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DEPARTMENT OF DEFENSE BUSINESS TRANS-
FORMATION AND FINANCIAL MANAGEMENT
ACCOUNTABILITY

WEDNESDAY, NOVEMBER 9, 2005

U.S. SENATE,
SUBCOMMITTEE ON READINESS
AND MANAGEMENT SUPPORT,
COMMITTEE ON ARMED SERVICES,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:00 p.m., in room
SR-232A, Russell Senate Office Building, Senator John Ensign
(chairman of the subcommittee) presiding.

Committee members present: Senators Ensign, Thune, Akaka,
and Bayh.

Majority staff members present: William C. Greenwalt, profes-
sional staff member; Ambrose R. Hock, professional staff member;
Gregory T. Kiley, professional staff member; Thomas L. MacKenzie,
professional staff member; and Derek J. Maurer, professional staff
member.

Sl;caff assistants present: Micah H. Harris and Benjamin L.
Rubin.

Committee members’ assistants present: D’Arcy Grisier and
Alexis Bayer, assistants to Senator Ensign; Darcie Tokioka, assist-
ant to Senator Akaka; and William K. Sutey, assistant to Senator
Bill Nelson.

OPENING STATEMENT OF SENATOR JOHN ENSIGN, CHAIRMAN

Senator ENSIGN. Good afternoon.

The Readiness and Management Support Subcommittee meets
today to receive testimony on the Department of Defense’s (DOD)
business transformation and financial management efforts. We are
honored today to have with us the Under Secretary of Defense for
Acquisition, Ken Krieg; the Comptroller of the Department of De-
fense, Tina Jonas; and the Director of Information Technology for
the Government Accountability Office (GAO), Randy Hite. I wel-
come all of you.

This is the fourth hearing in the past 2 years on the business
systems and financial management of the Department of Defense
that Senator Akaka and I have held as chairman and ranking
member of this subcommittee. At the first hearing on financial
management, we committed to holding frequent hearings to gauge
the progress made. Sadly, from that first hearing to today, only
Senator Akaka and I are the same key participants. Though, to be
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fair, the Comptroller General of the United States, David Walker,
did wish to be here, but is traveling overseas. He has assured us
that he will make the next hearing on this subject.

I understand that people move on in government service and
that changeover can be a positive thing, but the continued lack of
accountability, the multiple plans for change over the years that
are never implemented, and the hundreds of millions of dollars
wasted are a disservice to the American taxpayer. They deserve
better.

Senator Akaka and I remain committed to continuing these hear-
ings, and I hope I can get the same commitment from the wit-
nesses here today.

As I said, not all change is bad. Just prior to the last hearing
in April, a new team took over primary responsibility for the De-
partment’s business transformation and financial management re-
form. The effort is now being led by Deputy Under Secretary of De-
fense Paul Brinkley and Deputy Under Secretary Tom Modly under
the direction of Secretary Krieg and Secretary Jonas.

At first, my staff and I were skeptical that this was just one
more attempt at rearranging the deck chairs on the Titanic. How-
ever, in carefully watching their progress over the past 8 months,
I am encouraged by their efforts.

On September 30, 2005, a new road map for business systems
transformation and improved financial management accountability
was delivered to Congress. The Enterprise Transition Plan contains
realistic time lines and matches plans to resources. This plan was
delivered on time, and it contains more detail and meaningful
metrics than previous efforts.

Last month a new organization was created under the Under
Secretary of Defense for Acquisition, run jointly by Mr. Brinkley
and Mr. Modly, called the Business Transformation Agency. This
agency is expected to provide consistency in DOD’s business trans-
formation efforts, minimize redundancies in its business systems,
and reduce overhead for the Department. Rather than creating a
new bureaucracy, the agency is expected to shift resources from ex-
isting business processes and system modernization into a unified,
focused organization. Mr. Brinkley and Mr. Modly are to be com-
mended for their hard work to date, and I look forward to continu-
ing the partnership with the Department and the GAO and hearing
more about the progress from our witnesses.

While progress has been made, much still needs to be done. One
area that continues to concern me is jointly managed programs—
programs shared among the individual Services. These programs
pose significant management challenges. Many of these programs
are to be directly managed by the Business Transformation Agency.
While centrally managing these programs seems to be the right di-
rection, I hope the witnesses will go into greater detail as to how
we can be assured that such joint programs are adequately man-
aged and funded.

Thank you again for taking the time to prepare written testi-
mony and to appear before the subcommittee today, as previously
agreed. We will hear opening statements from Under Secretary of
Defense for Acquisition, Secretary Krieg; and Comptroller of the
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Department Defense, Secretary Jonas; and the Director of Informa-
tion Technology for the GAO, Mr. Hite.

To our witnesses, your prepared statements will be made part of
the record. Therefore, I urge you to keep your oral statements fair-
ly short in order to allow sufficient time for questions and really
a discussion.

But first, I would like to turn to my ranking member, somebody
I have grown in admiration for in the years that we have spent to-
gether on this committee, and I really enjoy our working relation-
ship.

Senator Akaka.

STATEMENT OF SENATOR DANIEL K. AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. The feel-
ing is mutual, and I look forward to continuing to work with you
on this issue, as well as others, having to do with readiness. I have
enji)lyed working with you, and we have been working well to-
gether.

I thank you for holding these hearings on the shortcomings of the
financial management systems. This is a subject of vital impor-
tance to the Department and to this committee because without
timely, accurate financial information, our senior military and civil-
ian leaders will continue to be severely handicapped in making
day-to-day management decisions and ensuring that taxpayer dol-
lars are well spent.

Over the first 4 years of this administration, senior DOD officials
promised us that they were making a serious effort to address this
problem. Unfortunately, as we learned at last year’s hearing, de-
spite spending some $200 million on the project to transform the
Department’s business operations, the Department failed to take
even the most basic steps to rectify this problem. I remain deeply
distressed that the Department appears to have wasted the better
part of 4 years on a dead-end path that will yield no positive re-
sults for the Department or for the taxpayers. But, I look forward
w];th the chairman in trying to find solutions and to bring that
about.

I would like to note that I am also the ranking member on the
Oversight of Government Management Subcommittee where the
subcommittee’s chairman, Senator Voinovich, and I have been hold-
ing investigative hearings on DOD programs and on the GAOQO’s
high risk list, including business modernization.

Since the time of last year’s hearing, Secretary Gordon England
has brought new focus to defense management issues in his new
role as Deputy Secretary of Defense and has brought in a team to
work on fixing the Department’s business systems. This team,
under the leadership of Paul Brinkley and Tom Modly, has been a
breath of fresh air. Instead of spending millions of dollars on con-
sultants as did their predecessors, Mr. Brinkley and Mr. Modly
have started to break down the problem into manageable steps and
work their way through them.

The Business Enterprise Architecture and Transition Plan that
we received from them on September 30 is just the first step. The
GAO indicates that the Architecture and Transition Plan is still far
from complete. It only partially addresses the key requirements
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spelled out in our legislation. Months of work still lie ahead for the
Department to develop a more mature Architecture and Transition
Plan that will provide the necessary detail to address its financial
problems, and once that Architecture and Transition Plan is in
place, it will take years to implement it.

Nonetheless, this document is a step in the right direction. At
least now we appear to have a sound foundation upon which we
can start building.

I believe that the most important step Congress can take now is
to institutionalize the process that finally seems to be going in the
right direction. Too many times we have seen a new administration
come in and scrap the work of its predecessor, condemning DOD
to start from scratch. I am sure I speak for the chairman. We all
like Secretary England and believe he will do his best to improve
the management of the Department. We are pleased by what we
have seen from Mr. Brinkley and Mr. Modly. But these are individ-
uals. They are not institutions. To be successful, we need to de-
velop structures that will remain in place from one administration
to the next. That is why I believe we have done the right thing in
codifying the Defense Systems Business Management Committee.

In addition, I believe we should do what we can to institutional-
ize the new Business Transformation Agency established by the
Department last month and support the Comptroller General’s rec-
ommendation to establish a new Deputy Secretary for Management
at the Department of Defense level. The chairman has played a
huge part in bringing this about.

In this effort, the Senate yesterday agreed to an amendment of-
fered by Senator Byrd, myself, Senator Ensign, the chairman of
this subcommittee, and Senator Lautenberg calling for two feder-
ally funded research and development centers to conduct independ-
ent studies of the feasibility and advisability of establishing a Dep-
uty Secretary of Defense for Management, whose responsibility it
would be to serve as the chief management officer of the Depart-
ment of Defense.

There are some who are uncertain as to the necessity of this po-
sition, and those studies will examine the impact that creating
such a position would have on the management of the Department.
I am very pleased that the Senate has agreed to further review this
matter.

I look forward to the testimony of today’s witnesses and will con-
tinue to work with the chairman. Thank you very much, Mr. Chair-
man.

Senator ENSIGN. Thank you, Senator Akaka.

We would be pleased to receive your testimony now, Secretary
Krieg.

STATEMENT OF HON. KENNETH J. KRIEG, UNDER SECRETARY
OF DEFENSE FOR ACQUISITION, TECHNOLOGY AND LOGIS-
TICS

Mr. KRIEG. Thank you, Senator. Chairman Ensign, Senator
Akaka, Senator Bayh, thank you for the opportunity to speak to
you today about the progress with business transformation and fi-
nancial management.
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I am very proud of the progress we have made since my prede-
cessor, Mike Wynne, spoke to you all 6 months ago. On September
30, 2005, as you noted, Mr. Chairman, we published the Depart-
ment of Defense Enterprise Transition Plan and delivered it to
both the House and the Senate. This plan represents the first time
the Department has delivered a plan in layman’s terms that allows
the public to see exactly how we are investing their tax dollars to
modernize our business information operations. This plan shows
how we are supporting the warfighter while improving financial ac-
countability to the taxpayer.

Publishing this plan is the first of five key actions we have taken
to restructure the Department’s business transformation efforts
over the last 6 months. This plan tells you what we are doing. It
lays out costs, milestones, and goals for transforming the way we
do business.

On September 30, we also published our Business Architecture,
which includes data standards and business rules for the Depart-
ment. The architecture shows how we are going to begin carrying
out the plan. In other words, the two provide at least an initial
blueprint for our systems and business processes to ensure they
support the goals identified in the plan.

The third action in restructuring is the establishment of four
business systems investment review boards, each aligned to a func-
tional business mission. The investment review board reviews all
business systems investments in excess of $1 million to make sure
they are in line with our plan and the architecture. Investment re-
view is where we test our investments to ensure that they are mov-
ing us toward the goals outlined in our plan.

Our fourth action establishes accountability for successfully exe-
cuting our investment programs. As you noted, with the recent cre-
ation of the Business Transformation Agency, we have established
an accountable organization for DOD-level business systems invest-
ment. These investments in business improvements will impact the
entire Department as opposed to the specific Service or agency-
wide improvements, which are also part of the Enterprise Transi-
tion Plan. The agency creates a Department-wide accountable orga-
nization that collaborates with Services and agencies that remain
responsible for investments impacting their organizations.

I would also note that I guess we have announced that Major
General Butch Pair will join that group as a defense business sys-
tems acquisition executive, in my vernacular the sort of joint Peace
Enforcement Operation (PEO), joint program executive officer, who
is responsible for looking at those executive-wide, Department-wide
systems and development to make sure that they are being run
well by their program managers, that they meet the needs of the
various parts of the enterprise that are part of it. It is part of your
question of how we will do these joint enterprise programs better.
Butch comes to us from Transportation Command (TRANSCOM),
having been out as a combatant commander recently, so he will
have that voice of the customer as he comes in to do his job.

Finally, we come to our fifth action, enforcement. As required by
Congress in the NDAA for Fiscal Year 2005—and also a good
idea—we established the Defense Business Systems Management
Committee. Since the last report to this committee, we have fully
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exercised the committee under the leadership of Deputy Secretary
of Defense Gordon England. Once a month, we meet at the senior
management level, and so part of what is happening is the senior
management is getting engaged in this activity. It is not just an
action of staff. This committee, chaired by the Deputy Secretary
and vice chair by me in my role, was created to ensure that we
were part of the process and that we had accountability in doing
this work.

These five critical actions have been completed since our last
meeting with the subcommittee and represent, I believe, a vast im-
provement over prior efforts at managing business systems mod-
ernization and transformation.

I appreciate the continued attention and tenacity of the chairman
and ranking of this committee that you have shown to this issue.
I know that you have been frustrated by work that we have done.
However, I believe that by allowing us the time and resources to
focus and correctly position this transformation effort, we can be
positioned for success in the future. I believe your tenacity has paid
off.

But we are far from done, as you noted, and in chapter 4 of the
Enterprise Transition Plan, we begin to lay out the next steps of
activity. Much of it revolves around the challenge of implementing
programs successfully. Some of the challenge revolves around get-
ting the various integrated activities to work together. Finally,
some of the work revolves around thinking through the broad-scale
metrics that will link the various efforts together to create cus-
tomer success.

Before I close my remarks, I would like to thank my colleagues
at the GAO for their participation both in this effort and in the
broader work that we are doing in terms of the high-risk manage-
ment efforts. As Senator Akaka knows, against the high-risk issues
that are a part of the Department’s purview, we have developed a
template of work between the Department, between GAO, and be-
tween the Office of Management and Budget (OMB) to try to put
together an action plan which we are responsible for implementing,
that attempts to go and implement the kinds of changes necessary.
But the GAO has been a very supportive partner in helping us
think through that process.

Lastly I would like to note the hard work of both Paul Brinkley
and Tom Modly over the last 6 or 7 months. Often working against
great adversity, they have done great work to put us in a position
for success, and I thank them for that work.

We look forward to continuing to work on this project, to work
with the GAO and with this committee, as we move forward.
Thanks for your time, and I will be happy to take any questions
you might have.

[The prepared statement of Mr. Krieg follows:]

PREPARED STATEMENT BY HON. KENNETH J. KRIEG

Chairman Ensign, Senator Akaka, and members of the committee: Thank you for
the opportunity to appear before you today to discuss the Department’s progress in
the areas of business transformation and financial management. My primary focus
in Acquisition, Technology and Logistics (AT&L) is on the customer—the warfighter
of both today and tomorrow. Customers expect our acquisition community to deliver
the capabilities they need to defend America and its interests, not only today, but
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into the future. In doing so, we must also provide timely information and analysis
to assist Secretary Rumsfeld in his efforts to balance resources against require-
ments. As stewards of the American taxpayer, those of us in the acquisition commu-
nity have a responsibility to wisely invest and manage the hard-earned tax dollars
of our citizens to enhance and expand our national defense capability. To ensure
that the American people stay informed, we must make sure that Congress is well
informed of our efforts.

As part of our Quadrennial Defense Review (QDR), the Secretary directed General
Duncan McNabb and me to lead a review of our acquisition and other business proc-
esses to ensure they are capable of meeting customer needs. To improve our ability
to acquire capability efficiently, I have identified a number of key principles I be-
lieve we must follow:

o First, we must understand and define success in terms of the customers’
success. In other words, we must be successful in the customers eyes, not
simply our own.

e Second, we must align authority, responsibility, and accountability—all
conceived in a joint context with associated standards. This will facilitate
delegation of authority and decentralization of execution, while ensuring ac-
countability consistent with identified standards.

e Third, we must base our decisions on authoritative data captured in a
comprehensive management information approach linked not only to acqui-
sition, but also to requirements, and the Planning, Programming, Budget-
ing, and Execution system. This will help us to achieve insight and clarity,
and honestly balance risks at the portfolio level to get the best value for
the taxpayer.

e We must develop policy that allows even greater agility so we can ac-
quire, mature, transition, and field advanced technology in ever shorter
cycle times.

Finally, we must accept the fact that our acquisition environment is in constant
change and our acquisition system must also change consistent with that dynamic.
Change is not the exception; it is a constant that we must manage. History has
proven to us that those that respond to changing conditions survive and succeed and
those that don’t will inevitably fail. I am very much aware of that fundamental les-
son and will do all I can to develop an acquisition system capable of responding to
the rapidly changing world we live in. We must ensure that the Department’s busi-
ness operations must be more flexible and adaptable than ever in order to effectively
supgmﬁ our warfighters with the information and resources they need, when they
need them.

SENIOR LEADERSHIP OVERSIGHT

In February of this year, the Defense Business Systems Management Committee
(DBSMC) was established to oversee Department-wide business transformation ef-
forts. The DBSMC is chaired and actively led by the acting Deputy Secretary of De-
fense and includes senior leaders, both civilian and military, from across the Depart-
ment. I sit on this committee as the vice-chairman, and I can say to you that the
Department’s senior leadership is fully engaged in making real, measurable
progress in transforming our business operations. This committee meets to set the
business information and process priorities for the Department; it discusses and
evaluates how to organize and integrate efforts to produce results across functional
and hierarchical structures; and to review and approve investment certifications.
While much work remains to be done, the senior leadership represented on the com-
mittee is committed to ensuring that transformation of our business operations re-
mains a top priority.

