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Authorization and Appropriations for FY2003: Defense

Summary

Congress has completed action on the FY 2003 defense authorization (H.R.
4546) and defense appropriations (H.R. 5010) bills. The President signed the
FY 2003 defense appropriations act into law on October 23 (P.L. 107-248), and he
signed the FY 2003 defense authorization act into law on December 2 (P.L. 107-314).
In addition, Congress has approved, and the President has signed, the military
construction appropriations bill (H.R. 5011, P.L. 107-249). The House and Senate
AppropriationsCommitteesdid not, however, takeup billsto provide $10 billionthat
the Administration requested as a contingency fund for costs of counter-terrorism
operations in FY 2003.

The conference agreement on the defense appropriations bill establishes fina
funding levels for key defense programs, and it resolves a number of matters that
were at issue during the year. Asthe Administration requested, the bill eliminates
funds for development of the Crusader artillery system and instead provides
increased funding for other Army indirect fire programs. Conferees added fundsto
develop an alternative tube artillery system to be deployed by 2008. Earlier, the
conference report on the FY 2002 supplemental appropriationsbill (H.R. 4775, P.L.
107-206) directed the Army to enter into a follow-on contract to use Crusader
technology in developing such a system.

Conferees on the defense authorization bill reached agreement on severa
contentious issues, though some may recur next year. Thekey issue, which held up
the conference agreement until after the mid-term elections, was whether to permit
concurrent receipt of military retired pay and veteran's disability benefits. The
Senate authorization bill included a provision to allow immediate, full concurrent
receipt, while the House bill phased in a program to alow concurrent receipt for
those with 60% or greater disabilities. The White Housethreatened to veto abill that
included either provision. The conference agreement provides a new benefit, paid
by the Defense Department, to military retirees who have adisability determined to
be caused by a combat or combat-related injury.

The conference agreement on the defense authorization al so resolved anumber
of other issues. The agreement includes amended versions of Senate provisions
tightening oversight of missile defense programs; it drops a House provision
concerning application of the Endangered Species Act to defense facilities, but
includes aprovision concerning the Migratory Bird Treaty Act; it prohibits FY 2003
funds from being used to develop nuclear armed interceptors for missile defense; it
provides fundsfor devel oping anuclear-earth penetrator warhead, but only after the
Defense Department submits a report on the project that includes a review of non-
nuclear alternatives; and it drops a Senate provision permitting service members to
have access to abortions at military facilities overseas.
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Authorization and Appropriations for
FY2003: Defense

Most Recent Developments

On November 12, the House, and on November 13, the Senate, approved a
conference agreement on the FY2003 defense authorization bill (H.R. 4546), and the
President signed the hill into law on December 2 (P.L. 107-314). Earlier, on
October 10, the House, and on October 16, the Senate, approved a conference
agreement on the FY2003 defenseappropriationshbill (H.R. 5010), and the President
signed it into law on October 23 (P.L. 107-248). The conference agreement on the
defense appropriations bill provides $355.1 billion for programsit covers. Thisis
$11.7 hillion below the Administration’s request. The bill does not include $10
billion that the Administration requested as a contingency fund for costs of counter -
terrorism operationsin FY2003.

Status of Legislation

FY2003 Defense Authorization Bills. On May 1, the House Armed
Services Committee marked up itsversion of the FY 2003 defense authorization bill,
H.R. 4546. Thecommitteeal so considered, but did not report, acompanion measure,
H.R. 4547, to provide funds for the war on terrorism. The House passed H.R. 4546
early onthemorning of May 10. On May 9, the Senate Armed Services Committee
completed marking up its version of the FY 2003 defense authorization, S. 2514, and
areport wasissued on May 15. On June 13, the committee approved an amendment
to be offered on the floor regarding the Crusader artillery system. On June 18, the
full Senate began considering the bill, and the Senate passed the bill on June27. On
July 18, the House Armed Services Committee reported H.R. 4547, entitled the Cost
of War Against Terrorism Authorization Act (COWATAA), and the full House
approved the bill under suspension of the rules on July 24. On November 12, a
conference report on the bill wasfiled. The conference agreement was approved in
the House under suspension of the rules on November 12. The Senate approved the
conference report on November 13 by voice vote. The President signed by bill on
December 2.

FY2003 Defense Appropriations Bill. On June 19, the House Defense
Appropriations Subcommittee marked up its version of the FY2003 defense
appropriations bill, and on June 24, the full committee marked up the bill (H.R.
5010) and ordered it to be reported. The House passed the bill on June 27. On July
18, the Senate A ppropriations Committee reported its version of the bill (also H.R.
5010). The Senate passed the bill on August 1. On October 9, conferees announced
agreement on acompromiseversion of thebill. The House approved the conference
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report on October 10 and the Senate on October 16. The President signed the bill
into law on October 23.

FY2003 Congressional Budget Resolution. On March 20, the House
passed itsversion of theannual congressional budget resolution, H.Con.Res. 353, and
the Senate reported its version, S.Con.Res. 100, on March 22. Both versions
recommended funding levels for defense in FY2003 very close to what the
Administration requested. The full Senate never considered the resolution on the
floor, however, and it the two chambers were not able to agree on acommon budget.
On May 22, as part of the rule governing debate on supplemental appropriations, the
House approved ameasure deeming the budget resol ution, as approved inthe House,
to have been passed for purposes of guiding later action on funding legidlation.

FY2002 Supplemental Appropriations. OnMarch 21, the Administration
submitted a request for $27.1 billion in supplemental FY 2002 appropriations for
activities in response to last year's terrorist attacks, of which $14 billion was for
defenseprograms. OnMay 24, the House approveditsversion of thebill, H.R. 4775,
providing $28.8 billion using Office of Management and Budget (OMB) scoring of
akey provision (asassumed by the appropriationscommittee) and $30.1 billionusing
Congressional Budget Office (CBO) scoring. The Senate approved itsversion of the
bill on June 7, providing $31.4 billion. On July 18, conferees announced agreement
onacompromisebill that provides $28.9 billion, including $14.5 billion for defense.
The House approved the conference report on July 23 and the Senate on July 24, and
the President signed the bill on August 2 (P.L. 107-206). Of thetotal inthebill, $5.1
billion was provided in contingent emergency appropriations, and on August 13, the
White House announced that the President would not designate those amounts as
emergency funding. Without those amounts, thetotal availablefor defenseinthebill
is$13.983 hillion offset by $613 million in rescissions.

Table 1la. Status of FY2003 Defense Appropriations

Subcommittee Conference
Markup House | House | Senate | Senate | Conf. [Report Approval | Public
Report | Passage | Report | Passage| Report Law
House | Senate House | Senate
6/24/02 6/27/02 7/18/02 8/1/02 10/9/02 10110/02] 10/16/02 10/23/02
6/19/02 - H.Rept. 413-18 S.Rept. 95-3 H.Rept. 400-14 | 93-1 P.L. 107-
107-532 107-213 107-732 248
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Table 1b. Status of FY2003 Defense Authorization

Full Committee Conference Report
Markup House | House | Senate| Senate | Conf. Approval Public L aw
Report | Passage|Report | Passage| Report
House [ Senate House | Senate
5/3/02 5/15/02 11/12/02| 11/12/02 | 11/13/02
5/1/02 | 5/9/02 | H.Rept. | 2002 | SRept.| 82702 | HRent. | Voice | Voice |5, "220%
107-436 107-151 107-772| Vote Vote T

The FY2003 Defense Budget Debate

On February 4, 2002, the Administration submitted its formal FY 2003 budget
request to Congress. The Administration proposed $396.8 billion for the national
defense budget function, about $46 billion above the estimated FY 2002 level (for an
overview of the request, see Appendix B). Of thetotal requested, $3.4 billion was
for full accrual accounting of civilian personnel retirement benefits, which Congress
ultimately did not approve. Without the accrual accounting change, the request was
$393.4 hillion. Of thisamount, $366.7 billion was requested for programs covered
by the defense appropriations bill, $9.7 billion by the military construction
appropriationshill, $16.5 billion for Department of Energy defense-related activities
funded in the energy and water appropriations bill, and the remainder in other
appropriations bills.

With a global war against terrorism underway, Congress was not inclined to
make substantial changes in the Administration’s request for a defense increase.
Early in the year, however, there was some skirmishing, particularly between the
defense committees and the budget committees, over two issues:

v first, how to treat the Administration’s request for $10 billion in
FY 2003 in an unallocated contingency fund for the war against
terrorism and,

v second, how to treat the Administration’s request for full accrual
accounting of civilian retirement benefits, which, across the whole
government, would increase discretionary spending by about $9
billion and reduce mandatory spending by an equal amount (see
Appendix B for adiscussion of accrual accounting).

National Defense Funding in the FY2003 Budget Resolution

For their part, the congressional defense committeeswould have preferredto be
ableto allocate the entire amount the Administration requested for national defense
as they saw fit. The House Budget Committee, however, set aside the $10 billion
requested for war costsin areservefund available only for that purpose. The House
also set asidefundsfor civilian accrual accounting in areservefund, whilethe Senate
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Budget Committee rejected the shift to full accrual accounting altogether. Table 2
shows amounts recommended for national defensein the House and Senate versions
of the budget resolution, compared to the Administration request.

The House approved its version of the FY 2003 budget resolution, H.Con.Res.
353, on March 20 by avote of 221-209. In al, the measure recommended $393.8
billion for the national defense budget function in FY 2003, but $10 billion of that
amount was in the reserve fund available only for costs of the global war against
terrorism. An additional $3.4 billion, not shown in the national defense total, was
available for defense in the reserve fund to cover costs of accrual accounting, if
Congress approved it.

The Senate Budget Committee version of the resolution, S.Con.Res. 100, was
reported on March 22 but was never brought up on the Senate floor. The committee
recommended $393.4 billion for national defensein FY 2003 and explicitly rejected
a shift to full accrual accounting for civilian employees. The committee also
recommended lower levels of defense spending after FY 2004 than either the House
or the Administration, though the committee set aside future fundsin areserveto be
available either for defense or deficit reduction. Recommended national defense
funding levels in the budget resolution are not binding on the appropriations
committees, however, which arefreeto allocate fundsfor discretionary programs as
they decide.

Table 2. Congressional Budget Resolution, Recommended
Amounts for National Defense, FY2003-FY2007
(billions of dollars)

Fiscal Year: 2002 2003 2004 2005 2006 2007
House-Passed

Budget Authority 347.514 393.831 401.640 422.740 444.243 466.458
Outlays 344.777 375.261 390.579 409.696 425.090 439.181
Senate Budget Committee

Budget Authority - 393.353 401.073 411.744 422.785 434.118
Outlays - 380.145 394.354 405.833 411.587 415.278
Difference (House Minus Senate)

Budget Authority — +0.478 +0.567 +10.996 +21.458 +32.340
Outlays - -4.884 -3.775 +3.863 +13.503 +23.903
Administration Request

Budget Authority - 396.801| 405.642| 426.571| 447.702| 469.750
Outlays - 379.012 393.802 413.527 428.549 442.473
CBO Estimate of Administration Request, Excluding Civilian Accrual

Budget Authority - 393.445 402.013 422.790 443,764 465.636
Outlays - 375.656 390.173 409.746 424611 438.359

Sour ces. H.Con.Res. 353; S.Con.Res. 100.
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Treatment of Full Civilian Accrual Accounting

The $9 billion requested for full civilian accrual accounting was at the center of
debate over the total amount available for appropriations bills. The House-passed
budget resolution provided $759 billion in total discretionary funding to the
appropriations committee, which is equal to the Administration request without the
$9 hillion government-wide cost of shifting civilian accrua payments from the
mandatory to the discretionary side of the budget. The Senatereported version of the
budget resolution, however, provided $768 billion in discretionary funds, though it
did not assumethat Congresswould approvethe shift of accrual funding. Asaresult,
without the $9 billion for accrual accounting, the House ended up marking up
appropriationsbillswith $9 billion lessthan the Senate. Eventually, this contributed
to adeadlock, and none of the appropriations bills, except for defense and military
construction, have been enacted.

Treatment of $10 Billion Contingency Fund for Global
Counter-Terrorism

How to treat the $10 billion that the Administration requested as an unall ocated
contingency for war costs was a matter of ongoing discussion. On May 22, the
House approved H.Res. 428, the rule governing debate on the FY 2002 supplemental
appropriations bill (H.R. 4775), which includes a provision “deeming” the budget
resolution, as passed by the House, to be in effect for purposes of subsequent House
action on appropriations and other funding bills. Appropriators wanted the
“deeming” language amended to allow the appropriations committee to remove the
reservefund designation for the contingency funding, thusletting the committee use
the $10 billion as it decided. In the face of objections from some conservatives,
however, the House |eadership did not agree, and the deeming language refersto the
measure as passed by the House on March 20.

The debate over treatment of the $10 billion contingency fund for war costs
played out further in congressional action on the defense authorization bill. The
House Armed Services Committee approved the $10 billion in a separate bill, H.R.
4547, the Cost of War Against Terrorism Authorization Act, and used part of the
money in that bill to finance programs that otherwise would have been included in
the regular authorization bill —see below for afull discussion. Inthe end, however,
the conference agreement on the defense authorization bill approved the $10 billion
as requested as an unallocated contingency fund for costs of the war against
terrorism. That amount was not appropriated, however. The appropriations
committees did not act on the $10 billion contingency request at all, though funding
for counter-terrorism activities may be addressed next year in a supplemental
appropriations measure.

Appropriations Action

The House version of the defense appropriations bill, H.R. 5010, approved on
June 27, provided $354.7 billion for defense activitiesit covers (excluding military
construction programs, Department of Energy defense-rel ated activities, and defense-
related activities of some other agencies). Thiswas $12.1 billion bel ow the amount
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requested, of which $10 billion wasthe counter-terrorism contingency amount. The
additional $2.1 billion reduction in defense was then available for other
appropriationshills, including the military construction bill, whichwas $541 million
above the request, and the energy and water bill, which includes defense-related
programs. The Senateversion of H.R. 5010, approved on August 1, provided $355.4
billion, $11.4 billion below the request. The conference agreement on the defense
appropriations bill provides $255.1 billion, $11.6 billion below the request. (See
Table C2inthe Appendices for details).

Key Issues in Congress

Along with negotiations about the overall level of defense spending, therewas
considerable debate in Congress about priorities within the budget and about a
number of specific programs. The most contentious issue was whether to permit
concurrent recei pt of military retired pay and veteransdisability benefits. The House
authorization bill included a provision to phase in partial concurrent receipt. The
Senate bill included a measure approved on the floor to provide immediate, full
concurrent receipt. The White House Statement of Administration Policy on the
Senate bill threatened to veto any bill that includes either partial or full concurrent
receipt. The conference agreement on the defense authorization bill provides a
benefit payment only to military retireeswith adisability determined to be caused by
acombat or combat-related injury.

Another major issue emerged at the beginning of May, on the eve of the House
Armed Services Committee markup of the defense authorization bill, when the
committee received word that the Office of the Secretary of Defense (OSD) had
decided to terminate the Army Crusader self-propelled artillery program. The
committee did not agree to end the program, however, and it included full funding
for the Crusader in the bill that passed the full House. Subsequently, however, as
work on defense funding bills proceeded, Congress agreed to terminate the program,
though it added money for a new artillery system that the Administration had not
requested.

