TOM DAYIS, VIRGINIA,
CTHAIEMAN

CHREISTOPHER SHAYS, COMNNECTICUT
DAN BURTON, INDIANA

LEANA ROSA =
SOHN B, Bk
JOMN L MECA, T

L OREG
TOUD BUSSELL PLATTS, PENNSYLVANIS
TS CANNON, UTAH

JOHMN L DUMCAN, JR., TENNESSEE
CANDICE SHLLER, MICHIGAR

BHCHAEL LFNER, OHIO

DARRELL 1584, CALIFORNIA

JON G PORTER, NEVADA

KENNY MARCHANT, TEXAS

LYNN A WESTMORELAND, GECRGIA
FATRICK T, MCHEMRY, NOHTR CARGLINA
UHARLES W DENT, PEKNSYLVANIA
VIRGINIA FOXK, NORTH CARGUINA

JEAN SCHMIDT, ORI

VACANEY

ONE HUNDRE [ NINTH CONGRESS

Caongress of the United States

PHouge of Repregentatines

COMMITTEE ON GOVERNMENT REFORM
2157 Raysurn House OFrice BuitDING
WastinagtTon, DC 20515-6143

202} BZE-5074
{02} 2253574
(202} 28051
{207} 2255852

b freform house.gov

SUBCOMMITTEE ON NATIONAL SECURITY, EMERGING THREATS
AND INTERNATIONAL RELATIONS
Chrisiopher Shays, Connecticut
Chairrman
Room B-372 Rayburn Buiiding
Washingior, D.0. 20815

Tek 207 225-2548
Fax: 202 226-2382

MEMORANDUM

To-

From:

Date:

Subject:

Christopher Shays
Chairman

3, 2006

HENRY A WAKMAN, CALIFORNIA,
RANKING MINORITY MEMBER

TOM LANTOE, CALIFORMNA
MAJGR B OWENS, NEW YUORK
ELGLPHUE TOWNS, NEW YORK
PAR, £, KANJCREKD, PENNSYLVANIA
CARCGLYN B. MALGKEY, NEW YORE
ELiiAr E. CUMMINGS, MARYLAND
GERKIS J. KUGHECH, OHil
GARNY ®. GAVIS, ILLINGIS
Wie LACY CLAY, MIBSOLRE
TIANE £, WATEON, CAUFQEN:A
ETEPHEN F. LYNCH, MASSACHUSETTS
CHIES VAN HOLLEN, MARYLAND
LINDA Y. SANCHEZ, CALIFORNIA
C.A DUTOH RUFPERSEERGER,
AR YLAND
BRiAN (GUHNE, NEW YORK
ELEANOR FHCLMES NORTON,
BISTRICT OF COLUMESA

BERNARD SANDERE. VERMONT,
RUEPENDENT

Members of the Subcommittee on National Security, Emerging
Threats, and International Relations

Briefing memo for the July 18, 2006 Subcommittee hearing

Attached find the briefing memo required by Committee rules for the

hearing on Tuesday July 18" entitled, Global War on Terrorism (GWOT):
Accuracy and Reliability of Cost Estimates. The hearing will convene at
2:00 p.m., room 2154 Rayburn House Office Building.



TOR BAVIS, VIRGINIA,
CHARMAN

CHRISTOPHER SHAYS, CONNEGTICUT
DAN BURTON, INDIANA
IL&ANA RG::v?EH‘?E&EN FLORIDA

CA‘»{}PCE ?w' LL:F% M{CHEGA’V
MICHAEL B, TURNER, OHIG
DARRELL 1G8A. CALIFORNIA

SON L, PORTER, NEYADA

HENNY BARCHANT, TEXAS

LYNN A. WESTMORELAND, GEQRGIA
FATRICK T, MoHENAY, NORTH CAROLINA
CHARLES W. DENT, PENNSYLVANIA
WERGINIA FOXX, HORTH GAROLINA
SEAN SOHMIDT, OHIG

