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ADDRESSING COST GROWTH OF MAJOR
DEPARTMENT OF DEFENSE WEAPONS
SYSTEMS

THURSDAY, SEPTEMBER 25, 2008

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

The Subcommittee met, pursuant to notice, at 2:32 p.m., in room
SD-342, Dirksen Senate Office Building, Hon. Thomas R. Carper,
Chairman of the Subcommittee, presiding.

Present: Senators Carper and Coburn.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. The Subcommittee will come to order. Dr.
Coburn, how are you?

Senator COBURN. I am fine. Glad to be with you.

Senator CARPER. Good. I am glad to be with you. I just checked
in with the cloakroom to see if we are going to have any votes dur-
ing your testimony, Dr. Finley, or the testimony of the second
panel. It looks like we will not.

Senator COBURN. I would advise the Chairman that I am going
to be on the floor at about 3:50 p.m., so I will be leaving.

Senator CARPER. Fair enough. But we are looking forward to this
hearing. We appreciate the willingness of our Subcommittee to ad-
dress the cost growth of major Department of Defense weapons sys-
tems. Currently, the financial strain on our country and our gov-
ernment is daunting, and government must watch every dollar that
we spend and stretch those dollars that we do collect from tax-
payers.

That challenge has gotten even tougher and the road steeper
with the President’s proposed bailout that we are chewing on lit-
erally as we speak.

More and more families every day lose their homes as a result
of foreclosures, and their neighbors face devaluation of homes in
their neighborhoods. More Americans are losing their jobs as un-
employment rates are at their highest level in some 5 years. I do
not know what the unemployment rate is like in your State, but
we are up to almost 5 percent, which for Delaware is very high.
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The cost of food and gas has skyrocketed over the last year or
so, making it harder for Americans to fill up their tank and fill up
their stomachs at the same time. And just last week, some of our
Nation’s oldest financial institutions folded, warning of a potential
stock market crash and threatening the security of retirement in-
vestments for millions of Americans.

Given the times that we live in, every dollar that the govern-
ment, our government, spends inefficiently is a dollar that is not
spent to help the American taxpayer deal with these financial
strains in their lives.

This Subcommittee tries to examine every aspect, but a lot of the
aspects of the Federal Government to better ensure that our spend-
ing is working for Americans and not against them. This means
that we need to look to see if the Department of Defense—where
some of the most costly items in the Federal budget reside—is also
spending taxpayer dollars efficiently.

Some of us may remember that at this time last year we actually
looked at a very small part of the Defense budget, and we inves-
tigated whether or not we were achieving strategic airlift, our abil-
ity to move troops and cargo over long distances by air in a cost-
effective way, and at the time we held a hearing to decide whether
efforts to modernize our largest airlifter, the C—5 Galaxy, remained
a cost-effective way to meet our strategic airlift needs. And we
learned that there were ways to reduce the cost of modernizing our
C-5 fleet. And I am happy to say that Under Secretary of Defense
John Young, whom I think Dr. Finley reports to and serves with,
was a key player in helping to enact those cost reductions and pro-
vide more cost-effective airlift. It turns out we can modernize two
or three C-5Bs for roughly the cost of buying one brand-new C—
17, and each C—5B carries about twice as much as a C-17. C-17s
are great planes, but when you have C-5s that you can modernize
for that kind of cost, we decided it would be cost-effective to do
that.

But one year later, we are here to apply the process of identi-
fying and enacting cost reductions on a broader scale.

This hearing will examine the cost growth of some of the Depart-
ment’s largest weapons systems and some of the problems the De-
partment has had with delivering these systems on time and under
budget. And this hearing could not have come any sooner.

Last April, the Government Accountability Office released its an-
nual assessment of the DOD’s major acquisition program and re-
vealed that the cost overruns on the Department’s 95 largest acqui-
sition programs have now amounted to some $295 billion over their
original program estimates, putting the sum total of these acquisi-
ici(f)'n costs at $1.6 trillion. And as we can see on the chart to our
eft.1

In 2000, 75 programs were picked by GAO, I guess, as major de-
fense acquisition programs; next year, 91; next year—what does
that say?—95 in a cost overrun situation. The dollars were most in-
teresting. There was not a great growth in the number of programs
over that 7-year period, although there is some significant growth.
But the thing that really caught my eye is the amount that these

1The chart appears in the Appendix on page 53.
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programs that are over budget had grown from $42 billion in 2000
to some $295 billion in 2007.

I am not good enough in math on my feet, but if we were to run
that out for another 10 or 20 years, that would really be startling.
But it has caught my eye, and it sure did Dr. Coburn’s as well.

During a Senate Armed Services Committee hearing on this
same topic, the Chairman, our friend Carl Levin, outlined what the
Department of Defense could have bought with that same $295 bil-
lion, and I want to take it just a little bit further and ask what
the Federal Government, not just the Department of Defense, but
what the Federal Government could have done with that money.

And right behind Dr. Coburn, we can get an idea. We could pay
for the Iraq war through the spring of next year worth $85 billion,
and we would still have plenty left over. We could fix all the levees
in New Orleans for $10 billion. We could go on to create the Apollo
program to help our auto companies kick our addiction to foreign
oil. We could pay for the SCHIP program for 5 years. We would
still have money left over to provide universal preschool for the
next 10 years, expand our Army divisions for the next 10 years by
two divisions, and that is about 40,000 troops, I believe; and then
meet our nationwide demand for passenger rail corridors, another
$60 billion. And that would add up to $295 billion. That is a lot
of stuff that we could do. I think for the most part really good stuff.
And we cannot do it because we do not have the money. As it turns
out, we do not have this $295 billion either, but we are going to
turn around to borrow it from other countries around the world.

Some young students were in the other day, and they asked me
about printing money. They said, “When the Government runs out
of money, do you just print it?” I said, “No. We borrow it.” We bor-
row it from people around the world. And the unfortunate thing
about that is that sometimes it puts us at their mercy, especially
on foreign policy issues. When you are borrowing a lot of money
from a country like China, the question is: Do we do the same
thing in our foreign policy that otherwise we would do if we did not
owe them all that money? It reduces our options.

Let me say that, clearly, we could have tackled a bunch of major
problems with this money that our country faced, but we do not
have these funds. And I wish DOD had used these funds to buy
the silver bullet that would help us to secure Iraq, defeat al Qaeda,
the Taliban operating in Afghanistan and along the borders with
Afghanistan, but we do not.

However, that is for another hearing altogether, and maybe we
will have a chance to consider those issues then. But we are not
here to look at what we might have spent this money on, what we
could have spent this money on. We are here to look at flaws in
the defense acquisition system which has led to our collective wal-
lets being about $295 billion lighter.

When the Senate Armed Services Committee looked at this back
in June, Chairman Levin and the GAO identified four factors that
they believe were most important in leading to this situation: First,
unrealistic cost and schedule estimates; second, unrealistic per-
formance expectations; third, advancing the program with imma-
ture technologies; and, fourth, changing program requirements dur-
ing development.
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The goal of this hearing is to further investigate how these four
factors produced the situation we are in today, which I believe is
untenable, and our witnesses are going to help us address these
factors and how we can plug the holes in the inefficient acquisition
process.

I am delighted to be here with Dr. Coburn.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. Well, first of all, let me thank all of our wit-
nesses for being here and to relay on behalf of the Chairman and
myself that we do appreciate your public service. We understand
oftentimes you are unappreciated, and so we plan on having a fair-
ly frank discussion today with you about what we see as a com-
mentary to what Senator Carper mentioned.

We have enumerated powers in the Constitution, and a lot of the
problems that we are facing today financially have to do with the
fact that the Congress got outside of those and did not manage
them and did not oversight them and did not regulate them. And
so we see problems. However, the subject we are going to be talk-
ing about is very specifically enumerated within the Constitution,
and that is the defense of this country. And when we look and see
what has happened in procurement, this is not a new problem.

As a matter of fact, if you go back to the first ships George Wash-
ington ordered, they had a significant problem with cost overrun
and delay. They started with six ships and went to two. So this is
a pretty longstanding problem. But I think it has very good rel-
evance that we have never addressed the real issues.

One of the things that I hope that we will cover—and I know Dr.
Finley has, and I know GAO has—is there are tremendous incen-
tives to underestimate the cost so you can get a program started.
And, some unique contracting can take care of that. If you under-
estimate the cost, you pay for it. There is a penalty to the con-
tractor who underestimates the cost. That will stop some of that.
That is not hard to do. That is done in business all the time.

