
DEPARTMENT OF DEFENSE

Since 2001, the Administration has:

• Fought the War on Terror on the offensive;

• Removed threats to our security in Afghanistan and Iraq liberating nearly 50 million
people in these countries;

• Provided pay raises to our servicemen and women of more than 21 percent and
expanded the use of targeted pays and bonuses;

• Begun to transform our Nation’s defenses and increased spending by 26 percent, the
largest increase in the Defense budget since the Reagan Administration;

• Launched a transformational and joint training program improving readiness rates;

• Increased research and development funding by 56 percent;

• Improved the quality of housing for military personnel and their families through
privatization and new construction; and

• Doubled investments in missile defense systems, deploying the first ever land and
sea-based system.

The President’s Budget:

• Advances our ongoing efforts in the Global War on Terror;

• Provides $401.7 billion for the Department’s base budget, an annual increase of seven
percent, for a total increase in defense spending of 35 percent since 2001;

• Makes measurable strides in transforming the Department to meet new threats; and

• Continues improvements in the quality of life for our military personnel and their
families.
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Secretary Rumsfeld responds to a question at a town hall meeting in
the Pentagon.

Department of Defense

Donald H. Rumsfeld, Secretary

www.defenselink.mil 703–697–5131

Number of Employees: 2.3 million Military
(Active, Reserve, and Guard) and almost
700,000 Civilian

2005 Discretionary Budget Authority:
$401.7 billion

Key Components: Department of the Army,
Department of the Navy, Department of the Air
Force, 15 defense agencies, and unified com-
batant commands.
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The Department of Defense (DOD) is
currently on the front lines of the War on
Terror. As of December 14, 2003, there were
12,387 U.S. military troops deployed to support
Operation Enduring Freedom in Afghanistan
and 125,141 to support Operation Iraqi Free-
dom. These troops are fulfilling the President’s
commitment to take the war on terror to the
terrorists. The fall of the repressive Taliban
and Hussein regimes is making way for new
governments in both Afghanistan and Iraq,
paving the way for societies that are free.

Prior to taking office, President Bush pledged
to invest resources more wisely when funding
DOD. As the accompanying chart shows, since
taking office, President Bush has consistently built defense strength. In fact, in constant 2004 dol-
lars, defense spending has only been higher twice since World War II–during the Korean War and
at the peak of the Cold War buildup. While some of this spending may be attributed to the War on
Terror, President Bush committed to and has succeeded in steadily growing the base budget of DOD
from $296.8 billion when he took office to $401.7 billion in the 2005 Budget. This 35-percent increase
to the Department’s base budget helps fulfill the President’s commitments and ensures a fighting
force that is second to none.
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Mother and daughter reunited.

One of the challenges confronting the Department is the
fulfillment of President Bush’s commitment to transform
the Department to meet new threats. As the chart depicts,
funding for research and development (R&D) as well as
funding for procurement has grown substantially. While
this fulfills half of the President’s pledge—to provide more
resources—the other challenge is in knowing how to use
these resources more wisely. The Department has made
tremendous strides in fielding new technologies and changing
the way the United States confronts its foes. From the use of
unmanned vehicles to the use of advanced communications,
the Department is aggressively pursuing the President’s
vision. As part of that pursuit in 2005, the Department will
continue to reexamine many of its procurement programs
that were transformational at their inception 20 years ago,
but that are now being sustained at the expense of truly
transformational technologies.

BETTER PAY, BETTER TREATMENT, BETTER TRAINING

The President promised to provide members of the Armed forces “better pay, better treatment, and
better training.” He has fulfilled that promise to our troops. The purpose of better pay, treatment,
and training is simple—to attract the best into the armed forces, to train them to fight effectively,
and to give them the incentive to remain in the military.

During the first three years of his Presidency, basic pay alone has increased by more than 21
percent. Many servicemembers have seen much more than that. And, basic pay is only two-thirds
of servicemembers’ take-home pay. The increase in basic salary and payments for food and housing
has reached almost 29 percent. In addition, the food and housing allowances are provided tax-free,
so their actual value is significantly higher. Average compensation is now more than $40,000 for
enlisted members and more than $79,000 for officers. Servicemembers also receive retirement
benefits and health care for themselves and their families at little or no charge.

The President joins the troops in Iraq for Thanksgiving.

The Department continues to provide many
servicemembers with bonuses, incentive pay
and allowances, and also provides a host of
non-monetary compensation initiatives, such
as commissaries; exchanges; the Thrift Savings
Plan; fitness facilities; morale, welfare, and
recreation activities; and significant education
benefits and other training; both in and outside
of service, complemented by many veterans
programs. This year, many military retirees
will for the first time receive both their military
retired pay and their veterans’ disability
compensation. Further, military health
benefits are without peer. The TRICARE for
Life (for retirees over age 65) is in place, as are
enhancements to survivor benefits. This total
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Privatization: Peace on the Home Front

With soldiers deployed in Iraq, families can rest easy in new homes with amenities such as more bedrooms
for children, large storage rooms, covered carports, and fenced-in backyards with patios.

One of the largest Army sponsored privatization projects is at Fort Hood in Killeen, Texas. The Army initiative
allows for a public-private partnership to own, maintain and manage 974 newly constructed housing units
and to renovate, revitalize, own, maintain, and manage an additional 4,938 housing units, resulting in a total
of 5,912 privatized housing units. The Government conveyed housing units, leased land, and contributed
an equity investment, while the private sector partner obtained a commercial loan and contributed equity.
Already, over 500 new homes have been built. Every month, 30 new homes are constructed and 40 existing
units are renovated. By 2005, the private sector will construct 974 new units and renovate about 1,530 units
for military families at Fort Hood.

compensation package ensures that most servicemembers have reason to be satisfied with their
quality of life. It also ensures that recruitment and retention, which had fallen off during the late
1990s, stays strong.

Current law protects members of the Armed Forces from IRS collection action, penalties, and inter-
est while they serve in a combat zone and for 180 days afterwards. Activated members of the National
Guard and Reserve who are called up for long periods to fill in for deployed troops often leave behind
jobs and businesses. Even if they do not serve in a combat zone, by virtue of their deployment these
personnel are often unable to respond to the IRS in full or on a timely basis. The President’s Budget
will assure that activated Guard and Reserve members enjoy the same temporary shield against IRS
tax actions as their active duty counterparts who are serving in a combat zone.

Part of this basic compensation entitles servicemembers to housing at no charge or a cash allowance
to cover the cost of housing. Until the mid 1990s, servicemembers who lived off-base were expected
to “absorb,” or pay for, 15 percent of their housing costs. In reality, this cost for service personnel had
grown until it was almost 20 percent. By the end of 2005, out-of-pocket expenses will be eliminated,
meaning that the average servicemember who lives off-base will have all their basic housing costs
covered.

Family housing at Camp Pendleton, California.

The Administration will continue to
improve the quality of housing for military
families. One of the goals of the President’s
Management Agenda is to eliminate 120,000
inadequate housing units by 2007. The 2005
Budget supports this 2007 goal.

One way to eliminate inadequate housing
and to improve the quality of housing over the
long-term is to privatize Government-owned
family housing—letting the Government
take advantage of private sector skills.
One component of the President’s housing
initiative permits DOD to enter into business
agreements with the private sector, whereby
it draws on private sector expertise, leverages
Government resources, and improves the
quality of family housing faster than the traditional approach of Government construction of
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housing. In privatized housing, business entities own, operate, and maintain quality homes,
allowing military personnel and their families the option to rent high quality homes at prices
covered by housing allowances. Privatizing housing also allows the Department to focus on mission
critical needs and leaves the management of houses to the private sector.

U.S. and Philippine Marines train together.

In promising “better training,” the President
committed to strengthen the military readiness
of our soldiers, sailors, marines, and airmen.
Since taking office, the President has added
$9.2 billion to the operation and maintenance
accounts to make good on this promise. This
investment is paying off as critical readiness
indicators are improving.

• The number of miles soldiers drive a
tank in training improves their skills and
readiness; the average tank crew will drive
a tank nearly 858 miles in 2005 or 12
percent over the 2000 level.

• Similarly, the number of hours air crews fly
air force fighter jets in training improve their skills and readiness; the average air crew will fly
a fighter jet nearly 17 hours per month in 2005 up from nearly 16 hours in 2000.

However, the real proof of military readiness is combat performance. Our combined military forces
have demonstrated overwhelming combat effectiveness in Afghanistan, Iraq, and in other operations
around the world. The readiness of U.S. Armed Forces to carry out combat operations anywhere in
the world is now unparalleled. The Budget provides over $140 billion in operations and maintenance
funds to ensure that our military is capable of executing the National Security Strategy. This strategy
demands that the military be able to:

• Assure our allies and friends;

• Dissuade future military competition;

• Deter threats against U.S. interests, allies, and friends; and

• Decisively defeat any adversary if deterrence fails.

An Army Specialist mans a security position in Iraq.

The military’s ability to achieve these
strategic ends rests on four pillars of military
readiness—all supported strongly in the 2005
Budget:

• Soldiers, sailors, marines, and airmen are
trained to the highest possible standards;

• The best possible equipment is available
to accomplish any mission;

• Equipment is maintained to the highest
possible standard; and

• Sufficient personnel with the right capa-
bilities are recruited and retained.
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USS Nimitz returns home to San Diego after supporting Operation Iraqi
Freedom.

As one example, the Budget supports the
Navy’s shift to a new operational concept, the
Fleet Readiness Program (FRP). The FRP
is designed to provide the Nation with more
flexible forces that can be deployed to deter
aggression or to defeat swiftly the efforts of our
adversaries. The FRP will change the way the
Navy trains, maintains and deploys its units.
With this concept in place, the Navy will be
able to deploy up to 6 of its 12 carrier groups
and to have two more groups ready to follow
on within 90 days. This is in contrast to the
previous routine which kept only three carriers
deployed for portions of the year. The FRP’s
tremendous increase in available combat power
and responsiveness is only possible due to the Administration’s multi-year investment in readiness.
The FRP will give the President more flexibility to meet today’s complex security challenges. The
FRP is an excellent example of the Administration’s efforts to transform the armed forces so that we
fight even more effectively.

DEFENSE HEALTH

An aeromedical team evacuates soldiers injured in Iraq.

The primary mission of DOD’s medical care delivery
system is to train and support its medical staff for combat
and other field operations and to maintain the health of
our fighting forces. In addition, DOD, like other employ-
ers, provides its active duty and retired personnel and
their families with health care coverage under a system
called TRICARE. Since the military medical facilities
can only handle a limited number of patients, private
sector care is provided to all others under TRICARE.
When President Bush took office, DOD provided care to
just over eight million beneficiaries. In 2005, DOD will
provide care to almost nine million people, an increase of
eight percent.

DOD has moved forward with new TRICARE contracts
that will maximize the use of Federal health care
facilities in conjunction with private sector sources,
while continuing to ensure high-quality health care and
excellent customer service. One of President Bush’s key
management initiatives is better coordination between
DOD and the Department of Veterans Affairs (VA) to
provide seamless and top quality efficient services to

our Nation’s military members as they transition out of military duty. The Departments are now
working to implement a computer system that allows the instant flow of patient medical information
between them. They have started to explore and implement joint training opportunities and are
sharing more and more facilities. More information on the coordination between DOD and VA
health care is found in the VA chapter.
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Combat Medical Support

This Administration made critical changes in combat medical support that are saving lives during Operation
Iraqi Freedom. When combat forces rolled across the Iraqi desert, medical corps professionals moved with
them. The medical staff now has new high tech equipment, including mobile surgical units and chemical
bandages that stop heavy bleeding. With new, lighter equipment, surgical teams stabilized patients on the
front lines and provided definitive treatment in highly mobile field hospitals within hours. Often, within 24
hours of injury, patients are air-evacuated by highly skilled medical teams to U.S. military hospitals thousands
of miles away. Medical teams from the three Services are more integrated than in any past wars, and the
collaboration of their specific skills clearly saves more lives.

TRANSFORMING OUR ARMED FORCES TO FIGHT 21st CENTURY WARS

Warfare in the 21st Century will look very different from that for which the U.S. military has trained,
equipped, and organized during the past 50 years. Throughout history, nations that failed to recog-
nize the changing nature of warfare often suffered defeat. The U.S. military currently possesses an
overwhelming superiority in conventional warfare. As President Bush has noted, with that superi-
ority secure for the near-term, now is the perfect window of opportunity to transform the way DOD
organizes and equips itself to fight our 21st Century adversaries. Leveraging rapidly changing tech-
nology with flexible organizations and adaptable doctrine, the U.S. military aims to become lighter,
faster, and more lethal.

Operation Enduring Freedom in Afghanistan and Operation Iraqi Freedom demonstrated many of
the Department’s initial transformation efforts to re-define warfare on our terms. In both conflicts,
over 70 percent of all munitions used were precision-guided compared to less than 10 percent in
the 1991 Gulf War. Furthermore, advanced communications and satellite technologies provided U.S.
soldiers and Marines in Iraq nearly instant access to precision air support and critical battlefield
information such as the position of friendly and enemy forces. With these advantages, and with the
skill, bravery, and initiative of the well trained and led American servicemember, U.S. forces quickly
took control of the battlefield and destroyed the military capabilities of our adversaries.

The real goal is to move beyond marginal improvements to replace existing programs with new technolo-
gies and strategies. To use this window of opportunity to skip a generation of technology. This will require
spending more, and spending more wisely.

Governor George W. Bush
The Citadel, September 1999

To support the President’s transformational goals, the Administration has:

• Doubled investment in missile defense systems to put the Department on track to field an oper-
ational system in 2004;

• Committed a significant amount of DOD’s procurement budget to transformation;

• Pursued transformational programs across the services to include the Army’s Future Combat
System, the Navy’s conversion of ballistic missile submarines to guided missile submarines, and
the Air Force’s unmanned combat aerial vehicles.
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Furthermore, the Department has undertaken other transformational initiatives to include:

• Changing how, where, and why forces are deployed around the world;

• Adjusting the structure of some of the Army’s units to facilitate fielding a more flexible, adapt-
able force;

A Predator Unmanned Aerial Vehicle being towed to the runway in
support of Operation Enduring Freedom.

• Equipping small teams of U.S. Special
Forces personnel with communications
and targeting devices to allow them to
coordinate U.S. attacks from the air and
indigenous forces’ efforts on the ground;

• Modifying the way the Navy deploys air-
craft carrier battlegroups to extend their
presence; and

• Deploying Air Force expeditionary wings
that are more responsive to Combatant
Commanders.

As the Department continues to transform
so that its forces are capable of rapid power
projection with precision engagement any-

where around the world, it will emphasize expanding the role and capabilities of unmanned aerial
vehicles, enhancing the mobility of soldiers and equipment, improving communications, and using
space systems in new ways.

Specific transformation initiatives include:

A Global Hawk Unmanned Aerial Vehicle receives a pre-flight test.

