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INITIAL CONCLUSIONS FORMED BY THE DEFENSE
STRATEGIC CHOICES AND MANAGEMENT REVIEW

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
Washington, DC, Thursday, August 1, 2013.

The committee met, pursuant to call, at 10:07 a.m., in room
2118, Rayburn House Office Building, Hon. Howard P. “Buck”
McKeon (chairman of the committee) presiding.

OPENING STATEMENT OF HON. HOWARD P. “BUCK” MCKEON,
A REPRESENTATIVE FROM CALIFORNIA, CHAIRMAN, COM-
MITTEE ON ARMED SERVICES

The CHAIRMAN. The committee will come to order.

Good morning, ladies and gentlemen. The committee meets today
to receive testimony on the Defense Department Strategic Choices
and Management Review.

This committee has frequently encouraged the Pentagon to fully
plan for sequestration and to make the consequences of several
rounds of budget cuts known. With that in mind, I welcome this
review and what it seeks to achieve.

I note that the President has directed the Department to main-
tain his 2012 defense strategy even though his senior commanders
have testified that the strategy would have to be revised in the face
of additional budget cuts. Any further consideration of strategy has
been deferred to the Quadrennial Defense Review, which will not
report out until next February at the earliest, which is actually
after the next budget is supposed to be presented.

In the meantime, the report makes clear that the Department
will proceed with changes in force structure, compensation, and
further efficiencies without a new strategy. The most optimistic
scenario has the President requiring DOD [Department of Defense]
to find another $150 billion on top of the $487 billion that has al-
ready been cut.

To make matters worse, even if all of the options in this report
were adopted, it would only address 10 percent of the true budget
shortfall in the next year or two. The math simply does not add up.

This report also makes clear what I have been warning about for
over 2 years: Further cuts will cause catastrophic readiness short-
falls. We will lose our workforce and ability to recruit and retain
the All-Volunteer Force, and our influence around the world will
continue to diminish.

There is agreement on both sides of the aisle and both sides of
the Potomac that these cuts embolden our enemies and jeopardize
U.S. national security. We often talk of risk, but I hope that today
we will have a frank discussion about how this funding profile for

o))



2

defense limits the ability of this country to protect our national
security interests, not simply that we are accepting more risk,
but what that means for the Nation and our men and women in
uniform.

I look forward to hearing the testimony, and I thank both of our
witnesses for being here today.

Mr. Smith.

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

STATEMENT OF HON. ADAM SMITH, A REPRESENTATIVE FROM
WASHINGTON, RANKING MEMBER, COMMITTEE ON ARMED
SERVICES

Mr. SMITH. Thank you, Mr. Chairman. I appreciate this hearing;
as well, our witnesses being here.

This is an incredibly important topic, and, really, it all comes
down to sequestration.

The plan, the strategy that the President and the DOD laid out
a couple years ago based on the reductions in the budget was chal-
lenging, to be sure, but manageable. And I think the strategy
matched the amount of money that was reasonably available and
also matched our national security challenges and threats as best
as they could.

Now we have sequestration coming down at us, and there is real-
ly no, you know, end in sight to that. 2013 has been difficult, 2014
is coming, and there are 8 years after that. And the impact on our
defense budget and the impact on what we can do in terms of na-
tional security is deep and profound. It has already had an impact
on the readiness that is available for this year, and then we are
only, what, 3, 4 months into the first year of sequestration. It is
going to keep getting worse.

And I really hope our witnesses drive home that point today,
that if Congress does not act, if we don’t do something to shut off
sequestration, we have a very bleak future in terms of our national
security.

And that is not to say that the defense budget can’t take cuts.
It can. I think there are a lot of places where you could find greater
efficiencies. There are a lot of places where we could reduce the
budget responsibly and meet our national security needs. But say-
ing the defense budget can take cuts and saying that it can take
10-percent, across-the-board cuts every year for 10 straight years
are two entirely different things.

And the impacts of those cuts are deep and devastating and
would fundamentally alter our commitments to the world and our
commitments to our own national security and would also have a
devastating impact on the industrial base. And by “industrial
base,” I mean jobs. I mean manufacturing jobs, good jobs that real-
ly help our economy, protect our workforce. And while a lot of that
is defense-focused to begin with, we build skills and expertise that
then helps us in the commercial sector, as well. We would lose that
also. This is caused by sequestration.

Now, our budget deficit for 2013 and 2014, the projections on
that have come down significantly in recent months. Personally, if
I could do it, I would simply turn off sequestration. It was done as
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a threat, and so we never really wanted to implement it; we just
figured it would be so bad, it would force broader deficit reduction.
Well, it didn’t. So why do we keep it on, when we see the impact
that it is having on our national security, our defense, and, by the
way, on a whole lot of other discretionary programs, as well?

But since there appears to be no appetite for simply, you know,
stepping back from the blind threat that we made a couple years
ago, it is incumbent upon Congress to come up with some sort of
plan to find savings and tax increases that can cover the costs so
that we don’t have to do sequestration and further devastate the
discretionary portion of the budget, of which defense is over half.

And, sadly, it seems like the appetite to do that is lessening in-
stead of growing around here. And I know people say, well, you
know, the sky didn’t fall, the economy didn’t completely collapse
when sequestration happened, but the final point I will make is
that sequestration is the classic, you know, “boiling the frog in the
water.” It is a slow process; it doesn’t happen overnight. But when
you look at the outyears, the charts as we go forward as these cuts
get piled on top of each other, you know, the impact is deep and
profound.

And it is something that I would urge every member of this body,
not just of this committee, to really take seriously when we look
at how we deal with sequestration. Whatever the plan is to come
up with savings as an alternative, we have to put it on the table.
Because the impact of this is really, really going to be deep in all
of the ways that I have described and others as well.

I can’t say that I look forward to the testimony. I don’t. It is not
going to be pleasant. But I hope everybody hears it and it moti-
vates people to act.

I yield back. Thank you.

[The prepared statement of Mr. Smith can be found in the Ap-
pendix on page 50.]

The CHAIRMAN. Thank you.

Every member of this committee, I am sure, is very frustrated.
Our job is to look after the national defense of the Nation. Both of
you gentlemen, that is your job also. We work in tandem. At times,
we get frustrated because you come from the Pentagon, we come
from the Hill. And I know we will have tough questions. I under-
stand Mr. Smith’s comment about he doesn’t look forward to the
testimony, because it is tough and we are going to have to some
way get through it.

But I want to say at the outset, we are all on the same team.
We are all signed up to look after the defense of this Nation. We
just come from different parts of the city. And, some way, we have
to come together to get this problem resolved.

Today was the first I learned that we—I guess we had been so
involved with the sequestration, I didn’t notice the $150-billion cut
in the outyears that the President had already included in his
budget on top of the $487 billion and on top of the $100 billion that
Secretary Gates had had cut through efficiencies and had said that
most of it we would be able to get back, and that turned out that
we weren’t able to.
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So we are fortunate to have with us today Dr. Ashton Carter,
Deputy Secretary of Defense, and Admiral James Winnefeld, the
Vice Chairman of the Joint Chiefs of Staff.

Thank you, both of you, for being here.

And, Dr. Carter, the time is yours.

STATEMENT OF HON. ASHTON B. CARTER, DEPUTY
SECRETARY OF DEFENSE

Secretary CARTER. Great. Thank you, Mr. Chairman, Congress-
man Smith, all the members of the committee. We do appreciate
the opportunity to be here with you to discuss the results of the
Strategic Choices and Management Review.

And to get to something the chairman just said, you know, we
are all Americans, and we very much appreciate the support this
committee gives to our people in uniform. It really comes from the
heart. It matters a lot to us. And we thank you for taking the time,
which you have to devote to so many topics, to devote to us and
our Department. So thank you.

And, also, before I get started with a brief recap of what the
SCMR [Strategic Choices and Management Review] was about, if
I could, I just want to emphasize something the chairman said at
the very beginning which is very important, which is the need to
act strategically in a time of budget transition.

We face two great transitions which are occurring simulta-
neously. One, and the most important one, and I think what the
chairman’s point was, is the strategic transition from the first post-
9/11 decade, where we have been so preoccupied, of necessity, with
the wars in Iraq and Afghanistan, to a new era and to facing and
dealing with the problems and opportunities that are going to de-
fine this Nation’s security future.

That is a transition we have to make irrespective of budget, but
it happens to coincide with a very turbulent time in terms of our
budget and our ability to plan; hence, the SCMR, Strategic Choices
and Management Review. And it has two parts to it, Mr. Chair-
man. It has the strategic part and it has the management part, as
you said.

Now, the management part is not strategic. That is about IT [in-
formation technology] efficiencies, overhead reduction, compensa-
tion reform. And none of that is strategic, but if we don’t address
those issues, which we did in the SCMR, then we would have to
take all of any budget cuts out of investment, modernization, and
force structure, which we don’t want to do. So we wanted to look
at both, and in the SCMR we did look at both. I will make some
brief remarks about both.

But to your point, Mr. Chairman, you are absolutely right. And
we did take a strategic look at those budget reductions, but there
is a very important finding, which was that, when you took a stra-
tegic view and you tried to build your future strategically, we were
unable in that strategic approach to fill the sequestration gap in
the early years. I think that is what you meant about the numbers
don’t add up. They don’t add up in the early years, because the
things we have to do under sequestration are not strategic; they
are dumb. And so you can’t make it add up in the early years.
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That is an important finding of the SCMR. I will say a little bit
more about that later, but I think that that is exactly right.

And, of course, the SCMR is the preparation for the budget, as
you mentioned, fiscal year 2015. And we do need to make these
plans and these changes now and not wait for the Quadrennial De-
fense Review, as you said, which will be a help to us and which
we do need to conduct, but it does come late in the process, as you
said.

Let me begin by saying, you know, we, of course, support the en-
actment of the President’s 2014 defense budget proposal because it
does support the goal of deficit reduction while providing, as we
will see and as the SCMR indicated, an adequate level of resources
to maintain a strong national defense in a rapidly shifting and
highly complex global security environment.

But, since March 1st, sequestration has been the law of the land.
Secretary Panetta and I began warning about the negative impacts
of sequestration on the Defense Department almost 2 years ago.
And, in fact, it was 1 year ago today that I testified before this
committee that sequestration would have devastating effects on the
Department, both because of the size of the sequestration cuts and
because of the mindless way that the law requires them to be allo-
cated. And, as predicted, sequestration’s impacts on the Depart-
ment’s operations have been very unfortunate and far-reaching.

And in the absence of an overall longer-term budget agreement
between Congress and the President, we have concluded that we
must prepare and plan for the possibility that sequestration-level
budgetary cuts imposed by the Budget Control Act will remain in
effect, as Congressman Smith said, for the years ahead and not
just for this year.

And, accordingly, in March, Secretary Hagel asked me, working
with the Chairman of the Joint Chiefs of Staff, the Vice Chairman
of the Joint Chiefs of Staff, and all the Department’s civilian and
military leadership, to conduct the Strategic Choices and Manage-
ment Review in order to prepare the Department for a range of
budget scenarios.

And, as its title suggests and as I mentioned, the SCMR had two
parts, one focused on strategic choices and one focused on manage-
rial ones, and a unified view was necessary.

The scenarios, budget scenarios, we considered in the SCMR re-
flect today’s budget debates. They range from the President’s fiscal
year 2014 defense budget proposal, which included, as the chair-
man has noted, an additional $150-billion reduction in defense
spending over fiscal years 2014 through 2023, most of those cuts
occurring later in that period, to the Budget Control Act sequestra-
tion caps, which would cut $52 billion from defense in fiscal year
2014 and then 50 again and 50 again and 50 again and 50 again
for 10 years.

The formal process of the Strategic Choices and Management Re-
view is now complete, and its findings are sobering. We hope we
will never have to make the most difficult choices that would be
required if the sequestration-level budgetary caps persist. But the
SCMR formulated and framed these kinds of choices for us, and
now we are at least prepared if confronted with this scenario.
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You can read the details about our findings in the written testi-
mony that the Vice Chairman and I submitted to this committee,
which I would request be entered into the record. Let me just share
with you the three key findings of the SCMR.

First, in all of the budget scenarios we considered, savings from
reducing DOD’s overhead, administrative costs, and operating ex-
penses, which we refer to as “efficiencies,” as well as serious re-
forms to compensation for civilian and military employees, both are
crucial.

Compensation alone makes up more than half of the defense
budget. If overhead and compensation continue to grow as the over-
all budget shrinks, then all of the impact of the cuts will fall on
the other parts of the defense budget—on force structure, on train-
ing for readiness, and on investment in new technologies—result-
ing in reduced combat power and increased national security risk.

These reforms are difficult and painful, but we have to do them.
And to do them, we need the partnership of Congress and the lift-
ing of many legislative restrictions under which we now operate.

And we also found, however, that even the most aggressive and
ambitious packages of efficiencies and compensation reform that we
mapped out in the SCMR are not, by themselves, enough to meet
the budget reductions called for in any of the scenarios we ana-
lyzed. The SCMR showed that cuts in combat power, force struc-
ture, readiness, and investment will be necessary in all three of the
budget scenarios.

The second finding regards sequestration. The SCMR found that
over time a combination of carefully chosen efficiencies and com-
pensation reforms, combined with various carefully and strategi-
cally chosen alternative approaches to cuts in force structure, in-
vestment, and readiness, could achieve sequestration-level cuts
over time. But there is no strategically and managerially sound ap-
proach to budget cuts that can close the gap within the next few
years.

I think that is your point, Mr. Chairman, about the numbers not
adding up.

We simply cannot downsize the force prudently in a few years.
Ten, yes; in a few, no. It takes time to downsize forces, to cut em-
ployees, to close bases, to reap savings from reforms. These stra-
tegic adjustments take time.

If sequestration-level cuts must be implemented in the mean-
time, drastic measures that are not strategically or managerially
sound are the result. And you see this already in fiscal year 2013,
this year, where we had sequestration applied immediately, result-
ing in such actions as readiness standdowns and furloughs. Flexi-
bility in time is essential.

And the third major finding of the SCMR concerns strategy. The
SCMR showed that the President’s fiscal year 2014 budget proposal
allows the Department to still implement the main tenets of the
President’s defense strategic guidance. Force reductions in this sce-
nario are necessary but, if accompanied by efficiency and com-
pensation reforms, can be made in a way that incurs only minimal
risk in our strategy, cutting parts of the force that are in a sense
excess to our strategic needs—in particular, for example, reducing
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the size of our ground and tactical air forces as we draw down from
more than a decade of stability operations in Iraq and Afghanistan.

But, in contrast, the BCA [Budget Control Act] budget, or se-
questration budget, if mandated over the full 10 years, would, in
addition to the drastic measures in the early years just noted, force
the Department to make such significant changes to the force that
we would have to change parts of the Nation’s defense strategy—
changes that would mark a significant departure from the missions
our Nation has been accustomed to being able to accomplish.

The SCMR examined two illustrative strategic options to reach
sequestration levels that bracket our choices in each force element
and various choices in between: one bracket that seeks to preserve
a modernized force by sacrificing capacity and one that preserves
a larger force at the expense of modernization. Neither is compat-
ible with the current strategy, as defined in the President’s defense
strategic guidance. Under sequestration, a large number of critical
modernization programs would be at risk, and we would see signifi-
cant reductions in force structure.

So, to reiterate, the SCMR did not make final choices among
these possibilities because we hope never to have to face them, but
it did map out various options to reach each budget scenario. The
SCMR produced options that would prepare the way for these large
cuts, but I have to emphasize that plans alone cannot avoid serious
damage to our military capabilities.

Tragically, this prospect of serious damage to national security,
detailed in the written testimony we have submitted, is not the re-
sult of an economic emergency or a recession that makes a sudden
reduction in expenditures necessary. It is not because defense cuts
are a mathematical answer to the Nation’s overall fiscal challenge
or because paths of revenue growth and entitlement spending have
been explored and exhausted. It is not, surely, because the world
has suddenly become more peaceful. It is not due to a break-
through in military technology or a new strategic insight of some
sort that makes continued defense spending unnecessary. It is
purely the collateral damage of political gridlock.

And friends and potential enemies around the world are watch-
ing our behavior. To be sure, America will remain the world’s
strongest military power, but we are accepting unnecessary risk.

Secretary Hagel and I also fully support the President’s overall
budget plan in his fiscal year 2014 budgetary proposals for other
Federal agencies.

DOD depends on a strong education system to provide qualified
recruits for our All-Volunteer Force; an unrivaled science and tech-
nology base and a strong manufacturing base to maintain our deci-
sive technological edge; infrastructure that surrounds our bases
and installations; and other agencies of law enforcement, homeland
security, intelligence, and diplomacy to complement the military in-
strument of power; and, more generally, on a strong economy to
buttress our role in the world.

We in the Department of Defense are prepared to make difficult
strategic and budgetary choices, but in order to sustain our mili-
tary’s unrivaled strength, we need the cloud of uncertainty dis-
pelled and not just moved to the horizon.
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Along with budget stability, we need time to make changes stra-
tegically, and we need the support of Congress to make budget cuts
in a managerially sensible way. We need to return to normal budg-
eting and a deal that the Congress can pass and the President can
sign. And then, together with Congress and this committee in par-
ticular, we can continue the strategic transition upon which we
need to be embarked with certainty and stability.

Thank you.

[The joint prepared statement of Secretary Carter and Admiral
Winnefeld can be found in the Appendix on page 51.]

The CHAIRMAN. Thank you.

Admiral.

STATEMENT OF ADM JAMES A. “SANDY” WINNEFELD, JR., USN,
VICE CHAIRMAN, JOINT CHIEFS OF STAFF, U.S. DEPART-
MENT OF DEFENSE

Admiral WINNEFELD. Chairman McKeon, Ranking Member
Smith, members of the committee, and I would allude to the chair-
man’s remark, I would say teammates in supporting our national
defense, good morning. And thank you for the opportunity to ap-
pear today on this important topic.

I was confirmed for this position the same day that the Budget
Control Act was passed in 2011. I have had the opportunity to par-
ticipate in every effort since then within DOD to cope with this un-
fortunate mechanism for reining in our spending in support of the
national security imperative of deficit reduction. This includes the
initial BCA cuts that year, and it also includes the carnage of the
fiscal year 2013 sequester in its timing, its magnitude, and its
mechanism.

As we look toward an uncertain future, I helped Deputy Sec-
retary Carter lead the SCMR as we stared into the chasm of what
we call “sequester forever.” And so I would make the following
points this morning, many of which will underscore what Deputy
Secretary Carter said.

First, I want to assure you that the SCMR process was very col-
laborative, with the Services and combatant commanders and other
DOD components participating at every stage. This was a deep and
painful internal look at every corner of our institution. All the
stakeholders were involved in the process, and the process has
made us better.

Second, the SCMR was not an academic exercise. We looked at
everything, and we did it from the viewpoint of balancing strategic
ends, ways, and means. As you may recall, the defense strategic
guidance published a year and a half ago was our first bite at this
apple, because all three elements of that equation had changed.
The potential for additional cuts now further upsets that balance,
and the SCMR offers us choices on how to restore it.

When the means come down drastically, something else in the
equation has to give, or we will face a strategic say-do gap. With
reduced means, we will work as hard as we can on the ways we
use in order to preserve the ends we need to meet at acceptable
risk. But, in the end, we could face a serious decline in our ability
to protect this Nation and our allies.
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Third, the most damaging element of this whole process, as Dep-
uty Secretary Carter has alluded, is the speed at which the reduc-
tions hit us. They are sudden and deep rather than backloaded and
gradual.

For a variety of reasons—for example, how fast we can or should
get people out of the service, and the legislative limits on the ways
we can cut—at the BCA level of reductions, they simply happen
faster than we can digest them in a balanced and sensible way. On
that profile, all we will be able to do in the early years is grab
money wherever we can, mostly out of the modernization and read-
iness accounts, which is particularly disruptive to our ability to de-
fend this Nation.

Fourth, again, as the Deputy said, we need the freedom to find
savings in our structural costs and our compensation first, or the
structure, modernization, and readiness of the force that defends
our Nation will have to be reduced even more.

I can tell you Chairman Dempsey and I are very concerned that
most of that could come on the back of readiness. And, indeed, no
matter what happens with the fiscal year 2014 budget, we will
begin next year trying to dig out of the readiness hole that seques-
ter created for us this year. Imagine trying to be in a swimming
race where you have lead weights on your legs and starting that
race when you are already out of breath. That is the situation we
will be facing in fiscal year 2014. And this is a real problem that
is getting worse every day, and we ignore it at our peril.

Fifth, I want to emphasize that this effort was about teeing up
choices. No decisions have been made, because they cannot yet be
made, because we don’t know how much money we are going to
have, and we don’t know when we are going to know how much
money we are going to have, and we don’t know what the rules are
going to be when we find out. And so it is very hard to produce
a strategy when one leg of the ends, ways, and means stool is so
uncertain.

Moreover, I am concerned, and Chairman Dempsey shares my
concern, that as Members begin to understand what these cuts
mean in real terms, we will end up with legislation or amendments
that foreclose bit by bit the levers that we need to shape this force
strategically, and they will funnel us in to principally taking the
only thing that is left, and that is readiness, which really has no
constituency other than the young soldier, sailor, airman, or ma-
rine putting his or her life on the line for our Nation’s security in-
terests. And we are already seeing this.

It will be truly shameful if we allow this force to travel further
down the path to becoming hollow than it already has over the
course of this year. I believe the members of this committee can
help fix this by reaching a compromise that changes the mag-
nitude, the profile, and the mechanism of these cuts and avoids a
destructive continuing resolution with the sequester mechanism
riding on top of it.

So, to the degree that we must cut, we ask you to support ex-
panded reprogramming flexibility so we can shape the force strate-
gically. Allow us to make needed but fair adjustments to the way
we compensate our people, and allow us to shed unnecessary struc-
ture and infrastructure.
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In short, we have enough uncertainties among the many security
risks facing this Nation today. We need your help in removing the
risk of the financial uncertainty that faces your Department. It is
the least we can do for the magnificent young men and women who
stand on the front lines for our Nation and who, no matter what
happens, will always strive, supported by our fabulous DOD civil-
ians, to remain the finest fighting force in the world.

So I would like to thank you for your continued support of those
wonderful people, and we stand ready to support you with what-
ever information you need to get this done.

I look forward to your questions, and thank you very much.

The CHAIRMAN. Thank you.

You know, I have been struck by the news reports that have sug-
gested that senior defense leadership saw this review as an effort
to, “set clear strategic priorities to implement the President’s de-
fense strategic guidance at a time of huge financial challenges.”

Indeed, our briefings yesterday that some of us were able to at-
tend made it clear that the President directed the DOD to retain
the defense strategy and not to use the SCMR to contemplate alter-
native frameworks.

Yet, last April, General Dempsey testified, “We adjusted our
strategy after the lessons of 10 years of war and our projection on
what the Nation would need in 2020, and we mapped the 2013 to
2017 budget to it, absorbing the $487 billion cut, and that if we
have to absorb more cuts, we have to go back to the drawing board
and adjust our strategy. What I am saying to you today is that the
strategy we would have to adjust to would, in my view, not meet
the needs of the Nation in 2020.”

This February, he went on to say, “The question I would ask this
committee: What do you want your military to do? If you want it
to be doing what it is doing today, then we can’t give you another
dollar.” That said after the $487 billion in cuts. Since then, we
have had sequestration piled on top of that, which is another $500
billion, after he said, we can’t do this strategy if we give you an-
other dollar—$500 billion and $150 billion. That is $650 billion on
top of it.

Now, I know the President took the $500 billion out of his budg-
et, he put the $150 billion, but the $500 billion is law. And until
it is changed, we have to consider that that is the law.

Admiral Winnefeld, do you agree with these statements of Gen-
eral Dempsey?

Admiral WINNEFELD. Chairman McKeon, what I do agree with is
that the President never directed us to not depart from the DSG
[Defense Strategic Guidance], as far as I can remember. Basically,
we used the defense strategic guidance as the baseline, and it was
something that we strove to protect as best we could with potential
budget cuts.

What we discovered as we went through this is the deeper those
budget cuts go, and particularly under the BCA cut levels, the $52
billion forever, that it is going to be very hard to execute that strat-
egy. There are areas where it will break. And I would say that we
can’t write a new strategy until we know what the bottom line is
going to be, what level of cut we would have to take.
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So we are sort of trapped in this strategic no man’s land of—we
now understand, based on the SCMR, what choices we might have
to make, which would certainly inform a new strategy if we had
to write one. But we don’t know which choices we are going to have
to make until we know what the level of funding is going to be. So
we are really sort of trapped there in that regard.

And I would also add that, you know, this was a very deep and
painful process. In it, we really, really strived, as Secretary Carter
mentioned, to find more efficiencies. It is just something we always
try to do; it is where we want to turn first. And when you can do
that, and if you look at compensation, those things don’t really
start to add up until the outyears. And that is why you see a great-
er willingness to maybe take some of that step but have it
backloaded, because that is where we can get it. We can’t get that
upfront.

The CHAIRMAN. You know, I guess we just look at this strategy
a little differently. We had a strategy that has been good for this
Nation since World War II, where we would be able to fight two
major conflicts at a time, a lesson that we learned in World War
II. And that strategy has stood us well up until a little over a year
ago, and we were forced to cut $487 billion out of defense. We cut
almost a trillion dollars out of our domestic spending, and half of
that came out of defense, even though defense only accounts for
about 17, 18 percent of the overall spending. Defense got the big
hit. And as a result of that, the strategy changed. And like I say,
that was just a little over a year ago.

I have always felt like what we would expect of our military lead-
ers is, you tell us the threats that we have, you set a strategy to
meet those threats and then how much it is going to cost to do
that, then we have to someway come up with the money, instead
of, this is how much money we have and then how do we devise
a strategy to fit the amount of money.

With further sizeable cuts, will a new defense strategy be re-
quired because the President’s 2012 defense strategy can no longer
be supported with acceptable risk? You know, in the discussion yes-
terday, we didn’t talk about any different risk or how much more
risk we are going to have to accept.

If not, will we see an updated chairman’s risk assessment? You
know, the last QDR [Quadrennial Defense Review] really didn’t do
an adequate job of really telling us what the risk would be out 15,
20 years. I hope the one that we get next year will do a better job
of that.

If we are going to see—if we are going to keep the President’s
current strategy and resource it less, because the last one already
described significant risk, where does that leave us? How are we
going to find out what additional risk we are asked to assume if
we follow through with all of these cuts?

Admiral WINNEFELD. So, a couple of things.

First of all, in the initial part of your question, I share your frus-
tration. We would like nothing more than to be able to state the
ends first and then naturally have the means appear. But, in the
real world, we really can’t do that. It really is a balance of ends,
ways, and means. And we have to look at the ways we have, we
look at the ends we are trying to achieve in the world, the means
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we have, and try to be as innovative as we possibly can to try to
achieve balance, achieve an equilibrium among those things. We
have to have our strategic work informed by means.

Now, we would love, again, to do that, just set the ends and give
us the money, but that doesn’t really work very well—

The CHAIRMAN. You know, Admiral, the real world can change
on a dime. When Pearl Harbor happened, I am sure everything
changed, and we changed our focus, and all of a sudden we found
whatever resources we needed to meet the threat, and everybody
bought in. The problem is now everybody isn’t buying in with ev-
erything we have got. But I understand what you are saying about
the real world.

Admiral WINNEFELD. If I could, just very briefly on the defense
strategic guidance, the chairman, when we submitted that this
year, did hold out that if the financial situation gets worse, we
might have to provide an update. And we are considering at this
moment whether we are going to do that.

And we reframed the chairman’s risk assessment this year. Rath-
er than being sort of a regional tour d’horizon, we tried to frame
it in what we call, you know, national security interests or national
defense priorities. And that is the approach we would take if we
were to provide an update, sort of a midterm update.

Secretary CARTER. Mr. Chairman

The CHAIRMAN. You know, I really think that is needed, because
we try to go and explain this dilemma to the other Members of
Congress, who right now are sitting in other committees, they are
studying other issues, they are not focused on this issue. And when
we just say, we are really cutting the military too much, they don’t
understand. But if we were to say, a third of our air force is
grounded, we could not right now do another Desert Storm, we
could not do—what are the things we cannot do with the $487 bil-
lion cuts we already have and if the sequestration continues? We
need to be able to tell the world.

I think the world is watching, but I am not sure all the American
people are, and I am not sure all the other Members of Congress
are. Because I don’t think people are quite grasping the real sig-
nificance and the real importance of what these cuts are doing, the
devastation that they are causing to our ability to defend our
Nation.

Secretary CARTER. Mr. Chairman, if I can just add one thing to
what the Vice said and just reinforce, the President’s strategic
guidance—in the testimony we submitted is the letter that Sec-
retary Hagel signed kicking the SCMR off, and the phrase he used
in there was that the President’s strategic guidance would be the
“point of departure.”

And so it was recognized from the beginning that if we get big
budget cuts relative to the strategy that we designed a year and
a half ago, there is an impact on strategy, there is no question
about it. I think that is what the Chairman was saying to you pre-
viously, and that is what the Vice said, and that is certainly true.
I just want to be absolutely clear about that.

Now, when you make those strategic choices, you can make them
in different directions. You pointed to the question of capacity for
simultaneous conflicts. That is an important ingredient of strategy.
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There are others: nuclear deterrence, counterterrorism, and so
forth. But as the Vice said, as the budget is disrupted and reduced,
there are going to be things we can’t do any longer.