A major issue in the Senate debate over the authorization bill was the level of
funding for missile defense. The Senate Armed Services Committee reduced
requested missile defense R& D funds by more than $800 million, freeing up funds
for, among other things, increased shipbuilding. Eight Republicans on the
Committee voted against reporting the bill, several citing the missile defense cut as
the reason. In floor action, however, the Senate voted to alocate $814.3 million in
anticipated inflation savings either to missile defense or to counter-terrorism.

Other major issues over the course of the year included provisions concerning
environmental limitations on military training, missile defense funding and
management, and nuclear weapons devel opment and testing.

The following discussion provides an overview of major elements of the
Administration’s request and of congressional action to date, with particularly
controversial items highlighted.
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Counter-Terrorism Funding

The Administration requested a total of $19.4 billion in the FY 2003 defense
budget for costs of the global campaign against terrorism. Of the total, $10 billion
was requested as an unallocated reserve for future, as yet unplanned military
operations, and the remaining $9.4 billion wasrequested for specified activities. All
of the money, and an additional $700 million to support programs identified in the
Administration’s Nuclear Posture Review, was requested to be appropriated to the
Defense Emergency Response Fund (DERF), atransfer account from which money
would then be all ocated to operating accounts of the services. Thiswould allow the
Defense Department considerabl e flexibility in using the money, since funds can be
shifted to different activities without going through normal reprogramming
procedures.

The counter-terrorism amounts requested for FY 2003 are to carry on activities
that werefinanced in FY 2001 and FY 2002 mainly through emergency supplemental
appropriations. Last autumn, Congressappropriated $40 billionfor respondingtothe
terrorist attacks of September 11, of which $17.1 billion was devoted to defense
programs. On March 21, 2002, the Administration sent Congress a request for an
additional $27.1 billionin FY 2002 supplemental appropriationsfor respondingtothe
terrorist attacks, of which $14.0 billion wasfor defense. On July 23, the House, and
on July 24, the Senate, approved a conference agreement on a bill providing $28.8
billion in supplementa appropriations for FY 2002, of which$14.5 hillion is for
defense. Of the tota in the bill, $5.1 billion was appropriated as contingent
emergency funding, which requires the President to designate the funds as an
emergency beforeitismadeavailable. The White House has announced that it does
not intend to designate the funds as an emergency, however. Of the $5.1 billion that
will not, therefore, be available, $983 million isfor defense. (For afull discussion,
see CRS Report RL31406, Supplemental Appropriations for FY2002: Combating
Terrorism and Other Issues, by (name redacted) and (name redacted).)

Congressional Action. None of the congressional defense committees
agreed to provide the $9.4 billion requested for specific counter-terrorism programs
inthe DERF. Instead, all the committees allocated funding to regular operating and
acquisition accountsin theauthorization and appropriationshbills. All thecommittees
also reduced funding for combat air patrols and for some other programs requested
in the DERF.

Inthe end, Congressdid not provide the $10 billion requested as an unallocated
contingency fund, though it may provide part or all of theamount requested next year
in asupplemental appropriations measure. The House Armed Services Committee
considered the$10billioninaseparatebill, H.R. 4547. In preliminary markup of the
bill on May 1, the committee allocated $3.6 billion to specific programs— | ater, that
amount was reduced to $3.1 billion. All but about $200 million of that amount isfor
programs the Administration requested as part of the $9.4 billion in specifically
allocated counter-terrorismmoney. Ineffect, the committeefreed up about $3 billion
of fundsfor other programsin the regular authorization bill by using some of the $10
billion in the unallocated contingency fund for counter-terrorism projects that
otherwise would have been financed in the regular authorization.
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The Senate Armed Services Committee authorized the full $10 billion in a
general provision (Section 1003) of its version of the authorization bill. The
provision authorized the full $10 billion for continuation of the war on terrorism,
subject to a specific request for the funds and to subsequent appropriations.

On July 3, after considerable prodding from Congress, the Administration
submitted a formal budget amendment revising its request for the $10 billion. The
Administration did not provide significantly more detail on the allocation of the
funds, however. Instead, the revised request would authorize the Secretary of
Defense to transfer the $10 billion to various DOD appropriations accounts 15 days
after notifying Congress of the transfer. The letter accompanying the request
estimated that up to $2.55 billion would be for military personnel accounts, up to
$5.57 billion for operation and maintenance accounts (including the Defense Health
Program and Overseas Humanitarian, Disaster, and Civic Aid), military construction
or working capital funds; and up to $1.88 billion for appropriations for procurement
or research development. (Thefull text of the request is available el ectronically at:
[ http://w3.access.gpo.gov/usbudget/fy2003/pdf/15dod_amend.pdf].)

On July 18, the House Armed Services Committee marked up and reported a
revised version of H.R. 4547. 1t provided $3.1 billion allocated to specific programs,
with another $6.9 billion in very broad categories. The House took up the bill under
suspension of theruleslatein the evening of July 23, and the bill was passed on July
24. Taken together, the regular defense authorization bill, H.R. 4546, and the Cost
of War Against Terrorism Authorization, H.R. 4547, as passed by the House,
authorized $392.8 billion for national defense.

In the end, however, Congress did not approve the House Armed Services
Committee's effort to use part of the contingency fund for war costs to finance an
increase in other defense programs. The conference report on the defense
authorization bill provides $10 billion as an unallocated reserve for war costs, as
requested, and as in the Senate version of the bill.

More importantly, the disposition of the $10 billion requested for counter-
terrorism ultimately depended on what happened in appropriations bills. The
conference report on the defense appropriations bill does not provide any of the
money, and the appropriations committees did not take up separate legislation to
provide additional funding for the war on terrorism.

Personnel Pay and Benefits

The Administration request included a 4.1% pay raise for military personnel;
additional selective pay increases for mid-grade personnel that could increase their
pay raise to 6.5%; the extension of special pays and bonuses to bolster retention of
personnel with critical skills; and continued incremental increases in the basic
allowancefor housing intended to eliminate out-of-pocket off-base housing costs by
FY 2005.

Congressional Action. Pay raises and benefits for uniformed military
personnel and authorized military end-strength are under the jurisdiction of the
Armed Services Committees and are addressed in the annual defense authorization
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bill.  The defense appropriations bill formally provides funding for military
personnel, but it does not authorize the pay raise or benefits, though it sometimes
makes changes in some personnel-related activities.

Both the House and the Senate Armed Services Committees approved the
Administration’s proposed pay and benefits increases, and the authorization
conference report provides the full 4.1% pay raise and other targeted pay increases
as requested. A number of significant personnel related issues emerged, however.
The major issue concerned concurrent receipt of retirement and disability benefits.
Other issuesincluded House cutsin funding for health benefits accrual and aHouse
and Senate increase in authorized active duty military end-strength.

Concurrent Receipt of Retirement and Disability Benefits. Under
current law, military retirees — who leave after 20 years or more of service — are
eligiblefor paymentsfrom the Veterans Administration (VA) for service-connected
disabilities, but their military retirement pensions are reduced by the amount of
disability benefits received. Individuals who qualify often accept the disability
benefits, however, because VA disability paymentsarenot taxed, whilepensionsare.

Veterans organizations have long argued that individuals should be able to
receive both full retirement pensions and VA disability benefits without any offset.
Last year, Congress approved ameasure to phase in partial concurrent receipt (asin
the House plan this year), but it was contingent on the Administration taking steps
to fund the measure, and the Administration did not do so. This year, concurrent
receipt was a critical issue both in the House and in the Senate.

The House-passed authorization bill approved aplan to phasein ameasure that
would alow military retirees with a disability of 60% or greater to receive both
disability benefits and retirement pensions. Allowing phased in, partial concurrent
receipt, asin the House bill, would cost an estimated $516 millionin FY 2003, $5.8
billion over the five years from FY 2003 through FY 2007, and $17 billion over ten
yearsthrough FY 2012. These amountswould be scored not asdiscretionary funding
in the defense bills, but as mandatory spending coming either from mainly from the
military retirement trust fund.

The measure would also require an increase in contributions to the military
retirement fund to cover the accrual cost of the increased benefits payable in the
future to current military personnel. The House measure provides that the accrual
payments will be made from the general Treasury, however, rather than from
discretionary funds in the defense budget. Including both increased payments to
retirees and payments from the general fund into the military retirement fund, the
Congressional Budget Office estimates that the total budget cost of the House plan
would be $1.1 billion in FY 2003, $8.8 billion over the five years, FY 2003-FY 2007,
and $22.6 hillion over the next ten years through FY 2012.*

! Congressional Budget Office, “Cost Estimate, H.R. 4546, Bob Stump National defense
Authorization Act for Fiscal year 2003,” p. 13and p. | 5.
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The Senate Armed Services Committee included a similar, phased in, partia
measure in itsreported bill, but the committee also voted to offer an amendment on
thefloor that wouldimmediately allow full concurrent receipt of disability andretired
pay regardless of the level of disability. Senators Levin and Warner brought up that
amendment on thefloor on June 19, and it was approved by avoicevote. The Senate-
passed measure did not insul ate the Defense Department from the accrual costsof the
increased benefits asthe House measuredid. CBO estimated that the Senate version
of concurrent receipt would cost $4.3 billion in FY 2003, $25.8 billion over the next
fiveyears, and $61.0 billion over the next ten years. Of those amounts, the Defense
Department would haveto provide $1.1 billionin FY 2003, $2.5 billion over the next
five years and $6.4 billion over the next ten years in its budget to cover accrual
payments for its current military personnel. (For a full discussion of the budget
issues, see CRSReport RS21327, Concur rent Receipt of Military Retirement and VA
Disability Benefits: Budgetary Issues, by (name redacted).)

For its part, the Administration opposed permitting concurrent receipt. Inits
“Statement of Administration Policy” on the Senate authorization bill (available at
[ http://www.whitehouse.gov/omb/legislative/sap/107-2/S2514-s.html]), the White
House threatened to veto the defense authorization if it provided for either partial or
full concurrent receipt. The Defense Department also threatened a veto in the
package of appeals of provisionsin the House and Senate authorization bills that it
sent to the Armed Services Committees on July 24 and in aletter that Secretary of
Defense Rumsfeld sent to Senator Levin and Senator Warner on September 24.

The dispute over concurrent receipt held up a conference agreement on the
defense authorization bill until after the November elections. On November 12,
duringthe 107" Congress’ slame duck session, authorizersannounced acompromise
on the issue that provides a new benefit for retirees who are determined to have a
disability caused by acombat or combat-related injury. Paymentswould be madeto
all retirees with a disability of 10% or greater resulting from an injury or wound for
which the retiree was awarded a Purple Heart. Payments would also be made to
retirees with a disability of 60% or more resulting from combat-related activities,
whichincludeinjuriesreceived asadirect result of armed conflict, whileengagedin
hazardous service, while performing duty under conditions simulating war, or
through an instrumentality of war. Asexplained by the bill managers on the House
floor on November 12 (see Congressional Record, pp. H8536-8537), injuries caused
by instrumentalities of war include an injury cause by a mine, accidents during
combat, or sickness caused by fumes, gas, or military ordnance. The amount of the
payment to each individual will be equal to the amount that would be paid asaVA
disability benefit.

Exactly how many retirees will qualify for the new benefit is not known;
preliminary estimates are in the range of 30,000. The Defense Department is
responsible for administering the program, and it will have to establish criteria for
determining eligibility. Table 3 shows a preliminary Congressional Budget Office
(CBO) estimate of the costs.
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Table 3: Preliminary CBO Estimate of Costs of Combat Related
Disability Benefits
(by fiscal year in millions of dollars)

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

108 265 512 624 665 697 730 762 696 830

Sour ce: Congressional Budget Office.

Asthe provision iswritten, these amounts will be paid directly by the Defense
Department out of its current budget rather than from the military retirement fund.
These amounts, therefore, will be subject to annual appropriations. The FY 2003
defense appropriations bill, which was passed before the authorization bill, did not
providefunding. To cover the costs, the Defense Department may reprogram money
or request supplemental appropriations.

Reduction in Funding for Estimated Cost of Retiree Health Care
Benefits. When it submitted its budget request, the Administration estimated that
the Defense Department would have to pay $8.1 billion in FY 2003 into the retiree
health carereservefund for accrual costs of 65-and-over health care benefits (seethe
discussion of accrual accounting in Appendix B, below). Later officials said that
DOD actuaries were expected to reduce the estimated cost when they convened | ater
in the year. The House Armed Services Committee reduced military personnel
funding by $810 million, 10% of the estimated cost of health benefits accrual.
Representative Spratt, the second ranking Democrat onthecommittee, criticized this
measure, saying that the $810 million is at the upper limit of the amount DOD said
might be saved. If defense actuariesdid not revisetheir cost estimate as much, there
could beashortfall of several hundred million dollarsinmilitary personnel accounts.

The House Appropriations Committee reduced funding for health benefits
accrual by $405 million, the lower end of DOD estimates of likely savings. The
Senate A ppropriations Committee reduced accrual contributions by $372.6 million
toreflect changesinretiree health benefitsthat were approved in the FY 2002 defense
authorization act (P.L. 107-107). The committee also said it would revisit the
amount of accrual contributions after defense actuaries met. The Administration
package of appeals on the House and Senate authorization bills opposed the House
authorization measure. The conference agreement on the defense appropriationsbill
reduces funding for health benefits accrual by $405 million.

Increase in Personnel End-Strength. The House Armed Services
Committee approved an increase of 12,552 in active duty end-strength, including
increasesin full time guard and reserve personnel. The House-passed authorization
bill provided $528 million in FY2003 to cover associated costs in the military
personnel accounts. Each of the military services has requested an increase of
personnel end-strength recently, with Army seeking thelargest increment of asmany
as 40,000 additional soldiers over the next few years. Secretary Rumsfeld has
resisted increases, however, arguing repeatedly that added personnel would be very
expensive over the long term and that measures should instead be taken to reduce
demands on the force.
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It was not clear whether the House Armed Services Committee intended the
end-strength increase to be atemporary measure rel ated to the war against terrorism
or apermanent addition to theforce. Once fully phased in, anincrease of 12,552 in
end-strength would cost more than $1 billion a year in the personnel accounts (see
Table 4), with additional costs required in operation and maintenance accounts to
fully train, sustain, and equip the added troops.

Table 4. Congressional Budget Office Estimate of the Costs of
the House Armed Services Committee Increase in Active Duty
End-Strength
(budget authority in millions of dollars)

2003 2004 2005 2006 2007
House—H.R. 4546 528 1,089 1,122 1,155 1,191

Sour ce: Congressional Budget Office.

The Senate Armed Services Committee did not include an increase in end-
strength in the authorization bill it reported. But on the floor on June 27, the Senate
approved an amendment offered by Senators Cleland and McCain to increase
authorized active duty end-strength by 12,000. Senator Cleland calledfor anincrease
of 40,000 service members over the next five years. The Defense Department’s
package of appeals on the authorization opposed any increase in end-strength.

The House Appropriations Committee did not approve an increase in end-
strength, arguing that requirementsare uncertain. Thecommitteereport said that any
increase that might be needed in FY 2003 should be addressed in a supplemental
appropriationsrequest. The Senate Appropriations Committee also did not approve
an increase in end-strength. The appropriations conference report does not include
funds for an overall increase in end-strength.