In addition, I have appointed the Deputy Under Secretary of Defense for Business
Transformation who reports directly to me as the Under Secretary of Defense
(AT&L) and the Comptroller has appointed the Deputy Under Secretary of Defense
for Financial Management—who reports directly to her to serve in a joint capacity,
overseeing defense business transformation efforts on a daily basis. These key steps,
as well as the acting Deputy Secretary’s active involvement, ensure executive lead-
ership and oversight of our transformation efforts at the most senior levels of the
Department.

SIGNIFICANT PROGRESS TO DATE

This year the Department has made significant progress in the evolution of its
business transformation efforts. First, with the establishment of the Defense Busi-
ness Systems Management Committee (DBSMC), we have continual oversight of
business systems modernization efforts. Second, investment control is now exercised
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by a series of Investment Review Boards, led by the appropriate Under Secretaries
of Defense and guided by a consistent set of policies and procedures. Finally, I'm
pleased to say, that on September 30, 2005 the DBSMC delivered the Departments’
Business Enterprise Architecture v3.0, to guide and constrain business capability
development and investment, and Enterprise Transition Plan, which outlines the
Department’s priorities and initiatives supporting transformation.

To guide transformation going forward, the DBSMC established the Defense Busi-
ness Transformation Agency (BTA) to support the DBSMC and Principal Staff As-
sistants in their efforts to define Department-wide business transformation goals
and objectives. This organization includes a Defense Business Systems Acquisition
Executive (DBSAE) to manage the execution of identified programs delivering De-
partment-wide capabilities.

INVESTMENT CONTROL

Responsibility for driving business transformation decisions within the five core
business missions of the Department’s Business Mission Area is assigned to the ap-
propriate Under Secretary of Defense as Principal Staff Assistants (PSAs) to the
Secretary. The PSAs have established Investment Review Boards (IRBs) that form
the decisionmaking bodies for the Core Business Missions. Using standard proce-
dures and guidelines, and with representation from the relevant Services, defense
agencies, and combatant commands, each IRB assesses modernization investments
relative to their impact on end-to-end business process improvements supporting
warfighter needs and makes recommendations to the DBSMC for systems certifi-
cation approvals.

There are currently four IRBs, including two that I directly oversee as Under Sec-
retary of Defense (AT&L). The first combines Weapon Systems Lifecycle Manage-
ment and Materiel Supply and Services Management Mission Area Leadership in
order to ensure that, when we are reviewing business system investments that pro-
vide capabilities in areas of acquisition of weapon systems, we consider all the im-
pacts and issues across the lifecycle, and from the factory to the foxhole. The Deputy
Under Secretary of Defense for Business Transformation chairs this IRB for me, and
it includes senior leadership from my staff, the Joint Staff and the Deputy Com-
mander of United States Transportation Command (USTRANSCOM). The second
IRB under my purview is the Real Property and Installations Lifecycle Management
IRB. This IRB reviews all business systems that provide business capabilities used
to manage the Department’s Real Property and Installations. It is chaired for me
by my Deputy Under Secretary of Defense for Installations and Environment, and
membership includes the Joint Staff, Services, and the DOD CIO. The remaining
IRBs are overseen by my peers, Tina Jonas, who chairs the IRB for Financial Man-
agement and Dr. David Chu, the Under Secretary of Defense for Personnel and
Readiness, who chairs the IRB for Human Resources Management.

On June 3, 2005, the Department issued IRB policy guidance that incorporated
the National Defense Authorization Act for Fiscal Year 2005-required governance
structure and outlined standard procedures to ensure consistency and compliance.
This policy outlines a standard certification process, and provides a standard certifi-
cation template and certification criteria and reporting.

To date, the IRBs have reviewed more than 180 business systems certification
packages received from the Services, Defense Agencies, USTRANSCOM, and the
five Business Mission Areas leaders and recommended approval of those certifi-
cation requests. The investment dollars reviewed to date totals approximately $3.3
billion.

BUSINESS ENTERPRISE ARCHITECTURE/ENTERPRISE TRANSITION PLAN

With the release of the Business Enterprise Architecture v.3.0 (BEA) and the En-
terprise Transition Plan (ETP) on September 30, 2005, the Department has a clearly
defined blueprint and roadmap to guide its transformation efforts. Within both the
BEA and ETP, these efforts are focused and framed at the DOD Enterprise level
around six strategic Business Enterprise Priorities (BEPs): Personnel Visibility, Ac-
quisition Visibility, Common Supplier Engagement, Materiel Visibility, Real Prop-
erty Accountability, and Financial Visibility. These BEPs represent those areas
where increased focus will bring the most dramatic and immediate positive impact
on the Core Business Missions of the Department of Defense.

Within the overall plan, we have identified these enterprise priorities for such
measurable program and business capability deliverables spread over the next sev-
eral years. They will provide enduring improvements to the Department’s business
infrastructure, benefiting the warfighter through integration of enterprise business



9

processes, reducing system redundancies, and continuously improving financial visi-
bility.

ESTABLISHMENT OF THE BUSINESS TRANSFORMATION AGENCY

A key to success of our business transformation efforts going forward will be cen-
tralized management and coordination of the corporate level of capabilities deter-
mined to be corporate-level, while allowing freedom to manage within the Services
and Agencies.

The Acting Deputy Secretary and the Defense Business System Management
Committee approved the establishment of a defense agency to lead and coordinate
business transformation efforts across the Department of Defense (DOD).

The BTA shifts the existing resources working on business process and system
modernization into a unified, focused organization. In doing this, the Department
is encouraging further collaboration, and achieving centralized visibility to invest-
ments in DOD-wide business modernization efforts. The agency will be responsible
for supporting and integrating the work of the OSD principal staff assistants in the
areas of business process re-engineering, core business mission activities and Invest-
ment Review Board (IRB) matters, as determined by the DBSMC.

Another responsibility of the agency will be the execution of those programs that
make up the corporate level of shared services provided to the entire Department.
These programs will no longer be managed by disparate executive agents across the
Department, but by the Defense Business Systems Acquisition Executive (DBSAE)
within the agency

THE NEXT 6 MONTHS

Over the next 6 months, the central focus of the Department’s business trans-
formation efforts will be shifting towards execution and delivery. With the establish-
ment of the Business Transformation Agency and institution of the Defense Busi-
ness Systems Acquisition Executive, we will begin to focus efforts on delivering DOD
Enterprise capabilities outlined in the Enterprise Transition Plan (ETP). We will
continually monitor progress of programs and initiatives described in the ETP, look-
ing for opportunities to accelerate delivery of specific capabilities that will allow us
to affect the transformation of the Department’s business operations faster.

Additionally, in order to better gauge the success of our efforts across the Depart-
ment, we will be initiating a comprehensive metrics program. This will allow the
Department to monitor performance of how each of our end-to-end core business
missions is improving warfighter support, reducing costs, improving financial stew-
ardship, and enabling better informed decisions. This program is currently in devel-
opment and will be rolled out with the next update of the Enterprise Transition
Plan that we plan to deliver at the end of the second quarter in 2006 .

GAO CONTRIBUTIONS TO BUSINESS TRANSFORMATION

I would like to recognize the contributions made by the GAO in working with us
to identify and address many issues related to Business Transformation. The GAO
made many recommendations over the past few years regarding architecture, in-
vestment control and the governance of the Department’s business transformation
effort. We have incorporated many of these recommendations into our programs and
products and believe the vast majority of their issues are addressed in the Depart-
ment’s new Business Transformation governance and investment review structures
and newly issued Business Enterprise Architecture and Enterprise Transition Plan.
Additionally, with the establishment of the Business Transformation Agency, the
Department has taken an important step towards ensuring continuity and consist-
ency of leadership for DOD Business Transformation. We look forward to a contin-
ued, healthy dialog with the GAO.

GAO HIGH RISK AREAS WITHIN DOD

All but one of the Department’s High Risk Areas fall under my purview. The Act-
ing Deputy Secretary asked me to track the progress on each High Risk Area goal
and milestone and provide him with periodic updates on our progress. I am commit-
ted to aggressively addressing the High Risk Areas under our purview. The respec-
tive Department leads have collaborated with both the Office of Management and
Budget (OMB) and GAO staff to develop plans and identify appropriate milestones
and metrics to reduce risks in these areas critical to DOD, and I provided those to
OMB this fall. Likewise, I have committed to the acting Deputy Secretary to mon-
itor the milestones and metrics for progress for each area and will begin quarterly
review this month.
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CONCLUSION

All the progress I've just described demonstrates the level of commitment the De-
partment’s senior leadership has toward business transformation. The Department
has established clear and specific management responsibility, accountability, and
control over overall business transformation-related activities and applicable re-
sources. In addition, we have developed a clear and integrated strategic plan for
business transformation with specific goals, measures, and accountability mecha-
nisms to monitor progress, including a well-defined blueprint, our business enter-
prise architecture. We have put in place a comprehensive and integrated business
transformation plan; and are moving to centralize the people with the needed skills,
knowledge, experience, responsibility, and authority to implement the plan within
the Business Transformation Agency. The Enterprise Transition Plan documents
program and capability milestones that will measure our performance and that link
institutional, unit, and individual performance goals and expectations to promote ac-
countability for results. These actions collectively demonstrate the Department’s
commitment to Business Transformation and Business Systems Modernization.

In closing, Mr. Chairman, thank you for the opportunity to testify before the com-
mittee about our Business Transformation efforts. I would be happy to answer any
questions you and the members of the committee may have.

Senator ENSIGN. Secretary Jonas.

STATEMENT OF HON. TINA W. JONAS, UNDER SECRETARY OF
DEFENSE (COMPTROLLER)

Ms. JONAS. Sir, as you have noted, my statement is submitted for
the record, so I will try to be brief.

Under Secretary Krieg has articulated a number of things that
have already been put in place. I would like to focus a little bit on
what we are going to be doing over the next month or so that per-
tains more clearly to the financial management area and some of
the progress we have made there.

We hope next month to be submitting to you what we believe is
the third piece of this effort, which is a plan called the Financial
Improvement and Audit Readiness (FIAR) plan. Just as Tom and
Paul have done great work, sitting behind me is Terri McKay, who
is my Deputy Chief Financial Officer. She has been hard at work
with a number of other financial professionals to put this plan to-
gether.

But primarily, this will be the foundation for improved financial
management across the Department, and I have some things in the
testimony that you can look at, but let me just outline a few things
for you today.

We think that we have measurable progress already achieved by
the draft plan that we have together. We are focusing on the var-
ious financial statement line items and the 11 material weaknesses
that we have, including—for example—military equipment. This
has been a very perplexing problem. Valuation of military equip-
ment has been a longstanding issue for the Department and with
government accounting, and we have made substantial progress on
the valuation there. Fully, 96 percent of our equipment has been
valued at this point, and we expect to finish the last 4 percent this
year. So that is a significant achievement.

We are working on real property that represents 7 percent of our
assets, or $78 billion. We are also working on our Medicare Eligible
Retiree Health Care Fund liabilities and our environmental liabil-
ities. We have made great progress in those areas as well.

For example, we expect to be able to work toward an unqualified
opinion on the Medicare Eligible Health Care Fund liabilities that
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will lead us to 78 percent of our total liabilities will be unqualified.
So that would be a significant achievement, and we are working to-
ward that.

On our environmental liabilities, we have identified and esti-
mated the future cost of cleaning up to be $17.1 billion, or 27 per-
cent of the Department’s total environmental liabilities. We are
ready for auditors to verify those numbers.

We are also working with the Marine Corps. We want to use the
Marine Corps as a model as to how we might gain a better under-
standing of the challenges that are going to be involved in prepar-
ing for and auditing an entire Service.

So those are some of the things that we are doing. As I said, we
hope to have the complete plan to you next month sometime, but
this is really a third leg for us in the financial community, a very
important piece of what we need to do.

We have also been undertaking some other improvements in the
area of day-to-day operations, including pay. We have established
the Personnel Pay Council. When I visited this committee last,
there were a number of issues related to pay. The two communities
that deal with this, the financial community and the personnel and
readiness community, have gotten together and we are resolving a
number of issues there. We put in additional internal controls, and
reviewed a number of accounts, and have prevented a lot of over-
payments to date and are correcting issues related to Reserve and
mobilization issues.

So we believe we have made a lot of progress, as Ken articulated,
over the last 6 months, but we hope to continue making progress.
I just wanted to let you know what we expect to be working on in
the next 6 months.

[The prepared statement of Ms. Jonas follows:]

PREPARED STATEMENT BY HON. TINA W. JONAS

Mr. Chairman, members of the committee, thank you for the opportunity to up-
date you on the progress the Department has made in business transformation and
financial management.

I would also like to thank the members of the committee for your continued
strong support of the men and women of America’s Armed Forces and their families.

Since our last hearing on April 13, 2005, we have made clear and measurable
progress in improving the financial management of the Department of Defense.

A COMPREHENSIVE PLAN IS IN PLACE AND UNDERWAY

Today, a comprehensive plan for business transformation and financial manage-
ment improvement is in place and underway.

The plan has three major components, two of which were described in some detail
by Under Secretary of Defense Krieg. The Business Enterprise Architecture is the
blueprint that details how all of the various systems will work together. The Enter-
prise Transition Plan details how we will develop and implement new financial
management systems and standards, when systems will come on line, and how they
will talk to one another.

The Financial Improvement and Audit Readiness Plan, which I expect to provide
to you at the end of next month, takes the information related to systems and cou-
ples it with the financial improvement plans of the military Services to create a sin-
gle roadmap for financial management improvement and, ultimately, auditability.

Already, we are actively using the Financial Improvement and Audit Readiness
Plan to eliminate our financial management material weakness, and to establish
higher standards of financial discipline and control.
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THE FINANCIAL IMPROVEMENT AND AUDIT READINESS PLAN

The Financial Improvement and Audit Readiness Plan provides a foundation for
improved financial management across the entire DOD organization.
Using the Financial Improvement and Audit Readiness Plan we:

e Identify the actions necessary to resolve our financial management weak-
ness;

e QOutline the steps necessary to complete those actions; and we will

e Analyze the effects of those actions to ensure they are producing the in-
tended result.

In the near term, the Financial Improvement and Audit Readiness Plan will focus
on needed improvements in four key areas:

e Military Equipment (which represents 27 percent of all assets);

e Real Property (which represents 7 percent of all assets);

e Military Retiree Eligible Health Care Fund Liabilities (which represents
29 percent of all liabilities);

e Environmental Liabilities (which represents 4 percent of all liabilities).

Improvements in these areas will produce financial statements that more accu-
rately depict the value of our assets and liabilities. Greater accuracy, in turn, will
enable better business decisions and better support of Defense operations.

MEASURABLE PROGRESS IN ALL FOUR FOCUS AREAS

Measurable progress in all four focus areas has already been achieved—most sig-
nificantly in the area of military assets.
Military Equipment

Military equipment alone represents 27 percent of our assets. To date, we have
calculated the value of 96 percent of all military equipment programs—everything
from combat vehicles to ships to aircraft. Ninety-six percent, and we expect to com-
plete the remaining 4 percent by the end of 2005.

This is especially significant because the Department has never before had an ac-
curate valuation of its military equipment. Because of this work, we will soon have
a baseline value of one of the most important assets on our balance sheet.

Progress in the other focus areas is proceeding with the full cooperation of the
Services, whose individual improvement plans are integrated and managed through
the Financial Improvement and Audit Readiness Plan.

Real Property

Longstanding issues regarding the best way to value real property assets have
now been resolved, and the process of identifying and accurately reporting the value
of real property assets is now moving forward. We have defined key milestones for
establishing the value of real property assets, as well as the actions that must be
taken throughout the Department to achieve an accurate picture of this category of
assets.

Military Retiree Eligible Health Care Fund Liabilities

We have now received a qualified audit opinion on Military Retiree Eligible
Health Care Fund liabilities for the third year in a row. We established procedures
to reconcile outstanding issues, and defined timelines for implementing those proce-
dures throughout the Department. Once those improvements are validated, we will
have an unqualified opinion on 78 percent of our total liabilities.

As with military assets, a more accurate picture of liabilities also enables better
business decisions, and better support of defense operations.

Environmental Liabilities

Environmental liabilities are the next largest liability after Military Retiree Eligi-
ble Health Care Fund liabilities. Environmental liabilities are the costs we expect
to pay in the future to clean up or dispose of hazardous materials. Without an accu-
rate estimate of future costs, it is difficult to calculate the amount of funding re-
quired to meet our clean up responsibilities.