Second is research and development, having the contract and
having the cost overrun ought to be borne by the developer of it,
which would, therefore, reflect in the higher up-front cost estimate
rather than a low-cost estimate knowing that they are going to get
remunerated for it.

Sometimes we hear, well, it is the shrinkage in the number of
contractors that has increased the cost. But we had these same
problems 30 years ago, and we had three times as many contrac-
tors. So what we are talking about is not anything that is really
new.

Sometimes we hear the fact that, well—and we know, I recognize
this is a problem, the acquisition force and the retirement dates
and the decrease versus what we would like to see, except we had
a full-fledged acquisition force during the Cold War, and we had
the same problem.

So some of the reasons that we put forward for why we are hav-
ing a problem today, they do not pass the muster of history. They
do not answer the question. The real problem is underestimate,
lack of contractor accountability in cost sharing and risk sharing,
and then the real major problem is called “requirement creep.”
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And so when you combine lack of proper incentives to get the
right prices combined with requirement creep, you are going to
have a disaster. And the Defense Department, unfortunately, is not
the only Department in the Federal Government that has that
problem. But if we do not get a hold of it, the problems that we
are facing in the future are going to be horrendous.

The latest estimate on Medicare and Medicaid is $100 trillion un-
funded liability. I do not see a way out of this unless we really
markedly change things.

So I look forward to our testimony. I believe a lot of what GAO
has reported is right. But the answers on what the problems are,
the answers in addressing those markedly having an increase in
the realistic cost when we start a program rather than kidding our-
selves so we can get it started and have it within our budget, hop-
ing the money is on the come and that we will catch up with it,
is really fooling ourselves. And in the long run, it fools the Defense
Department, because you end up getting less of what you wanted
and not as effective a component as what you wanted, and so I look
forward to the testimony of Dr. Finley, as well as our other wit-
nesses, and I hope that we can together, Senator Carper and I can
bring to bear some common-sense solutions to this in the next de-
fense appropriations, defense authorization bill so that we start
changing the incentives.

With that, I thank you, Mr. Chairman.

Senator CARPER. You bet. Thank you.

Jim Finley is the Deputy Under Secretary of Defense at the De-
partment of Defense. He is responsible for advising—I almost said
“advertising,” but he is responsible for advising the Secretary of
Defense and the Under Secretary of Defense for Acquisition, Tech-
nology, and Logistics on matters relating to acquisition and the in-
tegration and protection of technology. Prior to joining the Depart-
ment of Defense in his current position, Dr. Finley spent over 30
years in the private sector and held a variety of operational man-
agement positions with General Electric, with Singer, United Tech-
nologies, and General Dynamics.

And we are delighted that you—in addition to doing all those
things, you managed to take out time in your life to serve our coun-
try, and you have been in this job for what, a couple years?

Mr. FINLEY. Thirty-one months.

Senator CARPER. Thirty-one, OK. And does it seem like 31 years?

Mr. FINLEY. No, sir. Every day seems awesome.

Senator CARPER. Oh, that is great. Well, we are glad you are
doing it, and we are delighted that you are here today.

Your entire statement will be made part of the record, and we
would ask that you summarize as you see appropriate. Thanks for
joining us.
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TESTIMONY OF HON. JAMES I. FINLEY,! DEPUTY UNDER SEC-
RETARY OF DEFENSE FOR ACQUISITION AND TECHNOLOGY,
U.S. DEPARTMENT OF DEFENSE

Mr. FINLEY. Thank you. Let me start off by, first of all, saying
that I completely agree with your opening remarks and the focus
of keeping our eyes very sharp on the taxpayers’ dollars, serving
our country and our national security. It is the highest on our
radar screen.

Chairman Carper, Senator Coburn, and distinguished mem-
bers—who will hopefully yet appear.

Senator CARPER. Some are coming.

Mr. FINLEY. Thank you for the opportunity to appear before you
today to discuss the Department’s policies and practices in the ac-
quisition and technology of major acquisition systems. I will also
discuss the GAO report entitled “Defense Acquisitions, Assess-
ments of Selected Weapon Programs.” I am fully committed to ac-
quisition excellence and the restoration of the confidence in our
leadership for our acquisition system.

The history of acquisition reform for the Department of Defense
covers more than 60 years and over 128 studies on waste, fraud,
and abuse. At the time of my confirmation hearing, February 2006,
Ehekconsensus seemed to be that the DOD acquisition process was

roken.

After my first 90 days in office where I listened, discussed, and
reflected on the leadership perspectives of Congress, industry, and
DOD military and civilian personnel, my opinion was that the ac-
quisition process was not broken. We quickly moved to recruit and
fill key positions. We eliminated a layer of management to tighten
communication. We aligned the organization for better account-
ability and improved efficiency and effectiveness.

My perspectives and actions coming from industry with over 30
years of experience in aerospace and defense have been shaped uti-
lizing that experience to help hold together the acquisition work-
force and leverage existing and new acquisition reform and trans-
formation initiatives. We have added oversight discipline into the
process to ensure that the basic blocking and tackling in executing
the acquisition process is being done. We have gained insight to
help scale and tailor processes where and when needed, to imple-
ment changes with a sense of urgency that streamline and simplify
the processes.

We established three overarching goals: One, to reduce our cycle
times; two, to increase competition; and, three, to broaden commu-
nications—up, down, and across the DOD and with Congress, in-
dustry, academia, and our coalition partners. We developed a 3-
year plan, established our vision and strategy, and implemented
goals and initiatives with a sense of urgency. Today, we are 31
months into implementing that plan.

We are striving for acquisition excellence with a vision that
starts with leadership and ends with predictable performance. Our
strategy reshapes the enterprise to accelerate lasting change. We
deployed a broad set of objectives by using short- and long-term ini-
tiatives. Those objectives include enabling decisionmaking for bal-

1The prepared statement of Mr. Finley appears in the Appendix on page 35.
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ancing the program and portfolio trade space with the convergence
of affordability, schedule, and performance needs; getting programs
started right with improved up-front planning and utilization of
risk management, competitive prototyping, technology and manu-
facturing readiness metrics, early integration and tests; collectively
providing a basis for cost realism prior to major acquisition deci-
sions.

Improving process efficiency with a focus on tailored, agile, open,
and transparent communications; checks and balances that utilize
Lean Six Sigma methodology, objective incentive fee criteria, sys-
tems engineering across the acquisition landscape, and conducting
preliminary design reviews prior to milestone B.

Providing program stability with program management tenure,
organizational empowerment, stable funding, integrated master
schedules, and Configuration Steering Boards.

These objectives and initiatives are also applied to Nunn-McCur-
dy breaches. More examples are provided in the semiannual Sec-
tion 804 congressional report in accordance with the John Warner
National Defense Authorization Act for Fiscal Year 2007.

A comprehensive analysis of the GAO report “Assessments of Se-
lected Weapons Systems” has been initiated. Of the $295 billion of
cost growth identified in the report between 2000 and 2007, $202
billion—approximately two-thirds of the $295 billion—was incurred
before 2004; $93 billion was incurred from 2004 to 2007, with a
pipeline of about $1.5 trillion, representing an approximate 3-per-
cent growth per year for those 2 years utilizing year 2008 base year
dollars. We are still analyzing that 3 percent. We do not consider
it to be a crisis, but need to better understand the uncontrollable
elements of rising medical costs, rising material costs—i.e., spe-
cialty metals—rising fuel costs, and requirements changes.

Another perspective is the definition of the baseline of the GAO
report of $295 billion cost growth. Between 2000 and 2006, we
added 48 programs and removed 30 major defense acquisition pro-
grams. That mix change represents a content-to-content difference
and is not fully understood and is still being analyzed. For exam-
ple, the quantity of ships, aircraft, vehicles all changed during the
GAO report time frame. The DDG 51 ship baseline went from 23
to 62 ships. The JSF quantities were cut by 409 aircraft, reduced
the total quantity to 680. The future combat systems increased
their quantities for brigade combat teams. The Virginia class sub-
marine shifted from a two-per-year procurement to a one-per-year
procurement at two naval shipyards and experienced increased
shipyard labor and material costs.

Our review of the GAO data reflects the changes, some but not
all, as characterized here for these four programs contributed $147
billion, 50 percent of the $295 billion. The GAO data in this regard
continues to be reviewed with the GAO to better understand the
root causes of the cost growth and where to focus attention and
take action.

