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OPENING STATEMENT OF HON. CARL LEVIN, U.S. SENATOR 
FROM MICHIGAN 

Chairman LEVIN. Good morning, everybody. The committee 
meets today to consider the performance of the Department of De-
fense major acquisition programs at a time when cost growth on 
these programs has reached crisis proportions. We don’t have to 
look very far to find examples. Over the last years, unit costs on 
the Air Force’s largest acquisition program have grown by almost 
40 percent, costing us an extra $37 billion. Over the last 3 years, 
unit costs on the Army’s largest program, the Future Combat Sys-
tem, have grown by more than 45 percent, costing us an extra $40 
billion. And last year the Navy had to cancel the planned construc-
tion of the two Littoral Combat Ships after the program cost dou-
bled in just 2 years. 

Since the beginning of 2006, nearly half of the Department of De-
fense’s 95 largest acquisition programs have exceeded the so-called 
Nunn-McCurdy cost growth standards established by Congress. 
Overall, these 95 acquisition programs, known as MDAPs, have ex-
ceeded their research and development budget by an average of 40 
percent, have seen their acquisition costs grow by an average of 26 
percent, and experienced an average schedule delay of almost 2 
years. 

The GAO tells us that cost overruns on these MDAPs now total 
$295 billion over the original program estimates, even though we 
have cut unit quantities and reduced performance expectations on 
many programs in an effort to hold down costs. 

Now, just to put the size of these cost overruns in perspective, 
what would that $295 billion buy? We could buy at current prices 
two new aircraft carriers for $10 billion each, and eight Virginia-
class submarines for $2.5 billion each, and 500 V–22 Ospreys for 
$120 million each, and 500 Joint Strike Fighters for $100 million 
each, and 10,000 MRAPs for $1.4 million each, all of that, and still 
have enough money left over to pay for the entire $130 billion Fu-
ture Combat System program. 

These cost overruns happen because of fundamental flaws that 
are built into our acquisition system. We know what those flaws 
are. Department of Defense acquisition programs fail because the 
Department continues to rely on unreasonable cost and schedule 
estimates, establish unrealistic performance expectations, insists 
on the use of immature technologies, and direct costly changes to 
program requirements, production quantities, and funding levels in 
the middle of ongoing programs. 

As Secretary Gates even recently acknowledged, we’ve been ‘‘add-
ing layer upon layer of cost and complexity onto fewer and fewer 
programs that take longer and longer to build.’’ And, he said, ‘‘This 
must come to an end.’’ Well, it’s been long overdue that that come 
to an end. 

Let me just give you a few examples of how these programs have 
impacted weapons systems. With regard to unrealistic cost and 
schedule estimates, the Navy established initially a goal of $220 
million and a 2-year construction cycle for the two lead ships on 
the Littoral Combat Ship, LCS, program, goals that were com-
pletely inconsistent with the Navy’s historic experience in building 
new ships and with the complexity of the design required to make 
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the program successful. As a result, program costs doubled and the 
Navy started to run out of money long before the ships were com-
plete, forcing it to cancel follow-on ships. 

With regard to unrealistic performance expectations, perform-
ance expectations, the National Polar Orbiting Operational Envi-
ronmental Satellite System was designed to include 14 different en-
vironmental sensors on 6 different satellites, plus a ground system. 
Now, the system turned out to be so complex and unmanageable 
that the cost doubled, forcing the Department to eliminate one of 
the planned satellites and five of the planned sensors and make 
several of the other sensors less complex. The Department is now 
trying to figure out how to restore some of the capability that will 
be lost as a result of the elimination of the planned sensors. 

With regard to immature technologies, the Army’s Warfare Infor-
mation Network-Tactical, WIN-T, program entered the system de-
velopment and demonstration phase with only 3 of its 12 critical 
technologies at the appropriate level of maturity. As the Army 
struggled to develop these technologies or to substitute alternative 
technologies that were more ready for production, program costs 
grew by 88 percent and the program was delayed by more than 4–
1/2 years. 

With regard to changing program requirements, the Air Force 
has repeatedly restructured its Global Hawk program to add new 
and sometimes unproven technologies. While the new technologies 
have added to the capability of the Global Hawk, the changes have 
led to space, weight, and power constraints that have more than 
doubled production costs and have significantly disrupted the pro-
gram. 

Now, over the last few years this committee has taken a number 
of steps to try to address these problems. For example, we have re-
quired senior acquisition officials to certify that cost estimates are 
realistic and technologies are mature before new programs are 
started. We’ve required that program managers be held account-
able for meeting measurable performance objectives to which they 
have agreed in writing, and we’ve tightened the so-called Nunn-
McCurdy thresholds to prevent the Department from hiding under-
performing programs. 

The Under Secretary of Defense for Acquisition, Technology, and 
Logistics, who will be testifying before us today, has carried out our 
new certification requirements and he has used the Nunn-McCurdy 
process to require that serious reexamination of troubled programs. 
He has also required the military departments to establish configu-
ration steering boards to prevent unnecessary and costly changes 
to program requirements, which is a constructive step that we pro-
posed to enact into law in this year’s National Defense Authoriza-
tion Act. 

However, those efforts have fallen far, far short. No matter how 
well intentioned Secretary Young and other senior acquisition offi-
cials may be, for example, they remain dependent upon the infor-
mation that is provided to them by contractors and program offi-
cers. These contractors and program offices have every reason to 
produce overly optimistic cost estimates and unrealistic perform-
ance expectations because programs that promise revolutionary 
change and project lower costs are more likely to be approved and 
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funded by senior administration officials and by Congress. In other 
words, we get the information we need to run our programs from 
people who have a vested interest in overpromising. 

In a draft report that will be issued later this month, GAO con-
cludes that ‘‘The Department of Defense’s ability’’—excuse me—
‘‘The Department of Defense’s inability to allocate funding effec-
tively to program is largely driven by the acceptance of unrealistic 
cost estimates and a failure to balance needs-based’’—let me start 
that again—‘‘and a failure to balance needs based on available re-
sources. Development costs for major acquisition programs are con-
sistently underestimated,’’ they said, ‘‘at a program’s initiation by 
30 to 40 percent, in large part because the estimates are based on 
limited knowledge and optimistic assumptions about system re-
quirements and critical technologies.’’ 

The consequences of using such optimistic estimates were cor-
rectly identified by the Department of Defense acquisition perform-
ance assessment panel 2 years ago. That panel found that using 
‘‘optimistic budget estimates forces excessive annual reprogram-
ming and budget exercises within the Department, which in turn 
causes program restructuring that drives long-term costs, causes 
schedule growth, and opens the door to requirements creep.’’ 

It’s going to take a fundamental change in the structure and cul-
ture of the acquisition system to address that problem. For this 
reason, I believe that we need a Director of Independent Cost As-
sessment in the Department of Defense, with authority and respon-
sibility comparable to those of the Director of Operational Test and 
Evaluation that we established 20 years ago. This new independent 
office would review cost estimates on all major defense acquisition 
programs and develop its own independent cost estimates to ensure 
that the information on which so many of our program and budget 
decisions is based is fair, unbiased, and reliable. I plan to offer an 
modernization to this year’s defense bill when it comes to the Sen-
ate floor to establish this office. 

Today the committee will hear from John Young, the Under Sec-
retary of Defense for Acquisition, Technology, and Logistics, who is 
the top acquisition official for the Department of Defense, and from 
Katherine Schinasi, who is GAO’s top expert on the acquisition sys-
tem. We look forward to the testimony of our witnesses on these 
important issues. We thank both of you for your commitment and 
your service to improving these systems. 

Senator Warner? 

STATEMENT OF HON. JOHN WARNER, U.S. SENATOR FROM 
VIRGINIA 

Senator WARNER. Thank you, Mr. Chairman. I join you in wel-
coming our witnesses today. I thought you laid out a very factual 
and pragmatic assessment of the situation as this committee views 
it, and therefore—I think I have it on, but it doesn’t seem to be 
functioning very well. I think somebody can hear me. 

My point is, Mr. Chairman, that I roughly estimate that the De-
partment of Defense over the next 5 years has $900 billion which 
to inject in the procurement system. We simply must make the ad-
justments that are required to obviate what you have recited. 
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You and I have been on this committee a long time. I remember 
one very clear chapter when Dave Packard put forward the Pack-
ard Commission reports and that was to solve all the problems. It 
didn’t seem to work. We awakened here one day and it was this 
committee that put a stop to the Boeing tanker situation, and it’s 
taken these many years to remedy that and hopefully get back on 
the rails again. 

So I join you, Mr. Chairman. I think the committee, the members 
on our side, are very much in favor of seeing what we can do to 
take positive action to correct the situation. 

I’d like to put in a statement on behalf of Senator McCain at this 
point and amplify my own. Thank you. [The prepared statements 
of Senator McCain and Senator Warner follow:] [COMMITTEE IN-
SERT] 

Chairman LEVIN. Thank you, Senator Warner. 
Secretary Young, I think we will begin with you. Again, our 

thanks to you. 

STATEMENT OF HON. JOHN J. YOUNG, UNDER SECRETARY OF 
DEFENSE FOR ACQUISITION, TECHNOLOGY AND LOGISTICS 

Mr. Young: Thank you, Chairman Levin, members of the com-
mittee—

Chairman LEVIN. Is your mike on? Is your microphone on? 
Mr. Young: Sorry, sir. Thanks. 
Members of the defense acquisition team and I are working very 

hard to improve cost and schedule performance of defense acquisi-
tion programs and I welcome the chance to talk with you about 
this. I would ask that my written statement be made part of the 
record and I would like to open with a discussion of the key ele-
ments necessary for a successful program. 

First, people devise and execute programs. The Defense Depart-
ment procurement budget has experienced 34 percent real growth 
since 2001 and the research and development budget has risen 70 
percent. The DOD acquisition workforce has actually decreased 
slightly in this time period and there has been a cap on manage-
ment and headquarters staff to oversee these programs. Programs 
cannot be successfully executed without adequate experienced and 
capable people. 

Indeed, I have recently reviewed several troubled programs and 
one factor was inadequate staffing in the government program of-
fice. 

Next, I agree with the many assessments that suggest that sys-
tems should only move to the final stages of development when key 
technologies are appropriately mature. The Congress’s requirement 
for certification of technology readiness at milestone B is a very 
helpful decision. 

Third, a weapons program must have reasonable and stable re-
quirements and understood certification standards. While many 
factors are involved, there’s been a tendency, as you noted, to es-
tablish requirements which exceed the budget, schedule, and matu-
rity of technology. Additionally, the application of certification and 
technical authority standards to program has driven dramatic cost 
growth and schedule impacts. 
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Finally, successful program execution is totally dependent upon 
a stable and adequately funded budget. In most cases we should 
fund major programs through an independent cost estimate. Fully 
funding the initial phases of a program is most critical. I’ve seen 
many instances where the Defense Department has underfunded 
programs and Congress has cut programs, ensuring cost growth 
and schedule slippage. 

While there are other relevant factors, a summary of all of this 
is: Hope is not a strategy. As my previous comments suggest, many 
of the factors necessary to successfully execute programs are not 
currently in the control of the program manager. In the Goldwater-
Nickles legislation, the Congress was amazingly prescient in as-
signing acquisition responsibility to the civilian chain of command 
working for the President. 

I believe the defense and service acquisition executives are crit-
ical positions and these individuals are the key to many aspects of 
improving defense acquisition. Acquisition executives must support 
program managers in their efforts to moderate or adjust require-
ments to get best value for the warfighter and the taxpayer, must 
fight in the military personnel system for promotion of program 
managers, must prioritize jointness and interoperability above 
service equities, and must set high standards for program develop-
ment and execution. 

I’d like to talk briefly about some of the many steps I am taking 
to address these obligations. Program managers must have a forum 
to discuss program execution decisions and requirements changes 
with key stakeholders. Configuration steering boards, as you noted, 
sir, were used on programs like F–16 in the past and we are re-
newing this practice in the Defense Department. In hopes of con-
structing a joint, interoperable, executable and properly priced de-
velopment program, we have used joint analysis teams with mem-
bership that includes all relevant DOD stakeholders to mature pro-
gram plans or review portfolios of programs to avoid duplication. 

The Department has often used blue ribbon panels or inde-
pendent reviews to assess problems. I have formalized this process 
into defense support teams which seek to harness experienced out-
side experts to help us solve program execution programs and to 
assess the adequacy of our development plans and technologies. 
These defense support teams also help partially offset the Depart-
ment’s inability to hire adequate government personnel to manage 
our programs. 