We continue to make steady progress in both identifying and estimating the fu-
ture cost of DOD’s environmental liabilities. We are now ready for audit verification
of $17.1 billion or 27 percent of the Department’s total environmental liabilities, and
we continue to make steady progress on estimating the cost of the rest.

Preparing the Way for Audits of the Military Services

In addition to the four focus areas, another near-term objective of the Financial
Improvement and Audit Readiness Plan is achieving a sustainable clean audit opin-



13

ion for the Marine Corps. To achieve this goal we are focusing on all of the balance
sheet items in the Marine Corps, using the Corps as a crucible for gaining a better
understanding of the challenges involved in preparing for, and auditing, an entire
military service.

To help us reach this goal, the Marine Corps has already eliminated more than
600 different business processes, and replaced them with one standardized set of 57
business processes—thereby greatly simplifying day-to-day financial management
operations.

These three major components—the Business Enterprise Architecture, the Enter-
prise Transition Plan, and the Financial Improvement and Audit Readiness plan—
put us firmly on the path to business transformation and improved financial man-
agement.

IMPROVEMENTS IN DAY-TO-DAY FINANCIAL MANAGEMENT

While we are working on near- and long-term solutions, we are also solving day-
to-day problems that cannot wait. For example, military pay.

Personnel and Pay Council

We established the Personnel and Pay Council to help eliminate problems and
delays in resolving pay issues.

Composed of senior executives from Offices of Personnel and Readiness and
Comptroller at the Deputy Under Secretary level, the Council provides a forum for
resolving policy or procedural issues.

Improper Vendor Payments

The Department has also aggressively addressed the problem of improper vendor
payments. Application of a DFAS-Internal Review process allowed us to recoup $119
million in duplicate payments in fiscal year 2003, and $30 million in fiscal year
2004. Fiscal year 2005 data is currently being compiled.

Military Pay
In addition,

e We trained and certified technicians at all 26 mobilization sites to handle
war-time pay issues for mobilized Guard and Reserve members.

o We automated the way records are updated to reduce human error, and
instituted a process to review the accuracy of records on a regular basis.
e We trained the finance teams that regularly assist finance personnel in
theater. Reserve and Guard Finance units are now fully trained before they
deploy.

o We also regularly sent teams to military hospitals to ensure wounded sol-
diers do not face hardships related to pay or government debt.

e We monitor wounded soldiers to ensure they receive the right pay and
entitlements, and

o We have suspended the automated collection of debts of wounded soldiers
until a case-by-case review can be conducted by their Service.

As a result of the Army’s improvements, $2.8 million in entitlement overpayments
were prevented, and over 1,700 pay accounts were corrected prior to the mobiliza-
tion or demobilization of Guard and Reserve members to ensure that errors in per-
sonnel processing did not adversely impact actual pay.

Steady Progress

The results of these, and many other dedicated efforts to improve DOD financial
management practices, have borne fruit over the past 6 months and, cumulatively,
over the past 4 to 5 years. Much of this progress is the result of a more disciplined
approach to good business practices.

Over the past 6 months, I believe we have made solid progress in advancing our
business transformation goals. As we continue down this road, I have no doubt that
more improvement will follow. We look forward to reporting our progress in the
coming months.

Mr. Chairman, I thank you for the opportunity to discuss our progress in financial
management, and on behalf of the Department of Defense, I thank the committee
for its support.

Senator ENSIGN. Mr. Hite.
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STATEMENT OF RANDOLPH C. HITE, DIRECTOR OF INFORMA-
TION TECHNOLOGY, ARCHITECTURE AND SYSTEM ISSUES,
GOVERNMENT ACCOUNTABILITY OFFICE

Mr. HITE. Thank you, Mr. Chairman. It is a pleasure to be here
today to discuss DOD’s efforts to comply with the National Defense
Authorization Act for Fiscal Year 2005 and other matters relating
to business systems modernization and overall business trans-
formation.

Before I summarize my statement, I would like to pass along
Comptroller General Walker’s personal regrets for not being able to
be here today. He very much wanted to. He had a commitment out-
side the country that he could not change.

But let me start by saying what the Comptroller General has
stated many times, that DOD maintains unparalleled military ca-
pabilities. However, the Department has a long way to go before its
business operations are on par with its warfighting operations.

Almost 15 years ago, we first designated certain key DOD busi-
ness areas as high-risk, and since then, we have added other areas
to this list, to the point where today the Department is either fully
or partially responsible for 14 out of the 25 high-risk areas we have
across the Federal Government.

The need to overhaul the Department’s business operations and
systems has long been recognized, and prior administrations have
tried in vain to do so. In 2001, Secretary Rumsfeld launched the
latest attempt, stating that successful improvements in this area
could save the Department 5 percent of its annual budget, and for
fiscal year 2006, that would be about $21 billion. At that time, the
Secretary established the Business Management Modernization
Program (BMMP), and since then we have issued a series of re-
ports, testified many times on this program and weaknesses associ-
ated with it, and we have made a number of recommendations. Our
most recent reports, which we issued around the time of this last
hearing, were quite critical of the program at that time, observing
that after investing about 4 years and $318 million on BMMP, the
Department had very little show for it.

So where is the DOD today with respect to business systems
modernization and its more broad-based business transformation
gfforgs? Has the Department made progress? What remains to be

one’

As requested, my statement will address these questions by fo-
cusing on three issues: first, whether the Department has satisfied
the business systems modernization management requirements
that are in the National Defense Authorization Act; second, wheth-
er the Department’s newly established Business Transformation
Agency (BTA) can help in modernizing the Department’s business
systems and operations; and third, whether the Department’s ef-
forts, relative to the act’s requirements and this new agency, fill
two overall business transformation needs that we have identified,
those being the need for an integrated, strategic business trans-
formation plan and the need for a chief management official.

With respect to the first issue, let me preface my remarks by say-
ing that my observations are based on our ongoing work. Neverthe-
less, having said that, I would submit that DOD has made more
progress since the fiscal year 2005 act’s passage than they had
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made in the prior 4 years combined. Six months ago, I would have
described where the Department stood on this front as largely an
empty glass, but today the glass could be described as half full.

To illustrate, we reported that the version of the Business Enter-
prise Architecture (BEA) that existed 6 months ago was poorly de-
veloped and had little, if any, utility. We reported at that time that
the Department did not even have a transition plan for implement-
ing its target architectural environment. In contrast, the latest ver-
sion of the BEA and the accompanying transition plan, while not
yet sufficiently complete on several fronts, such as with respect to
the BEA’s integration and alignment with the military service and
defense agency architectures, is nevertheless a good start and a
reasonable foundation upon which to build.

Similarly, 6 months ago, a corporate portfolio-based investment
decision-making process was not in place, and today one has large-
ly been established, although how effective this approach will ulti-
mately be will depend on several important factors, such as the de-
gree to which the military services and the defense agencies adopt
this approach and the extent to which it is actually implemented
on each and every business system investment.

With respect to the second issue concerning the new BTA, let me
first say that the name is a misnomer. The agency’s immediate
focus is on business systems modernization and not overall busi-
ness transformation. In this regard, I believe that the BTA offers
potential benefits if it is, among other things, properly organized,
resourced, and empowered. While doing so for any new agency is
a challenge, making it happen for the BTA by November 21, 2005,
which is the date that DOD has committed to, is a challenge that
will take more than the next 11 days to pull off.

Other challenges to realizing this potential include making sure
that it has the authority commensurate with its responsibilities rel-
ative to system investments that are controlled by military services
and defense agencies and making sure that the agency’s relation-
ship with key system modernization players, such as the DOD chief
information officer and the Defense Information Systems Agency,
are clearly defined.

With respect to the third issue concerning the Department’s over-
all business transformation efforts, I would first say that the De-
partment’s leadership has clearly shown commitment to addressing
the business transformation challenges it faces, and it has taken
various steps toward this end. However, I would also reiterate two
critical steps that Comptroller General Walker has said the De-
partment needs to take, namely having a strategic plan for busi-
ness transformation that serves to integrate the many people, proc-
ess, and technology transformation activities going on and planned
across the Department and establishing a chief management offi-
cial (CMO) to provide focused, sustained leadership to the business
transformation over a 7-year period. Neither the modernization
management actions taken in response to the National Defense Au-
thorization Act for Fiscal Year 2005 or the newly defined and es-
tablished BTA satisfy those needs.

In closing, let me commend the subcommittee for its active role
in DOD’s transformation efforts through both its legislative initia-
tives and its regular oversight of these. Further, let me say that
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this transformation will require at least 5 to 7 years to achieve.
Under the hands-on leadership of the acting Deputy Secretary,
Gordon England, DOD has recently begun taking some positive
steps in this direction, particularly with respect to business sys-
tems modernization. However, I would describe DOD at this junc-
ture as being in the first few miles of a business transformation
marathon, meeting its considerable people, process, and technology
change to effect before it will complete the race.

To assist the Department as it moves forward, we encourage it
to fully implement the recommendations that we have made, and
we pledge to continue working constructively with the Department
to make this happen.

Mr. Chairman, members of the subcommittee, this concludes my
itatement. I would be happy to answer any questions you may

ave.

[The prepared statement of Mr. Hite follows:]

PREPARED STATEMENT BY RANDOLPH C. HITE

Mr. Chairman and members of the subcommittee: I appreciate the opportunity to
be here today to discuss business systems modernization and overall business trans-
formation at the Department of Defense (DOD)—two areas that are on our high-
risk list of Federal programs and activities that are at risk of waste, fraud, abuse,
or mismanagement and in need of broad-based transformation.! At the onset, I
would like to pass on Comptroller General Walker’s gratitude to this subcommittee
for your continued oversight of key government operations and management issues,
including DOD’s business transformation activities. The active role of this sub-
committee is essential to ultimately assuring DOD’s continued progress in business
transformation, while enhancing public confidence in DOD’s stewardship of the hun-
dreds of billions of taxpayer funds it receives each year.

Given its size and mission, DOD is one of the largest and most complex organiza-
tions to effectively manage in the world. While DOD maintains military forces with
significant capabilities, it continues to confront pervasive, decades-old management
problems related to its business operations, including outdated and ineffective sys-
tems and processes that support these forces. At a time when DOD is challenged
to maintain a high level of military operations while competing for resources in an
increasingly fiscally constrained environment, DOD’s business area weaknesses con-
tinue to result in reduced efficiencies and effectiveness that waste billions of dollars
every year. Of the 25 areas on our 2005 high-risk list, 8 are DOD programs or oper-
ations and 6 are government-wide high-risk areas for which DOD shares some re-
sponsibility. These areas touch on all of DOD’s major business operations. In some
cases, such as DOD’s financial management, weapons acquisition, and business sys-
tems modernization areas, we have been highlighting high-risk challenges for a dec-
ade or more.

This year we added DOD’s overall approach to business transformation to our list
of high-risk areas because (1) DOD’s business improvement initiatives and control
over resources are fragmented; (2) DOD lacks a clear and integrated business trans-
formation plan and investment strategy; and (3) DOD has not designated an appro-
priate level senior management official—such as a chief management official
(CMO)—with the authority to be responsible and accountable for overall business
transformation reform and related resources. In particular, GAO has suggested the
need for a chief management official2 to provide the sustained top-level leadership
and accountability needed by DOD to better leverage plans, processes, systems, peo-
ple and tools to achieve the needed transformation.

Many past administrations have tried to address the deficiencies we have identi-
fied at DOD, with the latest attempt being launched in 2001 when Secretary Rums-
feld outlined a vision for transforming the department that called for dramatic
changes in management, technology, and business practices. At that time, the Sec-
retary established the Business Management Modernization Program (BMMP) to ef-
fect this change. Since then, we have reported a litany of program weaknesses and

1GAO, High-Risk Series: An Update, GAO-05-207 (Washington, DC: January 2005).
28.780, 109th Cong., 1st Sess. introduced in the U.S. Senate on April 15, 2005, would create
a statutory Chief Management Officer.
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made scores of recommendations. Our latest reports on this program, which were
issued about the same time as this subcommittee’s last oversight hearing in April
2005 on DOD business transformation and financial accountability, were quite criti-
cal of the program, observing that after investing about 4 years and $318 million
on the BMMP, the department had made very little progress.

To its credit, Congress, and this subcommittee in particular, has become increas-
ingly focused on improving DOD’s business operations by holding several oversight
hearings, such as this one, and enacting legislation. The recent requirements in the
Ronald W. Reagan National Defense Authorization Act for Fiscal Year 2005 aimed
at strengthening DOD’s management of its business systems modernization ef-
forts—developing a business enterprise architecture and transition plan, and estab-
lishing system investment management structures and processes—are particularly
important ingredients to addressing DOD’s business systems modernization high-
risk area. The act requires GAO to review and report on this transition plan within
60 days of its approval by the Secretary of Defense.

Senior administration leaders and advisors—including the Secretary of Defense,
the acting Deputy Secretary of Defense, the Deputy Director of the Office of Man-
agement and Budget (OMB), various senior level officials, and members of the De-
fense Business Board—have demonstrated a commitment to addressing DOD’s busi-
ness management weaknesses. OMB and DOD are working together to develop a
plan to improve supply chain management that could place the department on the
path toward removal of this area from our high-risk list. For example, OMB and
DOD are also consulting GAO as they develop action plans for other high-risk areas
as well as a business architecture and related enterprise transition plan. Further,
DOD has taken actions intended to comply with the act by establishing system in-
vestment review structures and processes, and it has also established a Business
Transformation Agency to bring increased management focus to its business sys-
tems modernization area.

Today, I would like to provide our preliminary perspectives on (1) DOD’s efforts
to satisfy the business systems modernization requirements in the National Defense
Authorization Act for Fiscal Year 2005; (2) the Business Transformation Agency’s
potential to help strengthen business systems modernization; and (3) whether DOD
efforts to establish management structures and its business enterprise transition
plan provide the leadership and planning needed to effect business transformation.

My statement is based upon our ongoing assessment of DOD’s efforts to comply
with the 2005 defense authorization act, as required under the act. As such, the
statement provides our preliminary views on DOD’s efforts. It is also based on our
analysis of DOD’s enterprise transition plan relative to our published work on suc-
cessful organizational transformation efforts and each of DOD’s high risk areas, as
well as analysis of DOD’s directives establishing the Defense Business Trans-
formation Agency, our previous reports and testimonies, and discussions with DOD
senior executives. Our work was performed in accordance with U.S. generally ac-
cepted government auditing standards.

SUMMARY

In summary, let me reiterate what Comptroller General Walker has stated on
many occasions—transforming the department’s business operations is an absolute
necessity given the long-term fiscal outlook, and accomplishing this transformation
will require sustained and persistent leadership for at least 5 to 7 years. The de-
partment, under the leadership of Acting Deputy Secretary England, recently began
taking some positive steps in this direction, particularly with respect to the business
systems modernization management changes called for in the National Defense Au-
thorization Act for Fiscal Year 2005, as well as with certain other DOD high-risk
areas. As of today, our preliminary work suggests that progress has been made in
complying with the provisions in the act, but more needs to be done. DOD agrees,
and it intends to do more. With respect to DOD’s compliance with the authorization
act’s requirements, we will be issuing a full report to this and other defense congres-
sional committees by November 25, 2005.

In addition, DOD’s Business Transformation Agency offers potential benefits rel-
ative to the department’s business systems modernization efforts if the agency can
be properly organized, resource, and empowered to effectively execute its roles and
responsibilities and is held accountable for doing so. The agency faces several chal-
lenges, including standing up a functioning acquisition organization within a short
period of time. As DOD moves forward with implementing this agency, it will be
important for it to address these issues.

Furthermore, DOD has taken several actions intended to advance transformation,
such as establishing management structures like the Business Transformation
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Agency, and developing the enterprise transition plan. While these steps are posi-
tive, their primary focus appears to be on business system modernization. Business
transformation is much broader and encompasses planning, management, struc-
tures, and processes related to all key business areas. As DOD continues to evolve
its transformation efforts, critical to successful reform are sustained leadership,
structures, and a clear strategic and integrated plan that encompass all major busi-
ness areas. We, therefore, continue to believe that a CMO position along with an
integrated strategic plan for the overall business transformation effort, remain es-
sential ingredients for better ensuring that overall business transformation is suc-
cessfully implemented and sustained.

BACKGROUND

DOD is one of the largest and most complex organizations in the world to manage
effectively. While DOD maintains military forces with unparalleled capabilities, it
continues to confront pervasive, decades-old management problems related to its
business operations—which include outdated systems and processes—that support
these forces. These management weaknesses cut across all of DOD’s major business
areas, such as human capital management; the personnel security clearance pro-
gram; support infrastructure management; financial management; weapon systems
acquisition; contract management; supply chain management; and last, but not
least, business systems modernization. All of these DOD areas are on our high-risk
list.