Our perspectives of the five conclusions from the GAO report
have been summarized in our written testimony. We continue to
work with the GAO to better understand their data, methodologies,
and conclusions associated with the assessments of selected weap-
ons systems.
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In summary, measurable progress for acquisition excellence has
been accomplished on a broad front of initiatives. We have traction.
We will continue to improve. Much work remains to be done. A
plan for that work has been established. It goes beyond this Ad-
ministration.

Chairman Carper, Senator Coburn, and distinguished members
of the Subcommittee, thank you for the support of our troops. I will
be pleased to address any questions you may have.

Senator CARPER. Thanks, Dr. Finley. Let me just lead it off. And
thanks very much for your testimony.

The Department’s weapons system acquisition process has, I
think, been on the GAO’s high-risk list—I want to say about 18
years, since 1990. And since that time, the Department has made
what GAO has called “well-conceived changes to its acquisition
policies.” But as we have seen from the graphs up here earlier, the
outcomes still are not improving, or at least not the way we would
like for them to.

In your own view, why are the acquisition programs immune to
the kind of improvement that we both seek? And what are the fac-
tors that make them so susceptible to cost growth, to delivery
delays, and to poor performance?

Mr. FINLEY. Well, I think there is a lot of agreement between the
GAO and DOD on some of the issues that are driving these, as you
summarized on the chart. Technology maturity has been a definite
problem, and——

Senator CARPER. Talk about that a little bit, if you would.

Mr. FINLEY. OK. The technology maturity is now defined to be
a Level 6 before we go forward with an ACAT I major defense ac-
quisition program. At a Milestone B decision, you are to have dem-
onstrated a Level 6 of technology maturity. Some programs in pre-
vious decisions have not achieved a Level 6 and yet have gone for-
ward with a Milestone B decision.

Senator CARPER. Who allows that to happen? And whose job is
it to ensure that it does not happen?

Mr. FINLEY. Well, I think it is a collective responsibility. OSD—
in my case, I am OSD in A&T. We are to provide the oversight to
make sure that does not happen; or if it does, we need some assur-
ances as to how these technology maturity issues would be miti-
gated in a timeline that would not be detrimental to the critical
path of the program.

Senator CARPER. So you have, on the one hand, your program
managers for a particular weapons system pushing hard to try to
get something done, built, through the pipeline. And at the other—
it is almost like having your car, you have an accelerator and you
have a brake.

Mr. FINLEY. Right.

Senator CARPER. And you have to be able to use both of them.
Somebody has got to be pushing on the brake.

Mr. FINLEY. I think many programs that were coming forward
were of a PowerPoint design, paper design, and trusting without
verification was being done.

Senator CARPER. Without prototypes. Is that correct?

Mr. FINLEY. Without prototypes. The initiatives of Mr. Young to
enforce competitive prototyping not only helps provide us a cost re-
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alism base, but also it promotes competition early on in the
timeline.

Part of our objectives are to cut our timelines by 50 percent.
Right now we are taking upwards of 10 years plus to field weapons
systems. We believe we can cut that timeline in half.

Senator CARPER. Any idea why DOD stopped this process of
prototyping?

Mr. FINLEY. I do not have an insight on that. I think part of the
dilemma that DOD experienced as well as industry was we lost
systems engineering capability on both sides of the equation. And
we have been working very actively to bring system engineering
back into the fold as a key decisionmaker at the table.

Senator CARPER. A concern that I have, it sounds like the De-
partment of Defense and you and John Young and Gordon England
are trying to get us back in terms of acquisition on these weapons
systems, back using common sense, using better business judg-
ment. And I have this concern we are going to have a change in
administration in about 3 or 4 months, and I do not know if you
want to sign on for another tour or you want to go spend time with
your grandchildren or other things. But if we do have a new team
that comes in, my concern is that some of the reasonable changes,
solid changes that are being adopted may not stick. And, Dr.
Coburn, I think part of our challenge is if we stick around here for
a while longer—I think we have a couple more years left on our
no-cut contracts. But I think part of our job is to make sure that
the reforms that they have begun, some of the smart practices they
are going back to, that the next Administration adheres to those
as well and builds on them. And I know GAO is going to be here
to help us to ensure that happens.

Mr. FINLEY. I feel very good—excuse me, if I may, I personally
feel very good about where we are at. When I came into office, I
had a very long timeline to get confirmed even though I had num-
bers of years of experience and had all the security credentials.
But, nonetheless, once I got confirmed, when I came in I had six
direct reports, and four of my six direct reports were not here. And
people advised me, “You are in deep trouble.” I told people, “I am
in great shape.” Because what we did was we recruited people to
fill those positions that had three ingredients and three criteria
that we established: One, we wanted industry experience; two, we
wanted them to have military experience, preferably with MDAP
programs, and the scar tissue to prove it; and, three, we wanted
them to have the passion to serve their country.

I am very pleased to inform the Subcommittee that we have
filled these positions, and we have had these people in these posi-
tions now for some years. So they are career SESs at the senior
level, and this we are talking about now is within OSD. And as we
build our rapport within OSD and AT&L, going outside the AT&L
organization into the Comptroller organization, the P&E organiza-
tion, the Joint Staff organization, and now getting into the compo-
nent organizations, we start to build traction and respect, and we
have to work this as a team very collaboratively. It is a contact
sport.

But these are expert people. They know the business, and we are
now also bringing together, pushing this down into the organiza-
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tion to empower people to make decisions. So I believe, if I were
to leave today, I personally believe the organization of Acquisition
and Technology is in very strong shape and would support Mr.
Young and has supported Mr. Young, as well as Mr. Krieg before
Mr. Young, in an excellent fashion. I believe we are on the right
path. I think there is at least one other additional element on the
areas of factors that are giving us cost growth, and that is funding
stability. And funding stability—when I came to be confirmed by
the U.S. Senate, certainly technology maturity and requirements
creep were right there on the radar screen, and we are in complete
agreement on those issues, and I believe today we have those
issues corralled. And I believe we have them shackled, and I be-
lieve we have ways as a matter of discipline to hold people’s feet
to the fire to make the hard decisions and say no if they are not
ready.

But beyond that, funding stability became a very visible issue,
and if I looked at PBO8 and the 90-some programs that are MDAP
category, all but one of those programs had funding changed from
the PB09 submission. Of the Nunn-McCurdys that were done in
2007 and submitted as part of the PBO0S8, if you will, five of those
six Nunn-McCurdys had just been certified by the AT&L; all had
their funding changed as part of the President’s budget approval.

So we have got to get a handle on funding stability as part of
this equation to get better acquisition excellence, or we will be
struggling with it—and it is not just the Congress, sir. Our own
OSD Comptroller will play with funding. Our planners and pro-
grammers will play with funding to pay unexpected bills. We sim-
ply have to get into a better process working together to get more
stability in the funding program.

Senator CARPER. We saw that on the C-5 modernization and
working with John Young. If we ended up ramping up production
of the C-5Ms, we would go from one to three to five, seven, nine—
somewhere up around nine is the sweet spot in terms of aircraft
to retrofit every year. But then if we drop back down to three or
two and back up to seven, the inefficiencies are there, unfortu-
nately, and the costs are just driven up very high. That is, I guess,
part of our challenge, and as we are not appropriators

Senator COBURN. We just need to become appropriators, too.

Senator CARPER. Dr. Coburn says we need to become the appro-
priators, too. Actually, I was thinking about that today.

Let me turn it over to Dr. Coburn. I have some more questions,
and maybe we will have a second round here in a minute.

Senator COBURN. Dr. Finley, it is your contention that you have
the systems in place that, without you and the two or three people
below you, this program change, this culture change that has been
insté)tuted in the last 31 months will continue? That is your conten-
tion?

Mr. FINLEY. It is a start, yes. But we did not start 31 months

Senator COBURN. That is a different answer than what I—will it
continue?

Mr. FINLEY. Yes, I believe it will. But we did not start 31 months
ago. What we did was we built, I believe, on a lot of good work that
was done back in the QDR time frame, certainly before I arrived,
and there were a lot of good ideas, and there were a lot of good
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initiatives going on before I arrived. We simply picked up a lot of
those good ideas, and we joined each other at the hip, and we start-
ed moving them together, forward.