VROANGY

ONE HUNDRED NINTH CONGRESS

Caongress of the nited States

House of Representatives

COMMITTEE ON GOVERNMENT BEFCRM
2157 Ravsunn House OFFCE BULDING
WasHngTON, DC 20615-5143

Fadofrsy FEGZ _25 BOTA

v B2
Y a0z ZEe-BEsa

hitpsreform house goy

SUBCOMMITTEE ON NATIONAL SECURITY, EMERGING THREATS,
AND INTERMNATIONAL RELATIONS
Christopher Shays, Donnecticut
Chatrman
Hoom 8-372 Raybum Buiding
Waghinglon, D.C. 20815

Tebh 202 225-2548
Fax: 202 225-2082

MEMORANDUM

To:

From:
Date:

Subject:

Vincent Chase, Chief Investigator

v 13, 2006

PURPOSE OF HEARING

HERNRY A WAKMAN, CALIFORRNA,
FIAMKING RINORITY MEMBER

TOM LANTOS, CALIFORMA

WMAJOR i OWENS, NEW YORK

ELOUPHUS TOWNS, 85EW YORK

PAUL B KANIORSKL, PENNSYLYANA

CARULYN B, BMALONEY, NEW YORK

ELLAH E. CUMMINGE, MARYIAND

DENNE 3 KUCDH, QM

DARNY K DAVIE, ILLINGIB

Witk LAGY CLAY, MISEOUIR

DIANE E WATBOM, CALFORIGA

STEPHEN F. LYRCH, MASSATHUSETTS

CHES VAN BOLLEN, MARYLAND

LINDA T, SAMCHET, GALIFORNIA

CA DUTCH RUPPERSBERGER,
BEARYLAND

EF AN FIGENS, NEW YORK

ELEANDR HCLMES NORTON,
CISTRICT OF COLIME:A

BERNARD SANDEAER, VERMONT,
INDEPENOENT

Members of the Subcommittee on National Security, Emerging
Threats, and International Relations

Briefing memorandum for the hearing entitled, Global War on
Terrorism (GWOT): Accuracy and Reliability of Cost Estimates
scheduled for Tuesday, July 18" at 2:00 p.m., room 2154
Rayburn House Office Building.

The purpose of the hearing is to examine the accuracy and reliability of cost
projections for the Global War on Terrorism (GWOT).

HEARING ISSUE

How effective are the Departments of Defense and State processes for
preducing reliable, accurate, and timely cost estimates for the Global
War on Terrorism?
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BACKGROUND

The Global War on Terrorism (GWOT) touches on all parts of the U.S.
government budget covering homeland defense and military and diplomatic
operations aboard.

To combat terrorism the United States has initiated three military
operations:

* Operation Enduring Freedom (OEF) covering Afghanistan and other
Global War on Terror (GWOT) operations ranging from the
Philippines to Djibouti, that began immediately after the 9/11 attacks.

* Operation Noble Eagle (ONE) providing enhanced security for U.S.
military bases and other homeland security initiatives.

e Operation Iragi Freedom (OIF) that began in the fall of 2002 with the
build up of troops for the March 2003 invasion of Iraq and continues
with counter-insurgency and stability operations.

Determining the total amount of funding for the GWOT is challenging
because of the various ways in which funds are appropriated. Congress has
enacted a series of supplemental appropriation acts, beginning in September
2001, to fund the GWOT. These supplemental appropriation acts have
included funding authority for operations in Afghanistan and Iraq, homeland
security, and other global counterterrorism military and intelligence
operations. However, some funding has also come through the normal
baseline budgets appropriated to the departments and, in the case of DOD,
through a “bridge” appropriation in fiscal years 2005 and 2006 to fund
operations before a supplemental was passed.