As DDRE, I began a practice of quick-look technology readiness 
assessments. It is of no value to reach milestone B and determine 
that we have technology which is immature. Quick-look assess-
ments are necessary to drive investments in the maturation of 
technologies in advance of milestone B. 

Historically, the Defense Department built prototype systems. 
The Department had evolved from this strategy to moving to paper 
competitions for contract awards for final development of systems. 
I rarely believe this is the best strategy. We need to build proto-
types competitively to demonstrate the validity of requirements, to 
mature technology, to inform our estimates of development and 
procurement costs, and to insist in the development of concepts of 
operation. 
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At a more general level, DOD needs to pursue the development 
of prototypes to train our personnel in program management and 
systems engineering, to attract talented scientists and engineers to 
work on defense programs, and to inspire a new generation of peo-
ple to pursue technical educations. 

Shifting the culture and discipline of the enterprise will take 
time. In a small way, I constantly work towards this goal by send-
ing weekly notes across, broadly across, the acquisition team high-
lighting the challenges, problems, and best practices which I see. 
Alternately, I would tell you that I do not think we can assure pro-
gram performance through rules and certifications. Indeed, these 
processes diffuse accountability from the fact that responsible and 
accountable people must manage acquisition programs. 

Finally, I’m grateful to the Senate for this chance to serve as the 
defense acquisition executive. My primary responsibility is to serve 
as milestone decision authority for major acquisition programs and 
set these higher standards. Recently I have sought to further ad-
dress many of these issues through acquisition decision memoran-
dums. In recent decision memorandums I have locked program re-
quirements, prohibited changes, directed full funding, encouraged 
program managers to pursue trades which could reduce costs, and 
forced jointness. I recognize the need for improvement in the plan-
ning and execution of the defense acquisition programs and I’m 
seeking to honor your trust by making necessary changes. 

I’m most grateful for the chance to talk with you today about 
these issues and I look forward to your questions. [The prepared 
statement of Mr. Young follows:] 

Chairman LEVIN. Thank you very much, Secretary Young. 
Ms. Schinasi? 

STATEMENT OF KATHERINE V. SCHINASI, MANAGING DIREC-
TOR, ACQUISITION AND SOURCING MANAGEMENT, GOVERN-
MENT ACCOUNTABILITY OFFICE 

Ms. Schinasi: Thank you, Mr. Chairman, Senator Warner, and 
members of the committee, for inviting me here today to talk about 
DOD’s management of its acquisition—

Chairman LEVIN. Bring that mike also closer, a lot closer, if you 
would. 

Ms. Schinasi: In preparing for this hearing, I looked at a state-
ment that we had delivered in front of this committee a decade ago. 
The title of that statement was ‘‘Defense Acquisition: Improved 
Program Outcomes Are Possible.’’ I’m trying hard to hold onto that 
optimism as I come before you today. Part of the reason I think I 
may be able to is some of the things that the Under Secretary has 
talked about. 

But I’m going to start from a different place. I’m going to start 
from a position that says I believe DOD’s acquisition process has 
failed in two important ways. First, it’s failed the warfighter be-
cause it’s delivering capability late and in fewer quantities than 
planned, or both. Many times when equipment is delivered to the 
field, it is not what’s needed for the current operations. I think 
you’ve heard Secretary Gates’s frustration lately with the Air 
Force, who continues to produce fighter aircraft when really it’s un-
manned aerial vehicles that are needed in current operations. The 
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Army is spending billions of dollars that it did not plan to on legacy 
radios because its development efforts for a new radio have gotten 
so bogged down. The Navy has apt to lose a net loss in its fleet, 
in its carrier fleet capacity, because it has been delayed in devel-
oping a new carrier beyond the point where it will have to start 
retiring its current carriers. The Marine Corps will have to wait at 
least 5 years to get half of the quantities of expeditionary vehicles 
that it has planned. And the space community, after years of trying 
and failing to develop the SBIRS-High program, is going to be left 
with a constellation of missile warning satellites that are nearing 
the end of their useful life. 

I believe the acquisition process has also failed the taxpayer, as 
continuing and significant cost overruns mean less value for the 
dollar spent. There are concerns about what is known about pro-
gram costs and, Mr. Chairman, you referred to a number of those 
in your opening statement. But there also need to be concerns 
about what is not known about program costs. The change that the 
Congress made in 2005 to Nunn-McCurdy I think is telling in that 
respect. In the 3 years before the rebaselining was done in 2005, 
the Department reported 12 cost breaches. In the 3 years since that 
change was made, the Department has reported 4 times as many, 
or 48 cost breaches. 

In addition to that, the work we have done shows that cost 
growth is not recognized in the Department until after the critical 
design review, and there are many programs that the Department 
currently has in development that have not yet reached that point. 
So there is cost growth coming that we don’t yet know about. 

In addition to the individual program cost growth, there is also 
the matter of cost growth in the modernization account as a whole. 
As you know, the Department estimates its costs over the 6-year 
future year defense program. What we have seen in work that we 
have done for this committee recently is that that period of time 
does not really give a full picture of the cost of the programs over-
all. In fact, it obfuscates that cost. It is always the next year after 
the fiscal yearDP program where we see that bow wave that we 
will not be able to continue to support. 

If you look at the period 1992 to 2007, what you see is the costs 
needed to complete DOD’s portfolio increased 120 percent, but over 
that time period the funding that was provided to do so was only 
57 percent. So that bow wave is going to continue. 

But an evaluation cannot just look at the acquisition process to 
see what’s gone wrong and what needs to be fixed. DOD actually 
knows pretty well how to buy things, which is what the acquisition 
process does. DOD’s policies are sound in that regard, some of 
those put in place because of legislation from this committee. The 
challenge is to figure out why managers and decisionmakers don’t 
do what they say they should do. 

But the evaluation must also include the proper focus on what 
to buy, because until that condition is fixed we will continue to see 
dysfunction in the acquisition process. And what to buy, of course, 
starts with the requirements process. requirements process is bro-
ken. Program requirements are established on wants, not needs, 
and moving from a threat-based evaluation to establish the need 
for new equipment to a capabilities-based evaluation I believe has 

VerDate 0ct 09 2002 15:30 Oct 31, 2008 Jkt 000000 PO 00000 Frm 00008 Fmt 6601 Sfmt 6601 C:\FLOP\08-51.TXT SARMSER2 PsN: JUNEB



9

only exacerbated this problem. Solutions developed by the military 
departments and approved by the military vice chiefs reflect paro-
chial service interests, rather than current and future warfighter 
needs. 

What to buy also includes the resource allocation process and the 
resource allocation process is broken. Resource needs are almost an 
afterthought in requirements decisions. As a consequence, the De-
partment has too many programs chasing too few dollars. When 
priorities are not established, the continual battle for funding that 
results creates damaging instability. 

What to buy increasingly relies on a defense industry that has 
shrunk to just a handful of companies. The government has in-
creasingly turned to industry to help them find and develop almost 
unbelievably complex technical solutions, without ensuring that 
sufficient in-house capacity exists to manage contractor activities. 
The defense industry is too willing a participant in continuing busi-
ness as usual. 

Finally, I need to say a word about oversight. Oversight has not 
made much of a difference. As much as I would agree with many 
of the policies that the current under secretary and his team has 
put forward, the transitory nature of leadership in the Department 
makes it almost impossible to get lasting change. Just as an exam-
ple, Mr. Young is the seventh individual in the under secretary’s 
position in the 15 years that I’ve been working in this area. 

In fulfilling their own oversight role, the members of Congress 
have their own ideas about authorizing and appropriating indi-
vidual weapons programs. Its the decisions on those individual pro-
grams that determine whether or not policies will work. 

Some believe that more money is the answer, but DOD has al-
ready tried spending more money. Investment in the weapons ac-
quisition programs is now at its highest level in 2 decades and the 
outcomes have only gotten worse. I have one chart that I brought 
with me today that has cost and schedule overruns and you only 
need to look at that to see the discouraging detail. 

Chairman LEVIN. Do we have copies of that chart in your testi-
mony? 

Ms. Schinasi: Yes, I believe you do, yes. 
What we have to do is redefine success. Success should be de-

fined as producing needed equipment that can be delivered to the 
warfighter as promised and at a predictable cost that the country 
can afford. The goal of any changes as we go forward should be to 
create a system in which this is the natural outcome. 

The perverse incentives now contained in the requirements, 
funding, acquisition, and oversight processes are there because suc-
cess is currently defined as attracting funding and the way to at-
tract funding is to get a program started. The system that has aris-
en as a consequence is one in which all participants get just 
enough so as to maintain the status quo—the military depart-
ments, the Office of the Secretary, defense companies, the press, 
Congressional sponsors, and even the auditors, who have lifetime 
employment. Negative consequences now accrue only to the 
warfighter and to the taxpayer, who don’t really participate in the 
process. 
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We have to find a way to establish consequences. Another way 
of saying that is that we have to create a system in which we can 
assign accountability and then make it stick. Advocates in the sys-
tem must be recognized for what they are. Their individual needs 
must be explicitly balanced in the context of constrained resources, 
and as a check independence must exist in key functions. 

In some cases, changes to DOD organizations or the authority of 
DOD officials may need to be made. The Congress can help by rein-
forcing sound Department policies with laws and by providing or 
withholding funding as necessary. 

As I said when I started, I’m trying to hold onto the optimism 
contained in our statement from a decade ago. But we have to start 
thinking in terms of the opportunity costs that we’re facing. 

Mr. Chairman, you made the point in your opening statement 
that the $295 billion that was not planned that we are now spend-
ing on weapons programs could be used for so many other things. 
They say that if you do what you’ve always done you’ll get what 
you’ve always gotten. I hope the witness appearing before you 10 
years from now will have a different and better story to tell. 

Thank you for your continued leadership in these matters and I 
look forward to your questions. [The prepared statement of Ms. 
Schinasi follows:] 

Chairman LEVIN. Well, thank you so much and thanks for the 
work of the GAO in this area. We’re also hopeful that the story will 
improve instead of getting worse over the years. And even though 
our efforts and your efforts and Secretary Young’s efforts have not 
been successful in correcting these problems yet, to the extent at 
least that we want them to be corrected, and they’ve gotten worse 
in many instances, we’ve just got to keep plugging away at it. It’s 
our responsibility and it’s I hope a responsibility which the Defense 
Department accepts and feels. 

Secretary Young, the GAO reported in March of 2006 that the 
Department of Defense was paying hundreds of millions of award 
and incentive fees to contractors without regard to acquisition out-
comes. The GAO found that most contractors were paid 90 percent 
or more of available award and incentive fees even when they 
failed to meet basic cost, schedule, and performance requirements. 

We responded by enacting a provision in the ’07 National De-
fense Authorization Act which requires the Department to tighten 
up requirements for award and incentive fees and tie those fees 
more closely to acquisition outcomes and contractor performance. Is 
the provision that we enacted in the ’07 Defense Authorization Act 
having any effect on the Department’s behavior and do you believe 
that this provision succeeds in tieing contractor profits to acquisi-
tion outcomes, or is further action needed? 

Mr. Young: Mr. Chairman, there are so many things I want to 
tell you today. I want to try to be efficient. I believe the provision 
is helpful. As the Navy acquisition executive, I issued three memos 
on the use of profit and incentive fees. As the defense acquisition 
executive, I am constantly pushing to tie fees to objective criteria 
that are on the critical path of a program so that we pay taxpayer 
dollars for results. I am against the subjective award of fees based 
on a bunch of viewgraphs and other such things. I have consist-
ently turned down or pushed down on base fees that are basically 
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awarded for people coming to work. So we are—it takes your efforts 
and my efforts to constantly change the culture to more objective 
award of fee. 

Chairman LEVIN. You mentioned, Secretary, that some of the 
problems in our acquisition system can be attributed to a workforce 
that has been cut over the last 15 years. We addressed that or at-
tempted to address that problem by establishing an acquisition 
workforce development fund to provide the resources needed to 
begin rebuilding the Department’s core of acquisition professionals. 
Section 852 of the Defense Authorization Act for fiscal year ’08 pro-
vided $300 million to be transferred to the fund this fiscal year, 
starting no later than August 1st. 