And we adumbrated that in the Strategic Choices and Manage-
ment Review. And we continue to work on how to adjust to that
circumstance. We know the world is watching. It is embarrassing
and unsafe to be in the situation we are in, which is scrambling
in this way.

The CHAIRMAN. Thank you.

Mr. Smith.

Mr. SMITH. Thank you, Mr. Chairman.

Just an observation at the start of mine. I mean, it is a matter
of budget choices. I mean, if we want to say to the Defense Depart-
ment, you know, tell us what you need to do and then we will get
you the money, then we need to make choices in other parts of the
budget, both on revenue and on spending.

And then the choices we have made in the last decade, you know,
have been to, you know, dramatically cut taxes and dramatically
increase spending. You know, even on entitlements, we passed a

rescription drug benefit and we have cut taxes by some $6 trillion,
57 trillion over the course of the last, you know, 10 years. And here
we are.

So if you take the isolated portion of the defense budget, you can
argue for more money for it, but if you really want to argue for
more money for it, then you have to argue for less someplace else
or, as I have advocated, for more revenue. And that is what is real-
ly missing from the discussion, is that, you know, sort of, grand-
bargain approach to better align where our spending is at.

And don’t get me wrong. As I have said earlier, I certainly think
the defense budget—the chairman and I probably don’t see eye to
eye on this—can take a portion of that. There could be some cuts
there and we could still meet our strategy.

The problem is, what the Budget Control Act did is it put every-
thing on the discretionary budget, you know, and it put all of the
cuts, you know, not just on defense but on transportation, infra-
structure, research. Some of my colleagues on other committees
have been getting, you know, similar briefings to this about NIH
[National Institutes of Health] funding or about infrastructure
funding that, trust me, are just as devastating in terms of the pri-
orities and in terms of protecting our country.

So that brings me back to the original point, that if we want to
stop sequestration, we have to honestly address those other issues.

Dr. Carter, I wanted you to elaborate a little bit on the personnel
side of it. Because that is the other problem, is that Congress has
restricted you; not just that we said 10 percent across the board,
we then also restricted where you can make those cuts in ways
that make it even more difficult.

The committee is adamantly opposed to base closure, so you have
no flexibility where that is concerned. Personally, I support base
closure. I think if we are going to bring down the size of the force,
it is completely logical. We have refused to do anything except the
modest increase we did on TRICARE [Department of Defense
health care program], I think, a couple years ago. And on the per-
sonnel side, you know, we continue to exempt that.
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Can you walk us through those numbers a little bit and how
being able to have some more flexibility in those and perhaps other
areas could help you?

Secretary CARTER. I absolutely can.

Let’s start with compensation. Compensation, both military and
civilian, makes up about half of our budget. Nobody, in my judg-
ment, none of our soldiers, sailors, airmen, marines, or DOD per-
sonnel, is overpaid. We value these people. We want them, and,
garticularly those who are fighting for us, we value what they are

oing.

But we cannot continue to have compensation grow in the way
it has over the last decade, or it won’t be half of the budget, it will
be 55 percent, 60 percent, and so forth. So, at some point, the rate
of growth in pay needs to slow.

We have made, as you indicated, proposals that would do that
that we think both adequately honor our forces, are effective in the
labor market in keeping really good people coming into our mili-
tary—because that is what makes our military great—and are fair.
And we have not been able to make those changes.

Likewise with health care. Health care in DOD, like health care
in the rest of the economy, is growing in such a way that, once
again, it will engulf the rest of the budget. We have made some
proposals that we thought were fair, reasonable, we thought about
them very hard, and were not able to get them enacted.

In the SCMR, we identified—I am looking at the numbers here—
over the 10-year period, $63 billion over that period in additional
efficiencies that we think we can get and $97 billion in compensa-
tion changes that we would recommend. So that is 160 out of the
500; that is about a third of the cuts we are required to take,
out of more than half of our budget, so it is still not cutting in
proportion.

But we need support for these things. You mentioned BRAC
[Base Realignment and Closure]. That is another popularity win-
ner. But I can’t tell you anything else but that we need to do that.
Otherwise, we will be all “tail” and no “tooth” to our military.

So these aren’t strategic questions, as I said at the beginning;
these are managerial questions. But they have strategic con-
sequences, because we will end up with these bills overwhelming
investment and everything else. So we really do appeal for under-
standing and support here.

We intend, as part of the fiscal year 2015 budget, as we did in
2014, as we did in 2013, and back when I was with Secretary Gates
in 2010 and 2011, then also, appealing to be able to make these
changes.

Mr. SmiTH. Well, you are kind of——

Secretary CARTER. That is the smart and sensible way to take a
bite out of budget cuts if we do face them.

Mr. SMITH. Yeah, you are kind of trapped in the middle here, in
that, you know, collectively, Congress is doing nothing about se-
questration, but, individually, we all want to imagine that it is not
going to happen, so that we look at, you know, cuts that impact our
districts or impact programs that are important to us, and we fight
them just like it was 8 years ago, you know, when we had a big
defense budget.
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And it is like Congress has kind of got to choose. I mean, if we
don’t like sequestration, if we want to, you know, preserve these
bases and preserve all these other things, then we had better stop
sequestration. But as long as it continues to roll on, we are way
behind the curve on adjusting to the new reality and giving you the
ﬂex}l&ility that you need if, in fact, sequestration is the way of the
world.

And, as I said, I would turn it off tomorrow, but we don’t have
the votes for that. So if it is what it is, we have to start legislating
within that reality.

Thank you. Appreciate the testimony.

I yield back.

The CHAIRMAN. Thank you.

Mr. Thornberry.

Mr. THORNBERRY. Thank you, Mr. Chairman.

Dr. Carter, just to be a little more specific on what you and Mr.
Smith were talking about, I am looking at a chart that shows fiscal
year 2014 in particular. And it shows the specific recommendations
that you all have made on pay and health care and retaining air-
craft and ships, and it ends up being about $5 billion worth of dif-
ference in fiscal year 2014. But that leaves about $47 billion worth
of difference that it doesn’t touch.

And so, to me, I take your point. It is a little bit like my constitu-
enécs who argue, I know how to balance the budget, just cut foreign
aid.

Well, there are proposals you all have made. We have not agreed
with them all, absolutely. But, at the same time, the huge portion
that shows on this chart is not touched at all by the recommenda-
tions you all make for 2014.

I understand, a lot of this is in the outyears and the savings
grow, is part of the answer. But looking at what is right in front
of us, under sequestration, there is $47 billion that you all don’t
have a plan for, right?

Secretary CARTER. Well, we don’t have a strategically and
managerially sound way to make those cuts. That was the point I
made at the beginning. That whole orange pie has to be filled in
with things that you and I would never sit in a room and think
about doing as sensible things.

The little red wedge, yes, is the beginnings of some of the effi-
ciencies that we were just discussing with Ranking Member Smith.

What you see there in orange—it is ironic, because orange is the
color we have used in our own review for dumb gaps—that is a gap
that can’t be made up in a strategically and managerially sensible
way.

That is what we have been doing this year. That is why you see
furloughs. Would you furlough somebody if you thought about it in
advance and could take time? Would you stand down readiness so
that you didn’t have units flying, you didn’t have ships sailing? We
wouldn’t do any of that stuff:

Mr. THORNBERRY. Yeah.

Secretary CARTER [continuing]. If we had our:

Mr. THORNBERRY. The only point I would emphasize is, I think
it is important that we all work to put this in context. And so, for
the Administration to continue to emphasize the request it makes
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that we may disagree with, I think it is a fair point to make it, but
put it in context, that it doesn’t deal with the overwhelming major-
ity of the problem that we have in front of us.

Similarly, base closing, it costs money for 2014. It would make
that problem worse. And, certainly, given the recent track history
of 2005 base closing, it would make it much worse. It is going to
take 15 years before you ever break even, et cetera, et cetera.

Let me just move to Admiral Winnefeld, because I want to ask
one other question.

I understand that the combatant commanders have been in-
structed to update their operational plans 18 months ahead of
schedule. And we probably can’t talk about this in great detail
here, but I would like to know why.

And it looks to me like we are again getting the cart before the
horse, because that basically is the strategy. The demand signal on
the people and the stuff that we need to carry out operations in
certain theaters, you are telling them ahead of time to go ahead
and update that now before any of the rest of this is settled.

Admiral WINNEFELD. There are a lot of really good reasons, Con-
gressman, for taking a look at our OPLANs [Operation Plan]. We
don’t do it often enough to start with. We don’t want to fight the
last war. We are always accused of fighting the last war; I don’t
want to do that.

There are a lot of things that can change that will influence how
you fight. One is evolutions in the threat. And almost every threat
we face in our major planning scenarios—and you can imagine
what they are in the Western Pacific and in Iran and that sort of
thing—those threats are changing rapidly. So we need to account
for that.

Our own technology is changing. Those plans, in many cases, are
written based on old technology that we have. Congress has given
us the funds in the last few years for new technology. We need to
update those plans. The world is changing very quickly.

And I would also say that if we can find a better, more innova-
tive way to execute those plans, that will take some of the pressure
off of the uncertainty in the financial world that we are feeling
right now. But that is not the only purpose for asking them to take
a look at their plans. In fact——

Mr. THORNBERRY. My time is running out. So it is changes in the
world, or is budget included in the reason that they are asking for
doing it 18 months ahead?

Admiral WINNEFELD. It is everything, Congressman.

Mr. THORNBERRY. Including budget.

Admiral WINNEFELD. Ends, ways, and means, including budget.
But mostly the fact that our technology has changed, the threat
trajectory has changed, the world has changed, and I don’t want to
fight the last war.

The CHAIRMAN. Thank you.

Ms. Davis.

Mrs. DAvis. Thank you, Mr. Chairman.

Thank you, both of you, for being here.

I really appreciate the comments that my colleague just made,
but the reality is that, even though the Congress can’t maybe
change all of that and close the gap, there are things that we can
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do. And so I think that we need to look at that within the context,
as well. Because some of those changes, with thoughtful discussion,
might lead to some differences that might be helpful to you. And
I hope that we can do that.

I also wanted to ask about if these furloughs continue. If we
don’t solve the problem of sequestration, will you be forced to con-
tinue to furlough civilian employees?

Secretary CARTER. First, with respect to furloughs for this year,
that is, fiscal year 2013

Mrs. Davis. So I am looking at, yeah——

Secretary CARTER. I understand.

Mrs. DAVIS [continuing]. For fiscal year 2014.

Secretary CARTER. As I understood, you had a question both
about 2013, the continuation, and whether we need to do it in
2014.

With respect to 2013, we hope that we will be able to adjust the
furlough level. We have set it at 11 days. Furloughs are under way.
In most organizations, they are going at about 1 day a week. That
means 1 day, a payday, per week lost for an individual and their
family. This is not a joke. It is very serious and no way to treat
people. And, therefore, we are looking in every way, as we reach
the end of the fiscal year, can we find money somewhere?

I will give you some examples. Some of our war costs associated
with Afghanistan—it is a war, so you don’t know exactly how much
you are going to spend. If, by the end of the fiscal year, we have
money left over, so to speak, we want to be able to see that in ad-
vance and apply that to furloughs.

Mrs. Davis. Uh-huh.

Secretary CARTER. Fuel prices are a little different, changing in
our favor.

So we are looking around as part of our general effort to manage
under sequestration in the smartest way possible, given that it is
a dumb thing. And if——

Mrs. DAvis. What about freezes on civilians?

Secretary CARTER. If we do find funds between now and the end
of the year, we have two priorities. One is to restore maintenance,
and the other is to relax furloughs. So that is what we are doing.

In 2014, if we have sequestration in 2014, and I think the Sec-
retary has indicated this, it goes beyond sequestration to the possi-
bility of RIFs [Reduction in Force]. It goes to the possibility of in-
voluntary separations of service members. Because it just gets
worse and worse and worse over time. Obviously, we hate to do
that kind of thing, but that is the kind of thing that becomes nec-
essary if sequestration continues.

Mrs. Davis. While it is difficult to, I think, see the impacts as
yet—and I think you mentioned this earlier—what do we know
about those impacts, though, in terms of, you know, have you es-
tablished some metrics? What do we know about retention, recruit-
ment? What do we know about performance, productivity? What do
we know about these that might be helpful to us and instructive?

Secretary CARTER. Well, we know quite a bit, and we are trying
to use the experience of operating under sequestration in 2013 to
do better if we have to in 2014, even though the problem gets
worse.
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But I will just give you a few examples of how it is different.
Let’s take an investment program, an acquisition program. You
know, you all, very rightly, and I, especially when I was Under Sec-
retary for Acquisition, Technology, and Logistics, get so frustrated
with poorly performing programs, weapons programs. Well, seques-
ter makes well-performing programs into poorly performing pro-
grams. It drives up unit costs, it causes schedule delay, all the
things we hate, because it is a poor use of taxpayers’ money.

I have already said the impact on people. On readiness—and
Admiral Winnefeld can chime in on this if he wishes, but our
readiness problem will get even worse in 2014 because we have de-
ferred some expenses into 2014 in the hopes that we wouldn’t face
sequestration.

So we have looked at this very carefully. We are as prepared as
it is possible to be for sequestration in 2014. How we are doing it
is outlined in a very long letter that Secretary Hagel sent to Sen-
ators Levin and Inhofe 2 weeks ago, and I commend that to your
attention. It is attached to Admiral Winnefeld’s and my testimony.
And it gives our plan for fiscal year 2014.

But, you know, again, being prepared and having a plan doesn’t
mean it is not really unconscionable.

Mrs. Davis. Uh-huh.

Admiral WINNEFELD. And just very briefly, you asked about the
effect on retention and recruiting. Retention and recruiting are a
very complex animal that depend on a lot of factors—the economy
out in the rest of the country and so on. But I know that the Chair-
man and I are both fond of saying that today’s readiness crisis is
tomorrow’s retention crisis. These folks want to be in, and they will
not stay if they are not training.

Mrs. Davis. Thank you.

The CHAIRMAN. The gentlelady’s time has expired.

Mr. Jones.

Mr. JONES. Mr. Chairman, thank you very much.

And, you know, I sit here and listen to you very carefully. Yester-
day, we had John Sopko, the Inspector General for Afghanistan Re-
construction, in a hearing in the Oversight Committee. You know,
it is almost like we have two different worlds up here. We have the
Washington world, and then we have the world of 49, 50 States out
here.

Down in Jacksonville this past week, the Jacksonville paper,
“Furloughs to Impact Mental Health Treatment,” “Marines React
to Mental Health Furloughs.” I don’t have time to read some of the
comments to you. I would like to.

You know and you have been talking about the problem. And the
chairman made the comment, and he is right, that when we go to
the floor and we talk about all the problems that will hit the mili-
tary and the defenses of our Nation, a lot of Members don’t believe
it. Well, they can’t believe it, because we keep sending money to
Afghanistan, billions of dollars. In the two wars of Iraq and Af-
ghanistan, we spent over $1.7 trillion, and we cannot even ade-
quately take care of the wounded coming back home. Here I gave
the example of the mental-health cuts down at Camp Lejeune.

I think that this Administration and the Congress needs to face
the facts. The facts are, when you have to borrow money as a gov-
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ernment to pay your bills, then you need to reconsider how much
of the world do you want to build empires in. And I do not under-
stand why the President feels the obligation, or the State Depart-
ment, to have a bilateral strategic agreement with Afghanistan.
Karzai is going to leave one day; the Taliban will take over Afghan-
istan. He will be smiling from his castle somewhere that Uncle
Sam and the poor taxpayers built for him.

Dr. Carter, I know you don’t make policy, I understand, as far
as foreign policy. But we need the leadership in this country, both
in Congress and outside of Congress, to start speaking clearly and
honestly to the American people. And the situation is that if we are
going to rebuild our military—which right now we can’t do because
we don’t have the money; we are in sequestration—somewhere
along the way, policymakers have got to start speaking out, that
we have to change our strategy.

And that is what I hope that Secretary Hagel is doing. I have
great respect for him. I think he is a man of integrity. He is a man
that I have the greatest respect for. And maybe that is what we
are headed to.

We have to get smarter with our policies. Because we are going
to be in sequestration a little bit longer, maybe a year or 2, and
you are going to continue to have to take these cuts, furloughs. The
chairman and ranking member are going to have to hold these
hearings. But we are not going to move forward. We are just going
to have these discussions and stay in the same status quo that we
are in today.

So I hope—and I am going to stop, I want to listen to you and
the Admiral—but I hope at some point in time somebody will start
saying, listen, America, you no longer can police the world, nor
should you police the world. Help us rebuild America first and re-
build the military. And that is where we are.

Do you have any comments?

Secretary CARTER. Thank you. Just two things to note.

One is that, whatever any of the Members think of Afghanistan
and the campaign in Afghanistan and the rationale for it and the
success of it and so forth, one thing is for sure, which is of great
importance to the Department, as you note, which is that we are
winding down our involvement in the war in Afghanistan. And peo-
ple are still debating how fast and how much and so forth, but no
question about it.

And that has some real consequences for us. And it gets back to
the very first thing I talked about here, which is: We are and must
be, as a department, embarked on a major transition from the era
we are coming out of, anchored in Iraq and Afghanistan and the
first post-9/11 counterterrorism focus, to what we are going to do
in the future and what we can do in the future given our level of
resources.

That is more important than anything about the budget, to make
that strategic transition. And, in that regard, I very much identify
with what you were saying.

Mr. JONES. Thank you.

The CHAIRMAN. The gentleman’s time has expired.

Ms. Bordallo.
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Ms. BOrRDALLO. Thank you, Mr. Chairman. And thank you for
holding this hearing.

And thank you, Dr. Carter and Admiral, for your honest and
forthright testimony today.

I continue to find it deeply concerning that Congress has placed
the Department of Defense in the position you are in today, to
make these tough, tough choices. And I fully support having a ro-
bust military to defend our Nation and our interests, but we in
Congress must do our part to ensure you have the resources to
meet current and emerging challenges.

I support ending sequestration immediately and in its entirety.
Finding a comprehensive solution to sequestration will allow DOD
to properly plan and prepare for potential conflicts of the future.

And that is the bottom line here. We are not allowing the world’s
greatest fighting force to effectively and efficiently maintain pace.
And it is a message that will see some action in the near future.
And we in Congress are the problem.

Dr. Carter, I would like to know if you can discuss the SCMR re-
sults with respect to the rebalance to the Asia-Pacific region. I met
earlier this week with the Senior Vice Minister of Defense for
Japan, and I understand that you met him as well. While we had
a good discussion on the Marines’ realignment from Okinawa to
Guam, I know we both had concerns about the timing of these
moves.

So can you elaborate on the impact of the Guam realignment and
if you foresee any changes from the previous testimony provided by
yourself and others on the commitment to the Pacific region? And
how does the results of the SCMR exercise impact the realignment,
if at all?

Secretary CARTER. Thank you. And thank you for meeting with
Minister Eto during his visit here.

The rebalance to the Asia-Pacific theater is a central tenet of our
strategy. I think it is so obviously a part of the world that will be
central to America’s future that we will always have that high on
our priority list. And it remains high on our priority list, and we
are doing everything we can under sequestration and in all of these
budget scenarios to protect investments in the rebalance in the
Asia-Pacific.

Now, at the extreme ends, where you get sequestration for a dec-
ade, we are not going to be able to do everything that we have
planned to do in the Asia-Pacific. We are just not going to be able
to do it. But it will still be a priority, and we will still be able to
do much of it.

And it is important that people in the region, both our friends
and potential opponents, understand that we have the capacity and
will to do that.

And there are two reasons for that. One is that we are now able
to shift a lot of the weight that we have had in Iraq and Afghani-
stan to the Asia-Pacific theater. Some of that equipment and those
people are showing up already. And, second, in our budget, what-
ever our budget level is, and as we went through these various sce-
narios, we attached priority to the things that are most relevant to
keeping the peace in the Asia-Pacific theater.
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We have done that for 60 years. It had been good for everybody,
including us. If they think about it, it is good for China, it is good
for India. It is the environment in which Japan, South Korea,
Southeast Asia, all these economies have arisen. There is no NATO
[North Atlantic Treaty Organization] over there. There is no law of
nature that says that there is going to be peace in the Asia-Pacific.
It is the pivotal role of the American military power which has
done that for 60 years. We need to keep doing that and do as much
of it as we can in any budget scenario.

Ms. BORDALLO. Well, thank you. Thank you very much, Mr.
Secretary.

And I have another quick question. I believe the long-range
strike capability is of critical importance, not only in the Pacific re-
gion but for any future conflict we may be involved in. As a co-
chair of the House Long-Range Strike Caucus, I am interested to
know how the Air Force next-gen bomber is addressed in the
SCMR.

Maybe Admiral?

Admiral WINNEFELD. The Long-Range Strike Bomber is a very
important program for us for a number of reasons. Principally, the
two of: It is a vital leg of our strategic deterrent, of the triad; and,
second, it is a very important element of potential future
warfighting concepts that we would need from a standoff capability
and also a penetrating capability. So we are certainly committed to
that program.

As far as I can tell—and I would have to defer to the Under Sec-
retary of Defense for Acquisition, Technology, and Logistics, but I
pay very close attention to this program—it is currently on track.

Now, as far as the SCMR goes, you know, the deeper you go, the
tougher some of this gets. And at the BCA levels, you know, it
could impact that program in terms of timing or what have you.
And it also would depend a little bit on whether you emphasized
capacity or capability, in terms of how many you might buy or
whether you would do the program.

But, at the moment, we remain committed to that.

Ms. BORDALLO. Thank you, Admiral. My time is up. But thank
you very much.

I yield back.

The CHAIRMAN. Thank you.

Mr. Forbes.

Mr. ForBES. Thank you, Mr. Chairman.

And, Mr. Secretary, Admiral, thank you so much for your testi-
mony today on the dire consequences of these cuts.

You know, hindsight is always 20/20. And I would hope that, had
the President had the benefit of your testimony, he would not have
began the massive defense cuts that he started when he first came
into office over 4 years ago. And make no mistake about it: The
President began these massive defense cuts.

The second thing I would hope is the President, listening to your
testimony and in hindsight, would not have suggested sequestra-
tion. And make no mistake about it: It was the White House’s sug-
gestion we do sequestration, which, Mr. Secretary, you said was a
dumb idea. Many of us told them it was a dumb idea then.
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I would hope in hindsight, too, the President, hearing your testi-
mony, would come back and not have signed that into law, which,
make no mistake about it, the President signed it into law.

But what concerns me most is not what the President has al-
ready done but the fact that we hear over and over it is Congress’
problem, but the President has come out even recently and said,
unless he gets all the increases in spending, all the increases in
taxes he wants across Government, that he will not support any ef-
fort Congress makes to fix this for national defense, no matter how
reasonable and no matter how sensible.

So I hope that behind the scenes there will be some folks in the
Pentagon who are trying to be reasonable voices to suggest to the
President that that course of action is wrong and perhaps even
dead-wrong.

And, Admiral, you mentioned in answering the chairman’s ques-
tion that budget impacts strategy. Is that a fair statement?

Admiral WINNEFELD. I think any experienced strategist would
say that it is a balancing of ends, ways, and means.

Mr. FORBES. So would it be fair to say, if you have a smaller
budget, your strategy is going to change, than if you have a larger
budget?

Admiral WINNEFELD. You either change the ends of the strategy
or you accept more risk in executing it. I would say that every
strategy has a band of risk in it. You would like to be in the low-
risk band of any strategy. But as the resources drift away, you
start getting into a higher and higher risk area of that strategy.
And, at some point, you are going to have to change your strategy.

Mr. FORBES. The reason I say that is because, for the last 4
years, this committee, the chairman, many of us have been saying
that the budget was really having an impact on the strategy and
driving the strategy, but, over and over again, we were hearing
people from the Pentagon coming over and dipping their hands in
some sort of mythical bowl and saying, no, no, no, this strategy is
driving our budget, and the budget is not driving the strategy. So
I believe, very clearly, many of these cuts have driven our strategy
and will drive us to a dangerous strategy.

But let me come back to that hindsight being 20/20. If I look
back over the last 2, 3 decades, one of the things that I can see
is that there were some game-changing technologies that took
place, some of them—stealth technology, unmanned systems, preci-
sion-guided munitions.

I am going to ask you to, kind of, look out to 2040 and take a
look back. What do you think some of our game-changing tech-
nologies would be that maybe we need to fence off and make sure
we are protecting?

And one of those, specifically, talk about the Navy’s UCLASS
[Unmanned Carrier Launched Airborne Surveillance and Strike]
system. Do you see this as a game-changing technology that will
define the future of the carrier air wing?

Admiral WINNEFELD. First of all, I would say there are a number
of technologies out there that we have to pay attention to, and it
is why both Under Secretary Carter and I have worked hard to do
the best we can to protect our “seed corn,” which is our R&D [re-
search and development] budget, you know, science and technology.
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You can’t protect all of it, but it is terribly important that we con-
tinue this work. Any company would tell you that in a downturn
they have to continue their research and development so they can
come out at the other end with a product that works. And that is
the same thing for us.

There are a number of these things. One would be cyber, making
sure that we are continuing to advance on that front technically,
as well as training and infrastructure. There are——

Mr. FORBES. Admiral, I have 60 seconds.

Admiral WINNEFELD. Okay.

Mr. FORBES. Can you tell me about UCLASS?

Admiral WINNEFELD. The UCLASS, I have been personally driv-
ing the requirement on that because I believe in the program.

In terms of whether it is a game-changer that totally transforms
warfare, I wouldn’t go so far as to say that, but it is a very impor-
tant element of what we would put on the flight deck of an aircraft
carrier in the future. It has a lot of potential capability for us that
we would want to employ in a more dangerous world.

Mr. FORBES. Mr. Chairman, thank you, and I yield back.

The CHAIRMAN. Thank you very much.

Mr. Loebsack.

Mr. LOEBSACK. Thank you, Mr. Chair and Ranking Member.

I want to thank both of you for your service, of course, and for
being here today. This is a critical hearing, I think, to under-
standing the long-term impacts that allowing sequestration to con-
tinue would have on our men and women in uniform, on our readi-
ness, and, indeed, on our national security. So, again, thank you for
being here.

I do believe, as I think everyone on this committee does, and I
believe very strongly that we have to replace sequestration. And I
think the hearing today outlines the long-term consequences of se-
questration and the, I guess, height of irresponsibility that really
would be the case if we were to allow sequestration to go on.

But I have two particular issues I want to address today with
you.

First, Secretary Carter, can you outline the impact the scenarios
explored in the strategy would have on the health of the industrial
base? And here we are talking about the organic industrial base—
arsenals, ammunition plants, depots, shipyards, et cetera.

And, in particular, what would be the impact on the workforce
within the industrial base, including the civilian workforce? And
we have already talked furloughs a little bit, but specifically our
ability to surge capacity when needed to respond to a national se-
curity contingency?

Secretary CARTER. Absolutely. It is a very important matter.
There will be an impact on the industrial base, organic and the rest
of our industrial base. I worry about it a great deal as Deputy Sec-
retary. I worried about it a lot more when I was Under Secretary
of Defense for Acquisition, Technology, and Logistics.

We, just to take people, employ, as I am sure you know, about
800,000 civilian employees at the Department of Defense. A lot of
people in Washington think they are people who get up in the
house next-door and drive to a building that has a four-letter name
on it and sit at desks. Not true. Our civilians, for the most part,
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don’t live anywhere near Washington, as you know. And they fix
things. They fix vehicles, they fix airplanes, and so forth.

And, as I said earlier, furloughing them is no way to treat peo-
ple. The only reason that it was safe from a mission point of view
to furlough depot workers was that we couldn’t afford to do the
work, so we didn’t have work for them to do—also a consequence
of sequester.

Going forward, we are looking at the backlog at each of our de-
pots. As you well know, I am sure, we manage that backlog to cre-
ate, as best we can, an even workflow. There is no question about
it that if our budget is cut, we are not going to be able to do as
much maintenance as we had planned. And those installations will
be affected, like everything else is affected. We will try to manage
that in the most intelligent and humane way we possibly can, but
it is a consequence of lower budgets.

Mr. LOEBSACK. It is the human effect that we talk about. With
respect to the furloughs, it is the human effect, when it comes to
reduced workload and all the rest, but also it is also a national se-
curity issue. If we are not keeping the arsenals, for example, warm
and we have a contingency, it is going to take much longer to get
those folks back online and make sure that those products are
available, those things are available for our troops in the event of
another conflict.

Secretary CARTER. It is true. Anywhere I see in the industrial
base what I will call irreversible change—that is, something that
we are ramping down that we couldn’t re-create—I get worried
about that. Because things, once you bring them down, once you
eliminate a skill set, it is very hard to bring that back.

Mr. LOEBSACK. That is right.

Secretary CARTER. And so it gets back to what Admiral
Winnefeld was saying about protecting our future. One of the
things we try to do is to make sure that we don’t make irreversible
changes, wherever that is possible for budgetary reasons, so that
we don’t destroy something that would be very time-consuming and
expensive to re-create.

Mr. LOEBSACK. And, Admiral, I think I will take your answer for
the next question for the record, if we could. We will submit that
question to you.

But it has to do, of course, with going into more detail in terms
of implementation of end-strength reductions as reviewed in the
strategy and, in particular, looking at total force and the balance
between Active Duty and Reserve Components. I am almost out of
time, so I will submit that to you. And if you could get back to us
in writing, I would appreciate that very much.