We will continue to have good ideas, I believe. We will continue
to become more innovative in our approach to business, things like
the Configuration Steering Board, which is now going to become
law. We certainly appreciate Congress’ acting on that, and John
Young, Mr. Young, brought that forward, in particular to help sta-
bilize some of the funding requirement changes as well as some of
the stability changes for the programs.

So we should never stop looking for new ideas to cut the cost and
reduce the schedule and find smarter ways to do business.

Senator COBURN. Let me just query you for a minute because I
am not educated in a lot of these areas and do not have the prac-
tical experience or the knowledge. Explain to me why when we con-
tract for a new weapons system that we do not place more of the
risk on the contractor.

Mr. FINLEY. Well, I think

Senator COBURN. I mean, if you are contractor, it is a slam-dunk.
You are going to make money. Now, I do not know any other busi-
ness in this country that has a slam-dunk no matter what they do
or what the performance is, they are going to make money. So
what I do not understand is why we have not transferred some of
the risks for new technology based on the guaranteed reward that
is going to be there to these individual contractors. Can you teach
me or educate me so I can have a better understanding of that?

Mr. FINLEY. Certainly. Prior to the environment that we are in
today with cost-plus contracting, we were in fixed-price contracting,
and the pendulum was, let’s say, way over here on the left. And
as companies were eating the risk and swallowing the cost, that
pendulum started to swing over to the far right to cost-plus award
fee and cost-plus incentive fee kinds of contracts.

We have changed the award fee criteria so it is not a slam-dunk,
and we have also advocated and have started to put into regulation
with the 5000 change that you will now go more toward what we
call fixed-price incentive contracts and push the profit that compa-
nies can make more to the right of their timelines as opposed to
spread closer to the left, which is where it has traditionally been
that we have discovered, and by doing that, we share that risk—
industry shares more of that risk, if you will, than the government
than before. And by fixed-price, it starts to definitize what has to
be delivered and what the expectations, what the requirements are
in terms of the deliverables.

The dynamic in contracting is changing dramatically, and that is
very recent.

Senator COBURN. Are you seeing that transmitted into a decrease
in underestimation of costs?

Mr. FINLEY. I would say it is premature

fSenator COBURN. A decrease in the frequency of underestimation
of costs.

Mr. FINLEY. I would say it is premature. The programs where we
are going to see fixed-price incentives are new starts or our pro-
gram restructures out of Nunn-McCurdy breaches, if you will, be-
cause we are applying all these techniques both to programs that
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are in the pipeline as well as new starts. But programs like Tank-
er, programs like JLTV, programs like JAGM, Joint Advanced Mis-
sile program—all these programs are carrying fixed-price incentive
types of contracting vehicles with them.

Senator COBURN. Did not the—I am trying to think which
iteration of the Tanker contract. The one that was recently chal-
lenged, did it not have a significant component, about 18 percent,
of cost-plus contracting in it?

Mr. FINLEY. I am not familiar with all those details.

Senator COBURN. Well, I may be in error. It may have been 8
percent or 9 percent. But here is the question for you. Here you
have something that the Air Force has been trying to buy for 15
years, and then we let a contract, and 8 or 10 percent of it still
cost-plus. I cannot fit that with any modem of common sense that
the Air Force does not know what it wants in the way of a tanker
in terms of requirements. Why there would still be a component of
cost-plus rather than a pure fixed-price-plus-incentive contract, I do
not understand that. And so I am trying to get a hold, if we are
going to have an impact to try to help you do what you need to get
more defense for this country for the same amount of money, it
would seem to me we have to figure those kind of—we have to an-
swer those questions.

Mr. FINLEY. I agree.

Senator COBURN. OK. Thank you. I will withhold any additional
questions. Thank you, Mr. Chairman.

Senator CARPER. Dr. Finley, when you reported aboard to your
present position, were confirmed and moved into your job, how long
had that post been vacant? Any idea?

Mr. FINLEY. I think it was 3V% years.

Senator CARPER. That is part of the problem. Why was it vacant
for so long?

Mr. FINLEY. I am not familiar with all the details, but I believe
there was some gridlock for the appointees in Acquisition due to
the Druyun situation with the Air Force, which had a number of
people in the Pentagon, like Mr. Wynn was Acting AT&L, he could
not move. As a result, the AT&L back-ups for him could not come
in. And then that waterfall just went downhill, and the pipeline
just got backed up.

Senator CARPER. I see. So your position that you filled a couple
of years ago, 31 months ago, that position was vacant for about 3
years. When you got onboard, confirmed, and moved into your post,
out of your six direct reports, four positions were vacant?

Mr. FINLEY. Yes, sir.

Senator CARPER. That helps explain some of this, doesn’t it?

Senator COBURN. Yes. That would be our fault.

Mr. FINLEY. You did have acting SESs in those positions, but
they were acting, and they were excellent people. But I could have
certainly promoted those to be permanent, acting directors, if you
will. T elected to take the road less traveled perhaps, and I wanted
an experienced senior military, senior industry experience that
could really build this team for the long run. And we have excellent
people up and down and throughout the organization.

Senator CARPER. And your six direct reports, those are folks that
stay, even if you decide to go off-
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Mr. FINLEY. I have two politicals that report to me: One is in in-
dustrial policy and the other one is in small business programs.
Both of those organizations report to me. They will be exiting on
or about January 20, as far as I know. And we have great back-
ups for them as well.

Senator CARPER. Well, obviously, the next Administration and
the next Congress needs to do a better job of addressing this.

Mr. FINLEY. It is a big issue, sir. It is something I believe Sec-
retary Gates is addressing way up front, much earlier, I am told,
than previous Administrations, even the current Administration.
And we are very proactive, and very open and transparent about
what we believe ought to be addressed. And we are building our
cases for the people that come in and relieve us, if you will.

Senator CARPER. In the Navy, we used to have turnover. We
would be overseas for 6 months, home for 8 months, overseas for
6 months, and home for 8 months. And whenever we would go
overseas, the squadron that we were leaving would have a turnover
document that they would turn over to us and basically explain
what their jobs were and to help us come up to speed.

I presume you have a similar kind of turnover, but if it had been
3 years since your predecessor left, it is pretty hard to have much
of a constructive turnover.

Mr. FINLEY. Well, we have accomplished a lot. I believe we are
back at full stride. I believe that there is a transition team that has
been stood up in the Pentagon, for Secretary Gates, and it is in full
swing.

Senator CARPER. I think one of the things we will get into with
our next panel is the number of acquisition personnel that we actu-
ally have, whether the slots are filled or not, but the number that
we have and whether or not we give them enough clouts, four-star
generals, or three stars or two stars, do we have people for whom
there is a good pipeline to grow to have a career? And do we give
them enough oomph to do their jobs? Any thoughts on that? I think
others will discuss that.

Mr. FINLEY. Yes, the acquisition workforce is very high on my
radar screen as well. The legislation last year, initiative 852, did
authorize but not appropriate, but we are taking it as if it were ap-
propriated, and we have agreement with the OSD Comptroller and
the principals of DOD and how we are going to do this. But it es-
sentially is about $1.3 billion over the FDIP to reinvigorate the ac-
quisition workforce. That is about 12, 13 different functions that
are called acquisition.

Now, one of the holes that has come up, as you look at the per-
sonnel situation, and as you have addressed, very eloquently, both
you, Mr. Chairman, and Senator Coburn, is requirements. And
what do the requirements people get in acquisition? So we have
also set up training modules and training capabilities and require-
ments. I think by law by September 30, the requirements people
must have certifications to these acquisition levels of capability, or
they will not be allowed to provide requirements for the programs
of record, if you will, that they are making.

So we are also very encouraged by this. This has been a major
collaboration between the military and the civilian workforce at the
Joint Staff level and all the services as well as OSD, and the P&R
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people of OSD as well. So we see very positive traction. Here,
again, this is something that I do not think will be solved over-
night, but the acquisition workforce, as people would normally
think about the acquisition workforce, has been relatively flat for
the past several years, but the workload on this workforce has dou-
bled or tripled.

Senator CARPER. OK. Now, I am going to follow this up by just
sharing with you a quote, I think it is a direct quote from GAO in
the report that they presented to us. But it goes something like
this: “The unrealistic cost estimates for major weapons systems are
developed in an environment where DOD commits to more pro-
grams than available resources can support, which promotes
unhealthy competition among programs for funding. This competi-
tion creates strong incentives for program officials to establish re-
quirements that make their particular weapons system stand out
from others, with less consideration given to the resources that will
be needed to develop them.”