Has the Comptroller supported that change? 
Mr. Young: We are working with the Comptroller to transfer 

those funds. We’re working on a fairly thorough plan to execute 
that program. The one thing I would add to that is I think there 
are hurdles we have to work our way through. The personnel sys-
tem is one of the most dysfunctional things in the government. You 
could have money, but not billets. You could have billets, but not 
money. And then the hiring process is excruciatingly long. All of 
these have not contributed to people with the right talents wanting 
to come to work for the government. 

Chairman LEVIN. The $300 million, though, to put additional 
people there has not yet been transferred? 

Mr. Young: No, sir. 
Chairman LEVIN. Will it be transferred no later than August 1? 
Mr. Young: It is my expectation. The Comptroller understands 

that we have a plan to execute to that and they are working with 
us. 

Chairman LEVIN. If it’s not going to be transferred, will you let 
this committee know? 

Mr. Young: Yes. 
Chairman LEVIN. Unrealistic cost and schedule estimates have 

been really at the heart of this problem. The Department of De-
fense’s own acquisition performance assessment panel concluded in 
2006 that using optimistic budget estimates forces excessive annual 
reprogramming and budget exercises within the Department, 
which in turn causes program restructuring that drives up long-
term costs, causes schedule growth, and opens the door to require-
ment creeps. 

By the way, before I ask the question on this, let’s have an 8-
minute round for our first round, so our staff can alert me when 
I’ve hit 8 minutes, and the rest of us. 

So now, I want to talk about these optimistic and unrealistic cost 
and scheduling estimates that are almost always based on informa-
tion that comes from contractors, who have a conflict of interest ob-
viously. Now, let me ask you this, Ms. Schinasi. What is your view 
of my suggestion that we establish a new director of independent 
cost assessment in the Department of Defense, with authorities 
and responsibilities comparable to those of the director of oper-
ational test and evaluation, so that we can attempt to ensure that 
the information on which we base program and budget decisions is 
objective and reliable? 
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Ms. Schinasi: Clearly that is something that is needed. In our 
work we have found that neither the program office cost estimates 
nor the independent cost estimates that are currently developed by 
the Cost Analysis Improvement Group come anywhere close to 
what the real costs of the program would be. An independent look 
at that, if the individual also has the ability to set policies that say 
we need to have cost estimates that actually are informed by 
knowledge, I think would help to ameliorate the situation that 
you’ve described. 

Chairman LEVIN. And that knowledge has got to be objective in-
formation. 

Ms. Schinasi: It does, and most of it has to do, frankly, with tech-
nologies, because what we see is we promise those programs based 
on technologies, again which oftentimes is with the industry, and 
we don’t really understand what it will take to bring those tech-
nologies to the field. So cost estimates based on those immature 
technologies are not going to be very reliable. 

Chairman LEVIN. We’re going to bring an amendment to estab-
lish this new director to the floor and your testimony is very help-
ful in that regard. 

Does the Department have a position yet on this, Secretary 
Young? 

Mr. Young: I wouldn’t say we have a position on this, but I would 
like to comment if I could. 

Chairman LEVIN. Sure. 
Mr. Young: Contractors don’t build the defense budget. It starts 

with programmers. I labored in the Navy as programmers pro-
grammed at 18,000-ton DDX destroyer to cost about 15 percent 
more than a 9,000-ton DDG destroyer. Program managers should 
have never accepted that as his challenge, and across the board I 
need to get my acquisition team not to accept it. 

In my ADMs, as I mentioned, I am directing the use of inde-
pendent cost estimates, and I give the greatest weight to the Cost 
Analysis Improvement Group’s director, who does do that inde-
pendent cost estimate for the Department at every milestone, at 
milestone B. 

Chairman LEVIN. Would you take a look at the language which 
we’re going to submit to you? We’ve obviously not succeeded, de-
spite efforts, good faith efforts, of people like yourself. It’s a history 
of failure to keep these costs under control, and we’ve got to find 
ways and keep looking for ways that we can do better. We know 
what the problems are. We’ve not solved these problems. We’ve had 
these huge excessive costs, way above what were projected. We 
have the responsibility of trying to rein them in, and we’re going 
to continue to see if we can’t do that through various methods. 

If you would take a look at this particular recommendation for 
a new director of independent cost assessment in the Department, 
we’d appreciate it, if you could do that in the next week or 2, be-
cause we’re hopeful our bill will come to the floor in a couple of 
weeks. 

3 years ago, we attempted to address the problem of immature 
technologies by requiring senior officials to certify that critical tech-
nologies have reached the required maturity level before giving the 
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so-called milestone B approval. I think you’ve made reference to 
that already this morning, Secretary Young. 

I’d like to ask Ms. Schinasi, though, as to whether or not in her 
judgment, if she has addressed this issue, whether in her judgment 
the new technological maturity requirement has been effectively 
implemented and enforced? Have you gotten into that issue? 

Ms. Schinasi: We haven’t looked specifically at the total pro-
grams that have gone through that process. I am aware of some in 
which the director of defense research and engineering has turned 
back technology readiness assessments that were submitted by the 
programs because they were not ready, but there are others that 
have gone through even though the technology readiness assess-
ments did not show that the technologies were sufficiently mature. 
So anecdotally I would say that it’s been a mixed experience. 

Chairman LEVIN. Did you want to comment on that, Secretary 
Young? 

Mr. Young: I do, sir. I’d like to know which ones haven’t gone 
through. We’ll go back and find that out. I had one particular pro-
gram recently, a major program, a billion dollars, Net Naval Com-
mand and Control, where there was a difference of opinion between 
DDRE and the program about technology readiness. I refused the 
milestone B. 

The Department does have needs, though, that have to go for-
ward. I granted a milestone A to go do prototypical work on that 
program, improve their process, to mature their technology, let 
DDRE review that, the readiness of the technology. They’ll come 
back to me later for a milestone B. So I am not seeking to grant 
milestone approvals. There are certain programs that have unique 
features, like shipbuilding programs, where a radar may not be 
today at milestone B appropriately technology mature, but the ra-
dar’s not needed for 2 or 3 years down the road for ship construc-
tion and delivery and they have a valid path to get to that appro-
priate technology maturity. 

But in general, consistent with law, we are not approving pro-
grams without that technology maturity. We need to give this proc-
ess a chance to prove that it’s leading to better management of ac-
quisition programs. 

Chairman LEVIN. Ms. Schinasi, would you after this hearing is 
over get together with the Secretary and give him the items that 
you made reference to?; 

Ms. Schinasi: Yes. 
Chairman LEVIN. Thank you. 
Senator Warner? 
Senator WARNER. Thank you, Mr. Chairman. 
Perhaps no program in contemporary history here is of greater 

importance to the United States, not only from the standpoint of 
its own need for inventory of a weapon system, but some eight or 
nine other nations that are looking to the United States to build 
it, and that’s the Joint Strike Fighter. Coincidentally, we’re greeted 
this morning with a press report which reads as follows: ‘‘Lockheed 
Martin Corp. system for tracking costs and schedules has gen-
erated useless or suspect data on the F–35 Joint Strike Fighter 
ever since the program started in 2001.’’ 
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Mr. Young, I think perhaps you should first address that issue. 
This rattles all across the world. 

Mr. Young: Yes, sir. 
Senator WARNER. And I don’t know of any program that—we’ve 

spent a great deal of time on it here in this committee. How did 
this happen? 

Mr. Young: Mr. Chairman, I’ve looked into the details, some level 
of the details of this. I think the goodness is that the DCMA—

Senator WARNER. What is? 
Mr. Young: The Defense Contract Management Agency. 
Senator WARNER. No, you said ‘‘the goodness’’? I didn’t get that. 
Chairman LEVIN. You said ‘‘good news’’ or ‘‘goodness’’? 
Mr. Young: The goodness is that the Defense Contract Manage-

ment Agency did an audit and discovered this issue. I want to 
make clear there are two aspects of this. The DCMA did not ad-
dress the billing system, where valid bills and invoices are turned 
in and the government pays them. There is not a discrepancy in 
the billing process. 

The discrepancy is taking that billing process and loading it into 
an earned value management system that lets us see our perform-
ance and predict our progress going forward, which is what I think 
you saw in the report. It says that the EVMS system does not pro-
vide a confident basis for projecting future performance of the pro-
gram. 

Within that, Jim Finley, the Deputy Under Secretary, has met 
with Lockheed and DCMA. They’ve outlined a corrective action 
plan for the next 12 months. DCMA meets with them every 2 
weeks. Lockheed’s agreed to the corrective action plan. Further-
more, there are milestones, 12 milestones. The first one’s been met. 
At each of those milestones, if Lockheed does not meet the correc-
tive action plan we will withhold $10 million in payments from the 
corporation. 

So we are working to rectify this situation. It does need to be cor-
rected, you are right. 

Senator WARNER. Ms. Schinasi, do you have some views on this? 
Ms. Schinasi: Yes, Senator. We recommended—we found in the 

most recent work we’ve done on the JSF, and we issued that report 
earlier this spring, we found that the cost estimate was unreliable 
and we recommended that another cost estimate be prepared. 

Senator WARNER. I hope both of you recognize the twofold prob-
lem here, and that is the essential need for this aircraft in inven-
tories for purposes of our defense structure; and also, it’s the image 
of the United States, being the principal manager of a major pro-
gram, and a lot of trust and confidence of other nations was given 
to the United States to run it right. 

Do we know why, at this late date in the program, we’re discov-
ering this deficiency? 

Mr. Young: I’d like to come back to you on the record as to 
whether previous audits didn’t uncover this. But the audits in gen-
eral have focused on the billing system, where again we have paid 
properly for the work that’s been performed. The changes—the 
loading of that information into the earned value management sys-
tem, Lockheed made changes in that. They should not have and it 
undermined our confidence of projecting our current and future 
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performance. We’re going to go fix that for exactly the reasons you 
said, sir. We have to have confidence in this aircraft. 

Senator WARNER. Is our program manager accountable for this? 
Mr. Young: Yes, the program manager is accountable for it. 
Senator WARNER. Well, that’s clear. I hope that you address that 

properly. 
Do you have any views on why it took so long to catch it, Ms. 

Schinasi? 
Ms. Schinasi: Senator, I believe that the cost growth in the pro-

gram has been in place from the very beginning. This most recent 
review of the contractor’s systems is new, but the program, the 
Joint Strike Fighter program, has had many of the same problems 
that we’ve seen in other programs. The original justification was 
that this would be a plane that would be very low cost to operate, 
which was a great idea when it was conceived. But the technologies 
required to get those low O and M costs were not mature, and I 
think the program has gone forward without getting the knowledge 
that it needed to understand what the true costs would be. 

So many of these cost overruns could have been predicted earlier 
on. 

Senator WARNER. Mr. Chairman, I think we should invite Lock-
heed to review this record and provide for the committee its per-
spective on this issue. 

Mr. Young: Mr. Chairman. 
Senator WARNER. Yes? 
Mr. Young: Can I comment on this for a moment? There are defi-

nitely some accuracies in what Ms. Schinasi said. I’d like to—every 
program has unique details that we need to look at. We’re applying 
a bumper sticker of cost growth to everything and we need to look 
at it. Here’s one example where I believe the requirements have 
been well managed on JSF. We have a configuration steering 
board. The JSF was prototyped early on. 

My frustration is we did not prototype the right things in JSF. 
So when we went into system design and development, we found 
the STOVL variant, the short take- off, vertical landing variant for 
the Marine Corps, was heavy. We had to take an extra 18 months 
to get the weight out of that program. That 18 months cost us 
about $7 billion. 

So we can explain how we got from there to here. Now, I have 
reported and have testified that we have some additional cost 
growth on Joint Strike Fighter. I can couple that directly to the 
fact that over the last 5 years the Department and the Congress 
have taken over a billion dollars out of the program. If you have 
a reasonably well managed and planned program and you take a 
billion dollars out, it probably shouldn’t be a surprise that you need 
that billion dollars with some premium back. 

So there were people who bet that the STOVL variant would not 
fly this year. The good news side of this is that variant probably 
is going to fly this week or next week. The software is largely done 
for the first deliverable aircraft. So I would appeal that we look at 
the details of some of these things and learn the right lessons going 
forward. 

Senator WARNER. Just out of curiosity, Mr. Young, you’re well 
known to this committee and to the Congress. You’ve performed 
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your services here in the Congress very ably and we were all ex-
tremely pleased you took this position. Ms. Schinasi, I presume 
you’ve had an equally distinguished career. Do you ever get to-
gether before you come here in Congress and square off on each 
other and try and avoid some of these hearings? 