All right, thank you.

Thank you, Mr. Chair.

The CHAIRMAN. Thank you.

Mr. Wilson.

Mr. WiLsoN. Thank you, Mr. Chairman.

And thank you both for being here today.

I share the concern of Congressman Forbes, and I appreciate
that you are raising the issue of sequestration. I am very grateful
that, with the leadership of Chairman Buck McKeon, the House



25

voted twice last year to address this issue. We, in our most recent
budget, voted to address the issue.

This has a catastrophic effect. When we hear the word “fur-
lough,” the American people need to know what that means. It is
a 20-percent pay cut. We all know, in running our homes, that we
have planned mortgage payments, car payments, tuition, and util-
ity costs. And so “furlough” sounds too nice. Twenty-percent pay
cut.

This needs to be addressed. And I sincerely hope—I have always
been concerned that it was, indeed, Secretary Panetta who said,
this will hollow out the military. So I am very concerned, and I
hope every effort will be made to address this. Also, reprogram-
ming and to be ever-vigilant in regard to our readiness.

But having that in mind, this committee has supported the stat-
utory 1.8-percent pay increase. The President had recommended 1
percent. By September the 1st, there is the potential of the Sec-
retary making a recommendation to the President to reduce the
pay increase to 1 percent. What will be the recommendation by the
Secretary?

And I am also concerned that there was a statement that pay in-
creases have been, “40 percent above inflation since 2001.” Where
did that figure come from, and how was it calculated?

Secretary CARTER. Thank you.

Let me start with the furlough question. I, too, hope that we are
able to change that. You are right, “furlough” is too nice a word.
I have talked to too many of our folks who are missing a fifth of
their pay in the last quarter of the year. That is what it amounts
to, and that is a real impact on people and their families. And it
is no way, as I said earlier, no way to treat people who are serving
their country, too, even though they are civilians.

And, by the way, I will just mention that more than half of our
civilian workforce are veterans on top of that. So they are doing it
because they love the work, because they love the country, and
they like to be part of defense. It is no way to treat them.

And thank you and everybody on this committee for supporting
reprogramming. That is essential for us to try to adjust to this ab-
rupt circumstance.

With respect to military pay and the rest of compensation, you
are right, we asked for a slower rate of increase in military pay,
and Congress did not—Congress denied that. That is an example
of what I said earlier about we need help if we are going to do this.

And we will be making proposals in fiscal year 2015. We haven’t
fully formulated them. In fact, we have asked the Joint Chiefs of
Staff, in particular, and the senior enlisted leaders of the Depart-
ment to help us make that decision and make a recommendation
to the President. But we will be making a recommendation in that
area.

The 40-percent number, I am not sure I am familiar with it, but
I think the number that might be the one you are thinking of is
the increase, total increase, in real military pay over the period of
the last decade. That

Mr. WILSON. If you could get

Secretary CARTER. I can certainly get back to you.
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Mr. WILSON [continuing]. Some documentation, I would appre-
ciate it.

Secretary CARTER. You bet.

[The information referred to can be found in the Appendix on
page 105.]

Mr. WILSON. And then do you anticipate—again, we are here, it
is August. Will we be—when will we learn about the President’s
decision relative to the pay increase?

Sgg)retary CARTER. With respect to the fiscal year 2015 and be-
yond?

Mr. WILSON. Yes.

Secretary CARTER. That will be when he submits his budget,
which will be in February.

Mr. WILSON. But, yet, this year, there could be a determination
of 1.8 to 1 percent. And so what do you anticipate for our service
members this month?

Admiral WINNEFELD. If I can weigh in, the President’s budget as
submitted for the fiscal year 2014 was at 1.0 percent. So that is
where the position stands. I know that in various committee action
and the like that that has not been approved; it has been taken at
1.8. So I think there will be a conferencing at some point where
that would be determined.

I would just say that you would think the Joint Chiefs would be
the last group that would want to slow the rate of compensation,
but we have taken a very, very hard and close look at this, and we
are going to have to slow the rate of increase. It is not decreasing
anybody’s pay; it is slowing the rate of increase.

But we are going to just run out of money to provide the tools
that these troopers need to do their job.

Mr. WILsON. Okay.

Admiral WINNEFELD. The most important thing for them, the
most important compensation for them is to come home alive. The
bes‘z1 way to bring them home alive is to get them the stuff they
need.

Mr. WiLsoN. Well, thank you both. But I truly am concerned that
we need to show how much we appreciate the young people making
a difference for our country.

Thank you.

The CHAIRMAN. Thank you.

Ms. Hanabusa.

Ms. HANABUSA. Thank you, Mr. Chair.

Secretary Carter, the Secretary of Defense made a public state-
ment yesterday, and I just want to have your confirmation. He said
that the $487 billion reduction over the next decade is to satisfy
the initial caps of the BCA. And I have been always asking, what
is the 487? So it is to satisfy the caps that are contained in the
BCA; is that correct?

Secretary CARTER. Correct.

Ms. HANABUSA. So what we are now talking about, since we
know that that is taken care of, is the impact of sequestration.

One of the things that you stated, both of you stated in the
SCMR is that it is not intended to define the exact compensation
of, basically, the future forces or what we are going to do. It is sort
of, I think you used the word, a “decision space” faced by the De-
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partment, and it is going to guide you. One of the areas that it is
also going to guide is in the QDR. And that, of course, is what
many of us are looking at to see what the view is into the future.

Now, how does the QDR and what you intend to do with the—
as you state in the SCMR, because the QDR, of course, comes from
the Department originally—how is that going to interface with that
which we have done in terms of the NDAA [National Defense Au-
thorization Act]?

For example, we have said no BRAC, and one of the proposals
is a potential BRAC. We have said no civilian furloughs, assuming
that goes through, and one of the things that is very obvious from
all of this is that we may be faced with that.

So can you tell me how we are going to play and what we do with
the NDAA into not only how you view the SCMR working forward
but also the QDR?

Secretary CARTER. Absolutely. The same people who did the
SCMR, the senior leadership of the Department, will do the QDR,
so it will be informed by the SCMR. And, of course, we are required
by law to do a Quadrennial Defense Review. A lot of the work for
that is, in a sense, already done. And the QDR, on its schedule,
comes late. We will probably be pretty close to finalizing the next
budget by that time.

With respect to pieces of legislation contained in the NDAA, obvi-
ously we will abide by the law. Where we think that change is re-
quired, we will ask for it. And when we do, we will try to give you
the whole picture.

Because I think this was mentioned by Ranking Member Smith
earlier; when people look at individual pieces of the budget, of
course you don’t want to cut any of these things. There are real
people involved. They are doing real work. They wouldn’t be here
in the first place if they were doing something that was not essen-
tial. So it is really hard. But you can’t—we can’t, at least, look at
things that way. We have to look at the whole picture. And so we
may indeed come back to you and say, when we have looked at the
whole picture, we need to take this step.

I think BRAC is an example of that. We need to do that. We
need to do it even more when our budget is being reduced more,
because the excess overhead is even more excess in that cir-
cumstance. So we need that authority. Otherwise, we are going to
end up taking only “tooth” and not “tail.”

Ms. HANABUSA. I understand that, but, of course, you will also
face from us, on this side, the fact that the BRACs don’t pencil out
for maybe 16 years down the road, and the joint basing hasn’t ex-
actly worked the way it has.

But, in addition to that, on page 13 of your testimony, both of
you say, “To meet these severe caps in the long term, the SCMR
examined two illustrative strategic options.” One is basically to
seek to preserve a modernized force by sacrificing capacity, and one
to preserve the larger force capacity at the expense of moderniza-
tion programs.

So it seems like with both—these are the two options you have
come down with, but both have an upside and a downside. Are we
reading this correctly?

Secretary CARTER. Exactly, yes.
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Ms. HANABUSA. And the last one, I am running out of time, but
I will submit it and ask you to respond for the record.

On the follow page, you talk about reducing end strength. And
it is severe for Army, from 490,000 to between 380,000 and
450,000; and Marine Corps, from 182,000 to between 150,000 and
175,000.

So you seem to be focusing on those two Services; is that correct?

Secretary CARTER. No, that is not correct.

Ms. HANABUSA. Okay, so could you respond to me in writing? I
am out of time.

Secretary CARTER. Absolutely. Similar changes in every force ele-
ment were considered:

[The information referred to can be found in the Appendix on
page 105.]

Ms. HANABUSA. Thank you.

Secretary CARTER [continuing]. Not just the Army and the Ma-
rine Corps.

Ms. HANABUSA. Thank you.

Thank you, Mr. Chair. I yield back.

Mr. WITTMAN. [Presiding.] Thank you, Ms. Hanabusa.

Dr. Carter, Admiral Winnefeld, thank you so much for joining us.
We appreciate all that you do.

I wanted to talk a little bit about the figures that you bring up,
especially for 2014. I think we have a slide to put up here that puts
it in perspective about what we are talking about.

If you look at the slide here, you see that the actions required
by Congress to make reductions of about $5 billion get us down to
$47 billion in 2014. You spoke of about an additional $12 billion
in the SCMR recommendations that get us down to about $35 bil-
lion. That is still a long way short in 2014 to the full $52 billion
in reductions.

Can you tell me how we would get to make up the remaining
portion of that balance? I understand that the step in that first
year is the most precipitous one. Can you tell me how we would
get to $52 billion? And would that affect readiness, and, specifi-
cally, which readiness accounts it would affect?

Secretary CARTER. Absolutely, I can. And it will affect readiness.

What you have to do in these early years under sequestration is
go where money can be had quickly. And there are some places
where money can’t be had quickly—for example, military com-
pensation. Even if you wanted to cut that, you can’t do that quick-
ly. If you wanted to reduce the size of the force quickly, you don’t
save money, because even if you involuntarily separate a service
member, there is a process for doing that under the law, and you
end up paying as much as they are leaving to them as you would
if they had stayed. So you don’t save money that way.

So how can you save money? You save money by curbing readi-
ness, because you can do it quickly. So you will see readiness
changes, more severe than in 2013. And I am going to ask Admiral
Winnefeld in a minute to detail some of that. You will see us tak-
ing money out of investment programs, which means we won’t be
issuing contracts that we had planned to issue to people who are
building things for us, people who are accomplishing services for
us. You will see bases that aren’t maintained the way that they
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should be and are planned to be. All of that stuff, which is not good
government, is not good management, you just have to go where
the money is.

And some of this is detailed in our written statement and, in par-
ticular, in the letter that we wrote to Senators Levin and Inhofe,
which is kind of a very—I think it is eight or nine single-spaced
pages of what we have to do in fiscal year 2014.

Admiral WINNEFELD. So there are three areas that, the Deputy
Secretary said, you have to grab the cash wherever you can. And
we can’t, as he said, easily get people out of the Services, so if you
want to take it out of the personnel accounts, the only other things
you can do—and this is what the Services will have to do under
those numbers. They will stop bringing people into the military.
They will stop their promotions. And they will stop moving them
on PCS [Permanent Change of Station] moves.

So that is one slice of this thing. And you can imagine that bump
going through the snake over 20 years of a year when you just
don’t take anybody in. It is very, very harmful to the force.

Mr. WITTMAN. Right.

Admiral WINNEFELD. Another one is the modernization pro-
grams. You can grab cash there. But, as the Deputy Secretary men-
tioned earlier, that starts to break programs. We find unit costs of
JSFs [Joint Strike Fighter] going up. We find, you know, things
like Nunn-McCurdy violations when that occurs.

And then, finally, the most important thing to us, of course, is
readiness. And readiness is the elephant in the room. If you have
an F-15 [Eagle fighter jet] squadron in your district, a lot of people
don’t care if it is flying or not, they just want it to be there. And
that is why they call it a hollow force. It looks good on the outside,
an F-15 is sitting on the ramp, but they are not flying.

Mr. WITTMAN. Right.

Admiral WINNEFELD. And so we will definitely see that very
harmful effect next year if we have to meet those numbers.

Mr. WITTMAN. Gotcha.

Let me ask this. When you talk about those effects on readiness,
can you qualify for us what that means as far as the risk this Na-
tion assumes, both currently and then potentially if we face an-
other conflict or another instance where we have to deploy some-
where around the world?

Admiral WINNEFELD. I have a very good classified slide that
demonstrates that. I have shown it to Chairman McKeon. I would
be happy to show it to any Member.

But it outlines basically the supply side. It shows you how many
forces you have and the readiness state of those forces. And on the
right side, it shows the demand side. And that demand side, it is
what we are actually using day-to-day today—forward presence,
you know, what we are doing in the Arabian Gulf and Korea, that
sort of thing. And then it shows what the demand signal could be
for various contingencies. And it is not a pretty story, but I can’t
go into it in an unclassified environment.

Mr. WITTMAN. Can you just give us a very brief, one-sentence as-
sessment about what that increased risk means to the men and
women that serve this Nation and put themselves in harm’s way?
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Admiral WINNEFELD. Well, one thing it means is that if you did
have to do a contingency and you ended up deploying forces that
are not ready, you know, that is something we don’t like to do. One
of, we believe, the most important ways to not break faith with our
people is to make sure that when we send them into harm’s way
that they are fully ready to fight.

Mr. WITTMAN. Gotcha.

Admiral WINNEFELD. And we would not want to be in a position
where we had to violate that.

Mr. WITTMAN. And if perchance they were not ready to fight,
does that mean more men and women die on the battlefield?

Admiral WINNEFELD. Either that or we don’t go into the contin-
gency.

Mr. WITTMAN. Gotcha. Very good.

Thank you, gentlemen. We appreciate it.

Mr. Barber.

Mr. BARBER. Thank you, Mr. Chairman.

In regard to your last question and the response, I just took a
meeting a few minutes ago with the upcoming commander of the
12th Air Force at Davis-Monthan Air Force Base. And he was talk-
ing about having to stand down pilot training for 3 months. And
I asked him what the ratio of standing down to lack of readiness
looked like. He said it is at least two to one. You know, 3 months
down, you got to have 6 months to get back up to speed. So we are
already doing irreparable harm, I believe, to our readiness by hav-
ing to take these actions.

I want to talk about something a little bit different in regard to
how sequestration is affecting our current and future force. I think
Chairman McKeon stated it quite well when he said that, within
this committee, there is an acute awareness of what this is doing
to us, but with our colleagues who are also facing their challenges
in other committees, not so much; in fact, in many cases, not at all.
And across the country, the American people really don’t get this
yet. But our regional commanders know, as do our local com-
manders. And they cite all the time the adverse consequences that
sequestration is having on morale and is having an effect, morale
effect, also on military spouses and families.

You know, I grew up in an Air Force family. We never saw any-
thing like this, indiscriminate cuts that just absolutely make no
sense. And so I have no personal experience with it. But over the
last several weeks and months, I have met with a lot of families
and military men and women at Fort Huachuca in Arizona, at
Davis-Monthan at the 162nd Air National Guard. And almost to a
person, they reflect that morale is really declining. And then I talk
to businesses in those communities, and they are affected, obvi-
ously, by the lower buying power. People don’t want to buy things
when there is uncertainty.

So I just want to ask this question, Mr. Secretary. Given the
current fiscal constraints and the negative impact that sequestra-
tion is having on morale of both service members and their fami-
lies, how will the military—and I think we also know that our serv-
ice members are often some our best assets when it comes to
recruitment.
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How is the Department ensuring that recruitment to meet our
future needs is being sustained in a time like this? I mean, surely,
it has to have had an effect or an anticipated effect.

Secretary CARTER. Well, we are monitoring that very carefully.
We count on having the best people of any military in the world.
And since it is an All-Volunteer Force, we have to look at the labor
markets and see, are we going to be able to recruit and retain the
kind of people we need?

We are doing okay so far. I think the morale change might have
an effect on us, and we are watching that. So, also, does the overall
economic situation, the labor markets in general.

And so, also, as far as retention is concerned, is the quality of
service life. If you joined because you want to be tip-top in your
military profession and you are not allowed to train this year, you
are just allowed to sit around, because we don’t have the money to
let you train, that is very dispiriting for people, and that is the
kind of thing that will make them leave. So I am very concerned
about that.

This is something that is so concerning to us that we watch it
very closely. It is very concerning to me. But I want to ask Admiral
Winnefeld if he has anything to add to that, because this is some-
thing that really cuts to the heart for us.

Admiral WINNEFELD. Sir, I think you are asking a very good
question, because, as the Deputy says, at the moment, perhaps be-
cause of the job market, what have you, we are doing okay in re-
cruiting and retentionwise.

But it is a complex animal, and there is no question in our mind
that, as the readiness of the force declines, that these people aren’t
going to be doing what they came in to do, and they are going to
be less inclined to stay. Some of them will stay anyway, but there
will be less inclination to stick around.

And the real morale piece—I wouldn’t say the morale of the force
is terrible right now. Our young men and women are doing great.
But this has introduced a level of uncertainty in their lives as to
whether they are going to have a future.

And sometimes I will talk to audiences, and I look at them and
I will say, look to your left and look to your right. If we can’t agree
that we can absorb a slower rate of increase of compensation, then
one of you guys is going to be gone in a couple years, assuming we
are allowed to do that. So there is some uncertainty out there in
their lives.

Mr. BARBER. Well, let me just comment, in my remaining time,
in regard to my earlier conversation with the General. He has told
me that re-upping is also becoming a problem. Men and women
who are trained to fly potentially an F-22 [Raptor fighter jet] are
saying they don’t want to continue. That is a tremendous impact,
negative impact, on our future readiness.

And I appreciate all you are doing to try to make us manage this
through. I hope Congress will come to its senses and find a better
way. Thank you.

Thank you, Mr. Chairman. I yield back.

The CHAIRMAN. [Presiding.] Thank you.

Mr. Scott.

Mr. Scort. Thank you, Mr. Chairman.
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Admiral, thank you for your service. Most of my questions will
be for Dr. Carter, simply because of the two bases that I represent,
but I certainly appreciate your service.

And, Dr. Carter, I represent Robins Air Force Base, and I also
represent Moody Air Force Base in Valdosta. And, obviously, the
furloughs are of great concern to us. And I appreciate your com-
ments in that—I believe I have your quote right—that you wouldn’t
furlough anybody if you had your choice and that you are hoping
to adjust from 11 days down.

Secretary CARTER. Correct.

Mr. ScoTT. And I hope that we will know soon what that is. Be-
cause I will tell you, a 20-percent pay cut for the men and women
that are out there working to make sure that our warfighters have
the equipment that they need when they go into battle is doing a
lot of damage to the morale and, quite honestly, I think, is ex-
tremely inefficient.

And I want to ask you a couple of questions about the organic
depots, if I could, and the impact of the furloughs and the effi-
ciencies and the competitiveness of our depots as we go forward
and we start to compete for new business as that backlog is
created.

Furloughs were mandated across the board. I didn’t support the
sequester, didn’t support the furloughs. I offered alternatives that
had flexibility in it, as you suggested. There is no business case
analysis that suggests that the furloughs help in any way, shape,
or form long-term. But they are creating inefficiencies and they are
creating deferred maintenance, and that makes our depots less effi-
cient and increases the cost per unit.

And my question is, what adjustments will be made to com-
pensate for things that are being done because of Washington, not
because of the men and women at the depot, as we go forward to
compete for that business, to try to get it into the organic depots?

Secretary CARTER. Your analysis is absolutely right, both as re-
gards the effect on the efficiency of those installations and, most
importantly, as regards the people.

And in this, as in everything else that we have had to do in fiscal
year 2013, it has effects. Even if sequestration goes away, we are
going to be living with the residue of what happened in fiscal year
2013 for a while, in readiness, in depots, in all kind of ways.

For the depots, as we go into 2014, we are looking at the backlog
at each of the depots and trying to manage that to a reasonable
level. If the backlog falls too low, then if there is a further budget
reduction, it risks layoffs, which we don’t want. So we want the
workload to be managed above a level where it risks that. On the
other hand, we don’t want it too high either. So, at each of those,
the relevant service is trying to manage the backlog in a smart way
in view of what is happening in sequestration.

We will have to see what happens in 2014 and manage the work-
load accordingly. We won’t be able to afford to do all of the mainte-
nance that we had planned to do before the Budget Control Act, no
question about it. And that will have a long-term effect on each of
our facilities, as it has on all of the extramural maintenance com-
panies also.
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Mr. ScoTT. But just to recap, you do agree that the furloughs
that are occurring at the depots are creating artificial inefficiencies,
that when we go to compete for the business in the future, we sim-
ply want to make sure that that playing field is leveled so that we
are judged based on our capacity without the damaging things that
Washington has done.

Secretary CARTER. I understand exactly what you are saying,
yes.

Mr. ScOTT. One last question I have with regard to the furloughs
and maintenance. Has there been consideration into more joint
depot work, where Air Force depots would be able to compete for
Navy business, for example?

Secretary CARTER. Yes, there is. And that is an important source
of efficiency. There has been some opposition to that, but it is more
efficient.

Let’s take helicopter engines. A lot of helicopter-type model series
are multiservice; different Services maintain those helicopters.
Why not have one place where a certain model of helicopter is
maintained?

We are looking at that. That is a move we should make and I
hope we get the flexibility to make.

Mr. ScoTT. One final question real quick, just as to the choices.
One concern that I hear from some of our people with regard to
readiness is that the choices—I mean, we are going to continue to
fly the Thunderbirds, it appears. And just from the standpoint of
putting that as a priority above combat readiness, could you speak
to that very quickly?

I know I am out of time, Mr. Chairman.

Secretary CARTER. Yes. And let me ask Admiral Winnefeld to
speak to that also.

The particular matter of the Thunderbirds flying is they are not
flying in order to make shows. They are flying in order to keep the
proficiency of those pilots, who are also pilots who are part of forces
that would participate in operations plans if there was a crisis
around the world. So it is incidental that they are members of the
Thunderbirds.

Sandy, do you want to say any more about that?

Admiral WINNEFELD. Just very briefly, because I know the chair-
man wants to get moving.

They are flying at a low, very low, restorable proficiency that, if
we are able to get money next year, would cause their on-ramp to
actual readiness to be more shallow. And as the Deputy points out
correctly, they are deployable as a warfighting contribution if they
need to be.

Mr. ScotrT. Thank you, sir. Thank you for your service.

The CHAIRMAN. Thank you.

Ms. Duckworth.

Ms. DUCKWORTH. Thank you, Mr. Chairman.

Mr. Secretary, it is good to have you here.

And, certainly, we have the power to end sequestration. We
should end it. That would take away a lot of the problems that we
are facing right now, although it does not solve a lot of the long-
term problems.
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I want to go back to the discussion on the reductions to end
strength and specifically with the Reserve forces, both the Reserves
and the National Guard. Could you address where this is going to
go underneath some of the proposals that you have in terms of end
strength for the National Guard, the proficiency, the training?

You know, I don’t want that hollow force. I don’t have any bases
in my district, but I certainly want the National Guard to not just
be sitting there with pretty aircraft on the tarmac and nobody pro-
ficient to fly them.

So could you speak a little bit to maintenance of the operational
force and the Guard?

Secretary CARTER. I will. And then, again, I will ask Admiral
Winnefeld if he wants to add to it.

I mean, first of all, the whole Reserve Component, Guard and
Reserves, have made an enormous contribution over the last 10
years. They have been necessary because of the length of the Iraq
war and the Afghanistan war. So we have had to call upon them,
and they have answered the call.

But the Reserve Component, like all the rest of everything we do
in defense, is going to have to accept some of the reductions. And
I think what is important is that each and every Guard or Reserve
unit have a mission that is clear to them and clearly needed either
by us or for the Guard for defense support to civil authorities, in
particular the States, in an emergency.

And, in that connection, we are beginning just this year—in fact,
I have a meeting on it this afternoon—to have a way of defining
the requirements for the Guard, defense support to civil authori-
ties. We have never done that in 250 years of having a National
Guard, defined requirements for what they need to do for the
States, the way we have requirements defined for the Pacific Com-
mand, the Northern Command, the Central Command, and so
forth. We are just beginning that now. That will give a lot more
clarity to the future need for and size of and composition of our
Guard and Reserve force.

We took a first look at that in the SCMR. I would say it was a
good, solid look, but we are trying to refine that through the proc-
ess I just described.

And let me ask Admiral Winnefeld if he wants to add anything
about the Reserve Component.

Admiral WINNEFELD. I would simply reiterate what the Deputy
Secretary said about the value of the Guard and Reserve. They
have been tremendously important as a component of the entire
DOD and we very much value them.

As the sequester cuts occur, depending upon the depth, if it is
the full sequester, what have you, the entire business is going to
have to come down, to include the Guard and Reserve along with
the Active.

I don’t want to speak for the service chiefs, but I know that Gen-
eral Welsh and General Odierno are very concerned about this.
They are paying very close attention to it. Having spoken to Gen-
eral Odierno—and I don’t want to put words in his mouth—I know
he would likely—and probably Secretary McHugh, I think, is along
with him, but I haven’t spoken to him—bring the Active Compo-
nent down at a larger rate than the Guard. But that remains to
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be seen, depending on what the Services come in with their budget
submissions.

But make no mistake that we value the contributions of the
Guard and Reserve.

Ms. DUCKWORTH. Mr. Secretary, so in your meeting later today
talking about what the requirements are for defense support of
civil authorities, are the Governors going to have any say in this
meeting?

Secretary CARTER. That is what is really novel about this proc-
ess. For the first time, we will have the TAGs [The Adjutants Gen-
eral] representing the Governors. And I will then meet with the
Governors, as I have done now several times over the last few
years on this very subject, because I know it is a difficult thing.
This is an area where we, at the Federal level, provide and pay for
something that the Governors then use. That has an issue of fed-
eralism in it, and we need to resolve it in a thoughtful way.

And having seen the chaos of 2 years ago when we began making
budget changes in the Air National Guard, I think we need to do
better than that. We need to have a clear sense of what the Gov-
ernors need and what the role of the Guard is in that capacity. And
then the Guard and Reserve also play a role, if mobilized, in for-
eign conflict, as well. And we need to define all that.

Ms. DUCKWORTH. Thank you. I am out of time.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Mr. Franks.

Mr. FRaNKS. Well, thank you, Mr. Chairman.

And thank both of you for being here. There is certainly a great
deal of respect on this side of the room for both of you.

And, Admiral Winnefeld, if it is all right, I will start with you,
sir. You know, in the debate in this House, sometimes there are
things that are—the function of the debate is a political one-
upmanship, and then sometimes there is really the sincere commit-
ment to try to do the right thing, and sometimes there is an amal-
gamation of both. And so I am going to ask you a question that has
a political dimension to it, and I don’t ask to you address that at
all. Just an honest, professional military point of view, even though
the question will become obvious.

In your best professional military judgment, would there be
greater risk to this country’s ability to meet our current national
security commitments under sequestration or under the funding
approved by the House in its budget deliberations, which would re-
store the $52 billion cut in national defense in fiscal year 2014?

Admiral WINNEFELD. Well, sir, if you are asking me whether I
think we would be able to meet our commitments under a $52-bil-
lion cut or no $52-billion cut, I would have to answer that we
would be a lot more likely to meet them under the “no $52 billion
cut.” So I would:

Mr. FrRANKS. I hated to put you through that exercise, but I ap-
preciate you answering honestly. And that is—I am not shocked at
it, but oftentimes—I know sometimes civilian command structure
makes it difficult to do that. So I appreciate that, Admiral, and ap-
preciate your commitment to the cause of defending this country.
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Dr. Carter, I have had the privilege of spending the last 11 years
in Congress on the Strategic Forces Subcommittee, focusing on our
strategic nuclear deterrence and our homeland missile defense ap-
paratus. And you may recall saying in a recent speech at the Aspen
Security Forum—I will just quote it. It says, “You may all be sur-
prised to know that nuclear weapons don’t actually cost that much.
Our annual spending for nuclear delivery systems is about $12 bil-
lion per year. This is out of around $525 billion, and so it is not
a big swinger of the budget. You don’t save a lot of money by hav-
ing arms control and so forth.”

And just for the record, I couldn’t possibly agree with you more.
But tell me, if you would, your conclusions related to the SCMR,
what conclusions it came to in regard to our nuclear deterrence as
well as our missile defense capabilities.

Secretary CARTER. Absolutely. And for the record, I want to asso-
ciate myself with the Vice Chairman. I will take the $52 billion,
too.

Mr. FRANKS. You think the $52 billion would help.

Secretary CARTER. Yes.

Mr. FRANKS. Okay, we have established that. Yes, sir.

Secretary CARTER. With respect to the cost of nuclear forces,
what I said in Aspen was that we, this year, protected the oper-
ations of the nuclear forces under sequester. We did not want to
not send nuclear submarines to sea, not have our missiles on alert.
We didn’t want to do that, so we protected that. Obviously, that
pushed sequester off onto other accounts. But it, like the war in Af-
ghanistan and a few other things, we protected because it is so im-
portant to our security.

The point about cost is this: The SCMR looked at nuclear forces,
but the point I was making was and the way I said it in Aspen was
nuclear weapons deserve our deepest respect and constant atten-
tion because of the awesome, destructive power that they have.
However, they are not a big swinger in our budget. That is just a
fact.

Mr. FRANKS. Yep.

Secretary CARTER. And so, as we go forward, we will make deci-
sions about nuclear forces on the basis of a lot of factors, but budg-
et will not seriously drive the composition of the nuclear forces.
They are just not a huge part of the budget.