Unmanned Vehicles. The current opera-
tional Unmanned Aerial Vehicles (UAV), such
as the Air Force Predator and Army Shadow
have demonstrated tremendous capabilities in
recent conflicts. While they have mainly been
used in a reconnaissance role, the successful
use of the Predator as a weapons platform is
an early indicator that this technology offers
profound opportunities to transform the way in
which the United States will be able to conduct
a wide array of combat and military support
operations. The Department is consolidating
and expanding its efforts to explore the poten-
tial of UAV technology. The Secretary of De-
fense has identified 49 goals for unmanned avi-
ation that support the Department’s overall strategy of fielding transformational capabilities, estab-
lishing joint standards and controlling costs. The Department’s funding for UAV development has
risen from just above $3 billion in the 1990s to over $12 billion for 2004 through 2009. These funds
will be used to develop new sensor technology, to assess the feasibility of new roles and missions for
UAVs, and to develop intelligent autonomous vehicles that can perform the “dull, dirty and danger-
ous” missions better and with less risk to U.S. forces. The development and testing of combat UAVs
for the most dangerous combat missions is one of the Department’s highest priorities. As a result
of these efforts, unmanned vehicles will become an increasingly important advantage for U.S. forces
on the battlefield of the future and will play a major role in transforming the way the United States
wages war.
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The Army’s Stryker Infantry Carrier Vehicle.

Agile and Mobile Troops. Other transfor-
mation efforts are focused on the mobility and
agility of ground forces. The Army reoriented
its focus to be lighter and more mobile than
its current tank and infantry fighting vehicle
based units. The centerpiece of this change
is the Future Combat Systems (FCS). FCS
is designed to provide a rapidly deployable,
highly mobile, lethal land force with the ability
to fight on arrival in theater.

Forces will be networked to a system of
sensors so that commanders will be able to
react and plan in real-time. FCS units will
also be self-sustaining for limited periods of

time, which will reduce the need for an immediate logistics or supply line. These capabilities
are designed with the objective of providing the Combatant Commanders multiple options in any
situation using a single force.

High speed sealift operates in the Persian Gulf.

To increase the mobility and response time
of U.S. troops, the Army, Navy, and Marine
Corps are currently experimenting with a
commercially developed High Speed Vessel
(HSV). Experimentation to date has shown
that HSVs are able to move brigades of troops
and their equipment at approximately twice
the speed of any other sealift vessel. These
ships are small enough to allow the use of
shallow harbors, which means that troops can
disembark from more ports. Beyond troop mo-
bility, these platforms are reconfigurable and
can be tailored to a wide variety of different
missions. This concept is being employed by
the Navy for its new ship class, the Littoral
Combat Ship. The Budget assumes that the
first ship of this class will be procured in 2005 as an experimental platform to prove the concept and
evaluate what else these small reconfigurable ships may be able to do.

Communications. Communications improvements have already revolutionized the way the
United States fights. The 2005 Budget continues to support advanced technologies, which improve
and refine knowledge available to soldiers, sailors and marines on the battlefield and at sea
through sensor technology and real-time communications. Network Centric Warfare systems will
tie real-time intelligence and sensor information, target identification, mission planning and battle
damage assessment capabilities together in one place. As the technology develops and evolves, the
ability to transmit this information to all forces within range will be possible. Similarly, the Single
Integrated Air Picture will correlate radar information from air, ground and sea platforms to create
a single radar picture for all forces, allowing for a more complete and accurate rendering of the
environment.
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Two members of the Joint Task Force check a satellite antenna in
Afghanistan.

Space. The Department continues to make
progress in significant new, transformational
space programs. The Space Based Radar
program promises to provide near-continuous,
all-weather surveillance on a global basis. DOD
is also conducting an Operationally Responsive
Spacelift demonstration program with the first
flight planned in 2007. Rapid launch of satellites
will become an essential element of future
transformational space operations. Finally,
continued development of laser communications
satellites will provide dramatic new capabilities
to supply more timely, secure information to
combat forces. Communications to mobile forces,
unlimited by current bandwidth restrictions, are
critical to transformation of DOD combat operations.

The President’s Commitment to Increase Funding for Research and Development

The President has steadfastly increased R&D investments in order to skip a generation of weapons
and transform the military into the 21st Century fighting force it must become. From 2001 to 2004,
the Department increased its R&D spending from $41.1 billion to $64.3 billion. The increases have
supported a wide range of new systems including fighter aircraft, surface ships, submarines, the
Army’s Future Combat System, satellites, communications equipment, intelligence systems, and sci-
ence and technology programs to accelerate the availability and capability of future generations of
weapons. Furthermore, the level of investment in R&D will continue into the future, with $68.9 bil-
lion being proposed for 2005, a $27.8 billion increase over the 2001 appropriated level. In 2005, the
Budget provides funding for many new defense systems, including the Joint Strike Fighter program,
the Future Combat System, a new destroyer ship program, high capacity communications, and a
number of intelligence systems.

A ballistic missile target is launched from
Hawaii as part of a test.

The President’s Commitment to Field a Missile Defense
System

In December 2002, President Bush directed the deployment of mis-
sile defenses to protect the United States from long-range missile
threats with their ability to deliver weapons of mass destruction.
The 2005 Budget provides more than $10.3 billion to pursue this goal
and to provide effective missile defenses for deployed U.S. forces, our
allies, and friends. The first, modest land- and sea-based systems to
defend against long-range missile threats will be fielded by Septem-
ber 2004. As the Missile Defense Agency proceeds with its new incre-
mental, “capabilities-based” concept of missile defense, these initial
systems will become more effective and flexible as new elements are
added in 2005 and beyond.

In addition to defenses against long-range missile threats, DOD is
moving forward with short and intermediate-range defenses which,
integrated with long-range defenses, provide a global missile defense
network. The Patriot Advanced Capability III provided defense of
U.S. forces in Operation Iraqi Freedom and is the only combat-tested
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missile defense system in the world. Newer systems, such as the Theater High Altitude Area De-
fense missile system and the Airborne Laser will continue development in 2005 to be ready for future
operational deployments. The Missile Defense Agency is also continuing to develop technologies for
new types of missile defenses and sensor systems to keep pace with future threats.

Next Steps in Transformation

U.S. Global Defense Posture Review. The familiar national security threats facing our Nation dur-
ing the Cold War have given way to less predictable dangers such as global terrorism, state sponsors
of terrorism, and the proliferation of weapons of mass destruction. The President is committed to
strengthening the U.S. global defense posture to better address current and future security chal-
lenges. To that end, the Administration is undertaking a comprehensive, global defense posture
review as a central component of overall defense transformation. This review, which examines all
aspects of U.S. global defense posture including infrastructure, personnel, and equipment will en-
hance our ability to fight at long ranges and with new technologies that allow forces to move quickly
to where they are needed.

The current global defense posture reflects the realities of the Cold War when the United States
relied on forces that were expected to fight in place. The military must be repositioned to deal with
a future that is marked by uncertainty and surprise in the origin of any threat.

An F-15 departs Prince Sultan AB, Saudi Arabia.

Therefore, the global defense posture review
will seek to reconfigure how and where U.S. ca-
pabilities are based around the world to make
them rapidly deployable to meet the realities of
the new strategic environment. In support of
the initiative, DOD and the Department of State
are currently soliciting views and participation
from our friends, allies, and global partners in
defining the options for the United States’ pos-
ture. In addition, the Administration has be-
gun, and will continue, to consult with the Con-
gress. Based on the review and consultations,
DOD will develop a plan that will be factored
into the 2006 Budget. DOD will consider shifts
from overseas locations to the United States in
conjunction with base realignment and closure recommendations.

Enhancing Intelligence Capabilities. While intelligence sources, methods and activities must re-
main secret, this Budget makes a significant investment in U.S. intelligence capabilities and con-
tinues efforts to transform the way this Nation collects and analyzes information. The proposed
increases will improve our ability to collect information, process and analyze the collected data, and
disseminate the resulting intelligence to warfighters and policymakers at all levels of government.
These improvements will enhance our ability to anticipate and counter the broad range of threats fac-
ing the United States. A major emphasis will be on robust support to those fighting the war against
terrorism on the front lines around the world.

National Security Personnel System. Until recently, a rigid and outdated civilian personnel system,
not updated since 1978, has constrained the Department from putting the right people in the right
jobs to meet our national security challenges. To meet DOD’s dynamic human resource needs, the
Administration proposed, and in November, the Congress passed landmark legislation that allows
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DOD to establish a new civilian personnel management system, the National Security Personnel Sys-
tem (NSPS). It provides the Department with the flexibility to hire, assign, pay, evaluate, advance,
and remove DOD civilian employees based on current national security requirements. NSPS also
permits a more constructive, issue-based system of labor-management relations and a streamlined
approach to employee appeals. The system will protect employees’ rights by continuing the use of
merit system principles, accommodation of veterans’ preference, and respect for bargaining. Once
fully implemented, NSPS will cover over 700,000 civilian DOD employees. It contains the flexibili-
ties and incentives necessary for DOD to transform its civilian workforce into an effective weapon in
the ever-changing war on terror.

ENVIRONMENTAL INITIATIVES

A wind generator purchased as part of the ECIP Program.

As vital as the DOD mission is, the President
has directed it still must be conducted in a man-
ner that is consistent with sound environmental
stewardship practices. In 2005, the Department
plans to spend $3.8 billion on environmental
cleanup, compliance, conservation, and pollution
prevention. Programs such as the Energy
Conservation Investment Program (ECIP),
which received an effective rating from the
2004 Program Assessment Rating Tool and the
Naval Facilities Engineering Command’s Energy
Program, which won a Presidential Award for
outstanding performance in energy conservation,
highlight successful environmental activities. The environmental initiatives undertaken by DOD
not only protect the environment, but they also help to save tax dollars. ECIP projects produce
nearly four dollars in savings for every dollar expended by improving water and energy efficiency
at DOD facilities. The energy conservation program at Dyess Air Force Base, Texas, one of many
such programs at individual bases, saves over $1.6 million annually in costs through the efforts of
its energy conservation program.

In the 2003 Defense Authorization Act, DOD received the authority to partner with environmen-
tal conservation organizations and State and local governments to preserve land surrounding mil-
itary installations through purchases of land or development rights. The Budget includes funding
to phase-in a multi-year DOD readiness and environmental initiative to exercise this new legal au-
thority. This initiative will support a wide array of environmental efforts. These efforts include the
creation of buffers around military installations to prevent land development that would impede live
training and testing needed to maintain military readiness while at the same time providing addi-
tional habitat for wildlife. In November 2003, the Department entered into an agreement with the
State of Florida and the Nature Conservancy establishing the Northwest Florida Greenway Partner-
ship. This agreement is the first step to protect a 100 mile corridor of undeveloped land stretching
from the Apalachicola National Forest to Eglin Air Force Base.

Another successful initiative undertaken by the Administration included a number of proposals to
ensure the protection of the environment while allowing our troops to train realistically. Several of
the key proposals were adopted by the Congress in the 2004 Defense Authorization Act.
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Honoring the Service and Sacrifices of America’s World War II Generation

An artist rendering of the World War II Memorial.

Public Law 103-32 authorized a World War
II Memorial on the National Mall between the
Lincoln Memorial and the Washington Mon-
ument dedicated to the more than 400,000
who died, the 16 million who served in the
Armed Forces, and the millions of supporters
at home. Private contributions to this effort
have been overwhelming. The President
will dedicate the Memorial on Memorial Day
weekend 2004. This project, undertaken by
the American Battle Monuments Commission
was completed on time and within budget and
earned an effective rating by OMB’s Program
Assessment Rating Tool.

PERFORMANCE EVALUATION OF SELECT PROGRAMS

The Budget continues to focus on improving program performance. Three DOD programs were
assessed using the Program Assessment Rating Tool (PART), which evaluated the programs’ design
and purpose, strategic planning efforts, how well they are managed, and whether they are generating
positive results for taxpayers. Below are some of the highlights and recommendations from the PART
evaluations. For further details on DOD’s performance assessments, see the White House budget
website at www.whitehouse.gov/omb/budget/.

Program Rating Explanation Recommendation

Force Management Effective The focus of the PART was
manning the force–having the
right quantity and quality of
personnel in the right places
at the right times to meet
DOD’s requirements.

While the program is
highly effective, it currently
lacks adequate efficiency
measures. The Department
should develop additional
measures to address better
the efficiency and need for its
bonuses and targeted pays
and better measurement
of the value of its overall
compensation package
individually rather than
addressing disparate parts.
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Program Rating Explanation Recommendation

Comanche Results Not
Demonstrated

The purpose of the
Comanche is to replace
the Army’s existing armed
reconnaissance helicopters.
The program has faced a
number of problems during
its development including
schedule delays and cost
overruns that have delayed
the projected delivery of
the aircraft until 2009.
The program has been in
development over 20 years.
By the time of projected
delivery, UAVs will likely
perform a similar mission.

DOD should continue to
evaluate the program’s
progress under its revised
schedule and complete short
term performance measures
to better track near-term
progress.

Small Business Innovation
Research (SBIR) Program

Results Not
Demonstrated

DOD’s SBIR and Small
Business Technology
Transfer (STTR) programs
supply funds to small
businesses (in the case
of the STTR program, in
conjunction with non-profit
research institutions) to
develop products that help
DOD to defend the country.
The assessment found that
the program funds some
companies with track records
of poor performance and in
some cases overestimates
commercial successes
resulting from Federal
support by treating additional
investment in the same way
as product sales.

DOD should tighten
eligibility requirements
for accepting proposals from
companies and individuals
that repeatedly fail to sell
resulting products in the
marketplace, change the way
companies’ past performance
is assessed to ensure that
further investment is not
mis-counted as a sales
success, budget explicitly for
the program’s administrative
costs and seek to get highly
successful awardees to enter
the mainstream of Defense
contracting.

2005



THE BUDGET FOR FISCAL YEAR 2005 101

UPDATE ON THE PRESIDENT’S MANAGEMENT AGENDA

The table below provides an update on DOD’s implementation of the President’s Management
Agenda as of December 31, 2003.

Human
Capital

Competitive
Sourcing

Financial
Performance E-Government

Budget and
Performance
Integration

Status

Progress

Recent passage of the National Security Personnel System will enable DOD to use innovative ways to
compensate based on performance. For competitive sourcing, DOD is budgeting the resources necessary in the
2004–2008 period to implement the competition of the positions identified in DOD’s Business Initiative Council
plan. In financial management, DOD is committed to achieving a clean audit opinion for 2007 and is making
progress: DOD expects the next audit to show that 2 of 13 material auditor-reported internal control weaknesses
will be eliminated. In addition, DOD developed a high-level business enterprise architecture for information
technology systems during 2003, and will, with careful management, overhaul its financial systems. DOD has
also sped-up the production of its financial statements and improved financial reporting. DOD has improved the
quality of its information technology business cases and is participating in E-Government projects in three of
the four major areas. DOD incorporated performance information into its annual defense report and is using
performance metrics from the Balanced Risk Scorecard process in its decision making. For instance, long-term
and intermediate performance outcomes and outputs for operational availability were shaped directly by lessons
learned in Operations Enduring Freedom and Iraqi Freedom, and are shaping how execution data are evaluated.