The conference agreement on the defense authorization bill doesnot include an
increasein end-strength. Inreport language, confereessaid that anincreaseisneeded
but that the appropriations bill did not provide enough money. The conference
agreement also allowsthe Secretary of Defenseto increase end-strength by up to 3%
above the authorized level — standing law had allowed a 2% increase — and it gives
the military service secretaries independent authority to increase end-strength by up
to 2%. The agreement al so establishes afloor on end-strength equal to the requested
levels, and it repeals a measure that allowed the Secretary of Defense flexibility to
reduce end-strength below authorized levels.

Army Modernization

The Army’ s modernization plan involvesthree overlapping initiatives: one, to
upgrade and recapitalize the existing “legacy” force of heavy armored forces; a
second to build new, more easily deployable “interim brigade combat teams”; and a
third to develop the “objective force” of the future.
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Key elementsof |egacy force modernizationincludeupgrading existing wespons
with digitized communications links and new surveillance and reconnaissance
capabilities. The most controversial el ements of the plan have been the Comanche
helicopter, which has experienced repeated development delays and cost increases,
and the Crusader artillery system.

The central element of theinterim forceisanew light armored vehicle, recently
named the “ Stryker.” Congress has supported the interim force concept, although
there has been some debate about the characteristics of the armored vehicle. Inthe
past, the issue was whether it should be a tracked vehicle instead of the wheeled
system the Army has selected. More recently, the issue has been whether the new
vehicle will be transportable on C-130 airlift aircraft.

The key element of the objective force is the “ Future Combat System,” which
is an integrated suite of capabilities, including new armored systems and also
improved communications, intelligence, and surveillance capabilities. The Army’s
FY 2003 budget request includes funds to accelerate FCS devel opment.

Congressional Action. Congress has generaly supported the Army’s
modernization plan, including plans for the interim combat brigade teams and
development of the Future Combat System. But several issues have been
contentious, including funding for the Crusader artillery system, and for some Army
helicopter programs.

Crusader Artillery System. One of the most contentious issues in the
defense budget this year was the fate of the Crusader self-propelled artillery system.
Advocates of defense transformation havelong been critical of the program, arguing
that the 40-ton systemisnot readily deployable. Supporters of the system responded
that the weight has been reduced substantially and that the system was needed to
allow artillery to keep up with rapidly moving armored forces on the battlefield. On
theeveof theHouse Armed Services Committee markup of the defense authorization
bill, Deputy Secretary of Defense Wolfowitz informed committee members that
DOD was ordering the Army to prepare an analysis of alternatives to the Crusader
within 30 days, a step toward canceling the $11 billion program. DOD officialslater
confirmed that Secretary Rumsfeld intended to terminate the project.

The Crusader had considerable support in Congress, however. In the
authorization markup the House Armed Services Committee provided thefull $475.6
millionfor Crusader R& D that wasinthe Administration’ s February budget request.
The Committee also included language in its report on the bill, though not in the
statutory language of the measure, that prohibits a cut in funding until after amore
extensive, formal analysis of alternativeswas completed, which likely would not be
until April 2003. This prompted the White House to threaten a presidential veto of
any bill if it included any statutory provisions limiting the Administration’s ability
to cancel the program. The Rules Committee did not permit any floor amendments
to reduce Crusader funding.

When it marked up its version of the authorization bill on May 9, the Senate
Armed Services Committee deferred action pending a committee hearing on the
Crusader. The reported bill included $475.6 million for Crusader. But when
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reporting the bill, committee Chairman Carl Levin said that the committee might
offer an amendment to reduce funding when the bill is on the floor. Later, Senator
Levin said that DOD’ s civilian leadership had not given the Army adequate time to
review the alternatives to the Crusader that civilian officials supported.

OnMay 29, the Administration formally submitted an amendment toitsdefense
budget request asking Congressto all ocatethe Crusader funding to other Army R& D
programs, including the Future Combat System, the Excalibur precision artillery
projectile, the Army tactical unmanned aerial vehicle, and a new precision guided

mortar munition (see Table5).

Table 5: Crusader Budget Amendment/Non-Line of Sight Cannon Funding:
Appropriations Action

(budget authority in thousands of dollars

Original| Amended House| Senate Conf.
Request| Reguest| Approp.] Approp.| Approp.
0603854A - Artillery Systems - Dem/Val - - - - -
Crusader Demonstration/Validation 246,465 - - - —
Objective Force -- Indirect Fires - —| 195,500 —| 195,500
Technology Integration -- Cannon, Platform, Munitions - —| 173,000 —| 173,000
Reduction - - - -5,200 —
0604854A - Artillery Systems - EMD - - - - —
Crusader Engineering Devel opment and Operational 229,144 - - - -
Test
Paladin Upgrades - 7,500 7,500 — 5,625
0604645A - Armored Systems Modernization - - - - -
Netfires System Technology — 57,000 57,000 - 42,750
Netfires C41SR — 57,509 57,509 — 43,000
Objective Force -- Indirect Fires —| 195,500 - - -
Crusader Follow-On Indirect Fires - - —| 475,609 —
Technology Integration -- Cannon, Platform, Munitions - - —| 173,000 -
Precision Guided Mortar Munition in PE 603802A — 10,800 10,800 — 8,100
XM 982 (Excalibur) Projectile in PE 604814A - 48,300 48,300 — 36,225
Guided MLRS Unitary and HIMARS in PE 603778A - 55,000 55,000 - 41,250
Advanced Field Artillery Tactical Data System in PE - 4,000 4,000 - 4,000
203726A
Abrams Engine Program in PE 203735A — 28,600] 28,600 - 28,600
Tactical Unmanned Aerial Vehicles Transfer in PE - 11,400 11,400 - -
305204A
Micro Electro-Mechanical Systems (MEMS) in PE - - 15,000 - 12,750
602303A
Tota 475,609] 475,609 663,609 643,409] 590,800

Source: FY 2003 Defense Appropriations Conference Report, H.Rept. 107-731, p. 257.

On June 13, the Senate Armed Services Committee held a closed session to
consider action onthe Crusader. Thecommittee approved an amendment that would
fence Crusader funding for 30 days after the bill is signed into law and require the
Army to completeastudy of alternativesduring that time. Subsequently the measure
would permit the Secretary of Defense to submit a request to the congressional
defense committees to reprogram the money into other Army indirect fire weapons
development. Senator Levin proposed the committee amendment on the floor on
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June 19. Senator Warner then offered a second degree amendment to permit the
Secretary of Defense to alocate funds to other development programs without
seeking congressional permission through a reprogramming request. The Warner
amendment was agreed to by unanimous consent, and the Levin amendment, as
amended by Warner, was subsequently approved by a vote of 96 to 3.

Subsequent to House and Senate action on the defense authorization bill,
however, theissue wasresolved in afashion acceptableto the Administration. Inits
version of the defense appropriations bill, the House Appropriations Committee
agreed to terminate the Crusader program and to fund the alternatives that the
Administration proposed in its May 29 budget amendment. But the committee also
said that development of an alternative indirect fire system must be coupled with
development of an appropriate platform to carry a new cannon. The committee
therefore added $173 million to develop a platform and new munitions and
specifically earmarked funds for that purpose in a general provision. The general
provision also required asystemto be delivered by 2008. Likethe House, the Senate
Appropriations Committee added $173 million for a non-line of sight cannon to be
deployed by 2008.

Theconferenceagreement onH.R. 4775, providing supplemental appropriations
for FY2002, includes legidlative language directing the Army to enter into a
follow-on contract immediately to develop and field a next generation non-line of
sight cannon artillery system by 2008. Subsequently, on July 31, August 1, and
August 2, al four of the congressional defense committees sent lettersto the Defense
Department approvingaDOD request to reprogram FY 2002 fundsfrom the Crusader
to the Army’ s Future Combat System development program.

LiketheHouseand Senate appropriationshills, the conference agreement onthe
defense appropriations provides most of what the Administration proposed in its
Crusader budget amendment and adds $173 million for anon-line of sight cannonto
be deployed by 2008.

UH-60, CH-47, and TH-67 Helicopters. The defense committees took
different actionson several Army helicopter programs. The House authorization bill
added $115 million for 8 additional UH-60 Blackhawk utility helicopters and one
simulator and specified what versionsto buy. The House appropriations bill added
fundsfor 4 helicoptersand asimulator. The Senate authorization and appropriations
billsadded $96.7 million for 9 aircraft allowing the Army to allocate the funds. The
conference report on the defense appropriations bill provides $269.9 million for 19
Blackhawks, anincrease of $116.6 millionfor seven additional aircraft, and, asinthe
House authorization, specifies which modelsto procure and which components will
receive them.

Funding for the CH-47 cargo helicopter was more contentious. The House
authorization added $13.5 million to the on-going modification program for
crashworthy seats. The Senate authorization as reported had $4 million for
crashworthy seats, but thiswas reduced in floor action as offsetsfor other programs.
The Senate appropriations bill added just $1 million for crashworthy seats. The
House appropriations bill, however, added $45 million to the modification plan to
increase the production rate and instructed the Army to plan to upgrade all CH-47s
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to the most modern “F’ version over the next severa years. The appropriations
conference adds $39.1 millionto support anincreased production rate and directsthe
Army to ensure that all requirements for upgraded aircraft are fulfilled by 2016.

The House authorization and appropriations billsand the Senate appropriations
bill added fundsfor 6 TH-67 training helicopters. The Senate authorization provided
no funds. The appropriations conference agreement provides $9.6 million for six
aircraft.

Comanche Helicopter. The Comanche helicopter program has also been a
target of criticism from some transformation advocates. Last year, the program cost
increased, the development plan was restructured, and projected procurement was
delayed. DOD reportedly considered canceling the Comanche as one of a number
of stepsto reduce the procurement “bow wave’ at the end of the decade. The House
Armed Services Committee included a measure in its version of the defense
authorization bill to establish a cap of $6 billion on total engineering and
manufacturing development (EMD) costs for the Comanche — a level that now
appears to be below the amount the Army is projecting for development of just the
first versions of the aircraft. The House bill also required an annual review of the
EMD program by the Defense Department’ s Inspector General. Initsreport on the
defense appropriations bill, the House Appropriations Committee warned that its
support for the Comanche programisin jeopardy because of delays and cost growth,
and the committee urged the Army to begin exploring low-cost aternatives.

For itspart, the Defense Department has al so been scrutinizing the program, and
in October the DOD’s decision-making body, the Defense Acquisition Board,
decided to cut planned procurement of the Comanche by about half. The conference
report on the authorization bill eliminates the House cap on EMD costs and the
requirement for an Inspector General review but requires quarterly reports to
Congress on the status of the program.

Other Army Weapons Programs. There were a number of significant
differences between the various bills on severa other Army programs. The House
and Senate appropriations bills eliminated funds for the Wide Area Munitions
program and instructed DOD to terminate it. The House authorization and
appropriations bills added $60 million for Bradley fighting vehicle upgrades for the
National Guard, while the Senate authorization and appropriations bills added no
money. The House authorization also added $45 million to upgrade tank recovery
vehiclesfor the National Guard. The House bills and the Senate appropriations bill
added money for up-armored HMMWYVs. The House bills both cut money for
ATACMSs Block Il missiles, but the House authorization added back money to
upgrade some Block | missiles. The Senate appropriationsbill eliminated funds for
Block Il missiles. TheHouseauthorization added $61 millionfor SINGCARSradios
and theHouse appropriationsadded $17 million. The Senate authorization, however,
cut $22.1 million that was reguested for the program in the DERF. The Senate
appropriations bill provided the amount requested, including the$22.1 million
requested in the DERF. Both the House and the Senate appropriations bills
eliminated R&D funds for the Brilliant Anti-Armor Submunition (BAT) Product
Improvement Program, though neither version of the authorization bill reduced
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funding. Both House bills shifted fundsfor PAC-3 anti-aircraft missile procurement
from the Army to the Missile Defense Agency, but the Senate bills did not.

The defense appropriations conference report terminates the Wide Area
Munitions program, adds $48 million for Bradley upgrades, eliminates fundsfor the
ATACMSBIock I1, but adds money to upgrade Block | missiles, adds $11.9 million
for SINGCARS radios, provides funds for up-armored HMMWYV's, and terminates
the BAT Product Improvement Program. Theconference agreement alsofollowsthe
House and shifts Patriot PAC-3 procurement from the Army to the Missile Defense

Agency.

Stryker-Equipped Interim Combat Brigades. The Army now plansto
outfit six brigades (a combat division has three brigades plus support and command
units) with the new “Stryker” light armored combat vehicle. These brigades are
designed to be more rapidly deployable than heavy armored units but more capable
and survivable than light infantry or airborne units. These units are intended to be
an interim approach to transformation of the Army while development of the Future
Combat System proceeds. Recently, there have been reports that the Defense
Department is considering a measure that would reduce the number of Interim
Combat Brigades to three. This is one of many options DOD is considering in
preparing the FY 2004-FY 2009 defense plan. Congress has not debated any specific
proposal to reduce the number of new brigades, and the Administration has not yet
decided onthe proposal. But theappropriationsconferencereport adds$59.5million
for Stryker brigade deployment and includes ageneral provision, Section 8121, that
requires the Army to budget for six brigades.
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Table 6: Appropriations Action on Major Army Acquisition Programs
(amounts in millions of dollars)

Request A House Senate Confer.en_ce Changeto
ppropriations Appropriations Appropriations Request
Procurement |R& D [Procurement |R& D |Procurement [R& D Procurement{R& D [Procurement|R& D
# $ $ # $ $ # $ $ # $ $ # $ $

RAH-66 Comanche - —(914.9] - — (9149 - — (9149 - —[914.9( - - -
UH-60 Blackhawk 12| 180.2( 99.1| 16| 269.4| 99.1 21| 276.5/123.1f 19 296.8(115.1| +7/+116.6| +16.0
TH-67 Creek Training Helos. || — - - 6 9.6 - 6 9.6 - 6 9.6 - - +9.6 -
CH-47 Upgrades —| 4032 || -| 4582 - -| 4062 | -| 4503] —| -| +471 -
AH-64 Mods - 93.6 - - 96.9 —| - 159.6 - -| 1369 —| -—| +433 -
AH-64D Apache L ongbow —| 8955| 46.2|| —| 8955 46.2| —| 895.5| 46.2|| —| 895.5| 46.2| - - -
Bradley Base Sustainment - 3971 - -] 4571 - —| 3953 - —| 444.9 - —| +47.9 -
M-1 Abrams Mods/Upgrades|[ —| 6914 54.6|| —| 679.2| 546| —| 690.4| 58.1| - 678.2| 57.1|| —| -13.2| +25
Stryker Interim Armored 332| 811.8|124.4((332| 772.0|124.4)1332| 788.0|148.2|| 332 788.0|148.2|f —| -23.8( +23.8
Vehicle
SINGCARs Radios - 52.2 - - 72.2 - - 52.2 - - 64.1 — - +11.9 -
Wide Area Munition - 125 - - - - - - - - - - - -125 -
ATACMS Upgrade - 58.7 - - 323 - - 9.1 - - 291 - -| -29.7 -
LOSAT Missile 144 17.9] 14.5((144 17.9] 145) - —| 145 - -1 145 -| -17.9 -
BAT Product Improvement - —[190.3(f - - 381) - - 381} - —| 450 - —[-145.3
HMMWV —| 196.8 - —| 204.8 - -| 2618 - -| 2408 - -| +44.0 -
FMTV (medium trucks) —-| 6814 - -1 6814 —|| —| 6564 - —| 6814 - - - -
FHTV (heavy trucks) —| 2428 40| -| 2528 4.0 -| 2421| 200 -| 2416 15.2 - -1.2|+11.2

Source: H.Rept. 107-532; S.Rept. 107-213; H.Rept. 107-732.