For years, DOD has attempted to modernize its business systems, and we have
provided numerous recommendations to help guide its efforts, including a set of rec-
ommendations to help DOD develop and implement an enterprise architecture (or
modernization blueprint) and establish effective management controls. To achieve
successful transformation, we have also recommended the need for a CMO, and a
strategic integrated action plan for the overall business transformation effort.

Enterprise Architecture and Information Technology Investment Management Are
Critical to Achieving Successful Systems Modernization

Effective use of an enterprise architecture, or modernization blueprint, is a hall-
mark of successful public and private organizations. For more than a decade, we
have promoted the use of architectures to guide and constrain systems moderniza-
tion, recognizing them as a crucial means to a challenging goal: agency operational
structures that are optimally defined in both the business and technological environ-
ments. Congress has also recognized the importance of an architecture-centric ap-
proach to modernization: the E-Government Act of 20023 for example, requires
OMB to oversee the development of enterprise architectures within and across agen-
cies.

In brief, an enterprise architecture provides a clear and comprehensive picture of
an entity, whether it is an organization (e.g., a Federal department) or a functional
or mission area that cuts across more than one organization (e.g., financial manage-
ment). This picture consists of snapshots of both the enterprise’s current or “As Is”
environment and its target or “To Be” environment. These snapshots consist of
“views,” which are one or more architecture products (models, diagrams, matrices,
text, etc.) that provide logical or technical representations of the enterprise. The ar-
chitecture also includes a transition or sequencing plan, based on an analysis of the
gaps between the “As Is” and “To Be” environments; this plan provides a temporal
roadmap for moving between the two that incorporates such considerations as tech-
nology opportunities, marketplace trends, fiscal and budgetary constraints, institu-
tional system development and acquisition capabilities, the dependencies and life
expectancies of both new and “legacy” (existing) systems, and the projected value
of competing investments. Our experience with Federal agencies has shown that in-
vesting in information technology (IT) without defining these investments in the
context of an architecture often results in systems that are duplicative, not well in-
tegrated, and unnecessarily costly to maintain and interface.4

A corporate approach to IT investment management is also characteristic of suc-
cessful public and private organizations. Recognizing this, Congress developed and

3The E-Government Act of 2002, Pub. L. No. 107-347, § 101(a), 116 Stat. 2899, 2903-05, (Dec.
17, 2002), Sec 44 U.S.C. §3602 (e), (f).

4See, for example, GAO, Homeland Security: Efforts Under Way to Develop Enterprise Archi-
tecture, but Much Work Remains, GAO-04-777 (Washington, DC: Aug. 6, 2004); DOD Business
Systems Modernization: Limited Progress in Development of Business Enterprise Architecture
and Oversight of Information Technology Investments, GAO-04-731R (Washington, DC: May
17, 2004); and Information Technology: Architecture Needed to Guide NASA’s Financial Man-
agement Modernization, GAO-04—43 (Washington, DC: Nov. 21, 2003).



19

enacted the Clinger-Cohen Act in 1996,5 which requires OMB to establish processes
to analyze, track, and evaluate the risks and results of major capital investments
in information systems made by executive agencies.® In response to the Clinger-
Cohen Act and other statutes, OMB developed policy for planning, budgeting, acqui-
sition, and management of Federal capital assets and issued guidance.” We have
also issued guidance in this area,® in the form of a framework that lays out a coher-
ent collection of key practices that, when implemented in a coordinated manner, can
lead an agency through a robust set of analyses and decision points that support
effective IT investment management. This framework defines institutional struc-
tures, such as investment review boards, and associated processes, such as common
investment criteria. Further, our investment management framework recognizes the
importance of an enterprise architecture as a critical frame of reference for organi-
zations making IT investment decisions: specifically, it states that only investments
that move the organization toward its target architecture, as defined by its sequenc-
ing plan, should be approved (unless a waiver is provided or a decision is made to
modify the architecture). Moreover, it states that an organization’s policies and pro-
cedures should describe the relationship between its architecture and its investment
decisionmaking authority. Our experience has shown that mature and effective
management of IT investments can vastly improve government performance and ac-
countability, and can help to avoid wasteful IT spending and lost opportunities for
improvements.

Recent Reviews of DOD’s Business System Modernization Efforts Have Raised Con-
cerns

Since 2001, we have regularly reported® on DOD’s efforts to (among other things)
develop an architecture and to establish and implement effective investment man-
agement structures and processes. Our reports have continued to raise concerns
about the department’s architecture program, the quality of the architecture and the
transition plan, and the lack of an investment management structure and controls
to implement the architecture. Our most recent reports, which were issued in the
third and fourth quarters of fiscal year 2005,1° made the following points:

e DOD had not established effective structures and processes for managing
the development of its architecture.

e DOD had not developed a well-defined architecture. The products that it
had produced did not provide sufficient content and utility to effectively
guide and constrain ongoing and planned system investments.

e DOD had not developed a plan for transitioning from the “As Is” to the
“To Be” architectures.

e DOD did not have an effective department-wide management structure
for controlling its business investments.

e DOD had not established common investment criteria for system reviews.

5The Clinger-Cohen Act of 1996, 40 U.S.C. sections 11101-11704. This act expanded the re-
sponsibilities of OMB and the agencies that had been set under the Paperwork Reduction Act,
which requires that agencies engage in capital planning and performance and results-based
management. 44 U.S.C. §3504(a)(1)(B)(vi) (OMB); 44 U.S.C. § 3506(h)(5) (agencies)

6We have made recommendations to improve OMB’s process for monitoring high-risk IT in-
vestments; see GAO, Information Technology: OMB Can Make More Effective Use of Its Invest-
ment Reviews, GAO-05-276 (Washington, DC: Apr. 15, 2005).

7This policy is set forth and guidance is provided in OMB Circular No. A-11 (section 300)
and in OMB’s Capital Programming Guide, which directs agencies to develop, implement, and
use a capital programming process to build their capital asset portfolios.

8 GAO, Information Technology Investment Management: A Framework for Assessing and Im-
proving Process Maturity, GAO-04-394G (Washington, DC: March 2004).

9 GAO, Information Technology: Architecture Needed to Guide Modernization of DOD’s Finan-
cial Operations, GAO-01-525 (Washington, DC: May 17, 2001); DOD Business Systems Mod-
ernization: Improvements to Enterprise Architecture Development and Implementation Efforts
Needed, GAO-03-458 (Washington, DC: Feb. 28, 2003); Information Technology: Observations
on Department of Defense’s Draft Enterprise Architecture, GAO-03-571R (Washington, DC:
Mar. 28, 2003); Business Systems Modernization: Summary of GAO’s Assessment of the Depart-
ment of Defense’s Initial Business Enterprise Architecture, GAO-03-877R (Washington, DC:
July 7, 2003); DOD Business Systems Modernization: Important Progress Made to Develop Busi-
ness Enterprise Architecture, but Much Work Remains, GAO-03-1018 (Washington, DC: Sept.
19, 2003); DOD Business Systems Modernization: Limited Progress in Development of Business
Enterprise Architecture and Oversight of Information Technology Investments, GAO-04-731R
(Washington, DC: May 17, 2004).

10GAO, DOD Business Systems Modernization: Billions Being Invested without Adequate
Oversight, GAO-05-381 (Washington, DC: Apr. 29, 2005); DOD Business Systems Moderniza-
tion: Longstanding Weaknesses in Enterprise Architecture Development Need to Be Addressed,
GAO-05-702 (Washington, DC: July 22, 2005).
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e DOD had not included all reported systems in its fiscal year 2005 IT
budget request.

e The Under Secretary of Defense (Comptroller) had not certified all sys-
tems investments with reported obligations exceeding $1 million, as re-
quired by the National Defense Authorization Act for Fiscal Year 2003.11

Our recommendations to DOD provide a comprehensive roadmap for addressing
these problems. DOD has largely agreed with the recommendations and as we re-
cently reported, has defined a framework intended to do so.

Successful Business Transformation Requires Sound Strategic Planning and Sus-
tained Leadership

In testimony before this subcommittee earlier this year, Comptroller General
Walker emphasized that there are three key elements that DOD must incorporate
into its business transformation efforts to successfully address its systemic business
challenges.12 First, these efforts must include an integrated strategic business
transformation plan, including an enterprise architecture to guide and constrain im-
plementation of such a plan. Second, control of system investments is crucial for
successful business transformation. Finally, a CMO is essential for providing the
sustained leadership needed to achieve a successful and lasting transformation ef-
fort. The CMO would not assume the day-to-day management responsibilities of
other DOD officials nor represent an additional hierarchical layer of management
but would lead DOD’s overall business transformation efforts. Additionally, a 7-year
term would also enable the CMO to work with DOD leadership across administra-
tions to sustain the overall business transformation effort.

DOD’S EFFORTS TO COMPLY WITH NATIONAL DEFENSE AUTHORIZATION ACT FOR FISCAL
YEAR 2005 INDICATE PROGRESS AND A FOUNDATION UPON WHICH TO BUILD

As defined in section 332 of the National Defense Authorization Act for Fiscal
Year 2005,13 DOD is required to satisfy several conditions relative to its approach
to managing its business systems modernization program. Generally speaking, DOD
is required to do the following:

1. By September 30, 2005, develop a business enterprise architecture that meets
certain requirements.

2. By September 30, 2005, develop a transition plan for implementing the archi-
tecture that meets certain requirements.

3. Identify each defense business system proposed for funding in the budget sub-
missions for fiscal year 2006 and subsequent years, and for each system, among
other things, identify whether funding is for current services or business systems
modernization.

4. Take a number of actions regarding the review and approval of investments,
including delegating responsibility for business system review and decisionmaking
to designated approval authorities,’4 establishing investment review boards and
supporting process that employ common steps and criteria, and obligating funds for
Defense Business System Modernizations after October 1, 2005, only for systems
that have been certified and approved.

The act also requires us to assess DOD’s efforts to comply with the act within 60
days after approval of the business enterprise architecture and transition plan. On
September 28, 2005, the acting Deputy Secretary of Defense approved Version 3.0
of the business enterprise architecture and approved the associated enterprise tran-
sition plan. Accordingly, we are currently in the process of conducting our assess-
ment, and we plan by November 25, 2005, to issue a report containing the results
of our assessment to defense congressional committees, as specified in the act. As
agreed, this statement contains only preliminary observations based on our ongoing
work, meaning that these observations may change as we conclude our ongoing as-
sessment.

11Bob Stump National Defense Authorization Act for Fiscal Year 2003, Pub. L. No. 107-314,
§1004, 116 Stat. 2458, 2629-2631 (Dec. 2, 2002).

12See GAO, Defense Management: Key Elements Needed to Successfully Transform DOD
Business Operations, GAO-05-629T (Washington, DC: Apr. 28, 2005).

13Ronald W. Reagan National Defense Authorization Act for Fiscal Year 2005, Pub. L. No.
108-375, §332, 118 Stat. 1811, 1851-1856 (Oct. 28, 2004) (codified in part at 10 U.S.C. §2222).

14 Approval authorities include the Under Secretary of Defense for Acquisition, Technology,
and Logistics; the Under Secretary of Defense (Comptroller); the Under Secretary of Defense for
Personnel and Readiness; and the Assistant Secretary of Defense for Networks and Information
Integration/Chief Information Officer of the Department of Defense. These approval authorities
are responsible for the review, approval, and oversight of business systems and must establish
investment review processes for systems under their cognizance.
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For purposes of this statement, we have grouped the act’s requirements, and our
preliminary observations, into four categories: business enterprise architecture, en-
terprise transition plan, fiscal year 2006 budget submission, and investment review
and approval.

Business Enterprise Architecture Requirements

The act requires that DOD develop, by September 30, 2005,15 a business enter-
prise architecture. According to the act, this architecture must satisfy three major
requirements:

1. Include an information infrastructure that, at a minimum, would enable DOD
to

e comply with all Federal accounting, financial management, and reporting
requirements;

e routinely produce timely, accurate, and reliable financial information for
management purposes;

e integrate budget, accounting, and program information and systems; and
e provide for the systematic measurement of performance, including the
ability to produce timely, relevant, and reliable cost information.

2. Include policies, procedures, data standards, and system interface requirements
that are to be applied uniformly throughout the department.

3. Be consistent with OMB policies and procedures. According to DOD, this ver-
sion is intended to provide a blueprint to help ensure near-term delivery of needed
capabilities, resources, and materiel to the warfighter. To do so, this version focused
on six Business Enterprise Priorities (see table 1), which DOD states are short-term
objectives to achieve immediate results. According to the department, these prior-
ities will evolve and expand in future versions of the architecture.

TABLE 1: BUSINESS ENTERPRISE PRIORITIES

Business Enterprise Priority Description
Personnel Visibility ........ccccoo...... Providing access to reliable, timely, and accurate personnel information for warfighter
mission planning.
Acquisition Visibility ...........coo..... Providing transparency and access to acquisition information that is critical to support-

ing life-cycle management of the department’s processes for delivering weapon sys-
tems and automated information systems.

Common Supplier Engagement .. | Aligning and integrating policies, processes, data, technology, and people to simplify and
standardize the methods that DOD uses to interact with commercial and government

suppliers.
Materiel Visibility .......cccccoovunne. Improving supply chain performance.
Real Property Accountability ...... Acquiring access to real-time information on DOD real property assets.
Financial Visibility .........ccccoovune... Providing immediate access to accurate and reliable financial information that will en-

hance efficient and effective decisionmaking.

Source: DOD.

In addition to focusing version 3.0 on these priorities, according to DOD, the de-
partment also limited the extent to which the architecture was to address each pri-
ority, focusing on four questions:

e Who are our people, what are their skills, and where are they located?
e Who are our industry partners, and what is the state of our relationship
with them?

o What assets are we providing to support the warfighter, and where are
these assets deployed?

e How are we investing our funds to best enable the warfighting mission?

To produce a version of the architecture within the above scope, DOD created 12
of the 23 recommended products included in the DOD Architecture Framework—the
structural guide that the department has established for developing an architec-
ture.16 These 12 products included all 7 products that the framework designates as

15Ronald W. Reagan National Defense Authorization Act for Fiscal Year 2005, Pub. L. No.
108-375, §332, 118 Stat. 1811, 1851-1856 (Oct. 28, 2004) (codified in part at 10 U.S.C. §2222).

16 The Department of Defense Architecture Framework recommends that the architecture in-
clude 23 of the 26 possible architecture products to meet the department’s stated intention to
use the architecture as the basis for department-wide business and systems modernization.
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essential.1?” For example, one essential product is the Operational Node Connectivity
Description, which is a graphic showing “operational nodes” (organizations) and in-
cluding a depiction of each node’s information exchange needs.

Our preliminary work suggests that Version 3.0 of DOD’s business enterprise ar-
chitecture may partially satisfy the major conditions specified in the act. For exam-
ple, Version 3.0 could enable DOD’s compliance with many but not all Federal ac-
counting, financial management, and reporting requirements. To this end, the archi-
tecture includes the Standard Financial Information Structure (SFIS) and the
Standard Accounting Classification Structure (SACS), which together could allow
DOD to standardize financial data elements necessary to support budgeting, ac-
counting, cost/performance management, and external reporting. Both SFIS and
SACS are based upon mandated requirements defined by external regulatory enti-
ties, such as the Treasury, OMB, the Federal Accounting Standards Advisory Board,
and the Joint Financial Management Improvement Program.18 Moreover, SFIS has
in turn been used to develop and incorporate business rules in the architecture for
such areas as managerial cost accounting, general ledger, and federally owned prop-
erty. Business rules are important because they explicitly translate important busi-
ness policies and procedures into specific and unambiguous rules that govern what
can and cannot be done.

However, it is not apparent that the architecture provides for compliance with all
Federal accounting, financial, and reporting requirements. For example, it may not
contain the information needed to achieve compliance with the Treasury’s United
States Standard General Ledger 19 or a strategy for achieving this compliance.

As another example, Version 3.0 may partially enable DOD to produce timely, ac-
curate, and reliable financial information for management purposes. Specifically, ac-
cording to the architecture financial information is to be produced through (1) SFIS,
which can support data accuracy, reliability, and integrity requirements for budget-
ing, financial accounting, cost and performance management and external reporting
across DOD, and (2) a “Manage Business Enterprise Reporting” system function,
which is intended to support the reporting of financial management and program
performance information, including agency financial statements.