Initiative Status Progress

Privatization of Military Housing

DOD is improving the quality of housing and plans to privatize 90,000 houses over the next two years.
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Department of Defense—Military
(In millions of dollars)

Actual Estimate

2001 2003 2004 2005

Spending
Discretionary Budget Authority:

Military Personnel ................................................................ 76,373 93,932 97,932 104,812
Operation and Maintenance ............................................ 107,450 125,290 127,626 140,636
Procurement .......................................................................... 61,672 74,677 75,321 74,904
Research, Development, Test, and Evaluation ......... 41,109 57,337 64,331 68,942
Military Construction........................................................... 5,405 6,505 5,452 5,288
Family Housing ..................................................................... 3,622 4,179 3,805 4,173
Revolving Funds and Other (with rescissions and

transfers) ............................................................................ 1,169 3,340 792 2,962

Subtotal............................................................................... 296,800 365,260 375,259 401,717

Emergency and Non-emergency
Supplementals 1 , 2 .......................................................... 10,009 72,235 66,109 —

Total, Discretionary budget authority 3 ............................. 306,809 437,495 441,368 401,717

Discretionary Outlays ............................................................. 287,222 339,270 377,711 403,453
Emergency and Non-emergency Supplementals 2 . 4,527 48,831 56,396 25,477

Total, Discretionary outlays .................................................. 291,749 388,101 434,107 428,930
1 2003 supplemental funding does not reflect all transfers to other agencies.
2 2004 includes CPA administrative costs.
3 For comparability, the 2001 data reflect transfers related to the creation of the Department of Homeland Security.
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AT A GLANCE:

2006 Discretionary Budget Authority: $419.3 billion
(Increase from 2005: 5 percent)

Major Programs:

• Defense of the Nation and its interests

• Training and equipping of military personnel

• Operation and maintenance

MEETING PRESIDENTIAL GOALS

Protecting America

• Leading the Global War on Terror by eliminating sanctuaries for terrorism, capturing or killing
al-Qaida’s most senior leaders and al-Qaida associated individuals.

• Supporting democratic elections in Afghanistan and Iraq.

• Enabling field commanders in Iraq to fund reconstruction projects quickly.

• Transforming the way wars are fought, with both new organizational strategies and weapons
systems and equipment:
— Executing new strategies to improve the way the Army and Navy deploy their forces;
— Moving troops from their Cold War footing to new strategic locations and approaches through

the Global Posture Initiative; and
— Pursuing an aggressive strategy of “spiral” development to ensure that new technologies are

deployed sooner.

Supporting a Compassionate Society

• Supporting our troops and their families to enable accomplishment of the Department of
Defense’s mission and to recognize the sacrifice they make on a daily basis:
— Providing quality medical care to uniformed service members and their families; and
— Providing excellent educational opportunities to troops, particularly those serving in Iraq and

Afghanistan, and quality housing through a nearly complete privatization program.

83
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MEETING PRESIDENTIAL GOALS—Continued

Making Government More Effective

• Implementing a program that converts military positions to civilian positions to free up troops
for more high-priority warfighting missions.

• Transferring the background investigation section of the Defense Security Service to the Office
of Personnel Management, enabling the Department to focus on its core mission.

• Focusing resources and forces where they are most needed through the Base Realignment and
Closure initiative.

• Instituting new management practices in manufacturing and repair facilities to improve
efficiency and increase production.
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PROTECTING AMERICA

Under this Administration, the Department of Defense (DOD) has received the largest increases in
funding since the Reagan Administration, and this Budget builds upon that record. The 2006 request
represents a 41-percent increase over 2001, and a 4.8-percent increase over 2005. The Department
has used these resources to transform our Nation’s military capabilities to meet future threats, to
improve the quality of life for our troops and their families, and to fight the Global War on Terror.

To ensure the most cost-effective use of its resources, the Department has recently examined its
programs carefully. As a result, DOD has changed some of its spending priorities in this year’s Bud-
get and will continue to refine these in the 2005 Quadrennial Review, the Department’s strategic
review of defense requirements and spending priorities. This Budget continues the Administration’s
commitment to our troops by providing a 3.1 percent pay raise and additional bonuses to support
recruiting and retention. The Budget includes additional funding in the outyears for the Army to
change from a division-based structure to one based on new, more agile "modular" brigades better
tailored to both ongoing operations in Iraq and Afghanistan and future conflicts. It also improves
DOD’s capabilities against weapons of mass destruction, including new laboratory facilities, detec-
tion systems, and protective measures against advanced biological and chemical weapons. This Bud-
get moves funding for critical intelligence activities essential to success in the long-term Global War
on Terror, including language proficiency training, to the base intelligence budget. This move sig-
nificantly reduces the reliance of the Intelligence Community on supplemental funding, which has
been a source of insecurity in intelligence program planning and a source of criticism from the 9/11
Commission. In addition, the Budget increases by 1,400 the number of special operations personnel,
whose capabilities have contributed significantly to the War on Terror.

One of the key tenets of transformation is the ability to evolve rapidly and adjust future planning
to account for changes in the global environment. Because of the continuing need to reexamine pri-
orities, DOD has reviewed its management processes and weapons systems. As a result, this Budget
proposes management savings such as a reduction in Navy end-strength and overall defense contrac-
tor support. It also reduces major systems over the next few years based on their cost-effectiveness
and/or potential to counter future threats. Examples of these reductions include slower production
rates for the V-22, the Expeditionary Fighting Vehicle, the F/A-22, and several classes of large war-
ships (including retiring one aircraft carrier early). DOD has also terminated some programs whose
cost-effectiveness no longer warrants their continuation, such as the C-130J and the Joint Common
Missile. While proceeding with the above changes, DOD continues to support new transformational
capabilities, such as Unmanned Aerial, Underwater, and Land Vehicles; the Littoral Combat Ship,
the Army’s Future Combat System; and many other programs with a high potential to meet current
and future threats.

The Global War on Terror

DOD is fighting the Global War on Terror by:

• taking the fight to the enemy;

• working with allies to isolate and eliminate terror cells; and

• supporting emerging democracies.

Since the precise costs of ongoing operations could not be estimated at the time the 2005 Budget
was proposed or enacted, the Administration plans to request, in addition to the 2006 Budget pro-
posals, an emergency supplemental to fund continuing military operations in 2005. The 2006 Budget
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PROTECTING AMERICA—Continued

and 2005 supplemental funding request reinforce the United States’ unwavering commitment to en-
suring that our men and women in uniform have what they need to protect our homeland, defeat
terrorism around the world, and support new democracies in Iraq and Afghanistan.

Soldiers with the Iraqi Armed Forces and U.S. Marines with the 5th
Marine Regiment, 1st Marine Division, patrol the streets while clearing
buildings during Operation Al Fajr (New Dawn) in Fallujah, Iraq.

In 2005, the United States expects to
maintain substantial force levels in Iraq to
ensure security and help the Iraqi government
defeat the insurgency. In 2005, the United
States also expects to maintain a significant
force in Afghanistan. The 2005 supplemental
will help to fund these deployments, including
equipment, force protection, and intelligence
support.

Together the 2006 Budget and 2005 supple-
mental will increase the ability of the Army to
support the Global War on Terror by accelerat-
ing their transformation into more lethal, more
capable units. Further, these funds will provide
the resources to train Iraqi and Afghan security
forces to assure greater responsibility for the se-

curity of their countries. In order to build upon the military successes in Iraq and Afghanistan, and
in order to continue to lay the foundation for stable democracies, the United States is committed to
building up the security forces of these new governments. As of January 2005, U.S. and allied forces
had trained 127,000 Iraqi security forces and will continue to work with the Iraqi Government to
improve the capabilities and performance of these forces.

Members of the U.S. Marines 7th Regiment walk the city streets of Al
Anbar, Iraq and hand out gifts as gestures of goodwill.

Similarly, in Afghanistan the coalition has
trained over 16,000 troops for the Afghan
National Army (ANA). The ANA has been so
successful that the rate of training has been
increased and funds to accelerate that effort
will be requested in the 2005 supplemental.
Another key element of the U.S. strategy to
bolster democracy in Iraq and Afghanistan is
providing aid to the people there. To advance
freedom and stability, the United States is
funding a variety of long- and short-term
initiatives designed to support national
infrastructure and projects of immediate value
to hundreds of towns and villages.

The 2006 Budget and 2005 supplemental
propose to continue the authority for the Commander’s Emergency Response Program (CERP).
The Budget requests authority for an additional $300 million, and substantial additional 2005
supplemental funding will be requested. Since the inception of CERP, commanders have spent
almost $250 million to directly improve education, healthcare, electricity, water, and security. Each
major command has been allocated CERP funds based on the geography, population, and needs
of their respective region. CERP projects help local commanders quickly deal with short-term
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Members of the U.S. Army’s 21st Infantry Regiment provide school
supplies and visit classes at Al Nidhal public school in Amel Shabi,
Iraq.

needs and are conducted along with large-city
and nationwide projects headed by the U.S.
Agency for International Development and the
Corps of Engineers. CERP is successful because
it is administered by local commanders who live
and interact with local citizens. Commanders
work directly with local communities, through
civil affairs experts, to identify and respond to
immediate needs with low-cost, high-impact
projects. A testament to the program’s success
is the fact that the Iraqi Interim Government
has added millions of dollars of its own funding
to the program.

Transforming Our Fighting
Capabilities

Transforming the way the U.S. military is organized and equipped is one of the highest security
priorities for President Bush. To support the President’s goals, the 2006 Budget and 2005 supple-
mental fund:

• a wide variety of unmanned vehicles;

• the continued development of a reconfigurable warship that can be effective in multiple missions;

• the realignment of Army units to make them more flexible and more easily deployable;

• the Global Posture Initiative that optimizes the deployment of U.S. forces around the world; and

• the development of new communications and computer systems.

A soldier with the 1st Infantry Division operates and maintains a
Shadow 200 Unmanned Aerial Vehicle at Forward Operating Base
Warhorse in Iraq.

Unmanned vehicles are well suited to the
dangerous missions that U.S. troops often
undertake at great risk. The Department
continues to make major investments in the
development and procurement of unmanned
ground vehicles (UGVs), unmanned underwater
vehicles (UUVs), unmanned aerial vehicles
(UAVs), and unmanned combat aerial vehicles.
DOD has only begun to exploit the potential
of these vehicles. For example, while current
operational UAVs like the Predator and Global
Hawk are well known, many other UAVs have
been, or are being, developed by the Department
in a wide variety of shapes and sizes. And
while the current generation of UAVs have been
mainly used in the reconnaissance role, the Department is exploring the feasibility of using UAVs
in entirely new ways that will help to transform how U.S. forces fight. An example of this is the use
of armed robots to assist in the clearing of buildings occupied by insurgents. This capability has the
potential to transform urban combat operations. UUVs are also being developed for mine detection
and avoidance operations, and the range of missions for UGVs is expanding from examining
improvised explosive devices to exploring caves. The Department’s funding for these efforts reflects
the importance the Administration places on this area of technology development. The 2006
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PROTECTING AMERICA—Continued

Budget provides $1.7 billion for unmanned vehicles. Unmanned vehicles will provide a significant
advantage for U.S. forces on the battlefield of the future by reducing the risks to our troops.

A computer-generated depiction of a LCS design.

The Littoral Combat Ship (LCS), now in
development and testing, is a fast, small, and
low-cost surface warship capable of operating
in littoral (near-shore) waters. The Navy
will use the LCS in environments where it is
impractical to employ larger, multi-mission
ships. The LCS has an innovative hull form
and propulsion systems and is capable of high
speeds reaching 40 to 50 knots. This capability
will enable it to perform many different
missions such as anti-small-boat warfare,
mine countermeasures, and anti-submarine
warfare. Secondary missions will include
intelligence, surveillance and reconnaissance,
homeland defense, maritime interdiction, and
support for Special Operation forces support.

The 2006 Budget supports the LCS and associated weapons systems by providing $613 million for
acquisition, which is an increase of $156 million from 2005.

The 2006 Budget supports substantial investments in advanced technology to provide advantages
over our enemies, particularly in remote sensing and high-performance computing. U.S. intelligence
capabilities are employing advanced technology systems to exploit, process, and produce information
from enemy signals, imagery, and human and other sources. Investments in communications are
improving connectivity between troops and their commanders well beyond the field of battle. These
developments are improving our ability to detect and counter the broad range of threats facing the
United States, reaping benefits for both U.S. forces and homeland security.

The 2006 Budget also supports the Department’s efforts on a wide range of technologies that can
protect military personnel, while allowing them to perform their mission more effectively. For exam-
ple, the Budget funds research into new materials for troop clothing that provides better camouflage,
helps to maintain comfort and health, and still stands up to harsh conditions. Other research and
development is proceeding on the detection of improvised explosive devices, chemical and biological
agents, and radioactive materials. Additional work is being supported on aerial sensors, hyperveloc-
ity missiles, and other smart weapons that will reduce the time from the appearance of a battlefield
threat to the time that the threat is destroyed.

Organizational Transformation

Transformation requires more than pursuing next-generation weapons systems. Transformation
also requires changing the way we organize our troops to address new threats. An example of this is
the Army’s effort to “modularize” its combat and support units into more effective and useable forma-
tions. The new modular combat brigades are more self-contained than current brigades because they
include their own artillery, engineers, military police, and supply capabilities. This makes them more
deployable and flexible than current brigades. Once the reorganization into modular units is com-
plete, Reserve and Active units will be more interchangeable, reducing the frequency of deployment
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of high-demand units and providing stability for soldiers and their families. The Administration
plans to request an additional $35 billion for the Army for modularity between 2005 and 2011.

Global Posture Initiative

Forward basing for B–2 Bombers is addressed by the Global Posture
Initiative.

In August 2004, the President announced
the most comprehensive restructuring of U.S.
military forces overseas since the end of the
Korean War. This will require the shifting of
our military presence from Cold War needs to
one reflecting the strategic realities of the 21st
Century. Once the Global Posture Initiative is
implemented, our forces will be better able to
contend with new threats, such as those posed
by terrorism and the proliferation of weapons
of mass destruction. Another benefit of this
initiative is that it will enable fewer overseas
moves for service members, providing more
stability for military families.

Paratroopers in Italy board a plane before a night drop into Germany as
part of an exercise.

This initiative is expected to be imple-
mented over the next 10 years. Over that
time, 70,000 military personnel—and 100,000
family members and other civilians—are
expected to return to the United States as a
result of this effort. The United States’ over-
seas presence will be reduced from 850 sites to
550. To begin this effort, the Administration
has added $416 million in the 2006 Budget
and $3.5 billion through 2011. Furthermore,
the Administration expects the decisions on
global posture will help inform base closing
decisions under the Base Realignment and
Closure (BRAC) process in 2005.

Spiral Acquisition

One of DOD’s key initiatives for improving how it procures new weapon systems is the use of “spiral
acquisition,” in which new technologies and capabilities are tested and added to the inventory in
carefully planned and limited increments. In the past, many new weapon systems were designed
from a “clean sheet” to achieve a dramatic leap forward in capability. This often led to pushing the
use of very young technologies, coupled with very complex designs and system engineering. The
result was often large cost increases and schedule delays. This inevitably resulted in troops having
to continue using older equipment, which was not upgraded because the new weapons’ program cost
over-runs were absorbing funding. The Administration is committed to solve this problem.

