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“The burcaucracy won't change itself; that is like asking a whale to fly. Only the Congress can reduce the
system’s size and bring some order out of chaos.”

Admiral Hyman Rickover

The Federal Government is hobbled by bloat, burcaucracy, and inefficiency that is undermining the
economic and military strength of the United States. Interest payments on the debt are approaching $1.2.
trillion in 2024 compared to a topline defense budget of $850 billion. As a share of federal spending,

the defense budget has fallen from nearly 60 percent to just 10 percent since the 1950s. While we must
prioritize our national security, and I believe investing five percent of gross domestic product is a crucial
goal, the Department of Defense (DOD) must contribute to a larger effort that will drive efficiency into
every aspect of our government. This report and associated bill language will address the efficiency of
defense programs, lending credence to the idea that a larger defense budget will be money well spent and
a catalyst for the reindustrialization of America.

Critics of current defense acquisition practices often suggest that eliminating price gouging will free
significant funds for real security needs. Many have cited famous examples: the $600 hammer or the
8,000 percent markup on a C-17 soap dispenser. On both, the story is more complicated than price
gouging. Accountants disproportionately spread overhead costs across various line items, giving the $600
hammer that eye-popping tag. The C-17 soap dispenser contained unique Air Force requirements for
decompression, shock, acceleration, and flammability.

Unfortunately, much of the Pentagon’s business inefficiencies do not stem from anything as straightfor-
ward as price gouging. The problems are fundamental and are interconnected. DOD operates non-com-
mercial business systems, requires unreasonable qualifications, orders at low production volumes, and
lacks leverage on sole source suppliers.
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The situation is not just a 21st century problem. In the 1970s, the Comptroller General estimated
that half of all defense research and development funding was spent on paper documentation. By all
accounts, bureaucracy and risk aversion are worse today. Researchers found that the acquisition cycle
time has jumped more than four-fold since the 1950s — primarily driven by obstacles that impede
decision-making.


https://www.cnbc.com/2024/09/12/interest-payments-on-the-national-debt-top-1-trillion-as-deficit-swells.html
https://www.cnbc.com/2024/09/12/interest-payments-on-the-national-debt-top-1-trillion-as-deficit-swells.html
https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2025/FY2025_Budget_Request.pdf
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https://www.hudson.org/national-security-defense/competing-in-time-ensuring-capability-advantage-and-mission-success-through-adaptable-resource-allocation

What do we get for the endless daisy chains of approvals and documentation? Certainly not improved outcomes. For
example, it took the Army 10 years just to release a contract solicitation for a handgun that contained a mountain of
requirements and compliance. The administrative complexity scared some major manufacturers away. They opted not
to bid on the contract rather than face the paperwork. Even government officials find it hard to navigate their own
bureaucracy. Every year, we spend roughly $2.5 billion in the Washington, D.C., region alone to hire contractors to
manage programs. The clock would be ticking for any company that operated this way.

Emergencies indicate how procurement could be different. When a crisis arises and the paper process is thrown out,
there is consistent evidence that projects are completed better, cheaper, and faster. The Mine-Resistant Ambush
Protected (MRAP) program, the Rapid Equipping Force, and Joint Improvised-Threat Defeat Organization are
examples of successful efforts during the Global War on Terror. In contrast, poor performance is pervasive in programs
that follow the peacetime process, such as the DDG-1000, Future Combat Systems, Joint Tactical Radio System,

and the GPS Next-Gen Operational Control System. Poor performance results from bureaucratic practices that have
separated our commercial industrial base from defense, leaving our weapon systems generations behind. For example,

the computing power of the F-35 lags behind new consumer items like a Tesla.

We can regain the advantage. To do so, defense officials must embrace a new world. Today, we count autonomous
militarized drones by the millions, industry drives technological evolution, and operational success is determined by
speed to deploy capabilities. The time to admire the problem is over. In recent years, private capital has poured into
defense startups by the billions. To draw entreprencurship and technology back into defense, we must start buying
advanced systems from the best talent that exists today.

Major players in industry and government have outlined plans for such an acquisition overhaul. Palantir strives to
bring more startups into defense production and has dubbed its initiative the “First Breakfast.” The title is meant to
reference — and reverse — the infamous 1993 “Last Supper,” an event which accelerated the consolidation of defense
contractors. Private investors have created an organization to tap into “American Dynamism.” funding entrepreneurs
who are pursuing groundbreaking technology. Former Department of Defense officials have worked to popularize
the “Hedge Strategy” — a plan to supplement our exquisite systems with small, inexpensive, unmanned capabilities
running on cutting-edge software. They have also promoted the “Fast Follower” model. The idea envisions a DOD
that lets industry lead in innovation but then jumps in as the first to adopt technological breakthroughs.

The benefit of plans of this kind is that defense will not keep pace with innovation unless we decisively reform the
acquisition bureaucracy. No single barnacle will slow down a ship, but a mass buildup of barnacles creates drag and,
if left unaddressed, corrodes the hull. We cannot debate the issue of efficiency in a piecemeal fashion, one barnacle at
a time. The president must take an active role to make major improvements to defense acquisition. But with much of
the current regulations grounded in statute, fixing the problem will take close coordination and a partnership with
Congress.

We have a generational opportunity to transform the Pentagon for the 21st century. This report outlines steps
Congress should take to support the president in freeing our defense enterprise and allowing the United States to
outpace and out-innovate our adversaries once again. I introduced specific legislative language in the FORGED Act to
enable these recommendations.


https://discover.dtic.mil/wp-content/uploads/809-Panel-2019/Interim-Report/Sec809Panel_Interim-Report_May2017.pdf
https://www.usaspending.gov/search/?hash=0488ad3c2c498ca15f5bca02c8cb9984
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https://warontherocks.com/2023/09/revisiting-the-hedge-strategy-with-renewed-urgency/
https://insidedefense.com/daily-news/diu-pushes-fast-follower-strategy-brown-says-sense-urgency-lacking

| PROPOSE A FIVE-PART PLAN FOR DRIVING EFFICIENCY INTO WEAPON SYSTEMS
ACQUISITION:

Cut Red Tape. Decades of layered statute and regulation has created a labyrinth of rules
that prevent the workforce from thinking innovatively or moving with urgency. Congress
should repeal statutory provisions that add reporting requirements, create unnecessary pilot
programs, or micromanage the executive process. Approvals, thresholds, and limitations
should be struck or raised. These moves would open the aperture for the president to retain,

revise, or remove regulations. If Congress can streamline the administrative state across the executive and
legislative branches, greater efficiencies and mission impact will follow.

' Unleash American Innovation. The United States is the most innovative country in the
b ?  world. For the first time in generations, commercial companies and entrepreneurs are
= = turning their talents to defense. If DOD fails to capitalize on the moment, it will lose access
# %' 1o this talent for years to come. Too many innovations fail to transition into production at
-

scale. Instead, they languish in the valley of death — that tenuous period between exper-
imental prototypes and production contracts. Congress can help correct this failure, and it has a suite

of solutions to pursue. DOD should solidify expedited acquisition pathways and implement portfolio
acquisition strategies. It should flip the paradigm of contracting to require commercial procedures as the
starting point. Most companies can be exempt from DOD’s bespoke, non-commercial business systems.
Innovative nontraditional defense contractors should be on speed dial, not struggling for access. The sum
of these actions will make the government an attractive customer for leading companies.

tional platforms remain the backbone of our military power. Ships, aircraft, munitions, and

ground vehicles will continue to be essential elements of the defense inventory for decades
@ to come. These systems, however, are plagued by diminishing manufacturing sources and

material shortages that lower readiness and increase costs. We should significantly stream-

\-' Create Competitive Pressure. While new systems are being developed and fielded, tradi-

line the processes for reverse engineering, qualification, testing, and second sourcing. The effort will
reduce the cost of entry for software-defined manufacturers to help bring the defense industrial base into
the 21st Century.