However, timely, accurate, and reliable information depends, in part, on using
standard definitions of key terms, which the architecture does not appear to include
in all cases. For example, in Version 3.0 of the architecture, terms such as “balance
forwarded” and “receipt balances” were not defined in the integrated dictionary al-
though these terms were used in process descriptions. In the absence of standard-
ized definitions, components (military services, defense agencies, and field activities)
may use terms and definitions that a locally meaningful but which cannot be reli-
ably and accurately aggregated to permit DOD-wide visibility, which is critical to
achieving DOD’s stated business enterprise priorities. This inability to aggregate
has historically required DOD to create information for management purposes using
inefficient methods, such as data calls and data conversions, that have limited the
information’s reliability and timeliness.

Our preliminary work also suggests that Version 3.0 may partially satisfy the
act’s requirement that it be consistent with OMB policies and procedures. For exam-
ple, Version 3.0 appears to include information flows and relationships, as required
by OMB guidance. OMB guidance also requires the architecture to describe the “As
Is” and “To Be” environments and a transition plan; however, Version 3.0 does not
include an “As Is” environment. Without this element, DOD would not be able to
develop a gap analysis identifying performance shortfalls, which as discussed in the
next section critical input to a comprehensive transition plan. In addition, OMB
guidance requires that the architecture include, among other things a description
of the technology infrastructure; such a description is not apparent in Version 3.0,
in that it does not identify such needed technology components as wide-area net-
works, databases, and telecommunications. Similarly, Version 3.0 does not appear
to include a security architecture, although OMB guidance require agencies to incor-

17DOD, Department of Defense Architecture Framework, Version 1.0, Volume 1 (August 2003)
and Volume 2 (February 2004).

18 JFMIP was a joint and cooperative undertaking of the Department of the Treasury, GAO,
the Office of Management and Budget (OMB), and the Office of Personnel Management (OPM),
working in cooperation with each other and other Federal agencies to improve financial manage-
ment practices in the Federal Government. Leadership and program guidance were provided by
the four Principals of JFEMIP—the Secretary of the Treasury, the Comptroller General of the
United States, and the Directors of OMB and OPM. Although JFMIP ceased to exist as a stand-
glone organization as of December 1, 2004, the JEMIP Principals will continue to meet at their

iscretion.

19The United States Standard General Ledger provides a uniform Chart of Accounts and tech-
nical guidance to be used in standardizing Federal agency accounting.
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porate security into the architecture of their information and systems to ensure the
security of agency business operations.

Version 3.0 may also contain other limitations. For example, it may not yet be
fully integrated with the enterprise transition plan. In particular, we are currently
attempting to determine why 21 system identified in the architecture are not in-
cluded in the “Master List of Systems and Initiatives” in the transition plan (the
master list serves as the baseline of currently planned—“To Be”—systems that
begin to address the transformational objectives of the program). In addition, DOD
has itself disclosed certain limitations. For example, it reported that the architec-
ture is not adequately linked to the component 2° architectures and transition plans.
This omission is particularly important given the department’s newly adopted fed-
erated approach to developing and implementing the architecture. In addition, ac-
cording to DOD, the architect be improved to better designate enterprise data
sources, business services, and IT infrastructure services, such as enterprise data
storage. This is important because each of these greatly affects to scope and design
of specific systems.

According to DOD officials, the department is taking an incremental approach to
developing the architecture and meeting the act’s requirements. Accordingly, they
said that Version 3.0 was appropriately scoped to provide for that content which
could be produced in the time available to both lay the foundation for fully meeting
the act’s requirements and provide a blueprint for delivering near-term capabilities
and systems to meet near-term business enterprise priorities. Based on these con-
siderations, they asserted that Version 3.0 fully satisfies the intent of the act.

We support DOD’s taking an incremental approach to developing the business en-
terprise architecture, as we recognize that adopting such an approach is both a best
practice and a prior GAO recommendation. In addition, our preliminary work sug-
gest Version 3.0 may provide a foundation upon which to build a more complete ar-
chitecture. Nevertheless, the real question that remains is whether this version con-
tains sufficient scope, detail, integration, and consistency to serve as a sufficient
frame of reference for defining a common vision and transition plan to guide and
constrain system investments.

Enterprise Transition Plan

The act requires that DOD develop, by September 30, 2005, a transition plan for
implementing its business enterprise architecture. According to the act, this plan
must meet three conditions:

1. Include an acquisition strategy for new systems that are expected to
be needed to complete the defense business enterprise architecture.

2. Include listings of the legacy systems that will and will no part of the
target business systems environment, and a strategy for making modifica-
tions to those systems that will be included.

3. Include specific time-phased milestones, performance metrics, and a
statement of the financial and nonfinancial resource needs.

On September 28, 2005, the Acting Deputy Secretary of Defense approved the
transition plan. Our preliminary work on this plan the plan appears to include ele-
ments of an acquisition strategy for new systems and describe a high-level approach
for modernizing department’s business operations and systems. Further, it includes
detailed information on about 60 business systems (ongoing programs) that are to
be part of the “T'o Be” architectural environment, as well as an acquisition strategy
for each system. However, the plan does not appear to be based on a top-down capa-
bility gap analysis between the “As Is” and “To Be” architectures that describes ca-
pability and performance shortfall and clearly identifies which system investments
(such as the 60 identified programs) are to address these shortfalls. This is impor-
tant because a transition plan is to be an acquisition strategy that recognizes timing
and technological dependencies among planned systems investments, as well as
such other considerations as market trends and return on investment.

Similarly, our preliminary work suggests that the plan identifies some of the leg-
acy systems that are to be replaced by ongoing programs (for example, it identifies
the Defense Cash Accountability System as a target system and lists several legacy
systems that it would replace), and it provides a list of legacy systems that will be
modified to provide capabilities associated with the target architecture environment.
However, the plan’s listings of legacy systems that will and will not be part of the
target architecture do not appear to be complete. For example, the plan identified
145 legacy systems that would be migrating to one target system (the Expeditionary

20DOD components include the military services, defense agencies, and field activities.
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Combat Support System), but other DOD documentation2! shows that this target
system includes over 659 legacy systems, suggesting that 514 systems may not be
accounted for.

Finally, the plan appears to include some of the required information on mile-
stones, performance metrics, and resource needs. The plan includes key milestone
dates for the 60 systems/programs identified (such as the Defense Travel System),
but it does not show specific dates for terminating or migrating many legacy sys-
tems (such as the Cash Reconciliation System), and but it does not include mile-
stone dates for some ongoing programs (such as the Navy Tactical Command Sup-
port System). Similarly although the plan includes performance metrics for some
systems,22 it does not include for each system measures and metrics, focused on
benefits or mission outcomes that can be linked to the plan’s strategic goals. In ad-
dition, according to program officials, the resource needs in the transition plan for
some programs are not current, as these needs are reflective of the fiscal year 2006
budget, which was developed before a recent reevaluation of how these programs
will fit into the “T'o Be” environment.

Our preliminary work also suggests that in addition to the limitations just de-
scribed, the plan may be missing relevant context and be inconsistent with the ar-
chitecture in various ways. For example, it identifies 60 systems as target systems
(for example, the Defense Cash Accountability System), but the “T'o Be” architecture
appears to include only 23 of these. In addition, the plan includes a list of 66 sys-
tems that are characterized as nonpriority enterprise or component programs that
will be part of the target architecture, but the target architecture does not appear
to identify all these systems.

According to DOD officials, the transition plan is evolving, and any limitations
will be addressed in future iterations of the plan. They also stated that the depart-
ment has taken an incremental approach to developing a transition plan, and that
the plan, as constrained by the scope of Version 3.0 of the architecture, satisfies the
intent of the act’s requirements.

As with the architecture, we support an incremental development approach. More-
over, this plan represents DOD’s first ever enterprise transition plan, and thus con-
stitutes progress. However, questions remain as to whether it is of sufficient scope
and content to effectively and efficiently manage the disposition of the department’s
existing inventory of systems or to sequence the introduction of modernized business
operations and supporting systems.

Fiscal Year 2006 IT Budget Submission

The National Defense Authorization Act for Fiscal Year 2005 specifies information
that the department is to incorporate in its IT budget request for fiscal year 2006
and each fiscal year thereafter. Generally, the act states that each budget request
for business systems must:

1. Identify each defense business system for which funding is being re-
quested.

2. Provide information on all funds, by appropriation, for each business
system, including funds by appropriation specifically for current services
(Operation and Maintenance) and systems modernization (Procurement; Re-
search, Development, Test, and Evaluation; and Defense Working Capital
Fund).

3. Identify the designated approval authority for each business system.

On the basis of our preliminary work, it appears that DOD’s fiscal year 2006 IT
budget submission may partially satisfy these conditions. For example, although the
fiscal year 2006 budget may not identify each business system for which funding
is requested, DOD is taking steps to ensure that subsequent fiscal year budget re-
quests are more comprehensive. This situation arose because DOD’s fiscal year 2006
budget submission was submitted in February 2005, when the department did not
yet have a single inventory of all of its business systems. As a result, DOD officials
could not guarantee that all business systems were included in the submission. Cur-
rently, the department is updating its single database for its inventory of business
systems, as we had recommended,?3 which is scheduled to be completed by Septem-

21DOD, Expeditionary Combat Support System Sources Sought Synopsis (May 10, 2004).

22For example, for DOD’s military personnel and pay system, the Defense Integrated Military
Human Resources System (DIMHRS), the plan cites a goal of reducing manual workarounds for
military pay by 9 percent.

23 GAO, DOD Business Systems Modernization: Billions Continue to Be Invested with Inad-
equage Management Oversight and Accountability, GAO-04-615 (Washington, DC: May 27,
2004).
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ber 30, 2006. Finally, DOD officials stated that the fiscal year 2007 IT budget sub-
mission will be derived from a separate DOD authoritative IT budget database.

There may be additional areas of uncertainty regarding the completeness of
DOD’s IT budget submission. One source of uncertainty is inconsistencies in the
way that DOD classifies systems: as business systems or as national security sys-
tems.2¢ For example, as we previously reported,2> DOD reclassified 56 systems in
its fiscal year 2005 budget request from business systems to national security sys-
tems, resulting in a decrease of approximately $6 billion in the fiscal year 2005
budget request for business systems and related infrastructure. Similarly, in the fis-
cal year 2006 submission, 13 systems previously classified as business systems were
reclassified as national security systems, and 10 systems previously classified as na-
tional security systems were reclassified as business systems. We understand that
DOD is currently reviewing its reclassifications.

Our preliminary work also indicates that DOD may not have ensured that budget
requests for all business systems identify the type of funding—by appropriation—
being requested and whether the funding was for current services or modernization.
In the fiscal year 2006 budget submission, systems identified are categorized by type
of funding (appropriation) being requested and whether the funding is for current
services or modernization; however, not all systems may be identifiable. In particu-
lar, it is not clear what is covered by one funding type or category referred to as
“All Other.” For fiscal year 2006, this category totaled about $1.2 billion and in-
cluded, for example, about $22.6 million specifically for financial management. Ac-
cording to DOD officials,26 this category in the IT budget includes system projects
that do not have to be identified by name because they fall below the $2 million
reporting threshold for budgetary purposes.

Investment Review and Approval Requirements

The National Defense Authorization Act for Fiscal Year 2005 specifies actions that
the department is to take regarding the review and approval of investments in busi-
ness systems. Generally, the act sets up three requirements for the department:

o Delegate the authority and accountability for defense business systems to
gesignated approval authorities within the Office of the Secretary of De-
ense.

e By March 15, 2005, require each approval authority to establish an in-
vestment review process to review the planning, design, acquisition, devel-
opment, deployment, operation, maintenance, modernization, and project
cost benefits and risks of all defense business systems for which the ap-
proval authority is responsible.

e Effective October 1, 2005, obligate funds for a defense business system
modernization project with total cost exceeding $1 million after the ap-
proval authority designated for that system certifies to the Defense Busi-
ness Systems Management Committee (DBMSC) that the system project
meets specific conditions that are called for in the act, and the certification
by the approval authority is approved by the DBSMC.

On the basis of our preliminary work, it appears that DOD has satisfied some as-
pects of these conditions, and is potentially in the process of satisfying other aspects.
First, on March 19, 2005, the Acting Deputy Secretary of Defense issued a memo-
randum that delegated the authority for the review, approval, and oversight of plan-
ning, design, acquisition, deployment, operation, maintenance, and modernization of
the department’s business systems. Designation of these approval authorities is con-
sistent with the act. Further, our research and evaluations, as reflected in the guid-
ance that we have issued, shows that clear assignment of senior executive invest-
ment management responsibilities and accountabilities are key aspects of having an
effective institutional approach to IT investment management.

Second, DOD has established investment review structures and processes, includ-
ing a hierarchy of investment review boards with representation from across the de-
partment, as well as a standard set of investment review and decisionmaking cri-
teria for these boards to use to ensure compliance and consistency with the business
enterprise architecture. Further, the DBSMC was chartered in February 2005 as
the highest ranking system modernization governance body, as required by the

24 National security systems are intelligence systems, cryptologic activities related to national
security, military command and control systems, and equipment that is an integral part of a
weapon or weapons system or is critical to the direct fulfillment of military or intelligence mis-
sions.

25 GAO-05-381.

26 GAO-04-615.
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act.2? Further, DOD has designated the chair and membership of the boards consist-
ent with the act, and all but one of designated approval authorities have established
investment review boards for their areas of responsibility, which the act requires
each to do. The one approval authority that does not appear to have established a
review process is the Assistant Secretary of Defense (Networks and Information In-
tegration)/Chief Information Officer.

To support its investment review structures, DOD has also established investment
review processes that include, among other things, the use of business enterprise
architecture compliance procedures, common decision criteria, threshold criteria to
ensure appropriate levels of review and accountability. Notwithstanding these in-
vestment review structures and processes, it remains uncertain to what extent DOD
components have established similar investment review bodies and will adopt com-
mon investment review and decisionmaking processes. DOD components are ex-
pected to establish their own structures and processes. Under the department’s con-
cept of “tiered accountability,” significant responsibility and accountability for busi-
ness system investments is to reside with the military services and defense agen-
cies. The extent to which the components establish and consistently implement com-
mon investment management structures and processes is important, because doing
so is a best practice. Without such structures and processes, investment decisions
could potentially perpetuate the existence of overly complex, error-prone, non-
integrated system environments and limit introduction of corporate solutions to
longstanding business problems.

Finally, our preliminary work indicates that the department is in the process of
ensuring that defense business system modernizations 28 costing greater than $1
million are certified and approved in accordance with the act. Specifically, the de-
partment has identified 210 systems with costs greater than $1 million, thus requir-
ing certification and approval. Of these 210, DOD reports that 166 were certified
and approved in accordance with the act before September 30, 2005. This means
that 44 were not, and according to the act, the department cannot make further ob-
ligations for any of these other than with funding left over from previous fiscal
years, until they are certified and approved.

One potential issue with regard to the department’s system certification and ap-
proval efforts to date is whether it has identified all business system modernizations
with costs greater than $1 million. Doing this requires, among other things, proper
classification of systems as national security systems or as business systems. If a
business system is improperly classified, it may not be reviewed, certified, and ap-
proved in accordance with the act. As stated earlier, questions persist regarding
whether the department has properly classified all business systems as such.

Another potential issue is whether DOD has followed the act’s criteria for DBSMC
review and approval in all of the aforementioned 166 systems. Specifically, it ap-
pears that the DBSMC approved the certification of at least six business systems
in August 2005 that had been previously reviewed in accordance with earlier cri-
teria;2® however, the current criteria under the act do not provide for the DBSMC
to approve a certification based upon such previous certification. According to DOD
officials, these six systems will go through the current review process no later than
February 2006. In addition to these six, DOD officials told us that several other sys-
tems investments, which were certified and approved on the grounds that they were
mission essential,30 will also be resubmitted for DBSMC approval.

DOD’S BUSINESS TRANSFORMATION AGENCY COULD HELP STRENGTHEN SYSTEMS
MODERNIZATION MANAGEMENT AND OVERSIGHT IF IT IS EFFECTIVELY IMPLEMENTED

On October 7, 2005, DOD established the Business Transformation Agency (BTA)
to advance defense-wide business transformation efforts in general but particularly
with regard to business systems modernization. BTA reports directly to the vice
chair of the DBMSC.31 Among other things, BTA includes an acquisition executive
who is to be responsible for 28 DOD-wide business projects, programs, systems, and
initiatives. In addition, the BTA is to be responsible for integrating and supporting

27See 10 U.S.C. §186.

28 The term ‘defense business system modernization’ is defined in 10 U.S.C. §2222(j)(3) as “(A)
the acquisition or development of a new defense business system; or (B) any significant modi-
fication or enhancement of an existing defense business system (other than necessary to main-
tain current services).”

29 The six systems were reviewed under the criteria set forth in the National Defense Author-
ization Act for Fiscal Year 2003.