Now, you have already answered this in part. I want to ask you
just to reiterate it and then add anything that you want. But that
is a pretty serious problem, I think you will agree. Share with us
again what are we doing in the Department of Defense, in the Of-
fice of the Secretary of Defense, in your shop, what are we doing
to address this serious problem with DOD’s acquisition culture?
You have addressed it some. Restate some of what you have done
if you want.

Mr. FINLEY. Well, I think cost realism is a real issue. I do not
think there has been enough competition. I do not think competi-
tion has caused people to buy in. I think it is more perhaps, if I
have it right, if I was correct with Senator Coburn, you may bid
unrealistically to get the program of record approved and through
the decision gates to move forward. As we sometimes say, once you
have the coffee cups, the mugs, and the T-shirt, you are good to go.
In 2% or 3 years, it may be predictable that you will have a Nunn-
McCurdy.

So the effort is to start with—the initiative of 852 is to start
building more of our core competencies that we have lost in DOD
over the years of attrition and restructuring and outsourcing to
bring these core competencies that include price estimating and
cost estimating back into the mainstream of OSD for oversight, but
also to the services so that they have these inherent capabilities.

Senator COBURN. Just a little rebuttal. When you had those core
capabilities, you had the same kind of cost overruns. So how does
that answer the question?

Mr. FINLEY. Well, it is a start. Coming from industry and the
years of fixed-price, more fixed-price development if you will, than
cost-plus, the leadership I was groomed under and the manage-
ment training I received was to perform. And if we had problems,
we came and we worked them, and we went eyeball to eyeball, to
resolve those differences quickly and not let them drag out.

Again, there is no silver bullet, but getting the functions back in
the right place is part of getting the right people in the right place.

I think the aspects of empowering the workforce, recognizing the
workforce, fundamentally comes down to a lot of discipline issues
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and leadership issues. And we have got to get that back to where
it was, with accountability.

So, again, there is no one piece that is going to do this all by
itself. It will take time to get back to where we were, and I am not
sure if where we were was acceptable to you, Dr. Coburn. But I
would say from my experience of where we were in industry, in ex-
cellence and performance, the channels I came up through, is
where I am trying to help steer this for the future.

Senator COBURN. Yes, and I am not meaning to demand that. I
am just looking back at history of what we have seen from the
1930s, the 1940s, the 1970s, when we had these varying levels of
competency and staffing and everything else.

Mr. FINLEY. Yes, sir.

Senator COBURN. This is the same problem. When we had cost-
plus, fixed-price, we had the same problem. To me it goes back to
the two major problems: One is requirement creep, which somebody
has to get a hold of so that if you are going to have a requirement
creep, it does not happen until you do the first MOD; and the sec-
ond is underestimation of costs when you begin it so you can get
a program started. And the transparency in that aspect of it, with
a penalty—and, really, the Pentagon is complicit in this because
they want the program, so they have an incentive to have it come
in under cost knowing that it is unrealistic. And so what happens,
the American taxpayer gets a program that is supposed to cost
this, and we all know it is never going to come close to costing that,
and that is just the way we do business.

We have to break that cycle because, quite frankly, in the years
to come the Defense Department spending as a percentage of the
total budget is going to be less. Our interest costs are going to be
27 percent this year. Now, think about that. And in 10 years, they
are going to be 40 percent. Some of it is going to come out of the
Pentagon.

So we need to be about making sure—and I applaud your service
and your leadership. My hope is—and I think, Senator Carper, I
can speak for both of us—that the leadership that you have put in
will be followed by similar leadership that will continue to pene-
trate accountability, responsibility, integrity, and performance. And
that is my worry. And we did not even talk—I have got several
other questions which I will submit for the record, but, of the peo-
ple who are the worst in terms of purchasing IT, it is the Pentagon.
This Subcommittee has followed all IT problems throughout. GAO
has been helping us with it. But, by far—and you have the worst
IT in the country, and the rest of the country is way ahead of you
on IT. And yet the cost overruns, the programs that are in trouble
in IT, it is the same problem.

So our hope is and our appreciation is—we know people are try-
ing, are working. There has got to be something we have not got,
and I think the two things are underestimation in the original and
requirement creep. And unless we do something to change those
things, we are going to keep getting the same results.

Mr. FINLEY. Another major shift in response to those two areas,
one of the observations we made when we came onboard was so
much was being done with these programs—and these programs
are obviously much bigger and much more complicated, to a large
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extent, than we have had in the history of the DOD. But the acqui-
sition strategies in these procurements were what we would char-
acterize as “big bang.” You would have expectations on require-
ments that were unachievable, to a large extent. But trust me, no
problem, we will get there.

What we have done is we have gone—again, what we have done
before—this is nothing new to this—is go back to a more incre-
mental strategy that you develop a little, you test a lot, and you
deliver a capability to the field. And you increment this with a
strategy that provides the warfighter something they can use in
the security of the country, and at the same time we do not—we
can then estimate costs more realistically, and we have a better
handle on our requirements.

In parallel with that, in our S&T world, we can be incubating
newer technologies and newer activities as on ramps to come into
these programs when and if ready. But they will be done in an in-
cremental block fashion.

Now, there are several programs of record—F-18, F-16—that
have practiced this in spades since their inception, and they do get
very favorable write-ups. Of all the programs written up in the
most recent GAO report, 10 of the programs, in fact, did return
money. All these ACAT I programs, MDAPs did not overrun.

Senator COBURN. And what were those, again, tell me? Just give
me some examples.

Mr. FINLEY. The Growler program, F-18G, did underrun its
budget—on schedule, below budget, meeting performance.

Senator COBURN. What else?

Mr. FINLEY. I will take it for the record. I have it somewhere in
my notes here.

Senator COBURN. That is OK. I would love to see that.

Because our tendency, when we are doing Federal financial man-
agement oversight, our tendency is to always look at the negative.
It is great to hear about the positive and to figure out what hap-
pened there and why and how do we duplicate it. So I would very
much appreciate it.

I am going to offer the rest of my questions for the record so we
can move on.

Senator CARPER. One last quick question if I could, Dr. Finley,
before you leave us. The hearing that John Young came before at
Armed Services and testified in early June, I think Chairman
Levin asked him for the Department’s position on a proposal by
Senator Levin, a proposal to create an independent office that
would review cost estimates on all major defense acquisition pro-
grams and would develop its own independent cost estimates. And
at the time, back in early June at the hearing, Mr. Young said that
the Department, your Department, did not have a position on this
proposal. And I am just asking, do you all have a position now?

Mr. FINLEY. I think there is a DOD position on this. I do not
have it in front of me.

Senator CARPER. Would you submit that for the record for us,
please?

Mr. FINLEY. Certainly. I would be happy to.

Senator CARPER. OK. Well, I think we will excuse you at this
point in time. Thank you very much for joining us.
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Mr. FINLEY. Thank you so much.

Senator CARPER. And thank you for your stewardship. Thanks
for putting together a good team around you. And if on January
20th, you decide to head out into the sunset, we wish you fair
winds and following sea, as we say in the Navy.

Mr. FINLEY. Thank you. We appreciate your service as well, Sen-
ator Coburn as well. We appreciate your support to our troops. This
is an ongoing efforts. Everybody is committed. In my opinion, it
does come down to leadership. We need strong leadership, and you
need checks and balances, and you need informed oversight to kick
those cans in the right place. I think we are making progress.

Senator CARPER. OK. I hope you are right. I think you are right.
Thank you so much.

Mr. FINLEY. Thank you.

Senator CARPER. Welcome, panelists. I am going to take just a
moment and provide a brief introduction for each of you, if I could.

Mike Sullivan served as Governor of Wyoming when I was first
elected Governor of Delaware. You looked different then. You have
a lot more hair now. Actually, Mike Sullivan was a Governor of
Wyoming, but it was another Mike Sullivan. And I am sure there
are a bunch of you out there. This Mike Sullivan serves as Director
of Acquisition and Sourcing Management at the Government Ac-
countability Office where he has worked for 23 years. Most re-
cently, he directed GAO’s Annual Assessment of Major Weapons
Systems Programs, which is the subject of our hearing today, and
we are grateful to you for being here.