Enable Decisive Action. Program managers and program executive officers are responsible

for acquiring weapons but have little authority. Dozens of oversight organizations drive

lengthy reviews to ensure compliance with mountains of policies. The more decisions are

bogged down by unaccountable officials, the more bloated and dysfunctional the organiza-

tion becomes. Good people are leaving the bureaucracy in droves. Functional support must
be moved directly into upgraded program executive offices that can integrate requirements, resourcing,
and acquisition to implement portfolio management while creating more collaborative structures to
enable joint coordination. Integrated decisions and single lines of approval will accelerate acquisition
across the board.

Modernize Defense Budgeting. The antiquated defense budgeting system severely hampers
o national security. Funding for weapon systems requires three-year lead times. The presi-

m dent lacks the flexibility to move money to better uses even as technologies and threats

change. There are thousands of budget lines creating financial prisons that box out new

innovations, take leverage away from contract negotiators, and generate year-end spending
sprees. Many of the recommendations from the Commission on Planning, Programming, Budgeting,
and Execution Reform should be adopted - including transforming the budget structure, consolidating
budget lines, mitigating the harm of continuing resolutions, and providing reprogramming and new start
authorities. Adopting these recommendations will dramatically improve DOD’s ability to keep pace with
the speed of commercial innovation.
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“We bury the men who do the nation’s creative work under layers of administrators and mountains of memoranda.
We shrivel creativity by endless frustrations.”

Admiral Hyman Rickover

Over the last four decades, the defense acquisition system has ground to a virtual halt, buried under a mountain of
statutes and regulations from Congress and the Pentagon. The system once delivered an Arsenal of Freedom. Today,
we have replaced those heroics with a culture of compliance and the bureaucracy — and at the exact wrong time. Our
world has grown particularly dangerous. We must aggressively cut or streamline regulations to enable speed, agility,
and innovation. The United States has neither the time nor the budget to afford the current administrative environ-
ment. We need to empower the best and brightest in DOD and industry to deliver novel solutions to our warfighters
rapidly. The last thing they need are regulatory obstacles and busy work. We cannot get the most out of them without
striking or streamlining hundreds of redundant or distracting provisions from statute, keeping only the core tenants of
good policy. Many statutory provisions are duplicative, restrictive, and cannot be fulfilled without excessively high-
level approval. Hundreds of pilot programs have been created over the last few years. Many of them are permissive,
which has created the false impression that the workforce can act only if it is specifically allowed in statute. To unleash
the ingenuity of the acquisition workforce, we should make that mandate clear from statute through regulations and

guidebooks.

BACKGROUND

The defense acquisition system is inundated with regulations. The complexity makes officials risk averse to the point
of inaction. It does not need to be this way. In 1948, the entire armed services procurement regulation fit on eight
pages, with roughly one hundred additional pages of implementation guidance. The length of today’s policy speaks
literal volumes. The Federal Acquisition Regulation — including supplements, clauses, forms, and instructions — runs
6,000 pages, with thousands more in guidebooks. The multi-volume document is a maze that our contracting officers
must navigate. Financial managers, systems engineers, cost estimators, program managers, and other officials also face
other daunting requirements. Overregulation has created a culture of compliance and box-checking that comes at the
expense of mission outcomes.

A streamlined acquisition process has demonstrated success in the past. Consider the entire statement of work and
other contract conditions that the Army issued for the first fixed wing aircraft in 1908. The document fit on one page.
It used well-crafted performance specifications instead of detailed lists of technical and business requirements. This
practice continued even after World War IL The specifications for the P-80, the first pure jet fighter aircraft, were
drafted and approved within hours in a collaboration between the Air Force and industry. In 1955, the entire specifi-
cation of the F-4 Phantom II fit on two pages.

Procurement practices have changed dramatically. By 1980, the C-17 specification consisted of more than 13,000
pages and 35,000 drawings. Contractor responses came in boxes delivered by the truckload. The same problems
persist. In many cases, they have become even worse. In 2017, a Government Accountability Office (GAO) report
found that it took nearly two years to get on contract for a procurement between $10 million and $100 million.
Another GAO report found that lead times for major contracts increased another 40 percent between 2019 and 2022.
Even with additional authorities, DOD is unable to get on contract to support urgent requirements in a relevant cycle

time. The regulations overflow in complexity, and officials justifiably fear that a single missed check box can trigger a
bid protest that stops a procurement in its tracks. The result is predictable: Business leaders focus on process rather
than taking decisive action.


https://www.dau.edu/sites/default/files/Migrated/CopDocuments/DODhandbook%20For%20Prep%20of%20SOW.pdf
https://www.amazon.com/Skunk-Works-Personal-Memoir-Lockheed/dp/0316743003
https://csbaonline.org/uploads/documents/2008.10.15-Defense-Industrial-Base.pdf
https://csbaonline.org/uploads/documents/2008.10.15-Defense-Industrial-Base.pdf
https://www.gao.gov/assets/gao-17-644.pdf
https://www.gao.gov/products/gao-24-106528
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ACTIONS:

Excess Requirements: Most of the acquisition-related provisions for our national defense are found in Title 10, Subtitle
A, Part V of the United States Code. A thorough review and repeal of unnecessary provisions would reduce the statute
significantly. In turn, the executive branch would have room to reduce its regulations. Many of these statutes create
restrictions that hamper good business practices. Section 3070 limits the amount of on-hand supplies inventory to no
more than two years. This might have made sense in a peacetime scenario. But now, lead times for some supplies extend
to three years, making the requirement overly restrictive. For another example, sections 4321 through 4328 contain

a number of overlapping or unnecessary weapon systems sustainment requirements. By keeping only section 4324 -
which focuses on lifecycle management and product support — the remaining sections can be repealed. We would retain
the key elements of product support roles, responsibilities, and requirements.

Pilot Programs: There is another type of statute ripe for cutting: the thicket of pilot programs, demonstration projects,
governance structures, and targets for new technologies. Congress has tried to encourage DOD to embrace technolo-
gies such as 5G, quantum, digital engineering, and artificial intelligence. It has done so by layering demonstrations that
are already well within executive authorities and roadmaps. These statutes come with their own baggage. They presup-
pose optimal technology development pathways, create detailed requirements, and pile on excessive reporting. Pilots
have their place, but the current practice overwhelms the system.

Prior Recommendations: The Congressionally created Section 809 Panel has suggested additional changes that would
streamline acquisition regulations. This three-year effort resulted in 98 recommendations for acquisition reform. Only
a handful were implemented. Congress could quickly pick up many of these actionable ideas to cut red tape, such as
exempting DOD from the Clinger-Cohen Act, streamlining cost audits, creating a five-year sunset on all reporting
requirements, and immediately repealing numerous statutory requirements. Other recommendations from the Section
809 Panel inform elements of my proposal, including those to reform acquisition organization and funding.


https://discover.dtic.mil/section-809-panel/

“That is why so many talented people at the operational level are leaving the Defense Department, they have experi-
enced too often the inward fury of sincere and capable men thwarted by powerful little bureaucrats.”

