reporting requirements as mandated for
the President’s Budget submission.

Mr. OrTIZ. For purposes of the Defense Secretary’s overhead reductions, how do
the Department and each military department define “overhead”? Does it include all
civilian employees, including those who work in depots, arsenals, and installations?
Does it include contractors? If not, will reductions in overhead simply lead to more
contracting out? Without Section 803 being implemented, how can contractors be
considered for purposes of overhead reductions?
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Secretary CONATON. We use the term “overhead” to refer to those functions that
are not directly involved in delivery of mission tasks. Maintenance specialists on the
flight line or a contractor we have engaged to write software code for a system are
clear examples of activities that are not “overhead.” Administrative specialists at
major headquarters (e.g. administrative assistants to senior staff) and management
support staffs within program offices are examples of “overhead.” In this discussion,
overhead manpower includes military, government civilians, and contractor per-
sonnel, so the issue embraces consideration of the entire workforce. We look at total
manpower and cost associated with the overhead work (military, civilian and con-
tractor) to identify opportunities for efficiencies and to shift resources from overhead
to direct support of Air Force core functions and work. We are looking to eliminate
unnecessary or duplicative overhead activities that will allow us to realign the asso-
ciated resources and personnel (whether government or contract) to readiness and
force structure priorities. Finally, it is clear that some amount of overhead is nec-
essary to allow the organization to operate; the question is how much is enough.

The Air Force reviewed the full spectrum of operations, from base-level to head-
quarters functions, to identify efficiencies and reduce overhead costs. As indicated
above, this includes total force support (military, civilian, and contractors). As part
of the Air Force’s plan to meet the Secretary of Defense’s guidance on improving
Department of Defense operations, the Air Force is identifying headquarters and
manpower efficiency initiatives to right size organizational structures, optimize the
civilian workforce, re-purpose military manpower for higher priority needs, and re-
duce contractor support where appropriate.

Within our Air Force acquisition programs, we are reviewing contractor overhead
(i.e., charges associated with weapon systems development other than direct labor
on the project) to bring those costs to more reasonable levels. We are addressing
these acquisition-system contract overhead charges in concert with the Office of the
Secretary of Defense and other Services, as well as addressing these charges in pro-
gram-specific contract negotiations.

Per our other reply on Section 803, we are working with the Office of Secretary
of Defense Comptroller on the mechanisms for reporting contractor services. This re-
porting will help our efforts to baseline contract services and aid us in identifying
contract services as part of our overall effort to identify efficiencies and reduce over-
head costs.

Our objective is to increase the buying power of our Air Force dollar. Better track-
ing of our expenditures and costs is a key element of making this effort successful.

Mr. OrT1Z. Given the Secretary of Defense’s May 8 speech on defense spending,
what is each Department’s methodology regarding combining its functions and re-
aligning or reducing resources to achieve efficiencies in overhead, support, and non-
mission areas? In lieu of simply re-categorizing functions and funds in a shell game
of sorts, what staff layers are being removed and what subordinate commands or
middle echelons are being eliminated to reduce redundancies, overlap and overhead?

Secretary CONATON. We have looked across the Air Force to identify practices and
mission areas that could and should be streamlined, to include installation support
activities, general services, strategic sourcing and identification of redundant man-
agement at all levels of the organization. We are applying business process re-engi-
neering approaches (such as lean and six sigma) to review these activities to ensure
we correctly identify the areas to change. For any efficiency area, we are assigning
a senior Air Force leader, by name, to direct the activity and be accountable for out-
comes. We are setting in place audit functions to ensure that we track the move-
ment of resources and personnel from the targeted efficiency areas to the areas of
new investment: readiness and direct mission support. Progress on the efficiency
work and the results of audit outcomes will be reviewed quarterly by the Vice Chief
of S‘iaff and me and we will be accountable to the Secretary and Chief of Staff for
results.

Accepting the Secretary of the Defense’s efficiency challenge, the Air Force exam-
ined its full spectrum of operations with the goal to preserve combat capability and
full support to combatant commanders, joint operations and Airmen, while oper-
ating more efficiently. The Air Force has identified areas for improved performance
at less cost. The areas we focused on are those infrastructure and management ac-
tivities/costs that support Air Force core functions. The recommendations provided
to the Department of Defense (DoD) are pre-decisional and have not yet been re-
viewed and approved by the Office of the Secretary of Defense based on the FY12
Program Budget Review. The Air Force review has included areas covered in the
public comments made by Secretary Gates in the submission provided to DoD such
as reducing the number of General Officers and their supporting staffs as well as
the number of Senior Executive Service (SES) positions. The Air Force looks forward
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to discussing the specific recommendations once approved and submitted as part of
the FY12 President’s Budget.