Steve Schooner is an associate professor of law and co-director of
the Government Procurement Law Program at The George Wash-
ington University. Before joining the law school faculty in 1998,
Professor Schooner was the Associate Administrator for Procure-
ment Law and Legislation at the Office of Federal Procurement
Policy in the Office of Management and Budget and served for—
how many years in the military? Twenty good years?

Mr. SCHOONER. Twenty good years.

Senator CARPER. Twenty good years in our armed forces. Thank
you for that service.

And Clark Murdock—this is the second hearing we have had lit-
erally in a week where one of our witnesses’ names was Murdock.
The other fellow, we had to call him “Dr. Murdock.” He is the fel-
low who is the head of the census.

Clark Murdock is the Senior Adviser to the International Secu-
rity Program at the Center for Strategic and International Studies,
specializing in strategic planning, defense policy, and national se-
curity affairs. He currently directs the four-phase study on the De-
fense Department’s reform “Beyond Goldwater-Nichols: U.S. Gov-
ernment and Defense Reform for a New Strategic Era.” Mr.
Murdock has served in many roles in the defense world, including
as a Senior Policy Adviser to House Armed Services Committee
Chairman Les Aspin, with whom I was privileged to serve. This
Clark Murdock looks familiar to me. I know that our paths have
crossed before, and I very much enjoyed serving with Les Aspin.
We thank you for joining us today and for your willingness to tes-
tify.
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Gentlemen, I have been asked by my staff to remind you that we
would ask you to try to keep pretty close to 5 minutes. I am not
one who will gavel you down at 5 minutes, but try your best to
keep close to 5 minutes, and then we will get into some questions.
Thank you.

Mr. Sullivan, why don’t you lead us off?

TESTIMONY OF MICHAEL J. SULLIVAN,! DIRECTOR, ACQUISI-
TION AND SOURCING MANAGEMENT, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE

Mr. SULLIVAN. Thank you, Chairman Carper. I am pleased to be
here to discuss the Department of Defense’s management of its
major weapon system acquisitions. My statement today will focus
on current acquisition program outcomes, the reasons for them,
and potential solutions, some of which the Department is now try-
ing to implement, as you heard from Dr. Finley earlier.

With regard to outcomes, the Department is not receiving ex-
pected returns on its investment. As the table to my far left indi-
cates, which mirrors some of the——

The most important number on that table is the $295 billion,
probably.2

Senator CARPER. All right.

Mr. SULLIVAN. Since we began our annual assessments in 2000,
which is one of the columns on that table, the number of major ac-
quisition programs has grown by 20, from the 75 to the 95. Total
investment by the Department in those programs has doubled to
$1.6 trillion. Development cost overruns have increased from 27
percent in 2000 to 40 percent in the programs in the 2007 portfolio.
And delays in deliveries have increased from 16 months to 21
months. All told, this represents the total cost growth that you al-
lude to on your pie chart up there of close to $300 billion and re-
sults in degraded buying power for not only just the Department
but, as you point out, for the Nation as a whole.

There are systemic problems that contribute mightily toward
these poor outcomes, and we break them into strategic and pro-
grammatic. At the strategic level, there simply are too many pro-
grams chasing available dollars in the Department’s acquisition
budget. As the other graphic up here to my left indicates—and I
think this gets at some of the questions that Dr. Finley was field-
ing—the Department’s organizations and processes that identify
needs—in other words, candidates to become programs—funding,
and the acquiring of the weapons systems, which together these
three processes and their leaders more or less make up the Depart-
ment’s overall acquisition team, are fragmented and broken. Lead-
ership at these levels is not necessarily answerable to each other,
and, therefore, there is little accountability for the poor outcomes.

The requirements process, which is led by the Vice Chief of Staff,
tends to be stovepiped. Each of the services may offer different new
acquisition programs, sometimes to fill the same capability gap,
creating an overwhelming number of candidate programs that must
promise very high, sometimes unachievable performance, with very

1The prepared statement of Mr. Sullivan appears in the Appendix on page 47.
2The chart referred to appears in the Appendix on page 53.
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low, often unachievable cost estimates in order to fit into the De-

partment’s budget. The funding process, led by the Comptroller, ac-

cepts these overly optimistic cost estimates as inputs, which is not

ﬁlsound basis for allocating resources and ensuring program sta-
ility.

Finally, the acquisition process, led by the Under Secretary for
Acquisitions, initiates these programs, signs cost-reimbursable con-
tracts with sole sources, and begins expensive product development
with little or no evidence that technologies, designs, or manufac-
turing capabilities will be able to build the weapons system in
question.

At the program level, the programs begin with an unmanageable
business case, cost, and schedule estimates heavy on optimistic as-
sumptions, light on data. As a result, true costs and schedules are
usually not known for years on these programs until assumptions
give way to empirical evidence and significant sums of money have
been consumed.

To be sure, problems resulting from a poor business case at the
outset will quickly cascade into design changes, manufacturing in-
efficiencies, quality problems, and delayed deliveries. Solutions are
available, and we have made recommendations. A well-balanced,
well-prioritized mix of candidate acquisition programs would allevi-
ate the pressure each program now faces in winning the competi-
tion for funding in the Department. This means the Department
must become more unified. Each of the three organizations that we
have on our chart are critical to acquisitions and must integrate
and must make early hard decisions together concerning needed ca-
pabilities and limited resources. That is something that does not
exist today. There is an awful lot of segmentation between these
three critical organizations.

If the Department’s leadership can get priorities right, limit the
number of programs to start, and establish sound business cases
which are executable, program managers that are responsible for
those programs will be empowered to control program execution
and then can be held accountable for their outcomes.

The Department understands all this, and Dr. Finley talked to
some of that today. It has many initiatives underway now, which
I would be happy to go into in the Q&A. Some of them are in re-
sponse to our recommendations, and some are in response to
passed legislation that has been designed to address these prob-
lems. However, we have seen initiatives like this before that go
back almost all the way to Dr. Coburn’s example of General Wash-
ington needing the ships. The most recent Packard Commission in
the 1980s is probably a good basis where a lot of this stuff has been
said before, the answers are out there, but they just for some rea-
son have not ever been implemented properly.

Too often in the Department, well-meaning policy just does not
translate into practice. Cultural barriers, the transitory nature of
the positions at the top, and the stovepiped nature of acquisitions
make culture change and improvement very difficult. Therefore, we
will maintain a healthy skepticism until we see some results from
these initiatives.

In conclusion, Mr. Chairman, let me say that significant and
lasting change in this acquisition process and in the requirements
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process and in the funding process can only take place with im-
proved cooperation across the Department and the military serv-
ices, continuing support and advocacy from a unified departmental
leadership, and perhaps most importantly, sustained oversight
from this Subcommittee and others in the Congress.

I look forward to your questions on these and other ways to solve
some of these problems.

Senator CARPER. Mr. Sullivan, thank you very much. Thanks for
your good work and for being with us today.

Next we will hear from Steve Schooner. Mr. Schooner? Is it Dr.
Schooner? It is, isn’t it?
4 Mr. SCHOONER. Steve Schooner is fine, but professor is OK, not

octor.

Senator CARPER. Professor Schooner, take it away.

TESTIMONY OF STEVEN L. SCHOONER,! CO-DIRECTOR, GOV-
ERNMENT PROCUREMENT LAW PROGRAM, THE GEORGE
WASHINGTON UNIVERSITY

Mr. SCHOONER. Chairman Carper and Ranking Member Coburn,
I appreciate the opportunity to discuss these issues with you today,
and I will try to briefly offer some explanations in context and rec-
ommend that DOD could achieve better results by more aggres-
sively employing incentives than disincentives and making a sig-
nificant investment in the acquisition workforce, all of which you
have apparently already heard at this point.

Major systems are, by definition, challenging, complicated, and
inherently risky. We have fundamental pathologies, we have ab-
sence of market forces on the buyer, an unwieldy appropriations
cycle, a diffusion of responsibility, and all of this makes account-
ability maddeningly difficult. And that is why it is, frankly, overly
optimistic to expect any institution to consistently and quickly ad-
vance the state of the art and employ significant untested techno-
logical applications while still meeting firm budgets and schedules.
None of that means that we are not going to get superb weapons
systems and we do not get value for money. And I do not mean di-
minish the importance of costs or schedule, but it is important to
keep in mind that costs and schedule are not the only metrics.