Admiral Hyman Rickover

The Department of Defense is frequently outpaced by technological change in the commercial world. By the time
officials make a decision, let alone field a system, the private sector has created innovations. Often, these commercial
technologies have military relevance, and they are equally available to all nations and non-state actors. There is no
going back to the days when DOD both leads and outspends the private sector on R&D. Moreover, DOD cannot
force American companies to do business with the government. China could not be more different. It has a fused
military-civil program in which companies must support national security. To keep pace, DOD must become a better
customer. To begin, it must break up monopsonistic practices within DOD, in which a one-buyer mentality domi-
nates what could be a marketplace. Instead, the capabilities prototyping process should involve competition among
program managers. We should also lower barriers to acquisition programs by removing Milestone A, which gatekeeps
too many programs from the development phase by pre-determining solutions on behalf of industry. We should also
supercharge innovative acquisition pathways and create portfolio acquisition strategies. Commercial contracting
procedures should be the default, not simply a preference. DOD should be required to provide determinations to
select non-commercial business practices. Today, determinations are required to buy commercial. As a matter of
course, all nontraditional defense contractors should be treated commercially and exempted from onerous non-com-
mercial business systems.

In other words, we can achieve value in defense procurement by lowering barriers to entry, which would boost compe-
tition. We cannot continue layering non-commercial regulations that disincentivize new entrants and risk-taking.

BACKGROUND

Defense modernization from the 1940s through the 1960s was marked by extraordinary advances in weapon systems
on expedited timelines. The first nuclear reactor to create usable power was approved to start design in April 1950. In
fewer than three years, it went critical — meaning it began operating at a steady state. The reactor was integrated into
the first nuclear submarine and delivered to the fleet just over two years later, in April 1955. The entire program was
completed within five years. Imagine that happening today. Now, construction of an attack submarine in rate produc-
tion takes more than eight years.

The construction of the nuclear submarine fleet from scratch was remarkable, but it was not an isolated example of
success in that era of defense innovation. The first nuclear aircraft carrier contract was awarded in November 1957
and commissioned four years later. In contrast, the lead ship of the Ford-class carrier took more than twice as long to
commission and another five years to deploy. First-in-class nuclear weapons, ballistic missiles, jet aircraft, reconnais-
sance satellites, radars, laser-guided bombs, hypersonic vehicles, air defense systems, and other weapons were routinely
delivered from start to finish in five years. Today, major programs take at least five years to go through planningand
technology maturation. Then, they take another 11 years on average to reach initial operational capability.

In real dollars, the United States spends roughly the same on defense as it did 70 years ago. Yet defense spending has
fallen by ewo-thirds as a percentage of total national economic output. In the 1960s, DOD drove innovation and
was the leading early adopter of new technology sectors. In the first year of that decade, defense-related research and

development (R&D) represented 36 percent of global expenditures. By 2019, that figure had fallen to just 3 percent.

The defense industry has also slowed its pace in research. In 1956, acrospace and defense companies spent a whopping
19 percent of their sales on R&D - several times more than civilian industries — including on scientific instruments


https://www.gao.gov/assets/gao-23-106059.pdf
https://crsreports.congress.gov/product/pdf/R/R45403
https://www.amazon.com/Weapons-Acquisition-Process-Economic-Analysis/dp/B0006D6C0S

and chemicals. Today, most defense companies spend just one or two percent of sales on reimbursable R&D, but
commercial tech companies spend far more. Last year, Nvidia poured 27 percent of its sales on R&D, and Meta spent
29 percent. Amazon devoted $85 billion to technology and infrastructure.

DOD cannot spend its way back into technology leadership in the vast majority of critical technology areas, including
artificial intelligence, communications, advanced materials, microelectronics, space, and cybersecurity. Even hyper-
sonic vehicle development is affected. There are startups — with significant private capital — making these vehicles

and trying to use defense as an early sales path to commercial scale. DOD must leverage the talent, technologies, and
capital of the commercial sector and integrate them into novel weapon systems concepts. Rapid acquisition proce-
dures can work for small drones and for the largest weapon systems alike.

This is not a novel observation. More than 30 years ago, the Packard Commission recognized that the commercial
sector was three to five years ahead of defense. The Federal Acquisition Streamlining Act of 1994 and the Federal
Acquisition Reform Act of 1996 created commercial item procedures and preferences for commercial products and
services. This period also saw the expansion of DOD authorities to access more nontraditional defense contractors
by using Other Transactions — a special type of contract that bypasses contract regulations to facilitate research and
prototyping. However, the foundation of commercial items did not stick, and it slowly fell away. The number of
government-unique clauses in a commercial contract has increased from roughly 50 to over 150. Even making minor
customization for defense is not a minor inconvenience. It imposes hundreds of burdensome clauses and processes on
commercial companies.

Today, commercial items represent roughly 20 percent of DOD prime contracts, mostly for mundane items and
services rather than technology products. Companies that use the same commercial parts on defense and civilian
products are often prevented from applying commercial procedures to their suppliers. The practice is egregious. So
is the fact that many Other Transactions are awarded to traditional prime contractors. The nontraditionals that are
awarded these innovative agreements cannot easily transition to the production stage. When they try to do so, the
entire effort is recompeted on the usual defense contracts which are burdened with noncommercial requirements.

DOD risks losing access to American innovation if it does not become a better customer. Doing so requires process
improvements, and it means creating competitive pressure within the government. If the public believes monopolies
are unacceptable, then a monopsony — a single buyer, rather than single seller — should be viewed with equal suspicion.
Breaking up monopsonistic practices creates incentives for government personnel. It can also facilitate the use of
commercial product development strategies while preserving fair opportunity in industry. In the years after World
War I1, it was common for DOD to create austere prototypes of several platforms across organizations. Then, it would
put into production only the very best of the bunch. We must return to the competitive practices inherent to our
American values.

There is no better time to get started. In fact, we must seize a huge opportunity, as private capital is flowing into
defense innovation. The value of venture funding to aerospace and defense companies jumped seven-fold between
2016 and 2021. A total of $118 billion was deployed to acrospace and defense companies in the last three years,
totaling more than 9 percent of all defense contracts. Yet venture-backed companies received just 1 percent of defense
contracts. IF DOD does not start transitioning new innovative companies into production, private capital will dry up
sooner or later. DOD cannot squander a chance to work with an entire generation of the country’s finest entrepre-
neurs.


https://investor.nvidia.com/financial-info/sec-filings/sec-filings-details/default.aspx?FilingId=17293267
https://d18rn0p25nwr6d.cloudfront.net/CIK-0001326801/c7318154-f6ae-4866-89fa-f0c589f2ee3d.pdf
https://ir.aboutamazon.com/sec-filings/sec-filings-details/default.aspx?FilingId=17229449
https://dair.nps.edu/bitstream/123456789/3705/1/SEC809-RL-86-0106.pdf
https://discover.dtic.mil/wp-content/uploads/809-Panel-2019/Volume1/Recommendation_02.pdf
https://csis-website-prod.s3.amazonaws.com/s3fs-public/2023-12/231207_Sanders_Defense_Acquisition_Trends_2023.pdf?
https://pitchbook.com/news/articles/global-vc-defense-tech-deals
https://executivebiz.com/2024/01/dod-spending-shows-preference-for-traditional-contractors/
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ACTIONS

Buy-Before-Build: Streamlining acquisition requirements will reduce cycle-times, lower barriers to entry, and support
the adoption of innovation. Milestone A became a statutory requirement in 2009 and added a long list of required
documentation to the acquisition process. The paperwork creates a bias toward incremental changes to legacy weapon
systems and against innovative breakthroughs. In theory, tradeoffs are supposed to be made for cost, schedule, and
performance throughout the prototyping phase. However, lengthy documentation before Milestone A often prohibits
such tradeoffs. DOD approaches industry with a pre-determined solution, limiting its ability to innovate. Milestone
A should be struck from statute and recreated into a buy-before-build process. Such a system would rely on experi-
mentation to prove the mettle of innovative alternatives. Meanwhile, Milestone B should define requirements while
removing statutory certifications and streamlining documentation.