Mr. OrTIZ. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. What
are the causes for delays in the civilian authorization process and how can such
delays be minimized? If this is a problem only for some components, why?

Secretary CONATON. When the Air Force determines that work currently being
performed by contractors “should be performed by Air Force civilian employees” for
an inherently governmental reason, the Air Force uses the flexibilities granted in
the Authorization and Appropriation Acts to make corrections as quickly as possible.
For larger actions that cannot be accommodated within the flexibilities granted in
the Authorization and Appropriation Acts, the Air Force programs and budgets for
the workforce change in the next Presidential Budget submission to Congress. The
prime example of a large action requiring program and budget adjustments via the
Presidential Budget submission was conversion of the Air Force Expeditionary Cen-
ter training support contract at Joint Base McGuire-Dix-Lakehurst and Scott AFB
when we moved from a contractor workforce to Air Force civilian employees based
on Business Case Analysis showing the Air Force civilian workforce was more eco-
nomical. Currently, once we are authorized a civilian position and we identify the
vacancy, depending on the type of job and location it takes an average of 120 days
or less to complete the hiring action.

Mr. OrTiz. The House Armed Services Committee understands that it can take
as long as two years in some components between the initial identification of a func-
tion that should be performed by civilian employees and the documentation for the
authorizations for the in-house personnel necessary to perform that function. Is it
the Department’s policy or the policy of the military departments to “lock” the per-
sonnel authorization levels until the next budget cycle, notwithstanding changes in
workload that may occur, even if this results in either “over-hires” or hiring addi-
tional contractors to meet workload changes? What challenges does this present in
terms of efficient management of its workforce, particularly with respect to the im-
perative to right-size the civilian workforce?

Secretary CONATON. The Air Force does not lock the installation level manpower
books. We maintain a dynamic manpower document that Commanders can propose
changes to in real time consistent with available manpower resources in order to
right size the force consistent with the dynamic mission environment. This allows
a more effective and efficient use of the Manpower resource consistent with the
flexibilities provided to the Air Force in the Authorization and Appropriation Acts.

QUESTIONS SUBMITTED BY MR. MILLER

Mr. MiLLER. Mr. Westphal, as you know in-sourcing has been a topic of interest
for the Services, this committee, and our constituents back home. Giving credence
to this concern of ours, we passed amendments to the FY11 NDAA requesting great-
er scrutiny of in-sourcing jobs within DoD. Do you believe that DoD has the proper
system in place which ensures that DoD is not summarily replacing jobs based on
arbitrary goals? Please explain.

Secretary WESTPHAL. The FY11 National Defense Authorization Act (NDAA) lan-
guage specifically requires the Department to comply with statutes regarding in-
sourcing that were enacted since 2008 and that prohibit arbitrary budgetary quotas
favoring or disfavoring in-sourcing. I believe that the Army has the proper system
in place to ensure we are not summarily replacing jobs based on arbitrary goals.
Within the Army, we have taken significant steps (via the Panel for Documenting
Contractors) to implement the contractor inventory review process required by the
FY08 NDAA Section 807. This review identifies appropriate functions to in-source,
focusing on functions that might be inherently governmental or are unauthorized
personal services. The Army has taken steps to implement the FY10 NDAA Section
803 to ensure that initiatives to in-source, or increase or decrease contract services
through the budget process, are appropriately justified. Our decisions are based on
statutory criteria limiting contract work to bona fide commercial functions, and gov-
ernment performance to bona fide functions that are inherently governmental in na-
ture.