Many of you, of course, understand that, but many people don’t
realize. They think that they are a large part of our budget. In fact,
they are not. But they are, obviously, very important.

Mr. FRANKS. Yeah. Well, and I appreciate you making that clear,
because, as you know, as you say, most folks, it is just one of those
things that we don’t have in the forefront of our consciousness, that
while they represent the pivot of most of our capability in the
foundational sense, they are not the cost factor that some think
they are.

So let me try to get one last question in. In the overall conclu-
sions of the SCMR, let me ask you if you can articulate—and I will
ask both of you, because my time is just about gone here—what are
the things that you think are most significant that we can’t do
under the conclusions that you have come to, those things that you
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think that are most important that we can’t do that we should be
able to do and we should focus on as a committee and a country?

The CHAIRMAN. The gentleman’s time has expired. Can you
please take those responses for the record?

Secretary CARTER. Absolutely.

[The information referred to can be found in the Appendix on
page 106.]

The CHAIRMAN. Thank you.

Mr. Cooper.

Mr. CooPER. Thank you, Mr. Chairman. I had almost given up
hope here.

I appreciate the witnesses.

I just wanted to make an announcement that, in an effort to be
constructive, Congressman Paul Ryan and I have introduced today
a bill that would give the Pentagon complete flexibility in making
spending decisions. Now, we would not reduce the extreme diet
that you are on. And I personally would like to, you know,
eliminate sequestration entirely. But at least we want to give you
flexibility.

Now, this has been an unduly controversial issue on the com-
mittee, as the chairman knows. I introduced such an amendment
during the markup. It passed by a voice vote. But then when a re-
corded vote was called, people put on their team jerseys again, and
it turned out that both parties were against flexibility.

So I don’t know how far this bill will go, but I hope that more
Members of Congress and even more members of this committee—
because this has not been the best attended of our hearings—will
pay attention to the extraordinary upheaval that is going on in the
Department of Defense right now as a result of our own actions.
This is not a foreign threat; this is a self-inflicted wound. And Con-
gress needs to behave much, much better when it comes to funding
our military priorities.

So I am not asking our witnesses to comment and get in trouble,
because you are always reluctant to bite the hand that feeds you.
Now you are even reluctant to bite the hand that is not feeding
you. It is a crazy situation that you have been put in. But we on
this side need to be doing a much better job.

So I thank the chairman. Yield back the balance of my time.

The CHAIRMAN. Thank you.

Mr. Nugent.

Mr. NUGENT. Thank you, Mr. Chairman.

And T certainly do appreciate your service, both of you, to this
country.

And I guess one of the—and this is not directed to you, just a
comment. As our Commander in Chief, you would think, as we
move forward, particularly when we talk about at least turning off
the sequester as it relates to our Department of Defense—which,
without it, we have no freedom or security.

And so, you know, as we move forward, you heard it already,
about the $52 billion, the President has come out and, you know,
issued a veto threat in regards to that, which is unfortunate be-
cause that takes away the dialogue that you could have in regards
to the rest of sequestration and what it is doing to the country but,
more importantly, what it is doing to our national security.
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You know, having three sons that currently serve, I hear first-
hand the effects of sequestration in regards to training and readi-
ness, but they are good troopers. You know, they stand ready to
serve. They stand ready to protect this country. But it is disheart-
ening, as a dad, to hear them because their mom and I worry.
When we have had them deployed to Afghanistan and Iraq, we
knew that they were the best-trained, best-equipped force and they
had a good opportunity to come home. By the grace of God, they
did. But now I am worried about the effects of sequestration and
a Commander in Chief that says the right things but doesn’t
necessarily do the right things, particularly as it relates to our
military.

You have talked about retention. I think that should be a huge
issue for you in the armed services. Because we have one of the
best-trained groups right now. They have experience in combat,
which is not something you can teach.

How do you see a way forward to retain those that have served
their country? I mean, how do we do that in sequestration without
just, you know, RIF’ing just rafts of folks?

Secretary CARTER. Well, I think one of the tragedies of sequestra-
tion is that there will be people who, if sequestration continues,
who joined to serve, who have served honorably, and whom we
won’t be able to afford to retain. That is a reality and a tragedy.

And to get back to something that——

Mr. NUGENT. But, I mean, did we not learn from the Vietnam
era, when we went through the same issues of RIF’ing people, that
it is so difficult to train that? I mean, it is almost impossible to
train that experience.

And are there other areas that we could look to instead of always
looking at personnel? And I know it is a huge part. I ran an agen-
cy. It is the largest, typically, the largest part of your budget. But,
you know, you talk about modernization and making—it is either
modernization or a larger force. Is there an in-between that we can
reach if we can’t get the President to work with us on sequestra-
tion as it relates to the military in particular?

Secretary CARTER. Well, we are going to try to make the most
balanced approach we can to those cuts if we have sequestration
in fiscal year 2014.

But the reality is—and this gets back to what Congressman Coo-
per was saying about flexibility. Flexibility doesn’t help us that
much, because we have to go where we can go and get money in
the near term. And there is much of the defense budget that we
cannot access in the near term. That is why we end up doing ruin-
ous things to readiness, for example, because those are accounts we
can 1’glet our hands on. So flexibility in that sense doesn’t help us
much.

The kind of flexibility we need is the kind, as we indicated ear-
liﬁr and the SCMR shows, we need flexibility in time and we need
the——

Mr. NUGENT. Not

RSg&retary CARTER [continuing]. Latitude to do things like
B _

Mr. NUGENT. Not to cut you off, but I have——

Secretary CARTER [continuing]. And so forth that
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Mr. NUGENT [continuing]. 19 seconds.

One last question. When we are talking about CENTCOM [Cen-
tral Command] and SOCOM [Special Operations Command], the
Secretary talked about reductions in force there. CENTCOM al-
ready had talked about reducing that force by 1,500 in 2014. The
additional reductions that the Secretary talks about, is that on top
of that number?

The CHAIRMAN. The gentleman’s time has expired. Can you
please take that one for the record?

[The information referred to can be found in the Appendix on
page 106.]

Mr. NUGENT. Thank you. I appreciate it.

The CHAIRMAN. Thank you.

Mr. Cook.

Mr. Cook. Thank you, Mr. Chair.

I know some of this has been addressed, but I quickly want to
go over this again. And this is about readiness and training and
everything like that.

And it seems as though we dance around this over and over
again, but the—and correct me if I am wrong in the way I am get-
ting this, but the bottom line is that, basically, what we are ending
up with is all the units are C—4, not combat-ready, not deployable.

And it is like, I don’t know, maybe it is just my impression that
we are almost afraid to come out and say that. And, yes, it is be-
cause of the sequester and other things, but the bottom line is, you
know, somebody who has been an infantryman and everything—
and that is, like, the worst thing that can happen to a unit, is to
be a C—4 or not combat-ready.

And that is what we are. And you have just added to that argu-
ment by talking—and it is not your fault; it is our fault. Because
of the depots, about all the gear we still have in Afghanistan that
we still have to get back, that they are going to probably have to
drag it out of there; it is not going to be running. And yet we are
supposed to meet all these contingencies.

And if you can comment on that. If you already have, I ask for
your patience in addressing this. Thank you.

Admiral WINNEFELD. No, it is a very, very important and good
question.

One of the frustrations we have in articulating this precisely is
that, if you articulate it precisely, it is classified. So you would be
telling an adversary, you know, where you are. So we have been
speaking out, though. We have been saying, hey, we are getting
hollow, we are losing readiness, we have grounded nine fighter
squadrons. Fortunately, thanks to the reprogramming action by
Congress, they are back flying at a very low level again. But, you
know, if we get into specifics, we are telling the bad guys where
we are.

So I share your frustration. And believe me, that is part of the
contribution to hollowness, is not being able to talk about it pre-
cisely in public.

Mr. Cook. No, I agree with you. But, yet, you know, everybody
who watches this hearing here has got to hear the same things
that everyone, when we hear these doom and gloom reports. And,
of course, the old unit rep FORSTAT [Force Status and Identity
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Report] reports, some of them were classified, some of them
weren’t.

But in terms of all the contingencies, you know, all the op plans
and everything else, it is like, God, you got to just wrap them up
and put them—because we can’t basically carry out any of them.
And I don’t know whether I am speaking in a classified mode or
not, but I think it is something that everybody in the world knows
right now, and it is sending a bad signal.

You talked about, yeah, maybe we got the nukes, but in terms
of conventional warfare right now, God, if the Members of the Con-
gress and the public don’t get it, this is the most serious threat
that I think we face.

But I have one more question before we run out of time, and this
is about one of the comments made about the Secretary has asked
Secretary Carter to identify an individual from outside the Depart-
ment who is deeply knowledgeable about the defense enterprise
and eminently qualified to direct implementation of the OSD [Of-
fice of the Secretary of Defense] reductions and report directly to
the Deputy Secretary.

This kind of scares me, about this person who, he or she, right
after they solve world peace, they are going to solve this mess and
be the guru on how we are going to—so can you comment on where
we are going to find this messiah that is going to straighten us
out?

Thank you.

Secretary CARTER. I don’t think it will be a messiah, but we do
need to reduce the size of the Office of the Secretary of Defense.
The Secretary feels strongly about that; I feel strongly about that.
We can’t ask people all over the country and our military people
and civilian employees all over the world to make sacrifices if we
are not willing to make sacrifices ourselves. So what this is about
is showing the way.

And Sandy has a great expression that he always tells me, which
is, “the pig won’t slaughter itself.” And applied to OSD, not that
they are bad people or anything, but I can’t staff out the reduction
of that organization. And so I am going to have someone to come
in to advise me and the Secretary—we will make the final deci-
sions—on how we can streamline the Office of the Secretary of
Defense.

It is just a reasonable thing that I can’t go to my staff, which is
the Office of the Secretary of Defense, and say, how would you
streamline the Office of the Secretary of Defense? I wont get a
good answer. I will put them in a bad position. So I am going
to get somebody who knows enough about the Department and
management——

Mr. Cook. Yeah

Secretary CARTER [continuing]. To advise us, and that is how we
will make those decisions.

Mr. CooK. Yeah, I am running out of time. I just want to thank
you very much for—it has been a long day. And I wasn’t trying to
put you on the spot about whether it is classified. But we do dance
around that, and I think everybody knows the answer already.

Thank you.

The CHAIRMAN. Thank you.
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Mr. Smith.

Mr. SMITH. I just have a couple of comments based on some of
the questions that transpired.

I mean, first of all, on the flexibility point, if sequestration hap-
pens, I really want to underscore what Dr. Carter said, flexibility
has very, very limited benefit. And I worry a little bit that this has
sort of taken on a life of its own, as if this would be a solution to
the problem. And I really thank you for pointing out the limitations
on what you can cut where.

If you have to take these $52-billion cuts every year going
outward, no flexibility in the world is really going to fundamen-
tally change the dire scenarios that you laid out. We need to end
sequestration.

Secretary CARTER. Right.

Mr. SMITH. The second thing I would like to point out, regret-
tably, Admiral Winnefeld, you don’t have the $52 billion that Rep-
resentative Franks made you think you had, because the defense
appropriations bill that was passed does have $52 billion more in
it than sequestration would allow, but it does not change seques-
tration law.

So, yes, if we can imagine a world where this appropriation bill
exists independent of sequestration, then it is all good. We passed
our DOD authorization bill based on that same premise.

The trouble is, as you have heard today and as you have wit-
nessed, nothing is on the table to stop sequestration. So you pass
this lovely appropriations bill, and then you come in, you cut $52
billion out of it. It doesn’t really change the equation much.

And, lastly—and this is the most political point I will make, so
I apologize a little bit in advance. But it is really just in response
to Mr. Forbes’ comment that somehow sequestration was all the
President’s idea and why on earth did he have such a dumb idea
and why has he put us in this place. It is an interesting selective
amnesia. But the reason for sequestration was because of the
House Republicans’ refusal to raise the debt ceiling.

So, basically, if the President had vetoed that bill—and I voted
against it, but I have enormous sympathy for the people who voted
for it—if the President had vetoed that bill, we would have
breached the debt ceiling and been unable to pay a good many of
our bills and probably collapsed our economy. Sequestration was
only forced upon us because of the refusal to raise the debt ceiling.

And this is not just sort of a historical point, as we drift toward
another option of raising the debt ceiling. I hope people will re-
member that outcome as we get close to the debt-ceiling issue and
simply raise it. Once we have incurred the debt, once we have
passed the spending bills, once we have passed the tax cuts, to
then come along and say, oh, gosh, really, we don’t want to pay
those bills, is just wrong.

If you want to do something about the debt, you know, increase
taxes, cut spending, put something on the table. But don’t once
again take our country to the brink of not raising the debt ceiling
so that we can pay our bills.

What we see before us, what we have heard for the last 2-plus
hours is directly as a result of the brinksmanship over the debt
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ceiling that happened in the summer of 2011. And I just don’t want
people to forget that as we go into another series of budget fights.

I thank the chairman for his indulgence. I yield back.

The CHAIRMAN. I will expound a little bit upon what the ranking
member just said.

I think many times when we go out and respond to our constitu-
ents, we can talk about a vote, and they don’t always understand
that a vote may be containing several different items. It is not one
item and a “yes” or “no” vote.

That particular vote on the Budget Control Act, the very first
thing it did was raise the debt-ceiling limit. Then it also cut about
a trillion dollars, half of which came out of defense and half came
out of other domestic spending.

Then it set up a “super committee” [Joint Select Committee on
Deficit Reduction] that was supposed to find an additional trillion
dollars in savings out of mandatory programs. We all know now
the history of that. They were unable to do that, so sequestration
did kick in. And that trillion dollars, instead of being taken out of
mandatory programs, which are the real driver in all of this—be-
cause if we eliminated all domestic spending, we would still be run-
ning a deficit of over a half-trillion dollars. And that comes out of
the mandatory side that we have no vote on and really needs to
be addressed.

So the sequestration kicked in, and that took another half-trillion
dollars, $500 billion, out of defense on top of the $487 billion and
the part of the $100 billion that was done earlier under Secretary
GFEteS that came out of defense also. So it has been a culminating
effect.

And the gentleman is absolutely correct; we will face on Sep-
tember 30th a very important decision about moving forward. Prob-
ably half of the Congress now does not know what regular order
is like. They have never had it.

You have never had in your—like you said, you were sworn in
on the day we voted for that fateful bill. So none of the members
of the Joint Chiefs have ever served under a regular budget.

I don’t think the Senate has passed an appropriation bill since
2009. They did pass a budget this year, although it is so far dif-
ferent from the House budget that there is no way to reconcile the
numbers. And we have become pretty dysfunctional as a Congress.
It is unfortunate, but some way, at some point, we need to get our
act together and get something done.

I do have one final question. Title 10 of U.S. Code codifies the
permanent requirement for an independent panel to review the
QDR process—and we have talked earlier about the QDR—and
also provide alternative assessments. The law provides that the
panel may request whatever information they require from the De-
partment, DOD, to conduct their work.

Given that last year’s QDR is expected to be heavily informed by
the SCMR, to what extent do you intend to make available to the
NDP [National Defense Plan] the proceedings or conclusions of the
QSQCM‘B? You will give them the same support that you give to the

DR?

Secretary CARTER. Yes, absolutely. We were very pleased and for-
tunate that former Secretary Perry and General John Abizaid have
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agreed to chair that panel. They will get all the information they
want for their deliberations, including the SCMR.

The CHAIRMAN. Great. They did an outstanding job last time.

The members of the NDP were required by law to be appointed
by February 1st. We have appointed ours. The remaining members
have been appointed. The Secretary has yet to appoint his co-
chairs. Do you know the reason for that delay?

Secretary CARTER. I will get back to you on that.

[The information referred to can be found in the Appendix on
page 105.]

The CHAIRMAN. OKkay.

And now that the SCMR is over—and maybe that was taking the
time—I would like to ask that the Secretary comply with the law
and get the NDP operational as soon as possible. So if you could
carry that message back.

Secretary CARTER. Will do.

The CHAIRMAN. Thank you very much.

Anything else?

Mr. SMITH. No.

The CHAIRMAN. No further questions.

Thank you very much for your time, your patience, and your will-
ingness to answer our questions.

This hearing is adjourned.

[Whereupon, at 12:25 p.m., the committee was adjourned.]
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Statement of Hon. Howard P. “Buck” McKeon
Chairman, House Committee on Armed Services
Hearing on

Initial Conclusions Formed by the Defense Strategic
Choices and Management Review

August 1, 2013

This committee has frequently encouraged the Pentagon to fully
plan for sequestration, and to make the consequences of several
rounds of budget cuts known. With that in mind, I welcome this
review and what it seeks to achieve.

I note that the President has directed the Department to main-
tain his 2012 defense strategy, even though his senior commanders
have testified that the strategy would have to be revised in the face
of additional budget cuts. Any further consideration of strategy has
been deferred to the Quadrennial Defense Review, which will not
report out until next February at the earliest. In the meantime, the
review makes clear that the Department will proceed with changes
in force structure, compensation, and further efficiencies without a
new strategy. The most optimistic scenario has the President re-
quiring DOD to find another $150 billion on top of the $487 billion
that has already been cut. To make matters worse, even if all of
the options in this report were adopted, it would only address 10%
of the true budget shortfall in the next year or two. The math sim-
ply does not add up.

This review also makes clear what I have been warning about for
over 2 years. Further cuts will cause catastrophic readiness short-
falls, we will lose our workforce and ability to recruit and retain
the All-Volunteer Force, and our influence around the world will
continue to diminish.

There is agreement on both sides of the aisle and both sides of
the Potomac that these cuts embolden our enemies and jeopardize
U.S. national security. We often talk of risk, but I hope that today
we will have a frank discussion about how this funding profile for
defense limits the ability of this country to protect our national se-
curity interests—not simply that we are accepting more risk, but
what that means for the Nation and our men and women in uni-
form. I look forward to hearing the testimony and thank both of
our witnesses for being here.

(49)
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Statement of Hon. Adam Smith
Ranking Member, House Committee on Armed Services
Hearing on

Initial Conclusions Formed by the Defense Strategic
Choices and Management Review

August 1, 2013

I would like to thank our witnesses for appearing before us
today. You have extremely hard jobs, and I am afraid that we in
Congress have not made them any easier by allowing sequestration
to take effect.

The single biggest takeaway from Strategic Choices Management
Review is that Congress, by allowing sequestration to continue, is
abdicating its constitutional responsibility to responsibly fund the
military and to provide for the common defense. Through seques-
tration, Congress is forcing the Department of Defense to make
some extremely difficult decisions that will undermine military
readiness and put more unneeded stress on our troops, civilian em-
ployees, and military retirees.

I hope our witnesses today can help us understand the pain that
sequestration will cause next year and into the future. I would ask
them to walk us through those choices that will have to be made
and those risks that will be imposed. And we should be clear—
when we talk about risk in the context of the Department of De-
fense, we mean that military conflicts will go on longer or our re-
sponse will be slower and smaller and those translate to greater
loss of life.

Without a doubt, the Department of Defense must become more
efficient, and Congress will have to help them do that. But seques-
tration will continue to force the Department to make unacceptable
cuts to force structure, modernization, and benefits for our military
personnel and retirees, creating significant readiness shortfalls.
The SCMR drives home the point that continued budget policies of
fiscal austerity and intentionally starving the Federal Government
of revenue put our national security at risk.

We are already on a path to significant deficit reductions. I am
in favor of simply lifting sequestration and ceasing to impose these
dramatic costs on our military. Those who refuse to end sequestra-
tion have the responsibility of proposing a balanced package of rev-
enue increases and spending cuts that do not harm our national se-
curity. Those who refuse are allowing sequestration, and the sig-
nificant harm it causes, to persist. In particular, those who con-
tinue to insist on tax cuts above all else have a responsibility to
answer the question: How much military risk are you willing to
take to preserve your tax cut?

Thank you Mr. Chairman, and again, I very much appreciate the
witnesses appearing here today.
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DEPUTY SECRETARY OF DEFENSE ASHTON B. CARTER AND
VICE CHAIRMAN OF THE JOINT CHIEFS OF STAFF JAMES A. WINNEFELD JR.
PREPARED TESTIMONY
HOUSE ARMED SERVICES COMMITTEE
AUGUST 1, 2013

Mr. Chairman, Congressman Smith, Members of the Committee, we appreciate the
opportunity to appear before you to discuss the findings of the Strategic Choices and
Management Review (SCMR). Let us begin by first thanking the members of the Committee for
your continued support of our men and women in uniform, as well as our civilian workforce,
especially while our nation is still at war.

The Department remains fully committed to the enactment of the President’s FY 2014
defense budget proposal because it supports the goal of deficit reduction while providing the
adequate level of resources to maintain a strong national defense in a rapidly shifting and highly
complex global security environment.

However, since March 1, sequestration has been the law of the land. Exactly one year ago
today, Deputy Secretary of Defense Carter testified before this Committee that “sequestration
would have devastating effects on the Department and its personnel both because of the size of
the sequester cuts and because of the mindless way the law requires that they be allocated... It
introduces senseless chaos into the management of more than 2,500 defense investment
programs, waste into defense spending at the very time we need to be careful with the taxpayer’s
dollar, inefficiency into the defense industry that supports us, and causes lasting disruptions even
if it only extends for one year.”*

As predicted, sequestration’s impacts on the Department’s operations have thus far been
damaging and far-reaching. And in the absence of an overall longer-term budget agreement
between the President and Congress, we have concluded that we must plan for the possibility that
sequestration-level budgetary cuts imposed by the Budget Control Act (BCA) will remain in
effect.

Accordingly, Secretary Hagel directed the Deputy Secretary of Defense, working with
the Chairman of the Joint Chiefs of Staff and the Department’s civilian and military leadership,
this past March to conduct a Strategic Choices and Management Review in order to prepare the
Department for a range of budget scenarios.

! See Attachment 1: Deputy Secretary of Defense Ashton B. Carter, Prepared Testimony, House Armed Services
Committee, August 1, 2012.
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As its title suggests, the SCMR had two parts, one focused on strategic choices and one
focused on managerial ones. This is an important moment strategically, as the United States
makes the enormous transition from the post-9/11 decade defined by Irag and Afghanistan to
challenges and opportunities, like the Asia-Pacific rebalance and cyber, which will define our
future. Changes in our strategy and changes in our budget are in alignment. Managerial matters
like IT consolidation and compensation reforms are not strategic, but if we do not make these
changes or Congress does not permit them, then we have less money for strategic change. A
unified Review was therefore necessary.

The scenarios considered in the SCMR reflect today’s budget debates: They range from
the President’s FY 2014 defense budget proposal, which includes an additional $150 billion
reduction in defense spending over FY 2014-23 (mostly cuts occurring later in that period), to
the BCA “sequestration” caps, which would cut another $52 billion from defense in FY 2014,
with similar cuts each year thereafter. Fundamentally, the SCMR was about preparing options
for the Secretary in anticipation of an environment of uncertainty.

The formal SCMR process is now complete, and its findings are sobering. We hope we
will never have to make the most difficult choices that would be required if the sequestration-
level budgetary caps persist. But the SCMR has formulated and framed these kinds of choices for
us, and now we are ready if confronted with this scenario.

STRATEGIC TRANSITION

Before addressing the SCMR findings in greater detail, it is important to understand the
strategic environment in which we are operating.

As President Obama made clear in the new Defense Strategic Guidance the Department
released in January 2012, we are turning a strategic corner, from a post-9/11 era dominated by
the two wars in Iraq and Afghanistan to the challenges and opportunities that will define our
future security. Those challenges include: continued turmoil in the Middle East, the persistent
and evolving threat of terrorism, proliferation of weapons of mass destruction, a range of new
threats such as cyber, and rising powers whose future course is uncertain.

We also see great opportunities, among them: shifting the center of gravity of both our
intellectual and physical efforts toward the Asia-Pacific region in order to continue our seven-
decade old stabilizing role; developing innovative capabilities from a vibrant defense technology
effort; capitalizing on the lessons of the last decade regarding the innovative use of force,
including special forces and the integration of intelligence and operations; managing presence in
new ways; leveraging the Reserve and Guard components that have performed so superbly over
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the past decade; and building the capacity of partners and allies so they may shoulder more of the
burden of ensuring a peaceful world.

This great strategic transition coincides with the need to absorb some reductions in
defense spending in the interest of the nation’s overall fiscal security.

In terms of our responsibility to the American taxpayer, we know that in making this
strategic transition, we only deserve the amount of money we need and not the amount of money
we have gotten used to.

As a down-payment on these reductions, we successfully trimmed the Department’s
budget by $487 billion over 10 years. This half-trillion-dollar adjustment came on top of
significant adjustments that Secretary Gates made to eliminate unneeded or underperforming
acquisition programs and the numerous efficiency initiatives he implemented. At the same time,
our Overseas Contingency Operations (OCO) funding — which is not included in the base budget
and which is largely for Iraq and Afghanistan — is also decreasing, now that we have exited Iraq
and are drawing down our forces in Afghanistan. These reductions, taken together, compare in
pace and magnitude to historical cycles in defense spending the nation has experienced in the
past when major conflicts have ended, such as after Vietnam, and after the Cold War.

FY 2013 IMPACT OF SEQUESTRATION

On top of all these reductions, we are now confronted with the harmful effects of
sequestration. The blunt, arbitrary, across-the-board spending cuts we experienced in Fiscal Year
2013 have been extremely disruptive to every Defense Department program and have had a
devastating impact on readiness.

Sequestration reduced our total FY 2013 budget by $37 billion, including cuts of $20
billion in our day-to-day operating accounts. We realized last January, before sequestration
kicked in, that we had potentially large budget problems, and we began taking action. We
imposed hiring freezes, cuts in travel and conferences, reductions in facilities maintenance, and
much more.? But these savings were not nearly enough. The need to provide full wartime
funding to our troops, and some unexpected growth in OCO costs, led to a total operating
shortfall of more than $30 billion with just six months left in the fiscal year.

Once sequestration was triggered, we did everything we could under this deliberatively
restrictive law to mitigate its harmful effects on national security. For example, the President

% See Attachment 2: Memorandum from Deputy Secretary of Defense Ashton B. Carter, “Handling Budgetary
Uncertainty in Fiscal Year 2013,” January 10, 2013.
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used his authority under the law to exempt military compensation from sequestration. We also,
of necessity, fully protected funding for Afghanistan and other ongoing operations as well as
wounded warrior programs. We are fully protecting our core nuclear deterrent, critical elements
of homeland defense, some Special Operations Forces, and other critical capabilities. And we are
fully protecting other key expenditures such as those, for example, that allowed school children
in our military schools to finish the school year in a way that can be fully accredited.

There are accounts we are preferentially protecting to the extent feasible: First, key
features of the new defense strategy that we have described. Second, forces forward-deployed to
the Asia-Pacific and the Persian Gulf for possible near-term contingencies, though we have had
to trim several deployments to these regions. Third, military family programs. And fourth,
certain acquisition efficiencies like multi-year contracts.

But we cannot exempt or protect most of our budget, and so we have been seeing the
serious repercussions of sequestration as the months go by. Needing immediately accessible
savings, we have been forced to make numerous changes to close this huge gap, ranging from
civilian hiring freezes to cuts in facilities maintenance to layoffs of temporary workers. We have
also been forced to make major cuts in training and maintenance, seriously damaging military
readiness, and we were forced to impose furloughs on our valued civilian employees.

For those who continue to believe that the impact of sequestration, the need to fully fund
wartime costs, and growth in OCO costs is overstated, let us share some examples of how it is
already having an effect:

o Fewer than half of the Air Force’s front line fighter squadrons are combat-ready. The Air
Force has until recently grounded 12 combat-coded squadrons — over 10 percent of its
active duty squadrons —and many support squadrons. If a crisis erupted, these squadrons
would either have to respond at a lower readiness level or take additional time to prepare.
The Air Force has recently resumed flying operations at some of these squadrons, but it
will take months to restore pilot proficiency fully.

e The Army has cancelled all Combat Training Center rotations for those brigade combat
teams not slated to deploy to Afghanistan or to be part of the global response force. That
is seven units that will only be partially trained to confront any crisis. This means that if
we are called upon to defend South Korea, or to secure chemical weapons in Syria, the
young men and women the Commander in Chief will need to send in harm's way will
never have had to opportunity to work together as a part of large Army formation.

e The Navy has cancelled multiple ship deployments, including for the USS Truman
Carrier Strike Group, which was supposed to deploy to the Middle East earlier this year.
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Due to cuts in training and maintenance, we are having to reduce deterrent presence in
order to retain the ability to surge the ships needed for a crisis.

e We are now in the fourth week of furloughs for approximately 650,000 DoD civilian
employees. These furloughs are harming our maintenance and medical capability,
slowing contracting, and having negative effects at most support activities in the
Department. The furloughs are also seriously damaging workforce morale. By reducing
their pay by 20 percent during every furlough week, we have forced many of our
dedicated civilian team members into difficult financial situations — all on top of over two
years of frozen pay and minimal performance-based bonuses.

These are just a few significant examples of the many cutbacks that have been caused by
sequestration and growth in OCO costs.

THE SCMR PROCESS

It is against this background that Secretary Hagel asked Deputy Secretary Carter and
Chairman Dempsey, to conduct the SCMR.® The Secretary directed that all past assumptions and
systems be examined in order to help define the major choices and institutional challenges
affecting the Department in the decade ahead.