Rapid Acquisition: The novel Software Acquisition and Middle-Tier of Acquisition pathways should become the
preferred pathways for all new programs. Both need additional authorities to roll back the regulations that impede
them. A key way to expedite these pathways will be by updating DOD’s acquisition strategies. Today, DOD tends to
detail a specific end-item, but it should be focused on a capability portfolio. For example, an acquisition strategy for
small unmanned aerial systems would focus on high-level objectives. Then, it would allow companies to compete,
innovate, and develop alternative platforms — without having to reapprove documentation or change baselines. Simi-
larly, the largest weapon systems should be broken down into smaller incremental efforts and iterated upon, instead of
packing a traditional set of requirements into these new acquisition pathways.

Monopsony: We must maximize competition within the government. In the current monopsonistic model, a single
program manager and contracting officer requests bids from multiple performers. The down-select — or narrowing the
field of bids from one stage of the review process to the next — is based on rigid factors that box out learning, pivoting,
and improving. In a new competitive model, multiple program managers and contracting officers would work with

a contractor to deliver a prototype within an equal funding limit. Companies hoping to move from the prototyping
to production phase should be evaluated with independent test activities and end user engagement. Under the new
model, the program manager must have the ability to bypass documentation and amend requirements in response to
updated information on technical feasibility and user feedback.

These reforms would allow program managers to adopt commercial product development practices. Competition in
government creates internal incentives to move quickly, inject innovation, and collaborate with industry to deliver
the best overall product. It also helps redefine competition in industry. Under the current model, industry bids on the
price of a pre-determined government solution. Instead, we should allow multiple vendors, each with a sole source
contract, to compete in delivering differentiated solutions to the warfighter in order to win large production orders.


https://pitchbook.com/news/articles/global-vc-defense-tech-deals

Confflict of Interest: DOD can create a conflict of interest, and we must address it. Sometimes, DOD labs simultane-
ously support program office acquisitions and offer products that compete with industry. When government stan-

dards and reference architectures are overly prescribed, they can become a back door to sole-sourced solutions created
by government-supported labs, universities, and federally funded research and development centers. The regulator
becomes the supplier. Lab personnel generate program requirements, provide technical assistance to the program and
contracting team, and serve as members of source selection evaluation boards. Rather than buying and configuring an
off-the-shelf product that has millions or even billions of dollars invested, DOD labs will convince the program offices
to redevelop the solution. In the name of avoiding contractor vendor lock — in which it becomes too costly to switch
to a new supplier - DOD labs ironically vendor lock programs into government solutions.

We can work against this conflict of interest. A provision should be created to tackle potential unfair competitive
advantage in cases where DOD lab employees or assigned personnel perform acquisition functions, including the
development, award, and administration of contracts. This will level the playing field. Industry would be able to
compete to supply products for acquisition programs — rather than being forced to provide labor services to support
government-lab-built solutions. Such a reform will also help enforce the use of performance-based specifications
which are already in statute but are often ignored in favor of military-unique specifications drafted by DOD labs.

Consumption-Based Solutions: Many modern companies have adopted a new business model. It has become popular to
offer products as a subscription-based service, rather selling them as an item owned and maintained by the customer.
Congress has created pilot programs for this kind of scheme — using the term “consumption-based solutions” — but
the model remains underused. Consumption-based solutions should become a permanent authority. We should add

a new subsection under “service contracting” in the Defense Federal Acquisition Regulation Supplement, and we
should establish a new contract type called fixed-price resource units. Moreover, consumption-based solutions should
be provided incremental funding authority and be allowed to use appropriate funds from any appropriation account.
This would eliminate confusion about whether such acquisitions are an investment or an expense.

Nontraditional Defense Contractors: DOD frequently adds defense-unique — as opposed to broadly commercial -
requirements to its acquisitions. These standards can increase costs by 30 percent. This often boxes out nontraditional
defense contractors (which includes all small businesses). These suppliers must be relieved of such expensive require-
ments. DOD already has the power to treat products or services from nontraditionals under commercial procedures.
It rarely uses that power. Without exception, contracting officers should conduct business with nontraditionals at any
tier using commercial procedures. These companies should be exempted from onerous business system requirements,



forward pricing rate reviews, and similar mandates. Removing government requirements allows commercial and
dual-use companies to share their infrastructure with defense. It avoids having to stand up federal units with separate
infrastructure, which prevents the waste of time and capital. Finally, redefining nontraditionals around self-funded
investments will provide a pathway to trimming the layers of compliance that bog down large contractors.

Commercial First: To integrate defense with commercial business practices in DOD’s contracting strategy, we must
change the way the Pentagon solicits contracts. Generally, contracting officers issue solicitations with negotiated
procedures and hundreds of government-unique requirements, even for competitive procurements. This puts commer-
cial contractors at a disadvantage. In order for elements of the contract to be considered commerecial, the contracting
officer must go through a lengthy determination process. The paradigm must be flipped. We must create a glide

path to innovation by starting from the presumption that commercial procedures will be applied. This would also
prevent the use of cost-type contracts as a default, which can often bar nontraditionals from bidding. In cases where

a traditional contractor or subcontractor presents a non-commercial solution, the contracting officer should justify a
memorandum to use negotiated procedures or cost-type contracts.

Merit-Based Selections. Many of these outcomes are already feasible using Commercial Solutions Openings (CSOs),
which allow contracting officers to use merit-based selection to do market research and proposal evaluation. CSOs can
be used to award either Other Transactions agreements or FAR-based contracts, the latter being the usual, highly-reg-
ulated contracting process. Defense Innovation Unit and AFWERX already leverage CSOs extensively, but this is

not enough. Other offices underuse the CSO solicitation approach. CSOs should become the default method for
soliciting proposals from industry. To do this, CSOs authorities would need to be amended to create follow-on sole
source authority, delegate approvals, and create a class of CSOs that excludes traditional contractors. Through reforms
like these, we can allow contracting officers to access nontraditional innovators quickly.

Return on Investment: Of course, the determination of commerciality is separate from the determination of price
reasonableness. Unfortunately, the contracting officers regularly misunderstand how commercial products are priced.
Too often, contracting officers rely on cost data to determine price reasonableness and add roughly 10 percent for
profit. However, cost-based pricing does not reflect private investment, true cost absorption rates associated with
defense contracts, or innovative value being delivered. As a result, cost-based pricing can lead to DOD accepting bad
deals. Suppose a company adopts technology to drive costs down by 90 percent. With today’s rules, the company
would earn one-tenth the revenue and one-tenth the profit. Cost-base pricing incentivizes companies to maximize
their costs and avoid putting private investment into innovation.

In the years after World War II, companies took significant self-funded risk on development to earn profits in
production. This stimulated effort and innovative solutions, and it reflected the risk-taking nature of the private sector
broadly. We should learn from this example. Nontraditionals should be exempt from cost-based pricing, which is
required by certified cost or pricing data. Instead, business leaders in DOD should justify pricing by considering cost
avoidance to government, return on investment, the value of cost-per-effect to the military user, and other analyses.
Traditional contractors that do not take self-funded risk and adhere to the Cost Accounting Standards, however,
should continue to provide certified cost or pricing data.