Mr. MILLER. Mr. Work, you mentioned in-sourcing in your statement and its im-
portance in the need to promote efficiency and verify mission requirements. What
methodology and/or standards is the Navy using to make its decisions on the jobs
it decides to in-source?
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Secretary WORK. The Department of Navy’s (DON) overarching approach for in-
sourcing focuses on shaping the workforce to: 1) strengthen core workforce capabili-
ties and create personnel and career pipelines; 2) improve contract technical re-
quirements and oversight; and 3) balance our entry/journey/senior workforce. This
calls for a careful analysis of the current capability of our total force along with im-
mediate and future mission requirements. The DON in-sourcing initiative requires
a review of existing contracted services in order to make appropriate, timely, and
well-reasoned in-sourcing decisions. In-sourcing must not be approached from the
standpoint of a one-for-one replacement of the functions currently performed by con-
tractors. Rather, in-sourcing requires a thoughtful assessment of current and future
mission requirements and the right workforce capabilities to carry out the mission.
In-sourcing is a tool to shape our workforce.

Mr. MILLER. Additionally, in your statement you stated “Our objective is to in-
source services, not the individuals performing the services.” This concerns me be-
cause it seems like an admission that part of the in-sourcing effort relates not to
ensuring cost efficiency to the taxpayer, but rather an effort to grow the size of the
Federal Government. Is this assessment of mine incorrect? If so, please explain why.

Secretary WORK. The Department of the Navy (DON) is not in-sourcing for the
sake of in-sourcing; nor are we in-sourcing to grow the size of the Federal Govern-
ment. In-sourcing is being used to rebalance the Total Force and restore critical “in-
house” capabilities where necessary. The DON’s goal is to ensure the appropriate
mix of military, civilian, and contractor support to perform its functions; rebuild in-
ternal capabilities to enhance control of the DON’s mission and operations; and re-
duce workforce costs as appropriate. Thus, we will reduce operational risk by in-
sourcing functions that are closely associated with the performance of inherently
governmental functions and critical to the readiness and workforce management
needs of the DON. Additionally, the DON is looking for opportunities to in-source
functions that can be performed more cost effectively by government personnel.

Mr. MILLER. In 2009 SecDef Gates announced that 35,000 high skill workers
would be hired over the next several years, half of which would come from in-
sourcing currently contracted work. A recent Washington Post article (Soloway, 19
July 2010) noted that about two-thirds of the positions identified to date for in-
sourcing at DoD fall outside of the skills Secretary Gates identified. The article goes
onto state that this well-intended initiative is “evolving into a quota-driven numbers
game.” Is this true? If so, how much do we ensure that we are making legitimate
cost saving in-sourcing decisions? If not, please explain.

Secretary CONATON. The Air Force views in-sourcing as an effective tool for deter-
mining the best workforce mix to accomplish our missions. In-sourcing guidance de-
veloped by the Office of the Under Secretary of Defense for Personnel and Readiness
was issued on May 28, 2009. This guidance outlines a systematic, well-reasoned,
and strategic approach to ensure in-sourcing decisions are analytically based and
fiscally informed. If contract workload is found to be inherently governmental, expe-
riencing contract administration problems, providing unauthorized personnel serv-
ices, or otherwise exempt from contracting under Department of Defense (DoD) In-
struction 1100.22, Guidance for Determining Workforce Mix, the function must be
in-sourced regardless of cost. If the function does not fit one of the above mentioned
criteria, a cost analysis is required to determine the most cost effective means of
performing the function. This cost analysis is conducted in accordance with the Of-
fice of the Secretary of Defense (OSD) Directive Type Memorandum (DTM) 09-007,
issued January 29, 2010.

QUESTIONS SUBMITTED BY MR. TURNER

Mr. TURNER. Ms. McGrath, I noted in your testimony the longstanding goal and
recent renewed emphasis on streamlining the departments acquisition processes rel-
ative to IT investments. I have also noted in your testimony and that of others testi-
fying here today, there are a number of programs aimed at dramatically improving
efficiencies, yet I remain very concerned that in our zeal to provide oversight, the
line has been crossed and critical programs that might reduce wasteful inventory
build ups or dramatically improve efficiencies are being substantially delayed. Spe-
cifically what can DoD do to enable these important programs to get fielded sooner
so the Department can begin realizing these savings?

Ms. MCGRATH. The Department is working to improve the speed of developing
and fielding IT systems through creation of alternative acquisition approaches for
IT that include governance structures and oversight procedures appropriately tai-
lored to the unique requirements of IT programs. The Deputy Secretary of Defense
created an IT task force as part of the Department’s response to Section 804 of the
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Fiscal Year 2010 National Defense Authorization Act to address this issue. Given
the unique nature of IT implementations, we anticipate the new IT acquisition proc-
ess will differ significantly from the traditional weapons system acquisition process.
As the IT task force concludes its work, existing laws may need to change to ensure
success of the new process and we will work with Congress as necessary to ensure
success. Within the Business Mission Area, a major initiative to rapidly deliver ca-
pability and integrate governance is the Business Capability Lifecycle (BCL). BCL
is a framework tailored to rapidly deliver business IT capabilities within the Depart-
ment, by consolidating oversight requirements (i.e., funding, requirements and ac-
quisition oversight) into one structure while streamlining documentation require-
ments.