The costs of GWOT contingency operations are referred to as
“incremental costs,” which are costs that would not have been incurred were
it not for the operation. Specifically, the costs are above and beyond baseline
training, operations, and personnel costs. Incremental costs include the pay of
mobilized reservists as well as the special pays and aliowances of deployed
personnel, such as imminent danger pay and foreign duty pay for those
personnel serving in Operation Iragi Freedom and Operation Enduring
Freedom. Incremental costs also include, among others, the ¢ost of

2
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transporting personnel and material to the theater of operation and supporting
them upon arrival, and the operating cost of equipment such as vehicles and
aircraft. Costs that are incurred regardless of whether there is an operation,
such as the base pay of active duty military personnel, are not considered
incremental. (Web Resource 1, pg. 9)

According to the Congressional Research Service (CRS), since September
2001, Congress has appropriated through supplemental appropriations and
bridge funding a total of approximately $436.8 billion for the GWOT.
(Attachment 1, pg. 3)

The Department of Defense (DOD) provides Congress with estimates of
the current or average monthly costs for the GWOT for military operations,
referred to as the “burn rate.” While the burn rate covers some of the costs of
the GWOT, it excludes the cost of upgrading or replacing military equipment
and of improving or building facilities overseas, and does not cover all funds
appropriated. DOD tracks the obligations incurred to support GWOT and
produces the monthly cost report, which is distributed throughout the
department and used by senior DOD leadership in discussing the cost of the
war. It is also used in formulating future budget requests to fund GWOT. The
monthly report, initially titled the Terrorist Response Cost Report, and
renamed the Supplemental and Cost of War Execution Report in January
2005, identifies the monthly and cumulative incremental GWOT obligations.

Beginning in 2004, Congress required the Defense Department to report
the cumulative and most recent cost of OIF and OEF on April 1 and October
31 of each year. This reporting requirement was included in three separate
statutes.” Two of these statutes also required that DOD send Congress
estimates of costs for the next 12 months and for the period, FY2006-
FY2011. Although DOD has a financial system that tracks funds for each
operation once they are obligated, as pay or contractual costs, DOD has
neither sent Congress the semiannual reports with cumulative and current
obligations for OIF and OEF, nor estimates for the next year, nor for the next
five yvears as required by statute.

Of the $436.8 billion appropriated through FY2006, CRS estimates that
OIF will receive about $319 billion (73%), OEF $88 billion (20%), and

E (See. 120, P.L. 108106, Section 9010, P.L, 108-287, and Sec. 1024, PL. 10$-13)
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enhanced base security about $26 billion (6%), with about $4 billion that
cannot be allocated based on available information (1%). About $396.9
billion or 91% of these funds are for DOD, about $35.2 billion or 8% are for
foreign aid programs and embassy operations, about $700 million or less than
1% is for medical care for U.S. veterans of Iraq and Afghanistan.

War-Related Funding: FY2001/FY2002-FY2006
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The monthly burn rate of spending in Iraq and Afghanistan is expected
to average $9.7 billion in FY06.

According to CRS, changes in war costs reflect a variety of factors that
result from the situation on the ground faced by U.S. troops, policy plans and
decisions, and external factors, such as the price of oil. War cost drivers are:

e the number of troops deployed or anticipated to deploy;

» changes in the pace of operations or optempo;

* changes in the amount of equipment and number of personnel to be
transported to the theater of operations;

o the type and level of various other support for troops;

* how quickly equipment breaks down and the extent and pace of
replacing and upgrading equipment; and

* military basing plans that underlie construction requests.

Some of the reasons for higher operating costs are known. For example,
higher operating costs reflect the purchase of more body armor for troops, the
Jump in oil prices, the coming due of maintenance bills as equipment wears,
and the inclusion of funds to train and equip Afghan and Iraq forces that was
previously carried in foreign operations accounts. (Attachment 1, pg. 5)

Foreign Operations Funding

Although DOD has received the bulk of funding for the GWOT since the
9/11 attacks, Iraq and Afghanistan have also received some $32.1 billion for
foreign aid and reconstruction programs as well as embassy construction and
operations. Of that total, $24.7 billion is for Iraq and $7.4 billion for
Afghanistan. In the case of Iraq, about 60% of the $24.7 billion total is for
reconstruction, about 13% for embassy construction and operations, and about
20% to train Iraq security forces. Of Afghanistan’s $7.4 billion total for
foreign and embassy operations funding to date, about 40% is for
reconstruction, 37% for other foreign aid programs, 17% to train Afghan
security forces (now funded in DOD), and 5% for embassy operations.
{Attachment 1, pg. 11-12)
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Training Security Forces

