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As Congress and the Obama administration prepare to spend billions, if not trillions, of taxpayer
dollars to bail out U.S. financial institutions and to stimulate the economy, the Project On
Government Oversight (POGO) would like to highlight its top five recommendations for quickly

increasing revenue and cutting costs.

Recommendations

Estimated
Revenue/Savings

1. Congress and the Department of Defense need to make fundamental
weapons acquisition reforms and redefine the military’s 21¥-century
priorities in order to reduce wasteful defense spending.

$39 billion

2. Federal agencies and Congress should work together to ensure that
government auditors and Inspectors General have sufficient funding,
staffing, and resources to expose wasteful and abusive spending. In addition,
agencies should make every effort to implement the recommendations made
by these oversight bodies, or at least provide a satisfactory explanation for
not doing so. Experience has shown that increased funding for auditors and
investigators ultimately results in greater savings for taxpayers.

$31.5 hillion

3. The Department of Energy should downblend its excess highly enriched
uranium and sell it as fuel for nuclear reactors.

$21.6 billion

4. Congress and the Department of Energy should substantially reduce the
number of deployed nuclear warheads, which would save money not only
on the refurbishment of unneeded warheads but also on associated delivery
systems. In addition, Congress should consider eliminating funding for
wasteful and unnecessary nuclear weapons facilities and plutonium pits.

$11.2 billion

5. The Department of the Interior should phase out its Royalty-In-Kind
program and return to a market-priced Royalty-In-Value program.

Unknown

TOTAL

$103.3 billion
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In his recent address to the joint session of Congress, President Obama announced that he has
“begun to go line by line through the federal budget in order to eliminate wasteful and ineffective
programs.” The President has released his FY 2010 budget proposal,? but POGO would like to
provide additional recommendations that are not captured in the President’s budget to assist the
President and Congress in their effort to eliminate wasteful and ineffective programs. These
recommendations would result in an increase of over $100 billion in revenue and savings for the
federal government, nearly all of which can be accomplished over the next four or five years.

1. Congress and the Department of Defense need to make fundamental weapons acquisition
reforms and redefine the military’s 21%-century priorities in order to reduce wasteful
defense spending.

A recent Government Accountability Office (GAO) report found that the Department of
Defense’s (DoD) FY 2007 weapons portfolio was $300 billion over initial estimates.> POGO has
issued many recommendations over the years for protecting taxpayers from out-of-control
defense spending.” Given today’s security and budgetary challenges, the time has come for
Congress and DoD to implement long-needed weapons acquisition reforms and eliminate costly
and outdated weapons programs.

In recent months, a number of government and private research organizations have issued
sensible recommendations for reducing wasteful defense spending without jeopardizing national
security interests. For instance, a January 2009 paper by the Congressional Budget Office (CBO)
considered the long-term implications of current U.S. defense plans, and proposed several
alternatives that could save taxpayers money in the long run.’

One such alternative is the CBO’s “evolutionary” approach, in which DoD would “forgo or scale
back acquisition of the new, advanced capabilities that the agency associates with military
transformation and instead pursue evolutionary upgrades to its current capabilities.” Even in the
next four years, this approach could lead to substantial savings on several weapons programs and
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would provide even greater savings in the outyears, while still providing the capabilities needed
by our warfighters. For instance:

e The Army could upgrade its existing tanks and fighting vehicles with the enhanced
capabilities being developed as part of the Future Combat Systems (FCS) program, but
cancel the FCS program. Estimated savings: $3.3 billion

e DoD could test, support, and upgrade ground-based missile defense programs at two
sites, but defer plans to deploy a third site in Europe. DoD could also defer deployment of
future missile defense systems, such as the airborne laser and the Space Tracking and
Surveillance System satellites. Estimated savings: $4.6 billion

Additional recommendations worthy of consideration are offered by the Center for American
Progress, including:

e End production of the F-22 Raptor at 183 planes. Estimated savings: $12 billion®

e Continue development of the F-35 Lightning 11 Joint Strike Fighter, but do not start full-
scale production until flight tests have been completed. To make up for the scheduled gap
in fighter aircraft, DoD should buy F-16 Block 60 fighters and F/A-18E/F Super Hornets.
Estimated savings: $1.8 billion’

e Cancel the MV-22 Osprey while continuing production of the CV-22. Estimated
savings: $1.8 billion®

In addition, President Obama has indicated a willingness to make cuts to the VH-71 Presidential
Helicopter Replacement Program (Marine One), which he called an example of military
procurement “gone amok.”® DoD confirmed last year that the acquisition cost of the program has
increased from $6.5 to $11.2 billion.* If DoD were to cancel Increment 11 of the program, it
would save taxpayers around $7.5 billion.**
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Finally, DoD should stop paying contractors award and incentive fees regardless of acquisition
outcomes, which has cost taxpayers $8 billion according to the GAO.*?