For too long, defense officials have ignored the statutory preference for commercial and non-developmental items.
If DOD is to leverage commercial innovation, it must become a customer with whom commercial companies want
to do business. We must empower defense officials to use rapid acquisition and commercial pathways and make these
pathways easy to use.



“I believe in capitalism and in competition. I believe that business has a right to pursue reasonable profic. Tam
convinced our capitalist system must survive in order for our fundamental freedoms to survive.”

Admiral Hyman Rickover

As we have observed the modern battlefield, we sce a recipe for military effectiveness: the combination of new systems,
novel operational concepts, and existing United States weapons. However, existing American weapons take too long
to build, are too costly to sustain, and cannot scale to meet the capacity demands of high-end conflict. The defense
industrial base has collapsed into sole source suppliers — companies that are the only ones capable of providing a given
good or service to DOD. Diminished manufacturing capacity exacerbates this readiness problem and is indicative of a
broader industrial decline in the United States, as many jobs have been shipped overseas.

To compete with China, DOD must rejuvenate the industrial base and transition to advanced manufacturing
technologies. Such an effort requires that we qualify competitive sources of supply by dedicating funding for reverse
engineering and re-engineering activities. A new program should withhold contracted procurement and sustainment
funds - similar to the design of the Small Business Innovation Research program, which withholds 3.2 percent of
contracted R&D funds. This change would ensure that procuring activities are building the muscle movements
necessary for industrial mobilization. Qualification processes must also be streamlined by qualifying manufacturers’
processes and materials, rather than their individual parts.

Programs should have regular opportunities to insert new entrants. No longer should a production contract award
give a supplier an enduring sole source advantage. If it is competitive, then the industrial base will become far more
responsive to defense needs. Competition can be increased if DOD dedicates funds, significantly streamlines the
end-to-end process, and creates incentives to reindustrialize.

BACKGROUND

Adopting innovation is a paramount initiative, but many existing weapon systems will be relevant for decades to come.
As we continue to use them, these systems must be upgradable, mass-produced, and affordable.

Over the past 50 years, many classes of weapon systems have entered a death spiral. Production and sustainment have
gotten more expensive, reducing output quantity. The decline has been expedited by the so-called “procurement
holiday,” a term for the 56 percent funding drop that followed the Cold War. Lower volumes made little economic
sense for many contractors, leading to industry consolidation and the collapse of production lines. DOD compen-
sated by keeping aging systems in the inventory longer than anticipated. Naturally, it had to deal with increasing
maintenance issues as these systems bumped up against obsolescence. Contractors were unable to make money on low
volumes, and they shifted their business model to engineering services — redesigning parts or reconstituting produc-
tion lines for haphazard orders that came in the dozens rather than the thousands.

The defense industrial base is plagued by fragile and sole source manufacturers. DOD data indicates a steep decline
in activity during the 2010s. The number of prime contractors fell by one-third, and the presence of small businesses
declined by 43 percent. DOD has reported that between 2000 and 2018, 20,500 shipbuilding suppliers abandoned

the industrial base. When it comes to munitions, 98 percent of second- and third-tier suppliers are single or sole

source. As a result, 78 percent of military aircraft face diminishing manufacturing sources, 82 percent have parts which
are essentially obsolete, and 86 percent suffer from parts shortages and delays.
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The sobering reality is that our warfighters cannot indefinitely endure this limited manufacturing capability. The
sustainment phase of weapon systems constitutes roughly 50 percent of lifecycle costs for ships, 60 percent for fixed
wing aircraft, and 70 percent for helicopters. And sustaining our hardware is getting more challenging. Some materials
have become obsolete, too many items come from a single source, manufacturing or repair delays have piled up, and we
lack sufficient technical data, all of which inevitably leads to reduced training and readiness. Aircraft and ships have
increasingly resorted to cannibalizing parts from other systems to keep alive those in the field. Production takes so
long that even newly developed systems are riddled with outdated parts by the time they are fielded — a problem that is
becoming more common as systems increasingly leverage electronics that quickly move to new generations of designs.

Consequently, DOD ends up with a weaker hand in business negotiations. Small and infrequent orders diminish
DOD’s bargaining power. The competitive pressure of multi-sourcing — using two or more suppliers to secure a given
good or service — would help DOD regain leverage, reduce costs, and increase supply chain responsiveness. Creating
a second source was common through the 1980s. The A-10’s GAU-8/A uranium-depleted round benefitted from 80
percent cost reduction due to continuous competition between two sources. The F-16 engine competition between
Pratt & Whitney and GE generated savings of up to $3 billion over 20 years and doubled reliability. Improved lead
times and quality can be more important than cost savings. Second sourcing the Tomahawk missile increased its
reliability from 80 percent to 97 percent. The lesson: multi-sourcing works.

DOD faces a host of industrial base challenges, and the difficulties largely stem from its own mismanagement. The

department consistently underperforms in procuring data rights, using value-based pricing, stabilizing orders, reverse
engineering, qualifying second sources, and introducing innovation. Improving these activities will give DOD signifi-
cant leverage over sole source suppliers, and it will create the market conditions to develop multiple sources of supply.

Advanced manufacturing, including additive manufacturing, presents a tremendous opportunity for DOD. Though

it sometimes carries a higher price tag than rate production, additive manufacturing is a relatively cost-effective way of
making low volumes of hard-to-procure parts. Additive manufacturing can also reduce lead times, add surge capacity
in times of need, allow for design changes, enable point-of-use manufacturing in contested logistics or austere environ-
ments, build core logistics capabilities, and prepare for industrial mobilization.

The armed forces and industry have already demonstrated the success of additive manufacturing. The Air Force’s
Pacer’s Edge program reduced lead times by 80 percent compared to traditional “cold starts” of engine components,
which could take 300 days or more. An Army unit used the technique to produce more than 100 unique parts for
vehicles, avoiding 1,800 days of vehicle downtime. The Marines harnessed expeditionary additive manufacturing


https://scholar.afit.edu/cgi/viewcontent.cgi?article=2104&context=facpub
https://apps.dtic.mil/sti/pdfs/ADA530838.pdf
https://apps.dtic.mil/sti/pdfs/ADA530838.pdf
https://dair.nps.edu/handle/123456789/2429
https://business.gmu.edu/news/2023-07/baroni-center-releases-white-paper-back-future-second-sourcing-defense-acquisitions
https://www.afmc.af.mil/News/Article-Display/Article/3139396/oc-alc-unveils-dod-first-in-additive-manufacturing/
https://www.army.mil/article/232945/soldier_feedback_helps_shape_future_3_d_printing_system_for_enhanced_readiness
https://business.gmu.edu/news/2023-11/no-18-effective-competition-and-market-concentration-trends-department-defense

to increase labor efficiency by 400 percent in the Indo-Pacific. Pratt & Whitney reduced 400 TJ-150 engine parts
down to just six, halving the production cost and cutting out a year of lead time for hard tooling. In one case, additive
manufacturing produced an F-35 landing gear door bump stock for $0.75 cents — avoiding $70,000 in cost to repair

the entire assembly.