Funding to train security forces was shifted from the State Department
to the Defense Department in FY2005, funds appropriated to both agencies
need to be counted to get a complete picture. Taking all funds into account,
funding dedicated to train security forces is $10.7 billion to date for Iraq, with
another $3.7 billion requested in the FY2006 supplemental bringing the total
to $14.4 billion.

According to GAO, funding to train and equip Afghanistan’s military
and police forces totals $4.1 billion thus far including $1.3 billion funded in
DOD in FY2005. (Attachment 2; Web Resource 4) The FY2006
supplemental includes an additional $2.2 billion for Afghan training, which
would bring the total to $6.3 billion. Congress also permitted DOD to use a
total of up to $500 million to train either Iraq or Afghan security forces in the
FY2006 bridge fund.?

DISCUSSION OF HEARING ISSUE
How effective are the Departments of Defense and State processes for
producing reliable, accurate, and timely cost estimates for the Global

War on Terrorism?

Department of Defense (DOD)

Each year the Department of Defense spends millions of dollars on
financial management initiatives to improve the accuracy of the agency’s
financial and accounting functions. Long-standing DOD financial
management and business modernization problems result in a lack of
information needed to make sound decisions, leave the Department of
Defense vulnerable to waste, and hinder the efficiency of operations and the
ability 10 provide Congress with accurate information.

The Government Accountability Office (GAO) issued a report in
September 2005 entitled, Global War on Terrorism: DOD Needs to fmiprove
the Reliability of Cost Data and Provide Additional Guidance to Control
Costs. (Web Resource 1) GAO found numerous problems in DOD’s

* Sec 9006, Tite IX, P.L. 109-148
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processes for recording and reporting costs for the Global War on Terrorism,
raising significant concerns about the overall reliability of DOD’s reported
cost data. According to GAO, neither DOD nor Congress (1) can reliably
know how much the war is costing or know details on how appropriated funds
are being spent or (2} have historical data useful in considering future funding
needs.

The GAQO examination of DOD’s reported costs in support of GWOT
found a number of problems affecting the accuracy of these costs. These
problems included long-standing deficiencies in DOD’s financial
management systems and business processes, reported military personnel
obligations that do not match payroll records, incorrectly categorizing
operation and maintenance obligations, the use of estimates instead of actual
information, and a lack of supporting documentation.

Financial Management Systems and Business Processes

According to GAO, DOD’s accounting systems cannot directly capture
GWOT costs, the department’s overall GWOT cost reporting is based on the
military services’ reports of obligations. DOD has long-standing deficiencies
in its existing financial management systems and business processes. More
than four years ago, David Walker, the Comptroller General and head of the
Government Accountability Office sounded a similar alarm. He told this
Subcommittee that DOD suffered “pervasive weaknesses in its financial
management systems, operations, and controls, including an inability to
compile financial statements that comply with generally accepted government
accounting principles.”

As recently as September 2004, DOD acknowledged that agency wide
financial statements were not completely reliable as a result of inadequately
designed systems. The department reported that systemic deficiencies in
financial management systems and business processes resulted in the inability
to collect and report financial and performance information that is accurate,
reliable, and timely. GAO concluded that DOD’s financial management
deficiencies adversely atfect the department’s ability to control costs, ensure
basic accountability, anticipate future costs and claims on the budget, measure

3

" House Government Reform Commites, Subcommities on National Security, Veteran Affairs and
International Relations, hearing, Transforming the Department of Defense Financial Management: A
Strategy for Change, June 4, 2002, Serial No. [07-198.
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performance, maintain funds control, prevent fraud, and address pressing
management issues. (Web Resource 1, pg. 13)