Estimated Savings: $39 billion

2. Federal agencies and Congress should work together to ensure that government auditors
and Inspectors General have sufficient funding, staffing, and resources to expose wasteful
and abusive spending. In addition, agencies should make every effort to implement the
recommendations made by these oversight bodies, or at least provide a satisfactory
explanation for not doing so. Experience has shown that increased funding for auditors and
investigators ultimately results in greater savings for taxpayers.

Auditors and 1Gs are on the front lines of rooting out wasteful spending in federal agencies. It is
essential that these offices have the funding, staffing, and resources they need to do their job.
Unfortunately, many oversight and IG offices are overworked and understaffed. For instance, a
2008 DaoD IG report found that while Pentagon spending has soared in recent years to cover the
costs of the global war on terrorism and the wars in Iraq and Afghanistan, staffing at the IG
office has remained “nearly constant.” As a result, in FY 2007 nearly half of the $316 billion
spent on weapons acquisition did not receive sufficient audit coverage.™® Congress needs to
provide auditors and IG offices with sufficient resources so that they can be truly effective
“junkyard” watchdogs. Although some IGs are receiving extra funding as part of the stimulus
bill, it is also important to increase their funding in the long term.

A 2002 POGO report found that at the Defense Criminal Investigative Service (part of the DoD
IG’s office), every dollar spent resulted in $14 in anticipated recoveries.** A more recent report
by the General Services Administration IG found that “for every dollar invested in preaward
contract reviews, at least $10 in lower prices or more favorable terms and conditions are attained
for the benefit of the government and the taxpayer.”*®

In addition, in FY 2008, federal contracting officers did not uphold the Defense Contract Audit
Agency’s (DCAA) findings on $6.5 billion in questioned, disallowed, or unsupported contract
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costs. This represented over one-third of all costs found to be unsupported by DCAA.*°
Furthermore, a recent report by the majority staff of the House Oversight and Government
Reform Committee found that federal agencies could potentially save taxpayers over $25
biIIi0r117by implementing over 13,000 recommendations that have been made by 1Gs since
2001.

If implemented, the combined recommendations by 1Gs and the DCAA would potentially result
in $31.5 billion in savings. If agencies decide not to implement these recommendations, they
should at least be required to provide a compelling reason for not doing so.

Estimated Savings: $31.5 billion

3. The Department of Energy should downblend its excess highly enriched uranium and
sell it as fuel for nuclear reactors.

Internal security tests and analyses have shown that the Department of Energy (DOE) cannot
adequately protect America’s voluminous stockpiles of weapons grade nuclear material.*® In
addition to posing a significant homeland security vulnerability, this dangerous material is very
expensive to store and secure. DOE should accelerate the downblending of its several hundred
tons of excess highly enriched uranium (HEU) and sell it as low-enriched uranium (LEU) fuels
for nuclear reactors. Harvard University’s Matthew Bunn has estimated that each ton of LEU
that is downblended from HEU would be worth $72 million.*® Therefore, downblending 300
metric tons of HEU? and selling it as reactor fuel would result in gross revenue of $21.6
billion.

Estimated Revenue: $21.6 billion
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4. Congress and the Department of Energy should substantially reduce the number of
deployed nuclear warheads, which would save money not only on the refurbishment of
unneeded warheads but also on associated delivery systems. In addition, Congress should
consider eliminating funding for wasteful and unnecessary nuclear weapons facilities and
plutonium pits.