A good example of spiral acquisition is the Army’s Future Combat System (FCS), which this Budget
supports with a $3.4 billion request, an increase of $200 million from 2005. FCS will provide 18 new
systems (ranging from UAVs, new sensors, unmanned ground systems, and new armored fighting
vehicles) to re-equip the Army for the highly mobile, network-centric warfare of the 21st Century.
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PROTECTING AMERICA—Continued

FCS had been structured as a classic large, complex acquisition where everything was planned to
come together (all 18 systems plus a network to link them) into the first, completely re-equipped
brigade in 2010. The acquisition risk and cost of this approach was formidable. Recognizing the
problem, the Army restructured FCS development and procurement into a spiral acquisition where
subsets of the new systems are delivered in four “spirals” beginning in 2008. This approach allows
the Army to deploy those elements of FCS that are ready first, while providing enough time to test
and develop the more challenging components for introduction in later spirals. The new strategy will
provide more capability to the troops sooner, while effectively managing cost and technical risk.

Strengthening Intelligence

Policymakers require timely, accurate, and insightful information on the capabilities and inten-
tions of foreign powers, including terrorist groups. Military commanders need such information and
real-time battlefield intelligence to wage war successfully. The agencies of the U.S. intelligence com-
munity have the responsibility to meet the full range of U.S. intelligence needs from the national level
to the tactical level. The 2006 Budget devotes substantial resources to U.S. intelligence capabilities
and continues a commitment to transform them to more effectively meet the challenges of the 21st
Century.
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SUPPORTING A COMPASSIONATE SOCIETY

Military Housing

A military family moves into their new house on Ford Island, Hawaii.

The President is committed to providing
members of the military and their families
quality housing whether they live on- or
off-base. The 2006 Budget is the first in which
members of the military and their families
living off-base will have their total average
housing costs fully paid.

One of the goals of the 2006 Budget is to
eliminate 67,000 inadequate housing units
(out of a total of 136,000 Government-owned
units) by 2007. A proven method to eliminate
inadequate housing, and to improve the quality
of housing over the long-term, is to privatize
Government-owned family housing—so that
private sector professionals best able to refurbish, build, and supply housing for our troops do so,
allowing the Department to focus on its core warfighting mission.

Defense Health

A member of the 105th Military Police Battalion, North Carolina
National Guard, cradles his seven-week old daughter before
boarding a plane to deploy to Iraq at Pope Air Force Base, North
Carolina.

DOD’s expert medical care teams continue
to save lives in Iraq and Afghanistan due
to advanced battlefield medical techniques,
rapid patient transportation systems, and
state-of-the-art medical equipment. Battlefield
health care has been enhanced with field surgical
and medical care teams that provide front-line,
life-saving medical attention within minutes
after injury and are integrated with a responsive
medical system. The specialized aero-medical
evacuation system quickly moves patients from
the battlefield to military hospitals for follow-on
care in Germany and the United States, some
within 36 hours. The wounded survival rate
is 98 percent, and families see firsthand the
importance of the swift, high-quality, and
compassionate care delivered. DOD has also made far-reaching improvements in its development of
automated records to support quick access to critical healthcare information. In 2006, the Budget
requests $19.8 billion, an increase of $1.6 billion over 2005, to continue providing our troops and
their families with comprehensive and quality health care.

This Administration has expanded access to medical care for reservists and their family members
before, during, and after mobilization. For those reservists, retirees, and families not using DOD’s
own medical care system, DOD provides an insurance program called TRICARE. This program has
made significant changes to its nationwide contracts to improve portability for families and eliminate
regional administrative differences. Enrollment is now automatically transferred when beneficiaries
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SUPPORTING A COMPASSIONATE SOCIETY—Continued

An Air Force Pharmacy Technician fills a prescription in the clinic at
Davis-Monthan Air Force Base, Arizona.

move to a new region. The network of civilian
physicians has also expanded, and other
customer-focused improvements have been
made to increase the quality of care, access, and
claims payments. DOD’s new TRICARE website
provides more beneficiary information on
enrollment and network providers, procedures
to file claims, customer support, and the ability
for a patient to view his or her claims online.
In addition, the website includes programs to
provide beneficiaries with information that
allows them to make better healthcare decisions.

Education Assistance

In keeping with his commitment to improve benefits and quality of life for the Nation’s citizen-
soldiers, President Bush proposed and recently signed into law a new education assistance program
for members of the Guard and Reserve who are mobilized in the War on Terror. Members of the
National Guard and Reserve mobilized for more than 90 consecutive days and less than one year
will receive, in addition to the current $288 benefit, an additional $114 per month, or 40 percent
increase, for a total of $402 per month in 2005 for education. Members mobilized between one and
two consecutive years will receive an additional $314 per month, or 109 percent more, for a total of
$602 per month in 2005. Members mobilized over two consecutive years will receive an additional
$515 per month, or 179 percent more, for a total of $803 per month in 2005. The 2006 Budget funds
this initiative with $203 million.

DOD also provides a full range of transition services to members leaving service. These services in-
clude information on education, training, employment assistance, Guard and Reserve opportunities,
medical benefits, financial assistance, and public and community service. DOD also offers a vari-
ety of tools to help departing service members write resumes and maintains databases of jobs from
many employers, including employers specifically seeking applicants with service members’ skills.
DOD works closely with the Department of Veterans’ Affairs and the Department of Labor to ensure
departing members receive all the benefits and assistance to which they are entitled.
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MAKING GOVERNMENT MORE EFFECTIVE

Transfer of Background Checks to the Office of Personnel Management

DOD and the Office of Personnel Management (OPM) signed a Memorandum of Agreement for the
permanent transfer of approximately 1,800 DOD employees to OPM, in early 2005. The employees
will augment OPM’s contractors to perform the personnel background investigations required for
Federal employment and granting security clearances for Federal civil servants, military personnel,
and contractor personnel. With these additional personnel, OPM will be able to aggressively move
to reduce the backlog in these investigations—a critical step to strengthen national and homeland
security. Moving this function to OPM allows DOD to focus its resources on warfighting, while allow-
ing OPM to use its expertise in personnel matters.

Military to Civilian Conversions

Beginning in 2004, DOD converted over 7,600 military positions to civilian positions, to relieve
strain on the military force and to free up our troops to meet high-priority military missions. The De-
partment plans to convert an additional 12,000 military positions in 2005, and over 5,800 additional
positions in 2006. This program is an essential part of the Department’s efforts to ensure all military
personnel are performing military essential activities in support of the Global War on Terror.

National Security Personnel System

In November 2003, the Congress passed landmark legislation adapting an Administration proposal
to grant authority to DOD to establish a new civilian personnel management system, the National
Security Personnel System (NSPS). Since that time, the Department has worked with its employees,
OPM, and various union representatives to develop a personnel system that will provide the Depart-
ment the flexibility to hire, assign, pay, evaluate, advance, and remove DOD civilian employees based
on current national security requirements. The system will protect employees’ rights by continuing
the use of merit system principles, accommodation of veterans’ preference, and respect for bargain-
ing. DOD plans to roll out the first phases of NSPS at the end of 2005 and beginning of 2006. Once
fully implemented, NSPS will cover over 700,000 civilian DOD employees.

A tank at the Marine Corps Logistics Base in Albany,
Georgia undergoes depot maintenance.

Adopting Best Practices

DOD depots are adopting best practices from the
private sector to save money and improve their
ability to maintain our military’s equipment. The
implementation of new initiatives has helped military
depots to identify wasteful practices and eliminate
tasks that do not add value. Depot managers have
reorganized workspaces to be more ergonomic, helping
DOD personnel to spend more time repairing military
equipment and less time looking for their tools or spare
parts.

As a result, military depots have decreased the turn-
around time it takes to repair critical equipment. For ex-
ample, increased efficiency enabled the Oklahoma City
Air Logistics Center to reduce the number of days needed to maintain KC–135s from 440 to 230 days.
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MAKING GOVERNMENT MORE EFFECTIVE—Continued

Base Realignment and Closure

The maintenance of excess infrastructure diverts resources from where they can best be used to
support the military. The 2006 Budget will allow the Department to implement the recommendations
of the 2005 BRAC round that, in conjunction with the Global Posture Initiative, will allow it to match
its infrastructure spending to new national security imperatives. BRAC will start realizing over $7
billion in estimated annual savings by 2012. These savings will allow DOD to allocate funds to higher
priority requirements, such as efforts to modernize weapons, enhance quality of life and improve
readiness. However, the 2006 Budget does not prejudge any particular closures or realignments.
Decisions regarding closures or realignments are made through the BRAC process.

Update on the President’s Management Agenda

The table below provides an update on DOD’s implementation of the President’s Management
Agenda as of December 31, 2004.

Human Capital
Competitive

Sourcing
Financial

Performance E-Government
Budget and
Performance
Integration

Status

Progress

Arrow indicates change in status rating since evaluation as of September 30, 2004.

Over the past year, the Department has worked to develop and begin implementing the new National Security
Personnel System that will give DOD the tools it needs to manage its workforce more strategically. In addition,
DOD has made solid progress identifying and strengthening management competencies. While DOD has
effectively used A-76 competitions to achieve general savings in the past, the pace of announcements has
slowed significantly causing DOD to fail to meet its goals. Competition announcements under the revised A-76
Circular have lagged. With new announcements coming, DOD expects the Competitive Sourcing Initiative to
reduce costs to the Military Services and Defense Agencies by more than $6 billion by 2006 and by almost
$16 billion by 2009. The Department is engaged in a major, long-term effort to modernize its financial and
business systems. This effort is helping DOD to better understand the root causes of its financial management
weaknesses, target improvement efforts, and identify best practices going forward. For E-Gov, DOD certified and
accredited 72 percent of all its systems to ensure they meet information technology security requirements, and it
is moving forward with architecture efforts to improve information flow to the battlefield. As part of the Budget
Performance and Integration Initiative, DOD continues to implement the new Program, Planning, Budgeting and
Execution System to emphasize the integration of performance metrics into the budget process.
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Initiative Status Progress

Real Property Asset Management

Privatization of Military Housing

Eliminating Improper Payments

Arrow indicates change in status since evaluation on September 30, 2004.

DOD is well positioned to make significant advancements in real property management. The Department’s
Asset Management Plan incorporates best practice solutions that assist DOD managers in making capital
investment decisions that help advance mission critical objectives. The Department has employed effective
controls to maintain low improper payment rates in the military retirement and health programs. DOD is also
taking aggressive steps to address improper payments to contractors, recovering $86.3 million of such payments
in 2003. (Because this is the first quarter that agency efforts in the Eliminating Improper Payments Initiative were
rated, progress scores were not given.) The Department has privatized 74,153 housing units and is on track to
eliminate all inadequate housing units by 2007. The 2006 Budget supports the elimination of all inadequate
housing in the continental United States by 2007. DOD is making significant progress this year in privatizing
military housing, thereby achieving Green for status and progress.

Department of Defense
(In millions of dollars)

Estimate2004
Actual 2005 2006

Spending
Discretionary Budget Authority:

Military Personnel ................................................................................................. 97,048 104,022 108,943
Operation and Maintenance ............................................................................. 128,104 137,024 147,828
Procurement ........................................................................................................... 76,090 78,119 78,043
Research, Development, Test, and Evaluation .......................................... 64,309 68,797 69,355
Military Construction............................................................................................ 5,634 5,950 7,809
Family Housing ...................................................................................................... 3,799 4,055 4,243
Revolving Funds and Other .............................................................................. 681 2,091 3,120

Subtotal................................................................................................................ 375,665 400,058 419,341

Budget authority from enacted supplementals 1 .......................................... 92,810 1,074 —

Total, Discretionary budget authority ................................................................. 468,475 401,132 419,341

Total, Discretionary outlays ................................................................................... 436,934 443,232 424,415

Total, Mandatory outlays ........................................................................................ 182 836 1,900

Total, Outlays .............................................................................................................. 437,116 444,068 426,315
1 2004 includes repeal of $1.8 billion rescission and inclusion of $983 million for CPA.
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Since 2001, the Administration:

• Liberated nearly 50 million people in Iraq and Afghanistan;

• Trained over 215,000 Iraqi and over 82,000 Afghan security forces, in partnership with
Coalition forces;

• Raised servicemembers’ pay by about 25 percent and enhanced special pays and
bonuses to improve recruiting and retention;

• Increased the Basic Allowance for Housing, to cover the average actual cost of hous-
ing for servicemembers and their families who live off base;

• Improved the quality of housing for military personnel and their families by continuing
programs that have privatized 111,289 homes;

• Increased the monthly education benefit by 40 percent for Reservists and members
of the National Guard continuously mobilized between 90 days and one year;

• Launched transformational initiatives such as the Navy’s Fleet Readiness Plan that
improved military readiness;

• Deployed the first-ever land- and sea-based systems to defend against long-range
ballistic missiles; and

• Began a major reorganization of the Army ground forces, known as Modularity, to
increase the number of combat brigades and improve their mobility, flexibility, and
capability to operate autonomously.

The President’s Budget:

• Provides $439.3 billion for the Department of Defense’s base budget—a 7-percent
increase over 2006 and a 48-percent increase over 2001—to maintain a high level of
military readiness, develop and procure new weapon systems to ensure U.S. battle-
field superiority, and support our servicemembers and their families;

• Requests $50 billion in 2007 bridge funding to support the military’s Global War on
Terror efforts in Afghanistan and Iraq into 2007;

• Expands the Predator Unmanned Aerial Vehicle force from 12 to 21 orbits, each sup-
porting 3-4 aircraft, to increase sustained 24-hour surveillance capabilities;

• Increases substantially the size and capabilities of the Special Operations Command;

• Adds $173.3 million to continue developing and refining a New Triad of smaller nuclear
forces, enhanced missile defenses, and improved command and control; and

• Provides an additional 2.2-percent increase in basic pay.
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Waging the Global War on Terror

This is an enemy without conscience—and they cannot be appeased. If we were not fighting and destroying
this enemy in Iraq, they would not be idle. They would be plotting and killing Americans across the world
and within our own borders. By fighting these terrorists in Iraq, Americans in uniform are defeating a direct
threat to the American people. Against this adversary, there is only one effective response: We will never
back down. We will never give in. And we will never accept anything less than complete victory.

President George W. Bush
United States Naval Academy, Annapolis, Maryland

November 30, 2005

The President’s 2007 Budget continues to focus resources on the Administration’s top defense
priority: winning the Global War on Terror. While this effort requires a comprehensive, coordinated
use of all instruments of national power, our Nation’s military is tasked with the frontline job of
taking the fight to the enemy in Iraq, Afghanistan, and elsewhere. We are working with coalition
partners to isolate terrorists and solidify the gains of emerging democracies to help protect them
against the likelihood that terrorists will operate from within their borders.

A soldier watches for insurgents as fellow soldiers and Marines comb
a nearby area for insurgents and weapons caches close to the Syrian
border with Iraq.