The SCMR was never intended to define the exact composition of the future force as we
undergo the titanic transition we must make from the military of the post-9/11, Iraq, and
Afghanistan era to the new strategic era. That is simply not possible because of the uncertainty
we face as a result of Washington’s budget gridlock.

Rather, the SCMR defined the decision-space faced by the Department’s senior
leadership, and, in turn, will guide the services and defense agencies in developing their Fiscal
Year 2015-2019 budgets later this year, as well as ultimately inform the Department’s next
Quadrennial Defense Review early next year. The services and defense agencies are now in the
midst of determining exactly the shape, size, and readiness of a military operating with severely
reduced long-term funding —and what it would be capable of doing. So it is important not to
think of the SCMR as rendering a final verdict on how the Department will look in the event
sequestration-level cuts persist, but it did formulate the hard choices the leadership will face.

With respect to process and methodology, the SCMR’s analytical approach was
inclusive, collaborative, and thorough. The group included the service secretaries, the Joint

® See Attachment 3: Memorandum from Secretary of Defense Chuck Hagel, “Strategic Choices and Management
Review,” March 15, 2013.
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Chiefs of Staff, the combatant commanders, and the undersecretaries of defense, because our
preparation for future contingencies has to be shaped by those who are going to execute it. They
gathered their staffs into 11 working groups and dozens of subgroups to scrutinize every nickel
of defense spending — from bombers to cyber, pay and healthcare, to the size of the Office of the
Secretary of Defense, and other defense agencies. We looked at every aspect of the defense
establishment — business and acquisition practices, contingency planning, force structure,
compensation, and modernization investments. We also reexamined how the military operates,
evaluates risk, measures readiness, and determines requirements.

The Department’s senior leadership convened 18 times over a period of three months to
review emerging insights and refine options surfaced by the SCMR working groups.

To complement this top-down analysis, as part of the SCMR process we also initiated a
bottom-up review conducted by each of the services. The services were asked to propose their
own solutions for how to bring down costs and reach the various budget targets—particularly in
regards to restructuring their forces. These views were synthesized with the results of the
working groups and then discussed by the Department’s entire senior leadership team. The
Secretary was briefed throughout this effort and on July 9 he briefed the President on the
SCMR’s findings.

Two overarching priorities guided the SCMR’s deliberations:

First, we said we would preserve—to the greatest degree possible—the key tenets of the
President’s 2012 Defense Strategic Guidance. The reasoning for this was simple: priorities like
rebalancing to the Asia-Pacific and cyber security are essential to the strategic transition we must
make to ensure the United States is prepared to confront the challenges and capitalize on the
opportunities of the 21st century.

Second, we would look first to savings gained from reducing overhead and structural
costs (“tail”) in order to minimize the impact on the capability and readiness of the force
(“tooth™).

As noted earlier, in undertaking the SCMR, we scrutinized Department spending under
three budget scenarios*:

e The President’s FY 2014 budget, which we believe is the right level to meet today’s
complex national security threats and achieve savings totaling $150 billion over 10
years on top of the $487 billion in cuts mandated by the BCA and begun by us in

“ See Attachment 4: Memorandum from Deputy Secretary of Defense Ashton B. Carter, “Strategic Choices and
Management Review — End State,” May 29, 2013.
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FY 2013. This budget, which includes many difficult cuts, is a responsible way to
trim the defense budget because the cuts are carefully calibrated and would ramp up
over those 10 years, giving us time to plan and adjust.

e The BCA sequestration-level caps — which would cut DoD funding by $52 billion
next year compared to the President’s budget; if the caps remain in place, the cuts
would commence immediately rather than building over time, and would total
roughly $500 billion over 10 years.

e An “in-between” level, which would reduce defense spending by about $250 billion
over FY 2014-23, largely in the latter years of this period.

SCMR FINDINGS

With these guidelines and scenarios as our starting point, the SCMR revealed three key
findings:

1

2)

In all of the budget scenarios we considered, savings from reducing DoD’s overhead,
administrative costs, and operating expenses (which we refer to as “efficiencies”), as well
as serious reforms to compensation for civilian and military employees, are both crucial.
Compensation alone makes up more than half of the defense budget. If overhead and
compensation continue to grow as the budget shrinks, then all of the impact of cuts will
fall on the other parts of the defense budget — force structure, training for readiness, and
investment in new technologies — resulting in reduced combat power and increased
national security risk. These reforms are difficult and painful, but we have to do them,
and to do them we need the need the partnership of Congress and the lifting of many
legislative restrictions under which we now operate.

Yet we also found that even the most aggressive and ambitious packages of efficiencies
and compensation reform mapped out in the SCMR are not by themselves enough to
meet the budget reductions called for in any of the scenarios we analyzed. The SCMR
showed that cuts in combat power — force structure, readiness, and investment — will be
necessary in all three budget scenarios.

The SCMR found that over time, a combination of carefully chosen efficiencies and
compensation reforms, combined with various carefully and strategically chosen
alternative approaches to cuts in force structure, investment, and readiness, could achieve
sequestration-level cuts over time. But there is no strategically and managerially sound
approach to budget cuts that can close that gap within the next few years. We simply
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cannot downsize the force prudently in a few years — it takes time to downsize forces, to
cut employees, to close bases, and to reap savings from reforms. Strategic adjustments
take time. If sequestration-level cuts must be implemented in the meantime, drastic
measures that are not strategically or managerially sound are the result. You see this
already in FY 2013, where we had sequestration applied immediately, resulting in such
actions as readiness stand-downs and furloughs.

These serious adverse effects occur even if Congress provides flexibility in administering
budget cuts and sequestration. Flexibility in this instance would mean that Congress
approves program cuts denied in the past and allows reallocation of funding, without
regard to existing budget structures or limitations on transfer authority. However, the cuts
are too steep and abrupt to be mitigated by flexibility, no matter how broadly defined.
Flexibility in time is critical.

3) The SCMR showed that the President’s FY 2014 budget proposal allows the Department
to still implement the main tenets of the President’s Defense Strategic Guidance. Force
reductions in this scenario are necessary, but if accompanied by efficiency and
compensation reforms, can be made in a way that incurs only minimal risk to our
strategy, cutting parts of the force that are, in a sense, excess to our strategic needs—such
as reducing the size of our ground and tactical air forces as we draw down from more
than a decade of stability operations in Iraq and Afghanistan.

EFFICIENCY SAVINGS

The SCMR sought to streamline the Department’s overhead by shedding less productive
activities and consolidating resources, maximizing what we call “efficiencies” that help us save
money by reducing staff and costs.

The SCMR looked to build on the efficiencies initiated by Secretary Gates, who found
$150 billion in savings over a five-year period, and Secretary Panetta, who found $60 billion of
cuts that are reflected in the President’s budget request, as well as the $34 billion that Secretary
Hagel submitted in our latest budget. These efficiencies included the overhaul of our acquisition
practices that Secretary Gates and Deputy Secretary Carter began in 2009 when he was the
Undersecretary of Defense for Acquisition, Technology, and Logistics and that have begun to
show much-needed improvements in the buying power of the defense dollar. The Department is
continuing to implement these efficiency campaigns, and we have mechanisms in place for
tracking progress. Despite good efforts and intentions, not every proposal has generated the
savings we expected, or gained the support of Congress — most notably, BRAC.
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The SCMR faced the difficult but necessary task of finding additional efficiencies that
would help trim the budget while preserving —and in some cases improving — operational
effectiveness. We looked at the whole spectrum of how we do business, and came up with
proposals for information technology consolidations, resource sharing and optimization of
service medical infrastructure, potential combatant command streamlining, and targeted
reductions at defense agencies.

Some of these efficiencies are “best practices” that should be implemented regardless of
our budget scenario. One of the SCMR findings in this category that we are already initiating is
the phased 20-percent budget reduction for OSD, Joint Staff, and Service headquarters
announced last month by Secretary Hagel. Although the 20 percent cut applies to budget dollars,
organizations will strive for a goal of 20 percent reductions in government civilians and military
personnel billets on headquarters staffs.

We will also be reducing the number of direct reports to the Secretary of Defense by
further consolidating functions within OSD, as well as eliminating some positions. Additionally,
we will be reducing intelligence analysis and production at combatant command intelligence and
operations centers in order to foster closer integration and reduce duplication across the defense
enterprise. We calculated that these efficiencies could save more than $10 billion over FY 2015-
19 and almost $40 billion over FY 2014-23 — over and above the savings from initiatives already
underway.

Past efficiency campaigns have shown that implementation can be very challenging, so
effective follow-through is critical if savings targets are to be realized. This is especially true of
OSD reductions. Therefore, Secretary Hagel asked Deputy Secretary Carter to identify an
individual from outside the Department, who is deeply knowledgeable about the defense
enterprise and eminently qualified, to direct implementation of the OSD reductions and report
directly to the Deputy Secretary.

We also identified a number of efficiencies that would cut a bit deeper and have
significant and noticeable impacts that need to be weighed against other priorities. Adding the
most aggressive of these proposals to the efficiencies mentioned above could save us as much as
$30 billion over FY 2015-19 and up to $60 billion over FY 2014-23. We are formulating specific
plans now and we will present approved proposals as part of the President’s FY 2015 budget.

It is important to emphasize that these savings from efficiencies, though substantial, will
only get us a small fraction of the way to sequestration-level cuts of $450 billion over the next
nine years. One of the numerous myths debunked by the SCMR process is that simply trimming
the Department’s civilian bureaucracy will somehow solve our fiscal problems. The numbers
simply do not support this fallacy. So while we are committed to implementing efficiencies
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wherever they can be found, implementing even the most aggressive ones will constitute only a
portion of the cuts required by the BCA sequestration caps.

COMPENSATION SAVINGS

The SCMR also focused on personnel costs. The pay and benefits we provide for our
military and civilian employees account for nearly half of the Department’s budget. While, to be
very clear, the SCMR did not consider actual reductions in pay, it did look at options to slow the
rate of growth of pay and benefits. Overall personnel costs have risen dramatically — some 40
percent above inflation since 2001. Studies have shown that if personnel costs continued growing
at that rate and the overall defense budget remained flat with inflation, these costs would
eventually consume the entire defense budget.

Any discussion of military compensation must acknowledge that no one in uniform is
“overpaid” for what they do for this country. The significant military pay and benefit increases
over the last decade reflected the gratitude of a nation and the need to sustain a force under
considerable stress — especially the Army and Marines — during the height of the Iraq and
Afghanistan campaigns. People are DoD’s most important asset — and we must sustain
compensation packages that recruit and retain the finest military in the world. But the post-9/11
wars are drawing down and in recent years the military services have all comfortably exceeded
their recruiting and retention goals.

Likewise, our civilian personnel — 48 percent of whom are veterans themselves — are
critical to enabling our war fighting mission, as well as supporting our military families, retirees,
and veterans. Civilians fix our tanks, ships, and planes. They staff our hospitals and teach
military children. They perform engineering, contracting, financial management, and many other
key tasks which allow the Department to develop, acquire, and field our weapons systems and
war fighting platforms. They play a vital role in almost everything that we do. And they have
already experienced substantial real pay cuts because of pay freezes and furloughs.

But serious reforms to compensation are essential to avoid deeper reductions in combat
forces. The SCMR developed a range of possible reforms. Examples include changing military
health care for retirees to increase the use of private-sector insurance when available; changing
how the basic allowance for housing is calculated so that individuals are asked to pay a little
more of their housing costs; reducing the overseas cost of living adjustment; and continuing to
limit military and civilian pay raises.

Beyond these proposals, we explored deeper reforms in compensation, such as
eliminating civilian pensions for retired military personnel serving in civilian government
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service, ending subsidies for defense commissaries, and restricting the availability of
unemployment benefits. This package would yield savings of almost $100 billion over the next
decade, but would have a significant impact on our service members and our workforce. But a
sequestration-level scenario would compel us to consider these changes because there would be
no realistic alternative that did not pose unacceptable risk to national security.

The Department and the Administration have not made any decisions about specific
compensation proposals. Instead, the Secretary has asked the Chairman to develop a set of
proposals to achieve savings in military compensation that meets savings targets identified in the
review — almost $50 billion over the next decade. He has his OSD staff doing the same for
civilian compensation. Both efforts are building on the compensation options considered by the
SCMR, looking for the right scale and mix of compensation savings packages that present the
least negative impact to the military and civilian force.

In addition, the Military Compensation and Retirement Modernization Commission,
established by the FY 2013 National Defense Authorization Act, has appointed nine members
and will be meeting regularly over the next few months to examine military compensation issues.

It is important to emphasize that these savings are on top of, and assume that Congress
enacts, the President’s FY 2014 budget proposals, including compensation reforms such as a one
percent military pay raise and TRICARE co-pays.

Many of the additional measures identified by the SCMR have previously been opposed
by some members of Congress. We cannot achieve the savings associated with the
implementation of these reforms without congressional support. In the absence of these needed
authorizations, we will have to find savings elsewhere, which will degrade force readiness,
capacity, and capability. The simple fact is that if we maintain the current trajectory of
compensation and other benefits, we will have to send many more of our precious people home
because we will not be able to pay them all.

The Department is working to identify the congressional requirements and restrictions
that make it harder for us to operate more efficiently — ones that must be re-examined in light of
our fiscal situation. We need Congress to partner with us in tackling the growing threat to the
financial viability of the Department. If we don’t act together, the cost of manning the U.S.
military and the civilians who support it will continue to grow at a rate that squeezes out budgets
for training and modernization, resulting in a “hollowing out” of the force.
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STRATEGIC CHOICES FOR FORCES AND MODERNIZATION

The SCMR showed that even the most aggressive efficiencies and compensation
adjustments do not create enough savings to meet topline reductions for any of the budget
scenarios — and don’t come close to meeting sequestration-level cuts. Consequently, we will
have to reduce our force structure well beyond those reductions already planned as a result of the
$487 billion budget cuts built into the FY 2014 budget.

The SCMR explored different options for how to accomplish this. At the President’s FY
2014 budget level, force reductions can be modest and incur only minimal strategic risk. There
are parts of the current force that are excess to our strategic needs, and it is these parts where we
would make reductions.

For example, in drawing down from more than a decade of war in Iraq and Afghanistan,
we can reduce the size of our ground and tactical air forces—even beyond the current draw down
articulated in the FY 2014 President’s Budget. Our approach was not to take reductions
proportionally across the military services. While we want to preserve flexibility for each
military service to develop the best force possible given reduced resources, the Review found
that we could still fulfill required missions while reducing Army end strength to between
420,000 and 450,000 in the active component from today’s plan for 490,000, and between
490,000 and 530,000 in the Army reserves, from 555,000 today. Similarly, the Air Force can
reduce tactical aircraft squadrons — potentially as many as five — and the size of the C-130 fleet
with minimal risk. In doing so, our goal is to ensure that, by the end of the Future Years Defense
Program (FYDP), we have the minimum force needed to meet operational requirements and
surge for contingencies.

The SCMR showed clearly that the deep cuts mandated by the BCA’s sequestration caps
will not allow the Department to achieve all the features of the President’s strategic guidance
even if those cuts were imposed slowly over the ten-year period covered by the BCA.

But, as we stressed earlier, the abrupt timeline of the law as currently enacted provides no
avenue to make strategic cuts, since under the BCA the defense budget must be reduced
immediately, not phased in gradually. Most cost-cutting measures take time to yield savings.

An example is savings from cutting our naval fleet — it takes time to recoup savings from
bringing down the number of ships, especially for nuclear-powered vessels where our shipyards
have limited capacity to safely and securely decommission ships. Similarly, as we reduce the
force, it makes good management sense to close bases, but that takes up-front money to begin the
process, time to do it properly and effectively, and a few years to begin recouping savings. Even
involuntary separations of military personnel, in an effort to reduce force structure quickly, save
little in the year they occur because, for most, there would be added costs associated with
separation, travel, unused leave, and unemployment insurance.
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This is where the SCMR’s findings are particularly alarming. Under sequestration, even
the most ambitious efficiencies and most draconian cuts to compensation and force structure
would yield less than a third of what we would need to comply with the BCA sequestration caps
in the next several years — and thus would not shield the Department from making further deep
cuts to readiness and training accounts of the kinds we are experiencing this year, as well as
requiring disproportionately large cuts to investment accounts — acquisition and R&D contracts —
that risk reducing our long-term technological superiority.

As a result, in order to comply with the law in the near-term, the Department would have
no choice but to draw down from accounts that are able to produce the largest savings the fastest
— readiness and modernization. This would mean disrupting many carefully-conceived
acquisition programs and eating deeply into our seed corn — the very investments that give our
military a competitive advantage over others. Services would have to defer equipment
maintenance, cancel training, halt construction, slow procurement, and stand down on
developing and testing new technologies.

To meet these severe caps in the long-term, the SCMR examined two illustrative strategic
options that bracket our choices in each force element — one that seeks to preserve a modernized
force by sacrificing capacity, and one that preserves larger force capacity at the expense of
modernization programs.

The former approach would compel us to make difficult choices about how we provide
military forces to deter adversaries, assure allies, and respond to emerging crises. We would
further shrink the Army, reduce the number of carrier strike groups and big-deck amphibious
ships, and retire older Air Force bombers. We would protect investments to counter anti-access
and area-denial threats, such as the long range strike family of systems, submarine cruise-missile
upgrades, and the Joint Strike Fighter. And we would continue to make cyber capabilities and
special operations forces a high priority. This strategic choice would result in a force that would
be technologically dominant, but would be much smaller and therefore able to go fewer places
and do fewer things, especially if crises occurred at the same time in different regions of the
world.

The second approach would trade away high-end capability for size. We would look to
sustain our capacity for regional power projection and presence by making more limited cuts to
ground forces, ships and aircraft. But we would cancel or curtail many modernization programs,
slow the growth of cyber enhancements, and reduce special operations forces. This would result
in a modernization holiday, and a military with dramatically reduced modernization funding may
find its ageing equipment and weapons systems less effective against more technologically
advanced adversaries.
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Whichever way we leaned, we would be forced to adopt a more modest defense strategy.
Neither illustrative option we examined in the SCMR is compatible with current strategy as
defined in the President’s Defense Strategic Guidance.

Under sequestration, a large number of critical modernization programs would be at risk.
With respect to force structure, we could see much larger reductions in ground forces: We could
see our active Army force shrink from 490,000 soldiers to between 380,000 and 450,000. The
US Marine Corps would have to shrink from its current size of 182,000 to between 150,000 and
175,000. Additional choices could also entail significant cuts to the naval fleet, including capital
ships, and cuts to Air Force fighter and bomber squadrons. We could see carrier strike groups fall
from the current number of 11 to 8 or 9. These reductions would also result in even more
veterans — many who have recently served in combat - entering the domestic labor market in a
weakened economic environment.

To reiterate, the SCMR did not make final choices among these possibilities, but it did
map out various options to reach each budget scenario. The President and Secretary of Defense
would obviously make decisions on particular investment or force changes depending on the
budget scenario.

What the SCMR does show clearly is that the President’s FY 2014 Budget allows us to
preserve the Defense Strategic Guidance, the “in-between” budget scenario we evaluated would
“bend” the strategy in important ways, and sequestration-level cuts would “break” some parts of
the strategy no matter how the cuts were made.

FY 2014 IMPACTS

The SCMR focused on options for the 10-year budget period covered by the BCA, and
more immediately for the FYDP covering FY 2015 through FY 2019, but we must also plan for
possible sudden cuts in FY 2014 below the President’s budget. In FY 2014, the Department
would not be able to meet sequestration-level budget reductions by making only the strategic
cuts identified in the SCMR; on the contrary, even if we embarked on these profound strategic
changes in FY 2014, we would still be $30-35 billion per year short of the topline target in FY
2014 and FY 2015 - nearly the whole size of the sequestration cut we took in FY 2013.

If Congress does not permit us to make rapid cuts in areas like compensation, we would
be short even more. We would have no choice but to continue some of the damaging, non-
strategic cuts we incurred in FY 2013, compounding an already-serious readiness deficit.®

® See Attachment 5: Letter from Secretary of Defense Chuck Hagel to Sens. Levin and Inhofe, “Contingency Plan
for $52 Billion Cut in FY 2014 Defense Budget," July 10, 2013.
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We are looking for ways to make these immediate cuts in the least damaging way, but
there are few ways to limit their impact. Given the reality that up to half of our budget is
essentially placed off limits for savings and that we cannot turn to much of our budget for
immediate savings — for example, we cannot generate quick savings from cutting personnel and
infrastructure — the only way to implement an abrupt 10 percent reduction in the defense budget
is to impose disproportionate reductions in training, maintenance, and investment. Readiness
would not improve much from its current degraded level and in some cases would continue to
decline. We would also be forced to make disproportionately large cuts in funding for
modernization programs, eroding our technological superiority and damaging our Better Buying
Power initiatives.

The SCMR analysis showed in the starkest terms how a 10 percent defense spending
reduction in reality causes a much higher reduction in military readiness and capability —
particularly as we protect necessary spending like funding for Afghanistan, our core nuclear
deterrent, and other programs we mentioned earlier. Unlike the private sector, the federal
government — and the Defense Department in particular — simply does not have the option of
quickly shutting down excess facilities, eliminating entire organizations and operations, and
shedding massive numbers of employees — at least not in a responsible, moral and legal way.

The bold management reforms, compensation changes and force structure reductions
identified by the SCMR can help reduce this damage, but they will not come close to avoiding it
altogether.

CONCLUSION

The abrupt, deep cuts caused by the BCA caps in FY 2014 will force DoD to continue to
make the kind of harmful, yet unavoidable, decisions we have had to make during the present
fiscal year. If these caps continue in future years, the Department will have to make sharp cuts
with far-reaching consequences that will limit combat power, reduce readiness, and irrevocably
alter the way the military supports the national security interests of the United States. The SCMR
produced options that would prepare the way for these large cuts, but plans alone cannot avoid
serious damage to our military capabilities.

The Review demonstrated that strategic cuts are only possible if they are “back-loaded.”
While no agency welcomes additional budget cuts, a scenario where we have additional time to
implement reductions — such as in the President’s budget — would be far preferable to the deep
cuts of sequestration.
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Tragically, the prospect of serious damage to national security detailed in this testimony
is not a result of an economic emergency or recession that makes a sudden reduction in
expenditures necessary. It is not because defense cuts are a mathematical answer to the nation’s
overall fiscal challenge, or because paths of revenue growth and entitlement spending have been
explored and exhausted. It is not because the world has suddenly become more peaceful. It is not
due to a breakthrough in military technology or a new strategic insight of some sort that makes
continued defense spending unnecessary. It is purely the collateral damage of political gridlock.
And friends and potential enemies around the world are watching our behavior.

To be sure, America will remain the world’s strongest military power. But we are
accepting unnecessary risk. As Secretary Hagel said yesterday, it is unworthy of the service and
sacrifice of our nation’s men and women in uniform and their families. And even as we confront
tough fiscal realities, our decisions must always be worthy of the sacrifices we ask America’s
sons and daughters to make for the country.

We in the Department of Defense are prepared to make difficult strategic and budgetary
choices. We are also committed to finding new ways to improve the way we do business and
obtain greater efficiency and productivity in defense spending. But in order to sustain our
military’s unrivaled strength, we need the cloud of uncertainty dispelled, and not just moved to
the horizon, kicking the budget can down the road year by year. Along with budgetary stability,
we need time to make changes strategically. And we need the support of Congress to make
budget cuts in a managerially sensible way. We need a return to normal budgeting and a deal that
the President can sign. Then, together with Congress, we can continue the strategic transition
upon which we have embarked, with certainty and stability.
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| appreciate the opportunity to join with the Acting Director of the Office of Management
and Budget (OMB) in testifying today regarding the effects of sequestration.

Secretary Panetta and | have been emphasizing for many months that sequester would
have devastating effects. While I will focus on the impact on the Department of Defense (DoD),
Acting Director Zients’ testimony makes clear that the effects on non-defense agencies would be
equally devastating. We urge Congress to avoid sequestration by devising a comprehensive and
balanced deficit reduction package that both the House and Senate can pass, and that the
President can sign. Back in February, the President’s Budget for FY 2013 in fact contained a
proposal for such a balanced reduction. Secretary Panetta and | strongly urge that the Congress
enact a balanced deficit reduction plan to avoid sequestration.

Acting Director Zients already described the mechanism by which sequester would work.
In my statement today, | describe some impacts specific to DoD. But much of what | say would
be echoed by managers in other federal agencies and by industry leaders who furnish critical
goods and services to the federal government. And, while | can describe many of sequester’s
impacts on DoD, I cannot describe a “plan” that somehow eliminates these consequences, or
even mitigates them substantially. The reason for this is that sequester was designed to be an
inflexible and mindless policy. It was never designed to be implemented. Instead, it was
enacted as a prod to Congress to devise a comprehensive package to reduce the federal deficit.

As | illustrate some of the impacts of sequester, it will be clear that it is a policy that
should never be implemented. It introduces senseless chaos into the management of more than
2,500 defense investment programs, waste into defense spending at the very time we need to be
careful with the taxpayer’s dollar, inefficiency into the defense industry that supports us, and
causes lasting disruptions even if it only extends for one year. Sequester in FY 2013 would
seriously disrupt our forces and programs. Over the longer term, the lower caps in FY 2014
through FY 2021 would require that we substantially modify and scale back the new defense
strategy that the DoD leadership, working under the guidance of the President, so carefully
developed just a few months ago.

How Sequester Would Work in DoD

If sequestration occurs, it would be governed by the Balanced Budget and Emergency
Deficit Control Act (BBEDCA) of 1985, as amended by the Budget Control Act (BCA) of 2011.
Congressional report language also specifies some of the detailed procedures for DoD.
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Sequestration requires that national defense programs be reduced by almost $55 billion in
FY 2013, and the lowering of the discretionary caps would result in reductions of the same
amount in each year from FY 2014 through FY 2021. The DoD budget would bear more than 95
percent of this reduction.

While sequestration and lowering of the discretionary caps could have important effects
for each of the next nine years, | will focus today mostly on the effects in FY 2013. In FY 2013
special rules govern the sequester and require an across-the-board application of the cuts that is
designed to be inflexible. To determine the size of the sequester by project and account, a
percentage will be calculated based on the prescribed dollar cut (almost $55 billion) and the total
of the FY 2013 appropriation and unobligated balances from prior years. Obviously, that
percentage cut cannot be estimated precisely until we know the level of FY 2013 appropriated
funds and the level of prior-year unobligated funds.

Sequester would apply to all of the DoD budget, including the wartime or Overseas
Contingency Operations (OCO) portions of the budget — with only one potential exception that is
significant. Under the 1985 Act, the President has the authority to exempt all or parts of military
personnel funding from sequestration. If the President chooses to utilize this authority for FY
2013, he must notify the Congress by August 10, 2012, about the manner in which he will
exercise the authority. If the President exempts military personnel funding from sequester in FY
2013, then other DoD budget accounts must be cut by larger amounts to offset the military
personnel exemption. DoD estimates that the percentage reductions under sequester could range
from 8 percent for all DoD accounts (if military personnel funding is fully sequestered) to 10
percent for accounts other than military personnel (if “milpers” funding is fully exempt from
sequestration). These estimates assume that Congress provides funds for FY 2013 equal to the
President’s request and reflects DoD’s best estimate of unobligated balances from prior years.

OMB will eventually calculate the sequester percentage and will use the percentage to
calculate reductions in dollar terms for each budget account. How these reductions are applied in
DoD varies between the operating and investment portions of the budget, as specified in law and
applicable Congressional report language. Cuts to the operating portions of the DoD budget
must be equal in percentage terms at the level of budget accounts. (Examples of budget accounts
in the operating budget include Army active operation and maintenance, Navy reserve operation
and maintenance, and Air Force Guard operation and maintenance.) Within each budget account
in the operating portion of the budget, DoD can determine how best to allocate the reductions
based on management judgments. For the investment portions of the budget, the dollar cuts must
be allocated proportionally at a lower level of detail identified as “program, project, and activity
(PPA)”. More than 2,500 programs or projects are separately identified and must be reduced by
the same percentage. Absent a reprogramming action, the inflexible nature of the sequester law



71

means that DoD would have no authority to vary the amount of the reduction. Within a PPA,
however, managers can decide how best to allocate the reductions.

It is important to note that reprogramming — a method used by DoD to shift funding from
lower to higher-priority projects during the year when funds are being executed — would at most
offer a limited ability to modify the effects of sequester. Under current law, the amount of funds
that can be transferred is limited. Moreover, any reprogramming that adds funds to a program or
project must be offset by a cut to another program or project, which may be difficult because, as
a matter of policy, we seek Congressional approval of reprogramming actions. Reprogramming
might be used to offset some effects of sequester but, realistically, it would not offer a means for
making wholesale revisions.

To close this description of sequestration, let me say what sequestration would NOT do.
Sequestration would generally not affect funds already obligated as of the date the sequester cuts
are calculated.

Impacts of Sequester

Acting Director Zients discussed some of the potential effects of the sequester on non-
defense programs. Just as in non-defense agencies, sequestration would have devastating effects
on DoD and its personnel both because of the size of the sequester cuts and because of the
mindless way the law requires that they be allocated. Although we strongly believe that
Congress should enact a balanced deficit reduction package and avoid sequestration, we have
reviewed the law and identified some of the key impacts sequestration would have on the
Department.