Mr. Young: Actually, I would say there’s a good bit of common 
ground between us. We haven’t personally done it, but members of 
my team have worked closely with GAO to understand the $295 
billion and agreed to work more closely going forward. So we are 
doing what you suggest. 

Senator WARNER. Well, I would hope that you would share views 
and viewpoints without having to write up all these reports and 
come in to Congress and sort of set it out. That’s the way govern-
ment should work. You are the Government Accounting Office and 
he’s government also. 

Mr. Young: Yes, sir, and we try very hard when we make rec-
ommendations in our individual reports to make sure that we con-
sult with the Department, because if we put something out that’s 
not doable that doesn’t help anyone. 

Senator WARNER. Let’s touch on just the prototyping, Mr. Sec-
retary. When it comes to ships, you simply can’t prototype an en-
tire ship. 

Mr. Young: yes, sir. 
Senator WARNER. I think we learned some very tragic lessons 

with the LCS program. I think you ought to provide for the record 
what you felt went wrong with that program and what steps you’ve 
put in place not to have it reoccur. 

Mr. Young: A short comment. You’re exactly right and I am ex-
tremely hopeful—I’ve pushed for the signing of the contracts for 
the first two DDG–1000s. I think there is another program that’s 
not talked about as much because the development program for 
DDG–1000 has gone very well. And you’re right, we didn’t proto-
type the ship, but we prototyped I think 12 different engineering 
development models. We installed a fire and battle damage control 
system in an old Navy ship and proved it. We had a land- based 
test site for the electric motor. There were a dozen, I believe, devel-
opment models that built our tech maturity, technological matu-
rity, and our confidence in designing the whole of the system, 
which are essentially component prototyping efforts necessary for 
that program. 

So largely that development program has gone well, a very com-
plicated development program. The remaining tests that the Con-
gress is rightly asking us to pass is can you now build that ship 
for the price that you’ve advertised, and we’ve got signed contracts 
for that and we’ve got to prove we can go do that. 

LCS, I’d be happy to offer comments about. 
Senator WARNER. As we look back in our oversight, I recall very 

specifically that the Department of Defense made a decision under 
the late Secretary that he’s going to bring in the top industrial 
leaders and their portfolio was to solve these various problems on 
procurement. While the committee had some different views as to 
different types of individuals that might serve as service secre-
taries, his view, Rumsfeld’s view, prevailed: I’m going to bring in 
the top proven executives of industry. 
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I guess history is going to have to judge how successful they have 
been in this problem, which they presumably had the expertise 
coming in to solve. Would you not agree with that? 

Chairman LEVIN. I think I’ll take the Fifth Amendment on that 
one. It’s too—I think it’s an important question, but my response 
is really too complex and mixed. I just think that there are people, 
obviously, in industry that can make a difference, but there’s also 
people who have expertise outside of industry that sometimes can 
be stronger and have a bigger impact. So it’s a blend you need, I 
think, essentially of the industrial experience, but also experience 
in government and the academic experience that needs to be put 
in place. 

So I hate to duck a question from a friend like you, but I think 
I’d have to give a more complex answer to that. I do agree that Sec-
retary Rumsfeld did put in place this system and the people in it. 
That part of it I surely agree with, and I don’t think that we’ve 
seen the kind of success that was promised. 

Senator WARNER. Or hoped for. 
I thank the chair. 
Chairman LEVIN. Thank you, Senator Warner. 
Senator Reed? 

STATEMENT OF HON. JACK REED, U.S. SENATOR FROM RHODE 
ISLAND 

Senator REED. Thank you very much, Mr. Chairman. I think this 
is a very important hearing and I commend you and Senator War-
ner for hosting it. 

Secretary Young, one of the major challenges is reducing tech-
nical risk in these programs. Sometimes we discover it too late and 
it costs a great deal of money. What is your view with respect to 
investment in science and technology, investment in the defense 
laboratories, to systematically try to reduce technical risk as a way 
of lowering costs? Is that a useful option? 

Mr. Young: Absolutely, sir. I’ve consistently gone on record, most-
ly at Secretary Gates’s request, explaining that science and tech-
nology investment has not kept pace with the numbers I mentioned 
earlier, that the procurement account is up I think 35 percent, 34 
percent, and the R and D budget is up 70 percent; S and T is not 
comparably up. We need in several areas more robust science and 
technology investment. 

To his great credit, Secretary Gates responded to that and he’s 
increased and provided real growth in basic research, as well as 
some augmenting incentives in the science and technology base for 
key technologies that we think are enablers of the future. 

Then another piece of the process, if we execute prototyping we’ll 
need to pull money back in later stages of development into the 
science and technology program and invest it in these prototypical 
efforts that again inform us. They develop management skills, they 
inform us on the engineering and technology maturity, they inform 
us of the costs if we decide to take it forward into development. I 
believe that’s a critical element of what the Department did well 
in the past, 20 and 30 years ago, and we need to go back to. 
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Senator REED. So this is a deliberate, conscious approach in 
order to reconnect the science and technology, the defense labora-
tories, with the procurement process? 

Mr. Young: Yes, sir. 
Senator REED. Very explicit. 
Ms. Schinasi, could you comment on that? 
Ms. Schinasi: Yes, Senator Reed. We’ve made that recommenda-

tion in the past. I think what you’re seeing is that the Department 
tends to push those leading edge disruptive technologies inside of 
programs, and that’s a lot of the reason that we’re seeing the prob-
lems that we’re seeing, cost growth and schedule delays. 

If in fact they would use the tech base to develop those tech-
nologies, you can afford to fail in the tech base and that’s what it 
takes to do that kind of development. 

Senator REED. Just a question, Secretary Young, about—you’ve 
made the point, and I think Senator Levin’s question was right on 
target, about the need for additional resources in contracting, over-
sight, etcetera. First, is there I think a difficult tension between 
our requirements in Iraq today, because everything we read is of 
the need for additional contracting officers, additional people on the 
ground, which is basically taking away from your potential pool of 
procurement and contracting officers? Is that accurate? 

Mr. Young: I think it’s more complicated than that. The higher 
demand issue, as Secretary Gates has testified, is that the Defense 
Contract Management Agency in 2000 had 12,550 people, and if 
you go back to 1990 they had over 20,000 people. Today we project 
at the end of the year that they’ll have 9,899 people. That’s for a 
normal course of business. We don’t have a normal course of busi-
ness. We have Iraq and Afghanistan and a procurement budget 
that’s up 34 percent, an R and D budget that’s up 70 percent, and 
the challenge of finding people with the skills necessary to come in 
and perform those contracting management and contract oversight 
functions. 

It will take us time to recover from this. It took time to get here. 
But there is no question we are understaffed in these areas. 

Senator REED. Is there another area, which is the maturity level 
of your existing workforce I presume would be 45-plus rather than 
35-minus? 

Mr. Young: Yes, sir, you are very correct. We have an older, an 
experienced workforce. We really need to do some hiring and get 
some knowledge transfer, and we will have to use other tools, such 
as these defense support teams I mentioned, that use people who 
have retired and are willing to come back and help the government 
to help us go troubleshoot and problem-solve on programs. 

Senator REED. Do you have a nominal kind of workforce struc-
ture with different levels of expertise that is available to this com-
mittee, so that we can see the matchup between what you think 
is the best and what you have at the moment? Again, these are 
very capable and dedicated and extraordinarily talented people. 

Mr. Young: If I could for the record, I’d give you a longer answer, 
but we are working in the enterprise—it involves heavily the De-
fense Acquisition University—to build a competency model that 
will assess the skills we have, the skills we need, and so where 
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some of our gaps are, and help us work more deliberate workforce 
planning going forward. 

That’s in progress. It’s an important tool to be used in conjunc-
tion with the $300 million fund in the section that Chairman Levin 
referenced. 

Senator REED. First, Ms. Schinasi, if you want to comment on 
any of these issues, please. 

Ms. Schinasi: If I just may comment on that last point, I think 
the focus lately has been on oversight, which clearly we need more 
oversight, but I think there’s a more basic question about attract-
ing people to the acquisition workforce. A report that was put out 
by the acquisition advisory panel about a year and a half ago now 
went out and looked at the private sector. One of the things that 
they found was that companies invest very large resources in their 
acquisition workforce because they realize how important that 
workforce is to in their case getting a profit. In the Department’s 
case, I would say to accomplishing a mission. 

This is something we’re looking at across the government as a 
whole. You need to pay more attention and raise the prominence 
of the acquisition function in order to be able to attract and retain 
good people. 

Senator REED. Do you have a comment? 
I have one more question, Mr. Chairman. 
Mr. Young: At some risk, I’d like to comment about that. I 

made—the first thing I said is that people manage and execute pro-
grams, and that’s important and I mean that. At this point in time, 
I mentioned that we have a dysfunctional personnel system. I have 
virtually no hope of hiring a midcareer person back into govern-
ment from industry. 20 years ago, Johnny Foster and some of the 
great people that had this job—I cite in my written statement I 
think one example. Johnny Foster called and asked for an expert 
in electronics technology and he got Jacques Gansler on the DDRE 
staff, and Jacques Gansler eventually became an ATL. 

That can’t happen today. Industry people will not come into the 
government because of the restrictions that have been placed. At 
this point in time, I will have increasing trouble getting govern-
ment people to stay in the acquisition workforce because of post-
employment restrictions. We are at serious risk of being able to 
keep competent people in the government acquisition process. 

Senator REED. Thank you, Mr. Secretary. 
Ms. Schinasi, can I focus. You made the distinction between 

threat-based programs and capabilities-based. Could you elaborate 
on, first, the difference in your mind and the consequences to the 
acquisition process? 

Ms. Schinasi: For a number of years in the post-Cold War envi-
ronment, we had a system whereby requirements were developed 
based on what we thought an enemy was likely to be able to do. 
Once we lost that peer competitor, we also lost the ability, or we 
changed our process from going to that peer competitor threat-
based to one which said capabilities, we need to look at the capa-
bilities we need. 

That some people would argue sort of opened up the floodgates 
for a wants-driven requirements process as opposed to a needs-
driven requirements process. 
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Senator REED. Is it your recommendation or comment on wheth-
er that—that we should return to a threats-based? Would that help 
us in this endeavor? 

Ms. Schinasi: I think what we’re seeing now is the need for flexi-
bility in the requirements process. So we would argue that what 
you need to do is bring resources to the requirements determina-
tion process at an earlier point in time than it is right now, be-
cause there is no limit to the kind of capability that we would want 
to have. 

Senator REED. A quick response, Mr. Secretary. My time has ex-
pired. 

Mr. Young: I think I would agree strongly with her comments 
and go beyond it. One of the cancers on the enterprise right now 
is the competition for resources and it is fueled by setting a threat 
level, setting a requirements level, and then saying, I must have 
budget resources to deal with that, and the competition among the 
services for resources. 

It really is one of the underlying problems in this space, com-
bined with—it combines with other factors and is why I’m con-
stantly in favor of the Congress’s Goldwater- Nickles legislation, 
because I believe that the service chiefs do have control of that re-
quirements process and it is critical for the Congress to hopefully 
continue to understand that you do not want to move the acquisi-
tion process under the service chiefs. What you did in Goldwater-
Nickles was the right way to handle the business. 

Senator REED. Thank you very much. 
Thank you, Mr. Chairman. 
Chairman LEVIN. Thank you, Senator Reed. 
Senator Collins? 

STATEMENT OF HON. SUSAN COLLINS, U.S. SENATOR FROM 
MAINE 

Senator COLLINS. Thank you, Mr. Chairman. 
Secretary Young, your comments on the Joint Strike Fighter 

brought to mind the realization that part of the problem with cost 
growth is attributable to the failings of the contractors, part of it 
is attributable to changing requirements and insufficient oversight 
by the Department of Defense, but part of it is the failure at times 
of Congress to provide predictable, stable funding. 

I see you’re nodding in agreement. I think we have an example 
of that with the DDG–1000 program, where we’re seeing the House 
move in the direction of pausing or perhaps terminating the DDG–
1000 program after the first two ships. The Senate, far more wisely 
in my judgment, fully funded the budget request for a third DDG–
1000. 

What would be the impact if the House position should prevail 
on the cost of the first two DDG–1000, shipbuilding in general, and 
the industrial base for shipbuilding if the House position were to 
prevail? 