Navy Shipbuilding

The pace of Navy shipbuilding was amajor focus of attention in Congressthis
year. The FY 2003 budget request included fundsfor five new ships, far short of the
8.5 ships per year needed, in principle, to sustain afleet of 300 ships, which haslong
been the Navy' s goal.

Congressional Action. The House Armed Services Committee provided
funds to procure an additional DD-51 destroyer on condition that the Justice
Department reach as settlement with General Dynamics Corporation in the
long-standing A-12 termination lawsuit. The tentative settlement would have
provided $385 million in advance procurement for Virginia-class submarine
acquisition. By thetimetheauthorization and appropriations conference agreements
were being negotiated, however, that settlement had failed.
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In the absence of a settlement, the House authorization added $810 million to
be distributed among several shipbuilding programs, including $415 million for
Virginiaclass submarine advance procurement, $210 million for cruiser conversion
advance procurement, and $185 million for anuclear submarine refueling overhaul.
Thecommittee al so added fundsto accel erate procurement of thenext aircraft carrier,
the CVN(X). The Navy plan to procure the ship had slipped by one year, with half
thefunding to berequested in FY 2007 and theremainder in FY 2008. The committee
added $229 million in advance procurement to accel erate production and instructed
the Navy wants to move the start date back to FY 2006.

The Senate Armed Services Committee also added a significant amount for
Navy shipbuilding, including $690 million that Senator Levin said was transferred
from missile defense R&D. The committee additions included $415 million in
advanceprocurement for Virginia-classattack submarines, $200 millionfor refueling
rather than retiring an SSN-688 Los Angeles-class attack submarine, $150 million
in advance procurement for L PD-17 amphibious ships, and $125 millionin advance
procurement for DDG-51 destroyers. Like the House Armed Services Committee,
the Senate Armed Services Committee provided $229 millionto accelerate CVN(X)
procurement.

The House A ppropriations Committee took a substantially different approach
to shipbuilding in general and to aircraft carrier procurement in particular. Rather
than provide money to accelerate CVN(X) procurement, the committee added $250
million for the CVN-77 carrier, which isnow being built, and instructed the Navy to
incorporate a more advanced radar and other electronic systems into the ship as a
transition to the CVN(X). The committee did not add money for other major
shipbuilding programs, and it eliminated $253 million requested for the LHD-8
amphibiousassault ship—thisship was started in FY 2001 and isbeingincrementally
funded through FY 2006.

The Senate Appropriations Committee added a substantial amount for
shipbuilding, but it allocated funding quite differently from the other committees.
The committee added $530.9 million to cover cost overruns on LPD-17 amphibious
ships, DDG-51 destroyers, and Virginia-class submarines approved in prior years,
while it reduced funding requested for advance procurement for the same programs.
The committee al so criticized the Navy for overusing advance procurement, saying
that it should only be employed for long lead components of shipsand that it should
not comprise as large a share of the total cost of shipsasit hasin recent years. The
committee also added $306 million to pay for the cost of an agreed transfer of work
on LPD-17sand DDG-51sbetween thetwo major shipbuilders. Liketheauthorizing
committees, thecommittee provided $229 million to accel erate CV N(X) procurement
and about $200 million for an SSN-688 attack submarine refueling overhaul.

The appropriations conference report adds $90 million, rather than the $250
million in the House bill, to incorporate advanced electronics on CVN-77. The
conference report provides $160 million, rather than the $229 million in the Senate
bill, to restore the CVN(X) procurement schedule. As in the Senate bill, the
conferencereport provides $530.9 millionin added money for prior year cost growth.
The agreement provides $243 million for LHD-8, rejecting the House reduction. As
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in the Senate hill, the agreement provides $165 million for an additional SSN-688
refueling overhaul.

After congressional action ontheauthorization and appropriationsbillswaswell
underway, a new issue arose when the Navy announced that it planned to accelerate
development of a new, smaller vessel called the Littoral Combat Ship (LCS). The
LCS program was one element of the Navy’s plan to develop a series of new ships
under the DDX program that was announced in 2001 after the DD-21 destroyer
program was canceled. During the summer of 2002, the Navy said it wanted to
pursuethe LCS morerapidly, and it informally asked Congressfor additional money
to begin studying alternatives. The Senate report on the authorization bill included
$4 million for the program. The program had not undergone the review process that
has normally been part of the acquisition process, however, which includes, among
other things, aformal assessment of requirements for a new system, projections of
the program schedule and costs, and an anaysis of aternatives. The defense
authorization conference report provides $4 million for the program, but it includes
along discussion of the need for a thorough review of program requirements and
alternatives, and it requires DOD and the Navy to report to Congress on the
assessments that had previously been required under DOD acquisition regulations.



Table 7: Appropriations Action on Major Navy Shipbuilding Programs
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(amountsin millions of dollars)

Request House Senate Conference Changeto
& Appropriations Appropriations Appropriations Request
Procurement | R&D [[Procurement | R&D [|Procurement | R&D || Procurement | R&D |[f Procurement | R&D
# $ $ # $ $ # $ $ # $ $ # $ $
Virginia Class Submarine 1| 1,512.7 238.3 1| 1,490.7 250.3 1| 1,512.7| 238.3 1| 1,499.2| 246.2| - -135 +7.9
Virginia Class Sub. Adv. - 706.3 - - 706.3 - - 645.2 - 645.2 - - -61.1 -
Proc.
Submarine Refueling 1| 2713 - - 231.3 - 2| 4358 - 2| 4358 —|| +1| +1645 -
Overhaul
Submarine Refueling Adv. - 88.3 - - 88.3 - - - - 64.0 - - -24.3 -
Proc.
Missile Submarine 2| 8253 - 2| 8253 - 2| 8253 - 2| 8253 - - - -
Conversion
CVN Refueling Overhaul - 296.8 - - 296.8 - - 195.8 - 221.8 - - -75.0 -
Adv. Proc.
CVN-77 Aircraft Carrier - - 97| - 250.01 917| - - 917 90.0( 91.7| - +90.0 -
CVN(X) Aircraft Carrier —| 243.7] 268.0ff - 243.7| 243.0| - 472.7| 268.0 403.7| 268.0|| -| +160.0 -
Adv. Proc.
DDG-51 Destroyer 2| 2,295.5| 300.7 - 2,273.0] 323.7 2| 2,321.5| 311.7 2| 2,321.5( 3481 - +26.0( +47.4
DDG-51 Destroyer Adv. - 74.0 - - 74.0 - - - - - - - -74.0 -
Proc.
LPD-17 Amphibious 1| 5965 101 1| 596.5( 101 1| 596.5| 101 1| 5965 101| - - -
Transport
LPD-17 Adv. Proc. - 8.0 - - 8.0 - - - - - - - -8.0 -
LHD-8 Amphibious —| 253.0 - - - - - 243.0 - 2430 - - -10.0 -
Assault Ship
Prior Y ear Shipbuilding - 644.9 - - 644.9 - -1 11758 - 973.7 - - +328.8 -
Costs
DDG-5V/LPD-17 Work - - - - - - - 306.2 - 306.2 - -| +306.2 -
Swap
DD (X) Destroyer - —| 9605 - —| 895 - — [1,006.5 —[ 9932l - - +327
T-AKE Auxiliary Cargo 1| 3888 - 1| 3888 - 1| 3888 - 1| 3888 - - - -
Ship

Sources: H.Rept. 107-532; S.Rept. 107-213; H.Rept. 107-732.

Aircraft Programs

Funding for several major aircraft programs was included in the FY 2003

Administration request, including Marine CorpsV-22 tilt rotor aircraft devel opment
and procurement; Air Force F-22 fighter development and procurement; Air Force
and Navy F-35 Joint Strike Fighter development; Navy F/A-18E/F multirole fighter
procurement; and C-17 cargo aircraft procurement. The Navy has reportedly been
considering reducing future planned F-35 procurement, but this has not affected
congressional support for the program to date.
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Congressional Action. Both the House and Senate Armed Services
Committees approved requested funding for most major aircraft programs, including
theF-22, F-35, V-22, and C-17. TheHouse Armed Services Committee added funds
for afew lower profile programs, including trainer aircraft, Navy helicopters, and
F-15 communicationsupgrades. The Senate Armed Services Committee added funds
to procure an additional 4 F/A-18EF fighters for the Navy and Marine Corps. Both
committees added fundsfor EA-6B el ectronic warfare aircraft upgrades. The House
Appropriations Committee added funding for F-22 R&D, but otherwise made few
changes in the request for mgjor aircraft programs. The Senate Appropriations
Committee added funds for 4 additional F/A-18E/F fighters. The committee also
added money to fully fund procurement of C-17 aircraft.

The appropriations conference report adds $120 million for 2 additional F/A-
18E/F aircraft, half as many asin the Senate bill. The committee also added money
to fully fund C-17 procurement.

C-17 Funding Profile. Onerather technical, but potentially significant issue
this year was whether the funding approach that the Air Force proposed for future
C-17 procurement sets a precedent that would erode DOD policies designed to
promote long-term fiscal discipline. In the past, DOD typically requested enough
money to procure aspecific number of fully equipped end-items—funding requested
for 15 C-17 aircraft, for example, would be sufficient to buy 15 deployable aircraft.
Thisyear, however, the Air Force requested only enough money to finance progress
payments on anew 5-year contract for multi-year procurement of the aircraft. The
effect is to reduce amounts requested early in the multi-year contract and increase
costsin the later years.

Thisistechnically at odds with longstanding DOD policy which calls for full
funding of the cost of end-items being requested in any given year, and it isthe first
time asignificant breach of thefull funding policy has occurredin an areaapart from
Navy shipbuilding. (For anextensivediscussion, see CRSReport RL31404, Defense
Procurement: Full Funding Policy—Background, Issues, and Optionsfor Congress,
by Ronald O’ Rourke and (name redacted).)

The House Armed Services Committee approved the requested C-17
procurement profile, but warned DOD against using this funding approach in the
future. The House A ppropriations Committee rejected the Air Force approach and
required the Air Forceto use C-17 funding in FY 2004 to procure compl ete aircraft.
The committee also instructed the Defense Department to restructure future funding
plans for the C-17 to use full funding. The Senate Appropriations Committee
specifically rejected the Air Force' sincremental funding approach and instead added
$585.9 million to finance the full cost of procuring 15 aircraft. The appropriations
conference agreement mandates full funding of the C-17 — as in the Senate bill, it
adds $585.9 million for full funding in FY 2003, and it retains House language
instructing the Air Force to request full funding in the future.

Tanker Aircraft Leasing. Last year, the conference report on the defense
appropriationsbill included aprovision allowingthe Air Forceto pursuenegotiations
with the Boeing Corporation to lease tanker aircraft for a ten-year period. The
provision was structured so that the aircraft would be returned to the manufacturer
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after theleaseexpired. Asaresult, theleaseisconsidered an “operating lease” rather
than a“lease-purchase” agreement, so that only the annual cost of actual payments
on the lease would be scored in the Air Force budget on a year-to-year basis —
otherwise, the full cost of the contract would have to be scored in the years when the
money would be obligated. Boeing has offered to lease 100 767 aircraft as tankers.

Senator M cCain and someothershave objected to theleasing provision, arguing
that it will cost thegovernment moreinthelong run than simply procuring additional
tanker aircraft. Both the Office of Management and Budget and the Congressional
Budget Office have prepared analyses which project considerably higher costs for
leasing than for regular procurement. (The text of the CBO letter is available
electronically at [ftp://ftp.cbo.gov/34xx/doc3413/tankers.pdf].) Mitch Daniels, the
Director of OMB, hascriticized theplan, insisting that it will be cheaper either to buy
new tankersor to re-engine older aircraft. Initsmarkup of the defense authorization
bill, the Senate Armed Services Committee approved an amendment proposed by
Senator McCain that would require Congress to authorize and appropriate fundsfor
any tanker lease agreement. In floor action on the defense appropriations bill,
however, Senator M cCain offered but then withdrew asimilar amendment. Recently,
the Air Force has reported that it is very close to reaching an agreement with Boeing
on the tanker |eases.

The appropriations conference agreement provides $3 million for the tanker
lease program (in Operation and Maintenance, Air Force). The agreement also
includes a general provision, Section 8117, that provides that payment for tanker
leases may be made one year in advance and that permits funds either for
procurement of aircraft or for operation and maintenance to be used for the leases.
On October 16, Senator McCain made afloor statement that was strongly critical of
the leasing provisionsin the conference report (Congressional Record, pp. S10519-
10520).

Theauthorization conferencereport includesaprovision (Section 133) revising
Senator McCain’s amendment. The revised provision prohibits the leasing
agreement unless funds have been specifically authorized and appropriated for the
program, or unless a reprogramming notification has been submitted to the
congressional defense committees. In report language, the conference agreement
saysthat it expectsthe Secretary of Defenseto seek congressional approval for anew
tanker |lease.
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Table 8: Appropriations Action on Major Aircraft Programs
(amounts in millions of dollars)

Request House Authorization |[Senate Authorization App:j)gLrjisaetions Apprsc?p:ﬁtaetions
Procurement | R&D "3r ocurement | R&D [Procurement | R&D [Procurement| R&D [Procurement | R&D
#| s s J#] s s f[#] s s |#| s s [[# | s $

Navy Aircraft

V-22 Osprey 11| 1,106.0/ 420.1|f 11| 1,086.0] 420.1f| 11| 1,096.8] 420.1)(11| 1,077.6f 420.1|f —-| -284 -
F-35 Joint Strike Fighter - —| 1,727.5| - —|1,727.5| - —11,752.5]f - - L,7473| - - +19.8
F/A-18E/F 44| 3,159.5| 204.5| 44| 3,162.5| 214.5| 48| 3,295.4| 210.5||46| 3,252.2| 215.7| +2| +92.7| +11.2
JPATS Trainer - - - - 15.0 -l 6 42.5 —|| - 26.0 - - +26.0 -
E-2C Hawkeye 5| 2955 19.0)| 5| 2955 19.0| 5| 2810 19.0|)| 5| 2915 190 - -4.0 -
T-45 8| 2214 - 8| 2214 —|| 8| 2214 —|| 8] 2214 - - - -
MH-60S 151 3722 23.2| 15| 367.2 23.2| 15| 362.2 23.2||15| 357.2 232|| - -150 -
MH-60R - 116.2 89.0f - 116.2 96.0f — 121.2 89.0| - 119.7 949 - +3.5 +6.0
EA-6B Prowler Mods - 2235 AT - 2295| T75.6| - 267.5 84.7] — 263.1 813l —| +39.6 +6.6
KC-130J Aircraft (DERF)* 41 334.0 - 41 334.0 —|| 4| 315.2 —|| 4] 3152 - -1 -188 -
Air Force Aircraft

F-22 23| 4,621.1| 808.5| 23| 4,621.1| 8085 —| 4,592.6] 8085|23| 4,592.6] 8085| -| -285 -
E-8C Joint STARS 1| 2793 55.5 1l 2793 675| 1| 2793 555] 1| 2793 61.5| - - +6.0
F-16C/D Mods. —-| 2650 8L3| —-| 269.0] 853 - 2681] 813 - 2810 834 -] +16.0 +2.1
F-15 Mods. —-| 2325 8L7|| —| 259.9] 87| - 3000] 81.7)|-| 2837 8L7|| -] +51.2 -
JPATS Trainer 35| 2118 —|| 35| 2118 —|| 35| 2118 —||35] 2118 - - - -
C-17 Globemaster 12| 3,698.5| 157.2|| 12| 3,708.0| 157.2| 15| 4,236.5| 157.2||15| 4,236.5 157.2| +3| +538.0 -
F-35 Joint Strike Fighter - —| 1,743.7| - —|1,743.7| - —121,733.7|f - - 17337 - - -10.0
B1-B Bomber Mods. - 98.0| 160.7)| - 98.0| 78.7| - 109.0( 120.7| - 106.0 160.7| - +8.0 -
B-2 Stealth Bomber Mods.* - 721 2753| - 104.1| 265.3| — 72.1| 267.0| - 104.1| 2653 -| +320 -10.0

Sources. H.Rept. 107-532; S.Rept. 107-213; H.Rept. 107-732.
Notes: Fundingfor 4 KC-130Jswasrequested in the Defense Emergency Response Fund (DERF). B-2 request includes $50 million for R& D

requested in the DERF.