In Iraq, the central front in the war,
American troop levels have remained largely
constant the past two years as insurgents and
other terrorists from within the country and
terrorists from outside of the country continue
their efforts to use terror and intimidation to
destabilize and destroy. As the President laid
out in the National Strategy for Victory in
Iraq, American forces will continue offensive
operations to root out and defeat the terrorists
and Saddamists. Working with coalition
partners and Iraqi security forces, U.S. soldiers
and Marines continue to clear areas of enemy
control, hold areas freed from the enemy, and
build Iraqi security forces and the capacity of
the Iraqi government to deliver basic services
and nurture the fledgling civil society. To date,
this approach has succeeded in places such as Najaf and Mosul. Once hotbeds of resistance, these
cities are now moving away from their disastrous pasts towards a more promising future.

In Afghanistan, the war against al Qaeda, the remnants of the Taliban, and related terrorist ele-
ments continues as well. Although enemy activity has increased over the past year, U.S. armed forces
continue to hunt down those who seek a return to the past when Afghanistan was a failed state that
oppressed its citizens while providing a safe haven for terrorists. In the future, NATO forces will take
an increasingly more demanding role in providing security, and Afghan security forces will grow and
mature.
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Early this year, the Administration plans to make a 2006 emergency supplemental appropriations
request for the Global War on Terror. This request will address the balance of the military’s needs
above the $50 billion enacted in the 2006 Defense Appropriations Act. In addition, the 2007 Budget
requests $50 billion as an emergency allowance or bridge fund to carry the military’s war efforts
through part of 2007. Later in 2007, when the year’s total funding needs are better known, the
Administration will request the remaining funds for the year in an emergency supplemental appro-
priation. This approach ensures that the Budget accounts for known war costs in a fiscally respon-
sible way without permanently adding these temporary costs to the base defense budget, and allows
the Administration and the Congress to adjust funding to meet evolving conditions on the ground.

A soldier from the 411th Military Police Company shows an Iraqi
policeman the correct shooting stance during training at the weapons
range of the Rusafa Police Station in Baghdad.

In addition to funding for U.S. military opera-
tions, the Administration will seek supplemen-
tal funding to train and equip Iraqi and Afghan
Security Forces so they can take on greater re-
sponsibility of the mission to secure their own
countries. As these forces improve, U.S. forces
can begin to draw down. As of December 2005,
there are over 135 Iraqi army and police battal-
ions and about 40 Afghan army battalions di-
rectly involved in the war and efforts to secure
the future of their respective nations.

In addition, the President’s 2007 Budget
and 2006 supplemental appropriations
requests propose to continue the authority
for the Commander’s Emergency Response
Program. This fund provides commanders in
Iraq and Afghanistan necessary resources to
quickly address short-term humanitarian or
reconstruction needs in their area of operations.

Transforming for the 21st Century

The wars in Afghanistan and Iraq underline how different the challenges in the 21st Century are
from those we so successfully met in the 20th Century. The ability of the U.S. military to evolve
rapidly in the way it fights and to adjust its future planning to account for changes in the global
environment will be essential to its success in future wars. Fortunately, today the U.S. military pos-
sesses an overwhelming superiority in conventional warfare. This superiority, and the security from
conventional attack that it provides, presents an opportunity to transform the way the Department
of Defense (DOD) organizes and equips its forces, even while fighting the Global War on Terror.

Military transformation means making fundamental change in the technology, organization, or
doctrine of the armed services that renders obsolete current technology and methods of warfare.
Although transformation is often thought of as being driven by technology, other factors can be as or
even more important to its success. Much more than new weapons systems or platforms, transfor-
mation includes changes in attitudes, values, and beliefs. Three such major transformational efforts
supported by the Administration illustrate this point.

Global Posture Initiative. In August 2004, the President announced the most comprehensive
restructuring of U.S. military forces overseas since the end of the Korean War and began working
with new partners around the world to increase our global military effectiveness. The initiative
shifts our military posture from Cold War bases to new areas of strategic importance. This new
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basing strategy will provide the United States with rapid access to areas where we are likely to be
engaged, but where a large permanent presence is not needed. In total, the number of U.S. overseas
bases will be reduced from 850 to 550. The majority of the initiatives will be implemented over the
next six years, during which time 60,000 to 70,000 military personnel and 100,000 family members
and other civilians will return to the United States. The Budget provides approximately $1.4 billion
for this effort in 2007, which is estimated to cost $5 billion through 2011.

Army Modularity. This organizational transformation effort is designed to increase the effective-
ness of the Army by making its combat and support formations more flexible and self-sustaining. The
new modular units will include their own artillery, engineers, military police and other support func-
tions. As a result, they will be more easily deployable than existing units and more effective against
a wide variety of adversaries. Moreover, the active and Reserve units will be similarly organized and
readily interchangeable, thereby providing greater flexibility to commanders. In addition, nine new
active combat brigades will be formed, bringing the total to 42, thereby reducing the frequency of
deployments for each brigade and providing greater stability for the soldiers and their families. The
Budget provides a total of $6.6 billion for Army modularity in 2007, and an additional $34.0 billion
between 2008 and 2011.

Special Operations Command. The Special Operations Command (SOCOM) has undergone fun-
damental change over the last several years to build a potent force to fight global terrorism. The
2007 Budget continues the enhancements to SOCOM’s capability to plan and command global op-
erations against international terrorist networks while maintaining its capability to provide small,
specialized units to respond to a wide range of threats. The Budget also shifts over 2,000 Marines
into SOCOM, further increasing its effectiveness and global reach. Finally, the 2007 Budget begins
a substantial new investment in SOCOM personnel, adding thousands of new Rangers, SEALs, Civil
Affairs, and other individuals to ensure that the United States is able to apply a specially skilled,
flexible force whenever and wherever it is needed.

Providing Better Tools to Support the Warfighters

The President is committed to providing our military with the best possible equipment to defend
our country. To ensure that our military men and women have the tools they need to win the Global
War on Terror, the 2007 Budget funds a number of efforts to support and protect the warfighter in a
changing battlefield.

Major new equipment purchases are critical to the brigade combat teams developed as part of the
Army’s Modularity initiative. Each new brigade combat team requires additional equipment includ-
ing armored humvees, soldier protective armor, trucks, advanced night vision and communications
equipment, light arms, and artillery. These types of equipment have proven vital to combat effec-
tiveness, helping to save the lives of the newly-configured brigade combat teams already deployed
to Iraq and Afghanistan. The 2007 Budget provides $5.9 billion for purchasing modularity-related
equipment to continue this effort so critical to our troops’ progress in defeating the terrorists and
insurgents in Iraq and consolidating democratic gains in Afghanistan.

The 2007 President’s Budget supports the continued development and procurement of unmanned
aerial vehicles (UAVs) and unmanned ground vehicles (UGVs), which are increasingly important to
operations in both Iraq and Afghanistan. The role of UAVs in these conflicts has continued to expand
and now encompasses a broad range of missions in addition to reconnaissance. Today, these diverse
systems also perform strike, force protection, and signals collection missions, in many cases enabling
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Soldiers from the 101st Airborne Division prepare to launch the Raven
unmanned aerial vehicle at Forward Operating Base McHenry, Iraq. The
Raven is being used to hunt for roadside bombs.

U.S. forces to pursue terrorists without putting
our troops in harm’s way. The 2007 Budget
includes $342 million to start the expansion of
the Predator UAV force from 12 to 21 sustained
orbits of coverage, greatly enhancing the
surveillance support provided to our combat
forces around the world. The development
of UGV technologies has provided ground
forces with new tools to combat Improvised
Explosive Devices (IEDs). For example, many
convoys and patrols are now accompanied by
remote control robotic vehicles that can probe
suspicious roadside objects and detonate IEDs
before they can harm U.S. troops. The 2007
Budget includes $1.9 billion for the continued
development and procurement of UAVs and
UGVs.

One of DOD’s prime initiatives is to deliver
new tools and technologies to the warfighter more rapidly through the use of “spiral acquisition,” in
which mature capabilities are fielded even as development continues on other supporting systems.
Spiral acquisition shortens the time that it takes to get warfighting capabilities to troops, and reduces
technical risk. For example, the Army’s Future Combat System (FCS), funded with $3.7 billion in
2007, is a system comprised of 18 sub-systems originally designed to be fielded simultaneously. Given
the formidable acquisition risk of attempting to develop, test, build, and field 18 systems at the same
time, the Army restructured FCS development and procurement into an acquisition approach that
delivers sub-systems in four stages, beginning in 2008. This strategy allows the Army to deploy
those elements of FCS that are ready, while providing enough time to test and develop the more
technologically challenging components for introduction in later spirals.

A computer-generated depiction of a Littoral Combat Ship design. The
first ship will be delivered in December 2006.

The Administration is proposing to build
seven new warships in 2007, including new
classes of combatants that will provide in-
creased capability for the fleet, particularly to
combat threats in littoral (near-shore) waters.
The Littoral Combat Ship (LCS), currently
in construction, is a fast, small, and low-cost
ship optimized for warfighting in this type
of environment, and will counter asymmetric
threats such as small boats, submarines,
and mines. The 2007 Budget provides $957
million for the acquisition of two ships and
associated weapons systems. The DD(X)
next generation destroyer is a multi-mission
surface combatant that will provide volume
fire support and precision strike up to 83 nautical miles inland. The 2007 Budget provides $2.6
billion to begin construction of two ships. The DD(X), in conjunction with the LCS and future CG(X)
cruiser, will create a complementary, balanced force to address a spectrum of threats in an uncertain
future.

DOD continues to develop and refine a New Triad of nuclear offensive forces, missile defenses, and
a responsive infrastructure supporting these capabilities. The 2007 Budget includes an additional
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$173.3 million to improve nuclear command and control and upgrade existing systems. Land and
sea-based missile defensive systems first deployed in 2004 are being further developed to improve
their capabilities, while DOD continues to explore new and more cost-effective missile defense tech-
nologies.

DOD continues to invest in advanced research and development to provide the best equipment
possible for our forces. The Department is investing in new materials for body armor, lightweight
personal communication devices, and non-lethal weapons to provide effective combat power while
minimizing non-combatant casualties. DOD is continually improving its sensors to make detecting
intended targets easier, and is developing faster and more reliable modeling and simulation systems
to make combat training more realistic. In addition, DOD is developing vaccines to protect against
biological weapons attacks, improving advanced countermeasures to protect against deadly chemical
weapons, and enhancing its world-wide surveillance systems to monitor outbreaks of avian influenza.
The 2007 Budget supports these and other research initiatives to provide the tools that U.S. forces
need to better combat the threats of the 21st Century.

Caring for Our Troops

Providing Access to Quality Health Care. The Administration is committed to ensuring that service-
members and their families have access to high quality medical care throughout the world. To support
these efforts, the Budget provides $21 billion in the Defense Health Program in 2007. Organizational
improvements in field medicine, such as advanced field surgical and medical care teams on the front
lines, have enhanced battlefield health care. Readily available air evacuation capabilities with high-

The Military Sealift Command Hospital ship USNS Comfort (T-AH 20)
prepares to pull into port in New Orleans, Louisiana.

DOD provides high quality medical assis-
tance in humanitarian and homeland security
missions. When a tsunami flooded many
Southeast Asian countries, DOD was one of
the first agencies to provide assistance with
medical teams and supplies. After Pakistan
was rocked by a major earthquake, DOD
sent numerous plane loads of medicine
and supplies to the victims. A fully-staffed
Mobile Army Surgical Hospital was set up
to help save the lives of hundreds of people
injured. DOD medical units also responded
to support victims of Hurricanes Katrina
and Wilma. DOD’s deployment of medical
resources in support of civil authorities after
the hurricanes has exceeded any other
domestic disaster relief mission in the history
of the United States. As part of the hurricane response, DOD provided significant medical assistance,
including over 10,000 medical evacuations by ground and air, medical treatment of more than 5,000
patients, as well as support for disease prevention and control. To support hurricane victims, DOD made
available more than 3,000 beds in field hospitals, installations, and aboard U.S. Navy ships, including
the USNS Comfort, a 1,000 bed hospital ship. DOD also provided 13 mortuary teams to support local
authorities in the systematic search, recovery, and disposition of the deceased. To assist in disease
prevention, DOD aircraft flew 17 mosquito abatement missions covering more than one million acres.
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tech mobile equipment provide life-saving medical care within minutes after injury. These capabil-
ities, coupled with body armor improvements, have greatly improved survival rates. In addition,
hand-held devices receive and send vital information on patients to their electronic medical records
that are accessible worldwide. Never before have the Army, Navy, and Air Force worked so seam-
lessly to provide high quality care to servicemembers. The teams that move and treat the injured are
a combination of active duty, Reserve, and multi-branch medical personnel. They have trained to-
gether, worked together, and integrated their equipment to ensure world-class quality and response.

Servicemembers returning from combat areas, including the uninjured, receive thorough medical
evaluations and mental health screenings to make sure all their needs are met. Recognizing that
post-traumatic shock has a delayed effect on many, DOD has developed a tool to monitor both the
general health and the mental health of servicemembers at periodic intervals after their combat tours
are completed.

TRICARE is the military’s healthcare program. Over recent years, continual administrative im-
provements, including access to providers and information, have made the system easier to use. In
addition to TRICARE administrative enhancements, comprehensive TRICARE benefits and low costs
make it an attractive option for beneficiaries. The average out-of-pocket costs for an under age 65
military retiree and family is about $1,000 per year with TRICARE Prime (managed care) and about
$1,500 with TRICARE Standard (fee-for-service) coverage. A similar Federal employee family pays
on average $3,100 per year under the most popular Federal Employee Health Benefits managed care
plan and $4,650 per year under the most popular fee-for-service plan.

DOD continues to monitor rising healthcare costs and is working to ensure its health care programs
are managed efficiently. However, other steps must be taken to reduce DOD’s health care expenses,
which increasingly compete for resources needed to properly train and equip combat troops.

Since TRICARE offers an equal or superior benefit at significantly lower out-of-pocket cost than
other plans, military retirees with second careers are increasingly dropping their employer health
coverage and returning to TRICARE, often encouraged by incentives offered by current employers.
In order to ensure that TRICARE competes with, but does not replace, the health benefits offered
by these employers, the Budget includes proposals that would better align TRICARE premiums and
copayments for retirees under 65 years of age with general health insurance plans.

Providing Adequate Housing. Servicemembers and their families deserve high quality housing
whether they live on- or off-base. For the second year in a row, the 2007 Budget provides service-
members who live in private sector housing an allowance that covers total average housing costs.

New privatized homes for Marines in Quantico, Virginia.

The President’s Budget funds efforts to
ensure adequate military housing within the
United States by the end of 2007, maintaining
the schedule for achieving a key Presidential
goal. A proven method to eliminate inade-
quate housing and to improve the quality of
housing over the long term, is to privatize
Government-owned family housing—letting
military families benefit from private sector
real estate expertise and resources. To date,
DOD has privatized 111,289 houses and
intends to privatize 32,377 in 2007. The
private housing industry provides high quality
homes and housing management for the troops
while allowing the Department to focus on its
warfighting mission.
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Strengthening Intelligence Capabilities

Intelligence plays a critical role in ensuring U.S. national security. Policy makers, military
commanders, and law enforcement personnel need timely, accurate information regarding the
capabilities and intentions of foreign powers, terrorists, and other international actors. For the past
several years, the Administration has invested significant resources to increase our intelligence
capabilities across a wide variety of disciplines. The 2007 President’s Budget sustains and builds on
these investments. Some of these capabilities include collecting signal, electronic, and imagery data,
but the Intelligence Community has focused especially on developing human sources and improving
its analytic capabilities.