Mr. Young: I think we should assess that in more detail, but I 
am extremely concerned about several aspects of the House mark 
in that deliberation. When we’ve established a manufacturing—
these processes take time to put into place and then they execute, 
as you know, very well over a period of time. To stop the DDG–
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1000 program at two ships would unquestionably add substantial 
costs to that program. 

To restart the DDG–51 program, which is stopped, has been 
stopped for several years, it is difficult for us to properly estimate 
the cost of that. Then the question becomes, do you buy more ships 
after that, because just buying a couple of DDG–51s will be inordi-
nately expensive and I am confident we cannot estimate that. Sup-
pliers will talk to you if you want to buy many of things over sev-
eral years. If you want to buy a few things for 1 year, I have no 
idea what that will cost. 

So the DDG–1000 will go up. I don’t know what those DDG–51s 
will cost, but I can offer to get you some information for the record. 
It will destabilize the destroyer industrial base. And then it’s a re-
quirements issue, as we’ve discussed today. We have 62 DDG–51s. 
The Navy is moving forward because it needs additional capability, 
it believes. The discussions I’ve had with the Navy, they do not 
seek more DDG–51s; they seek a DDG–51 possibly with plugs to 
carry a bigger radar, and that ship will quickly approach the cost 
or exceed the cost of a DDG- 1000, so we will not be addressing 
the issues that I think the House has tabled. 

We need to look at this combination of requirements, stability of 
the industrial base, and cost to get a better solution here. 

Senator COLLINS. It would be helpful to have your information on 
the cost estimate. 

Are you familiar with the May 7, 2008, letter that the Chief of 
Naval Operations sent to Senator Kennedy attempting to compare 
the cost of restarting the DDG–51 line versus pursuing continuing 
with the DDG–1000? 

Mr. Young: I’ve recently learned of the letter and, based on re-
viewing it, have a number of concerns with the letter that was pro-
vided to the CNO for his signature. The letter’s numbers are based 
on key assumptions and are incorrect in some cases. The DDG–51 
prices assume continuing DDG–51 procurement, as I said. So those 
prices in that letter mean you would buy more DDG–51s. If those 
were the only ones, they would be more expensive, I believe. 

Second, the DDG–51 prices assume that the two ships, in the 
case of the two-ship case, could be awarded to one yard. I have no 
process right now to give two DDG–51s to one yard, as you well 
know, and if I build them between yards that will be significantly 
more expensive. 

It’s questionable whether the DDG–51 prices are accurate if no 
DDG–1000 is built in fiscal year 2009, because, to talk more tech-
nically, this is about overhead absorption and use of the business 
base. If there’s no DDG–1000 beyond the first two, then those 
DDG–51s will be more expensive, I believe, than the record sug-
gests. 

Then the DDG–1000 prices for the two lead ships, as we already 
discussed, would certainly increase. Operations and support costs 
are reported in the Defense Department’s selected acquisition re-
ports. The DDG–51 ship costs $10 million more per year to operate 
and I don’t think that’s correctly reflected in the letter. 

But I can expand on this and reply to you if you would like. [The 
information referred to follows:] [COMMITTEE INSERT] 
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Senator COLLINS. That would be very helpful to me and to this 
committee. 

Two more points on that. It’s my understanding that the DDG–
51 requires a reduction gear that is no longer in production and 
that you would have to start up that line, which is very expensive. 
Is that accurate? 

Mr. Young: I believe that’s correct for that and several other 
cases, because again I believe the last DDG- 51s were bought in fis-
cal year 2005. I have programs that are in current development 
that experience obsolescence issues. This is a program that’s been 
out of production, so there’s no question we will have multiple obso-
lete parts issues. 

Senator COLLINS. Do you believe that the current contract strat-
egy for the DDG–1000 has sufficient cost control elements to meet 
the program’s objectives? 

Mr. Young: The best thing I can do is what I had a chance to 
state to the chairman, I believe: The DDG–1000 R and D program 
has gone very well. The drawing designs have been produced. The 
technology is matured. We did I believe in that case the right com-
ponent prototyping to inspire that maturity. And we’ve recently 
successfully negotiated priced contracts with both yards for the 
lead ships. 

We have to go prove we can execute that, and so, in light of this 
hearing, I’m anxious about putting my credibility and guaranteeing 
that performance, but I believe every measure has been taken to 
try to ensure that performance and I’m optimistic about it. 

Senator COLLINS. Finally, the Navy’s requirements for at least 
seven DDG–1000 have not changed, have they? 

Mr. Young: I’m not aware. That’s obviously a question for the 
Navy. You know, we contemplated some of these issues going for-
ward. The very simple version for me is the Navy needs to study 
carefully removing the guns from the DDG–1000s and replacing 
them with missile cells, and then you have the potential for a first 
generation cruiser with modest changes. That was my goal in set-
ting up the strategy for DDG–1000, to balance the Navy’s long-
term cruiser requirements with the Marine Corps’s fire support re-
quirements. 

Senator COLLINS. Thank you. 
Chairman LEVIN. Thank you, Senator Collins. 
Senator Lieberman? 

STATEMENT OF HON. JOSEPH I. LIEBERMAN, U.S. SENATOR 
FROM CONNECTICUT 

Senator LIEBERMAN. Thanks, Mr. Chairman. 
Secretary Young, Ms. Schinasi, thank you. I was thinking as I 

listened to the testimony, I’ve been privileged to be on this Armed 
Services Committee of the Senate for 16 years and in that time I’ve 
developed the highest regard for the Pentagon, for our military, in 
just so many ways. I must say that this area of acquisition is the 
one really unsettling exception. 

When you think of the consequences, I find the report that you, 
Ms. Schinasi and GAO, have issued to be exasperating and embar-
rassing, and ultimately very harmful to our attempts to provide for 
our National security in exactly the strong, and appropriately 
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strong, and eloquent terms that the chairman and Senator Levin 
spoke in his opening statement. In the work of this committee and 
the various subcommittees, we hear constantly of the shortfalls in 
major systems that our military needs down the road. 

We are far from the 313-ship Navy that was the goal and we’re 
not closing that gap. We held a hearing in the Airland Sub-
committee a while back, the Navy and the Air Force talking about 
projected shortfalls of aircraft some years down the road which are 
really troubling. 

I could go on and on. I thought Senator Levin’s opening state-
ment, in which he basically took that $295 billion, which is what 
GAO reported earlier this year had been the cost growth on these 
programs, and talked about what we could buy with that money. 
It’s really a shame. 

So in that spirit, Secretary Young, I wanted to ask you this ques-
tion. You’ve talked—I have high regard for you and you’ve spoken 
here today about memoranda issued and decisions rendered that 
caused persons responsible to act in compliance with recommenda-
tions and best practice. 

I want to say to you today that I think those people who are re-
sponsible for acquisition ought to be held accountable, and that ac-
countability should include consequences for failure, because our 
military, our National security, is now paying the price of the con-
sequences of, in other words, lack of real personal accountability? 

Mr. Young: Yes, sir, I’m aware of several. It’s not a large num-
ber, but I’m certainly aware of a handful of instances where gov-
ernment and industry program managers were held accountable 
and relieved of their responsibilities for program issues. 

Senator LIEBERMAN. So this is not—this is not just the system? 
I understand the problem with recruiting and retaining personnel 
in this area. But you agree that some of this is just a failure to 
do the job that we expect people to do? 

Mr. Young: I’d be happy to talk to you in this hearing or aside. 
I’ve had—I could cite for you easily ten programs that have come 
all the way to the Under Secretary level for approval that I felt 
failed to meet the standards that we’re talking about meeting today 
and I have directed changes in those programs. So I am working 
with the whole of the acquisition team to shift that culture to 
greater discipline, and we’ve got to make progress there. 

Senator LIEBERMAN. But there are some cases in which adverse 
career actions have been taken? 

Mr. Young: Yes, sir. 
Senator LIEBERMAN. What are those kinds of actions? What are 

the adverse—do you know the number on your watch? 
Mr. Young: I could get you some information for the record. Off 

the top of my memory, I know on one particular program a flag of-
ficer and a program manager who were relieved. On the industry 
side, I’ve known of both a flag officer and a major corporate pro-
gram leader being relieved. I could probably cite for you seven or 
eight. But I’ll get some information for you for the record. 

Some of these are a little harder because these are done with 
some grace here, because there are people that make mistakes, but 
they can still contribute in other places. [The information referred 
to follows:] [COMMITTEE INSERT] 
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Senator LIEBERMAN. I’d like to see that report. Nobody wants to 
be punitive without justification, but the point is when you think 
about the consequences of the failures in acquisition then we’ve got 
to hold people accountable and hope that that’s part of the message 
we send that improves the process. 

I think it’s gotten, in the time I’ve been here, notwithstanding all 
the efforts of a lot of people, I think the problem has gotten worse, 
not better. 

Mr. Young: Could I address this with a couple of brief examples? 
Senator LIEBERMAN. Go right ahead. 
Mr. Young: The one I use frequently is T–45. The Navy bought 

the expected number, I think 221, T–45 aircraft. But beyond the 
control of the program manager, although he should have com-
plained and objected, the programming and budgeting process 
bought those planes at ranges from six per year, at which point 
they’re about $30 million a copy, to 18 a year, at which point 
they’re $20 million a copy. Optimal is about 15. 

Had we bought at the optimal rate, we could have bought that 
program and saved $632 million. It is the program manager’s fault 
that the taxpayer paid $630 million extra dollars for absolutely no 
more capability. So in my enterprise I have a source document 
where I ask program managers to behave in certain ways. One way 
is exactly as Chairman Levin said: Look to save money every day 
on your program; fight the programming process, fight the 
comptrolling process, and ask for economic order quantity. 

To emphasize that, I sent a note on the T–45 example to Sec-
retary Gates a month ago. He wrote back and said: Bring me some 
of these examples. And I just last week sent him a memo of things 
we can do to buy more efficiently and help avoid that, because the 
source document says what you are saying and what GAO is say-
ing; that is, every time I pay more for no more capability, I’m es-
sentially denying the warfighters a tool that we could have. 

Senator LIEBERMAN. That’s the ultimate victim here, is the 
warfighter. 

Let me ask you a question, the question on the other side. What 
about a program manager who really does the job, an acquisitions 
official who really does the job and saves money? Are you able to 
reward that person? 

Mr. Young: Especially if they’re a military person in uniform, I 
have nothing to give them other than end-of- service commenda-
tions. 

Senator LIEBERMAN. Well, that’s something we ought to think 
about. 

Let me go on to one more question briefly, because we’ve seen a 
lot of progress in the private sector in the reduction of waste. The 
Pentagon I know has tried to embrace some of those systems. But 
the report suggests that it’s not just the business model and effi-
ciency systems that are being used, but how closely the programs 
are being followed. 

Here I want to get really to the question of organization. While 
a private sector business has a CEO with wide-ranging control of 
programs, as you’ve touched on briefly a while ago, each military 
department is organized differently. So I want to ask you to deal 
for a moment with these two questions: Is each service organized 
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ideally to manage these programs; and then, more broadly, does 
the senior acquisition official have authority equivalent to a CEO 
in a private business on not only the process, but on requirements, 
costs, and what’s required to manage the system? 

Mr. Young: I believe—as I stated earlier, I think the service ac-
quisition executives are critical functions in the enterprise. I do not 
believe that that responsibility has been adequately exercised to 
achieve jointness and interoperability. I also do not believe in every 
case that authority—they have the authority to refuse to sign con-
tracts, and I’ll give you an example. 

The Navy and Marine Corps wanted to pursue an LHAR, a new 
amphibious ship, that was basically going to be taking an LHS and 
put two plugs in it and make it ten feet wider and change 80 per-
cent of the drawings and spend a billion dollars in nonrecurring. 
I stood up and said: Why do we have to do this? Is the requirement 
adequately compelling to spend that money? That ended up in dis-
cussions with even the Commandant of the Marine Corps, but in 
the end the Commandant agreed that requirement should be re-
looked and we didn’t go down that path and we saved that money. 

So I give you an example that the SAE does have the authority 
to refuse to sign contracts and call into question the requirements. 
That’s the power of them reporting and working for the President 
under Goldwater- Nickles. Have we adequately exercised that au-
thority? I think the answer is no. 

Senator LIEBERMAN. Okay. Needless to say, and you know it and 
we all know it, this is real important. So let’s work together to try 
to make it better. 

Thank you. 
Chairman LEVIN. Thank you, Senator Lieberman. 
Senator Thune? 