30See 10 U.S.C. §2222 (a)(1)(C).

31The vice chair of the DBSMC is the Under Secretary of Defense for Acquisition, Technology
and Logistics.
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the work of the Office of the Secretary of Defense (OSD) principal staff assistants,
who include the approval authorities that chair the business system investment re-
view boards.

In our view, BTA offers potential benefits relative to the department’s business
systems modernization efforts, if the agency can be properly organized, resourced,
and empowered to effectively execute its roles and responsibilities, and if it is held
accountable for doing so. In this regard, the agency faces a number of challenges
as described below.

According to DOD, this agency is expected to have a functioning acquisition orga-
nization by November 21, 2005. While such a timeline is daunting in and of itself,
it is particularly challenging given that DOD is estimating up to 12 months to es-
tablish a permanent director. Moreover, there are numerous key acquisition func-
tions that would need to established and made operational to effectively assume 28
DOD-wide projects, programs, systems, and initiatives, and our experience across
the government shows that these functions can take considerable time to establish.

Among other things, the agency is to be responsible for ensuring consistency and
continuity across the department’s core business missions with respect to, for exam-
ple, business process reengineering and related business system matters. While the
agency should be able to accomplish this relative to the DOD-wide efforts that it
can control, it does not appear to have the requisite authority to carry out this re-
sponsibility relative to DOD component system investments, which it does not have
investment control over. At best, the agency will be able to support the DBMSC in
its efforts to ensure such consistency and continuity.

As currently structured, the agency does not include support to an OSD principal
staff assistant and approval authority—the Assistant Secretary of Defense for Net-
works Integration and Infrastructure, who is responsible for DOD information tech-
nology infrastructure, such as wide-area networks, local-area networks, tele-
communications, and security services. In addition, the agency’s relationship to the
Defense Information Systems Agency, which is also responsible for certain DOD-
wide system capabilities and services, is not specified. As the department moves for-
ward with implementing this new agency, it will important for it to address these
issues.

EFFECTIVE DOD BUSINESS TRANSFORMATION WILL REQUIRE BROADER FOCUS THAN RE-
CENTLY LAUNCHED BUSINESS SYSTEMS MODERNIZATION MANAGEMENT STRUCTURES
AND ACTIVITIES

For DOD to successfully transform its overall business operations, it will need
senior level management accountability, a comprehensive and integrated business
transformation plan that covers all of its key business functions; people with needed
skills, knowledge, experience, responsibility, and authority to implement the plan;
an effective process and related tools; and results-oriented performance measures
that link institutional, unit, and individual performance goals and expectations to
promote accountability for results. Over the last 3 years, GAO has made several rec-
ommendations that if implemented successfully could help DOD move forward in es-
tablishing the means to successfully address the challenges it faces in transforming
its business operations. For example, as the Comptroller General testified before
this subcommittee earlier this year, DOD needs a full-time CMO position, created
through legislation, with responsibility and authority for DOD’s overall business
transformation efforts.32 The CMO must be a person with significant authority and
experience who would report directly to the Secretary of Defense. Given the nature
and complexity of the overall business transformation effort, and the need for sus-
tained attention over a significant period of time, this position should be a term ap-
pointment and the person should be subject to a performance contract.

The Secretary of Defense, Acting Deputy Secretary of Defense, and other senior
leaders have clearly shown commitment to business transformation and addressing
deficiencies in the Department’s business operations. As I discussed earlier, DOD
has taken several actions, including setting up the DBSMC, publishing a business
enterprise transition plan and most recently, establishing the Business Trans-
formation Agency. Moreover, DOD is examining various aspects of its business oper-
ations as part of the ongoing Quadrennial Defense Review. While these manage-
ment structures and plan are positive steps, their primary focus, at this point, ap-
pears to be on business systems modernization. Clearly, maintaining effective and
modern business systems is a key enabler to transformation. However, business
transformation is much broader and encompasses not only the supporting systems,

325.780, 109th Cong., 1st Sess. introduced in the U.S. Senate on April 15, 2005, would create
a statutory Chief Management Officer.
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but also the planning, management, organizational structures, and processes related
to all DOD’s major business areas. Such areas include support infrastructure man-
agement, human capital management, financial management, weapon systems ac-
quisition, contract management, planning and budgeting, and supply chain manage-
ment. Recognizing that DOD is continuing to evolve its efforts to plan and organize
itself to achieve business transformation, critical to the success of these efforts will
be management attention and structures that focus on transformation from a broad
perspective and a clear strategic and integrated plan that, at a summary level, ad-
dresses all of the department’s major business areas. This strategic plan should con-
tain results-oriented performance measures that link institutional, unit, and indi-
vidual goals, measures and expectations, and would be instrumental in establishing
investment priorities and guiding the department’s resource decisions.

Finally, the lynchpin to ensure successful business transformation is the presence
of strong and sustained executive leadership with appropriate responsibility, author-
ity, and accountability. The central authority we had envisioned to allow for strong
and sustained executive leadership over DOD’s business management reform efforts
is a full-time, executive-level II position for a CMO, who would serve as the Deputy
Secretary of Defense for Management. This position would divide and institutional-
ize the functions of the Deputy Secretary of Defense by creating a separate Deputy
Secretary of Defense for Management. As we envision it, the CMO would feature
a term of office that spans administrations, which would serve to underscore the im-
portance of taking a professional, nonpartisan, institutional, and sustainable ap-
proach to the overall business transformation effort. As I understand it, DOD’s posi-
tion is that the acting Deputy Secretary of Defense, who also serves as the chair
of the DBSMC, has the requisite position, authority, and purview to perform the
functions of a CMO. Under the acting Deputy’s leadership, DOD expects to be able
to demonstrate progress towards achieving business reform. Comptroller General
Walker continues to believe a CMO is necessary to provide the sustained leadership
needed to achieve true business transformation. In light of DOD’s position, we
would encourage the subcommittee to require DOD to periodically report on its ef-
forts, including describing the specific goals and measures against which it is meas-
uring its progress in achieving business reform.

In closing, the department as made important progress in the last 6 months in
establishing the kind of business systems modernization management capabilities
that our research and evaluations show are essential to a successful modernization
program—namely, an architecture, a transition plan, and system investment deci-
sionmaking structures and processes. But more needs to be done to complete each
of these areas, and most importantly, to ensure that they are reflected in how each
and every business system investment is managed. While the new business trans-
formation agency can help get this done, much remains to be accomplished before
this agency is functioning as intended. Beyond systems modernization, overall busi-
ness transformation remains a major challenge. The creation of a CMO position, and
the development of a strategic transformation plan to integrate and guide the de-
partment’s people, process, and technology change initiatives, would go a long way
in helping the department meet this challenge.

Mr. Chairman and members of the subcommittee, this concludes my prepared
statement. I would be happy to answer any questions you may have at this time.

Senator ENSIGN. I thank all the witnesses for their testimony.
This is, far and away, the most encouraging news that we have had
as far as this subcommittee on this subject since we have been hav-
ing these hearings, although the bar was pretty low before. [Laugh-
ter.]

I should not have probably said that last part. I should have just
left a good compliment because we should reward people with
praise when they deserve that praise, and I certainly think that all
of you deserve kudos, job well done, up to this point. Having said
that, we all know the ship is very, very difficult to turn, and we
are just making that first slow turn, but at least now we are mak-
ing a slow turn to head in the right direction.

So I just want you to know Senator Akaka and I on this sub-
committee, while we have been bird-dogging this issue, will con-
tinue to because it is so absolutely critical for the warfighter and
the taxpayer that we get these systems right. Those taxpayer dol-
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lars out there—people are talking how do we build enough ships,
how do we build enough war planes, how do we equip our
warfighters the right way. If budgets are getting tight, with all of
the various things that we are going through, and the more effi-
cient that the Department of Defense can use those tax dollars, the
better off that we can all be. A lot of the money that we all know
right here does not help any warfighter. It is just wasted. It is
wasted in bureaucratic nonsense, and we just need better systems
so that we are not wasting that kind of money.

With that as just a quick introduction, let me address a few
questions. Secretaries Krieg and Jonas, while with the Enterprise
Transition Plan the scope is limited and has content limitations,
and under an incremental approach to developing the architecture,
later versions will add the missing scope and content, if you could
maybe just address what are the Department’s plans for achieving
full compliance with the congressional requirements as laid out in
the 2005 defense authorization bill?

Mr. KrIEG. I will start. Senator, we decided that the best thing
to do was to get started.

Senator ENSIGN. Also, how long do you think it might take to
fully comply with the 2005 DOD?

Mr. KRIEG. I do not know if I can answer that question because
I do not know if I fully understand the implications of what com-
plying means, since complying is often in the eyes of the beholder.

But our notion was to begin to lay a framework and a structure.
We have the overall Enterprise Transition structure laid out. You
can see how the major services fit inside it. You can see how sev-
eral of the large agencies fit inside it. There are more agencies to
include, as we go through it. There is more depth in the linkages
as we go through it. But our plan is that every 6 months, we will
bring out a new version that will continue to add both breadth of
content and depth of content. We felt that was much better than
writing you a note saying give us another 6 months and we will
come back to you because this was the fundamental framework. We
saw this as the beginning point to begin getting everybody to look
at it. So I would say it will probably take several 6-month periods
to get it fully scoped out, to get all of the agencies participating so
that you can see from 360 degrees.

But I will also note that it is very interesting. In Defense Busi-
ness Systems Committee meetings, we can now see senior man-
agers who see the same program from different places. Nordy
Swartz at TRANSCOM will tell you he needs Defense Enterprise
Accounting and Management System (DEAMS), his financial man-
agement system, in order to build the enterprise that he wants.
The Comptroller will tell you DEAMS is one of the key programs
to build a basis to be able to do the kind of financial management
that she needs. The Air Force will tell you we are relying now on
Nordy Swartz to begin to build out their capability.

So I think my long answer to your short question is we see the
framework. It will take us several 6-month periods to build it out,
but we think the direction is correct.

Ms. JONAS. As I laid out in my short statement, clearly we owe
you the FIAR plan which I indicated we will have to you, hopefully,
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next month. We are working on that, working toward that. So that
is a key piece for us.

I would just echo that this Defense Business Management Coun-
cil has been a terrific addition to our efforts to get the Department
on track, and it is really taken as a very serious meeting. That has
been so beneficial to all of us, and the acting Deputy Secretary’s
leadership on this has been critical.

I think one of the problems faced by the fellow that had my job
previously, Dov Zakheim, was that many of the financial trans-
actions that we have to have a handle on start in logistic systems.
They start in systems that are owned by somebody else. So it was
kind of difficult for us to be pushing the rest of the Department.
What Ken has outlined for you is a leadership that has now come
to the view that there is substantial business benefit to implement-
ing these systems. It is not just for the sake of a clean opinion, and
we are seeing improvements in that area.

I agree with you, sir, on your comments with respect to the de-
fense budgets. We have to make the best use of every dollar that
we have. I cannot do that as Comptroller without sophisticated fi-
nancial tools, and I will not have those until I can get some of the
systems in place that we are trying to pursue here.

Senator ENSIGN. My time has expired. I just want to make one
quick comment. It is fairly unrelated to what we are talking about
today, but it is along the same lines of financial accountability and
doing the best with the taxpayers’ dollars. Secretary Krieg, I am
going to be asking you to make sure that Phil Grone meets with
us on an issue that the Federal Government really does not do
now. It is starting to happen a lot more in construction. This has
to do with military construction.

The private sector is starting to use more and more the idea of
construction management and a third party doing construction
management. There is software and it is all accountable. They are
web-based programs. There are several companies out there right
now that produce the software and there are companies out there
that use that software. There are time lines laid out. Who is sup-
posed to deliver what, when, where? It would seem to me that all
governmental entities could benefit from this, but obviously, the
DOD with the massive amount that we spend on construction every
year and perhaps even the principles could be transferred over to
other areas.

But the beautiful thing about this is that there is already com-
mercially available software out there, and what I would like to do
is work with the DOD on trying to come up with legislative lan-
guage that would require this type of a third-party entity to be on
all the construction projects because for a very small fee, you can
hold down the costs tremendously. It can all be web-based. There-
fore, the accountability is out there for all of the public to see.

So I look forward to working with you. I just wanted to lay that
out today and let you know that it is an area that we want to pur-
sue.

Senator Akaka.

Senator AKAKA. Thank you very much, Mr. Chairman.

Secretary Krieg and Secretary Jonas, as I indicated in my open-
ing statement, I am pleased by the work of Mr. Brinkley and Mr.
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Modly and what they have done as they took over the Depart-
ment’s business systems transformation effort. As I also indicated,
I remain concerned that the entire effort appears to remain de-
pendent on two people.

My question to you is, what steps have you taken or somebody
taken there to empower Mr. Brinkley and Mr. Modly to ensure that
they have the authority that they need to get the job done? I am
asking that question because in the past this concern by people
who have been in these positions has been they really did not have
the authority. So that is my question to you. What steps have been
taken to give them this kind of authority?

Mr. KRIEG. First of all, their authority emanates from the Dep-
uty Secretary, from me, and from Tina. We spend a lot of time with
them and spend a lot of time with their folks going through things.
So they have a lot of support and a lot of backing to do what they
do. I think, as you noted, the fact that this exists when it did not
exist 6 months ago is a testament to their ability to use that au-
thority.

Second, I would note that while the two often do feel, I think,
that they are a pair of lone rangers out working together on hard
issues, they will also be the first to tell you that there are a lot
of people in the Department who are seeing this come together and
are bringing their capabilities and resources together. Part of what
we decided we needed to do was put the formal structures in, so
formal structure of the Defense Business Systems Management
Committee, formal structure of the investment review boards. Tina
chairs one. I chair two of them. David Chu chairs one. So they are
integrated into the approach. The creation of the agency was to for-
malize management relationships to continue driving this forward,
take it out of the ad hoc, move it into the formal structure. So I
think what you are seeing is the Department in transition to insti-
tutionalize the approach going forward.

Ms. JonNas. If I could just add to that, Senator Akaka. I am sure
Tom and Paul would be the first to admit they have a significant
team of people behind them. I would love to be able to submit the
names of the people who have been helping put this effort together.
It is not just a two-man show. They would be the first to admit it
because they could not do what they do without the additional peo-
ple. David Fisher and Radha Sekar come to mind. I have men-
tioned Terri McKay.

But behind Tom, Paul, Terri, and all others are thousands of
dedicated career financial professionals in our area who are com-
mitted to this and have been really waiting for the kind of leader-
ship we are trying to provide to make the kind of progress we are
making. I think we have a very proud community of financial pro-
fessionals in the Department, and your interest helps us with
them. Their morale is hugely boosted when they know they are
making progress. These are things that frustrate them on a day-
to-day basis. So lack of proper controls on things, wastefulness are
all things that pain a lot of people, and they are all very encour-
aged, I think, by the work that, as a team, we have all done to try
to get to this point. We have to carry that through.
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We appreciate the support of Congress on this. This is hugely
b}?neﬁcial to us to sort of charge up our work force on the need for
this.

Mr. KRrIEG. Can I note one more thing? Congress gave us the au-
thority, I think in the last National Defense Authorization Act, to
go out and hire highly qualified experts from civilian life to come
in for a limited term, to bring their skills in. We have hired or are
in the process of hiring a number of people who have real systems
integration and real business systems development experience and
15-20 years of experience in the private sector into the Govern-
ment under the highly qualified expert legislation that you gave us
either last year or the year before. So that has been extremely
helpful.

Senator AKAKA. I am also, as I mentioned in my statement, con-
cerned about institutionalizing the process. So my question to you,
if you want to answer both, what additional steps do you think
Congress or the Department should take to institutionalize the
process started by Mr. Brinkley and Mr. Modly?

Ms. JoNAs. I think clearly the establishment of the BTA is that
we are looking for a career professional to ultimately direct that.
Ken talked about Butch Pair who is coming in as a senior military
commander to help carry that along. But I think really as we make
progress, the Department itself, the military services will start to
see the business benefit, the efficiency, and that will continue to
drive a lot of change.

We have focused on a number of things in the financial area, and
let me just give you a small example because it is a good example.
When we started out, we were paying interest penalties to contrac-
tors because we were not paying on time. That is just a basic waste
of funds, and it also irritated the contractors because they were not
getting paid on time. We have driven that down to next to nothing.
It is a savings of just under $50 million a year just because we
have gotten better at that process. That is one small example of
what we have been able to do.

But the Department is seeing better the benefit of implementing
systems and automating. One of the things we did on pay recently
was we automated some functions which eliminated 800,000 man-
ual transactions. That is a lot. It means that we can eliminate the
lack of timeliness and inaccuracy and the rework.