In addition, the Intelligence Community has made great progress in implementing the Intelligence
Reform and Terrorism Prevention Act of 2004 and the recommendations of the Silberman-Robb Com-
mission on U.S. Intelligence Capabilities. The Director of National Intelligence (DNI) has recruited
most of his leadership team, developed the National Intelligence Strategy of the United States, and
helped launch important initiatives consistent with that Strategy. The DNI has also established the
National Counterproliferation Center and expanded the National Counterterrorism Center. Over
the next year, the DNI will continue to serve as the principal advisor to the President on intelligence
matters and to promote the integration and effectiveness of the Intelligence Community. The law
establishing the DNI position preserves the existing chain of command; leaves all our intelligence
agencies, organizations, and offices in their current departments; and ensures that our military com-
manders will continue to have quick access to the intelligence they need to achieve victory on the
battlefield.
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RESTRAINING SPENDING AND MANAGING FOR RESULTS

Fighting the Global War on Terror is the Administration’s top defense priority, and it requires sub-
stantial resources, both through the regular appropriations process and emergency supplemental ap-
propriations. In implementing the Administration’s commitment to provide DOD with the resources
necessary to fulfill its mission, the Department has taken steps to target resources, spend wisely,
restrain funding in selected areas of operation, and improve programs and processes.

Focusing on the Needs of the Military

DOD has targeted several areas where it hopes to improve the ability of the military to successfully
accomplish its missions and maximize the funding available. They include:

Evaluating Infrastructure Needs. To ensure that DOD’s domestic bases were structured appropri-
ately to support operational capabilities, the Administration launched a Base Realignment and Clo-
sure review in 2005. An independent commission reviewed DOD’s infrastructure and recommended
to the President that 25 installations be closed and 24 major installations be realigned in an effort
to eliminate unneeded facilities. This excess infrastructure, often a remnant of the Cold War, is no
longer necessary to defend our Nation and drains billions of dollars from resources that could be
better spent to confront today’s threats to national security. The restructuring also supports DOD’s
Global Posture Initiative, which will transfer thousands of U.S. forces to domestic bases after serving
overseas. These actions, which the President and the Congress approved, are projected to save $36.5
billion over 20 years and, ultimately, result in $4.4 billion in annual recurring savings.

A civilian employee, who works to upgrade the Humvee A2s, prepares
a piece of armor that will be used to further protect Marine vehicles
against insurgent attacks.

Transferring Positions to Civilian Personnel.
DOD has converted over 20,000 military posi-
tions to civilian positions since 2004 to relieve
strain on the military force and to free up troops
to meet high-priority military missions. DOD
plans to convert more than 10,000 additional
military positions by the end of 2007. This
program is a key part of DOD’s efforts to ensure
all military personnel are performing “military
essential” activities.

Developing the National Security Personnel
System. In November 2003, landmark legisla-
tion was enacted to grant authority to DOD to
establish a new civilian personnel management
system, the National Security Personnel
System (NSPS). Since that time, in partnership
with the Office of Personnel Management, DOD has worked with its employees, human capital
experts, union representatives, and others to develop a personnel system that will provide DOD
with the flexibility to hire, assign, pay, evaluate, advance, and discipline DOD civilian employees
based on its unique national security mission requirements. The system will protect employees’
rights by preserving the use of merit system principles, accommodation of veterans’ preference, and
respect for bargaining. The first phases of NSPS are scheduled to begin in 2006 with over 11,000
employees. During 2007, the Department will evaluate the success of the implementation, and
begin its second major phase of NSPS, including the application of performance-based pay to other
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special pay systems, such as its blue-collar workforce. Once fully implemented, NSPS will cover
over 600,000 civilian DOD employees.

Assessing Manpower Levels. DOD also plans to reduce manpower in many different skills and
functions as it transforms itself to address future threats. In 2007, the Army will begin to realign
the mix of planned forces, affecting one active and six National Guard brigades. The Air Force will
reduce 2007 active duty end strength by about 23,000 from the 2006 authorized level. This reduction
is part of the Air Force’s Transformation Flight Plan, which will reduce future end strengths. The
Navy will continue to acquire new ships with more automation that lessen the need for manpower
and continue to reduce the number of sailors in its crews.

Enhancing Supply Chain Management. DOD is moving aggressively to apply industry best prac-
tices to transform its logistics system. By the end of 2007, radio frequency identification technology
will be operative throughout DOD’s supply chain. As a result, DOD will vastly increase its ability
to track the movement of supplies from the manufacturer to the foxhole to ensure that warfighters
are provided what they need, when they need it, at the lowest cost to the taxpayer. In addition, DOD
is affixing to each major asset a permanent Unique Item Identifier that will last for the life of the
asset. Initial implementation at DOD depots will be completed in 2007, enabling DOD to track and
manage assets at reduced cost by providing a link from the physical identifier on the asset to its
unique history (e.g., acquisition cost, maintenance, etc.).

Liquidating Unneeded Assets. The Budget includes a request to authorize an increase in the sale
of industrial metals that were accumulated during the Cold War, but are no longer needed. The
world-wide increase in commodity prices should help to generate about $345 million in receipts to
the Treasury over 10 years from these sales. Similarly, the Budget proposes to deposit to the Treasury
certain other receipts from the sales of real assets and from insurance proceeds, which up to now were
used solely for defense spending.

Assessing if Programs Demonstrate Results

DOD and OMB use the Program Assessment Rating Tool (PART) to assess the Department’s pro-
grams. The findings of these assessments are then used to inform decisions about how to improve
program performance.

U.S. Marines assigned to the Expeditionary Strike Group One, 13th
Marine Expeditionary Unit, disembark a Landing Craft Utility from the
amphibious assault ship USS Tarawa.

Marine Corps Expeditionary Warfare.
Expeditionary warfare is the temporary
projection and application of Marine Corps
power into a foreign setting. Marines establish
a forward base, either on land or at sea, from
which military power can be brought to bear
in a hostile foreign operating environment.
The PART review of expeditionary warfare
found the Marine Corps is achieving success
with its acquisition programs and other
operations, and is meeting its annual goals
for specific procurement programs. The PART
analysis also found that the Marine Corps’
amphibious lift requirement should be more
closely coordinated with the requirements of
other Services. It is under review as part of the
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2005 Quadrennial Defense Review. The PART process helped the Marine Corps and DOD focus on
addressing this critical issue and on developing long-term performance measures for expeditionary
warfare.

Missile Defense Programs. One of DOD’s most ambitious transformation programs is a new ballis-
tic missile defense system developed by the Missile Defense Agency (MDA). This system consists of
multiple, integrated sensors, interceptors, and battle management that will field defenses protecting
our homeland, friends, and allies from both short- and long-range ballistic missile attacks.

MDA’s major development, testing, and fielding effort is in support of the President’s goal to deploy
a defense against a limited number of long-range ballistic missiles. This effort includes the intercep-
tor missiles deployed in Alaska and California, sea-based interceptors on cruisers, various missile
tracking radars, and their associated communications. Currently MDA is increasing the numbers
of operationally available interceptors in Alaska; however, testing and validation of the system has
been slow. The PART process focused attention on the critical need for robust testing of these newly
deployed systems. Goals were developed for increased ground and flight tests, quality control, and
mission assurance to provide greater confidence in our missile defense programs.

Naval Diving and Salvage Training Center instructor stands ready to offer
assistance to a diver student during a problem solving exercise at the
pool. The school, located in Panama City, Florida, is the center for Navy
diver training.

Training and Education. DOD’s military
and civilian training and education programs
are essential to ensuring the readiness of
U.S. military forces and the DOD civilian
workforce. Through these programs, DOD
improves the professional development of its
military and civilian workforce. The PART
evaluation determined that DOD’s training
and education programs that are directly
linked to providing a ready force have clear
missions, are well-designed, and are guided
by useful sets of performance measures to
guarantee their success. To continue the
success of these training and education
programs, DOD set various long-term and
short-term goals to demonstrate and improve
the effectiveness of its programs and to ensure
that training programs and resources are
sufficient to produce ready military forces and an effective civilian workforce.

However, the PART evaluation found a need for development of performance measures to
demonstrate results for other training and education programs that are not directly linked to
readiness. These programs provide off-duty education benefits to DOD military members and
civilian employees.

Analyzing Cost-Effectiveness of Resources

DOD continually reexamines its programs to ensure the most cost-effective use of resources. The
Department has changed some of its spending priorities in the 2007 Budget and will continue to
refine these in the 2005 Quadrennial Defense Review. DOD will reduce major systems over the next
few years based on their cost-effectiveness and/or potential to counter future threats. Examples of
these reductions include:

• Restructuring the Air Force KC-X tanker replacement program, saving $896 million through
2011;
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• Restructuring the Joint Tactical Radio System, saving $233 million in 2007;

• Replacing the existing Joint Unmanned Combat Air System with a new unmanned aircraft
program, for a savings of $158 million in 2007;

• Canceling the Joint Strike Fighter alternate engine program;

• Canceling the T-AOE(X) fast tanker ship, saving $4.4 billion through 2011;

• Slowing the development of complex, higher-risk space programs, saving over $2 billion through
2011;

• Terminating the existing Aerial Common Sensor contract and restructuring the program to
prepare for a follow-on effort, for a savings of $314 million in 2007; and

• Reducing spending on lower-priority operation and maintenance programs, for a total savings
of over $3 billion in 2007.

Focusing on Priorities. The Department consistently reevaluates the need for specific programs.
However, congressional earmarks and prohibitions on efforts to streamline administrative activities
compromise DOD’s ability to target its resources effectively on warfighter needs. For example, in ad-
dition to general policy requirements contained in the annual National Defense Authorization Act,
the Congress appropriates funding for research, development, and procurement earmarks that sup-
port unnecessary programs, require specific manufacturing operations, direct funding to research or
development efforts with little military value, or place inefficient restrictions on the procurement
of certain items. This includes about $2.2 billion for hundreds of individually directed research
projects—about 17 percent of the $13.3 billion appropriated in 2006 by the Congress for Science and
Technology programs. In total, there were approximately $5.8 billion in 2006 enacted earmarks that
effect DOD programs including Science and Technology, procurement, operations and maintenance,
personnel, military construction, and family housing. These earmarks circumvent the invaluable
process of assessing the military and scientific or technological value of proposed projects. A reduc-
tion in future earmarking would allow the Department to focus better its resources on programs of
highest importance to the warfighter.

Assessing and Improving Processes

DOD Acquisition Restructuring. Cost growth, schedule delays, and performance shortfalls have be-
come too common in many of DOD’s acquisition programs. In addition to a review of the acquisition
system as part of the Quadrennial Defense Review, DOD established the Defense Acquisition Perfor-
mance Assessment Project, an independent panel that examined all aspects of acquisition, including
its current structure, requirements process, legal foundations, design methodology, and oversight.
The panel submitted its recommendations to DOD in December 2005, and they are currently under
review.

Business Transformation. In an effort to improve management and efficiency, DOD is establishing
the Defense Business Transformation Agency to consolidate and transform the management of core
business activities such as financial, property, and support services. In 2007, this new agency will
develop enterprise-wide business processes and use better information technology to increase the
visibility over DOD assets, eliminate organizational barriers to efficiency, and enable more effective
defense business systems operations. Aligning business processes with those of the private sector
will permit DOD to focus more resources on serving our military.
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E-Government Programs. DOD’s Defense Finance and Accounting System (DFAS) has imple-
mented significant improvements to payroll activities as part of the President’s Management
Agenda E-Government efforts. To begin, DFAS migrated over 81,000 Federal agency personnel
from agency-centric payroll operations to a consolidated system. This enabled agencies to focus
resources on their core mission activities, while providing assurances that employees are paid
accurately, timely and at a reduced cost. In addition, DFAS administers the myPay payroll project.
This web-based system delivers personal pay information, processes pay-related transactions in a
timely, safe and secure manner, and allows access to electronic tax statements and other financial
information online. In 2003 and 2005 respectively, employees of the Departments of Energy and
Health and Human Services joined the nearly three million users of the myPay system, which
includes all military personnel, retirees and annuitants, and DOD civilian personnel. Employees
of the Environmental Protection Agency and the Department of Veterans Affairs are scheduled to
gain access to this service before the end of 2007.

Update on the President’s Management Agenda

The table below provides an update on DOD’s implementation of the President’s Management
Agenda as of December 31, 2005.

Human Capital
Competitive

Sourcing
Financial

Performance
E-Government

Budget and
Performance
Integration

Status

Progress

Arrow indicates change in status rating since the prior evaluation as of September 30, 2005.

DOD continues to make progress on most of its management initiatives. DOD has continued efforts to improve
the training of managers, and is preparing to implement the new National Security Personnel System. While
DOD has effectively used public-private competition to achieve many billions of dollars in cost savings over the
years, the pace of new announcements slowed significantly during the past year. DOD’s leadership is working to
re-energize competitive announcements in this results-oriented initiative to facilitate the restructuring of Defense
support operations and refocus resources on core defense activities. DOD has developed and is implementing a
Financial Improvement and Audit Readiness plan to address its financial management weaknesses. In addition,
DOD established its E-Gov Implementation Plan and demonstrated continued effectiveness in information
technology (IT) security. Currently, DOD’s major IT investment programs have strong business cases and
the large majority are meeting their specified performance targets. As part of the Budget and Performance
Integration initiative, DOD uses performance information as a key factor in making resource decisions.

Initiative Status Progress

Real Property Asset Management

Privatization of Military Housing
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RESTRAINING SPENDING AND MANAGING FOR RESULTS—Continued

Initiative Status Progress

Eliminating Improper Payments

Arrow indicates change in status rating since the prior evaluation as of September 30, 2005.

In support of the Real Property initiative, the Department has replaced subjective assessments of facility
condition with objective measurements, thereby allowing facility managers to make better-informed decisions
about maintenance requirements. DOD is on schedule to eliminate inadequate domestic housing units by
the end of 2007. Although DOD has made steady progress in privatizing and improving housing, it will face
new challenges as it adapts to basing changes resulting from the Global Posture Initiative, Army Modularity,
and the Base Realignment and Closure recommendations. After conducting internal reviews of agency-wide
commercial payments, DOD recouped $414.9 million in incorrect payments from a possible recovery total
of $469.5 million, nearly a 90 percent success rate.