STATEMENT OF HON. JOHN THUNE, U.S. SENATOR FROM 
SOUTH DAKOTA 

Senator THUNE. Thank you, Mr. Chairman. 
Secretary Young, I have a question that regards a current pro-

gram that’s at least in the formative stages that I’d like to get your 
reaction to, to how that’s progressing and what can be done to keep 
it on schedule. But the Air Force is currently undertaking a new 
major weapons system acquisition program in the Next Generation 
Bomber. As this is a brand new acquisition program with an ag-
gressive time line of being fielded by the year 2018, what acquisi-
tion strategies is the Department exercising to successfully field 
this platform on time without significant cost growth? 

Mr. Young: I would think, consistent with what the committee I 
believe would expect of me, I take this as one of my fundamental 
responsibilities. I cannot afford for the Department to embark on 
a new bomber and not do it accurately. So a couple of things would 
happen. One, I would give the Air Force credit; they have laid out 
a program that includes some level of prototyping and the things 
that I’ve insisted upon. 

I have independently asked the Defense Science Board team to 
review this program and help advise me on the technology matu-
rity, the achievability of the requirements, and those factors. Then 

VerDate 0ct 09 2002 15:30 Oct 31, 2008 Jkt 000000 PO 00000 Frm 00025 Fmt 6601 Sfmt 6601 C:\FLOP\08-51.TXT SARMSER2 PsN: JUNEB



26

I’ve personally gone out last week and looked at the potential for 
this program. 

All those pieces—through the work of that process, already the 
Air Force has concluded that more money and possibly a little more 
time is required than they initially laid out, and I am determined 
to try to bring and present to the Congress an achievable program 
that’s properly resourced, properly scheduled, and has appropriate 
technology maturity in it. 

That’s the goal. I strongly support the need for the new bomber, 
but I do not intend to put my name on a piece of paper that will 
start a program that is going to be in the next hearing a few years 
from now about how the costs grew on it. 

Senator THUNE. One of the issues that’s related to that, and the 
GAO report noted that, is that the long development cycles make 
it difficult to estimate cost and funding needs. Some development 
cycles take 10 to 15 years from start to finish. The GAO rec-
ommended constraining cycles to 5 to 6 years. 

I guess my question is is that recommendation realistic? How can 
we continue to shorten the development time of these very complex 
programs? 

Mr. Young: I think I believe the chairman has mentioned a few 
times the defense acquisition performance assessment report, 
which advocated a tool called time- defined acquisition. I think it’s 
a very potentially useful tool, but it’s only useful if you can define 
requirements that can be achieved in that time period. If you set 
out and say, I’m going to do something in 5 years, but the some-
thing you have set out to do in terms of requirements can’t be 
done, then it’ll just be another program that misses its schedule 
and its budget. 

So I do think we need to look at that. In many of those things 
where you define short windows of time, you will be looking for in-
cremental improvements in capability, and that may be a reason-
able and very affordable strategy for the Department. In other 
places the Department does have requirements that go beyond an 
incremental change and so I don’t know that I can always demand 
that time-defined approaches be the strategy. 

Senator THUNE. The GAO also noted that the DOD typically uses 
cost reimbursed contracts, in which the DOD generally pays the al-
lowable costs incurred for the contractor’s best efforts to the extent 
provided by the contract. It further notes that this may contribute 
to an acquisition environment that’s not conducive for incentivizing 
contractors to follow best practices and keep costs and schedule in 
check. 

Would you agree with that statement and, if so, what’s being 
done to correct these misdirected incentives? 

Mr. Young: I think we have to—I believe there’s work to be done 
in this space. We have to balance risks and costs. Where we are 
seeking to push the state of the art in technology, industry will not 
do this on a fixed price basis and I’m not sure it’s reasonable to 
ask that it be done. 

The other place is we possibly could look at a more aggressive 
contract structure that will help keep in check the requirements 
and help us deliver for affordable costs. 
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Then there are other places where we’ve used cost-type accounts, 
contracts, that I think have been unfair to the government and we 
need to seek reform in that area. The best example I can give you 
is on the LPD–17 ship, where some significant fraction of the welds 
in that ship were flawed and had to be redone. At some point in 
time, I should expect some reasonable level of performance by in-
dustry on a cost basis. I shouldn’t be able, forced, if you will, to pay 
on behalf of the taxpayer any price for any level of deficient per-
formance. That’s an area where we need to do some work on our 
contracts. 

Senator THUNE. The GAO testimony concluded with the state-
ment that in practice DOD’s decisions made on individual pro-
grams often sacrifice knowledge and realism in favor of revolu-
tionary solutions. Would you agree with that assessment, and if so 
what are the two or three biggest initiatives that you think could 
correct that problem? 

Mr. Young: I think—if I misunderstood your question, please cor-
rect me. But I believe the key to that is technology readiness. So 
there are a couple of steps to that. One, I am a strong advocate of 
the acquisition team working with the requirements team to try to 
make sure the initial requirements are set in a reasonable place 
and informed by what technology can do. 

Then, to a finer level of detail, you have to do what the Congress 
has rightly asked us to do, and that is at the milestone points en-
sure that the technology is appropriately mature to move to the 
next phase of development. So in both those cases I think we need 
to address those issues. 

Senator THUNE. Thank you, Mr. Chairman. 
Thank you. 
Chairman LEVIN. Thank you so much, Senator Thune. 
Senator McCaskill? 

STATEMENT OF HON. CLAIRE McCASKILL, U.S. SENATOR 
FROM MISSOURI 

Senator MCCASKILL. Thank you, Mr. Chairman. 
There are depressing failures in this area of the Department of 

Defense. The saddest thing about these failures is that we pass 
laws and we talk about them, and we pass laws and we talk about 
them, we have audits and we have audits, and it just keeps getting 
worse. What do they say, that insanity is keep doing the same 
thing over and over again and expecting a different outcome. 

It seems to me we ought to implode something here. The system 
needs to be really looked at in terms of a crisis of leadership. There 
is—if you look at two broad principles in terms of any government 
program, it’s, first, what’s the definition of success; and second, is 
there accountability? Because people aren’t going to change what 
they’re doing if they’re not held accountable for it. 

We’ve discussed that briefly in this hearing. But it seems to me 
that the definition of success, and that’s part of the problem, in ac-
quisitions is get the money and keep getting the money. Well, if the 
definition of success is to get the money and keep getting the 
money, then we’re going to continue to have these problems. 

That’s what the whole community’s about, is getting the money 
and keeping the money. And it doesn’t—well, I think that’s what 
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the contracting community’s about. And I think that that’s what 
sometimes the leadership of the various branches is about, and cer-
tainly it’s about what members of Congress are about sometimes, 
is getting the money for their own individual systems that they 
care about, their pet systems based on what contractors they have 
in their States or whatever. 

So I want to focus in on turnover. I asked my staff why the mili-
tary branches were not going to be represented today and they 
said, well, two out of the three positions are vacant. Ms. Schinasi, 
how long have you had your job? 

Ms. Schinasi: 30 years. 
Senator MCCASKILL. And how long have you been focusing on 

this area? 
Ms. Schinasi: About 18. 
Senator MCCASKILL. So for 18 years you have watched these 

problems. 
Secretary Young, how long have you had your job? 
Mr. Young: Which one? 
Senator MCCASKILL. The one you have now. 
Mr. Young: I was made acting at the end of July. I was con-

firmed by the Senate in November 2007. 
Senator MCCASKILL. How long did the person serving before you 

have that job? 
Mr. Young: Approximately 2 years. 
Senator MCCASKILL. Do you know off the top of your head how 

long the average program manager stays in place in your system? 
Mr. Young: I do. 
Senator MCCASKILL. And it’s 17 months, correct? 
Mr. Young: That’s not correct. 
Senator MCCASKILL. Well, the GAO audit says it’s 17 months. 
Mr. Young: I asked my team yesterday to go through the data 

and identify, and at least for the places where you had data, the 
Army and the Navy, we surveyed program managers who have left 
since 2000 and the average tenure of those program managers was 
37 months. 

Senator MCCASKILL. Well, you all need to get together, because 
the audit says that of the 39 systems since 2001 the average length 
of a program manager was 17 months, and that is half the life of 
the development of those systems. 

Now, how do we expect any accountability if you know you’re 
going to be gone before the you-know-what hits the fan? 

Mr. Young: I think I will certainly let Ms. Schinasi speak, but 
we have a snapshot in time that says today the current average is 
about 24 months, but that’s a snapshot in time. It doesn’t say how 
much longer they’ll serve, and we are seeking to address this very 
issue with program manager tenure agreements that says that—
where program managers agree to serve for a period of time or to 
the next nearest milestone. 

So I agree with you about this. If I could, I’d use this opportunity 
to say there’s another dimension to this. When I was the Navy ac-
quisition executive for 4–1/2 years, I had I think four rotations in 
the senior requirements officer. The requirements officers are a 
party to this situation. They rotate on much more regular intervals. 
They come in and they potentially want to change the require-

VerDate 0ct 09 2002 15:30 Oct 31, 2008 Jkt 000000 PO 00000 Frm 00028 Fmt 6601 Sfmt 6601 C:\FLOP\08-51.TXT SARMSER2 PsN: JUNEB



29

ments, and then I have my acquisition program manager trying not 
to change and to keep stability and a requirements officer who just 
came in from the fleet and has the potential to make flag saying 
you’ve got to change, and it creates a lot of tension in the system. 

That’s why I believe again the acquisition executives have to 
take care of their program managers who try to manage with dis-
cipline, because it’s not an easy discussion with the flag officer re-
quirements person who says: You must change this part of the con-
tract. 

Senator MCCASKILL. Where are these people going when they 
leave? 

Mr. Young: The program managers? 
Senator MCCASKILL. Yes, or where are the senior acquisition peo-

ple at the Navy and the Air Force, where are they going? Where 
do they go? When they leave these jobs, where are they going? 

Mr. Young: Well, I was the Navy acquisition executive and I got 
moved to be the Director of Defense Research and Engineering, and 
I got moved to be the Under Secretary for Acquisition. Others, 
SAEs, my colleagues that I knew, one’s at the Defense Acquisition 
University now, one’s in industry. Most people I do believe return 
and work in industry in general, is the vast majority. 

Senator MCCASKILL. So what would it take for us to—and I 
mean the sky’s the limit here. What would it take for us to get 
someone like Ms. Schinasi to stay in some of these jobs for a decade 
maybe, something remarkable like 10 years, where they could actu-
ally manage and be accountable for these programs? Is it a matter 
of money? 

You know, you talked about that you’re having trouble getting 
people to come back because we are limiting what they can do 
when they leave. If you could write your wish list, why is it that 
somebody at GAO—I guarantee you she’s not getting rich. I guar-
antee you she’s not in this job for the money or the fame. And I’m 
not implying that people that leave DOD are going for money or 
fame. 

But something is terribly wrong when the Government Account-
ability auditor stays 18 years and the average program manager—
and we want to quibble about how long—are turning over like hot-
cakes. There is something terribly wrong with this system, and 
there’s no way we’re ever going to fix it if we don’t have longevity 
in these leadership positions. 

Mr. Young: The questions I had were largely about politically, 
presidentially appointed senior leadership positions in the acquisi-
tion community. If you move levels down from that, we have lots 
of government civilians who are just like Ms. Schinasi, have been 
in place for 20 and 30 years. I believe Senator Reed asked about 
this. In fact, my issue is refreshing that leadership with people 
that are about to retire. 

So at the deputy under secretary levels and the next level and 
even in other places, we have a lot of that leadership. In general, 
we have a bias to run programs and oversee portfolios of programs 
with program executive officers who are military. In that regard, 
the acquisition system parallels to some extent the military assign-
ment system, where people don’t serve indefinitely in those jobs. 
Again, acquisition rotates far less frequently. I have program exec-
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utive officers and program managers for at least 3 years. Many of 
the line officer organizations—commands of ship rotate on an 18-
month to 24-month basis. 

Senator MCCASKILL. Well, shouldn’t we fix that? Shouldn’t we 
change it? Obviously it’s not working. We have cost overruns, we 
have scheduling. This is a disaster. We’re talking about hundreds 
of billions of dollars. Isn’t it time for someone to stand up and say, 
this is a crisis and we can no longer use this model in terms of the 
kind of longevity it’s producing in these critical oversee and ac-
countability positions? 