Missile Defense

The Administration requested $7.8 billion for missile defense programs in

FY2003. The request included

v $3.2 hillion for mid-course defenses, including funds for the
National Missile Defense program to devel op ground-based systems
to protect the entire United States, and the Navy Theater Wide
program, which is a theater defense system to be based on navy

ships;

1 $1.1 billion for battle management and related support programs;
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v $935 million for the ground-based Theater High Altitude Area
Defense (THAAD) system;

v $858 million for Patriot PAC-3 development and procurement;

v $797 million for boost phase defense systems, including the
Airborne Laser (ABL) and the Space-Based Laser (SBL); and

1 $373 million for space-based sensors, including the Space-Based
Infrared System-Low (SBIRS-Low);

v an additional $815 million in the Air Force budget for the Space-
Based Infrared System-High (SBIRS-High).

The SBIRS-High program has experienced very large cost increases, and early inthe
year, the programwasunder review becausethe cost growth violated Nunn-M cCurdy
cost cap provisions. DOD decided to continue the program, however, though its
status remains a matter of concern. There continues to be extensive debate in
Congress about the status of the National Missile Defense program, which the
Administration hastried to accelerate, and about space-based systemslikethe SBL.

Congressional Action. The House Armed Services Committee generally
supported the Administration’ srequest. Thecommitteereduced fundingfor the ABL
(now funded under the title “Air-Based Boost” defense) by $77.5 million, on the
premise that a second test aircraft, that was included in the request, may not yet be
needed. That judgment was disputed in House floor action on the defense
appropriations bill (discussed below). The committee distributed the savings to a
number of other missile defense programs. The House Armed Services Committee
also refused to fund Patriot PAC-3 or Medium Extended Air Defense System
(MEADS) development in the Army budget, as requested, but instead shifted the
money back to the Missile Defense Agency.

During the House Armed Services Committee markup, Representative Spratt
offered an amendment to reduce funding for the SBL and for space-based kinetic
interceptor development and to transfer the savingsto the PAC-3 and Arrow theater
missile defense programs. The amendment was defeated in the committee. On the
floor, the House approved an alternative offered by Representative Hunter to add
funds for PAC-3 and Arrow to be financed from funds available to the Missile
Defense Agency, but without specifying the offsetting source of funds.

In committee markup, Representative Spratt also offered an amendment to
prohibit deployment of nuclear tipped interceptor missilesfor missiledefense, which
was rejected. On the floor, the Rules Committee did not make in order an
amendment on theissue, but Representative Spratt offered a motion to recommit the
bill to committee with instructionsto prohibit nuclear interceptor devel opment, and
that motion was defeated.

The Senate Armed Services Committeereduced overall missiledefensefunding
by $814.3 million (see Table 9 for a detailed tabulation of funding), prompting
several Republicans on the committee to vote against reporting the bill. Most of the
reductions were in systems engineering and other support activities, which the
committee argued are not adequately justified in support material provided by DOD.
This became a major issue on the Senate floor. The Senate Armed Services
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Committee also reduced ABL funding by $135 million and SBIRS-High funding by
$100 million.

In addition, the committee approved several provisions designed to require
stricter oversight of missile defense programs and adherence to more traditional
acquisition procedures in the development programs. One provision would require
the independent Director of Operational Test and Evaluation to conduct an annual
assessment of specific missile defense programs. Another provision requires the
Secretary of Defense to provide annual schedule and cost estimates for major
elements of the program to Congress.

On June 12, Secretary Rumsfeld send at letter to Senator Levin opposing the
Senate Armed Services Committee reduction in missile defense funding and
objecting to the committee’s provisions regarding acquisition procedures. The
committee’s measures, said Rumsfeld, “would impose a number of burdensome
statutory restrictions that would undermine our ability to manage the program
effectively.” The Secretary said he would recommend aveto if afinal authorization
bill includes either the Senate cuts in missile defense funding or the Senate
provisions regarding management of the program. OMB’s June 19 “ Statement of
Administration Policy” repeated the veto threat.

On June 26, the Senate approved an amendment offered by Senator Warner,
with a second degree amendment by Senator Levin, to restore some or all of the
missile defense funding that the committee cut. The amendment would permit the
President to allocate up to $814.3 million of anticipated inflation savings either to
missile defense or to counter-terrorism programs. The Levin amendment stipulates
that priority should be given to counter-terrorism. The Senate did not consider any
measures to revise committee provisions on program management.

Also on June 26, the Senate approved an amendment proposed by Senators
Feinstein and Stevens to prohibit development or deployment of nuclear armed
interceptors for missile defense. This measure is similar to the Spratt amendment
that the House turned down.

The House A ppropriations Committee made a number of changesin requested
missile defensefunding. Thecommittee denied funding for Navy sea-based terminal
defense, areplacement for the terminated Navy Area Defense program, saying that
DOD had not presented a plan for using the research funds. The committee also
denied funding for the Russian-American Observation Satellite Program (RAMOS)
because the Russian government has not yet responded to a U.S. proposa to
implement the program. The committee said it would revisit theissuein conference
if the two governments sign an agreement. The committee also cut funding for sea-
based and space-based boost phase defenses, saying that requested large increasesin
funding were not justified in view of requirements for near term programs like the
PAC-3 system. The committee added $30 million for additional PAC-3 testing and
required a report on planned testing of the Theater High Altitude Area Defense
(THAAD) system.
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In floor action, the House approved an amendment by Representative Spratt to
reduce funding for the space-based kinetic interceptor program by $30 million and
shift the funds to the Airborne Laser program.

The Senate A ppropriations Committeelargely followed the Senate authorization
bill. In a genera provision, it provided an additional $814.3 million for missile
defense or for counter-terrorism programs, offset by anticipated inflation savings.
The provision aso itemized the programs to and amounts for which funds are to be
restored, should the President choose to allocate these funds to missile defense.

Theappropriations conferencereport provides most of what the Administration
requested for missiledefense. Inall, it reduced funding by $43 million. It added $45
million for Patriot PAC-3 procurement (offset by a$25 million reduction in support
funding) and $70 million for the U.S.-Israeli Arrow program. It reduced funding for
RAMOS but did not eliminate it as in the House bill.

The authorization conference report includes revised provisions governing
management of missile defense programs. It requires that DOD submit annual
reports to Congress on performance goals and development baselines for each
development block of each missile defense system as part of annual budget
justification material; it requiresyear-by-year funding profilesfor each block of each
system that could be fielded; and it requires the Defense Department’s Joint
Requirements Oversight Council (JROC), which ischaired by the Deputy Chairman
of the Joint Chiefs, to provide to Congress a one-time review of cost, schedule, and
performancecriteria. Theagreement also requiresthat DOD providealife-cycle cost
estimatefor the Theater High Altitude AreaDefense (THAAD) program—the Senate
had prohibited obligation of more than 50% of the money authorized for THAAD
until the report is submitted, while the conference agreement permits 85% to be
obligated. The conference report also requires the director of the Missile Defense
Agency to provide reportsto Congress on each flight test of the Ground-Based Mid-
Course National Missile Defense System. The authorization conference agreement
dropsprovisionsinthe Senatebill requiring annual JROC reviews of missiledefense
programs and operational assessments of some programs by the Director of
Operational Test and Evauation.

The authorization conference report also prohibitsthe use of FY 2003 fundsfor
development of anuclear-armed interceptor for missile defense—the Senate version
of the bill had flatly prohibited development.
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Table 9: Congressional Action on Missile Defense Funding by
Program Element and Project
(millions of dollars)

Confer- | Change
FY2003 | House Senate House | Senate ence to

Program Element/Pr oj ect Request | Auth. Auth. | Approp. | Approp. | Approp. | Request
Missile Defense Agency R& D
0603175C BM D Technology

6010 Advanced Technology Development 118.9 118.9 142.6 124.9 142.6 152.1 +33.2

6090 Program Operations 29 29 29 29 29 29
MEADS Concepts -- Dem/Val

Transfer from Army R&D - - - - 69.7 117.7 +117.7
0603880C BMD System

BM/C2 112.8 112.8 112.8 112.8 112.8 112.8 -

1020 Communications 12.0 12.0 12.0 12.0 12.0 12.0 -

1030 Targets & Countermeasures 128.2 128.2 128.2 128.2 128.2 128.2 -

1050 Systems Engineering & Integration 3711 3711 2311 3711 29.1 371.1 -

1060 Test & Evaluation 382.0 382.0 4120 382.0 392.0 382.0 -

1070 Producibility & Manufacturing 219 219 219 219 219 219 -
Technology

1090 Program Operations 37.9 37.9 37.9 37.9 37.9 37.9 -

Wide bandwidth technology program - 10.0 - 50 - 3.0 +3.0

Battlespace environment and signatures - 10.0 - - - - -
toolkit

High Energy Laser Transmittersfor LADAR - - - 5.0 - 43 +4.3

General Reduction, Lack of Justification - - -222.0 - - - -
0603881C Terminal Defense Segment

2015 Medium Extended Air Defense System - 117.7 - 117.7 - - -
(MEADS)

2016 Israeli Arrow Program 65.7 221.7 105.7 129.7 145.7 135.7 +70.0

2022 Sea-Based Terminal 90.0 90.0 90.0 - 50.0 - -90.0

2090 Program Operations 14.2 14.2 0.2 142 0.2 4.2 -10.0
0603882C Midcour se Defense Segment

3011 Block 2004 Test Bed 533.9 533.9 533.9 533.9 533.9 533.9 -

3012 Ground-Based Midcourse Defense 2,075.0| 2,075.0| 2,075.0| 2,0750| 2,075.0| 2,075.0 -
(GMD)

3020 Sea-Based Midcourse Defense (SMD) 426.6 426.6 426.6 426.6 386.6 416.6 -10.0

Transfer S-Band Radar Research to Navy - - - - - -22.0 -22.0

Adds for PMRF, SHOTS, ESPRIT, Range - - - - - 29.1 +29.1
Data Monitor

3050 Segment Common Systems 95.0 95.0 - 95.0 - 95.0 -
Engineering and Integration

3090 Program Operations 64.5 64.5 0.5 64.5 40.5 64.5 -

Transfer Physical Security to National Guard - - - - - -6.7 -6.7

Aegis LEAP interceptor flight demonstration - 27.0 - - - - -

Long-range X-band and S-band - 25.0 - - - - -
discrimination radar development

High Power Discriminator Radar - - 40.0 - - - -
Devel opment

Small Kill Vehicle Technology Devel opment - - 10.0 - - - -

Concept Development, Studies, and Risk - - -52.0 - -2.0 - -

Reduction
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(SBIRS) High

Confer- | Change
FY2003 | House Senate House | Senate ence to
Program Element/Pr oj ect Request | Auth. Auth. | Approp. | Approp. | Approp. | Request
0603883C Boost Defense Segment
4020 Sea-Based Boost 89.6 89.6 34.6 69.6 34.6 89.6 -
4030 Air-Based Boost 598.0 520.5 463.0 568.0 463.0 598.0 -
4040 Space-Based Boost 54.4 54.4 24.4 14.4 24.4 54.4 -
4043 Space-Based Laser 34.8 34.8 24.8 34.8 24.8 24.8 -10.0
Kinetic Energy Boost - - - - - -50.0 -50.0
4090 Program Operations 20.1 20.1 0.1 20.1 0.1 20.1 -
0603884C Sensors
L5041 Space-based Infrared System (SBIRS) 293.9 293.9 238.9 293.9 250.9 293.9 -
ow
5049 Russian-American Observation Satellite 69.1 69.1 79.1 - 79.1 50.1 -19.0
Program (RAMOQS)
5090 Program Operations 10.4 10.4 0.4 104 04 10.4 -
Airborne Infrared Surveillance (AIRS) - - 22.0 - 10.0 5.0 +5.0
System
0604861C THAAD System
2011 Theater High Altitude Area Defense 932.2 932.2 892.2 932.2 892.2 912.2 -20.0
(THAAD)
0604865C Patriot PAC3- EMD - 220.8 - 180.8 150.8 180.8| +180.8
0901585C Pentagon Reservation 75 75 7.5 7.5 75 75 -
M aintenance Fund
0901598C M anagement Headquarters 27.9 27.9 27.9 27.9 27.9 27.9 -
General Reduction - -135.0 - - - - -
Total, R&D Missile Defense Agency (M DA) 6,600.7 7,044.7| 59244| 6,820.2| 6,1450| 6,896.2| +2055
Army R&D
0604865A - Patriot PAC-3- EMD 150.8 - 150.8 - - - -150.8
0603869A - M eads Concepts - Dem/Val 117.7 - 69.7 - - - -117.7
0203801A - Patriot PAC-3 Product 43.7 43.7 43.7 43.7 43.7 43.7 —
I mprovement
Total, R&D Army 312.3 43.7 264.3 43.7 437 43.7 -268.6
Senate War ner/L evin Amendment* - - 814.3 - 814.3 - -
Total, R&D Missile Defense Agency and 7,003.0| 7,0884( 7,003.0| 6,8639| 7,003.0| 6,939.9 -63.1
Army
Procurement
Patriot Mod 151.3 151.3 151.3 151.3 151.3 151.3 -
Patriot Mod Initial Spares 40.7 40.7 40.7 40.7 40.7 40.7 -
Patriot PAC-3 471.7 536.7 471.7 536.7 471.7 491.7 +20.0
Total, Procurement 663.7 728.7 663.7 728.7 663.7 663.7 -
Total, R&D & Procurement 7,666.7| 7,817.1| 7,666.7| 75926 7,666.7| 7,603.6 -43.1
Related Program
0604441F Space Based Infrared System 814.9 814.9 814.9 714.9 714.9 784.9 -30.0

Sour ces; Department of Defense, FY 2003 RDT& E Program Descriptive Summaries, H.Rept. 107-436; S.Rept. 107-151; H.Rept.