Mr. TURNER. Secretary Conaton, you mentioned the role of ECSS in the AF’s
transformation of its Information Technology and Business Processes in support of
enterprise goals and outcomes of eLog 21. I support your overall strategy with re-
gard to eLog 21, the transformation of end to end logistics and programs like ECSS
as well, but I am very concerned about the AF and DoD’s ability to execute or field
these systems. What are we doing, both at senior levels in the AF and DoD to field
these systems as quickly as possible to begin realizing the savings goals outlined
by Secretary Gates?

Secretary CONATON. Our objective is to field these systems as quickly as possible
to achieve the needed business benefits and savings. To meet this challenge we have
undertaken a major restructuring of both the management oversight and structure
of the Expeditionary Combat Support System (ECSS) program. Specifically, since
June 2009, the Chief of Staff of the Air Force conducts quarterly reviews of this pro-
gram. In my role as the Chief Management Officer I have taken on greater responsi-
bility to provide more oversight in conjunction with the Chief Information Officer
and the Service Acquisition Executive. This expanded oversight is intended to keep
the program flowing, and to instill accountability in the acquisition and functional
sponsors. To complement this expanded senior level oversight the Air Force also ele-
vated the Program Manager to a General Officer and assigned a dedicated Program
Executive Officer to ensure a truly streamlined acquisition oversight and reporting
chain so that issues and roadblocks are raised sooner and dealt with quickly.

At the program level we have done a number of things to reduce risk, accelerate
the program, and improve the probability of success. We have restructured the pro-
gram schedule and contracts to focus on implementing pilots which allow us to field
them more quickly with less overall risk. Delivering smaller chunks of content more
rapidly is consistent with best commercial practices. In fact this approach has al-
ready proven successful with the fielding in July 2010 of the first pilot at Hanscom
AFB. We have also implemented improved program metrics, schedule tracking, risk
management, and internal controls to better align and manage risk. These are con-
sistent with the practices that the Government Accounting Office (GAO) has been
recommending to the Department of Defense (DoD). In addition, we have also in-
creased both the overall size and the skills of the Air Force team managing the pro-
gram. We have recruited personnel with commercial Enterprise Resources Planning
experience to improve the competency of the team and conducted a number of inde-
pendent expert reviews to ensure that we are not repeating the mistakes made on
other programs both inside and outside the DoD. All of these and other changes
have been put into place to ensure that we are moving forward as fast as prudently
possible to field ECSS. All of these improvements will be discussed in more detail
as we prepare and submit a Section 804 report to Congress later this year.

Mr. TURNER. Secretary Conaton, you mentioned the role of ECSS in the AF’s
transformation of its Information Technology and Business processes in support of
enterprise goals and outcomes of eLog 21. Most believe this transformation is simi-
lar to the industry best practices of investment in a single Enterprise Resource
Planning software. A single IT footprint and associated infrastructure is more cost
effective and efficient rather than being victimized by outdated and disconnected
legacy systems which have become expensive and unreliable. I agree with your testi-
mony that the program will indeed aid the AF in reducing wasteful inventory build
ups, and thus has the potential to save billions. Please describe the potential bene-
fits of ECSS as a fulecrum for eLog 21 and discuss its other merits?

Secretary CONATON. Once fully implemented, the Expeditionary Combat Support
System (ECSS) will transform and standardize Air Force logistics and financial
processes using commercial best practices. It will standardize business processes
through an integrated software suite, new personnel roles and enterprise visibility
of resources and assets. It will retire approximately 240 legacy data systems and
will strengthen financial transparency/accountability. ECSS will provide 100 percent
asset visibility and accountability by utilizing streamlined inventory management
processes, prioritized maintenance processes, leveraging capacity and increasing



108

equipment availability. ECSS will simplify expeditionary force deployment and oper-
ations and radically improve warfighter supply chain support.