Mr. Young: The issue has multiple dimensions. I believe this is 
one that’s reasonably addressed when people are serving 36 to 40 
months. I have program managers serving more than 4 years. I 
think we should look at it, but I would urge you that more signifi-
cant factors are rotating the requirements officers and letting the 
requirements officers lean very hard on those program managers to 
change things. Then as I cited in the T–45 example, it’s also pro-
grammers and comptrollers giving acquisition team members a 
budget they can’t execute, and they need the backing to stand up 
and say: I can’t execute that budget. 

Senator MCCASKILL. Well, we’ll follow up with you and with you, 
Ms. Schinasi, because I think it’s time that we try—and I know 
that the chairman talked about a new position that might be out-
side of the process at this point in terms of the oversight. I think 
that might be a key example. 

But I’m new here, but this is sickening. This is unacceptable. 
This would never be tolerated in the private sector. The reason it’s 
tolerated here is because we care about our military, we want them 
to have the best, and because, frankly, it’s not our money. It’s tax-
payer money. 

I just, I think we need to do something dramatic and different 
in terms of how these processes are working. 

Let me finally address a question about the number of contrac-
tors. We’re down to six. I think all of us that are being honest 
about this know that this is a cross- pollinated incestuous deal 
here, that the contractors and the military—I’m aware of an in-
credibly inappropriate incident that occurred with the highest 
ranking of our military in an acquisition contract dealing with a 
PR screen for the Thunderbirds that we will go into another day. 

But when we get down to one or two contractors, what should 
we do, Ms. Schinasi? I mean, when we’ve gone from what, some-
thing down to six, what do you recommend? How do we create 
more competition if we’re down to six, and how do we keep it from 
going to one or two? And if we’re going to do that, why don’t we 
just bite the bullet and say that we have in fact become like other 
countries, where the government controls the business of supplying 
equipment to the government, because right now we kind of do; we 
just don’t admit it. 

Ms. Schinasi: I’m going to give you an answer that touches on 
a couple of the issues you’ve raised, and that is it would be good 
if we could get more production going, because production is where 
contractors look for efficiencies for themselves. That’s where you 
can go into a fixed price environment and you can rely on them to 
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do what’s in their best interests, that’s also in the government’s 
best interest. 

One way to do that is to shorten these development cycles, and 
shorter programs will also address the problem that you talked 
about for accountability of program managers. If we only need 
somebody to stay 5 years, we’re more apt to get that kind of match 
between what the system wants out of its program managers and 
what the system needs out of the program managers. So that 
would be one part of the answer. 

I think you are right in that we cannot rely on competition the 
way the procurement system has been set up, because that is the 
bedrock of our procurement system, is competition. So we have to 
put more rules in place and we have to legislate more and we have 
to have more oversight. I’m not sure that’s the most efficient way 
to do things, but that’s where we are left right now. 

There are ways to encourage competition if we look at the sup-
plier base as a whole. The six companies I talked about are the 
major defense contractors, but there is an industry out there that 
can be created. Congress has looked at different ways to do that, 
the use of other transaction authority, for example, or other ways 
to bring in nontraditional contractors. I think some of those initia-
tives have merit, that we can get companies involved in govern-
ment business that will provide some of that incentive and initia-
tive to the ones who are already there to do their job better. 

Senator MCCASKILL. Secretary Young, do you have any com-
ments about that? 

Mr. Young: I think I would agree completely with that. I’ve 
issued—I mentioned that I issue weekly notes to the broad acquisi-
tion team to try to keep moving the culture forward. At least two 
or three of those notes are aligned with the chairman’s comments. 
I have asked people—and your comments. I have asked people to 
stop viewing success as getting more money, growing your program 
office, getting more people. In fact, I view that as a failure if you’re 
doing it at the expense of contributing more capability. I’d be 
happy to give you that note for the record. 

I have issued notes that said we have to have more open com-
petition and do it as fairly as possible. I created acquisition strate-
gies where a smaller business and a larger business were going to 
go head to head and the large business went and bought the small-
er business. So I’ve watched an acquisition strategy through com-
petition fall apart. We need some serious attention in this space. 

We have another problem where I’ve seen some of the venture 
capital models work well, like In-Q-Tel for CIA. I’ve talked to those 
companies and those companies in general won’t come and do busi-
ness with the Pentagon because of the complexities of trying to do 
business with us. So we need to go attack some of those issues. 

All these small companies may not have adequate cost account-
ing systems, but they have technology that our warfighter needs. 
We need to find a way to deal with that. 

Senator MCCASKILL. Well, the irony is that because we are pre-
tending like we have a competitive system, we are putting myriad 
rules and regulations in place to actually compensate for the fact 
that it’s not true competition, and it’s those myriad rules and regu-
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lations that are keeping venture capitalists out. So it is a circle of 
failure. This is like—it’s almost surreal, how ridiculous it is. 

I don’t have any more time—
Chairman LEVIN. Senator, I’m afraid your time is up. 
Senator MCCASKILL. I’m out of time. Thank you very much. 
Chairman LEVIN. Thank you, Senator McCaskill. 
Senator Martinez? 

STATEMENT OF HON. MEL MARTINEZ, U.S. SENATOR FROM 
FLORIDA 

Senator MARTINEZ. Thank you, Mr. Chairman. 
Secretary Young, I want to focus on the issue of shipbuilding. I 

know the CNO has had a goal of a 313-ship Navy. We’ve talked 
about that a little bit this morning. We also know that from time 
to time in recent years this plan has not been meeting the goals 
that we need in order to see that to fruition. 

We’ve also heard from shipbuilders that they argue that the for-
mula for bringing down construction costs has to include volume 
and stability. My question to you is essentially, do you believe that 
the Navy at this point has adequately addressed the concerns in 
the shipbuilding plan which will then enable the Navy to get on 
the road to a 313-ship Navy? 

Mr. Young: Well, I believe the Navy—I have not seen the latest 
iteration—the Navy is building, possibly with modest changes, the 
shipbuilding plan for the program objective ’10 to ’15 budget. You 
current plan as it exists in the current President’s budget I believe 
provides moderate stability. Certainly you wouldn’t call it robust, 
but a moderate stability and a path to the 313-ship Navy. 

DDG–1000, as you know, is an important piece of that plan. I be-
lieve trying to regain cost control on the Littoral Combat Ship is 
an important piece of that plan for capability reasons as well as 
some degree of industrial base concern. 

Senator MARTINEZ. In your prior job you worked on the Littoral 
Combat Ship procurement program. Specifically on that, where are 
we today in your estimation in terms of—I know we have the two 
prototypes and they’re about to come out I guess in the next 2 or 
3 months. Once those are sea- tried and a model is selected on 
which to go forward, do you think that the system, the procure-
ment system, is ready to go so that we can then proceed to the con-
struction of a Littoral Combat Ship and get a production line going 
that’s going to be successful? 

Mr. Young: A couple of things. One, the Littoral Combat Ship 
was formed ahead of really Operation Iraqi Freedom, where the 
Department did several thousand—I went to Fifth Fleet and they 
did several thousand boardings in the Gulf. We were boarding 
small ships that could have been a danger with billion dollar DDG–
51 destroyers. We need a smaller, faster ship in our Navy. 

I couldn’t be more frustrated than all of you that that ship, 
which we set out based on some commercial designs that we were 
going to make modest changes to, has now grown, more than dou-
bled in cost. I would like the Navy to revisit, trying to get some 
cost control of that program. But I believe the capability is still 
needed and I think you will see in the POM10 budget the Navy 
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tries—because you can’t deny the capability—the Navy will try to 
buy those ships and restore that program. 

The cost cap right now is causing a problem. I was asked, and 
I will provide extended comments for the record, but one of the fun-
damental issues is we took a more commercial-like ship that we 
were going to add some systems to and applied a lot of Navy tech-
nical authority and turned it into a militarized ship. We drove that 
cost growth. I don’t even know—it’s some mix of cost growth and 
the fact that we made new demands on this ship that drove the 
price of it to a higher level. ‘‘Cost growth’’ is such a general word 
applied here. 

Is it a more capable ship at the price of $400 million plus? Yes, 
it’s a more capable ship. Is it as affordable to the Navy as it should 
have been? Absolutely not. 

Senator MARTINEZ. Well, given that, do you think that the vision 
for the Littoral Combat Ship can be actually accomplished, given 
where we are today? 

Mr. Young: I think I’d stay with the first—I think the vision has 
to be accomplished. I need a ship that can go 40 or 50 knots and 
chase down the small vessels. Our adversaries buy ships now that 
are faster than DDG–51s. DDG–51s really weren’t intended for the 
maritime interdiction operation missions. We need a ship in this 
class for the missions our Navy faces in today’s environment. 

I think this is very consistent with Secretary Gates’ comments 
about what are the threats and the missions we will have to exe-
cute in the next few years. There’s a gap in the Navy to do this 
job. Can we now go in and undo some of the changes that were 
done to the Littoral Combat Ship to make it more affordable for the 
Nation so we can buy them in quantity for our Navy’s warfighter? 

Senator MARTINEZ. So give me some confidence that we’re on the 
right track to be able to get that done. Because I agree with you, 
we need the ship. 

Mr. Young: I think—
Senator MARTINEZ. Is the Navy on track to be able to pull this 

off? Is the acquisition system in place? Once we select the proto-
type, are we ready to go? 

Mr. Young: Are we able to buy the ship that the LCS has be-
come? Probably, but it’s not as affordable as it should be. Has the 
Navy made enough effort to get costs back out of that ship? I think 
that’s not answered yet and I intend to have discussions and meet-
ings with the Navy to seek to accomplish that goal. 

Senator MARTINEZ. In terms of the overall ship acquisition chal-
lenges, do you believe that we have reversed or have taken the 
steps necessary to reverse this long-term trend which we’ve seen 
that has not allowed us to get the ships that the Navy needs, just 
in the overall fleet, not just the LCS? 

Mr. Young: I think, unfortunately, the requirements process has 
driven us to ships that are more expensive because they have more 
capability. You have to look at those factors. I face this constantly 
in the Navy, and that’s my job, is to try to find that middle ground. 
There are places where I could buy a less capable ship and it would 
be more affordable and run some risk of the threat being able to 
match that ship. 
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So I think the Navy’s trying to find that reasonable balance. I 
believe we’ve restored some degree of stability to the Navy ship-
building program. The program is expensive, more expensive than 
we would like it to be. But it is linked to the capabilities that rea-
sonable people have assessed the threat to have, particularly when 
you look at nations that are building capable ships out there. 

So I think the Navy’s finding that some degree of reasonable 
ground—unfortunately, ships are more expensive. They’re more ex-
pensive—I think, as Ms. Schinasi pointed out, we’re not buying 
anything in the quantities we bought them in the past. That alone 
is driving a significant cost into our systems across the board, not 
just ships. 

Senator MARTINEZ. This last question for both you, Secretary and 
Ms. Schinasi as well. In the 109th Congress this committee passed 
legislation that was enacted into law which requires that the De-
fense Department give a preference to fixed price contracts for 
major developmental defense programs. Fixed price contracts shift 
the risk to the contractor and incentivize the contractor to increase 
the reliability of the system components. 

GAO has determined that cost-type contracts cost the taxpayer 
$80 billion in cost overruns in the past decade. So what has been 
the practical effect of this legislation in helping the military serv-
ices to end the practice of overpromising capabilities and underesti-
mate cost of development in buying weapons systems? 

Ms. Schinasi: I would say that the contract type should reflect 
the risk associated. So when we have a preference for fixed price 
contract, what we’re saying is let’s get some of the risk out of the 
programs that we’re trying to develop and produce here. There 
have been experiments in the past with fixed price development 
contracts that have not worked because we have not taken on the 
more difficult piece of the risk of the technology maturity and the 
other things that are associated with all the cost growth that we’ve 
been talking about this morning. 

A program I would look at now is the Joint Strike Fighter, where 
we are going into production and still looking at costs with some 
cost-type contracts, which says that perhaps the cost of the pro-
gram is a little bit greater than we would expect to see going into 
production. 

But again, the contract type has to be put in place associated 
with the risks that the government is undertaking. 

Senator MARTINEZ. Mr. Secretary? 
Mr. Young: Could I? I would agree with Ms. Schinasi’s comments 

and add to that. One thing I have to ask—I don’t have any way 
around—I have to ask your patience with is, you pass legislation 
and it takes time to implement steps in that regard and move for-
ward. Then it takes some years to see. I’ve been frustrated with the 
discussion about that transition. To me this isn’t a transition busi-
ness. I have something like 16 programs seeking milestone B’s this 
year and all of those programs will execute over the 3 to 8 years 
beyond the end of this administration. 