As noted earlier, OCO funding — which pays for the added costs of wartime activities — is
subject to sequester. Supporting our warfighters in combat is DoD’s highest priority. We would
therefore endeavor to protect wartime operating budgets as much as possible, including the key
operation and maintenance (O&M) accounts. The O&M accounts contain OCO as well as base-
budget funding, and these two categories of O&M funding merge together during execution of
DoD budgets. We could reduce the base-budget portions of O&M disproportionately and spare
the OCO portions. We could take similar steps as needed in other accounts that include OCO
funding.

However, especially in the Army and the Marine Corps, this action would lead to large
cuts in base-budget O&M. We would seek to minimize effects on training and readiness of units
deploying, but we could probably not do so fully. As a result, some later-deploying units
(including some deploying to Afghanistan) could receive less training, especially in the Army
and Marine Corps. Under some circumstances, this reduced training could impact their ability to
respond to a new contingency, should one occur.
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Sequestration could also affect training in the other military services. We will seek to
minimize effects on readiness. However, Air Force flying hours for pilots could be reduced by
several hours a month and Navy steaming days could decline by several days a quarter. The
result will be reduced training and lower readiness.

The sequester would force us to reduce funding for civilian personnel, and | would join
other senior federal managers in making difficult personnel decisions that will harm all of our
departments. Although it is premature to describe in detail how sequester would impact the DoD
civilian workforce, it might be necessary to impose a partial hiring freeze or unpaid furloughs.
These actions would reduce our capability in important ways: fewer people to fix our weapons
including those damaged in war, less expert time and attention available to enter into well-
crafted contracts and handle financial transactions, and less support for other critical day-to-day
operations.

Military families and retirees would be adversely affected by sequestration. For example,
we could be forced to cut back on base support services, facility maintenance, and maintenance
of government owned family housing. Commissary hours might have to be reduced. Funds for
the Defense Health Program, which provides health care for retirees and military dependents,
would be sequestered, resulting in delays in payments to service providers and, potentially, some
denial of service.

These various sequestration actions, taken together, would represent a major step toward
creation of an unready, “hollow” military force. Military readiness would be added to the list of
programs in other departments harmed by sequestration including nutrition assistance for low-
income women, education for young students, and research projects designed to improve
American lives.

Sequestration would also inevitably lead to universal disruption of DoD’s investment
programs. Under current rules that govern the sequester process, every one of our more than
2,500 procurement programs, research projects, and military construction projects would each be
indiscriminately reduced. Those who manage these programs would be forced to join many
other acquisition managers in non-defense agencies as they seek to accommodate the reduced
funding for FY 2013, three months after the fiscal year starts.

Some military managers would be forced to buy fewer weapons. For example, assuming
proportional cuts and DoD’s current estimate of the size of the sequester, we would buy four
fewer F-35 aircraft, one less P-8 aircraft, 12 fewer Stryker vehicles, and 300 fewer Army
medium and heavy tactical vehicles compared with the requests in the President’s Budget for FY
2013. Reductions in buy sizes will cause unit costs of weapons to rise, which will in turn
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demand further cuts in buy sizes. In cases where we cannot feasibly reduce the quantity of items
bought — ships come immediately to mind — we would have to delay projects. There could be a
delay of several months in the new CVN-78 carrier along with delays in the Littoral Combat
Ship program and DDG-51 destroyer procurement. Some military construction projects could be
rendered unexecutable by sequester. We could be forced to delay fixing schools, defer
construction of new medical facilities, and delay environmental cleanup.

| have focused on the effects of sequestration on DoD. But much of the Intelligence
Community’s funding is within the DoD budget and is also subject to sequestration. As it would
in DoD, sequestration would have devastating effects on the Intelligence Community. If
sequestration occurs, senior managers in the Intelligence Community would join me and leaders
in all affected non-defense agencies as we strive to meet the needs of American citizens while
operating under a law that was purposely designed to be inflexible.

While | have focused on effects in FY 2013, sequestration and lowering of the
discretionary caps reduces DoD budgets by $50 to $55 billion in each year from FY 2013
through FY 2021. The cuts beyond FY 2013 would not have to be implemented in the across-
the-board manner that | have just described. But the cuts are still large. Even if the President
elects to exempt military personnel funding in FY 2013, the outyear cuts would force the
Department to make substantial reductions in military personnel and units in the years beyond
FY 2013. Otherwise we will end up with too many units and not enough funds to train and equip
them. Significant cuts in military units would, in turn, require that we revisit the national
security strategy that the President put in place last January. While it is premature to outline
specifics, sequestration would force DoD to revise a strategy that was carefully crafted and
designed to meet current national security needs.

Next Steps on Sequester

While we can foresee the harmful impacts of sequester, as | have described, we cannot
devise a “plan” that eliminates, or even substantially mitigates them. Sequester defies rational
“planning.” It was designed to be irrational. We are working with OMB to understand this
complex legislation, and we are assessing impacts. Because we are still five months from
implementation, Congress has the time to enact a balanced deficit reduction plan and halt
implementation of this inflexible law. In the unfortunate event that sequestration is actually
triggered, we will work with OMB and — like all the federal agencies affected by this law — we
will be ready to implement.

But we are equally worried about a different type of error. This would occur if
sequestration does not happen but we end up triggering some of its bad effects anyway. For
example, we do not want to unnecessarily alarm our employees by announcing adverse personnel
actions or by suggesting that such actions are likely. We do not want to hold back on the

5
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obligation of funds — either for weapon projects or operating programs — that would have been
obligated in the absence of a possible sequester, since this would introduce inefficiency and
waste. Nor do we want to cut back on training, which would harm military readiness in a period
when we face a complex array of national security challenges. In the charged budgetary
environment in which we are operating, this type of error is very real.

Finally, we understand that private companies that serve the Department of Defense and
constitute important members of our national security team will be making decisions on issues
related to sequester. They face many of the same dilemmas we do, and a number of them have
expressed to me their alarm at such a wasteful and disruptive way of managing the taxpayers’
money and the talents of their employees. The best thing that can happen for private companies
is for Congress to enact a balanced deficit reduction plan that halts implementation of this
inflexible law.

Summary

| believe that my testimony today makes clear that sequester would be devastating to
DoD, just as it would to every other affected federal agency. It is important to remember that
sequester was not a policy designed to be implemented. It was enacted as a prod to Congress to
act on the federal deficit.

Congress needs to deal with the debt and deficit problems in a balanced way and avoid
sequestration. The men and women of this Department and their families need to know with
certainty that we will meet our commitments to them. Our partners in the defense industry, and
their employees, need to know that we are going to have the resources to procure the world class
capabilities they can provide, and that we can do so efficiently. Allies, partners, friends, and
potential foes the world over need to know that we have the political will to implement the
defense strategy we have put forward.
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DEPUTY SECRETARY OF DEFENSE
1010 DEFENSE PENTAGON
WASHINGTON, DC 20301-1010 JAN 10 2013

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
CHAIRMAN OF THE JOINT CHIEFS OF STAFF
UNDER SECRETARIES OF DEFENSE
DEPUTY CHIEF MANAGEMENT OFFICER
DIRECTOR, COST ASSESSMENT AND PROGRAM EVALUATION
DIRECTOR, OPERATIONAL TEST AND EVALUATION
GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE
INSPECTOR GENERAL OF THE DEPARTMENT OF DEFENSE
ASSISTANT SECRETARIES OF DEFENSE
DEPARTMENT OF DEFENSE CHIEF INFORMATION OFFICER
ASSISTANTS TO THE SECRETARY OF DEFENSE
DIRECTOR, ADMINISTRATION AND MANAGEMENT
DIRECTOR, NET ASSESSMENT
DIRECTORS OF THE DEFENSE AGENCIES
DIRECTORS OF THE DOD FIELD ACTIVITIES

SUBJECT: Handling Budgetary Uncertainty in Fiscal Year 2013

Two of inty are ing budgetary chall for the Dep of Def
(DoD) in 2013. The first is the fact that the Department is operating under a Continuing Resolution
(CR) through at least March 27, 2013, Because most operating funding was pl dtoi
from Fiscal Year (FY) 2012 to FY 2013, but is instead being held at FY 2012 levels under the CR,
funds will run short at current rates of expenditure if the CR conti hrough the end of the fiscal
year in its current form. The Secretary will continue to urge the Congress to enact appropriations
bills for FY 2013. But if the CR were to be extended through the end of the fiscal year, it would
hinder our ability to maintain a ready force.

The second source of inty is the p ial seq ion recently deferred from
January 2, 2013 to March 1, 2013 by the American Taxpayer Relief Act of 2012. The possibility of
sequestration occurring as late as the beginning of the sixth month of the fiscal year creates
significant additional uncertainty for the g of the Dep

Either of these problems, in isolation, would present serious budget execution challenges to
the Department, negatively impacting readiness and resulting in other undesirable outcomes. This
situation would be made even more challenging by the need to protect funds for wartime operations.
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Near- ionsg

Given the overall budgetary uncertainty faced by the Department, and in particular the
diate operational issues d by the CR, it is prudent to take certain steps now in order to
help avoid serious future problems. 1 therefore authorize all Defense Components to begin
implementing measures that will help mitigate our budget execution risks. For now, and to the
extent possible, any actions taken must be reversible at a later date in the event that Congress acts to
remove the risks I have described. The actions should be structured to minimize harmful effects on
our people and on operations and unit readi

Categories of approved actions are identified in Table 1. The authority to implement these
actions shall remain in effect until they are 1 in a subseq dum from my office.

If Components believe they must take actions that go beyond the categories listed in Table 1, they
should present the options for my review and approval prior to their implementation.

Given the added challenge of a1 ial seq ion in March, we must also intensify

efforts to plan future actions that might be required should that happen. This planning does not
assume these unfortunate events will occur, only that we must be ready.

As they formulate draft plans, Components should follow the guidance that directs the
Department to take all possible steps to mitigate harmful effects iated with this budgetary
inty and to maintain a strong def The details of the guidance are summarized below:

* For the operating portions of the DoD budget:

o Exempt all military p | funding from seq) ion reductions, in accordance
with the decision made by the President in July 2012,

o Fully protect funding for wartime operations.

o Fully protect Wounded Warrior programs.

o To the extent feasible, protect programs most closely associated with the new
defense strategy.

o Reduce civilian workforce costs using the following actions (all subject to mission-
critical exemptions, and appropriate consultation with union representatives
consistent with Executive Order 13522):

* Release temporary employees and do not renew term hires,

* Impose hiring freczes.

* Authorize voluntary separation incentives and voluntary early retirements to the
extent feasible.

*  Consider the possibility of furloughs of up to 30 calendar days or 22
discontinuous workdays,

o To the extent feasible, protect family programs.
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o To the extent feasible, protect funding most directly associated with readiness; focus
the necessary cuts on later deploying units.

* For the investment portions of the DoD budget (p RDT&E,
o Protect investments funded in Overseas Contingency Operations if iated with
urgent operational needs.
o To the extent feasible, protect programs mostly closely associated with the new
defense strategy.
o Take pmdent steps lo nnnlmme disruption and added costs (e.g., avmd penalttes
1 with |lations where feasible; ly

construction projects funded with prior-year monies).

While we are hopeful of avoiding budg bl draft Comy plans should reflect
the possibility that we may have to npeme under a yea.rllnng CR and that sequestration takes place.
Table 2 shows the types of information that should be included in the plans. Components should
submit these draft plans to the Under S y of Defense (Comptroller) by February 1,2013. The
Under Secretary of Defense (Comptroller) will work with the Components to adjust this schedule if
changes are required due to the deadlines for the preparation of the FY 2014 President’s Budget
submission.

1 appreciate your patience as we work through these difficult budgetary times. The
Department will continue to do its best to resolve these budgetary inties ina that
permits us to support our current defense strategy and maintain a strong defense.

If add have questions about this dum, they should direct them to the Under
Secretary of Defense (Cumptmlm&j ()
Attachments:
As stated
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Table 1. Categories of Approved Near-Term Actions

o Freeze civilian hiring (with exceptions for mission-critical activities*).

* Provide authority to i ploy of temporary hires and to notify term employees
that their contracts will not be renewed (with exceptions for mission-critical activities and
when appropriate in terms of personnel timing®).

s Reduce base operating funding.

s Curtail travel, training, and conft (all with exceptions for critical activities*
including those required to maintain proft 11i or equivalent certifications)
e Curtail facilities maintenance or Facilities Sustainment, Restoration, and Modernization

(FSRM) (with exceptions for mission-critical activities*).

o If ry, services/agencies are authorized to fund FSRM at levels below current
guidance.
¢ Curtail administrative expenses such as supply purct busi IT.« ies, etc.
(with ptions for mission-critical activities*).

* Review contracts and studies for possible cost-savings.

« Cancel 3" and 4" quarter ship maintenance availabilitics and aviation and ground depot-
level maintenance activities. Take this action no earlier than February 15, 2013,

»  Clear all R&D and production contracts and contract modifications that obligate more than
$500 million with the USD{AT&L) prior to award.

¢ For Sci and Technology , provide the USD(AT&L) and the Assistant Secretary
of Defense (R h & Engineering) with an of the impact that budgetary
uncertainty may have on ing Depar | h priorities.

*Approvals will be granted by Component heads or by senior officials designated by the
Component head.

Comp with p | serving Comt C ders (COCOMs) must consult with the
COCOMs before implementing actions that affect them. Disputes will be brought to the attention
of the Chairman of the Joint Chiefs of Staff for further resolution,

Comy receiving reimk ts should coordinate with before taking actions that
would affect the customer’s mission.




79

Table 2. Information to Be Included in Draft Impl ion Plans

Ly

The following information should be provided at the Component level. Information by commands
and bases/installations is not

* For operating accounts, identify major actions to include, at a minimum:
o Extent of civilian hiring freezes; exp d ber of temps/terms rel | d
number, duration, and nature of furloughs.
o Reductions in flying hours, steaming days, vehicle miles, and other
operations/training/support activities that affect force readiness,
o Areas of budgets experiencing disproportionate cuts.
* For investment accounts:
o Plans for large programs (ACAT 1D and 1C, and MAIS programs).
* Include major changes in unit buys, delays, ete.
o Significant ck in all joint progr
* [dentify and prioritize any ial reprog

with offsets.
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SECRETARY OF DEFENSE
1000 DEFENSE PENTAGON
WASHINGTON. DC 20301-1000

MAR 15 2013

MEMORANDUM FOR DEPUTY SECRETARY OF DEFENSE
SECRETARIES OF THE MILITARY DEPARTMENTS
CHAIRMAN OF THE JOINT CHIEFS OF STAFF
UNDER SECRETARIES OF DEFENSE
CHIEFS OF THE MILITARY SERVICES
COMMANDERS OF THE COMBATANT COMMANDS
DIRECTOR, COST ASSESSMENT AND PROGRAM EVALUATION
GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE

SUBJECT: Strategic Choices and Management Review

The Department of Defense must constantly examine the choices that underlie our defense
strategy, posture, and investments, including all past assumptions and systems. This will be
especially important in the period ahead, as both budgetary and strategic uncertainty affect our
planning. We must think and act ahead of this uncertainty, and not in reaction to it.

Accordingly, I am directing the Deputy Secretary of Defense, working with the Chairman
of the Joint Chiefs of Staff, to conduct a Strategic Choices and Management Review. This review
will:

* Define, for my consideration, the major strategic choices and institutional challenges
affecting the defense posture in the decade ahead that must be made to preserve and
adapt defense strategy and management under a range of future circumstances.

* Consider the 2012 Defense Strategic Guidance as the point of departure and be
informed by the Chairman’s Risk Assessment. The results will frame my Fiscal
Guidance for the FY 2015 budget and ultimately be the foundation for the statutorily
required Quadrennial Defense Review due in February 2014.

* Be inclusive but confidential to allow for the free exchange of ideas. Service
Secretaries and Chiefs, Office of Secretary of Defense Principals, and Combatant
Commanders will serve as essential participants.

This will be an iterative process, reporting to me at regular intervals with the aim to conclude the
process by May 31, 2013. [ appreciate your efforts and support in this process. Thank you.

L
ARG Y

0SD003024-13
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DEPUTY SECRETARY OF DEFENSE
1010 DEFENSE PENTAGON
WASHINGTON, DC 20301-1010

MAY 2 9 2013

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
UNDER SECRETARIES OF DEFENSE
CHIEFS OF THE MILITARY SERVICES
COMMANDER, U.S. SPECIAL OPERATIONS COMMAND

SUBJECT: Strategic Choices and Management Review — End State

I appreciate the thorough discussions we have had at the Strategic Choices and
Management Review (SCMR) meetings, and am sending out this additional guidance to clarify
our end states and discuss the near term due outs. Let me begin by emphasizing that the
Secretary and I remain fully committed to the President’s defense budget proposal for FY 2014
and the out-year budgetary levels that accompany that proposal. This budget provides the
appropriate level of defense resources needed to meet today’s complex national security threats.
Moreover, the President has proposed a balanced package of deficit reductions, including some
further cuts in defense funding, which exceeds the targets in the Budget Control Act. It is our
hope that Congress will work to enact this proposed package of deficit reductions, or another
package that the President can sign, and then replace sequestration.

‘We will also continue to defend aggressively the specifics of the President’s FY 2014
defense budget proposal at the right level for the Department. However, we do need to develop
options in the event that fiscal realities differ from the funding level in the President’s budget.

Therefore, a critical output of the SCMR will be internal fiscal guidance for POM 15-19
at the President’s Budget level. This guidance will be informed by the SCMR and take into
account adjustments needed to bring the DoD topline into compliance with the President’s
budget. Because we do need to develop options in the event that fiscal realities differ from the
funding level in the President’s budget, a second output of the review will be separate guidance
for Alternative POMs (ALT POMs) at overall Departmental resource levels five percent and ten
percent below the resources provided in the President’s current budget. Each Service will be
provided topline guidance informed by the SCMR work which takes into account the full
sequestration cuts.

You should also develop options for a FY 2014 budget that is executed at levels other
than the level in the President’s budget. Specifically, you should consider two assumptions: (1)
a cut of 10 percent from each appropriation level proposed in the President’s FY 2014 budget
and (2) a cut of 10 percent for the total dollars proposed in the President’s FY 2014 but with
authority to move money among appropriations. Finally, we need to know the adjustments to the
President’s budget submission for FY 2014 that would be necessary to take into account the
currently experienced impacts of the FY 2013 sequestration. These results are due by July 1. At
a later date we may need to ask for an alternative at a level 5 percent below the President’s

VAR
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We will also be working on additional strategic guidance that will be incorporated into
our SCMR. prod First, the ¢ of our ranking of the refined DSG military missions will
indicate potential break points for capacity, capability, and readiness that will be important as
you shape your forces to support strategic ends. Second, USPACOM is producing a rapid
turnaround adjustment to plans in the Pacific theater.

Finally, we will produce a White Paper that documents the options we considered and
their implications for both 2 it and strategy.

. W (it
Chairman of the Joint Chiefs of Staff

Commanders of the Combatant Commands
Chief of the National Guard Bureau
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SECRETARY OF DEFENSE
1000 DEFENSE PENTAGON
WASHINGTON, DC 20301-1000

JUL 10 203

The Honorable Carl Levin
Chairman

Committee on Armed Services
United States Senate
Washington, DC 20510

The Honorable James M. Inhole
Ranking Member

Committee on Armed Services
United States Senate
Washington, DC 20510

Dear Chairman Levin and Ranking Member Inhofe:

I remain fully committed to enactment of the President’s defense budget for Fiscal
Year (FY) 2014 because I believe this budget provides the right level of resources to
maintain a strong national defense. | also fully support the President’s overall budget
plan and his FY 2014 budgetary proposals for other federal agencies, which are necessary
to support a strong economy and also contribute to a strong national defense by providing
support to our troeps, veterans, and their families.

I realize, however, that the Department of Defense (DoD) needs a contingency
plan in the event that the sequester-level budgetary caps currently imposed by the Budget
Control Act (BCA) of 2011 remain in effect. These caps would lead to an approximately
$52 billion cut to the DoD budget compared to the President’s FY 2014 funding request,
as well as deep cuts to non-defense priorities including education, infrastructure,
innovation and more. The attachment 1o this letter provides a high-level summary of an
early version of DoD)'s contingency plan for FY 2014 with a $52 billion cut,

I strongly oppose cuts of that magnitude because, if they remain in place for FY
2014 and beyond, the size, readiness and technological superiority of our military will be
reduced, placing at much greater risk the country’s ability to meet our current national
security commitments. This outcome is unacceptable as it would limit the country’s
options in the event of a major new national security contingency.

These serious adverse effects occur even if Congress provides flexibility in
administering budget cuts and sequestration. Flexibility in this instance would mean that
Congress approves program culs denied in the past and allows reallocation of funding,
without regard to existing budget struetures or limitations on transfer authority.
However, the culs are too steep and abrupl to be mitigated by flexibility, no matter how
broadly defined. These points are well illustrated by looking at the effects of a $52
billion cut in FY 2014:

&
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e With or without additional flexibility, the Department would not be able to
substantially reduce military personnel costs in FY 2014 without draconian
actions — a constraint that significantly worsens the pressure on other budgetary
accounts and saves very little money upfront.

* Sequestration in FY 2013 is severely damaging military readiness. In FY 2014
the Department would seek to minimize cuts in the day-to-day operating costs
most closely related to training and readiness. Instead DoD would, for the second
year in a row, impose hiring freezes and sharply reduce facilities maintenance —
sometimes leaving the Department with too few people to perform needed work
or with employees working in substandard conditions. The Department hopes to
avoid a second year of furloughs of civilian personnel, but DoD will have to
consider involuntary reductions-in-force to reduce civilian personnel costs.
However, these actions alone would not be sufficient. Given a cut of $52 billion,
even with flexibility in administration, training and overall readiness would at
best remain constant at current low levels and, in some cases, would continue to
decline.

e The difficulty of substantially reducing military personnel funding in FY 2014
would likely require disproportionately large cuts in the Department’s investment
accounts — assuming flexibility in implementing changes, cuts of 15 to 20 percent
would be common. The resulting marked slowdown in modernization would
reduce our long-term, critically important and historic technological superiority
and undermine our better buying power initiatives.

¢ The bottom line: with or without flexibility, administering a $52 billion cut would
have severe and unacceptable effects. In particular, if such a cut and the sequester
mechanism were applied to military personnel funding, DoD could accommodate
the required reductions only by putting into place an extremely severe package of
military personnel actions including halting all accessions, ending all permanent-
change-of-station moves, stopping discretionary bonuses, and freezing all
promotions.

Part of the solution to the current budgetary impasse will require that Congress
become a full partner in ending business-as-usual practices — in areas such as
infrastructure, benefits and procurement — that would otherwise require further cuts to
readiness, modernization and combat power. We urgently need Congressional support in
enacting difficult but necessary measures proposed by the President in his FY 2014 and
prior budgets. These include slowing growth in military pay raises in a manner that still
supports the all-volunteer force and raising fees for health care programs for retirees
while still maintaining the generous benefits they deserve. Other key initiatives include
the retirement of some lower-priority weapons, including Navy ships and Air Force
aircraft. The Congress also needs to eliminate restrictions on the rate of the drawdown in
military end strength for the Army and Marine Corps, permit the Department to end
programs such as the C-27 aircraft, and enact other cost-saving proposals, such as a new
BRAC round. If Congress does not approve these proposals, even more cuts in combat



85

power, readiness and modernization would be needed to accommodate cuts of $52 billion
in FY 2014 and similar cuts in later years.

In sum, the abrupt, deep cuts caused by the BCA caps in FY 2014 will force DoD
to make non-strategic changes. If the cuts continue, the Department will have to make
sharp cuts with far reaching consequences, including limiting combat power, reducing
readiness and undermining the national security interests of the United States. [ directed
a Strategic Choices and Management Review to develop options that would
accommodate these large cuts, but these options cannot avoid serious damage to our
military capabilities.

Because of my great concern regarding the effects of reduced discretionary caps
in FY 2014 and beyond, I urge Congress to pass a balanced deficit reduction package that
the President can sign that would replace these deep and arbitrary budget cuts in FY 2014
and in future years. A comprehensive solution of this nature would do much to support
the mission of the DoD and the mission of other federal agencies, including agencies that
provide important support to the Department and to our troops and veterans.

In coming months, my senior team will provide briefings and updated information
on the FY 2014 budget to the Committee. I look forward to working on this critical issue
with both of you, the Senate Armed Services Committee, and members of Congress.

Thank you for your continued support of our men and women in uniform and our
entire civilian workforce.

Sincerely,

Attachment: As stated. / C /
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ATTACHMENT
Contingency Plan for $52 Billion Cut in FY 2014 Defense Budget

Secretary Hagel remains fully committed to enactment of the President’s budget
plan for Fiscal Year 2014, including his budget proposal for non-defense agencies and his
defense budget proposal. The President’s defense budget provides the resources that the
President and Secretary of Defense believe are appropriate to maintain a strong national
defense in the face of complex national security challenges. The President’s budget
proposal is consistent with the caps originally imposed by the Budget Control Act (BCA)
of 2011, which led to a ten-year reduction of $487 billion in Department of Defense
(DoD) budgets, and the American Taxpayer Relief Act of 2012. However, provisions of
the BCA, when coupled with the failure of Congress to enact a deficit reduction package
in 2011, have led to additional reductions in the BCA caps (referred to as “sequester-
level” caps).

The sequester-level BCA cap reduction for FY 2014 would result in a cut of $52
billion in funding in FY 2014 compared with the President’s budget. If, contrary to the
administration’s intent, these sequester-level BCA caps remain in effect, DoD would be
required to make major changes to its current plans. The plan described in this
attachment provides a high-level summary of an early version of DoD’s approach to
operating at those lower budget levels. All funding cuts in the plan refer to changes in
DoD’s base budget. The Department assumes that funding for Overseas Contingency
Operations (OCO) remains at the level requested by the President.

In formulating this contingency plan, DoD is being guided by inputs from the
military services and defense agencies and by the preliminary results of the Strategic
Choices and Management Review (SCMR). The SCMR was directed by Secretary Hagel
and sought, in the limited time available, to scrutinize every aspect of the U.S. defense
establishment to enable the most sensible adjustments assuming various levels of
resource reductions. At the same time, the SCMR seeks to adhere, wherever possible, to
the tenets of the Defense Strategic Guidance (DSG) such as the rebalance to the Asia
Pacific.

While the SCMR was principally oriented towards the FY 2015-2019 budget
submission, its principles and findings are applicable to FY 2014 contingency plans.
Accordingly, wherever possible DoD would seek management efficiencies and controls
on compensation growth before making cuts to force structure, modernization, and
readiness. Nonetheless, under any version of sequester-level BCA cuts, reductions to the
latter categories will be required. Moreover, the depth and abruptness of the reductions
required to fit under the post-sequestration cap would, even with flexibility, substantially
limit our ability to implement those cuts in a way that fully protects the tenants of the
DSG.

Of note, one of the biggest challenges in formulating our plan for FY 2014
involves uncertainty regarding post-FY 2014 budgetary cuts, especially large cuts such as

1
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those that could occur under the current version of the BCA. What is assumed can
determine key decisions such as the timing of personnel reductions.

As requested, DoD's contingency plan addresses the effects of sequester-level
cuts of $52 billion assuming Congress grants DoD flexibility in implementing the
reductions. Flexibility would mean that Congress approves program cuts denied in the
past and allows reallocation of funding, without regard to existing budget structures or
limitations on transfer authority. However, even with such flexibility, DoD would not be
able to mitigate the significant and detrimental impacts associated with sequester-level
cuts,

DoD’s contingency plan addresses the effects on each of the Department’s major
categories of funding.

Mili nnel Effects

Even if faced with the large and steep cut of $52 billion in FY 2014, DoD would
likely be able to impose only relatively modest cuts in currently planned funding for
military personnel, assuming it had the flexibility to limit the size of those cuts. Military
personnel funding cuts would be disproportionately small (probably only a few percent of
total military personnel funding) because reducing the size of the military yields
relatively small savings in FY 2014, Even involuntary separations of military personnel
save little in the year they occur because of added costs associated with separation
payments for those with more than six years of service along with added travel costs,
costs for payments of unused leave, and in some cases unemployment insurance costs.
Achieving a proportional, 10 percent cut in military personnel funding in FY 2014 would
require that DoD put in place an extremely severe package of military personnel actions
including halting all accessions, ending all permanent-change-of-station moves, stopping
discretionary bonuses, and freezing all promotions.

The inability to reduce military personnel costs quickly would put additional
downward pressure on other portions of the FY 2014 budget. To avoid a repeat of this
situation in future years, DoD could draw down the size of the military more quickly
beginning in FY 2014 in order to free up resources in later years. To permit a more rapid
drawdown, Congress would need to repeal laws restricting the military end strength
reductions in the Army and Marine Corps. A substantially faster drawdown would
probably require significant numbers of involuntary separations in FY 2014, a decision
that raises the unfortunate prospect of forced separations of personnel who have recently
served in Afghanistan.