107-532; S.Rept. 107-213; H.Rept. 107-732.

*Note: Warner/Levin amendment to the Senate authorization bill provides up to $814.3 million for missile defense and counter-

terrorism programs.
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Strategic Nuclear Weapons Policy

In January, the Administration completed a congressionally mandated Nuclear
Posture Review and submitted aclassified report on the review, with an unclassified
summary, to Congress. Parts of the classified report were later leaked to the press,
prompting considerable public debate about several issues, including the potential
use of nuclear weapons against non-nuclear states that use or threaten to use non-
nuclear weapons of mass destruction, plans to shorten the time needed to resume
nuclear testing, and potential devel opment of new nuclear weaponsfor missionssuch
as destruction of deeply buried and hardened targets. The review a so reaffirmed
Administration plansto reduce offensive nuclear warhead numbers. Later, on May
13, the White House announced an agreement with Russia on a treaty to reduce
strategic offensive force levels to between 1,700 and 2,200 warheads.

Congressional Action. Inthe House Armed Services Committee markup,
Representative Tauscher offered an amendment to limit strategic nuclear forcelevels
to 1,700. The proposal wasrejected in committee. On thefloor, the House approved
a Tauscher amendment to require areport on options for achieving alevel of 1,700
to 2,200 warheads. Representative Spratt offered an amendment, also rejected in
committee, to require one-year advance notification of a decision to resume nuclear
testing. The Rules Committee did not permit a floor vote on the amendment. The
full House al so rejected an amendment offered by Representative Markey to prohibit
development of a nuclear earth penetrator weapon.

The Senate Armed Services Committee version of the authorization eliminates
$15.5 million requested in the Department of Energy weapons budget for
development of a“ Robust Nuclear Earth Penetrator” warhead and requiresadetailed
report on the proposed program. On July 26, the Senate approved an amendment to
the bill, offered by Senators Feinstein and Stevens, to prohibit development or
deployment of nuclear armed interceptors for missile defense (see the discussion of
missile defense programs, above).

The Senate bill aso includes a provision that would require the Secretary of
Energy to request funds before beginning research and development or production
of any new or modified nuclear weapon. The provision also requires a specific
authorization for anew or modified nuclear weapon program before funds could be
obligated or expended.

Theauthorization conferencereport providesfundsfor the Robust Nuclear Earth
Penetrator warhead but prohibits obligation of themoney until 30 daysafter Congress
receives the report required by the Senate version of the bill. The conference
agreement aso includes a revised version of the Senate requirement that the
Department of Energy specifically request funds to develop any new nuclear
weapons. The conference report also requires a report on options for resuming
nuclear testing.
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Environmental Restrictions on DOD Training

The Defense Department has voiced increasing concern in recent years about
the effect on training of environmental regulations. Shortly beforethe House Armed
Services Committee markup of the defense authorization bill, the Administration
proposed legislation to exempt DOD training activities from the requirements of
several environmental statutesranging fromthe Endangered SpeciesActtotheClean
Air Act.

Congressional Action. The House-passed version of the authorization bill
includes provisions exempting DOD from or waiving application of the Endangered
SpeciesAct, theMigratory Bird Treaty Act, and the Wilderness Act to areas used for
military training exercises. On the Endangered Species Act, Section 312 of the
House bill would allow DOD to substitute its own Integrated Natural Resource
Management Plan to protect endangered species rather than having installations
designated asacritical habitat. DOD would, however, still be prohibited fromtaking
any actions that would harm endangered or threatened species. In designating new
critical habitats, thebill would also requirethat the effect on national security, aswell
as the economic impact, must be considered.

Section 311 of the House hill provides that in the case of military training
activities, DOD would not be subject to the part of the Migratory Bird Treaty Act
that designates certain types of activities as unlawful. According to the committee
report, this provision was intended to permit DOD to carry out military exercises
even if they might unintentionally harm migratory birds. The language adopted
would exempt DOD more broadly from any activity deemed to be unlawful under the
Act.

The House hill also permits DOD to conduct training activities and have
emergency accessto the Utah Test and Training Range, despitethefact that aportion
of that range has been designated as a wilderness area with certain restrictions on
noiseand disturbances. The House bill also includes provisionsthat would designate
several areasowned by the Bureau of Land Management that are adjacent to the Utah
Test and Training Range as wilderness areas although DOD’ s training activitiesin
these areas would also not be covered by Wilderness Act restrictions. (For a
discussion of theseand other provisions, see CRS Report RL 31456, Defense Cleanup
and Environmental Programs. Authorization and Appropriations for FY2003, by
David Michael Bearden, and CRS Report RL31415, The Endangered Species Act,
Migratory Bird Treaty Act, and Department of Defense Readiness Activities. Current
Law and Legidlative Proposals, by (name redacted).)

The House Armed Services Committee did not address other environmental
measures that DOD included in its legidative proposal. In the House Armed
Services Committee markup, Representative James Maloney offered an amendment
to remove the environmental waiver provisions, but the proposal wasrejected. The
Rules Committee did not permit a similar amendment proposed by Representatives
Rahall, Dingell and Maloney to be offered on the floor.

The Senate Armed Services Committee did not address these environmental
issuesinitsversionof theauthorization bill. Instead, it referred the Administration’s
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proposals to the Environment and Public Works Committee, which recently held a
hearing on those proposals. The Senate bill authorizes $20 million to allow the
Secretary of Defense to acquire lands adjacent to military installationsto serve asa
buffer zone and provide additional natural habitat areas for endangered speciesin
areaswhere animals have moved to military installations as aresult of devel opment.

The authorization conference report includes a revised version of the House
provisionregardingthe Migratory Bird Treaty Act. TheHouse provisionwould have
altered the Act to exempt military training from certain provisions. The conference
revision temporarily exempts training activities and requires the Secretary of the
Interior to prescribe regulations to exempt DOD.

The conference report does not include the House provision regarding the
Endangered Species Act, but it includes without change the House provisions
regarding the Utah Test and Training Range.

Cap on Military Personnel in Colombia

Under current law, there is a cap of 400 on the number of U.S. military
personnel who can operate in Colombia. The cap specifically excludes personnel
serving diplomatic functions or performing emergency missions. The House
authorization bill included a provision that would establish a cap of 500 on the
number of U.S. military personnel in Colombiawho are supported or maintained by
Department of Defense funds. The measure also would permit the Secretary of
Defense to waive the cap for national security reasons and provided he informs
Congress within 15 days of awaiver. The authorization conference report does not
include the House provision.

Base Realignment and Closure

Last year, Congressapproved ameasurethat will permit anew round of military
base closuresin 2005, following proceduresthat were used in earlier roundsin 1991,
1993, and 1995. In the House Armed Services Committee markup of the
authorization bill, Representative Taylor offered an amendment to repeal last year's
base closure provisions. The committee defeated the amendment by avote of 38-19.
The Rules Committee did not allow the amendment to be offered on thefloor, which
was a matter of considerable contention when the bill was debated.

Abortions in Military Hospitals Overseas

Abortions are readily availablein the United States, but are often not available
to U.S. personnel deployed abroad. Congress has perennially debated measures to
allow abortions for U.S. military personnel at military hospitals overseas.

Congressional Action. Inthe House Armed Services Committee markup,
the committed rej ected an amendment by Representative Sanchez to allow abortions
at U.S. military hospital s abroad; the full House rejected the proposal in afloor vote.
On June20 the Senate debated and on June 21 approved by a vote of 52-40 an
amendment to the authorization bill by Senators Murray and Collins that would
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remove the prohibition on privately funded abortions at overseas military facilities.
The authorization conference report drops the Senate provision.

Limitation on Transfer Authority

Like other House FY 2003 appropriations bills, the House-passed measure
includes a provision, Section 8122, that prohibits the transfer of funds to any other
agency unless approved in an appropriationsact. One effect would beto prevent the
transfer of defense funds to the new Department of Homeland Security without the
approval of the appropriations committees. That provision is not included in the
appropriations conference agreement.

Legislation
Congressional Budget Resolution

H.Con.Res. 253 (Nussle)

A concurrent resolution establishing the congressional budget for the United
Statesgovernment for fiscal year 2003 and setting forth appropriate budgetary levels
for each of fiscal years 2004 through 2007. Reported by the House Budget
Committee (H.Rept. 107-376), March 15, 2002. Passed by the House, 221-209,
March 20, 2002.

S.Con. Res. 100 (Conrad)

An original concurrent resol ution setting forth the congressional budget for the
United States government for fiscal year 2003 and setting forth the appropriate
budgetary levels for each of the fiscal years 2004 through 2012. Reported by the
Senate Budget Committee, March 22, 2002. Written report filed (S.Rept. 107-141),
April 11, 2002.

Defense Authorization

H.R. 4546 (Stump)

A bill to authorize appropriations for fiscal year 2003 for military activities of
the Department of Defense, and for military construction, to prescribe military
personnel strengths for fiscal year 2003, and for other purposes. Marked up and
ordered to be reported by the House Armed Services Committee, May 1, 2002.
Report filed (H.Rept. 107-436), May 3, 2002. Considered by the House and
approved, with amendments (359-58), May 10, 2002. Laid beforethe Senate, Senate
struck al after the enacting clause and substituted the language of S. 2514, and
passed by the Senate by unanimous consent, June 27, 2002. Conferencereport filed
(H.Rept. 107-772), November 12. Conference report agreed to in the House on
suspension of the rules by voice vote, November 12. Conference report agreedtoin
the Senate by voice vote, November 13.

H.R. 4547 (Stump)
A bill to authorize appropriations for the costs of the war against terrorism.
Considered by the House Armed Services Committee, May 1, 2002. Marked up and
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ordered reported by the House Armed Services Committee July 18, 2002. Report
filed (H.Rept. 107-603), July 23, 2002. Considered under suspension of the rules,
yeas and nays ordered, and further consideration postponed, July 23-24, 2002.
Approved by the House (413-3), July 24, 2002.

S. 2514 (Levin)

An origina bill to authorize appropriations for fiscal year 2003 for military
activities of the Department of Defense, for military construction, and for defense
activities of the Department of Energy, to prescribe personnel strengths for such
fiscal year for the Armed Forces, and for other purposes. Marked up and ordered to
be reported by the Senate Armed Services Committee, May 9, 2002. Report filed
(S.Rept. 107-151), May 15, 2002. Considered by the Senate, June 18, 19, 20, 21, 24,
25, 26, 27. Approved by the Senate as amended (97-2), June 27, 2002.

Defense Appropriations

P.L.107-248, H.R. 5010

Making appropriationsfor the Department of Defensefor thefiscal year ending
September 30, 2003, and for other purposes. Marked up and reported by the House
Appropriations Committee (H.Rept. 107-532), June 25, 2002. Considered by the
House and approved as amended (413-18), June 27, 2002. Marked up and reported
as amended by the Senate Appropriations Committee (S.Rept. 107-213), July 18,
2002. Considered by the Senate July 31 and August 1, 2002. Approved by the
Senate, as amended (95-3), August 1, 2002. Conference report filed (H.Rept. 107-
732), October 9, 2002. Conference report agreed to in the House (409-14), October
10, 2002. Conference report agreed to in the Senate (93-1), October 16, 2002.
Signed into law October 23, 2002.

P.L. 107-249, H.R. 5011

Making appropriations for military construction, family housing, and base
realignment and closure for the Department of Defense for the fiscal year ending
September 30, 2003, and for other purposes. Marked up and reported by the House
Appropriations Committee (H.Rept. 107-533), June 25, 2002. Considered by the
House and approved, as amended (426-1), June 27, 2002. Senate struck all after the
enacting clause and substituted the text of S. 2709, as reported, July 17, 2002.
Approved by the Senate, with an amendment (96-3), July 18, 2002. Conference
report filed (H.Rept. 107-731), October 9, 2002. Conferencereport agreed to in the
House (419-0), October 10, 2002. Conference report agreed to in the Senate by
unanimous consent, October 11, 2002. Signed into law October 23, 2002.

S. 2709 (Feinstein)

Anorigina bill making appropriationsfor military construction, family housing,
and base realignment and closure for the Department of Defense for the fiscal year
ending September 30, 2003, and for other purposes. Marked up and ordered to be
reported by the Senate Appropriations Committee, June 27, 2002. Report filed
(S.Rept. 107-202), July 3, 2002.
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FY2002 Supplemental Appropriations

P.L. 107-206, H.R. 4775

Making supplemental appropriations for the fiscal year ending September 30,
2002, and for other purposes. Reported by the House Appropriations Committee
(H.Rept. 107-180), May 20, 2002. Considered by the House, May 22-23, 2002.
Approved by the House (280-138), May 24, 2002. Measure laid before the Senate
and Senate struck all after the enacting clause and substituted thelanguage of S. 2551
to be used as original text, June 3, 2002. Cloture motions presented in the Senate,
June 4, 2002. Cloture motion invoked (87-10), June 6, 2002. Approved by the
Senate (71-22), June 7, 2002. Conference agreement reported (H.Rept. 107-593),
July 19, 2002. Conference report agreed to by the House (397-32), July 23, 2002.
Conference report agreed to by the Senate (92-7), July 24, 2002. Signed into law
August 2, 2002.

S. 2551 (Byrd)

Anoriginal bill making supplemental appropriationsfor further recovery from
and response to terrorist attacks on the United States for the fiscal year ending
September 30, 2002, and for other purposes. Marked up and ordered to be reported
by the Senate Appropriations Committee, May 22, 2002. Written report filed
(S.Rept. 107-156), May 29, 2002.
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Appendix A: What the Defense Authorization and
Appropriations Bills Cover

Congress provides funding for national defense programs in several annual
appropriations measures, the largest of which is the defense appropriations bill.
Congress also acts every year on a national defense authorization bill, which
authorizes programs funded in al of the regular appropriations measures. The
authorization bill addresses defense programs in almost precisely the same level of
detail as the defense-related appropriations, and congressional debate about major
defense policy and funding issues usualy occurs mainly in action on the
authorization. Becausethedefenseauthorization and appropriationsbillsareso
closely related, thisreport tracks congressional action on both measures.

The annual defense appropriations bill providesfundsfor military activities of
the Department of Defense (DOD), including pay and benefits of military personnel,
operation and maintenance of weapons and facilities, weapons procurement, and
research and development, as well as for other purposes.