By adopting an enterprise mentality, ECSS enables the Air Force to have greater
effectiveness via improved supply chain planning and leveraging assets and capa-
bility across the total force. Greater visibility in the transportation pipeline will en-
able the Air Force to maintain 100 percent total asset visibility of supplies and
equipment to support worldwide mission requirements. ECSS in partnership with
the Defense Enterprise Accounting and Management System (DEAMS) is a vital,
initial step toward delivering required capability to achieve Chief Financial Officer
(CFO) Act compliance. Additionally the predictive maintenance capability will help
the Air Force depots prioritize workload allowing personnel to focus on key mainte-
nance activities and also reduce long lead ordering for material, and improve the
overall weapon system maintenance throughput.

Mr. TURNER. The application of technology and education in developing our future
Air Force leaders has been crucial in ensuring our technological edge against
attackers, aggressors, and adversaries and future dominance in the air, space, and
cyberspace—how does the DoD ensure that short-sighted cuts in R&D and education
don’t have long-term consequences which cripple our future military capabilities and
compromise our national defense?

Secretary CONATON. The Air Force will maintain our total dollars invested in
Science and Technology (S&T) and education programs, including Science, Tech-
nology, Engineering and Mathematics (STEM) programs. Within our programs, we
will eliminate unnecessary work and overhead to shift more resources into S&T pro-
gram content and improved delivery of training and education to our Airmen.

We use our Air Force Corporate Structure and other Air Force organizations—in-
cluding the Scientific Advisory Board (SAB), the Chief Scientist, and his Technology
Horizons study—to achieve a balanced S&T program that evaluates near-term re-
quirements with long-term investments. We have also established an S&T strategic
planning division and a special study Tiger Team to define governance and
prioritization of important technology demonstrations in support of Air Force stra-
tegic priorities. We have submitted to the Office of the Secretary of Defense the Air
Force FY12 budget, and we look forward to future discussions with members of the
House Armed Services Committee after the FY12 President’s Budget is submitted.

Mr. TURNER. The House IMPROVE ACT, (H.R. 5013) which I supported and
House approved this April may result in savings up to $135B, included the Turner
Amendment, which was unanimously adopted, and directed that best practices in
Acquisition processes be institutionalized via education and curriculum. How impor-
tant is the role of education in reducing costs in Acquisitions programs and what
are some future initiatives which would help in the financial management of acqui-
sition lifecycles?

Secretary CONATON. Education and training are vital to reducing costs in acquisi-
tion programs as well as revitalizing our acquisition workforce—a key element is
our Acquisition Improvement Plan (AIP). The AIP builds on lessons learned from
past shortfalls in our procurement processes; but more importantly, it establishes
five initiatives—revitalizing our acquisition workforce; improving the requirements
generation process; instilling budget and financial discipline; improving major sys-
tems source selections; and establishing clear lines of authority and accountability
within acquisition organizations. In completing these initiatives to ensure rigor, reli-
ability, and transparency across the Air Force acquisition enterprise, we realize one
thing is certain: a highly competent workforce is essential to achieving acquisition
excellence. Therefore, developing a capable workforce requires finding the right peo-
ple with the right attitude and then arming them with the education and training
to ensure they are competent to perform their jobs. One of the areas we are cur-
rently focusing on is giving Program Managers the training and tools needed to ef-
fectively manage their program’s schedule and baseline. Ultimately, these acquisi-
tion professionals will be able to build incremental acquisition strategies that have
a stronger probability of delivering warfighting systems sooner, on planned sched-
ules and within predicted budgets.

Because our workforce is so important, we are synchronizing their education and
training with the most efficient processes, in effective organizational constructs and
through tailored career paths. Our senior financial management professionals are
fully engaged in the Office of the Secretary of Defense Business—Cost Estimating
and Financial Management Functional Integrated Process Team (FIPT); bringing an
Air Force perspective to these FIPTs which focus on certification standards and as-
sociated training curriculum requirements. We are establishing ways to improve the
delivery and quality of courses and pursuing an opportunity to leverage a distance
cost estimating master’s degree program. Tiger teams are also in place reviewing
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financial management and acquisition roles, responsibilities, organizational align-
ments, ete. to enhance acquisition program performance.

QUESTIONS SUBMITTED BY MR. LARSEN

Mr. LARSEN. Do you believe that using Item Unique Identification (IUID) tech-
nology will help the Department of Defense do a better job managing its supply
glf?_in,?which has been placed on the high-risk list by the Government Accountability

ice?