The relationships that we have seen discussed today typically
proceed on the unstated assumption, by both parties, that the prob-
lems will be worked out during contractual performance. The par-
ties do not resolve the “unknown unknowns.” They do not aggres-
sively reduce programmatic risk. The government simply chooses a
course of action, it selects a partner, and the parties know they will
out the problems later. Contractors sign these contracts because
they know that the likelihood of catastrophic failure is particularly
low for large-scale and important programs.

But just because DOD either will not or cannot pay for the nec-
essary research and development needed for the systems to mature
does not mean that the contractors have any meaningful choice
other than to propose immature technologies and commit to long-
term delivery schedules, knowing that the government’s needs are
rapidly evolving. The contractors enter these programs willing to

1The prepared statement of Mr. Schooner appears in the Appendix on page 64.
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invest and lose money on their bid and proposal costs, in their re-
search and development, and typically in initial production—all
hoping someday they are going to recoup that investment during
full-scale production or, increasingly, foreign military sales.

But because the government also lacks the patience to mandate
demonstration and validation, we rarely see functional prototypes,
and we almost never see competitive prototypes anymore. We
would need a dramatic cultural change to generate the necessary
funds and patience to complete R&D before production.

Now, granted, the alternatives to tolerating overrun are limited
and unattractive. You can stop the contracts and squander the in-
vestment made. The government can accept substandard products,
or the contractors can suffer devastating losses. But none of that
will work. The only way we are going to get better cost control and
schedule discipline is to slow down the process, break the programs
down into clearly defined stages, and then impose discipline ensur-
ing that nothing goes forward until technological and design issues
have been resolved.

I just briefly wanted to go back to a point that Dr. Coburn made.
The underestimation that you describe is caused in large part by
government policies and practices, and to place all of the cost risk
on contractors for that is simply not feasible in the current environ-
ment. Some of the most spectacular acquisition debacles we have
ever seen in history were fixed-price research and development con-
tracts.

So when we go forward, I think what we have to look at is mean-
ingful incentives and disincentives, not just disincentives but
meaningful ones.

Just last week, Minneapolis unveiled the new bridge replacing
the I-35 bridge that collapsed just last year. That contract success-
fully employed meaningful incentives, a $200,000-a-day bonus. By
bringing that contract in on time, the contractor made nearly a $20
million special profit for that.

On a larger scale, DOE employed extremely lucrative incentives
for the clean-up out at the Rocky Flats Environmental Site in Colo-
rado. There, a project that many people thought simply could not
be done was done for half a billion dollars under budget. Now,
granted, this made a lot of contractors very wealthy, but you have
a very satisfied government customer.

But in the modern era, even with the revisions to DOD’s profit
policies with the weighted guidelines approach, we still have the
problem that many government officials believe that artificially
suppressing contractor profits is a public good. And as long as we
live in a world where profit is evil, market-based incentives and
disincentives will not be the primary way to ensure that the gov-
ernment gets value for money.

The human capital crisis is something that we could discuss at
length. I am mindful of my time, but let me just mention three
things. We have a legitimate crisis in terms of the acquisition
workforce; we do not have enough quality program managers, and
we are particularly short in terms of systems integration staff, and
the new Defense Science Board study is very good in that regard.

I just want to close with two brief anecdotes, and I will try to
do it quickly.
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First, if we look at the Future Combat System, which is actually
in GAO’s report, this originally proceeded under the OTA, or “other
transactions authority,” and, frankly, there is nothing less trans-
parent or less appropriately managed that we have in our arsenal.
I am glad to see that this program came out of the OTA program,
but I encourage Congress to limit OTA authority to the maximum
extent possible.

But I would like to close with an anecdote talking about the Air
Force and the tanker program. The Air Force has been saying for
years that its aging in-flight refueling capacity was one of its high-
est priorities. We had an original lease deal that was ill-conceived,
non-competitive, and it was ultimately derailed. We followed that
up with a competition that failed. And, recently, Defense Secretary
Gates conceded that DOD can no longer complete a competition
that would be viewed as fair and objective in this highly charged
environment.

Looking back, what this saga created was: It cost private indus-
try and private shareholders staggering sums of money in proposal
costs and legal fees; it generated the dramatic and destabilizing
procurement scandal; it exposed relentless protectionist pressures
that hamper the procurement system; it diluted public confidence
in the procurement system; and at the end, it achieved nothing in
terms of meeting the warfighters’ needs for restoring the Air
Force’s in-flight refueling capacity.

So, in closing, let’s not forget that the ultimate goal of major sys-
tem acquisition is providing the end user with the tools necessary
to perform the individual’s or the organization’s role in furthering
the agency’s congressionally mandated mission. Obviously, lots of
room for improvement remains.

That concludes my statement, and I look forward to answering
any of your questions.

Senator CARPER. Professor Schooner, thank you.

Dr. Coburn said, “I have got to go. I have just been paged.” He
is helading over to the floor, but he expressed his thanks to the
panel.

Mr. Murdock, you are recognized. Please proceed. Thanks for
joining us.

TESTIMONY OF CLARK A. MURDOCK, PH.D.,! SENIOR ADVISER,
INTERNATIONAL SECURITY PROGRAM, CENTER FOR STRA-
TEGIC AND INTERNATIONAL STUDIES

Mr. MURDOCK. Thank you. I am pleased to be here, sir, and 1
commend the Subcommittee and commend GAO for its long record
of substantial analysis of this problem. I will just say a few words
in summary. I have a statement that I have submitted.

The defense acquisition system is incredibly complex, process
centric and risk averse. As the Defense Science Board (DSB) con-
cluded when it looked into the Darleen Druyun scandal, it is so
complex that her mastery of the system gave her the ability to
abuse it and give her a position of invulnerability.

The system is characterized, as we have been discussing through-
out, by a loss of competency, a lack of accountability. I think that

1The prepared statement of Mr. Murdock appears in the Appendix on page 79.
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was really demonstrated when the previous witness, Dr. Finley,
when you asked him why was it that systems were passing Mile-
stone B authority when they did not have the mandated Level 6
technological maturity, you asked him who is responsible for that,
and he said, “Well, it is a collective responsibility.” Committees are
not responsible. Individuals are responsible. Program managers are
responsible. That is one of the reasons why I think we have to
change the system instead of continuing to talk about the system.

There is a lack of transparency, and we have all talked about the
dysfunctional incentives system that causes everyone—we say it is
overpromise, we say it is underestimate, we say it is structural op-
timism in the system. Really what it is is everybody lies. The in-
centive structure is that strong. You want to get a program start-
ed? You say what you have to say to get it. You want to get a pro-
gram through Milestone B? You say what you have to say to get
it through Milestone B. You want to get a requirement validated?
You say what you have to say to get it validated by the Joint Re-
quirements Oversight Council (JROC). Systems do not fail, yet they
continually underperform.

My package depends upon a couple of large precursor state-
ments, one of which is addressable, one of which is not.

The first is, I think, the military services get out of the require-
ments generation business. Only the combatant commanders have
operational requirements. They are the warfighters. They are the
only ones with the requirements. The services provide capabilities
to meet the combatant commanders’ needs. We need processes—
and there has been progress in that direction, but it is incom-
plete—processes that increase and enhance the authority and the
influence of the combatant commanders over the definition of re-
quirements. We have made a number of proposals on that. It is
something we can examine in questions.

The second one is an issue that has been referred to a number:
Budget discipline, too many programs chasing too few dollars. Sec-
retary Young earlier this year urged in an early 2008 memo that
programs should be properly priced and that he was ready for the
resulting budget increases to squeeze programs out so that we
would have a fully funded acquisition program budget left. Well,
good luck with that. We say these things all the time. We do not
do them. There is nothing harder in Washington to kill than a bad
weapons program, as we all know.

What is the goal here? I think it is a very straightforward one.
As I indicated, it is an acquisition system characterized by account-
ability and realism, and by that we mean the accountability of in-
stitutions, decisionmakers, and program managers based on real-
ism in cost, schedule, and performance goals, based on realistic as-
sessments of technological maturity. And I think the way you get
there is through much greater transparency to both the Office of
the Secretary of Sefense (OSD) and to the Congress on how acquisi-
tion programs are managed.

We suggest briefly four things: Restore the service chief’s author-
ity and responsibility for the management and execution of acquisi-
tion programs. We have had civilians in AT&L and service sec-
retariats managing these systems for the last 20 years. Look at the
track record. GAO has documented it. They cannot do it, and uni-
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formed bodies tend to be much better on accountability than those
in civilian suits. There is a crisis in the C-17 scandal. Two general
officers and one civilian were involved in it. Two general officers
lost their jobs. The civilian was Darleen Druyun. She went to
NASA for an extended stay.