DEPARTMENT OF DEFENSE
(In millions of dollars)

Estimate2005
Actual 2006 2007

Spending
Discretionary Budget Authority:

Military Personnel ........................................................................................................... 102,294 106,805 110,850
Retiree Health Fund Contribution (Technical adjustment) .......................... — — 72

Operation and Maintenance ....................................................................................... 138,181 142,599 152,286
Defense Health Enrollment Fees and Deductible (Legislative

proposal) ................................................................................................................... — — 249
Procurement ..................................................................................................................... 79,093 76,242 84,197
Research, Development, Test and Evaluation ..................................................... 68,186 70,961 73,156
Military Construction...................................................................................................... 5,985 8,018 12,613
Family Housing ................................................................................................................ 4,078 3,979 4,085
Revolving and Management Funds ......................................................................... 2,256 2,221 2,436
Trust Funds ....................................................................................................................... 8 — —

Subtotal.......................................................................................................................... 400,081 410,825 439,302

Budget authority from enacted supplementals ....................................................... 78,830 55,781 —

Estimated future emergency funding for the Global War on Terror ................. — 70,000 50,000

Total, Discretionary budget authority ........................................................................... 478,911 536,606 489,302

Total, Discretionary outlays ............................................................................................. 473,697 510,361 503,055

Mandatory Outlays:
Existing law .................................................................................................................. 737 1,718 1,809
National Defense Stockpile Sales (Legislative proposal) ............................ — — 1

Total, Mandatory outlays .................................................................................................. 737 1,718 1,808

Total, Outlays ........................................................................................................................ 474,434 512,079 504,863
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Since 2001, the Administration:

• Liberated two nations with more than 50 million people, and reduced safe havens for terrorists;

• Developed a new national defense strategy and established four new military Commands
to lead the Global War on Terror, transform the military, protect the homeland, and defend
against long-range attack;

• Launched the most significant transformation of the Army in a generation, transitioning from
a Division-based Army to more lethal, agile, and capable Brigade Combat Teams;

• Transformed America’s global defense posture, allowing forces to deploy quickly in times of
crisis and ensuring a new global military presence prepared for 21st Century challenges;

• Activated an initial Missile Defense system to protect America against attack;

• Delivered aid to millions affected by natural disasters, at home and abroad;

• Raised military pay by about 28 percent and enhanced special pays and bonuses;

• Converted over 26,000 military positions to civilian positions to relieve strain on the military
force and ensure all military personnel are performing “military essential” activities; and

• Established the National Security Personnel System, now serving 77,000 civilian employees,
creating a flexible and responsive 21st Century national security workforce.

The President’s 2008 Budget:

• Provides $481.4 billion for the Department of Defense’s base budget—a 62-percent increase
over 2001—to ensure a high level of military readiness as the Department develops
capabilities to meet future threats, defends the homeland, and supports the all-volunteer
force and their families;

• Supports operations in the Global War on Terror by providing an additional $93.4 billion in
supplemental funds for 2007 and $141.7 billion for 2008, including funds to accelerate efforts
to train and equip Iraqi and Afghan Security Forces;

• Continues ground force modernization and the expansion of Special Operations Forces;

• Enhances missile defense capabilities by adding additional interceptor missiles and sites to
expand coverage against new threats;

• Provides a 3.0-percent increase in basic military and civilian pay; and

• Aligns military health care premiums and copayments for retirees under 65 years of age with
general health insurance plans.
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FOCUSING ON THE NATION’S PRIORITIES

The Department of Defense (DOD) continues to wage a global war against terrorism and prepare
for other challenges in the 21st Century. As the U.S. military fights the Global War on Terror, DOD
is reconstituting the forces engaged in those operations. To respond to evolving and adaptive ene-
mies, DOD is building the irregular and joint warfighting capabilities needed to meet future threats
to the Nation’s security, while sustaining traditional advantages in U.S. conventional warfighting
capabilities. The Department also takes care of its most valuable asset—its people—supporting the
members of the all-volunteer force and their families.

Prevailing in the Global War on Terror

As a Nation at war, the top priority is to ensure our servicemembers have the resources necessary
to fight and succeed. This request protects and supports U.S. forces as they fight America’s battles,
and strengthens U.S. capabilities to advance American interests in the Global War on Terror.

To prevail in the Global War on Terror, the military Services must continuously prepare forces to
conduct missions across a spectrum of military operations whether fighting traditionally armed and
organized adversaries or other enemies like those faced today in Iraq and Afghanistan. The U.S.
military continues to improve joint warfighting capabilities, and to build or strengthen the security
capabilities of U.S. global partners, both critical to waging war.

To better enable military forces to address these challenges without undue long-term stress, the
2008 Budget includes funding for additional permanent forces in the Army and Marine Corps,
increasing the size of the Army from the currently authorized level of 482,400 to 547,400 by 2012 and
the Marine Corps from the currently authorized level of 175,000 to 202,000 by 2011. This increase
will reduce stress on active duty and reserve forces, ensuring heightened readiness for all missions.

Included with the 2008 Budget is a request for $93.4 billion in supplemental appropriations for
2007 to address the military’s needs for the Global War on Terror above the $70.0 billion provided
in the 2007 Defense Appropriations Act. In addition, the Budget includes a request of $141.7 billion
in emergency appropriations to fund continuing costs of the Global War on Terror in 2008. This
request assumes essentially the same level of activity in 2008 as in 2007. As activity on the ground
evolves, the Administration may adjust the requested amount or its allocation through a Budget
amendment or subsequent supplemental request. To date, $426.8 billion has been appropriated for
DOD operations in the Global War on Terror. The funding requested in the President’s Budget would
increase this amount to $661.9 billion.

Increasing Support for Defense Operations in the
Global War on Terror

(in billions of dollars)

Enacted Request

2001 2002 2003 2004 2005 2006 2007

Enacted To
Date

2007 2008
Total

9.3 8.3 62.2 62.0 100.5 114.5 70.0 426.8 93.4 141.7 661.9

Note: Funding levels exclude budget authority for Operation Noble Eagle that covers homeland defense and civil support missions in effect since
the terrorist attacks on September 11, 2001. Levels include funding for the Intelligence Community.
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The cost of military operations is the largest component of this funding in both 2007 and 2008.
Another priority in this request is to ensure that the warfighters have the tools and equipment
that they need. This funding includes programs to replace or refurbish military equipment lost or
damaged in combat or through wear and tear. In addition to the $23.6 billion already provided in the
2007 Defense Appropriations Act for these programs, the request includes $13.9 billion for 2007 and
an estimated $37.6 billion for 2008.

Improvised Explosive Devices (IEDs) significantly threaten U.S. forces in Iraq and Afghanistan.
DOD created the Joint IED Defeat Organization to develop and procure technologies that disarm
and destroy IEDs before they detonate; locate and disrupt the networks of enemies that build and
place IEDs; and train U.S. forces to detect and disable IEDs in hostile environments. For the Joint
IED Defeat Organization, the President requests an additional $2.4 billion in supplemental funds
for 2007 and $4.0 billion in emergency funds in 2008.

As the table shows, the request also increases funds for training and equipping Iraqi and Afghan
Security Forces so that they can take on greater responsibility of securing their own countries. As
of January 2007, there were over 140 Iraqi army combat and police battalions and about 48 Afghan
army combat and police battalions actively engaged in operations to secure the future of their respec-
tive nations.

Targeting Efforts to Train and Equip Security Forces
(in billions of dollars)

2007

Enacted Proposal Total

2008
Request

Iraq ................................................... 1.7 3.8 5.5 2.0

Afghanistan ................................... 1.5 5.9 7.4 2.7

Developing Capabilities to Meet Future Threats

Even as DOD focuses on military operations in Iraq and Afghanistan, it must prepare for future
challenges and conflicts through organizational and technological transformations.

Reorganizing the Army. The Army continues to transform successfully from a Cold War division-
centric force to a modular force comprised of more flexible and self-sustaining fighting units with
increased mobility and combat power. To date, 51 combat brigades and 131 combat support brigades
have been converted, or are converting, to light, medium, and heavy modular units. The 76 planned
combat brigades include seven Stryker armored fighting vehicle-equipped brigades that have proven
extremely effective in Iraq. In parallel, Army aviation units continue to modernize with upgraded
Apache, Blackhawk, and Chinook helicopters, and will soon acquire a new Armed Reconnaissance
Helicopter and Joint Cargo Aircraft. The Budget provides a total of $7.6 billion for Army Modularity
in 2008.

Expanding the Special Operations Command. The 2008 Budget strengthens the ability of the
Special Operations Command (SOCOM) to lead, plan, and execute operations against terrorist
networks worldwide. SOCOM retains the ability to respond to a broad range of threats with
specially-trained, flexible units, providing the United States with the power to meet diverse
challenges whenever and wherever they may arise. Continuing its growth over the last several
years, SOCOM will add nearly 3,000 Special Operators in 2008 and more than 10,000 over the next
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five years, in an effort to build force structure without diluting the quality training that is critical
to combat global terrorism.

Building Partnership Capacity. As the Global War on Terror continues, efforts to shape environ-
ments to minimize the likelihood that they will become incubators for future enemies will require
not only direct action by the military, but a more creative approach to supporting allies and friends.
To that end, the Administration will request new authorities and over $500 million in funding to
enhance its ability to train and equip allies, and provide humanitarian assistance where it is needed.

Aligning Infrastructure and Requirements. To ensure that DOD’s domestic bases were structured
appropriately to support operational requirements, the Administration conducted a Base Realign-
ment and Closure (BRAC) review in 2005. This independent review identified excess infrastructure,
which is no longer necessary to defend our Nation and diverts resources that could be better spent
to confront today’s threats to national security. The review recommended closing 25 installations
and realigning or consolidating 24 major installations. The 2008 request provides $8.2 billion for
DOD to continue its efforts to meet the recommendations accepted by the BRAC Commission and
subsequently enacted.

Adjusting Global Posture. In August 2004, the President began working with new partners around
the world to increase military effectiveness and announced the most comprehensive restructuring of
U.S. military forces overseas since the end of the Korean War. The Global Posture Initiative shifts
Cold War bases to new areas of strategic importance. This new basing strategy will provide the
United States with rapid access to areas where the U.S. military is more likely to be engaged, but
where a large permanent presence is not needed. When complete, the U.S. base infrastructure over-
seas will be reduced and 60,000–70,000 troops will have returned to the United States. To date, the
United States has scaled back its presence in Saudi Arabia; moved out of Seoul, Korea and rede-
ployed to the southern Korean peninsula; reduced troop levels in Germany; and begun negotiations
with the Government of Japan to move Marine units from Okinawa to Guam. The Budget provides
about $1.0 billion for this effort in 2008, which is estimated to cost $5.3 billion through 2012.

U.S. Army; Staff Sgt. Michael Carden

Improving Technology to Support U.S.
Troops. DOD continues a broad range of
transformation efforts that affect weapon
systems acquisition, joint warfighting doc-
trine, and a variety of internal processes. In
2008, DOD will field more Unmanned Aerial
Vehicles, with the Predator force increasing
to 170 aircraft, eventually supporting 21
simultaneous surveillance orbits. The Budget
also provides funds for the first CVN-21
aircraft carrier. Three other classes of
transformational warships—SSGN cruise
missile submarines, Littoral Combat Ships,
and DDG-1000 destroyers—were approved
in previous years. The 2008 Budget also
supports new global capabilities, including $315 million for a new Air Force tanker, $175 million for
a conventional Trident missile, and $310 million to deploy a missile defense site in Europe.

DOD is working aggressively to develop and deploy increasingly effective equipment—such as
chemical and biological suits and other protective gear—and procedures to protect military forces
that may be exposed to chemical or biological warfare agents. In 2008, it will replace older gear whose
expiration date is approaching and invest in collective protection equipment, such as field hospitals
and protective shelters, and in deployable diagnostic equipment. DOD will develop broad spectrum
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compounds and other medical countermeasures against bio-engineered threats and non-traditional
agents and will make investments in improved early attack warning and decontamination. The
Budget includes $1.6 billion for the research, development, and procurement of these items.

Defending the Homeland

To defend the homeland and provide for the security of the American people, DOD must have
the capabilities necessary to deter, detect, and, when necessary, defeat direct attacks against U.S.
territory, citizens, and key infrastructure from the air, land, sea, space, and cyberspace. Among the
initiatives to support the defense of the homeland, the 2008 Budget provides resources to prevent
terrorist acquisition and use of weapons of mass destruction (WMDs) and to expand missile defense
capabilities. In addition to these initiatives, DOD will maintain its significant advantages in con-
ventional warfighting capabilities to deter or defend against external attack, including opportunistic
acts of aggression or coercion.

DOD plays a central role in America’s efforts to prevent proliferation of WMDs. The Cooperative
Threat Reduction (CTR) program supports the Global War on Terror by consolidating, securing, and
dismantling WMDs and the associated infrastructure in Russia and other countries of the former
Soviet Union. CTR is nearing the completion of several key projects, including the construction of
a chemical weapons destruction facility at Shchuch’ye, Russia, and security upgrades at Russian
warhead storage sites. The President’s Budget supports new work by the CTR program to upgrade
security at vulnerable borders and expand the Biological Threat Reduction program. Both of these
efforts are underway in countries of the former Soviet Union other than Russia. The 2008 request
for CTR is $348 million.

DOD continues to invest, improve, and field both land- and sea-based missile defense systems to
protect the homeland under the auspices of the Missile Defense Agency (MDA). In 2008, additional
ground-based interceptors will be deployed in Alaska and new missiles will be added to the sea-based
Aegis system. In addition, the Sea-Based X-band Radar is undergoing final testing before moving
to Adak, Alaska, where it will begin its operational mission to track targets as part of an integrated
system to defend the United States from missile attacks. The 2008 Budget provides $8.9 billion for
MDA to develop, test, and field components to enhance the existing defensive capability already in
operation in the Pacific.

Supporting the All-Volunteer Force and their Families

Compensating Servicemembers. The President’s Budget continues initiatives to strengthen
recruitment and retention of the all-volunteer force; ensure servicemembers have the best training,
equipment, and force protection; maintain a high quality of life for Active and Reserve personnel;
ensure the finest treatment, rehabilitation, and future opportunity for personnel wounded in action;
and compensate servicemembers commensurate with the sacrifice they and their families make for
the Nation.

Over the past several years, the Administration has increased basic pay by about 28 percent; more
than doubled special pays and added special retention bonuses for servicemembers deployed in sup-
port of Operations Iraqi Freedom and Enduring Freedom; enhanced pay and allowances, commissary,
and health benefits for all reservists; added education benefits for reservists activated for the war;
and upgraded many programs designed to ensure a good quality of life for servicemembers and their
families. These improvements have resulted in record retention, especially among frontline troops,
and recruiting success.

The Administration continues to examine military compensation to ensure it remains competitive
and reflects the compensation strategies demanded by employees in today’s robust economy. Total
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average compensation per servicemember now exceeds $100,000, including the costs of providing
health, retirement, and other benefits. As the table shows, some of these costs are in deferred in-kind
or cash incentives, though the average military “salary,” defined as Basic Pay, the Basic Allowances
for Housing and Subsistence, and associated tax savings, exceeds $90,000 for officers and $46,000
for enlisted personnel. As of April 2007, military members are compensated well above comparably
aged and educated civilians. A more detailed explanation of compensation costs can be found in the
Federal Employment and Compensation chapter of the Analytical Perspectives volume of the Budget.