Military Personnel Obligations

According to GAO, the Army does not have a reasonable and reliable
process to identify and report GWOT military personnel obligations. Army
officials were unable to readily explain the process for identifying and
reporting GWOT military personnel obligations. Specifically, the Army
Budget Office lacked formal procedures to guide the monthly reporting of
GWOT military personnel obligations to DOD and a process to ensure
management’s review of the reported amounts. The GAO analysis showed
that obligations associated with military personnel in the monthly GWOT cost
report were not consistent with related DOD payroll information, and the use
of planned obligations instead of actual payroll information might have
resulted in reported Army military personnel GWOT obligations being
materially overstated. (Web Resource 1, pg. 14)

Operation and Maintenance Obligations

Obligations are the foundation of all GWOT cost reporting. Operation
and maintenance obligations in support of GWOT represent tens of
thousands, if not hundreds of thousands, of individual transactions ranging in
value from one penny to millions of dollars. When obligations are incurred,
the services enter them into their accounting systems using accounting codes
or cost category. If obligations are not identified in the correct cost category
in the services” accounting system, they can affect the overall reliability of
DOD’s GWOT cost reporting.

In addition, according to the Congressional Budget Office (CBO) some
obligations are recorded months after the actual activity because of the time
needed to establish proper billing and reimbursement. {Attachment 3, pg. 8)

Attwo Army divisions, GAO observed obligations being assigned to
the wrong cost categories. At one of the divisions tested, which deploved to
Iraq as part of Operation Iraqi Freedom, GAO found errors in assi gning costs
to the correct cost code, which resuited in overstated costs in some categories
and understated costs in others. GAO reviewed 31 transactions valued at $15
million and found coding errors in 11, or 35 percent of the transactions,
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valued at $770,134, or approximately 5 percent of the amount reviewed. One
example of an error GAO found involved $383,147 in obligations for
communications services, which was entered into the division’s financial
management systems under cost code that corresponded with DOD’s GWOT
cost report’s category of Other Services and Miscellaneous Contracts. (Web
Resource 1, pg. 17)

In related reporting, GAO raised concerns about reported equipment
reconstitution costs. Reconstitution is one of the cost categories in DOD's
GWOT cost report. GAO reported that DOD has not accurately tracked and
reported its reconstitution costs because the services are unable to segregate
equipment reconstitution from other maintenance requirements, as required.
In the case of the Air Force, GAO reported that it does not break out
equipment reconstitution obligations from other GWOT obligations in the
cost report and was reporting no reconstitution costs. (Web Resource 1, pg.
18)

Lack of Supporting Documentation

According to GAO, documentation related to goods and services
purchased in support of the Global War on Terrorism is not always available.
Without documentation, one cannot attest to the reliability and applicability of
reported costs to GWOT. In addition, several military audit agencies also had
mixed success with linking reported GWOT costs to supporting
documentation. In many cases, documentation was not available or the
available documentation was not sufficient enough to determine the
applicability of costs. (Web Resource 1, pg. 21)

According to GAO, because of these problems, neither DOD nor Congress
can reliably know how much the war is costing or details on how appropriated
tunds are being spent. This will make it difficult to determine future
commitments,

Finally, according to CBO, an estimate of costs is uncertain for a number
of reasons. DOD has provided little detail on actual costs to date. Without
more detailed information, it is difficult, if not impossible, to use the reported
obligations to estimate future costs. (Attachment 3, pg. 8)
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The Department of State requested for Iraq $3.252 billion in the FY
2006 and $771 million in FY 2007 for Iraq foreign assistance for a total of
$4.023 billion. (Attachment 4) However, according to GAQ, we may never
know the actual totals because DOS does not distinguish whether certain
expenses are solely attributable to GWOT.

Funding Contingencv Operations

Since the terrorist attacks of September 11, 2001, Congress has
appropriated, according to CRS calculations, $331 billion to the Department
of Defense (DOD) for military operations in Afghanistan, Iraq, and
elsewhere.”