We need to make those decisions well. We will make those deci-
sions well. We have done exactly what she said. I have asked the 
program office and Lockheed to look at fixed price incentive con-
tracts at the right point for these Joint Strike Fighter aircraft. So 
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we will, with your legislation—and partly because it’s just the right 
thing to do—I will continue to push in this space to get better 
terms and conditions for the government, and it will take us a cou-
ple of years to see the benefits of all those activities. 

Senator MARTINEZ. Thank you both very much. 
Chairman LEVIN. Thank you, Senator Martinez. 
Senator Akaka? 

STATEMENT OF HON. DANIEL K. AKAKA, U.S. SENATOR FROM 
HAWAII 

Senator AKAKA. Thank you very much, Mr. Chairman. 
Ms. Schinasi and Secretary Young, in that order, I want to wel-

come you here today to talk to me about the problems that have 
been going on for years. I want to deal with production process con-
trol and also with best practices. I think there’s an agreement that 
achievement of—I think there’s agreement that achievement of 
quality and production is nearly impossible without process control, 
and it also makes for casting of cost and timelines extremely dif-
ficult to do accurately. 

One of the many problems we’ve heard today deals with poor 
business and engineering practices. Specifically, I am most con-
cerned that in all cases there was not a single instance where all 
critical production processes were in statistical control prior to the 
beginning of the production phase. 

My question to both of you is, could you please describe why this 
previously identified best practice has failed to be enforced? Sec-
ond, what steps the Department is taking with its current pro-
grams that are still in the pre-production stage to break this trend? 
We’re talking about attacking and breaking these trends? 

So these two parts of the question, about describing the best 
practice and also what steps are you taking. 

Ms. Schinasi: Senator, I will defer to the Under Secretary on the 
enforcement piece, but I would like to say, on the manufacturing 
the process control, that is an indicator that we use to look at 
whether or not a system is ready to go into production. What we 
find in many cases is the reason that you don’t have process con-
trols is because you don’t have a stable design, and in some cases 
you don’t have stable design because you’re working with immature 
technologies. 

So it’s a cascading problem that we see in a lot of programs. 
Process controls is one way that you can measure the readiness of 
your manufacturing to go forward. It’s not the only one. But the 
thing that I think is most troubling to us is that in many cases, 
even if program offices do not capture that metric, they do not cap-
ture any metric because they don’t—they have not seen the impor-
tance of getting the manufacturing processes ready. 

Senator AKAKA. Secretary Young? 
Mr. Young: I would add a comment. This is one of the more dif-

ficult decision spaces that I face in the business. I’ll use a couple 
of examples. Joint Strike Fighter will be one. Right now we have 
15 system design and development, the end of the development of 
JSF, aircraft in construction. So we have teams of people that are 
learning, improving the processes to build that aircraft. We have 
signed for two low-rate production contracts for that aircraft. 
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My choices are to build the SDD aircraft, come to a halt and test 
and design that production process and then start it back up. That 
guarantees me a loss of time and a loss of learning and an in-
creased cost to the taxpayer. Or the risk issue that’s come up many 
times today: Do you take some appropriate level of risk and begin 
the process of fabrication and production at low rates and continue 
to gain maturity in the processes? 

I certainly can’t disagree with the GAO comment that you’d love 
to have everything. But I believe the everything path will cost me 
more and so I have to take some measured and prudent risks, I be-
lieve, on the heels of developmental aircraft construction to begin 
to do low rate production, and then seek to go to rate production. 
I believe that in our rate production decisions we seek to have 
much more maturity, if not good maturity, in that production proc-
ess control you’ve talked about. 

Senator AKAKA. To both of you: To what degree has the current 
security environment and the wars in Iraq and Afghanistan con-
tributed to what you call a sense of operational necessity that al-
lows waiving of requirements established in recent legislation re-
garding these practices? 

Mr. Young: Can I comment on that? 
Ms. Schinasi: Yes, please. 
Mr. Young: I had a meeting yesterday that I think potentially 

answers your question, sir. The H–1 upgrade program to get new 
helicopters to the Marine Corps, known as the Y and the Z, the H–
1Y and the H–1Z. The program manager came to me and there are 
pieces of the AH–1Y that are not ready for test. They are in oper-
ational test right now, and successful operational test would have 
paved the way for a decision this September to buy low-rate pro-
duction Z’s, and then again in ’09 the issue before you is to buy 
low-rate production Z’s. 

The Marine Corps has a gap and they need these aircraft. So 
they come to me and all the risk comes to me and they say: We 
didn’t go—we cancelled operational tests, we’re now not going to do 
operational tests until 2010, and still we seek to buy and deliver 
aircraft in 2011, hoping for success. And I’m faced with the chal-
lenge of how do I come talk to you, when you’re asking me to exe-
cute more discipline in the system and demonstrate that greater 
discipline. And yet the best way to do this would be stop. If I stop 
on the Y-Z—on the Z program right now, the Marine Corps will not 
get helicopters in 2011, they will be short of helicopters, the costs 
will unquestionably go up, but I could possibly deliver the program 
more confidently, for a known increase in cost. Or I’m faced with 
the alternative, is to stay the course and take some reasonable 
measures to demand testing and operational assessments and de-
velopmental tests that will help build my and your confidence, with 
the idea that I possibly need to go ahead and buy the Z aircraft 
for the Marine Corps’s operational need. 

I haven’t made that decision yet, but that’s a perfect example of 
the kind of decisions, where I’m trying to balance the risks and 
your request to me to execute the program with more stability and 
the warfighter’s need today in the theater. 

Ms. Schinasi: I think the Under Secretary was correct earlier 
when he said every program has its own story and it’s important 
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to recognize the story in every program. But I also think it’s impor-
tant to step back and look at what is happening across the board. 
So the question I think that’s important from the question that you 
just raised and the example that was just given is why are we in 
this position? Why are we in a place where we have to rush, where 
we have to push through, where all of a sudden it’s urgent, urgent, 
urgent, because in many cases once we say it’s urgent and we move 
forward, it takes us longer to get where we’re going anyway. 

Mr. Young: Maybe could I offer another example, because here 
we have great alignment. Another example I dealt with this year 
is the Multi-User Objective System. It’s a replacement for the UFO 
satellite. I feel like the requirements and budgeting enterprise 
should have recognized the need for that satellite earlier and budg-
eted for it. Instead, we were late to need, and they came to the ac-
quisition team and said: We need a replacement for the UFO sat-
ellites in 60 months. The Department historically had taken 78 
months to build every communications satellite. 

The program office accepted the challenge, said, we’ll try to do 
everything we can to meet the 60-month schedule. They are going 
to deliver MUOS in 77 months. So they beat the average by 1 
month. Is this viewed as program office failure? In one sense it is, 
because they never should have agreed to do it in 60 months. 

Are they the sole responsible party? Absolutely not. The pro-
gramming and requirements community could have recognized this 
need, I think, as Ms. Schinasi said, if I could borrow her words, 
and budgeted for a program that has a reasonable probability of 
succeeding to meet that schedule and budget. 

Senator AKAKA. Thank you very much, Mr. Chairman. 
Chairman LEVIN. Thank you, Senator Akaka. 
Senator McCaskill? 
Senator MCCASKILL. I have looked at the audits that were done 

by DCAA concerning Lockheed cost estimating systems and also 
the report that was issued in November of last year by the Defense 
Contract Management Agency that called Lockheed’s systems ‘‘defi-
cient to the point where the government is not obtaining useful 
program performance data to manage risks.’’ 

There is a GAO audit also that was highly critical. This is not 
a new issue. Back in 1998, the president of Lockheed Martin said: 
‘‘Our current program and functional reviews are not capable of 
providing what we need.’’ 

I understand there was a meeting in February between the Lock-
heed officials about the cost estimating system problem, and obvi-
ously this is a big, big problem, because we’re talking about the 
Joint Strike Fighter. We’re talking about almost a trillion dollars, 
and we’re basing payments on a system that all of our auditing 
agencies and management agencies are saying doesn’t work. 

Back in 2005 you withheld 2 percent of your payments to Bell 
Helicopters under a circumstance, frankly, that sounds as egre-
gious as this. Are we going to expect and are you planning on with-
holding payment from Lockheed because of the deficiencies in their 
EVMS? 

Mr. Young: Senator, you’re obviously well-informed on this. One 
thing I want to distinguish here is to make clear, the report ad-
dresses the Earned Value Management System and not the billing 
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system. So the government has valid invoices for the moneys that 
we have paid Lockheed Martin, and I’ve had this discussion with 
the CEO. We believe the money paid and the billings match. The 
translation by Lockheed Martin of invoicing and billing into an 
Earned Value Management System to assess their progress and 
their projection of future success on the program, there were flaws 
in that practice found in that report. 

We met with Lockheed, as you noted. Secretary Finley, the 
Under Secretary for Acquisition and Technology, met with them, 
highlighted the report, and then he and the Defense Contract Man-
agement Agency outlined a plan to address and remedy all these 
issues. There are 12 milestones in that plan. The first milestone’s 
been met. The other 11 are ahead of us. 

DCMA meets with Lockheed’s staff every 2 weeks to address 
progress on this, and we will withhold $10 million for every mile-
stone that is not met as we continue to progress, with the goal of 
remedying the Lockheed Earned Value Management System within 
a year. 

Senator MCCASKILL. So you’re going to withhold $10 million 
every time they don’t meet one of these. I do want to—that’s good, 
and I would love to be kept apprised of that as to how much is 
withheld and what the milestones are and what is being reached, 
because clearly this has been a continuing problem. 

I think the thing as an auditor that concerned me most is in the 
audit they also noted their control environment and accounting at 
Lockheed was inadequate. Well, when an auditor cites a control en-
vironment the sirens and bells and whistles should go off. That 
means that there is an environment where bad, bad things could 
happen if the controls are not in place and if it’s a matter of their 
accounting system. 

So I would specifically like that issue to be addressed if possible 
in a follow-up, as to how they are taking steps specifically based 
on the audit findings about their control and accounting. [The in-
formation referred to follows:] [COMMITTEE INSERT] 

Mr. Young: We’ll provide you more detail for the record or per-
sonally, or both, whichever you like. 

Senator MCCASKILL. Both would be great. Thank you so much. 
Thank you, Mr. Chairman. 
Chairman LEVIN. Thank you so much, Senator McCaskill, and 

thanks for your energy and commitment in this area. It’s abso-
lutely invaluable to us. 

I want to pursue a matter that you made reference to earlier 
today, and that’s this so-called Thunder Vision contract, which has 
come up many times now. But there’s an IG report that was issued 
in May which identified an additional seven contracts on which 
senior Air Force military officers were perceived to have used the 
powers of their position to award contracts to specific companies. 

I’m wondering, Secretary Young, whether or not you’re aware of 
that IG report and, if so, what steps you’ve taken to provide ac-
countability where you thought accountability was needed. 

Mr. Young: I’m aware of the IG report. It is working in the nor-
mal disciplinary process, first to the Air Force, and I need to see 
what actions they take. Many aspects of that report highlight an 
issue I’ve talked about around today, where I believe the report 
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cites that the acquisition team members sought to have a competi-
tion and felt like they needed standards against which to compete. 
And the report talks more about people outside the acquisition 
process seeking to exert undue influence on that process. 

Those are disciplinary matters that are not within my purview, 
but they exist. They exist in lots of different ways and manifest 
themselves with people who have authority becoming frustrated 
with an acquisition team who is explaining, we need to do this in 
a competitive manner, in an open manner, and consistent with the 
laws and regulations. We run into that challenge on a regular 
basis, Mr. Chairman. 

Chairman LEVIN. Well, I think that it’s clear to us the issue of 
accountability is critically important. Senator McCaskill this morn-
ing has highlighted it. It’s been raised also in your testimony, I 
think, Ms. Schinasi. It’s critically important. So even though this 
may not be precisely in your area of jurisdiction, would you let this 
committee know on this particular report that the Inspector Gen-
eral has issued in May as to what the outcome was relative to ac-
countability? 

Mr. Young: Yes, sir, I’d be happy to. [The information referred 
to follows:] [COMMITTEE INSERT] 

Chairman LEVIN. If there’s no other questions, we will, with 
thanks to our panel, stand adjourned. 

[Whereupon, at 11:41 a.m., the hearing was adjourned.] 
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