Ms. MCGRATH. Item Unique Identification (IUID) is one piece of the Department’s
overall effort to achieve improvement in the area of Supply Chain Management.
IUID can provide a standard approach to Serialized Item Management for the De-
partment’s most critical and sensitive items and use a standard machine-readable
mark for all IUID-eligible items procured by DoD.

Mr. LARSEN. Has your office prepared a business case analysis on the benefits of
IUI]?) for both new and legacy items? If so, what were the key findings of these anal-
yses?

Ms. McGRATH. The Office of the Deputy Chief Management Officer has not pre-
pared a business case analysis on the benefits of IUID for new and legacy items.
However, a cost benefit analysis published by the Under Secretary of Defense for
Acquisition, Technology and Logistics in March 2005 discussed an array of industry
experiences with item marking technologies and potential sources of savings, but
did not attempt to determine a precise return on investment due to the lack of data
on the costs of existing processes.

Mr. LARSEN. What goals have you set for the Department regarding the use of
IUID technology, and what steps will you take to achieve those goals?

Ms. McGRATH. The Office of the Deputy Chief Management Officer has not set
specific goals for the Department regarding the use of IUID technology. However,
the Department is driving implementation of IUID technology through our defense
business system investment management governance framework. As relevant de-
fense business systems move through the Investment Review Board/Defense Busi-
ness Systems Management Committee process for certification and approval of their
funding, conditions are levied against them to achieve technology capability with
IUID. To date, 46 systems have had these conditions levied against them, including
both Enterprise Resource Planning Systems and other defense business systems.

Mr. LARSEN. What efforts are being made at the Department of Defense and De-
fense Contract Management Agency to assist defense suppliers and the Services in
meeting IUID policy adoption and implementation goals?

Ms. MCGRATH. Under the leadership of the Under Secretary of Defense for Acqui-
sition, Technology and Logistics, DoD has undertaken a wide variety of Web-based
and face-to-face training efforts, as well as dissemination of informational news-
letters, videos and an IUID quality assurance guide. Many of these efforts, devel-
oped and administered by a combination of the Defense Acquisition University, De-
fense Contract Management Agency, and Defense Procurement Acquisition Policy,
included a broad user base of both DoD employees, DoD suppliers and other rep-
resentatives from industry. DoD also participates in a standing industry liaison
group sponsored by the Aerospace Industries Association.

Mr. LARSEN. Does DoD contract writing software automatically include IUID
clause?language on items being procured and meeting IUID policy threshold require-
ments?

Ms. McGRATH. For the Standard Procurement System, the clause is mandatory
and requires contracting officer override to remove. For other contract writing sys-
tems, DoD measures compliance with IUID policy through sampling and review of
contract language.

QUESTIONS SUBMITTED BY MR. KISSELL

Mr. KiSSELL. Question for the Honorable Elizabeth McGrath, Deputy Chief Man-
agement Officer Department of Defense, the Honorable Joseph Westfall, Under Sec-
retary of the Army, the Honorable Robert O. Work, Under Secretary of the Navy,
the Honorable Erin Conaton, Under Secretary of the Air Force: “During the hearing
each of the witnesses spoke about their Service’s efforts to adhere to the Secretary’s
quest to find efficiencies within the Department of Defense and to provide the sav-
ings to the soldiers, sailors, airmen, and marines. Who will decide how the money
saved with a more efficient process is spent?”

Ms. McGRATH. Ultimately, Congress will decide how the Department’s savings
will be applied to the Department of Defense and the Federal Government after the



110

President submits the budget request for Fiscal Year 2012. To develop budget re-
quest recommendations to the President, each of the Defense Agencies, Military De-
partments and Field Activities received guidance from the Secretary consistent with
his speech on May 8th. The Secretary has urged the Components to seek efficiency
in their headquarters and administrative functions, support activities and other
overhead and apply those savings to the warfighter. That is, he asked the Compo-
nents to transfer savings from bureaucratic “tail” to warfighting “tooth.”

QUESTIONS SUBMITTED BY MR. OWENS

Mr. OweNs. Earlier this year, Congress passed the IMPROVE Act, a bill to over-
haul defense acquisition spending with the hopes of saving upwards of $135 billion
in taxpayer funding. Do you see this effort as also having a positive effect on the
Department’s efforts to address DOD specific items on the GAO’s high-risk list, such
as Weapon Systems Acquisition or Financial Management?