Military Compensation Covers More Than Just Pay
(percent of compensation)

Type of Compensation Military
National
Average*

Current Cash .............................................................. 38% 84%

Current In-Kind (e.g., housing)............................. 9% 9%

Deferred In-Kind (e.g., retiree health care) ...... 29% —

Deferred Cash (e.g., retired pay)......................... 24% 7%

* Bureau of Labor Statistics, March 2005.

DOD also provides counseling programs to support servicemembers and their families, for example,
helping them prepare for the emotional and financial challenges associated with war-related deploy-
ments. To provide assistance to those who have sacrificed for this Nation, the 2008 Budget includes
$45 million, split between funding in the base budget and emergency supplemental appropriations,
for the Severely Injured Support Center, which provides counseling, assistance, and advocacy for
wounded warriors as they adapt to day-to-day life in their local communities.

Providing Access to Quality Health Care. The Administration is committed to ensuring that ser-
vicemembers and their families have access to high quality medical care throughout the world. To
support these efforts, the Budget provides $22.5 billion in the Defense Health Program (including
$1.9 billion in anticipated savings from beneficiary cost sharing).

DOD achieved a major milestone with the launch of its global electronic health record system,
which will ultimately serve more than nine million servicemembers, retirees, and their families
worldwide. In 2008, the system will be active in 60 percent of military hospitals, which is a major
step towards achieving the President’s goal of making electronic health records and costs available
to a majority of Americans.

DOD continues to monitor rising healthcare costs and is working to ensure that the program is
managed as efficiently as possible. Most of the cost growth is fueled by expansions in benefits and eli-
gibility for Reservists, and the increasing attractiveness of the military health program (TRICARE)
relative to private sector plans available to second-career military retirees. In order to sustain the
health benefit for all eligible beneficiaries, the 2008 Budget includes a legislative proposal that aligns
TRICARE premiums and copayments for retirees under 65 years of age with general health insur-
ance plans. In addition, the Administration will move quickly to review and submit legislation, if
appropriate, for recommendations or improvements to the proposal that may be offered by the DOD
Task Force on the Future of Military Health Care.
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Strengthening the U.S. Intelligence Community

Intelligence plays a central role in protecting U.S. national security. Policy makers, military
commanders, and law enforcement personnel need timely, accurate information regarding the
capabilities and intentions of foreign powers, terrorists, and other international actors. Since 2001,
the Administration has invested significant resources to increase U.S. intelligence capabilities
across a wide variety of disciplines.

The Intelligence Reform and Terrorism Prevention Act of 2004, reorganized the Intelligence
Community and created the position of the Director of National Intelligence (DNI) to manage
the Intelligence Community more effectively. The DNI’s National Counterterrorism Center has
drafted the National Implementation Plan to improve the overall coordination of agency programs
supporting the Global War on Terror. Working with the Departments of State, Defense, Justice,
Homeland Security, Energy, and the Treasury, the DNI continues to implement the reforms initiated
by the Intelligence Reform Act.

The 2008 President’s Budget sustains and builds on these investments and organizational
changes. In particular, the Intelligence Community is focused on improving its human intelligence,
signals intelligence, data processing, and analytic capabilities. For example, the Budget supports
implementation of the President’s directive to increase the number of Central Intelligence
Agency case officers and analysts by 50 percent. The Budget also supports improved sharing of
intelligence information through the Information Sharing Environment, a Government-wide effort
to share terrorist information among interested parties in Federal, State, and local governments.

2008



50 DEPARTMENT OF DEFENSE

Department of Defense
(In millions of dollars)

Estimate2006
Actual 2007 2008

Spending

Discretionary Budget Authority:

Military Personnel ................................................................................................. 109,114 110,901 116,280

Operation and Maintenance ............................................................................. 139,224 148,616 164,714

Defense Vessel Transfer receipt account ................................................ 69 — —

Legislative proposal, Defense Health Enrollment Fees and
Deductible (non-add) ................................................................................ — 249 1,862

Procurement ........................................................................................................... 77,672 81,256 101,679

Research, Development, Test and Evaluation ........................................... 72,039 75,125 75,117

Military Construction............................................................................................ 8,043 7,480 18,233

Family Housing ...................................................................................................... 3,967 3,794 2,932

Revolving and Management Funds ............................................................... 657 2,427 2,454

Adjustment for 2007 Administration proposed policy .............................. — 5,878 —

Subtotal .................................................................................................................... 410,716 435,477 481,406

Budget authority from enacted supplementals 1 .......................................... 123,798 70,000 —

Emergency funding for the Global War on Terror 1 ...................................... — 93,382 141,665

Subtotal .................................................................................................................... 123,798 163,382 141,665

Total, Discretionary budget authority ................................................................. 534,514 598,859 623,071

Total, Discretionary outlays ................................................................................... 498,799 547,287 581,329

Mandatory Outlays:

Existing law ........................................................................................................ 558 1,628 2,023

Legislative proposal, National Defense Stockpile Sales.................... — — 69

Total, Mandatory outlays ........................................................................................ 558 1,628 1,954

Total, Outlays .............................................................................................................. 499,357 548,915 583,283
1 Appropriated or requested funding levels do not reflect actual or anticipated transfers for the State Department or the U.S. Coast Guard. These

funding levels also reflect the Intelligence Community Management Account’s request for the Global War on Terror (base funding is not included).
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The President’s 2009 Budget will:

• Support the national defense, funding America’s troops;

• Prepare the force and develop capabilities to meet current and future threats;

• Care for the All-Volunteer Force, our wounded warriors, and their families; and

• Fortify infrastructure for the 21st Century.

Supporting the National Defense, Funding America’s Troops

• Supports military readiness. $515.4 billion for the Department of Defense’s (DOD’s) base
budget—a nearly 74-percent increase over 2001. This funding will ensure a high level of
military readiness by sustaining regular and irregular warfighting capabilities, responding to
evolving threats, and supporting our servicemembers and their families.

• Provides resources for the Global War on Terror. $70.0 billion as an emergency allowance to
support activities related to the Global War on Terror into 2009. The Administration will request
additional funding once the specific needs of our troops are better known.

Preparing the Force and Developing Capabilities to Meet Current and Future
Threats

• Grows the Force. $20.5 billion to continue efforts to increase the size of the Active Army to
547,400 and the Marine Corps to 202,000. This amount includes the cost of the additional
forces, as well as their equipment, training, and facilities.

• Continues to reorganize the Army. Supports the Army’s transformation from a division-
centric force to a modular force composed of more flexible and self-sustaining fighting units
with increased mobility and combat power.

• Maintains the Nation’s military skills and operational readiness. $159.7 billion to support daily
operational needs of the Department, maintain combat readiness and training standards, and
support recruitment and retention efforts.

• Continues to enhance special operations. $5.7 billion for the United States Special Operations
Command to continue training and equipping its forces to respond to future requirements to
address a wider spectrum of potential threats.

• Strengthens the National Guard and Reserve. $49.1 billion to recruit, train, equip, and sustain
National Guard and Reserve units that provide critical military capabilities both at home and
abroad.
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Source: U.S. Navy; Petty Officer 2nd Class Brian P. Seymour

Coalition forces and members of the Faryab Provincial and District police
mentor team and Afghan National Police exit their vehicles to begin a
patrol near Qala-i-Wali in the Ghowrmach district of Afghanistan.

• Creates AFRICOM. $389 million to
establish a new command to strengthen
ties with African governments, insti-
tutions, and organizations to foster an
environment of security and peace.

• Builds partnership capacity. $750 million
to support allies as they develop and
improve their capability to provide for
their own defense and contribute to the
global fight against terrorism.

• Recapitalizes aging aircraft fleets. $17.3
billion to continue modernization of the
Nation’s tactical aircraft fleets, devel-
oping and procuring fighter aircraft for
the Air Force, Navy, and Marine Corps to
counter potential threats, and to continue
investments in the aerial refueling and
cargo airlift fleets that provide crucial support to a wide range of military and other national
activities.

• Improves technology to support our troops.
¡¡¡ $7.5 billion to support the Army and Marine Corps efforts to provide survivable, capable, and

modern tactical vehicles and vehicle armor to the entire force.
¡¡¡ $12.7 billion to continue procurement of transformational warships, such as the first CVN-21

aircraft carrier, Virginia Class Submarines, and DDG-1000 destroyers.
¡¡¡ $1.8 billion to continue development and procurement of major unmanned aerial vehicles to

conduct a wide variety of combat and military support missions, thereby significantly reducing
the risks to U.S. forces.

¡¡¡ $496 million to combat improvised explosive devices through attacking the terrorist network,
defeating the device, and training the force.

• Maintains leadership in space. $10.7 billion in investment funds to build a robust, secure, and
protected space-based capability, which includes advanced communications and early-warning
and navigation satellites, resulting in a significant contribution to both military readiness and
the Nation’s economic growth.

• Enhances missile defense. $10.4 billion to continue to develop, test, and field missile defense
systems to protect America, its allies, and deployed forces.

• Strengthens intelligence and security capabilities.
¡¡¡ Funds military intelligence operations to provide the strategic, departmental, and tactical

information that the Secretary of Defense and military commanders need to defend America
and its interests.

¡¡¡ Funds counterintelligence activities to protect U.S. forces from espionage and terrorist attacks
both at home and abroad.

¡¡¡ Increases funding by over $300 million to improve the security of U.S. networks and the
protection of defense information.

Caring for the All-Volunteer Force, Our Wounded Warriors, and Their Families

• Compensates servicemembers. 3.4 percent pay raise for military personnel, bringing the total
basic pay increases since 2001 to about 37 percent.
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Source: Fred W. Baker III

Army National Guard Spc. Marco Robledo is hooked
into the harness of the Solo-Step system, which
allows him to practice walking independently without
danger of falling. This one-of-a-kind system is only at
the new Military Advanced Training Center at Walter
Reed Army Medical Center.

• Provides high quality medical care. $42.8 billion in
resources, including $10 billion in mandatory funding,
for the Defense Health Program, more than doubling
the 2001 level, to ensure that the brave volunteers who
serve our country get the high quality medical care
that they deserve.

• Sustains the health care system. Aligns military health
care premiums and copayments for retirees under age
65 with general health insurance plans to ensure the
sustainability of a high quality health care system for
our military while preventing unnecessary tradeoffs
with critical military capabilities.

• Cares for wounded warriors. Continues to implement
recommendations made by the President’s Com-
mission on Care for America’s Returning Wounded
Warriors.

• Supports servicemembers and their families. Provides
for activities such as family support programs and
child care programs for military dependents. DOD
is committed to providing military families with a
quality of life that is commensurate with their service,
and recognizes that the strength of our soldiers is
reinforced by the strength of their families.

Strengthening Infrastructure for the 21st Century

• Sizes infrastructure to requirements. $9.1 billion for DOD to continue its efforts to shift
military infrastructure for the future as recommended by the Base Realignment and Closure
Commission.

• Adjusts global posture. $649 million for new basing that will continue the shift of defense posture
from legacy Cold War relationships and forces overseas to new structures that provide more
strategic flexibility.

• Supports readiness and environmental protection. $40 million for the Readiness and Environ-
mental Protection Initiative, which has protected over 48,000 acres around military bases to
date.

• Improves housing for retired veterans. Begins a $76 million major dormitory renovation at the
Washington Armed Forces Retirement Home, and continues the rebuilding of the Gulfport Home
in Mississippi.

Major Savings and Reforms

• In an effort to use resources effectively, DOD proposes to streamline and simplify the acquisition
system to provide lasting solutions for: predictable performance in cost and schedule control;
reduced time for decision-making; alignment in the skills of the workforce; improved centers of
excellence; and ever-improving levels of cost-effective support to the warfighter.
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Since 2001, the Department of Defense has:

• Removed two brutal regimes, reduced terrorist safe havens, and captured or killed terrorists
who threatened the United States, its people, and its interests around the globe.

• Adapted effectively to evolving, asymmetric threats, improved its ability to conduct counter-
insurgency operations, and maintained its effectiveness in more traditional warfighting tasks.

• Developed a new national defense strategy and established or reorganized military commands to
lead effectively the Global War on Terror, transform the military, protect the homeland, defend
against long-range attack, and engage in Africa.

• Launched the most significant transformation of the Army in a generation— transitioning from
a Division-based Army to more lethal, agile, and capable Brigade Combat Teams.

• Provided battlefield commanders with unprecedented situational awareness through the
development of the Global Information Grid—a netcentric information infrastructure that
enables rapid data processing and analysis.

• Fielded a broad range of unmanned aerial vehicles that perform reconnaissance, strike, and
force protection activities, transforming the way U.S. forces fight.

• Developed and procured new technologies that detect, disarm, destroy, and protect against
improvised explosive devices.

• Transformed America’s global defense posture, enabling forces to deploy quickly in times of crisis
and ensuring a new global military presence prepared for 21st Century challenges.

• Continued to maintain and sustain an initial Missile Defense system to protect America, its
allies, friends, and deployed forces against attack.

• Delivered aid to millions affected by natural disasters at home and abroad.

• Converted over 31,000 military positions to civilian positions to relieve strain on the military
force and ensure all military personnel are performing “military essential” activities.

• Established the National Security Personnel System, now serving 130,000 civilian employees,
to create a flexible and responsive 21st Century national security workforce.

• Eliminated, via privatization or military construction, over 90 percent of all inadequate domestic
military family housing units.
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Department of Defense
(In millions of dollars)

Estimate2007
Actual 2008 2009

Spending

Discretionary Budget Authority:

Military Personnel ................................................................................................. 110,407 116,476 125,247

Operation and Maintenance ............................................................................. 146,155 164,171 179,788

Legislative proposal, Defense Health Enrollment Fees and
Deductible (non-add) ................................................................................ — — 1,184

Procurement ........................................................................................................... 83,820 98,985 104,216

Research, Development, Test and Evaluation ........................................... 75,893 76,537 79,616

Military Construction............................................................................................ 9,167 17,764 21,197

Family Housing ...................................................................................................... 4,004 2,866 3,203

Revolving and Management Funds ............................................................... 2,281 2,691 2,173

Subtotal, Discretionary budget authority .......................................................... 431,726 479,490 515,440

Budget authority from enacted supplementals............................................... 169,215 86,721 —

Additional funding requirements 1 ..................................................................... — 102,373 70,000

Subtotal, Emergency discretionary budget authority ................................... 169,215 189,094 70,000

Total, Discretionary budget authority ................................................................. 600,941 668,584 585,440

Discretionary Outlays:

Base budget and enacted supplementals ................................................... 527,951 554,637 610,594

Additional funding requirements 1 .................................................................. — 26,389 37,688

Total, Discretionary outlays ................................................................................... 527,951 581,026 648,282

Mandatory Outlays ................................................................................................... 1,925 2,032 2,881

Total, Outlays .............................................................................................................. 529,876 583,058 651,163

Credit activity

Total Direct Loan Disbursements, Family Housing Improvement............ 12 91 59
1 Funding for the Global War on Terror, including the 2008 DOD request currently pending before the Congress and the 2009 allowance, which

may not be limited to DOD.
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