So with the structure that we have put in place, with your help,
the help of this committee specifically, and your guidance and lead-
ership, we have that in place. We have a career professional that
we are looking for. We have a career military officer in place. I
think we are starting to get some momentum. We have a plan that
can be followed.

Ken, you might want to add, but I just think that it is the mo-
mentum and the success and the results of all this that are going
to be most important to the Department in continuing the effort.

Senator AKAKA. Secretary Krieg, would you have an addition?

Mr. KRIEG. The only thing I know is I think you have given us
plenty of authority. We have authority. We need to implement. So
I would say the challenge for the next year, 6 months or a year,
is does the performance track against what we have laid out, does
the second iteration of this in 6 months and the iteration behind
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that begin to show more. I think we have the authority. I think you
have given us plenty of authority. We have to execute it.

Senator AKAKA. Thank you for your response.

Ms. JoNAs. Could I just thank you for one other thing? This com-
mittee, I believe, provided authority to hire Certified Public Ac-
countants (CPAs), and because of that we have been able to in-
crease the number of CPAs substantially. We have gone from 152
to 203 in the Department under me. So the pride, the professional-
ism is really important to our efforts. So again, we thank you for
all the things that you have done. You took a little bit of a cut
against our ability to audit in your mark. We hope you would
maybe take a look at that. But we appreciate all the effort you
have made on our behalf. It has made a huge difference.

Senator AKAKA. Thank you.

Mr. HITE. Senator Akaka, if I could add just one point to that.
Frankly, the legislation that this committee has put through has
institutionalized most of these processes, most of the structures
that are in place now. So congratulations on doing that.

The one area that remains is to what extent are these Institu-
tional Review Boards (IRBs), these investment review boards, and
this consistent approach to conducting the business of these IRBs
going to be adopted by the military services and the component de-
fense agencies. I understand the intention is that that will occur,
but that is a to-be-done.

Mr. KrIEG. Well, can I note that?

Mr. HiTE. Certainly.

Mr. KRIEG. In this last review, the Services and the agencies ac-
tually reviewed them before they came to the IRB, and we are still
working on the exact numbers to understand it. But something
north of 40 systems were scrubbed out at the Service and agency
level because they said it does not meet the requirements of the re-
view. So we put them in the chain of command in order to make
them responsible, not have this be a centrally managed million dol-
lar level review, but put the chain of command into it, and then
oversee it at the enterprise level. As soon as we have it, we will
submit to you the exact numbers.

Mr. HiTE. I appreciate that comment. That is true. My point
deals more with using a consistent process throughout the compo-
nent agencies and the military services. I do not doubt that reviews
were done, and they were done by entities within those component
organizations. Are we using consistent processes, top to bottom, for
making these investment decisions throughout the Department?
That is a to-be-done.

Senator AKAKA. Thank you, Director Hite. Thank you, Mr. Chair-
man.

Senator ENSIGN. Thank you.

We will go to Senator Bayh next, just right after I remind Sec-
retary Krieg that I just asked the staff to write down your last
comment about we have given you plenty authority and now you
just have to do it. [Laughter.]

Mr. KRIEG. I am sure I will hear that one again, will I not?
[Laughter.]

Senator BAYH. Are witnesses allowed to amend and revise?
[Laughter.]



34

I would like to thank all of you for your service. Secretary Jonas,
my questions are going to be, I think, exclusively directed to you
and they have to do with the Defense Finance and Accounting
Service (DFAS) process and the allocation of additional jobs in Indi-
anapolis vis-a-vis Cleveland, Ohio.

Lee Krushinski; what role, if any, will he play in making these
decisions?

Ms. Jonas. I have not talked to Lee about it. Zack Gaddy is the
Director of the DFAS. He has been the one that has exclusively put
forward a base realignment and closure (BRAC) plan.

Senator BAYH. Will he continue to be the one exclusively in
charge of this?

Ms. JoNAs. Of course, now that the provisions are accepted and
have been adopted, he will brief me on that plan. I have not been
briefed on the plan yet.

Senator BAYH. That did not respond to my question. Will Mr.
Krushinski play any role in this going forward?

Ms. JoNas. I will have to talk to Zack about it. I will ask him.

Senator BAYH. So you do not know.

Ms. Jonas. T will find out, sir, and get back with you on that.
Zack Gaddy is the Director of DFAS, and so he is the one who has
laid out the plan.

Senator BAYH. The reason I ask is Mr. Krushinski is from Cleve-
land, Ohio, which you probably know.

Ms. JoNAS. Actually I did not know that.

Senator BAYH. He is living there. Some of us would find it dif-
ficult to believe he could be completely objective if he is living in
a community and he is making decisions about jobs being added or
not being added in that community.

Ms. JONAS. Yes, I understand, sir. We value, by the way

Senator BAYH. Again, nothing disparaging about him.

Ms. JONAS. Sure.

Senator BAYH. But human nature being what it is, it would just
be very hard.

Ms. Jonas. Yes. Sir, the BRAC process is very difficult and it is
very tough on the various communities. I am committed to making
sure that, whatever we do, it is objective and fair, and I think I
may have corresponded with you to make sure that we are doing
the right thing by all our DFAS employees. We have some terrific
people, about 2,600 in Indianapolis. We have very important things
there. I have heard from many of your delegation.

Senator BAYH. We have room for 1,700 more.

Ms. JoNas. I understand, sir, and it is a wonderful place to live.
I am from the Midwest also. But I understand your concerns.

Senator BAYH. I have a couple other questions here. I think we
want the same things which are objectivity, transparency, we want
what is right for the Department, what is right for the taxpayers,
and not to allow parochial factors or extraneous factors or, God for-
bid, political factors to get involved in these kind of things. As I
think we have had a chance to express before, we just feel the cost
of space, the availability of space—there are a lot of objective fac-
tors that argue in favor of Indiana.

Ms. JoNAs. I understand.
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Senator BAYH. So forgive us if we are zealous in pointing some
of these things out.

You would agree that a Congressman’s position on Central Amer-
ican Free Trade Agreement (CAFTA), for example, is something
that should have no bearing on DFAS decisions.

Ms. JoNAs. I agree with that, yes.

Senator BAYH. Rumors circulate around this town from time to
time about things like that.

Ms. JoNAS. What I can promise you is that we will be fair and
objective in our analysis. We want to be fair to the people. We have
wonderful people in DFAS. They have been improving, as I men-
tioned. My deputy chief financial officer came from DFAS, Terri
McKay, who is behind me. I am very committed to this work force.
They are a great work force. They give great value to the Depart-
ment. They want to continue to improve. As I say, I think the
BRAC implementation will be difficult. It will be hard on families.
It will be hard on communities. So we want to make sure that we
are doing it objectively, fairly, and I am committed to working with
you.

Senator BAYH. I certainly agree with that, and we are both in
agreement that CAFTA should have no bearing on this. Things get
mentioned. I just want to make sure that that has not taken place.
It would probably be above your pay grade anyway.

Ms. JoNaAs. I think so.

Senator BAYH. I just want to make sure that that has not hap-
pened and will not happen.

Secretary Jonas, I think your position had been, and understand-
ably, that you did not want to meet with the Indiana delegation
until the process had come to a conclusion, that was today. When
do you think we will have an opportunity to sit down with you and
talk about these things?

Ms. JoNAS. I would be happy to come by your office any time, sir.

Senator BAYH. With our complete congressional delegation?

Ms. JONAS. Absolutely. I would be happy to do that, sir.

Senator BAYH. I think that is all that I have. But again, I hope
you will get back to me on Mr. Krushinski’s status.

Ms. JoNAs. Certainly, and if there is any concern there at all, 1
will take care of it.

Senator BAYH. Well, you can understand that.

Ms. JoNASs. Yes, sir, absolutely.

Senator BAYH. I assume that other places would feel the same
way if we had somebody from Indianapolis who was

Ms. JoNAS. Any process has to be perceived as fair, and so we
are committed to fairness and fairness by the work force and the
communities that are involved.

Senator BAYH. Great.

Ms. JONAS. Thank you, Senator.

Senator BAYH. Thank you. Thank you all.

Senator ENSIGN. I guess this would be a bad time to inform Sen-
atori Bayh that those DFAS jobs are all moving to Nevada. [Laugh-
ter.

Senator BAYH. Well, we would like to see the criteria, Mr. Chair-
man.

Senator ENSIGN. It was all objective.
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I have a question about the BTA for anyone who wants to jump
in, including Mr. Hite, on this. The BTA, as currently structured,
does not have complete representation of key agencies such as De-
fense Information Systems Agency (DISA) and the Assistant Sec-
retary of Defense for Network and Integration Information. Maybe
you can just comment. Are you comfortable with the lack of rep-
resentation of such key agencies?

Mr. KRIEG. Those individuals are on the Defense Business Sys-
tems Management Committee (DBSMC). So both National Informa-
tion Infrastructure (NII) and DISA sit at the table of the DBSMC.

Senator ENSIGN. Of the?

Mr. KrIEG. Yes. Let me put it in English.

Senator ENSIGN. That would be appreciated.

Mr. KRIEG. You all asked us to have a senior management group
led by the deputy secretary to look at this issue over time, and that
is the DBSMC. That includes me as vice chair, Tina, all of the peo-
ple, including DISA and NII, meeting monthly to oversee the im-
plementation of this. The BTA will do the day-to-day management
and implementation. It will not have somebody from everywhere.
It will not be that large, I hope. It will be driving the process inte-
grating everybody’s activity and using the DBSMC as its govern-
ance council, if you will, and using our authority to get its work
done. So it is not meant to have everybody in it. I am not trying
to make it a little inner-agency activity in its own right. It is going
to have its own authority and its own activity, and it will work on
issues that pertain to DISA and pertain to the NII.

Senator BAYH. Obviously, you are comfortable with that.

Mr. Hite, any comments that you have on it?

Mr. HITE. Yes, sir. If you look at the way the organization of
BTA has been set up, there are organizational functions there to
support different principal staff assistants in the Office of the Sec-
retary of Defense like Mr. Krieg. There is not one to support the
Assistant Secretary of Defense for NII. So that is a missing ele-
ment within their own organization structure. That Assistant Sec-
retary, per the legislation, was to be a member of the DBSMC. It
was to be an approval authority for business systems, which it has
been designated by the Department as being. It was to establish
an IRB for those systems that it is responsible for, which is largely
information technology (IT) infrastructure and information assur-
ance capabilities. It has not established that IRB, and so you see
an absence of their playing in this from an IRB perspective and
from representation by a function within the BTA.

Senator ENSIGN. Okay, the structure may not be there. What is
just your own personal opinion or GAO’s opinion on this? Why do
you think that that is not ideal or in the actual functioning of the
BTA?

Mr. HITE. Because the business systems that this organization is
going to be responsible for, whether they be enterprise-level sys-
tems or component level systems, rely on that IT infrastructure, in-
formation assurance capabilities to execute. They run on the plat-
forms that DISA and the DOD Chief Information Officer (CIO) are
responsible for putting in place. They are an integral part to ac-
quiring and deploying business systems. There is a relationship
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there. There is an absolute, necessary relationship there that is not
explicit in the BTA currently.

Senator ENSIGN. Go ahead, Secretary Krieg. I am just asking the
questions.

Mr. KrIEG. I understand.

I think what Mr. Hite is referring to—and I will be glad to work
with him and get back to you with other details, but what he is
describing is a physical and virtual infrastructure that is being
built around the Department. Yes, the NII, as the CIO, sets stand-
ards for how communication will take place around that infrastruc-
ture. In my mind, as business managers and as business systems
managers, we are customers of those kinds of standards as they
come out, and they will participate actively in the work we do, and
we will participate actively in the work they do, both to set up the
infrastructure, which is obviously what they are in the lead of, and
to do the information assurance/information protection role that
they take a lead in.

So, obviously, whatever systems we put in place, we will have to
have the information assurance standards of the DOD. But I would
view we are sort of a customer of their standard-setting. Now, in
this organization all customers participate in cross-organizational
groups to sort through standards, but the CIO of the NII is an ac-
tive participant in this work and we would expect that it will con-
tinue to be.

Mr. HiTE. We have wholehearted agreement that they should be
an active participant in this. The only issue is whether or not they
are recognized in the proposed structure of the BTA. They cur-
rently are not. But it seems like we have agreement that they
should be.

Senator ENSIGN. We will look forward to you all working together
and getting back to us on it. How is that? Okay?

Senator Akaka, any other questions?

Senator AKAKA. Yes, Mr. Chairman.

I would like to direct this to Director Hite. In the past, the DOD
has offered us financial management plans that did, at that time,
little more than aggregate together programs that DOD compo-
nents already had in progress, with little effort to ensure that these
programs would address the underlying problems in the Depart-
ment’s systems and processes.

My question is, do you believe that the Department has put in
the hard work needed to review individual component plans and
make sure that they are consistent with the DOD architecture and
will provide the Department with the financial and business man-
agement information that it needs? Do you believe the Department
has put in that what I call hard work needed?

Mr. HITE. Two comments on that. With respect to the financial
management improvement plans that Ms. Jonas mentioned—I
think she referred to it as the FIAR plans—that plan is due out,
I believe, in December. So we have not looked at it. So we do not
have any comments at this time on that particular plan.

But I can tell you, having looked at the architecture and the as-
sociated transition plan, that there is capability designed into the
architecture to promote, for example, financial management-related
data standards and sharing of financial management information
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that is accurate, reliable, and timely. That kind of capability is
being built into the architecture which should drive investments in
financial systems to move them toward that end. So I do see
progress in this area based on the latest version of the architecture
and the transition plan.

Senator AKAKA. What do you think more remains to be done to
complete that? That is if the Department is doing it right. How
much more needs to be done?

Mr. HiTE. There are additional steps that probably need to be
taken around additional description of certain—well, let me start
over again.

One of the things, obviously, that needs to be done is having the
architecture and having the blueprint for putting in place financial
systems that are going to produce timely, accurate, and reliable in-
formation. But this is just the beginning. The real work is then
taking the blueprint and translating it into actual, on-the-ground
system implementations that operate and deliver promised capa-
bilities. That is a huge step. That is the last 23 miles of the mara-
thon that have to be done. So that is a huge yet-to-be-done. The
architecture will help provide standards and structure around how
that will happen.

Senator AKAKA. Secretary Krieg and Secretary Jonas, on BEA,
GAO’s testimony indicates that the latest version of the BEA is an
improvement over prior versions and—I am quoting—“may provide
a foundation upon which to build a more complete architecture.”

However, GAO says that this version only partially satisfies the
requirements of the NDAA for Fiscal Year 2005. For example, GAO
says that the architecture does not provide all of the standardized
definitions that are needed. It fails to include an as-is environment
sufficient to identify performance shortfalls, and it is not fully inte-
grated with the Enterprise Transformation plan.

The first question is, do you agree with GAQO’s assessment that
the architecture delivered on September 30 does not yet fully meet
the requirements set forth in the NDAA for Fiscal Year 2005?

Mr. KRIEG. I think we asserted, when we sent it, that it was not
a finally finished product, that we were not done, and we would not
have any more work to do. Again, I will get back to you on the
exact compliance because I cannot tell you that I know exactly
what it means to comply. That being said, I full-well admit that
there is a lot of work left to be done in the architecture. But there
is a lot of work to be done in implementation.

Let me for a second, though, kind of push back at work on the
as-is. We spent a long time trying to architect the as-is, and we
tried to architect the as-is down several levels in the architecture.
We found it very hard to say how things related to each other in
the as-is, and we spent a lot of time and effort trying to explain
how things that did not relate to each other related to each other.
I think we found that further exploration of the as-is to prove that
we were not doing well was a path we did not want to move down,
and that is why we moved to this path.

Now, we will work with GAO to see if there is a common ground
on the as-is, but I will tell you architecting the as-is—we spent a
lot of money doing that. I am not sure what finishing the architec-
ture for the as-is description will necessarily add to the other 23
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miles of the marathon we have to run. So we will work that issue,
obviously. They will make comments. We will reply to their com-
ments and we will come back to you. But that is one concern I have
as I look at that thought.

Ms. Jonas. If T might, could I just address one thing? I think
what we have in place is something that is very important to me
as Comptroller and one of the concerns, I think, that was originally
raised by GAO was the amount of investment. What systems were
we investing in and why? Just as an example—we were going to
address this a little bit earlier—216 systems were identified for cer-
tification this year. There were 182 systems that were certified and
approved by the DBSMC, for an investment value of $3.2 billion.
There were 34 systems that were not certified, and we are not al-
lowing funds to be obligated per the legislation. So that is very im-
portant. There were another 290 systems that were identified for
phase-out.