Ms. McGRATH. The GAO High Risk Area of Weapon Systems Acquisition high-
lights that DoD is not receiving expected returns on its investments in weapon sys-
tems; programs continue to take longer, cost more and deliver fewer quantities and
capabilities than originally planned; and processes for identifying warfighter needs,
allocating resources and developing and procuring weapon systems are fragmented
and broken. The IMPROVE Act’s sections on the performance of the defense acquisi-
tion system and workforce directly address these issues and help to strengthen
many efforts already underway within the Department. As the Department’s Deputy
Chief Management Officer, I would highlight the IMPROVE Act’s focus on perform-
ance management as extremely important. It is my view that when performance
measures are appropriate and well defined, progress is made and people can be held
accountable for results. They will also enable the Department’s acquisition leaders
to make better informed decisions with more complete information.

With regard to the GAO High Risk Area of Financial Management, the IMPROVE
Act introduced new tools into the Department’s toolbox to help incentivize achieve-
ment of auditability by 2017. The Department agrees with the intent of the legisla-
tion emphasizing that accountability is a key aspect of achieving auditability. Prior
to the IMPROVE Act the Department had a number of tools to incentivize behavior.
While it is still too early to say exactly how the Department will utilize these new
tools, I believe the Department’s current approach of focusing first on improving
quality, accuracy and reliability of the financial and asset information used every
day to manage the Department is a good approach that lays the foundation for
achieving auditability with clear interim goals over the near and mid-term.

Mr. OWENS. Are you satisfied with the progress that has been made in achieving
full auditability so far? What barriers remain to achieving this goal, and is it pos-
sible the Department could hit its mark in advance of the 2017 deadline?

Ms. MCGRATH. Achieving auditability is not an easy task for the Department.
However, as the Deputy Chief Management Officer, I believe the current approach
put in place by the Under Secretary of Defense (Comptroller) is a sound one. The
Department is focusing first on improving the quality, accuracy and reliability of the
financial and asset information used every day to manage the Department with
clear near and mid-term goals. This approach lays the foundation for achieving
auditability in the most cost effective way, while simultaneously improving day-to-
day management of our financial enterprise. The Department also created a strong
governance framework to manage its audit readiness efforts and dedicated the nec-
essary resources to the effort to achieve success.

However, achieving auditability is also dependent on a number of factors—such
as successful implementation of many defense business systems, including Enter-
prise Resource Planning Systems—that make it unlikely the Department will meet
its objective in advance of the 2017 deadline.

QUESTIONS SUBMITTED BY MR. CRITZ

Mr. CriTZ. Do all service branches and the Department currently have the nec-
essary financial and personnel resources to perform the analysis to identify the $7
billion in savings called for in FY12 by Sec. Gates? Will any of the work to identify
these savings need to be performed by contractors?

Ms. McGRATH. The Defense Agencies and Military Departments have the nec-
essary financial and personnel resources to develop their planning, programming
and budgeting efforts for submission of the President’s budget request for Fiscal
Year 2012. These submissions will reflect the savings called for by the Secretary.
While inherently governmental work is performed by government employees, con-
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tractor involvement in the planning, programming and budgeting process varies by
Component.

Mr. CriTz. What is the plan for the services to identify savings within their
branches? Will it be a top-down approach with the comptrollers or Chief Manage-
ment Officers (CMO) identifying areas to cut back? Or, will it be a bottom-up ap-
proach with each agency and unit tasked with finding savings? If it is a bottom-
up approach, how will the CMO’s ensure cooperation throughout the service?

Ms. McGRATH. The Secretary of Defense provided savings and efficiency goals to
each of the Defense Agencies, Military Departments and Combatant Commanders,
but he allowed them broad discretion on how to reach these goals. The Secretary
particularly urged Components to seek efficiency in their headquarters and adminis-
trative functions, support activities and other overhead and apply those savings to
the warfighter. That is, he asked Components to transfer savings from bureaucratic
“tail” to warfighting “tooth.” Apart from the Secretary’s broad guidance, Compo-
nents developed their own methodology to achieve these goals. Component efforts
to meet the Secretary’s goals and follow his guidance will be scrutinized as part of
the annual Department of Defense budget build, i.e. the program review for Presi-
dent’s Budget 2012.
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