Improving technical data, common repositories, and qualification procedures could help DOD’s ability to scale
advanced manufacturing and second sources of supply. In one instance, it took just 45 days to reverse engineer and
produce a part but 296 days to qualify and test it — even though there was no impact on vehicle safety. It often takes
several years to qualify and test critical parts. There are over 300,000 parts in the F-35 alone, and the Defense Logistics
Agency (DLA) supports nearly one million consumable hardware items. There could be as many as 125 million total
part numbers used in defense and aerospace, with 12,000 certified suppliers. Improving industry’s responsiveness to
defense needs will require a dedicated program and consistent source of funding, which I outline below.

ANALYSIS

Dedjcated Program. DOD should withhold 3 percent of contract procurement and sustainment funding and dedicate
it to speciﬁcation drafting, obsolescence management, reverse engineering, re-engineering, technical data reviews,
procuring of organic equipment, and qualifying sources. In this, it would follow the lead of the Small Business Inno-
vation Research program, which withholds 3.2 percent of contracted R&D funding. A review of Air Force and Navy
missile procurement accounts found that 3 percent of funding goes to sublines identified with diminishing manufac-
turing sources and material shortages. Yet these budgeted lines are often pillaged to cover program cost overruns. The
Defense Logistics Agency’s aviation division has a paltry $1 million fund to reverse engineer parts and create technical
data. By protecting — not pillaging — a source of funds for expanding the industrial base, DOD will ultimately reduce
both costs and lead times.

Prioritization. These withheld funds should be spent according to a ranked priority of needs. For the sake of readiness
and sustainment, we should begin with parts shortages that reduce mission capable systems below their required rates.
These parts may be categorized in several ways — as mission impaired capability awaiting parts, as cannibalizations, or
simply as late to need for sustainment workflows. For procurement, parts that are sequence critical and drive produc-
tion schedules should be prioritized. Parts that have no qualified sources of supply identified must be addressed,
followed by parts for which a contracting officer cannot ascertain fair and reasonable pricing. Finally, the funds

can support parts or equipment required for core logistics capabilities at the depots or those that are identified by a
combatant commander as critical for point-of-use manufacturing under contested logistics.

Data Rights Review. After parts meet the priority analysis for access to the funds, DOD should conduct a targeted
review of technical data rights and ordering. If DOD does not have sufficient rights or technical data in hand for
some parts, a legal review should ascertain whether the contractor failed to deliver on the contract requirements. If
DOD did not acquire the data rights, it should request a licensing arrangement with the manufacturer that provides
a reasonable return on investment. If the manufacturer declines, a prior art search should be conducted. Such a search
would clarify claims to technical rights in conjunction with funding reverse engineering activities, which generate the
technical data package (TDP) used in further parts manufacturing and use.

Process Improvement. Barriers to second sourcing must be removed. For example, regulations put reverse engineering
as the option of last resort, and only when significant cost savings can be demonstrated and users have gotten approval
from the head of contracting activity. All parts must be put into safety critical and non-safety critical categories,

with expedited qualification procedures for the latter and strict limitations on flow-down clauses, which bind all
subcontracts to the requirements of the primary agreement, adding burdensome paperwork. There must be only

one engineering authority and a well-defined process for qualification that has strict time limits. Qualification on a
part-by-part basis should be minimized. We should expand the practice of qualifying manufacturers for entire classes
of parts, a tactic currently used for certain electronics in which technology change is rapid. Processes and materials
should be qualified for a manufacturer who may then rely on internal processes for qualifying individual items.

Rapid Onramping. Statute should clarify that all reverse engineering and re-engineering activities will have a pref-
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erence for Other Transactions with follow-on production authorities, or permission to move from prototype to
production without having to re-compete. No-cost Other Transactions prototyping efforts may also be used - only if
volumes are high enough to induce private investment. This will allow for expedited production awards that avoid the
excessive overhead and extended durations associated with full and open competition. True competition is achieved
through easy access to a set of alternative options, not through a cumbersome process that is competitive in name only.

These processes can lower the barriers to entry for new and emerging advanced manufacturers. Reducing regulatory
roadblocks will then help manufacturers gain early customers as part of their strategic growth. It will also create the
muscle movements necessary to increase readiness and surge defense production. To gain value in the marketplace,
DOD must rely on integrating defense and commercial production through competition rather than rely on burden-
some non-commercial processes.
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“A system under which it takes three men to check what one is doing is not control; it is systematic strangulation.”
Admiral Hyman Rickover

The government undertakes few efforts more complex than defense acquisition. The program office is notionally
empowered with a given acquisition, but excessive demands from external stakeholders burden defense acquisition
projects. They bog down programs by adding numerous requirements, documents, and approvals. Inundated by
irresponsible demands, these procurement initiatives fail to produce their expected value. That failure subsequently
triggers the creation of additional process and oversight. For example, an acquisition strategy is typically reviewed by
50 offices before final approval. Milestone B reviews, which initiate the development phase, take two years on average
and generate nearly 50 information requirements. The record is clear: Unreasonable layering and a one-size-fits-all
approach hampers program performance.

Previous attempts to empower program managers and tailor-in documentation have routinely failed. Too much
authority remains outside of the program office chain of command. To empower the program manager, we must
upgrade the program executive officer into a portfolio acquisition executive. This executive should have broad
authority over requirements, programming, and acquisition — including all the functional support necessary to
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exert true decision-making authority. Successful programs are led by good people with real authority. Even the most
talented people cannot succeed if they are forced to prioritize bureaucratic processes.

BACKGROUND

On the heels of the procurement reform in the 1986 Goldwater-Nichols Act, the Packard Commission report
recognized that decision making authority was diffuse when it came to weapon systems acquisition. The report sought
to streamline the organizational structure and delegate authority to the working level. Thus was born today’s organi-
zational chart. The Program Manager (PM) reports directly to the Program Executive Officer (PEO) and the Service
Acquisition Executive (SAE) under the direction and control of the Under Secretary of Defense for Acquisition and
Sustainment (USD A&S). Still, PMs lack the authority to match their hefty responsibilities. PMs must comply with
demands and seck approval from numerous officials outside their chain of command. In particular, the PM cannot
make informed tradeoffs between user requirements, cost, and schedule. The creation of the Joint Requirements
Opversight Council, chaired by the Vice Chairman of the Joint Chiefs of Staff, did little to improve the quality of
requirements. In fact, it exacerbated gold-plating, the excessive adding-on of features or capabilities. Contracting,
financial management, engineering, cybersecurity, logistics, cost estimating, and other functional support report
through alternative chains of command, each with their own processes and regulations outside the scope of the PM’s
control.
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This structure shares authority broadly but robs the PM of agency and the system of efficiency. The PM is reduced to
executing standing orders in the baseline plan, tied to obligating funds rather than allowed to exert leadership and set
program cost, schedule, and performance. This creates a breakdown in efficiency: Many officials have the authority to
veto the program or demand changes, but few have knowledge or responsibility to help get the job done. Inevitably,
the program is less than what it could be. It is irresponsible to have so many external decision-makers, for they take
no part in execution. One or two outside officials weighing in could provide value. Dozens of such outsiders with the
power to say no and levy demands only ensures an over-cost and underperforming program.

If PMs are truly in charge of a program, they must feel that they own it. Similarly, if PEOs are to manage a large
portfolio of programs, they must have the requisite authorities and support. Various levels of integrated product teams
or cross-functional teams are not a substitute. The Section 809 Panel recommended elevating the PEOs to Portfolio
Acquisition Executives (PAEs), those with direct access to timely decisions across requirements, programming, and
acquisition. Portfolio management is the key concept. This requires moving functional support into the PAEs. Too
much matrixing in an organization means that the PM loses control of all functional support. In turn, this forces
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a focus on internal process rather than delivering capability. As famed aerospace engineer Kelly Johnson advised, a
program manager “must be delegated practically complete control of his program in all aspects.” Admiral Hyman
Rickover agreed: “I think we could help speed procurement if project managers in the Defense Department were
authorized to take the lead in all aspects of their job.”