Implementing sequester-level cuts would be made even more difficult if Congress
fails to support the military pay raise of 1.0 percent proposed in the President’s FY 2014
budget. If that raise grows to 1.8 percent, as some in Congress have proposed, it would
add about $0.5 billion in FY 2014 funding requirements — which would force even larger
cuts in other spending categories.
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ects on O ion and Mai ce dine:

Reductions in day-to-day operating costs, which are financed out of the operation
and maintenance (O&M) appropriation, would pose particularly difficult problems in the
event of a $52 billion cut -- even with flexibility. O&M finances much of the cost of
training and readiness, both of which have already been severely affected by the FY 2013
sequester. DoD needs additional FY 2014 funds, not further cuts, in order to recover.
The O&M appropriation also pays for most of the Department’s civilian personnel, who
have already been hit with a series of pay freezes along with furloughs. For all these
reasons there is strong pressure to increase O&M funding.

Despite this pressure, O&M funding could not be protected if DoD had to
accommodate a reduction of $52 billion in FY 2014 because this appropriation makes up
almost 40 percent of the budget in FY 2014. Indeed, most services and agencies would
likely cut O&M by roughly 10 percent — the same size as the cut in the total budget — and
some would cut O&M by even more. Wherever possible, O&M cuts would be achieved
through reductions in funding for activities such as facilities maintenance, base operating
funding, and support to community events. While less directly related to readiness than
training and maintenance, these funding cuts cause significant harm. Cutbacks in
community support hurt recruiting efforts and disrupt or halt community activities that
help build bonds between the military and local citizens. Limits on FY 2014 facilities
maintenance, especially in the wake of sharp cuts in FY 2013, would add to the list of
facilities that need work. A military that prides itself on technical superiority would
increasingly have to ask its workforce to labor in substandard facilities. Overall these
various actions would reduce jobs in local communities, including many jobs in small
businesses, and so contribute to disrupting community life in areas near military bases.

Cuts in O&M funding would also affect DoD’s civilian workforce because many
civilians are paid with O&M dollars. DoD is hoping to avoid furloughs of civilian
personnel in FY 2014, but the Department might have to consider mandatory reductions-
in-force (RIFs). As with involuntary separations of military personnel, RIFs don’t save
much in FY 2014 but would help accommodate funding caps in later'years. While
painful, RIFs would permit DoD to make targeted cuts in civilian personnel levels rather
than the more across-the-board cuts associated with furloughs.

While DoD would attempt to protect the O&M funding most closely related to
training and readiness, full protection would be impossible. Therefore most services
conclude that military training and readiness would remain at currently degraded levels
or, in some cases, would even continue to decline if a sequester-level cut of $52 billion
occurred in FY 2014. For example, faced with a $52 billion cut in FY 2014, two Navy
air wings might not be able to achieve full flight hours and special operations units,
which are key to counter terrorism activities, would experience declining readiness. The
Army, which this year has cancelled many of the culminating training events at its
combat training centers, would have difficulty avoiding similar cutbacks in FY 2014.
The Air Force, which this year has had to stop all flying at about one third of its combat-
coded active squadrons, would significantly reduce training at more than half of its active
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flying units. Maintenance cutbacks would continue or worsen, threatening future
readiness levels.

These major cutbacks in military training and readiness are of great concern
primarily because they would reduce deployable U.S. combat power. In the event of a
major military contingency, they might leave the country without the ready forces needed
to fight effectively. A lack of training also contributes to accidents. For example, data
for pilots show that those who fly for fewer hours experience a greater mishap rate
caused by pilot error. Simply put, training cutbacks put our military’s pilots at greater
risk. Finally, training cutbacks hinder morale and our ability to retain our best people.
Military personnel join to train hard and, if necessary, to fight the nation’s wars ~ not to
remain idle because of funding problems. As Chairman of the Joint Chiefs of Staff,
General Martin Dempsey, aptly stated: “Today’s readiness problem is tomorrow’s
recruiting and retention problem.”

Congress should avoid exacerbating these serious training and readiness problems
by accepting changes already proposed in the President’s budget that hold down Q&M
spending. Specifically, Congress should accept the TRICARE fee changes proposed in
the President’s budget. Otherwise the Department will be faced with finding almost $1
billion in additional O&M cuts, which inevitably will further hurt training and readiness.
Congress should also permit DoD to immediately retire the seven cruisers and two LSDs
proposed for retirement — an action that would eliminate lower-priority ships and save
about $0.6 billion in FY 2014 operating costs — and support the retirement of all Air
Force aircraft proposed in last year’s budget. DoD also urges the Congress to enact other
cost-saving proposals made by DoD such as ending the C-27 aircraft program. As it
works to reduce numbers of civilian personnel, DoD would benefit from changes in the
law in order to carry out reductions by targeting lower-performing individuals. Finally,
the Department hopes that Congress will support DoD’s request for another round of
Base Closure and Realignment (BRAC) in 2015. While BRAC will not save near-term
dollars, the past five BRAC rounds are now saving more than $12 billion a year, and
another round will eventually add to these substantial savings.

Effects on Modernization

Given the difficulty of cutting FY 2014 military personnel funding, to
accommodate a $52 billion cut in its topline, DoD would be forced to sharply reduce
funding for procurement, RDT&E, and military construction. Indeed, cuts of 15 percent
to 20 percent might well be necessary, even though the total budget is reduced by only 10
percent. The services would seek to protect most or all funding for a few programs that
are most critical to the President’s DSG. However, funding for hundreds of program line
items, large and small, would have to be cut significantly. We would be forced to buy
fewer ships, planes, ground vehicles, satellites, and other weapons. Modification
programs would be cut sharply, even though these programs maintain the effectiveness of
older weapons. Nor would cuts be limited to buys of weapons. Research funding
represents more than 10 percent of the defense budget, and many research projects —
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including those performed by universities and small companies — would inevitably have
to be scaled back.

Marked cuts in investment funding, especially if they continue for several years,
would slow future technology improvements and may erode the technological superiority
enjoyed by U.S. forces. In some future conflict, less capable weapons could mean a less
desirable military outcome and more casualties. Investment cutbacks are of particular
concern because they would occur during a period when many categories of U.S.

weapons are aging sharply.

Slowing investment would also adversely affect DoD’s efforts to improve its
acquisition practices and become a better buyer. Hundreds of weapon and support
program line items, which are now being bought based on stable and efficient acquisition
plans, would be disrupted. Unit costs would rise, reversing successful efforts in recent
years to hold down unit cost growth or even reverse it. The disruption would spill over to
defense industry. Defense industry jobs would be lost and, as prime contractors pull back
work to protect their internal work forces, small businesses may experience
disproportionately large job losses.
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Good afternoon.

Earlier today, | briefed key congressional committee leaders on the findings of DoD’s
Strategic Choices and Management Review. This afternoon, | want to discuss these findings and
clarify the major options and difficult choices ahead.

I directed the Strategic Choices and Management Review four months ago to help ensure
the Department of Defense is prepared in the face of unprecedented budget uncertainty.
Although DoD strongly supports the President’s fiscal year 2014 request and long-term budget
plan for the entire federal government, the deep and abrupt spending cuts under sequestration
that began on March 1% this year are the law of the land. Sequestration will continue in the
absence of an agreement that replaces the Budget Control Act.

The purpose of the Strategic Choices and Management Review — which was led by
Deputy Secretary Ash Carter with the full participation of General Dempsey, Admiral
Winnefeld, the Service Secretaries and Service Chiefs — was to understand the impact of further
budget reductions on the Department, and develop options to deal with these additional cuts. It
had three specific objectives:

e Help DoD prepare for how to deal with sequestration if it continues in FY 2014;

o Inform the fiscal guidance given to the military services for their FY 2015
through 2019 budget plans;

e Anchor the upcoming Quadrennial Defense Review, which will assess our
defense strategy in light of new fiscal realities and the many threats, complexities
and uncertainties of this new century.

The Strategic Choices and Management Review did not produce a detailed budget
blueprint. That was not the purpose of this review. It generated a menu of options, not a set of
decisions, built around three potential budget scenarios:

e The President’s FY 2014 budget, which incorporates a carefully calibrated and
largely back-loaded $150 billion reduction in defense spending over the next ten
years;

e The Budget Control Act’s sequester-level caps, which would cut another $52
billion from defense in fiscal year 2014, with $500 billion in reductions for the
DoD over the next ten years;

e An “in-between” scenario that would reduce defense spending by about $250
billion over the next ten years, but would be largely back-loaded.

It is important to remember that all these cuts are in addition to the $487 billion reduction
in defense spending over the next decade required by the initial caps in the Budget Control Act
of 2011 which DoD has been implementing. If sequester-level cuts persist, DoD would
experience nearly a trillion dollars in defense spending reductions over the next ten years.

To help DoD balance strategic ends, ways and means under these budget scenarios, the
Strategic Choices and Management Review scrutinized every aspect of DoD’s budget, including:
contingency planning, business practices, force structure, pay and benefits, acquisition practices,
and modernization portfolios. Everything was on the table.

As | discussed last week at the VFW Convention in Louisville, four principles helped
guide this review:

(95)
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e Prioritizing DoD’s missions and capabilities around our core responsibility of
defending our country;

e Maximizing the military’s combat power by looking to reduce every other
category of spending first;

e Preserving and strengthening military readiness, and;

e Honoring the service and sacrifice of DoD’s people.

Those principles, and a rigorous review process, resulted in packages of options that
included management efficiencies and overhead reductions, compensation reforms, and changes
to force structure and modernization plans.

Allow me to share with you some of the options the review identified in each area I just
mentioned.

MANAGEMENT EFFICIENCIES AND OVERHEAD REDUCTIONS
A tenet of the review was that we need to maximize savings from reducing DoD’s
overhead, administrative costs, and other institutional expenses.

For several years, DoD has been paring back overhead. About $150 billion in five-year
efficiency reductions were proposed by Secretary Gates, an additional $60 billion in savings
were identified by Secretary Panetta, and | submitted a $34 billion savings package in our latest
budget. DoD is continuing to implement these efficiency campaigns. Despite much progress, as
well as good efforts and intentions, not every proposal has generated the savings we expected, or
gained the support of Congress — most notably, our request for a base realignment and closure
round.

The review showed that DoD will have to do more in this area, even though it is getting
more difficult to find these cuts and it can take years for significant savings to be realized. After
considering the results of the review, | determined that it is possible and prudent to begin
implementing a new package of efficiency reforms now — ones that should be pursued regardless
of fiscal circumstances.

Some of these management efficiencies and overhead reductions include:

o Reducing the department’s major headquarters budgets by 20 percent, beginning with the
Office of the Secretary of Defense, the Joint Staff, Service Headquarters and Secretariats,
Combatant Commands, and defense agencies and field activities. Although the 20
percent cut applies to budget dollars, organizations will strive for a goal of 20 percent
reductions in government civilians and military personnel billets on headquarters staffs;

e Reducing the number of direct reports to the Secretary of Defense by further
consolidating functions within OSD, as well as eliminating positions, and;

e Reducing intelligence analysis and production at Combatant Command intelligence and
operations centers, which will also foster closer integration and reduce duplication across
the defense enterprise.

These management reforms, consolidations, personnel cuts, and spending reductions will
reduce the department’s overheard and operating costs by some $10 billion over the next five
years and almost $40 billion over the next decade. They will make the Department more agile
and versatile.

Past efficiency campaigns have shown that implementation can be very challenging, so
effective follow-through is critical if savings targets are to be realized. This is especially true of
OSD reductions. | have asked Deputy Secretary Carter to identify someone from outside DoD
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who is deeply knowledgeable about the defense enterprise and eminently qualified to direct
implementation of the OSD reductions and report to the Deputy Secretary.

In addition to the measures I’ve described, the review identified additional consolidations
and mission reductions that could be required if sequester-level caps are imposed over the long-
term. These measures include consolidations of regional combatant commands, defense agency
mission cuts, and further IT consolidation.

These changes would be far-reaching and require further analysis and consideration.
Though defense bureaucracies are often derided, the fact is that these offices perform functions
needed to manage, administer, and support a military of our size, complexity and global reach.

Even over the course of a decade, the cumulative savings of the most aggressive
efficiency options identified by the review are $60 billion. That is a very small fraction of what
is needed under sequester-level cuts. We will have to look elsewhere for savings.

COMPENSATION

The review confirmed that no serious attempt to achieve significant savings can avoid
compensation costs, which consume roughly half of the DoD budget. If left unchecked, pay and
benefits will continue to eat into readiness and modernization. That could result in a far less
capable force that is well-compensated but poorly trained and poorly equipped.

Any discussion of compensation should acknowledge the following:

e No one in uniform is “overpaid” for what they do for this country;

e People are DoD’s most important asset — and we must sustain compensation
packages that recruit and retain the finest military in the world;

e The significant military pay and benefit increases over the last decade reflected
the need to sustain a force under considerable stress — especially the Army and
Marines — during the height of the Iraq and Afghanistan campaigns;

e One post-9/11 war is over, and the second — our nation’s longest war— is coming
to an end;

o Overall personnel costs have risen dramatically — some 40 percent above inflation
since 2001. The Department cannot afford to sustain this growth.

Reflecting these realities, the President’s Fiscal Year 2014 budget included a package of
modest compensation-related reforms that have the strong support of our uniformed leadership.
Congress has signaled its opposition to some of these proposals, including modest increases in
TRICARE fees for working age retirees. But given our current fiscal situation, DoD has no
choice but to consider compensation changes of greater magnitude for military and civilian
personnel.

The review developed compensation savings options that we believe would continue to
allow the military to recruit and retain the high quality personnel we need. If we were to pursue
these options, we would need Congress’ partnership to implement many of them. Examples
include:

e Changing military health care for retirees to increase use of private-sector
insurance when available;

e Changing how the basic allowance for housing is calculated so that individuals
are asked to pay a little more of their housing costs;

e Reducing the overseas cost of living adjustment;

e Continuing to limit military and civilian pay raises.
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Many will object to these ideas — and | want to be clear that we are not announcing any
compensation changes today. Instead, I’ve asked Chairman Dempsey to lead an effort with the
Service Chiefs and Senior Enlisted Advisors to develop a package of compensation proposals
that meets savings targets identified in the review — almost $50 billion over the next decade —
and still enable us to recruit and retain a high-quality force. We would begin implementing this
package in the FY 2015 budget. Senior OSD staff will lead a similar review for civilian pay and
benefits.

The review also identified more sweeping changes to meet sequester-level targets — such
as eliminating civilian pensions for retired military personnel serving in civilian government
service, ending subsidies for defense commissaries, and restricting the availability of
unemployment benefits. This package would yield savings of almost $100 billion over the next
decade, but would have a significant impact on our service members and our workforce. Buta
sequester-level scenario would compel us to consider these changes because there would be no
realistic alternative that did not pose unacceptable risk to national security.

STRATEGIC CHOICES — FORCE STRUCTURE AND MODERNIZATION

The efficiencies and compensation reforms identified in the review — even the most
aggressive changes - still leave DoD some $350 to $400 billion short of the $500 billion in cuts
required by sequestration over the next ten years. The review had to take a hard look at changes
to our force structure and modernization plans.

The President’s Defense Strategic Guidance anchored this effort. The goal was to find
savings that best preserved the tenets of the President’s strategy, such as strategic deterrence,
homeland defense, and the rebalance to the Asia-Pacific. The review concluded we should not
take reductions proportionally across the military services. Instead, the options we examined
were informed by strategy, and they will guide the services as they build two sets of budgets for
FY 2015 through 2019 - one at the President’s budget level and one at sequester-level caps.

While we want to preserve flexibility for each military service to develop the best force
possible given reduced resources, the review identified areas where we have excess capacity to
meet current and anticipated future needs. In particular, the analysis concluded that we can
strategically reduce the size of our ground and tactical air forces — even beyond the current draw
down.

I have not made any program or force structure decisions, and more analysis will be
required before these decisions are made. But with the end of the war in Iraq, the drawdown in
Afghanistan, and a changing requirement to conduct protracted, large-scale counterinsurgency
operations, it makes sense to take another look at the Army’s force structure — which is currently
planned to reach 490,000 in the active component and 555,000 in the reserves.

One option the review examined found that we could still execute the priority missions
determined by our defense strategy while reducing Army end-strength to between 420,000 and
450,000 in the active component and between 490,000 and 530,000 in the Army reserves.
Similarly, the Air Force could reduce tactical aircraft squadrons — potentially as many as five —
and cut the size of the C-130 fleet with minimal risk.

In the months ahead 1 will work closely with Chairman Dempsey and each of the Service
Chiefs to reach agreement on the proper size of our armed forces, taking into account real-world
needs and requirements.

A modest reduction in force structure, when combined with management efficiencies and
compensation reforms, would enable us to meet the $150 billion in savings required by the
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President’s budget proposal while still defending the country and fulfilling our global
responsibilities. We can sustain our current defense strategy under the President’s budget
request.

Significant reductions beyond the President’s plan would require many more dramatic
cuts to force structure. The review showed that the “in-between” budget scenario we evaluated
would “bend” our defense strategy in important ways, and sequester-level cuts would “break”
some parts of the strategy no matter how the cuts were made. Under sequester-level cuts, our
military options and flexibility will be severely constrained.

Given that reality, the review examined two strategic approaches to reducing force
structure and modernization that will inform planning for sequester-level cuts. The basic trade-
off is between capacity — measured in the number of Army brigades, Navy ships, Air Force
squadrons and Marine battalions — and capability — our ability to modernize weapons systems to
maintain our military’s technological edge.

In the first approach, we would trade away size for high-end capability. This would
further shrink the active Army to between 380,000 and 450,000 troops, reduce the number of
carrier strike groups from 11 to eight or nine, draw down the Marine Corps from 182,000 to
between 150,000 and 175,000, and retire older Air Force bombers. We would protect
investments to counter anti-access and area-denial threats, such as the long range strike family of
systems, submarine cruise-missile upgrades, and the Joint Strike Fighter. And we would
continue to make cyber capabilities and special operations forces a high priority.

This strategic choice would result in a force that would be technologically dominant, but
would be much smaller and able to go fewer places and do fewer things, especially if crises
occurred at the same time in different regions of the world.

The second approach would trade away high-end capability for size. We would look to
sustain our capacity for regional power projection and presence by making more limited cuts to
ground forces, ships and aircraft. But we would cancel or curtail many modernization programs,
slow the growth of cyber enhancements, and reduce special operations forces.

Cuts on this scale would, in effect, be a decade-long modernization holiday. The military
could find its equipment and weapons systems — many of which are already near the end of their
service lives — less effective against more technologically advanced adversaries. We also have to
consider how massive cuts to procurement, and research and development funding would impact
the viability of America's private sector industrial base.

These two approaches illustrate the difficult trade-offs and strategic choices that would
face the department in a scenario where sequester-level cuts continue. Going forward, in the
months ahead, DoD - and ultimately the President — will decide on a strategic course that best
preserves our ability to defend our national security interests under this very daunting budget
scenario.

The balance we strike between capability, capacity and readiness will determine the
composition and size of the force for years to come. We could, in the end, make decisions that
result in a very different force from the options I've described today. Our goal is to be able to
give the President informed recommendations, not to pre-judge outcomes. Regardless, the
decision-making process will benefit from the insights this review provided.

In closing, one of the most striking conclusions of the Strategic Choices and Management
Review is that if DoD combines all the reduction options I’ve described — including significant
cuts to the military’s size and capability — the savings fall well short of meeting sequester-level
cuts, particularly during the first five years of these steep, decade-long reductions.
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The reality is that cuts to overhead, compensation, and forces generate savings slowly.
With dramatic reductions in each area, we do reach sequester-level savings — but only towards
the end of a 10-year timeframe. Every scenario the review examined showed shortfalls in the
early years of $30-35 billion.

These shortfalls will be even larger if Congress is unwilling to enact changes to
compensation or adopt other management reforms and infrastructure cuts we proposed in our
fiscal year 2014 budget. Opposition to these proposals must be engaged and overcome, or we
will be forced to take even more draconian steps in the future.

A lot has been said about the impact of sequestration. Before this review, like many
Americans, | wondered why a 10 percent budget cut was in fact so destructive. Families and
businesses trim their costs by similar proportions. But this analysis showed in the starkest terms
how a 10 percent defense spending reduction causes in reality a much higher reduction in
military readiness and capability. Unlike the private sector, the federal government — and the
Defense Department in particular — simply does not have the option of quickly shutting down
excess facilities, eliminating entire organizations and operations, or shedding massive numbers
of employees - at least not in a responsible, moral and legal way.

The fact is that half of our budget — including areas like compensation where we need to
achieve savings — are essentially off limits for quick reductions. Given that reality, the only way
to implement an additional, abrupt 10 percent reduction in the defense budget is to make
senseless, non-strategic cuts that damage military readiness, disrupt operations, and erode our
technological edge. We have already seen some of the significant effects of the $37 billion
reduction occurring in this fiscal year — including halting all flying for some Air Force
squadrons, cancelling ship deployments, ending Army Combat Training Center rotations for
brigades not deploying to Afghanistan, and imposing furloughs for 650,000 DoD civilians.

In Fiscal Year 2014, this damage will continue if sequestration persists. DoD is now
developing a contingency plan to accommodate the $52 billion sequester-level reduction in fiscal
year 2014, which | outlined in a letter this month to Senate Armed Services Committee
Chairman Levin and Ranking Member Inhofe. Congress will need to help us manage these deep
and abrupt reductions responsibly and efficiently.

The bold management reforms, compensation changes and force structure reductions
identified by the Strategic Choices and Management Review can help reduce the damage that
would be caused by the persistence of sequestration in Fiscal Year 2014, but they won’t come
close to avoiding it altogether.

The review demonstrated that making cuts strategically is only possible if they are
“backloaded.” While no agency welcomes additional budget cuts, a scenario where we have
additional time to implement reductions — such as in the President’s budget — would be far
preferable to the deep cuts of sequestration. If these abrupt cuts remain, we risk fielding a force
that over the next few years is unprepared due to a lack of training, maintenance, and the latest
equipment.

As | mentioned last week at the VFW Convention, a top priority in future year budget
plans is to build a ready force, even if that requires further reductions in force structure. No
matter the size of our budget, we have a responsibility to defend the country and America’s vital
interests around the world. That means crafting the strongest military possible under whatever
level of resources we are provided.

DoD has a responsibility to give America’s elected leaders, and the American people, a
clear-eyed assessment of what our military can and cannot do in the event of a major
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confrontation or crisis after several years of sequester-level cuts. In the months ahead, we will
continue to provide our most honest and best assessment. And the inescapable conclusion is that
letting sequester-level cuts persist would be a huge strategic miscalculation that would not be in
our country’s best interests. While I’ve focused today on the impact to DoD, sequester-level cuts
would equally harm other missions across government that support a strong economy and a
strong national defense by providing support to our service members, veterans, and their
families. DoD depends on a strong education system to maintain a pool of qualified recruits, we
rely on domestic infrastructure that surrounds our bases and installations, and we count on
scientific breakthroughs funded by research and development grants and a strong manufacturing
base to maintain our decisive technological edge. All of these areas are threatened by
sequestration.

It is the responsibility of our nation’s leadership to work together to replace the mindless
and irresponsible policy of sequestration. It is unworthy of the service and sacrifice of our
nation’s men and women in uniform and their families. And even as we confront tough fiscal
realities, our decisions must always be worthy of the sacrifices we ask America’s sons and
daughters to make for our country.

#it#
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RESPONSE TO QUESTION SUBMITTED BY MR. MCKEON

Secretary CARTER. There were extraordinary circumstances this year that delayed
the appointment of the National Defense Panel (NDP) co-chairs. First, Secretary
Hagel did not take office until February 27, 2013. In addition, the Department was
facing significant budget cuts whose long-term impact urgently needed to be under-
stood. Secretary Hagel therefore directed the Strategic Choices and Management
Review (SCMR) to develop potential options for managing these cuts. The defense
strategy must be appropriately informed by the resources available to implement it;
thus, Quadrennial Defense Review (QDR)-related work, including NDP appoint-
ments, was deferred until the SCMR was complete.

Upon completing the SCMR, Secretary Hagel appointed former Secretary of De-
fense William Perry and retired General John Abizaid as the co-chairs of the NDP.
Congressional staff was informed of these appointments on June 27th and 28th. The
Department also hosted the NDP’s inaugural, day-long meeting at the Pentagon on
August 20th.

The QDR will review the Department’s strategic priorities and define its missions,
capabilities, and programs over the long term, taking into account the future secu-
rity environment and priority missions for which U.S. forces must prepare. The
work undertaken for the SCMR will facilitate and inform the QDR. [See page 43.]

RESPONSE TO QUESTION SUBMITTED BY MR. WILSON

Secretary CARTER. When Secretary Hagel said, “[olverall, personnel costs have
risen dramatically, some 40 percent above inflation since 2001,” he was referring to
the increase in Military Personnel funding from 2001 to 2013. In 2001, the Depart-
ment spent $112B (in FY14$) from the Military Personnel account, while in 2013,
DOD spent $156B (in FY14$) from that account. This is an increase of 40% above
inflation. Not all of this increase is due to pay increases. There are more active duty
personnel and more activated reserves serving today than there were in 2001, in-
creasing the cost to the Department. There are also other items in the account be-
yond pay for current military personnel, such as retired military pay accrual and
Medicare-eligible Health Care accrual, which experienced cost growth. Additionally,
there was growth in the costs of some of the benefits provided to Service members
(e.g., housing) that also contributed to the increased costs in the Military Personnel
account beyond inflation. [See page 26.]

RESPONSE TO QUESTION SUBMITTED BY MS. HANABUSA

Secretary CARTER. The Strategic Choices and Management Review (SCMR) looked
at the entire Department, and all of the Services are facing end-strength cuts as
well as severe reductions in funding as a result of sequester-level cuts. We typically
talk about capacity cuts for the Army and Marine Corps in end-strength terms, and
cuts in Navy and Air Force in terms of numbers of ships and aircraft squadrons.

The Services are now in the midst of determining exactly what a smaller military
would look like and what it would be capable of doing. I hope the results of the
SCMR indicate why we need the cloud of budgetary uncertainty and turbulence to
be dispelled so that we can continue the strategic transition upon which we have
embarked with certainty and stability.

The Department strongly supports the President’s Budget Submission for Fiscal
Year 2014 and the long-term budget plan for the entire Federal Government that
makes critical investments to strengthen the middle class, create jobs, and grow the
economy while continuing to cut the deficit in a smart and balanced way. I urge
Congress to develop a comprehensive and balanced deficit reduction package that
the House and Senate can pass, and that the President can sign. [See page 28.]

(105)



106

RESPONSE TO QUESTION SUBMITTED BY MR. FRANKS

Secretary CARTER. The Strategic Choices and Management Review (SCMR) was
never intended to be definitive in describing the future force under various budget
scenarios. Rather, it was intended to inform the decision space senior leadership
faced, and, in turn, guide the Services and Defense Agencies in developing their
budgets. They are now in the midst of determining exactly what a smaller military
would look like and what it would be capable of doing. This work will dovetail with
the Quadrennial Defense Review (QDR), which will look at the options for adjusting
the current strategy and the implications of that assessment.

That said, the SCMR showed in the starkest terms that sequestration-level budg-
et constraints are incompatible with sustaining the current defense strategy. Se-
quester is irrational, mindless, and damaging. The $37 billion in FY13 sequestration
cuts are having a damaging impact on readiness, which limits the United States’
military options when responding to crises. The Services are planning now for how
they would implement their plans if sequester remains in FY14, and the result
could be a compounding of this year’s damage. The Department will still have an
obligation to defend the country and maintain global responsibilities. Accordingly,
DOD will preserve the best possible force to do so in the long term, but sequestra-
tion-level caps will limit what is possible—now and in the future. The budgets that
the Services are developing, combined with the results of the QDR, will position the
Department to say with more clarity which missions it will no longer be able to
afford. [See page 37.]

RESPONSE TO QUESTION SUBMITTED BY MR. NUGENT

Secretary CARTER. Much of the growth seen in Central Command (CENTCOM)
was due to a temporary increase in manpower associated with the war effort. Most
ogf the reductions for CENTCOM in 2014 are tied to the winding down of the war
effort.

The reduction Secretary Hagel is implementing at all major headquarters, based
on the results of the Strategic Choices and Management Review, is a 20% reduction
in the 2013 baseline. This is in addition to previously planned reductions, such as
the plans to reduce CENTCOM in 2014. [See page 39.]
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QUESTIONS SUBMITTED BY MR. WILSON

Mr. WILSON. 1) The Strategic Choices and Management Review determined that
the Army could be reduced from the plan of 490,000 to somewhere between 420,000
and 450,000 for the Active Component and from 555,000 to between 490,000 and
530,000 for the Reserve Component.

a. In what timeframe would these reductions take place?

b. How much risk does the Army incur with respect to strategic capacity in case
the United States is drawn in to a more traditional war mission instead of a pro-
tracted counterinsurgency operation?

c. How does this impact the Army’s ability to pivot a focus to the Pacific and
maintain a presence in Europe, Africa, and the Middle East?

d. With this large of a reduction can we assume that it would require an addi-
tional BRAC since it would leave the Army with too much infrastructure for the
force size?

Secretary CARTER. a. SCMR assumed that the Active Army would be reduced from
490,000 to 420,000 by FY19 and the Reserve would be reduced from 555,000 to
490,000 by FY23.

b. SCMR determined that, at end-strength of 420,000 to 450,000 Active Duty and
490,000 to 530,000 Reserves, the Army has the capacity to execute overlapping tra-
ditional wars and defend the homeland, with acceptable risk. At these end-strength
levels, the Army would be more strained to support a large, protracted counterinsur-
gency operation.

c. The reduction in Army end-strength provides sufficient forces to prioritize DOD
focus in the Pacific, while also maintaining some presence in Europe, Africa, and
the Middle East.

d. The Secretary stated that the Department would benefit from an additional
Base Realignment and Closure (BRAC) round to align decreasing manpower with
infrastructure; accordingly, the Department requested a BRAC in the President’s
Budget Submissions for FY13 and FY14.