So I am not a technician or a software engineer. I do not know
all the ins and outs about this Enterprise Architecture from a tech-
nical point of view, but from an investment point of view, I think
we are substantially down the road to where we need to be to try
to control some of the investments, and I think that is very impor-
tant.

Senator AKAKA. Yes. You continue to mention the systems. In
our discussions before, it was made clear to me that one huge prob-
lem that you have there is the number of systems.

Ms. JONAS. Yes, sir.

Senator AKAKA. To try to bring that together is going to be very
difficult, and you are suggesting that too.

I just want to add to my questions. What steps are there that
are left to come about to what we call full compliance with the stat-
utory requirements?

Ms. JonNAs. I think the piece that I think we owe you from the
financial point of view is this FIAR Plan, which is integrated with
the Enterprise Transition Plan. So everything fits together. You
have the BEA, which tells you what your as-is looks like. You have
the transition plan that tells you where you need to be, and then
you have the audit piece that, from a financial point of view, tells
us how it will all work to get us to resolving those 11 material
weaknesses. We hope to be able to give that to you next month.

Mr. HiTE. Senator Akaka, I think what you are looking for here
under this incremental approach to developing the architecture and
transition plan which, by the way, we support—it is a best practice.
We have recommended it. That is the way you approach these
things. Frankly, you do it for major systems too. You develop them
incrementally, but when you develop something incrementally, you
have a plan that says what is the capability, what are the at-
tributes of those increments that I am going to deliver by when. So
one of the things we have looked for, relative to incrementally de-
veloping this architecture and incrementally developing this transi-
tion plan is where is that plan that says what these increments are
going to contain. We have not seen that. That is what you are look-
ing for. That is what you want to know in order to see where we
are going to get to the end here.
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Senator AKAKA. Mr. Chairman, what Mr. Hite mentioned is one
of the concerns about the transition plan. GAO reports that the
DOD transition plan represents progress and is a foundation upon
which to build and also indicates that limitations appear to exist
with respect to investment-specific performance outcome measures
and metrics that are linked to strategic goals and outcomes, cur-
rent resource estimates, and consistency with the architecture.

I am particularly concerned by GAQ’s statement that the plan
does not appear to be based on a capability gap analysis that de-
scribes capability and performance shortfalls and identifies which
system investments will address these shortfalls.

Again, do you agree with GAQ’s assessment that the transition
plan delivered on September 30 does not yet fully meet the require-
ments set forth in last year’s NDAA?

Mr. KRIEG. Senator Akaka, let me do this. Given that I have not
read, nor has my staff read, the GAQO’s review of the plan, I do not
want to try and make it up as we are having a conversation. I
would like to go back and thoughtfully look at what they have said.
They have not even delivered us a draft report yet to be able to
comment on it. So I do not want to try to comment on the details
of it until we have had a chance to go through it, understand what
their views are, thoughtfully represent it, be able to come back to
you and come back to them and say, here is what we agree with,
here is what we do not agree with, here is how we need to resolve
this.

What we have tried to do in the other high-risk areas is to sit
down and get a mutual understanding between and among the
OMB, GAO, and DOD as to what we think the right path forward
is, and I would anticipate we will do the same kind of thing here.
We had to get this Enterprise Transition Plan down so that people
would have something to talk about. So we are a little bit farther
behind in the time scale than some of the other high-risk areas, but
I would anticipate that is what we will do next. So if I may beg
your indulgence, let me take their work, let us go through it and
understand it. We will, obviously, be submitting back to GAO, but
we will submit back to you as well for the record our appraisal of
their concerns and where we think we need to go. Is that fair?

Senator AKAKA. Secretary Krieg has spoken. [Laughter.]

Mr. KRrIEG. It was not that good. [Laughter.]

Senator ENSIGN. Just one wrap-up question. Best guess estimate.
What year will DOD be able to pass full financial audits? I want
both of you to maybe be on the record on this.

Ms. JONAS. Actually let me talk to this one. [Laughter.]

Senator ENSIGN. The Comptroller has spoken. [Laughter.]

Ms. JONAS. Wait till you get your budget mark. [Laughter.]

I think one of the problems with the approach previously was
that it was schedule-driven. If you look at most acquisition pro-
grams, one of the larger criticisms you will see from GAO is that
things are schedule-driven as opposed to event-driven. There was
great concern about the missile defense programs in past years,
about them being schedule-driven as opposed to event-driven.

I cannot tell you today when we will be able to get to that point.
I can tell you that we are closer. I can tell you that I hope by 2009
we will have addressed a majority of our assets and liabilities



41

issues. I raised today the Medicare Eligible Retiree Health Care
Fund liabilities. I think we can make enormous progress on that.
We have a qualified opinion on that, but if we can take these steps
that I have outlined and will be outlined to you and the committee,
we will have covered 78 percent of our liabilities.

We are working on, as I mentioned, the military valuation and
other aspects that will allow us to get to 50 percent of our assets
being clean.

So we are working on it that way. We will be able to provide
progress to the committee as we make the incremental progress.
But I cannot tell you right now. So much of what we do and getting
at these 11 material weaknesses depend on the success of the De-
partment to get at these business systems. If it were in my control
to be able to do this, we would have done it.

Senator ENSIGN. That is one of the reasons I wanted Secretary
Krieg to weigh in as well.

Ms. JoNAs. Okay. We will let him pipe in, but that is what I
would say.

Mr. KrIEG. I will disappoint you terribly by not giving you a
date.

But let me tell you something I see happening because of the
partnership we have going. I have several defense agencies that re-
port to me, and the defense agency managers come in talking about
getting to an auditable set of books not for the sake of the
auditable set of books, but because they want to have the business
management tools to understand what they need to do and how
they need to make changes. The reason I note that is I think that
is a culturally important step to take that the business owners are
now increasingly owning getting to financial visibility because they
want to run the business, not because someone tells them they
need to have a clean audit.

I cannot give you a date, but I think that is a huge change in
the way senior management is looking at the problem.

Senator ENSIGN. I actually would have been disappointed if you
would have given me a date because it would have been wrong, and
that would have been the first thing because I do not know that
there is a way to predict it.

I think you are exactly right. I think that it is a cultural—that
the Services and the service chiefs and everybody have to buy in
that this is not for bean counters, that this is not a bean-counting
exercise, that this is actually practical tools that can actually make
them have more dollars to do the things that they want to do and
also be accountable to the taxpayers so everything is out in the
open. That is the purpose for all of this.

I am not one of those people that you just have systems in place
just so you can check things off. That is not the purpose for doing
this. The purpose for doing this is to ensure that our warfighter
has the resources that they need and our taxpayer feels com-
fortable that we are using their money in the best possible way.
That is the purpose for doing these.

I want thank you. I think it has been a very, very productive
hearing. We look forward, once again, to working with you between
now and the next time we do these hearings.
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One last comment. Obviously, you saw the Byrd amendment yes-
terday. We will be following that very closely to find out if this con-
tinues to have progress. I will fight to make sure that you are al-
lowed to go forward, and if not, then we may take a different route.
But we will look forward to working with GAO, as well as the
DOD, on that particular issue as we go forward.

So thank you all very much for your excellent testimony.

The meeting is adjourned.

[Questions for the record with answers supplied follow:]

QUESTIONS SUBMITTED BY SENATOR DANIEL K. AKAKA
REVIEW AND APPROVAL OF BUSINESS SYSTEM INVESTMENTS

1. Senator AKAKA. Secretary Krieg and Secretary Jonas, the Department of De-
fense states that it has adopted a “tiered accountability” approach to system invest-
ment review, certification, and approval. Have the Department’s military services
and defense agencies established investment review structures and processes con-
sisten}ti?vvith those at the Office of the Secretary of Defense level as part of this ap-
proach?

Mr. KRIEG. The Department adopted and successfully implemented the tiered ac-
countability approach for Business System Investment reviews. Under this ap-
proach, program managers submit required certification documents to their des-
ignated pre-certification authority (PCA). For programs that are Service specific, the
PCA resides in each respective Service. The PCA has the responsibility to review
the submission on behalf of the Service and if they approve the effort, they prepare
a certification recommendation and forward it to the appropriate Office of Secretary
of Defense (OSD) level Investment Review Board (IRB). If the IRB approves the in-
vestment, then the OSD Certification Authority refers the investment to the De-
fense Business Systems Management Committee (DBSMC) for final approval.

Due to the pre-certification requirement mentioned above, Services and defense
agencies have processes and structures in place to review programs before they
come forward to an OSD IRB. This allows for “tiered” review by the Service or de-
fense agency before the OSD review. The PCA is the individual accountable in the
Service or defense agency for the decision to submit the package into the OSD re-
view process. In some cases, after conducting their own pre-certification review,
Services or defense agencies have elected not to forward systems to OSD because
they were duplicative or merited further examination of capabilities.

Ms. JONAS. Yes, in accordance with the Deputy Secretary of Defense memoran-
dum dated March 19, 2005, subject: “Delegation of Authority and Direction to Estab-
lish an Investment Review Process for Defense Business Systems,” DOD Services
and agencies have established PCAs and Investment Review processes. PCAs are
headquarters-level approval authorities who are assigned accountability for business
systems investments.

2. Seg’lator AKAKA. Secretary Krieg and Secretary Jonas, when will this be accom-
plished?

Mr. KRIEG. In accordance with the Deputy Secretary of Defense memorandum
dated March 19, 2005, subject: “Delegation of Authority and Direction to Establish
an Investment Review Process for Defense Business Systems,” DOD Services and
agencies have established PCAs and Investment Review processes.

Ms. JoNAS. This has already been accomplished. As of June 2, 2005, the DOD has
adopted a “tiered accountability” approach to investment review, certification, and
approval as required by the Investment Review Concept of Operations (CONOPs).
A list of DOD Service and agency PCAs is attached.

PCA Name
Component . Honorific/Title
First Widale Last

Air Force ... | William ........... T. Hobbins .......... Lieutenant General

Army ... (L1 R— L Winkler .......... Principal ~ Director, Governance, Acquisition, and Chief
Knowledae Office

Navy .... David ... . M. Wennergren ... | Chief Information Officer

CPMS ......... | Janet ... . Hoffheins ........ Deputy Director, HR Automated Systems

DFAS ......... Audrey ........... Davis .............. Chief Information Officer
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PCA Name
Component . Honorific/Title
P First Widdle Last
Garing Director for Strategic Planning and Information
McCoy . ... | Component Acquisition Executive
Sones ... | Chief Financial Executive
De Vincentis ...
Wenrich ..........
. E. Armstrong, Jr. | Dr./Chief Information Officer
TRANSCOM | Paul ...... . F. Capasso ........ Brigadier General
TRANSCOM | Virginia ......... L. Williamson ... Alternate PCA (TRANSCOM)

QUESTIONS SUBMITTED BY SENATOR BILL NELSON
MISREPRESENTING FUNDS

3. Senator BILL NELSON. Secretary Jonas, a recent Defense Criminal Investigative
Service (DCIS) investigation at U.S. Special Operations Command (USSOCOM) es-
tablished that in 2002 the command’s budget personnel, at the request of the OSD
Comptroller’s office, misrepresented the command’s annual budget request by $20
million in order to “hide” or “park” funds that would be used by DOD for unspecified
purposes later. Statements by DOD and USSOCOM budget professionals to DCIS
investigators indicated that “hiding” or “parking” money in the Department’s budget
request is a common and accepted practice. What is your interpretation of law with
respect to willfully misrepresenting budget numbers or justification in the annual
DOD funding request to Congress?

Ms. JoNAS. Federal law makes it unlawful to knowingly and willfully submit to
Congress information relating to the Department’s budget request that is materially
false. The Department makes every attempt to ensure that the information we pro-
vide to Congress in connection with the budget request is accurate in all respects.

4. Senator BILL NELSON. Secretary Jonas, what is your interpretation of DOD reg-
ulation, directive, and policy with respect to willfully misrepresenting budget num-
bers or justification in the annual DOD budget estimate submission or program ob-
jective memorandum?

Ms. JoNAs. The Department justifies its budget requests in accordance with the
procedures prescribed by the OMB in OMB Circular A-11. In addition, the Depart-
ment has promulgated several directives and instructions defining its Planning, Pro-
gramming, Budgeting, and Execution System (PPBES). The Department’s internal
budget process includes numerous reviews at multiple levels to ensure that all budg-
et requests are accurate and complete.

5. Senator BILL NELSON. Secretary Jonas, what specific action are you taking to
determine the scope of the practice of misrepresenting the numbers or justifications
in the Department’s budget request?

Ms. Jonas. It is my understanding that the Department of Defense Inspector
General (DODIG) has reopened its audit regarding the matter. Once the DODIG has
issued a report and made its recommendations, the Department will implement any
recommendations resulting from the audit that will improve our process.

6. Senator BILL NELSON. Secretary Jonas, what specific action are you taking to
uncover and correct instances of misrepresenting numbers or justifications under
current appropriated programs?

Ms. JoNAs. The DODIG is required to audit and investigate programs and activi-
ties of DOD organizations. The DODIG is currently looking into allegations of inap-
propriate budget practices at SOCOM. Once the DODIG has issued a report and
made its recommendations, the Department will implement any recommendations
resulting from the audit that will improve our process.

7. Senator BILL NELSON. Secretary Jonas, what specific actions are you taking to
ensure that misrepresenting budget request numbers or justifications will not be tol-
erated in the annual Department budget request to Congress?

Ms. JoNAs. The Department’s budget justifications are reviewed for compliance
with OMB Circular No. A-11.

A review of all budget justifications submitted by the Services and DOD agencies
is conducted prior to submission to the OMB and Congress.
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QUESTIONS SUBMITTED BY SENATOR EVAN BAYH
DEFENSE FINANCE AND ACCOUNTING SERVICE

8. Senator BAYH. Secretary Jonas, please provide details regarding the timetable
for making final decisions regarding Defense Finance and Accounting Service
(DFAS) consolidation, for implementing these changes, and where this process
stands today.

Ms. JONAS. The draft DFAS Base Realignment and Closure (BRAC) Business Plan
was submitted to OSD BRAC Office on November 21, 2005, for review and com-
ment. If approved, implementation will begin in January 2006. However, the avail-
ability of BRAC funding will influence the final implementation schedule.

9. Senator BAYH. Secretary Jonas, we know the floors set by the BRAC Commis-
sion. What is the currently available capacity of each DFAS location to go above
these floors?

Ms. JoNAs. Capacity exists at Cleveland, Columbus, and Indianapolis to meet the
floors set by the BRAC Commission. Capacity, without construction at Cleveland is
2,262 full time equivalents (FTEs), Columbus is 2,930 FTEs, and Indianapolis is
3,800 FTEs. Minor renovation projects are needed to meet the mandated floors at
Limestone of 600 FTEs and at Rome of 1,000 FTEs.

10. Senator BAYH. Secretary Jonas, what criteria are being used to determine the
future size and functions of each DFAS location?

Ms. JoNAS. The following criteria were used to determine the location and size
of functions:

1. Achieve economies of scale using the existing workforce by aligning work
where it is currently being performed.

2. Ensure backup exists of critical functions to mitigate risks.

3. Optimize savings opportunities.

4. The pace of implementation should address high attrition rates.

5. Meet BRAC 2005 staffing floors at the five sites:

a. 1,500 FTEs at Cleveland, OH.
b. 2,064 FTEs at Columbus, OH.
c. 2,632 FTEs at Indianapolis, IN.
d. 600 FTEs at Limestone, ME.

e. 1,000 FTEs at Rome, NY.

11. Senator BAYH. Secretary Jonas, what data (surveys, etc.) are available regard-
ing the preference of DFAS employees for relocation to specific sites?

Ms. JoNAS. None. All DFAS employees will be offered the option to relocate to a
continuing site and will receive Permanent Change of Station reimbursement.

12. Senator BAYH. Secretary Jonas, does the DOD have any information on the
cumulative impact that loss of experience will have on DFAS operations?

Ms. Jonas. Historically, approximately 1020 percent of the workforce will relo-
cate as workload transitions. To mitigate the impact of the loss of experience, DFAS
has developed a risk management plan that includes mitigation strategies such as
advanced hiring, telework, workforce augmentation, and parallel operations during
migration of customer work. These strategies have been successfully used during
previous workload realignments.

13. Senator BAYH. Secretary Jonas, are the 800 jobs that Director Gaddy has an-
nounced for DFAS-Indianapolis new jobs?
Ms. JONAS. The projected jobs are additional permanent positions.

14. Senator BAYH. Secretary Jonas, would the 800 new jobs be a permanent addi-
tion to the existing jobs, would they simply replace jobs that may be slated for elimi-
nation, or are they expected to be eliminated soon after they are added?

Ms. JONAS. The projected jobs are additional permanent positions.

[Whereupon, at 3:17 p.m., the subcommittee adjourned.]
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