Most of the funding inthebill isfor programs administered by the Department
of Defense, though the bill also provides (1) relatively small, unclassified amounts
for the Central Intelligence Agency retirement fund and intelligence community
management, (2) classified amounts for national foreign intelligence activities
administered by the CIA and by other agenciesaswell asby DOD, and (3) very small
amountsfor some other agencies. Five other appropriations billsalso provide funds
for national defense activities of DOD and other agenciesincluding:

1 the military construction appropriations bill, which finances
construction of military facilities and construction and operation of
military family housing, all administered by DOD;

1 the energy and water development appropriations bill, which
funds atomic energy defense activities administered by the
Department of Energy;

1 the VA-HUD-independent agencies appropriations bill, which
finances civil defense activities administered by the Federal
Emergency Management Agency, activities of the Selective Service
System, and DOD support for Nationa Science Foundation
Antarctic research;

1 the Commerce-Justice-State appropriations bill, which funds
national security-related activities of the FBI, the Department of
Justice, and some other agencies; and

v the transportation appropriations bill, which funds some
defense-related activities of the Coast Guard.
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Appendix B: Overview of the Administration
Request

On February 4, 2002, the Administration submitted its formal FY 2003 budget
request to Congress. The Administration proposed $396.8 billion for the national
defense budget function, about $46 billion above the estimated FY 2002 level (not
including supplemental FY 2002 appropriations of $14 billion proposed on March
21).?2 Theincrease between FY 2002 and FY 2003 isthe largest since at |east the first
years of the Reagan Administration. And with supplemental counter-terrorism
funding for FY 2001 and FY 2002 included, the total increase in defense in the last
year is the largest, in inflation-adjusted dollars, since the Vietham War. The
Administration projects continued growth in defense through FY 2007, though at a
much more modest pace — T able B1 shows the long term trend in defense spending
under the Administration’s plan.

Thelargeincrease requested for defense has not been enough, however, to alay
the concerns of defense advocates in Congress. In their view, the budget is not
adeguate to accommodate needed increases in weapons procurement. Inthe House,
several Members threatened to vote against the proposed budget resol ution because
it set aside $10 billion for defense in areserve fund available only for costs of the
global counter-terrorism campaign. The Administration requested the $10 billion as
anunallocated contingency fund for costsof counter-terrorism operationsin FY 2003,
but several members of the Armed Services CommitteesbothintheHouseand inthe
Senate have said they would prefer using that money to increase spending on major
weapons programs, especially shipbuilding.

2 Early statements by the President and DOD briefing material on the budget request say the
FY 2003 increase over FY2002 is $48 billion. This is the increase for Department of
Defense discretionary budget authority if civilian accrual accounting costs are not included
in the FY 2002 base.
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Table B1. National Defense Budget Function and Department of

Defense Budget, FY2000-FY2007, Administration Projections
(current and constant FY 2003 dollars in billions)

Actual |Actual Estimatg Request| Proj. | Proj. | Proj. | Proj.
FFiscal Year: 2000 | 2001 2002 2003 | 2004 | 2005 | 2006 | 2007
National Defense Budget Function
Budget Authority
Current year dollars 304.1] 329.0 350.71 396.8 405.6| 426.6| 447.7| 469.8
Constant FY2002 dollars | 329.9( 346.5| 3585 396.8 396.1| 406.5| 416.2( 426.1
Real growth/decline +1.4% | +5.0% | +3.59% +10.79%q -0.2% | +2.6% | +2.4% | +2.4%
Outlays
Current year dollars 2945| 3085( 3480 379.00 393.8( 4135 4285]| 4425
Constant FY2003 dollars | 319.5( 324.9| 3552 379.00 384.5| 394.2| 3984 4011
Real growth/decline +4.3% | +1.7% | +9.3% +6.794 +1.5% | +2.5% | +1.1% | +0.7%

Department of Defense
Budget Authority

Current year dollars 2905 313.0 333.00 3789 3874 4083| 429.2| 450.9
Constant FY2003 dollars | 315.1| 329.6 3404 3789 3783 389.0| 398.9| 409.0
Real growth/decline +1.7% | +4.6% | +3.3% +11.2% -0.1% | +2.8% | +2.5% | +2.5%
Outlays

Current year dollars 281.2| 294.0 3308 361.00 3756 3952 410.2| 4239
Constant FY2003 dollars | 305.1( 309.6| 3374 3610 366.7| 376.7| 38L3| 384.2
Real growth/decline +4.8% | +1.5% | +9.09 +7.09%q +1.6% | +2.7% | +1.2% | +0.8%

Sources: U.S. Office of Management and Budget, Historical Tables: Budget of the United Sates
Government, Fiscal Year 2003 , February 2002. Constant dollar figures are CRS calculations using
deflators from DOD Comptroller.

Notes. This and other tables in this report use OMB data that reflect enacted and proposed changesin
accounting for retirement benefits. Figuresreflect (1) enacted accrual accounting for health care benefits
for over-65 military retirees beginning in FY2003; (2) proposed accrual accounting for health care
benefits for under-65 military retirees beginning in FY 2004; and (3) proposed accrual accounting for all
civilianretirement pension and heal th benefitsbeginningin FY 2003. OM B hasal so adjusted FY 2001 and
FY 2002 to be consistent with FY 2003 and later treatment of civilian retirement benefits. Datain these
tables also reflect OMB scoring of funds provided in the Emergency Terrorism Response (ETR)
supplemental appropriations act approved in September 2001. OMB figures do not show the allocation
of $9.8 hillion of funding provided for defense in the ETR supplemental.

The Impact of Accrual Accounting for Military and Civilian
Personnel Retirement Benefits on the Defense Budget

One important complicating element in the FY 2003 defense budget is a series
of changes in accounting for military and civilian personnel retirement benefits.
Most federal retirement benefits, including benefits for uniformed military service
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members and DOD civilian personnel, have long been funded on the basis of
“accrual accounting,” in which the cost of future benefits for current employeesis
charged to the employing agency as the benefits are accrued. Under accrual
accounting procedures, federal agencies pay the actuarily determined cost of future
benefits into afund. Payments to retirees are then charged to the fund, not to the
agency. IntheFY 2003 and FY 2004 defense budgets, three substantial adjustments
involving accrual accounting have alarge effect on budget totals. These are:

v Accrual accounting for over-65 health care benefits for
uniformed personnel: The FY 2001 Defense Authorization Act,
P.L. 106-398, included a provision, known as “Tricare-for-Life,”
that guarantees DOD-provided health care to 65-and-over military
retirees and their dependents. Beginning in FY 2003, these benefits
are being funded on an accrual basis. Thisresultsin (1) anincrease
of $8.1 billion in FY2003 in the military personnel accounts to
reflect the accrual cost of future benefits for current uniformed
personnel and (2) a reduction of $5.6 billion in operation and
mai ntenance accountsto reflect a payment from the health care trust
fund to DOD for providing care to over-65 retirees.

v Accrual accountingfor all civilian per sonnel r etirement pension
and health benefits: Whilemost federa civilian retirement benefits
have been funded on an accrual basis, asmall part hasnot been. The
Administration has proposed funding all retirement benefits on an
accrual basis. In FY 2003, the proposed changeresultsin anincrease
of $3.4 billion (both in budget authority and in outlays) in the
Department of Defense budget. OMB has adjusted FY 2001 and
FY 2002 figures — though not figures for earlier years — to be
comparableto thenew, proposed treatment of civilianretirement and
health benefits. Thus, OMB figuresinclude $3.0 billion in FY 2001
and $3.2 billion in FY 2002 Department of Defense budget totals
(both in budget authority and in outlays) for increased civilian
retirement accrual even though thisaccounting procedurewasnot in
place in those years.

t Accrual accounting for under-65 health care benefits for
uniformed personnel: Beginning in FY 2004, the Administration
is also proposing to finance health care benefits for under-65
military retirees on an accrual basis, in which, again, DOD would
pay into afund the cost of future benefits for current employees and
would receive reimbursement from the fund for costs of under-65
retiree health care that it provides. Both the contributions to the
fund and reimbursements from the fund are reflected in budget
projections from FY 2004 on.

Table B2 shows the year-by-year impact of these changesin accrual accounting on
the defense budget through FY 2007.
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Table B2. Effects of Accrual Accounting on the Defense Budget
(millions of dollars)

2003| 2004| 2005 2006/ 2007

DOD Paymentsto Accrual Funds
Payments for Accrual of Benefits for 65-and-Over 8,102 8,618 9,151 9,720 10,338
Health
Payments for Accrual of Civilian Benefits 3,356 3,629 3,781 3,938 4,114
Payments for Accrual of Benefits for Under-65 —-| 64484 6,889 7,319 7,778
Health

Total Paymentsto Funds 11,458| 18,731| 19,821| 20,977 22,230
Receipts by DOD for Provision of Services
Receipts for 65-and-Over Health Care 5634| 5,986 6,361 6,758 7,180
Receipts for Under-65 Health Care —| 5579 5928 6,299 6,692

Total Receipts from Funds 5,634 11,565 12,289 13,057 13,872
Net Effect on DOD Budget +5,824( +7,166| +7,532| +7,920| +8,358

Sour ce: Office of Management and Budget.

“Must Pay” Bills in the Defense Budget

The cost of changesin accrual accounting is only one of anumber of so-called
“fact of life” or “must pay” bills in the FY2003 defense budget. Much of the
FY 2002-2003 budget increase is taken up by accounting changes, inflation, pay
raises, changes in weapons cost estimates, and costs of the global counter-terrorism
campaign rather than by increases in weapons investment. DOD Comptroller Dov
Zakheim hastold congressional committeesthat such* must pay” billsleavelessthan

$10 hillion for new initiatives.

According to the Defense Department, increased costs include:

1 $6.7 billion for inflation;
v $2.7 hillion for pay raises;

v $8.1 hillion for accrual payments for 65-and-over health care
benefitsfor current uniformed personnel whenthey retire (discussed

above);

1 $3.3 hillion for increased accrua payments to retirement accounts
for current civilian DOD personnel (also discussed above — the
OMB estimate is $3.4 billion for FY 2003);

v $7.4 billion for what DOD calls “realistic costing,” half for revised
estimates of weapons costs (including the F-22 fighter and already
contracted Navy ships) and half for closer to full funding of

projected operating costs; and
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1 $19.4 billion for counter-terrorism, including $10 billion in an
unallocated contingency fund for continuing thewar and $9.4 billion
for specific costs associated with ongoing operations.

Inall, thisadds up to $47.5 billion in new costs, but the total is offset by $9.3 billion
in savings from procurement programs that were in the FY 2002 budget but are not
in the FY 2003 plan. So an increase of almost $50 billion in the defense budget, by
this account, still leaves relatively little available for new programs.

Although the point is generally well taken, some items are missing from the
arithmetic. For onething, DOD isreceiving $5.6 billionin paymentsfromtheretiree
health care trust fund in FY 2003 to cover costs of providing servicesto 65-and-over
retirees—money it did not receive in FY2002. Also, some counter-terrorism costs
wereincluded in the FY 2002 budget, so theincreased cost in FY 2003 is $16 billion
rather than $19 billion. Moreover, OMB budget figures (though not some of the
figures DOD used in its early briefings on the budget), show $3.2 billion in costs of
civilian accrual accounting in the FY 2002 budget for purposes of comparison with
the FY 2003 request, so the added cost in FY 2003 isonly $0.2 billion. And, finally,
asubstantial part of the $9.4 billion for specifically all ocated war-related funding will
go to procure material, such as Unmanned Aeria Vehicles (UAVS), intelligence
infrastructure, and communications equipment, that will be in the force for some
time — DOD officials have said that at least $3 billion of the amount for
counter-terrorism is for weapons procurement. So, in all, the money available for
new initiatives in FY 2003, compared to FY 2002, is more like $20-25 billion — not
the whole of the defense budget increase, but still not insubstantial.

The Impact of Growing Personnel and Operating Costs

The impact of “fact of life” cost increases on the FY 2003 budget is relatively
large because of some special factors, but it is by no means unique. Table B3
compares the FY2003 defense request with FY2002 estimated funding by
appropriationstitle—afairly common way of looking at the budget —with comments
onmagjor reasonsfor someof the changes. What stands out ishow much of thelarge
increase between FY 2002 and FY 2003 isgoing to military personnel and to operation
and maintenance (O& M) rather than to procurement or to research and devel opment
(though, as noted, some procurement is being financed from war-related funds
requested in the operation and maintenance title).
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Table B3. Changes in Requested National Defense Funding by
Appropriations Title

(budget authority in billions of dollars)
Estimate | Request
Fiscal Year: 2002 2003 Change | Notes’Comments
Military Personnel 82.0 94.3 +12.3[ +$8.1 health benefits accrua
Operation & Maintenance 129.8 150.4 +20.7| +$15.9 war costs;
-$5.6 health care receipts

Procurement 61.1 68.7 +7.6| +$3.7 for increased cost estimates
RDT&E 48.6 53.9 +5.3 -
Military Construction 6.6 4.8 -1.8| Limited pending 2005 base closureg
Family Housing 41 4.2 +0.2| —
Other 0.9 2.3 +1.4{ —

Subtotal, DOD 333.0 378.6 +45.6| —
Atomic Energy Defense Activities 16.0 16.5 +0.4| —
Other Defense-Related Activities 1.7 1.7 +0.0[ -

Total, National Defense 350.7 396.8 +46.1| —

Source: Office of Management and Budget; CRS calculations.

Notes: OMB figuresinclude $3.4 billion for civilian retirement benefits accrual in FY 2003 and $3.2 billionin
FY2002. FY 2002 estimate does not include $14.0 billion in supplemental appropriations requested for
counter-terrorism operations on March 21, 2002.

Military personnel accounts have grown especially rapidly in recent years
because of pay and benefits increases that Congress approved beginning with the
FY 2001 defense authorization act (P.L. 106-398), passed in October, 2000. That bill

included:

1 a3.7% across-the-board pay raise;
1 “pay tablereform” that provided additional substantial pay raisesto
mid-career personnel to bolster retention;
1 thefirst increment of a Clinton Administration proposal to reduce
out-of-pocket off-base housing costs by increasing basic allowance
for housing benefits;
v “Tricare for Life,” guaranteeing DOD-provided health care to

over-65 military retirees; and

! a requirement that future military pay raises be equa to the
“employment cost index,” abroad measure of personnel costsinthe
economy as awhole, plus 0.5%.

Last year, the FY 2002 defense authorization bill included some additional changes
inthe pay tableto further boost incomefor sel ected mid-career personnel, and the bill
also increased special pays and bonuses.
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Increased pay and benefits appear to have improved military recruitment and
retention, though recent gainsmay, in part, also bedueto alessrobust economy. The
increases have al so driven up personnel costsdramatically. Table B4 illustratesthe
point. Under the Administration’s plan, total military personnel funding will grow
from less than $70 billion as recently as FY 1998 (in current year dollars—i.e., not
adjusting for inflation) to $94 billion in FY 2003 and to $117 billion by FY 2007.
After adjusting for inflation (using the Consumer Price Index), personnel costswill
grow from about $48,000 per active duty troop to more than $65,000 in FY 2003
prices over the same period.

Table B4. Trends in Military Personnel Funding, FY1990-FY2007

(budget authority)
Funding
Total for Active Funding Funding
Military Duty for Active for Active
Personnel Military Military Active Military
Funding Personnel Personnel End- Personnel
Fiscal (CYS$in (CY$in (FY2003$in Strength Per Troop
Y ear billions)* billions)* billions)* (000s) (FY2003 $)
1990 78.6 69.8 98.6 2,069 47,656
1991 78.4 75.0 101.1 2,002 50,485
1992 78.8 715 93.7 1,808 51,799
1993 76.0 66.5 84.7 1,705 49,652
1994 714 61.8 76.7 1,610 47,651
1995 71.6 62.1 75.0 1,518 49,389
1996 69.8 60.4 71.0 1,472 48,227
1997 70.3 60.9 69.8 1,440 48,453
1998 69.8 60.3 68.2 1,406 48,471
1999 70.6 60.7 67.2 1,386 48,519
2000 73.8 63.4 68.0 1,384 49,124
2001 76.9 65.7 68.3 1,385 49,287
2002 82.0 70.3 719 1,387 51,834
2003 94.3 79.9 79.9 1,390 57,494
2004 104.0 88.4 86.5 1,390 62,236
2005 108.1 91.7 87.6 1,390 63,048
2006 113.7 96.4 90.0 1,390 64,736
2007 117.4 99.4 90.6 1,390 65,183

Sour ce: CRS calculations based on data from the Office of Management and Budget.