Mr. WILSON. 2) The plan for reform of the Administration of the Military Health
System includes a proposed increase in the personnel in the Office of the Assistant
Secretary of Defense for Health Affairs from the current level of 45 to 121 to include
retaining the four Deputy Assistant Secretaries. The plan calls for this plus-up by
October 1, 2013. How does this personnel increase meet the requirement to reduce
headquarters by 20 percent? Despite the continuing assertion by DOD officials that
health care costs are negatively affecting the overall DOD budget, the cost growth
of the Defense Health Program from FY 13 to FY 14 is $300 million, an increase
of just under 1 percent. The cost of care in the Military Treatment facilities rose
by $175 million, less than 1 per cent. The cost of Private Sector Care decreased by
$650 million. Over the last 3 years DOD has requested authority to reprogram in
excess of $1.2 billion from the DHP to non-health-care-related activities. What do
you anticipate will be unexpended in the DHP for this fiscal year?

Secretary CARTER. The plan to reduce management headquarters by 20% will be
executed against an accurate baseline of headquarters personnel accounting, regard-
less of potential realignments among headquarters elements. It is important to note
that the referenced proposed increase of personnel in the Office of the Assistant Sec-
retary of Defense for Health Affairs (HA), from the current level of 45 to 121, is
actually a realignment from the current TRICARE Management Activity (TMA) per-
sonnel who support headquarters functions as part of the current dual-hatting orga-
nizational structure between HA and TMA. There is no net increase in personnel
in the Military Health System headquarters elements as a part of this realignment.

Given the size of the Defense Health Program’s appropriation and the variability
inherent in the beneficiary population’s demand for health care, it is impossible to
predict with great accuracy, as of this writing, what the Department’s final financial
position will be, to include unobligated/unexpended funds. Fiscal Year 2013 was
further complicated by a Continuing Resolution as well as a reduction due to
sequestration.

Mr. WILSON. 3) Secretary Hagel recently visited a commissary at Naval Air Sta-
tion Jacksonville and, as I understand, he is the first Secretary of Defense to visit
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a commissary and I thank him for taking the time to personally view this important
benefit and meet the families it supports. According to a recent Resource Manage-
ment Directive, the Defense Commissary Agency has been told to study the feasi-
bility of focusing its operations mostly or entirely overseas and cut its budget by
33%. The study was due to the Secretary of Defense by 1 July. Is it truly the intent
of the Department to eliminate CONUS commissaries and deprive military families
on CONUS bases of this very important non-pay compensation benefit? If so, has
the Department determined how much it would have to spend on maintaining over-
seas commissaries due to the loss of nearly 70% of surcharge funds generated by
CONUS commissaries that currently support those overseas? Has the Department
calculated potential impacts on readiness and retention if the cuts and closures are
implemented? Finally, what is the net effect monetarily of implementing the RMD
after adding other costs that are offset by the commissaries, such as maintenance
of overseas commissaries, COLAs, unemployment compensation, adverse impacts to
readiness and retention, etc.?

Secretary CARTER. At the outset, let me assure you that the Department con-
tinues to explore the future of military commissaries. In addition, the Resource
Management Directive (RMD) report has not been delivered to the Secretary or me,
so I am unable to comment about its contents at this time.

QUESTIONS SUBMITTED BY MR. LANGEVIN

Mr. LANGEVIN. 4) I understand that much of what you have to say today is very
broadly couched and that many difficult decisions remain to be made as you choose
from, as the Secretary said, a menu of options to deal with the mindless cuts that
sequestration imposes. I applaud the Department’s willingness to seriously examine
reducing DOD’s overhead and administrative costs, and share the view that this is
an important route to cost savings, despite the backloading of the savings. But as
the Department continues to dive into the very stark options that you have laid out
and make some budgetary choices, I would simply emphasize the importance of hav-
ing discussions with Congress sooner rather than later. I would also emphasize that
I am very concerned over any degradation in our cutting-edge capabilities and our
investments in the fundamentals of a strong national defense, such as STEM and
R&D. Our vulnerabilities, and the interest of our adversaries, in these leading-edge
capabilities would make any reduction penny-wise but pound-foolish. I am particu-
larly concerned given that cuts in R&D show immediate budget effects but their
more pernicious effects take years to set in, whereas personnel and other savings
are much more backloaded. To that end, how did the Department look at second-
and third-order effects of reductions—the effects on future workforce, other agencies,
and other such groups outside the DOD?

Secretary CARTER. During the Strategic Choices and Management Review (SCMR)
the Department worked to consider the impacts to the future workforce and others
outside of DOD. For example, the Department leveraged previous studies on recruit-
ment and retention to evaluate impacts to pay and compensation. However, the
timeline that SCMR was working under did not permit a detailed quantitative as-
sessment of the second- and third-order effects resulting from sequester-level cuts.
That said, sequester-level cuts would harm missions across Government that sup-
port a vibrant economy and a strong national defense. The Department depends on
a world-class education system to maintain a pool of qualified recruits, as well as
on a domestic infrastructure that surrounds our bases and installations. DOD also
counts on scientific breakthroughs funded by R&D grants joined with a strong man-
ufacturing base to maintain our decisive technological edge. All of these aforemen-
tioned areas are threatened by sequestration. The Department must work with
other impacted agencies to make the case for ending sequestration and assessing
the second- and third-order effects that have yet to materialize. If the sequester
remains the law of the land, I agree that the potential repercussions are very
concerning.

Mr. LANGEVIN. 5) During the out-brief of the CSBA “strategic choices exercise,”
all four teams generally characterized the current budgetary constraints due to se-
questration as unsustainable for securing U.S. interests and fulfilling our inter-
national obligations. Do you agree with that assessment?

Secretary CARTER. The Department agrees with this assessment. The abrupt,
deep cuts caused by the Budget Control Act of 2011 (BCA) caps force DOD to con-
tinue to make the sort of nonstrategic choices made this year. The Services are cur-
rently planning for how they would implement their plans if sequester remains in
fiscal year 2014, and the result could be a compounding of the current damage. If
the cuts continue, the Department will have to make sharp cuts with far-reaching
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consequences, including limiting combat power, reducing readiness, and under-
mining the national security interest of the United States. Sequestration-level caps
will limit what DOD can do—both now and in the future.

Mr. LANGEVIN. 6) Dr. Auslin from the American Enterprise Institute mentioned
at a recent hearing that the “U.S. should find it worrisome that every nation in the
Asia-Pacific that can afford more weapons is buying more weapons.” Additionally,
ADM Roughead stated at the same hearing that the real power of Asia is the “econ-
omy” and that we need to maintain stability within the region so no “one” nation
is dominant. Under the scenarios in the SCMR, are we able to conduct the pivot
to the Asia-Pacific region? If so, what costs and risks may be incurred elsewhere
in the world if we do?

Secretary CARTER. No matter the fiscal scenario, the Department remains com-
mitted to executing the rebalance to the Asia-Pacific. Indeed, the Secretary made
his second trip to the Asia-Pacific this month. What the SCMR did reveal was that,
at sequestration-level caps, the Department is unable to completely implement the
planned rebalance. DOD will have to make adjustments. The Quadrennial Defense
Review will take a closer look at the options for adjusting the current strategy and
the implications on the Department’s global activities.

Mr. LANGEVIN. 7) One of the assumptions made during SCMR was changes in the
law that would grant the DOD flexibility in implementing the reductions. What hap-
pens if you don’t get this flexibility?

Secretary CARTER. The SCMR did not assume that Congress grants the Depart-
ment flexibility in meeting sequester-level budget caps. DOD fully recognized the
challenges in gaining approval to implement statutory changes, which is why some
proposals were characterized as more risky. That said, the Department must cut
more deeply into its force structure without this flexibility.

DOD needs Congress to be a full partner. Specifically, it needs Congress’ help on:

e Remove restrictions that limit DOD’s ability to manage efficiently. For example:

O The rate at which the Department can draw down ground forces is capped
by law. At sequestration levels, DOD may want to come down faster, to gain
savings earlier and shift resources back into readiness and modernization as
quickly as possible.

The law presently restricts the Department’s ability to rebalance the military/
civilian mix in the medical field, which precludes DOD from lowering costs
without impacting the ability to perform its mission.

O The Department still does not have authority to conduct another Base Re-
alignment and Closure round. DOD knows it has excess installations today,
and sequester will only add to that excess.

e Compensation Reform. The Department must slow growth in military pay
raises in manner that still supports the All-Volunteer Force. DOD must also be
able to raise fees for health care programs for retirees while still maintaining
the generous benefits they deserve. The force is healthy and recruiting and re-
tention numbers are excellent—we can make some adjustments here. These pro-
posals were made in the President’s fiscal year 2014 budget submission.

Still, although flexibility would of course help, it is not a panacea. Flexibility
alone would not permit the Department to accommodate these very large and ab-
rupt reductions without causing serious harm to DOD’s mission. Even with flexi-
bility, readiness would at best remain at current degraded levels and many invest-
ment programs would be seriously disrupted.

Mr. LANGEVIN. 8) If the Budget Control Act’s sequester-level caps remain in Fiscal
Year 2014 then what impacts will this have on DOD’s modernization portfolio?
What major defense acquisition programs will be curtailed or even terminated to
achieve this cap level?

Secretary CARTER. This decision holds enormous complexity, and there is no sim-
ple answer. If current sequester level caps remain in place, the ability to modernize
Department of Defense portfolios will decrease significantly. As budget levels are es-
tablished, requirements will be prioritized for execution in the Planning, Program-
ming, Budgeting, and Execution cycle. Until exact budget levels are known, it will
be nearly impossible to forecast which programs in the Department’s modernization
portfolio will remain unchanged, will experience reduced funding and/or schedule
delays, or will be cut outright.

The Department’s Senior Acquisition Executives reinforced this in recent testi-
mony to the Subcommittee on Tactical Air and Land Forces, United States House
of Representatives. Fiscal Year 14 funding level will impact all Air Force investment
programs. Program disruptions will cost more taxpayer dollars to rectify contract
breaches, raise unit costs, and delay delivery of critical equipment. Sequestration
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will potentially impact every Navy program and system, forcing reductions in pro-
curement quantities, delays in schedules (delivery and initial operational capability),
deferral of costs to future years, and unnecessary cost growth. The budget pressures
will create significant risk to Army aviation modernization efforts. Multiyear con-
tract efficiencies are jeopardized as quantities of UH-60 and CH-47 helicopters may
be reduced across the Department. Planned upgrades and modernization of combat
vehicles would also be affected if sequestration occurs in FY14, potentially resulting
in delays to scheduled upgrades to the Abrams tank and Bradley Infantry Fighting
Vehicle. Over time, we will assume significant risk in planned modernization of
combat vehicles, to include the Army’s next-generation infantry fighting vehicle.
Ultimately, if needed, termination or curtailment of major defense acquisition pro-
grams will be a result of careful consideration of Warfighter requirements balanced
with fiscal constraints. The current fiscal environment may result in a potential de-
crease of up to 20 percent in both investment and research and development ac-
counts. As demonstrated, this will have momentous near- and far-term implications.

Mr. LANGEVIN. 9) I understand that much of what you have to say today is very
broadly couched and that many difficult decisions remain to be made as you choose
from, as the Secretary said, a menu of options to deal with the mindless cuts that
sequestration imposes. I applaud the Department’s willingness to seriously examine
reducing DOD’s overhead and administrative costs, and share the view that this is
an important route to cost savings, despite the backloading of the savings. But as
the Department continues to dive into the very stark options that you have laid out
and make some budgetary choices, I would simply emphasize the importance of hav-
ing discussions with Congress sooner rather than later. I would also emphasize that
I am very concerned over any degradation in our cutting-edge capabilities and our
investments in the fundamentals of a strong national defense, such as STEM and
R&D. Our vulnerabilities, and the interest of our adversaries, in these leading-edge
capabilities would make any reduction penny-wise but pound-foolish. I am particu-
larly concerned given that cuts in R&D show immediate budget effects but their
more pernicious effects take years to set in, whereas personnel and other savings
are much more backloaded. To that end, how did the Department look at second-
and third-order effects of reductions—the effects on future workforce, other agencies,
and other such groups outside the DOD?

Admiral WINNEFELD. The SCMR did its best to consider impacts to the future
work force and others outside the Department. For example, it leveraged previous
studies on recruitment and retention to evaluate impacts to pay and compensation.
Although we discussed the potential impacts of reduced funding on collaborative ef-
forts that DOD has with other agencies, such as Department of State and Depart-
ment of Homeland Security, the SCMR timelines didn’t permit a detailed quan-
titative assessment.

Mr. LANGEVIN. 10) During the out-brief of the CSBA “strategic choices exercise,”
all four teams generally characterized the current budgetary constraints due to se-
questration as unsustainable for securing U.S. interests and fulfilling our inter-
national obligations. Do you agree with that assessment?

Admiral WINNEFELD. I agree with the assessments that the current constraints
with regard to the manner in which sequestration must be executed, are
unsustainable for securing U.S. interests and fulfilling our international obligations.
The most damaging element of the whole process is the speed at which the reduc-
tions hit us. They are sudden and deep, rather than gradual and backloaded. For
a variety of reasons, for example, how fast we can or should get people out of the
service, and the legislative limits on the ways we can cut, at the BCA level of reduc-
tions, they simply happen faster than we can digest them in a balanced and sensible
way. With these constraints, all we will be able to do in the early years is grab
money wherever we can, mostly out of the modernization and readiness accounts,
which is particularly disruptive to our ability to defend this Nation.

Mr. LANGEVIN. 11) Dr. Auslin from the American Enterprise Institute mentioned
at a recent hearing that the “U.S. should find it worrisome that every nation in the
Asia-Pacific that can afford more weapons is buying more weapons.” Additionally,
ADM Roughead stated at the same hearing that the real power of Asia is the “econ-
omy” and that we need to maintain stability within the region so no “one” nation
is dominant. Under the scenarios in the SCMR, are we able to conduct the pivot
to the Asia-Pacific region? If so, what costs and risks may be incurred elsewhere
in the world if we do?

Admiral WINNEFELD. SCMR, used the January 2012 Defense Strategic Guidance
(DSG) to guide our analysis. As you are aware, the DSG guides our rebalance to
the Asia-Pacific. All of the SCMR “scenarios” used during the strategic choices re-
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view maintain our Asia-Pacific rebalance while accounting for fiscal realities going
forward.

As Secretary Hagel said in his Shangri-La speech, “it would be unwise and short-
sighted ... to conclude that our commitment to the rebalance cannot be sustained
... like the employment of all resources, it is always a matter of the wise, judicious,
and strategic use of those resources that matters the most and has the most lasting
impact.”

While sustainable over the long term, the rebalance may take longer to fully exe-
cute due to budgetary constraints caused by sequestration. Time and fiscal realities
afford us an opportunity to ensure we are putting the right resources in the right
places. We will continue our steady, thoughtful, and measured rebalance to the re-
gion—although some new and key relationships will take longer to develop and
deepen because of sequestration (de-scoped exercises because of reducing steaming
and flying hours).

We will strive to ensure risk incurred in other areas of the world, as a result of
sequestration and the rebalance, will remain at acceptable levels. We will continue
to monitor the risk throughout the rebalance and keep you apprised through the
Chairman’s Risk Assessment, which we submit to Congress every spring.

Mr. LANGEVIN. 12) One of the assumptions made during SCMR was changes in
the law that would grant the DOD flexibility in implementing the reductions. What
happens if you don’t get this flexibility?

Admiral WINNEFELD. If we don’t get flexibility, our choices will be greatly limited.
We must have flexibility to appropriately reshape the Department if we will absorb
another nearly half-trillon dollars in budget reductions. Flexibility is required in
three main areas. The first area includes elimination of restrictions on reducing or
adjusting force structure. Cuts at the sequestration level require us to reduce per-
sonnel and equipment. Limiting reductions in these areas will cause dispropor-
tionate cuts to readiness and modernization—it is zero-sum. Second, we need to
work with Congress on establishing flexibility in our pay, compensation, and med-
ical accounts. Without this flexibility, we will lock one area of our budget, in this
case personnel costs, while forcing disproportionate cuts to procurement, readiness,
R&D, and operations. Finally, we need your support for reducing excess infrastruc-
ture through BRAC in 2015. The previous five rounds of BRAC eliminated excess
infrastructure and save $12B per year that is invested in our joint force.

Mr. LANGEVIN. 13) If the Budget Control Act’s sequester-level caps remain in Fis-
cal Year 2014 then what impacts will this have on DOD’s modernization portfolio?
What major defense acquisition programs will be curtailed or even terminated to
achieve this cap level?

Admiral WINNEFELD. Abrupt, deep cuts caused by the BCA caps in FY 2014 will
force the Department to make nonstrategic changes that impact the Department’s
modernization portfolio. The Department remains firmly committed to enactment of
the President’s defense budget for FY 2014 because it provides the right level of re-
sources to maintain a strong national defense.

Still, I recognize that a contingency plan must be developed in the event that the
sequester-level budgetary caps currently imposed by the BCA remain in effect year
over year. Although the specifics are still in development, DOD would be forced to
make disproportionate reductions in procurement, research and development, and
military construction. The Department will seek to protect most or all funding for
a few programs that are most critical to our military strategy; however, funding for
hundreds of program line items, large and small, will have to be cut significantly.
This translates to buying fewer ships, planes, ground vehicles, satellites, and other
weapons, and sharps cuts to modification programs and research funding.

QUESTION SUBMITTED BY MR. LOEBSACK

Mr. LOEBSACK. 14) Admiral Winnefeld, please provide additional detail regarding
the implementation of end-strength reductions as reviewed in the strategy. Did the
strategy look at the total force and the balance between the Active Duty and Re-
serve Components? What conclusions, if any, did the review come to regarding the
balance between the two components?

Admiral WINNEFELD. The strategy encompasses the total force. The Services use
an established, comprehensive, and transparent process to determine the optimal
number and mix of Active and Reserve Component forces balanced with the Na-
tional Military Strategy. As we work through the process of sequestration-level force
structure reductions, we have put everything on the table, but at this time, we do
not have conclusions on the mix of Active and Reserve forces.
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QUESTIONS SUBMITTED BY MR. SHUSTER

Mr. SHUSTER. 15) What steps are being taking to ensure that future budget con-
straints are not mitigated through the use of future furloughs that impact readi-
ness, morale, and financial security of the civilian workforce?

Secretary CARTER. As the Department contends with FY 2013 funding reductions
and the prospect of continued sequester-level Budget Control Act (BCA) caps result-
ing in a cut of $52 billion in funding in FY 2014, Operations and Maintenance
(O&M) funds cannot be protected. Cuts in O&M funding would also affect DOD’s
civilian workforce because many civilians are paid with O&M dollars. To minimize
adversity to our valued civilian workforce, the Department will continue current hir-
ing freezes (as appropriate), minimize the use of temporary and term employees,
and encourage the liberal use of Voluntary Separation Incentive Pay (VSIP) and
Voluntary Early Retirement Authority (VERA), both of which are valuable in reduc-
ing involuntary separations and associated costs.

I am hopeful that Congress will pass a deficit reduction package that the Presi-
dent can sign and detrigger sequestration. A comprehensive solution of this nature
would do much to support the mission of the DOD and prevent the need for sharp
reductions in the funding supporting the civilian workforce.

Mr. SHUSTER. 16) If sequestration remains, as a result of the President’s failure
to work with the legislative branch, what are the DOD plans to ensure that the or-
ganic industrial base will survive budget cuts to support the future needs of the
warfighter?

Secretary CARTER. The Department recognizes that maintaining an organic indus-
trial base provides readily available base and surge capabilities that enable DOD
forces to respond to mobilization, national defense contingency situations, and other
emergency requirements. Supporting an organic industrial base, as well as a com-
mercial industrial base, will be a very difficult challenge in the face of severely re-
stricted budgets. Industrial activities are competing with operational components for
scarce resources.

The Department is taking proactive steps to mitigate these challenges. Existing
authorities, such as public-private partnerships under 10 U.S.C. 2474, will be lever-
aged to the maximum extent possible. However, without authorization for a new
round of Base Realignment and Closure, the Department may not efficiently align
the military’s infrastructure with the needs of its evolving force structure, which is
critical to ensure limited resources are available to support the highest priorities of
the warfighter and national security.

Mr. SHUSTER. 17) How is utilizing a BRAC round as a near-term solution for cur-
rent budget shortfalls justified when previous rounds have proven more costly up-
front and the potential savings are not realized beyond a 10-year window? What
changes does the DOD plan to make to ensure a BRAC round would be beneficial?
Are base closures and realignments overseas being looked at prior to domestic sites?

Secretary CARTER. While there are upfront costs for BRAC, in the long term there
are significant savings. The previous five BRAC rounds (’88, ’91, 93, '95, ’05) closed
121 major bases and resulted in hundreds of other realignments and minor closures,
saving a total of $12 billion annually.

I agree the Department of Defense cannot afford another $35 billion BRAC round
similar to 2005. However, the key factor that drove the cost of the last BRAC round
was the willingness to accept recommendations that were not designed to save
money. Nearly half of the recommendations from the last round were focused on
taking advantage of opportunities only available under a BRAC process to move
forces and functions to where they made sense, even if doing so would not save
much money. They were pursued because the realignment itself was important, not
the savings. This “Transformation BRAC” cost just over $29 billion and resulted in
a small proportion of the savings from the last round. Even so, it allowed the De-
partment to improve the distribution of forces within its infrastructure in ways that
are difficult to achieve outside of a BRAC round, while also recapitalizing aging in-
frastructure. This was an opportunity that the Department could afford when budg-
ets were higher and the Department was experiencing growth.

The remaining recommendations made under BRAC 2005 paid back in less than
7 years, despite experiencing cost growth. In contrast to the “Transformation
BRAC,” these “Efficiency BRAC” recommendations only cost an estimated $6 billion,
with an annual payback of approximately $3 billion. This part of BRAC 2005 paid
for itself speedily and will produce savings for the Department in perpetuity. If the
Department receives authority to conduct another BRAC round, it anticipates un-
dertaking a similar “Efficiency BRAC” (lower costs and savings with quicker pay-
back and a focus on efficiency). A BRAC round that is focused on efficiency rec-
ommendations can succeed and makes eminent sense in today’s fiscal climate.
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The Department has initiated a comprehensive infrastructure analysis to identify
potential opportunities for consolidation in Europe. The process will ultimately re-
sult in a validation of DOD’s enduring European infrastructure requirements, pro-
viding an analytical basis to support sustainment funding and future recapitaliza-
tion. By the end of this calendar year, we plan to have a Department-vetted list of
European infrastructure options from which the DOD leadership can make strategic
investment decisions. But given the size of the budget cuts, it is unrealistic to expect
that DOD can make all reductions via overseas bases and installations alone.

Mr. SHUSTER. 18) Missile Defense remains a significant priority. When will the
Service Branches bring members of the HASC into the planning phase of future
funding plans to ensure that cuts aren’t arbitrarily made in programs considered
priority of the HASC?

Secretary CARTER. The Prioritized Capabilities List guides program priorities and
the development of the missile defense budgets. The Department of Defense will
continue to work with Congress through the annual authorization and appropria-
tions processes to ensure adequate funding for defense programs are submitted as
part of the President’s Budget submission and also to ensure congressional priorities
are included.

Mr. SHUSTER. 19) How is utilizing a BRAC round as a near-term solution for cur-
rent budget shortfalls justified when previous rounds have proven more costly up-
front and the potential savings are not realized beyond a 10-year window? What
changes does the DOD plan to make to ensure a BRAC round would be beneficial?
Are base closures and realignments overseas being looked at prior to domestic sites?

Admiral WINNEFELD. DOD cannot afford to keep excess infrastructure in an era
of budget and security uncertainty. The tax on our warfighters is unacceptable as
each dollar spent on excess infrastructure cannot be spent on maintaining our su-
perb joint force. Absent BRAC, the Department will continue to support unnecessary
infrastructure, so BRAC must be an essential part of any overall DOD reshaping
strategy.

Given the force structure reductions on the horizon and the budget constraints we
face, we have every expectation that a future round will be far more similar to the
first four BRAC rounds than the most recent round in 2005 in terms of costs and
savings. The first four rounds of BRAC (1988, 1991, 1993, and 1995) are producing
a total of approximately $8 billion in annual recurring savings with an average pay-
back of less than 7 years, and BRAC 2005 is producing an additional $4 billion in
annual recurring savings.

It’s important to note that the 2005 BRAC round was very different than the first
four rounds. BRAC 2005 had two components with the major component focused on
“transformation.” The other component, “closure,” was more traditionally aligned
with previous BRAC rounds which eliminated excess infrastructure. The major, or
“transformation,” component of BRAC 2005 cost about $29 billion with military con-
struction accounting for over $11 billion of this cost. In addition, the transformation
component of BRAC 2005 included recommendations that had no savings or pro-
duced limited savings to include infrastructure consolidation. The more traditional
or “closure” component of BRAC 2005 cost about $6 billion to implement, paid for
itself in less than 7 years, and is now generating $3 billion in annual savings. The
next BRAC round would be squarely focused on closure and eliminating excess
capacity.

A 2004 survey found that the Department had 24% aggregate excess capacity,
while BRAC 2005 only reduced capacity by 3.4%. Thus, the Department believes we
have about 20% excess capacity at the aggregate level today. With today’s force
structure declining relative to 2005 levels, our excess capacity will continue to grow.
No successful business would carry the amount of excess infrastructure that DOD
currently is forced to maintain.

While we clearly have excess capacity, many have asserted that we should look
first at our overseas infrastructure for reductions. We have been reducing our over-
seas infrastructure for years. Since 2003, the Department returned more than 100
sites in Europe to their respective host nations, and we reduced our overseas per-
sonnel strength by one-third. The remaining overseas force structure provides enor-
mous dividends to this country in terms of presence and responsiveness. Ongoing
force structure changes should produce additional opportunities for reducing infra-
structure both at home and abroad while preserving the best joint force that is
ready and postured for full-spectrum operations.

Mr. SHUSTER. 20) Missile Defense remains a significant priority. When will the
Service Branches bring members of the HASC into the planning phase of future
funding plans to ensure that cuts aren’t arbitrarily made in programs considered
priority of the HASC?
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Admiral WINNEFELD. The restructuring of DOD under the Strategic Choices and
Management Review, and the subsequent decisions from the QDR, will be a com-
prehensive process that will only succeed with mutual coordination and cooperation
between DOD and Congress. In accordance with standard budgeting procedures, the
explanations for all adjustments in key defense programs will be outlined in the
budget justifications and associated briefings the DOD will present to Congress with
the FY 2015 budget and associated FYDP.

QUESTIONS SUBMITTED BY MR. CASTRO

Mr. CASTRO. 21) and 22) During the hearing you discussed that another round
of sequestration cuts could result in potentially not taking in new recruits into the
Services. Can you describe the kinds of impacts that would have on our short-term/
long-term recruitment and retention in an All-Volunteer Force and how that im-
pacts national security?

Secretary CARTER and Admiral WINNEFELD. Another round of sequestration cuts
could impact force structure and drive a reduction in the number of military per-
sonnel. Services will consider the best way to lower overall personnel numbers with
the least impact on readiness, while attempting to maintain a positive tone. Al-
though we have force management tools that allow us to reduce personnel strength
on the current force, we also may reduce accession numbers to maintain balance in
the overall force.

Additionally, the negative impact of another sequestration on operations and
training will discourage the best and brightest from joining the military and dis-
courage retention of our most talented Service men and women. Any impacts to re-
cruitment and retention will impact the ability of our Service members to execute
our national security strategy which is hinged upon being the most technologically
advanced, best equipped, and most highly trained force in the world.

In addition to the impact on operations and training, the uncertainty surrounding
sequestration cuts has a corresponding intangible impact on the morale of our Serv-
ice members. In our All-Volunteer Force we rely on retaining the highest quality
force. With further cuts and an improving economy retaining quality will become
more difficult as our Service members look outside the military for opportunities to
work or serve.

QUESTION SUBMITTED BY MR. NUGENT

Mr. NUGENT. 23) Secretary Hagel described the Strategic Choices and Manage-
ment Review as “a menu of options.” With the drawdown of forces planned at the
conclusion of our second war in the Central Command Area of Responsibility,
CENTCOM has already announced plans to reduce their headquarters personnel at
MacDill by 1,500 by the end of 2014. Just to clarify, when you consider a 20% reduc-
tion in major headquarters, is that measured in dollars or manpower? Does the
menu of options presented in this review account for the reductions that are already
planned? In other words, when the option of reducing headquarters by 20% is con-
sidered, does that mean another reduction for CENTCOM below the 1,500 personnel
already planned?

Secretary CARTER. Much of the CENTCOM growth was due to a temporary in-
crease in manpower associated with the war effort. Most of the reductions for
CENTCOM in 2014 are tied to the winding down of the war effort.

The reduction Secretary Hagel is implementing at all major headquarters, based
on the results of the Strategic Choices and Management Review, is a 20% reduction
in the 2013 baseline. This is in addition to previously planned reductions, such as
the plans to reduce CENTCOM in 2014.
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