The military departments and the Office of the Secretary of Defense also present an opportunity for reform, since
they currently micromanage the acquisition process. Reform can only succeed by adhering to good organizational
principles. The line organization should only report up through a single chain of command. Staff functions, while
empowered to set policy and coordinate, must not be in the line of authority. Staff should go up and down the proper
chain of command to have an order issued. This leads to coherent integration within a PAE, but it is worth noting that
straight-line hierarchy also risks excessive stove-piping across PAEs.

In the past, coordination was achieved in various ways, including the success of the Munitions Board and Research
and Development Board in the years after World War II. In the Munitions Board model, each of the bureaus and
technical services was aware of one another’s program plans because representatives from the line organizations sat on
the joint boards. This helped fill capability gaps and reduce unnecessary duplication. It achieved more effective inte-
gration than a bloated rotational staff approach, in which the people involved have no connection to execution. The
representative board and committee structure avoided the worst paralysis of consensus-based decisions and promoted
analysis that crossed organizational boundaries.

ACTIONS

Portfolio Acquisition Executives: DOD should implement recommendation 36 from the Section 809 Panel, upgrading
the program executive offices (PEOs) into portfolio acquisition executives (PAEs). This corresponds with shifting
from a program-centric model, where particular systems are managed on an individual basis, to a portfolio-centric
model, where particular systems are managed holistically as part of a broader set of capabilities, mission-needs, and
technologies. The PAEs will be empowered to make decisions by balancing the three legs of what has been called the
“Big A” acquisition stool — requirements, program funding, and acquisition. Consider how the PAE, if not a civilian
of the senior executive service, is often a Senate-confirmed general officer or flag officer between one and three stars.
This leader should have authority proportionate with his or her rank. For example, a two-star admiral commands
PEQ aircraft carriers while a one-star admiral commands a carrier strike group. The PEO should exert influence over
the carrier programs as significant as the influence wielded by the commander over his or her carrier strike group. The
PAE construct can achieve this outcome while retaining organizational structures with roles, responsibilities, and
resources reassigned in the following ways.

Requirements and Programming: Requirements and programming staff should, in large part, be moved to PAEs.

The PAEs may then liaise directly with the combatant commanders and test community to initiate, tailor, or modify
requirements and programs under their own authority. A set of capstone requirements should be created for each PAE
that allows the PAE to define, prioritize, and refine requirements. Approval from the service staff should be set at a
threshold, such as major systems entering Milestone B, while higher joint-levels of approval may be needed for major
defense acquisition programs. A common system of tracking requirements and programs should give stakeholders
continuous insight into PAE activities. Control should be handled formally through the chief of staff or secretary of

a military department, such as through administrative orders or budget review, rather than by skipping the chain of
command.

At the joint level, the Chairman of the Joint Requirements Oversight Council (JROC) and Director of Cost Assess-
ment and Program Evaluation (CAPE) should co-chair a Joint Requirements & Programming Board (the Board).
Requirements officers and action officers from the PAEs, as well as representatives from the combatant commands,
should sit on the Board with cross-cutting committee structures. These committees should act as capability portfolio
managers, such as for contested logistics, joint fires, and nuclear command and control. Current bureaucratic portfolio
initiatives for requirements, acquisition, and science and technology should be retired.
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The Board should be advisory in nature. It should have no decision or approval authority except through the policy
decisions it issues as the result of a vote. The Board should have a dedicated staff of military and civilian experts from
CAPE and the JROC to help provide analysis, set agendas, and lead debate. Direction formulated by the Board, such
as adding requirements for a tactical data link or reducing the PAEs overall budget because a program will not be
recapitalized, should be understood by the PAE to be advisement. Formal policy direction is authorized through the
proper chain of command when validated by a majority vote at the committee level with inclusion of the represented
PAE. However, the co-chairs and the vice chiefs of staff of the Board’s executive committee should be able to negate a
committee vote through unanimous consent. The service chief of staff, secretary of a military department, and Deputy
Secretary of Defense will also be able to exert control over PAE requirements and programming through administra-
tive orders or the budget review process.

Acquisition and contracting: Just as they do with requirements and programming, the PAEs need more complete
authority for the remaining functional support elements in acquisition and contracting. Financial management, engi-
neering, sustainment, logistics, contracting, cost estimation, and cyber are examples of functions that are often outside
the PM and PEOs chain of command. The PM’s functional support has limited authority. For example, airworthiness
technical authority is a direct report to the commander of the Air Force Lifecycle Management Center, which is
outside the PEO’s chain of command. The head of contracting activity for the Army is the commanding general of
Army Contracting Command, while for the Navy it is generally the systems commander, such as Commander, Naval
Sea Systems Command. Cost estimators in the Army are subject to the control of Deputy Assistant Secretary of the
Army for Cost and Economics, while the Navy disbanded a comparable organization but retained a cost estimating
function in the systems command. Authorizing officials that approve software onto defense networks report to the
relevant Chief Information Officer.

Staff and authorities should be moved into the upgraded PMs and PAEs to the maximum extent practicable. Certain
offices are already empowered functionally. For example, the Space Development Agency has its own head of
contracting activity, while PEO Strategic Submarines is simultaneously the chief engineer for submarines in SEA 07.
The Commander of Naval Reactors already integrates requirements, programming, and acquisition. However, each
delegated function of the PAE should continue to be subject to the general policies and direction set by functional
leaders. The secretary of each military department should determine when clearance authority for a functional area
will be held above the PAE. For example, there are unique contracting approvals by the senior procurement executive.

However, as a matter of course, documentation, such as the Test & Evaluation Master Plan, Systems Engineering Plan,
and Lifecycle Cost Estimate, should be approved by the PAE rather than an external stakeholder.
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“I recognize the technical work as the important work. The rest of it—the administration and stuff we are compelled
by our superiors to do and to endure—is the price we must pay to get money... As it is today, too much time and effort
is wasted by the budget process.”

Admiral Hyman Rickover

The United States has entered a complex security environment, and DOD needs a funding process that keeps pace
with rapidly evolving technologies, threats, and warfighting concepts. New weapons programs cannot wait years to
get funding approved while DOD squanders resources to maintain outdated or failing programs. Innovative startups
offering much-needed capabilities risk going out of business in this “valley of death.” For defense acquisition to be
adaptive and innovative, it must have an agile budget process. The industrial era Planning, Programming, Budgeting,
and Execution (PPBE) process should be scrapped in favor of a portfolio-based resource allocation system. The
congressionally appointed Commission on PPBE Reform made important recommendations that should be adopted.
Among them are ideas to transform the budget structure to align with capability portfolios, consolidate budget lines,
raise reprogramming and new start thresholds, and mitigate the impacts of continuing resolutions. In return, DOD
should be more transparent and collaborative in its partnership with Congress.

BACKGROUND

The budget process is crucial to any reform of defense procurement because it controls nearly everything that can be
acquired. DOD continues using an industrial era technique called Planning, Programming, Budgeting, and Execution
(PPBE), invented for government in the 1960s. However, companies that adopted the practice started falling behind
their competitors and eventually abandoned it. PPBE fails to connect strategy to budgets or provide for the agility
required to keep pace with rapid technological change. PPBE relies on predictive control years in advance and holds
projects to closely held baselines with minimal room for managing the enterprise. Even small deviations require the
prior approval of 12 layers of executive bureaucracy and four congressional committees.