Congress could easily save money by reducing the existing nuclear weapons stockpile. A recent
report by the Carnegie Endowment for International Peace found that the U.S. spent
approximately $29.1 billion in FY 2008 to operate and maintain the nation’s nuclear arsenal and
nuclear weapons production complex. Although the exact number has not been disclosed, experts
estimate that the U.S. military stockpile contains approximately 5,204 nuclear warheads, with an
additional 4,400 warheads awaiting dismantlement.* In a 2008 op-ed piece in the Wall Street
Journal, George Shultz, William Perry, Henry Kissinger, and Sam Nunn proposed that U.S.
nuclear forces could be vastly reduced without jeopardizing national security.?? Reducing the
number of deployed warheads would also save money on associated delivery systems such as the
B-52, the Minuteman I11, and the D5 Trident missile and submarines.

An upcoming report by the Nuclear Weapons Complex Consolidation Policy Network estimates
that the U.S. could save $2.5 to 3 billion by reducing the stockpile of nuclear weapons to 1,000
by 2015, and dramatically shrinking the nuclear weapons complex and limiting weapons
activities.?

Still more money could be saved by halting construction on the Chemistry and Metallurgy
Research Replacement — Nuclear Facility (CMRR-NF) at Los Alamos National Laboratory
(LANL), since existing LANL buildings such as the Plutonium Facility (PF-4) could be
refurbished and expanded for the same purpose, but at much less cost.

Another expenditure that can be eliminated is the proposed construction of the Uranium
Processing Facility (UPF) at Y-12 National Security Complex in Tennessee. DOE has provided
no clear rationale for this facility. In fact, the construction of a new building gives it an out from
downblending the hundreds of metric tons of excess HEU that DOE is currently storing at great
risk and cost.**
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Spending: Assessing Costs, Examining Priorities. January 2009.
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CMRR-NF is currently estimated to cost $2.6 billion, more than four times the initial estimate,
and the current design cost for UPF is $3.5 billion.?° The cost of both projects is likely to be even
higher given DOE’s past performance on major construction costs. For instance, the cost
estimate for the Highly Enriched Uranium Materials Facility (HEUMF) at Y-12 has ballooned
from $97 million to $500 million.”’

Congress should also eliminate funding for new plutonium pits, a core component of nuclear
weapons. The House Energy and Water Appropriations Subcommittee recently concluded that
the additional production of plutonium pits “serves obsolete Cold War concepts rather than
current or future needs.”?® In addition, a review by JASON, the government’s senior independent
scientific advisory group, found that thousands of pits in the U.S. stockpile will be viable for at
least 100 more years, obviating the need for new ones.?> NNSA’s current plan to produce 20 pits
at $130 million per pit would cost taxpayers $2.6 billion. Eliminating funding for additional pits
would also negate the need for pit production facilities such as the CMRR-NF.

To summarize: the government could save $2.5 billion by reducing the nuclear weapons
stockpile, $2.6 billion by canceling the proposed construction of the CMRR-NF, $3.5 billion by
canceling the proposed construction of the UPF, and $2.6 billion by eliminating funding for
nuclear pit production.

Estimated Savings: $11.2 billion

5. The Department of the Interior should phase out its Royalty-In-Kind program and
return to a market-priced Royalty-In-Value program.

Oil and gas royalties collected from drilling on federal lands and waters are one of the largest
sources of federal revenue other than taxes. Despite its important mission of collecting these
royalties, the Department of the Interior’s (DOI) Minerals Management Service (MMS) has
become best known for its mismanagement and corruption.® In recent years, MMS has
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increasingly accepted royalty payments in the form of product rather than cash. But despite
MMS’s embrace of the Royalty-In-Kind (RIK) program, the GAO has repeatedly found that
MMS cannot accurately verify the program’s costs and benefits. In fact, the information that is
available strongly suggests that RIK exists primarily to benefit the oil and gas industry.

While the opaqueness of the RIK program makes it difficult to estimate its costs and benefits, the
GAO has found, for instance, that in FY 2006, 64 percent of oil collected in kind was sold for
less than MMS would have received for the oil in value. The GAO also found that MMS has not
been upfront about the uncertainties surrounding the supposed benefits of taking royalties in
kind. A 1 percent error in the estimate of what the agency would have received in cash payments
can lead to a difference of millions of dollars in comparing the benefits of taking royalties in
kind versus in value.®*

Estimated Revenue: Unknown

The Project On Government Oversight (POGO) is an independent nonprofit that investigates
corruption and other misconduct in order to achieve a more effective, accountable, open, and
honest federal government. Throughout its 27-year history, POGO has consistently issued
recommendations aimed at improving the government’s collection of revenue and eliminating
wasteful spending programs.
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