*Notes: “CY$" refersto “current year” dollars —i.e., not adjusted for inflation. FY 2003 constant
dollar figures are calculated using CPI-W deflators. DOD military personnel deflators are not
appropriate to use because they count the amount of annual pay raises and benefits increases smply
asinflation.
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A similar, though much longer-term upward trend applies to operation and
maintenance (O& M) accounts. A very simple measure of the trend is to calculate
total O&M funding per active duty troop in constant, inflation adjusted prices.
Making some adjustments to reduce inconsistencies from year to year, the result
shows avery constant pattern of growth of about 2.5% per year above inflation from
the mid-1950s on — Figure 1 illustrates the trend.

Figure 1. Trend in DOD Operation & Maintenance Funding per
Active Duty Troop, FY1955-2007
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Inthe past, Defense Department proj ections often showed O& M costs per troop
leveling off inthe later years of each successive five or six year funding plan. When
costs continued to grow, the Clinton Administration’ s response was either to reduce
planned procurement funding in order to shift money into O&M or to increase the
total defense budget to cover at least part of the shortfall. The Bush Administration
appears, at least from thisvery rough measure, to bemorefully funding likely O&M
cost growth, though the projections, as in the past, do appear to level off between
FY2006 and FY2007. DOD Comptroller Dov Zakheim has said that the
Administration is insisting on more realistic estimates both of procurement and of
operating costs.

Continuing, unabated growth in personnel and in O&M costs takes up a
substantial share of projectedincreasesin overall defense spending over the next few
years. Table B5 shows Administration projections of defense funding by
appropriations title through FY2007. Between FY 2000, the last full year of the
Clinton Administration, and FY 2007, overall national defense funding is projected
to increase by $166 billion. Of the increase, $90 billion is for personnel and O&M
and $63 billion isfor procurement and R&D.
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Table B5. National Defense Budget Function by Appropriations Title,
FY2000-FY2007
(budget authority, current year dollarsin billions)

Fiscal Year: 2000 2001 2002 2003 2004 2005 2006 2007
Military Personnel 73.8 76.9 82.0 943 104.0 108.1 113.7 | 1174
Operation & Maintenance 108.8 117.7 129.8 | 1504 | 140.9 147.0 | 1523 | 155.2
Procurement 55.0 62.6 61.1 68.7 74.7 79.2 86.9 99.0
RDT&E 38.7 41.7 48.6 53.9 57.0 60.7 58.9 58.0
Military Construction 5.1 5.5 6.6 4.8 51 6.3 10.8 13.8
Family Housing 35 3.7 41 4.2 4.3 5.1 4.9 4.8
Other 5.6 4.9 0.9 2.3 14 1.9 15 2.7
Subtotal, DOD 2905 | 3130| 3330| 3786 | 3874 4083 | 4292 | 4509
Atomic Energy Defense Activities 124 144 16.0 16.5 16.5 16.6 16.8 171
Defense-Related Activities 12 16 17 17 17 17 1.7 1.7
Total, National Defense 3041 | 3290 350.7| 396.8( 4056 | 4266 | 447.7| 469.8

Sour ce: Office of Management and Budget.

Note: OMB figures show $3.0 billion in FY 2000 and $3.2 hillion in FY 2001 for full accrual accounting for civilian
retirement benefits, though it was not in effect in those years and is proposed to begin in FY 2003.

Reversing the “Procurement Holiday”

One key issue in congressional debate about the defense budget has been
whether the $70 billion or so requested for procurement in FY 2003, or even the $99
billion projected for procurement in FY 2007, is enough to reverse what former
Secretary of Defense William Perry called the “procurement holiday” in defense
budgetsthat followed the end of the Cold War. A declinein new weapons purchases,
said Perry in 1996, was justified in the early 1990s, first, because threats had
declined, second, because many new weapons ordered in the 1980s had just entered
the force, and, finally, because older weapons were retired first as the size of the
force declined, so the average age of equipment was dropping even without new
acquisitions. But the holiday would have to end soon, said Perry, in order to avoid
creating an unaffordable “bow wave” of costsin the future to replace large numbers

of rapidly aging weapons.

At thetime, the Joint Chiefsset $60 billion per year for procurement by FY 1998
asthegoal, atarget reached in the Clinton Administration’ sfinal budget for FY 2001.
Inthe years since Perry laid out the argument, however, the debate has shifted. Now
the issue, at least among defense advocates, is no longer whether $60 billion ayear
is adequate, but rather, how much more than $60 billion is needed to meet
modernization needs.

Much of the discussion has been shaped by a series of studies of the amounts
needed to sustain a “steady state” procurement rate for major weapons: i.e., how
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much is needed to replace the existing stock of weapons with more modern systems
as weapons reach the ends of their planned servicelives. A study by the Center for
Strategic and International Studies estimated $160 billion ayear, in FY 2000 prices,
if strategic nuclear weapons are included in the calculus, and $110 billion a year
without strategic modernization. The Congressional Budget Office made its own
estimate of about $90 billion a year, and the Center for Strategic and Budgetary
Assessments said $80 billion, both also in FY2000 prices. Most recently the
Chairman of the Joint Chiefs, General Richard Myers, said that a Joint Staff study,
not released for public review, concluded that $100-110 billion a year, in FY 2001
prices, is needed.® After adjusting for inflation, the $99 billion projected for
procurement in FY2007 does not quite reach CBO estimates of steady-state
procurement requirements: $99 billionin FY 2007 prices equalsabout $83 billionin
FY 2000 prices.

Many members of the congressional defense committees have expressed
concern that the Administration’ sbudget plan—bothin FY 2003 and in future years—
does not appear sufficient, despite large increases in the defense total, to finance
planned weapons procurement programs. In the FY 2003 request, committee
members have been especialy critical of the shipbuilding budget, which calls for
procuring just five new ships. Assuming a 35-year service life for Navy ships, it
would take an average of 8.5 new ships per year to maintain aforce of 300 shipsin
the fleet. Only in the later years of the FY2003-2007 defense plan does the
shipbuilding rate reach thenominal “ steady-state” replacement rate. Somearguethat
helicopters, munitions, and other programs are inadequately funded as well.

The Procurement “Bow Wave”

Most recently there have been reports that DOD has been discussing how to
cope with a substantial “bow wave” of procurement costs in FY 2007 and beyond.
Analyticaly, a “bow wave” refers to the normal pattern of funding for weapons
programs. The annual budget for any major acquisition program tendsto grow asa
system moves from technology development to full scale engineering devel opment
to production. Then the acquisition cost will decline again as production winds
down. Thus the shape of a bow wave. A very large cumulative bow wave can
develop if many new systems are scheduled to begin full production at about the
sametime.

This situation now appears to be facing the Defense Department at the end of
the decade, when anumber of new systemswill bein production, including the F-22
and F-35 (Joint Strike Fighter) aircraft, the Comanche helicopter, and several new

3 Daniel Gouré & Jeffrey M. Ranney, Averting the Defense Train Wreck in the New
Millennium, (Washington: Center for Strategic and International Studies, 1999);
Congressional Budget Office, Budgeting for Defense: Maintaining Today's Forces,
September 2000; Steven M. Kosiak, “Cost of Defense Plan Could Exceed Available
Funding By $26 Billion a Year Over the Long Run,” Center for Strategic and Budgetary
Assessments, April 2, 1998; Steven M. Kosiak, “CSIS* Train Wreck” Analysisof Defense
Department’ s Plans-Funding Mismatch Is Off Track,” Center for Strategic and Budgetary
Assessments, February 2000; prepared statement of General Richard B. Myers, Chairman
of the Joint Chiefsof Staff, before the House Armed Services Committee, February 6, 2002.
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Navy ships. According to numerous press accounts, the Defense Department has
been considering how to copewith the substantial projected shortfallsin procurement
funding. The Navy, reportedly, is proposing to cut back substantially on planned
procurement of F-35 fighters, and Secretary of Defense Rumsfeld is reportedly
consi dering terminating several weapons programs—perhaps somein additiontothe
Crusader self-propelled artillery system —in order to safeguard future fundsfor more
“transformational” weapons (see below).

Defense Transformation

Duringthepresidential e ection campaign, then-candidate George Bush strongly
endorsed the notion of a defense transformation to meet the needs of adramatically
new security environment. Both President Bush and Secretary of Defense Rumsfeld
have reaffirmed their commitment to transformation in major policy speeches in
recent months.* Defense transformation has been defined in diverse ways, however,
and the Administration has been under some pressure from Congressto articul ateits
definition more fully.

Most recently, using categories of transformation laid out in the Quadrennial
Defense Review that wasrel eased | ast September,® Deputy Secretary of Defense Paull
Wolfowitz gave a rough estimate of the amount of money requested for
transformation-related initiatives in FY 2003 and future years. In testimony before
the Senate Armed Services Committee on April 9,° Wolfowitz said

The six specific transformation goals identified in the QDR are first, to defend
the U.S. homeland and other bases of operation and defeat nuclear, biological
and chemical weapons and their means of delivery. Second, to deny enemy
sanctuary, depriving them of the ability to run or hide, any time, any where.
Third, to project and sustain forcesin distant theatersin the face of access denial
threats. Fourth, to conduct effective operations in space. Fifth, to conduct
effective information operations. And sixth, to leverage our information
technology to give our joint forces a common operational picture.

In all, Wolfowitz said, about $21 billion is requested in FY2003 for such
transformational goals, and $136 billion is planned over the next 5 years.

* Remarks by the President at the Citadel, December 11, 2001; Remarks by U.S. Secretary
of Defense Donald Rumsfeld, National Defense University, Fort McNair, Washington, D.C.,
Thursday, January 31, 2002.

®U.S. Department of Defense, Officeof the Secretary, Quadrennial Defense Review Report,
September 30, 2001, 71 p. Available electronically on the Department of Defense web site
at: [http://www.defenselink.mil/pubs/qdr2001.pdf].

¢ Statement of Deputy Secretary of Defense Paul Wolfowitz before the Senate Armed
Services Committee, Hearing on Transforming the Armed Forces to Meet the Challenges
of the 21st Century, April 9, 2002. The prepared statement is available electronically at:
[http://www.senate.gov/~armed_services/statemnt/2002/April/Wolfowitz.pdf].
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Table C1. Congressional Action on Defense Authorization by Title
(budget authority in billions of dollars)

Request

With House|[ Senate Conf.
DERF DERF|} Author-|j Author-)j Author-j Changg]
Request| Allocated| Allocated ization|| ization ization|to Reques
Military Personnel 94.3 0.0 94.3 94.2 94.4 93.8 -0.5
Operation and Maintenance 130.4 3.9 134.3 131.0 130.2 129.8 -4.6|
Defense Emergency Response Fund 20.1 10.0 10.0 6.7 10.0 10.0 +0.0
Procurement 68.7 2.9 71.6 75.1 72.2 73.8 +2.1
RDT&E 53.9 2.3 56.1 56.7 56.4 56.7 +0.6
Military Construction 4.8 0.6 53 5.8 6.0 6.3 +0.9
Family Housing 4.2 0.0 4.2 4.3 4.2 4.2 -0.0
Revolving Funds/Other 3.3 0.3 3.6 24 2.6 2.6 -1.0
Genera Provisions 0.0 0.0 0.0 0.0 0.0 -1.0 -1.0
Mandatory Programs -1.3 0.0 -1.3 -14 -1.3 -1.3 +0.0)
Total DOD 378.2 20.1 378.2 374.9 374.6 374.8 -3.4
Atomic Energy Defense Activities 16.4 16.4 16.3 16.7 16.5 +0.1]
Other Defense-Related Activities 17 17 1.6 16 1.6 -0.1
Total National Defense 396.3 396.3 392.8 392.8 392.9 -3.4

Sour ces: H.Rept. 107-436; S.Rept. 107-151; H.Rept. 107-772.

Note: DERF allocation as shown by the Senate Armed Services Committee in S.Rept. 107-151.
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Table C2. Congressional Action on Defense Appropriations by Title
(budget authority in billions of dollars)

Change
Request Confer- to
With| House| Senate ence| Reguest
FY2002| FY2003| DERF| DERF| Appro-| Appro-| Appro- (with
Enacted| Reguest|Allocated|Allocated| priation| priation| priation] DERF)
Military Personnel 82.1 94.2 0.0 94.3 934 93.8 93.6 -0.7
Operation and Maintenance 105.0 112.2 3.9 116.1 114.8 114.8 114.8 -1.4
Defense Emergency - 19.3 10.0 10.0 0.0 0.0 0.0 -10.0
Response Fund
Procurement 60.9 67.2 2.9 70.1 70.3 715 715 +1.4
RDT&E 48.9 53.7 2.3 56.0 57.8 56.1 58.6 +2.6
Revolving & Management 17 24 0.3 2.8 2.8 2.7 2.7 -0.0
Funds
Other DOD Programs 20.5 17.1 0.0 17.1 171 175 17.4 +0.3
Related Agencies 04 04 - 04 0.4 04 0.5 +0.1]
General Provisions -2.8 0.0 — 0.0 -1.8 -1.6 -4.0 -4.0
Counter-Terrorism/WMD 0.9 - - - - - - -
Defense
Scorekeeping Adjustment -0.2 - - — - - - -
Totd 317.5 366.7 19.3 366.7 354.7 355.4 355.1 -11.6
Supplemental Appropriations
P.L.107-117 34 - - - - - - -
P.L. 107-206 13.4 — — - - — — -
Total with Supplementals 334.2 — — — — — — —

Sour ces: H.Rept. 107-532, S.Rept. 107-213, H.Rept. 107-732.

Note: DERF request as shown in the appropriations conference report isreduced by $716.849 millionthat istransferred
to military construction appropriations. DERF allocation is as shown by the Senate Armed Services Committee in

S.Rept. 107-151.

Table C3: Summary of Congressional Action on Defense and Military
Construction Appropriations
(budget authority in millions of dollars)

Changej

FY2002] FY2003 Housel  Senate Conf.| Change from

Enacted] Request| Approp.] Approp.| Approp.|to Request| FY 2002

Defense Appropriations 317,473.7] 366,671.6| 354,712.9| 355,405.9 355,107.4| -11,564.3|+37,633.6

Military Construction Appropriations| 10,630.2|] 9,664.0] 10,083.0 10,622.0 10,499.0f +835.0 -131.2

Total 328,103.9| 376,335.7| 364,795.9| 366,027.9[ 365,606.4| -10,729.3|+37,502.4

Supplemental Appropriations

P.L. 107-117 (Jan. 2002) 3,395.6
P.L. 107-206 (Aug. 2002) 13,343.9

Total with Supplemental Approp. | 344,843.5| 376,335.7| 364,795.9| 366,027.9| 365,606.4| -10,729.3|+20,762.9

Source: Summary tables of appropriations conference reportsin Congressional Record, October 10, 2002, pp. 7807

and 7816.
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