Of the $331 billion provided to date, $301 billion, or 91%, has been
provided either in supplemental appropriations bills or as additional
“emergency” funding in separate titles of annual defense appropriations acts.
In all, Congress has approved 9 bills providing emergency funding for
military operations since 9/11. The remaining $30 billion has been provided
either as part of regular annual appropriations for the Department of Defense
or by transfer from regular DOD budget accounts. (Attachment 5)

A recurring issue in Congress has been whether funding for ongoing
operations, such as those in Iraq, Afghanistan, and elsewhere, should continue
to be provided in supplemental appropriations bills and in additional
“emergency” accounts, or should instead be considered as part of regular
annual defense budget requests. This would require DOD and DOS provide
the usual extensive budget justification material prepared in support of regular
defense requests, and it would make funding subject to the usual oversight
that Congress carries out in the normal defense authorization and
appropriations process.

According to CRS, supplemental appropriations have been the most
{requent means of financing the initial stages of military operations. In
general, however, past Administrations have requested, and Congress has

See CRS Report RL33110, The Cast.of Irag, Afghaniston, and Other Glebal War on Terror Qperations
Since 9771, by Amy Belasco, Table 3,
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provided, funding for ongoing military operations in regular appropriations
bills as soon as even a limited and partial projection of costs could be made.
In Vietnam, the Johnson Administration requested supplemental
appropriations of $700 million for FY 1965 and then submitted a budget
amendment for $1.7 billion for the regular FY 1966 defense appropriations
bill. Subsequently, substantial funding was requested and provided in regular
appropriations bills for FY 1967 and FY1968, and additional funding was also
provided in supplemental appropriations. (Attachment 5)

The amounts the Johnson Administration requested in regular
appropriations bills in those years were sufficient to cover projected costs of
operations for only part of the fiscal year on the premise that additional costs
were uncertain. The FY'1967 request was based on the official premise that
the war might be successfully concluded by the end of the fiscal year. When
costs grew, supplemental appropriations were requested.

In the early 1990s, funding for ongoing operations in Southwest Asia
and in Bosnia was provided in supplemental appropriations rather than in
regular appropriations bills. In the FY 1996 defense appropriation act,
however, Congress directed the Administration to include subsequent funding
for ongoing military contingency operations in its requests for regular defense
appropriations funding. The Clinton Administration complied with this
directive. Although operations in Kosovo were initially funded with
supplemental appropriations, funds for ongoing missions, including
Kosovo after the initial stages, were requested in regular DOD budget
submissions.

11
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WITNESS TESTIMONY

Mpr. David M. Walker, Comptroller General of the United States, Government
Accountability Office will testify about the sources of funding and reported
GWOT spending and the ability of DOD and DOS to determine future
financial GWOT commitments.

Mr. Bradford R. Higgins, Assistant Secretary, Chief Financial Officer,
Department of State will testity about how the Department of State (DOS)
distinguishes costs for the GWOT and other types of DOS spending as well as
the DOS strategy for producing reliable, accurate, and timely costs for the
GWOT.

Mr. John P. Roth, Deputy Comptroller (Program/Budget), Office of the
Undersecretary of Defense (Comptroller), Department of Defense will testity
about how the Department of Defense (DOD) distinguishes costs for the
GWOT and other types of DOD spending as well as the DOD strategy for
producing reliable, accurate, and timely costs for the GWOT.

Mr. James R, Kunder, Assistant Administrator for Asia and the Near East,

U. 8. Agency International Development (USAID) will testify how USAID
distinguishes costs for the GWOT and other types of DOS spending as well as
the DOS strategy for producing reliable, accurate, and timely costs for the
GWOT.

Mr. Donald B. Marron, Acting Director, Congressional Budget Office will
testify about the complexity of estimating GWOT costs using supplemental
and bridge appropriations and how supplemental and bridge appropriations
affect the accuracy and reliability of cost information for the GWOT?

Ms. Amy F. Belasco, Defense Budget Specialist, Foreign Affairs, Defense
and Trade Division, Congressional Research Service, will testify about
complexity of determining GWOT costs using supplemental and bridge
appropriations.
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