The second thing, we need to establish four-start systems com-
mands back in each of the services to build a cadre of acquisition
generals that you need.

We also need an acquisition process that has shorter, more fre-
quent programs phases that are aligned with the tours of the pro-
gram managers, and the program managers held accountable for
the performance during that phase of the acquisition program, not
one big one like Acquisition B, many smaller ones.

And, finally, we need to establish independent assessment offices
in both OSD and the military services that provide independent es-
timates, not just of costs, as Senator Levin suggested, but also of
performance and also of technological maturity that would be avail-
able to those who have oversight. And then we need a Nunn-
McCurdy on steroids that really punishes programs that fail.

Thank you, sir.

Senator CARPER. I know both Sam Nunn and Dave McCurdy, the
idea of them being on steroids, I am trying to sit here and think
what that would look like. But I think I understand what you are
saying.

All right. I think I am going to start off by asking Mr. Sullivan
and Professor Schooner just to respond to some of what Clark
Murdock has said here in his testimony.

Mr. SULLIVAN. Yes, I think one of the points that Mr. Murdock
talked about I think I would agree with is that as you start to
maybe try to take apart some of the basic problems with organiza-
tions and accountability in this, writ large, the acquisition process,
which takes up those three—requirements and budgeting and ac-
quisition processes as a whole—and, in fact, Mr. Murdock has done
a lot of work in this. There is a Defense Science Board study that
backs up a lot of what he says, that the services should stick to
acquisitions. The services should get out of the requirements busi-
ness. The COCOMs should have a lot more to say about require-
ments. They are fighting the wars, they are matrixed, they are
joint. They are not as stovepiped. They can have representatives
that bring prioritized needs forward. The funding process then
should—the idea of an independent office I think is a good idea. It
should be studied. It should be done properly. But right now cost
estimates that come with the requirements that come forward with
candidate programs are unreal. I mean, they basically have no
founding in reality most of the time, and the reason for that is be-
cause the acquisition community and the S&T community, quite
frankly, do not have a good handle on the technologies that they
are asking for to get the capabilities that they want. They do not
have a lot of the design experience that they need on these. These
are revolutionary needs that they bring forward, things like the F-
22 fighter.

So these programs begin with an initial business case that I do
not think anybody in the business inside the Pentagon even takes
seriously. You have to wait 4 or 5 years, usually, and a lot of
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money spent and sunk into a program before you start getting to
the reality of things. We are looking at a program right now, the
Joint Strike Fighter, that is about midway through development,
and real costs are beginning to come out on that.

So I think that is one thing. The services should stick to pro-
posing solutions. The Under Secretary for AT&L should make the
decision. The Comptroller should accept better cost estimates based
on knowledge. And the COCOMs, who have real skin in the game
in terms of what they need to fight, should be more involved with
the requirements.

Senator CARPER. Professor Schooner.

Mr. ScHOONER. Both Mr. Murdock and GAO have focused on the
issue of accountability, and I think this is a great opportunity just
to look at one slice of the acquisition workforce crisis. In major pro-
grams, leadership is tremendously important, and there are a lot
of people who believe that you need a visionary or one particularly
dynamic individual, and that is critical to the success of any major
program.

But what private industry does is completely different than the
approach the government takes. First of all, they use very signifi-
cant monetary incentives, and they also provide key personnel with
stability. Among the uniformed ranks and among a lot of senior
government people, stability is anathema. Frequent rotation and
diversity of assignments are necessary for promotion.

Dr. Finley concedes that program managers on average are in
their position for slightly less than 2 years, and that is an improve-
ment. That is simply not going to get the job done, and we are no-
where close to really making significant progress on that.

Senator CARPER. Mr. Murdock, one of the things that Professor
Schooner talked about was trying to introduce incentives, financial
incentives, whether you are building a bridge in Minnesota or
whether you are trying to clean up Rocky Flats in Colorado, to offer
incentives for contractors. And I think back, I mentioned this to
Professor Schooner in a conversation earlier this week that we had.
When I was Governor of Delaware, we basically closed I-95 be-
tween the Pennsylvania line and Wilmington, Delaware. Initially
we did it to the southbound lanes, just closed them, did not move
them over to the northbound lanes, but we just closed them, and
provided incentives for the contractor to get the lanes “rubble-ized”
and rebuilt and repaved, and offered incentives for doing that.
Then we did the same thing for the northbound lanes. And it
worked. It was ahead of schedule. We were very pleased with the
outcome, provided the incentive payments as well.

But it works in highways. It works on I-95 in northern Dela-
ware. It works on bridges in Minnesota. It apparently works out in
Colorado at Rocky Flats. Is this idea a good one? Would it work
and is it applicable to these major weapons systems?

Mr. MURDOCK. There are aspects of it that I think would work,
but I think there are many concepts that come out of the private
sector that depend upon a healthy infrastructure to operate. I will
give several examples—a few examples.

In the private sector, people say best value, and they mean it;
that people will pay for high-end performance if it is genuine high-
end performance. The government is a very dumb customer. It has
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a very weak acquisition force. They say best value. They do not.
They mean cheapest. And so you always have a mismatch right
there at the very beginning where a contractor does not know what
kind of incentives to respond to.

My feeling is that I very much believe in making individuals ac-
countable for different phases of the acquisition process. That pro-
gram managers stay there for only 2 years is shocking. What you
do is have shorter acquisition phases, you overlap the tours of pro-
gram managers with those phases, and you make their PARs, their
performance reviews, dependent upon what they inherited at the
beginning of the phase and what they performed at the end of it.
The incentives that they will have and the disincentives they will
have, if you poorly perform, you are not going to get promoted. If
you poorly perform, you are not going to go up the chain.

So my belief is that you have to start with the individuals, and
I believe there should be educational awards, there should be per-
haps cash bonuses for good performance during that time the way
we do with SES’ers. But I would do it at the individual level first
before you start talking the large kind of incentives.

In the private sector, there are two things that can change the
performance of a company on a dime: One, performance metrics
that are quantifiable and that you can measure; and two, perform-
ance-based compensation. Those two things are extremely hard in
the government.

And so my feeling is that, yes, you can use incentives, but I
would start on a smaller scale before going to a larger scale.

Senator CARPER. Mr. Sullivan.

Mr. SULLIVAN. Yes, I think my perspective on that is we have
had a good discussion here about the development contracts that
contractors get into and the risk that is assigned to those develop-
ment contracts and the length of time they take. And if you look
at a traditional, a current, typical DOD big acquisition—I will use
the F-22; you could use anything else—you are looking at a pro-
gram that begins with a cost estimate that is not grounded in any
really firm data. You are looking at usually a 15-year development
program, and you are looking at having a program manager who
is going to be there maybe 2 or 3 years to start it.

So, we have done an awful lot of work in the commercial world
to go out and find best practices for how to develop products. We
have tried to find some very complex products, low-volume products
that would match up with DOD, things like satellites, and oncology
systems, medical devices. And what we found consistently is that
in those best practices, the things that they have to have before
they would start a program similar to what they do in the Depart-
ment of Defense is they would limit it in terms of schedule. So they
immediately would say we are going to build something, we are
going to try to hit the market with cutting-edge technology, but we
are going to limit ourselves to 3 to 5 years to do that. We are going
to have the same person responsible for that program from the out-
set to the end. And if we have to call a contractor in to do this,
we are going to do the proper systems engineering and the require-
ments analysis that is required to understand exactly what kind of
technologies and technical problems and design issues and manu-
facturing issues we are going to have, and we are going to have
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that in the first business case that we have; and then we are going
to baseline that cost and schedule.

So they are limiting time frames, they are understanding their
cost estimates before they begin the program, and they limit the
technologies to what is available to them at the time. So require-
ment, in essence. Again, we are back to these three arrows. So the
requirements are limited, and they have evolutionary product de-
velopment.

Now, the way that they—usually, these companies will have a
revolution within 20 years, which is the same amount of time it
took the F—22 to be the revolutionary fighter over the F-15 and F—
16. In fact, if you go back to the F-15 and F-16 acquisitions and
look at how they did it, they were kind of incremental in the way
they did that. They had block upgrades to those aircraft. Those air-
craft are still pretty good today. They hold their own up in the air
today. And they were do