Just as no company can survive in a competitive market using a rigid process like PPBE, DOD cannot maintain
military advantage with such a process. Modern companies receive timely budgets that are managed at the sector level
rather than for specific projects. They are marked by delegated authority and short decision chains. Oversight and
control of project execution is handled less through budgetary mechanisms and more through regular monitoring of
performance using advanced business systems.

At the core of PPBE is budgeting for specific projects instead of broader sets of organizations or capability portfolios.
This represents a radical change from nearly 200 years of precedent in congressional appropriations. In the past, the
Army Ordnance Department and the Navy Bureau of Ships had dedicated accounts with line items controlling the
aggregate value of facilities, contracts, and personnel. In fiscal year 1968, the House Appropriations Committee
recognized the pitfalls of tying PPBE to budget justifications for Congress. The members wrote:

“At present the program structure, being independent of the budgeting and accounting system, can be
altered or redirected as circumstance or prudent management appears to require. Once such a program
system becomes the legislative history in support of an appropriation act it can be changed only by some
further legislative expression.”

Well said. In 1961, the Navy could initiate the new start of five flect ballistic missile submarines under its own
authority. The appropriation for the procurement of ships or aircraft, like other appropriations, was considered a lump
sum. The president had broad authority to make timely program decisions. This is also how the Air Force developed
and fielded dozens of advanced aircraft in the 1950s on expedited timelines.
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With PPBE, however, the number of budget lines increased more than 10-fold to control specific projects. This added

years of decision time and layers of bureaucratic interference. Moreover, DOD required consent from Congress to
reprogram money between efforts or to start a new effort. This reduced DOD’s ability to manage risk across portfolios
or take advantage of new technological opportunities.

Today, we micromanage defense projects, which must be justified up to three years in advance of appropriations.

The defense budget is crammed with detailed minutiae about what may or may not be done. The fiscal year 2025
budget materials, excluding overviews and other information, is transmitted in 126 volumes totaling 42,081 pages.
For Research, Development, Test & Evaluation (RDT&E), the median unclassified program element is less than $25
million, or 0.02 percent of the appropriation title. More than one-third of program elements listed are less than $10
million.

Defense Budget
42,081 pages
126 volumes

Shakespeare
1,500 pages
32 volumes

The Fiscal Year 2025 Defense Budget Materials Next to the Complete Works of Shakespeare

As an analogy, imagine a household budgeting every $15 it spends three years in advance and requiring approval
from the bank to move $5 dollars from buying hamburgers to hot dogs. This is no way to run a household, let alone
the Department of Defense. A budget category of “groceries” makes more sense than separate budget lines for
hamburgers, hotdogs, steak, chicken, salmon, and so forth.

This analogy closely mirrors the way the non-investment accounts already work. DOD would grind to a halt if, for
example, the Operations & Maintenance account specified funding for “humanitarian aid in Haiti,” “joint exercise
Valiant Shield 2024, or “defensive maritime operations in the Red Sea.” Many operational needs cannot be predicted
years in advance. Complex weapons programs should be managed similarly.
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ANALYSIS

PPBE Recommendations. The Commission on PPBE Reform (the Commission) released its final report in March
2024. Many of its recommendations should be adopted over the FY 2026 through FY 2028 budget cycles. The first
step should be the combined retirement of the PPBE process and the transformation the budget structure. Most of
these activities require the initiative of the president and do not require statutory changes, but Congress holds the
power of the purse and must be consulted closely throughout.

Budget Restructuring. The Commission recognized that appropriation titles that control life cycle phases, such as
RDT&E, Procurement, and Operations & Maintenance (O&M), create arbitrary barriers to transitioning programs,
particularly for software which is in continuous development and operations. Their findings suggest that appropria-
tion titles should identify military services or components which decompose into major capabilities or activity areas
(such as tactical aviation or military personnel) where movement between such accounts would require transfer
authority. These accounts should decompose into portfolio budget lines where reprogramming would be controlled.

Line Item Consolidation. The Commission recommended consolidating budget activities and individual line items
into portfolios for managing multiple programs or systems that would currently have distinct lines, including major
defense acquisition programs and military intelligence programs. Statutory requirements for dedicating program
elements or budget line items to overly specified activities should be repealed. Below the budget line, life-cycle phases
would be an informational breakout where realignments require no external approvals.

Implementation. When the administration sends over the FY 2026 budget request, Congress should work with DOD
to consolidate budget line items into portfolios of programs along the lines of organization and administration within
the current appropriation account structure. Program executive offices already represent capability portfolios such as
PEO fighters and advanced aircraft, PEO ground combat systems, and PEO ships. Consolidating budgets to mirror
cach PEO would enable their ability to execute the authorities they gain when upgraded to portfolio acquisition
executives. These new budget lines should become the basis of the FY 2027 budget request, at which point DOD and
Congress should work together to restructure the appropriations accounts to remove the life cycle phases and incor-
porate major capability or activity areas for the FY 2028 budget request.

Reprogramming Authorities. Restructuring the budget provides greater responsiveness within budget lines and enables
portfolio management. The Commission also recommended increasing values for Below Threshold Reprogramming
(BTR) and new starts. BTR values should be reset to historical norms — $25 million for RDT&E, $40 million for
Procurement, $30 million for O&M, and $15 million for military personnel. When the budget restructuring is
complete, the Commission recommends providing DOD with authority to move funds within an appropriation
account up to a total percentage of the account without prior approval unless congressional special interest items are
involved.

New Starts and Continuing Resolutions. New start thresholds should also be increased in line with BTR values. More-
over, new starts should be controlled by dollars required in the first fiscal year rather than the lifecycle of the expected
program. For example, for a new start that requires $10 million of RDT&E in FY 2026 but would require $100
million to complete, the proposed rule would treat it as a $10 million new start that does not require prior approval
and not a $100 million new start that would. Continuing resolutions should also be mitigated by allowing new starts,
terminations, and planned changes in development or procurement rates to the minimum level allowed by any of the
four defense congressional committee marks.

Transparency. In return for budget flexibility, DOD should provide real-time information and improved collabora-
tion. For example, the Defense Innovation Unit provides regular updates on program changes, funding realignments,
and contract actions during the year of execution. This form of reporting should be expanded considerably. DOD and
Congress have been working together to provide access to modern information systems that will provide real-time
dashboards on programs and funding that will establish effective oversight. This shared information system can help
eliminate the need for many requests for information where responses can be inconsistent and take excessive time.
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Conclusion

“Good ideas are not adopted automatically. They must be driven into practice with courageous impatience.”

Admiral Hyman Rickover

The recommendations and legislative language provided in this report are just the start of a necessary and sustained
campaign to promote efficiency and innovation in the way that our Department of Defense acquires weapons. It will
take dedicated leadership from the president and Congress to remove the bureaucratic barnacles that have built up
over the past 50 years.

As the incoming Chairman of the Senate Armed Services Committee, I will not waiver in my effort to secure peace by
rebuilding our strength.

This effort addresses more than just giving our warfighters an advantage over any adversary. It is about stripping the
bureaucratic mindset from how we run the largest government organization in the Western world. It is about giving
our workforce the belief that they can contribute their creativity to solve the hardest national security problems. It is
about making our national defense an accelerator for entrepreneurship and the reindustrialization of America. The
Department of Defense must once again demonstrate its ability to harness human ingenuity, technical advances, and
good management - for our present and future peace and prosperity.
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