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INTRODUCTION

Chairman Wilson, Congresswoman Davis and distinguished members of the subcommittee, |
appreciate the opportunity to appear before you to discuss Personnel and Readiness programs in
support of the President’s budget request for Fiscal Year (FY) 2013. Thank you for your support
of our Active, Reserve Component military members, their families, and our government
civilians who have done everything we have asked of them and more.

As you have heard from Secretary Panetta, the FY 13 budget request was the product of an
intensive review of our defense strategy necessitated by the fact that our country is at a critical
turning point after a decade of war and substantial growth in our budgets. Today, I will describe
how we can sustain the All-Volunteer Force for generations to come—a force that has a proven
record of unprecedented success in operations around the world. Accomplishing this will require
the Department to make hard choices regarding competing priorities for limited funding. This
plan is predicated on the assumption that the Military Services are appropriately resourced,
experienced, and flexible enough to rapidly adapt to emerging threats. Resourcing the reset of the
force, while maintaining force readiness, will undoubtedly be one of the most challenging issues
of our time.

As the Acting Under Secretary of Defense for Personnel and Readiness my priorities focus

on: Total Force Readiness, Improving the Military Health System, and Total Force Support.

READINESS

After ten years of intensive operations our forces are among the most capable in our Nation’s
history. Our Active and Reserve Component members and our defense civilians are well
prepared to execute current operations and respond to emergent needs, and are experienced and
proficient in a wide range of real world operations. We have, by necessity, mastered a host of
specialized capabilities that depend heavily on language and culture, governance, rule of law,
development, and other specialized skills; not all of which are within the Department’s
traditional scope of responsibility. However, fully preparing for these missions means that there

have been fewer capabilities available for large-scale, major combat operations. As we end



today’s wars and adjust to new strategic guidance, we find ourselves naturally transitioning back
toward a broader range of security missions.

The first sign of this transition is the return of full-spectrum exercises that we have seen over
the last year. Specifically, the Marine Corps exercised its first large-scale amphibious assault in
ten years just a few weeks ago. Similarly, the Army is shifting to decisive action training
exercises at the National Training Centers. We will see more of these exercises as forces return
and reset from current operations. In addition, the Army has begun to regionally align maneuver
and enabler forces to some Combatant Commands to conduct security cooperation and security
force assistance activities. These forces will have appropriate language, culture, advisor training
and skills to enable expanded engagement with critical partners in the region.

Although this transition is occurring in the midst of unavoidable fiscal pressure, we have
committed to maintaining a ready, capable All-VVolunteer Force. Program reductions were
deliberately managed to preserve operational flexibility and to keep faith with service members
and their families who have made significant sacrifices. We realize that sometimes, either due to
unforeseen circumstances or a changing world, even the most well conceived plans must be
revised. For this reason, my office is maintaining its role of closely monitoring the readiness of
our forces for the dual purposes of identifying and remediating critical deficiencies or unmet

requirements.

End Strength

We know that multiple deployments to Iraq and Afghanistan, with limited time at home for
recovery, have stressed our military members and their families. With the draw down in Irag and
Afghanistan, this stress is fundamentally reduced. We have withdrawn 50,000 troops from Iraq
since 2010, and will have reduced Afghanistan troop levels by 30,000 at the end of this year.
Barring unforeseen events, the Secretary’s goal of two or more years at home for every year
deployed will likely be met this coming year. The All-Volunteer Active and Reserve Force is
healthy, and our Services are achieving or exceeding their recruiting and retention goals.

Today, our overall military end strength, which includes the base force and overseas
contingency operations, is at 2,269,700 in FY12. While the initial changes to force size are

muted, a 1.4 percent reduction equating to a 31,300 person reduction in FY12, ultimately the



Department will be at 2,145,800 by FY17. This 5.5 percent reduction equates to 123,900 fewer
troops and will be spread throughout the components of the force.

o Army Active, Reserve, and Army National Guard (NG) end strength in FY 13 is projected
to be 1,115,300-0.9 percent less than FY12. In FY17 the end strength will be 1,048,200,
a 6.8 percent reduction from FY12.

0 Navy Active and Reserve end strength in FY13 is projected to be 385,200-1.7 percent
less than FY12. In FY17, the end strength will be 376,600, a 3.9 percent reduction from
FY12.

0 Marine Corps Active and Reserve end strength in FY13 is projected to be 236,900-2.0
percent less than FY12. In FY17 the end strength will be 221,700, an 8.3 percent
reduction from FY12.

0 Air Force Active, Reserve, and Air NG end strength in FY13 is projected to be 501,000—
1.9 percent less than FY12. In FY17, the end strength will be 499,300, a 2.3 percent
reduction from FY12.

A force drawdown of this size has not been experienced since well before 9-11.

Total Force Management

The Department will face force management challenges over the next several years which are
far greater than those we have experienced since September 11, 2001. We must balance the
competing requirements for equipment reset, modernization and support for our service members
and their families in a climate of reduced budgets. Responsibly managing the required force
reduction, while ensuring we keep faith with those who have sacrificed so much to secure our
Nation’s interests, and properly caring for our military families as many service members
transition to veteran status is a responsibility taken very seriously and one which my organization
is helping to facilitate. The Congress aided this effort immeasurably by recently enacting
legislation that expanded voluntary separation programs which provide appropriate recognition
for significant military service, such as the temporary early retirement authority (TERA) which
gives the Military Departments the flexibility to offer retirement to service members with more
than 15 but less than 20 years of service. We will continue to work with the Congress to reinstate
additional expired authorities from previous drawdowns that would offer the Department the
ability to focus separations and avoid the loss of critical expertise.

The Department’s Total Force of active and reserve military, government civilians and
contracted services represents a carefully coordinated approach that balances operational needs,

satisfies mission requirements, and recognizes fiscal constraints. Our future plans will seek to

4



balance the capabilities and cost of all elements of the Total Force. They cannot be managed in
isolation if we are to avoid a hollow force and unnecessary expense. Our plans recognize:

0 Decreased operational commitments and revised overseas posture;

0 A Reserve force that is an operational asset;

o A highly skilled civilian workforce capable of performing mission essential and
inherently governmental tasks;

o Contracted support that is cost effective and designed to provide appropriate and
complimentary support to our operational needs;

o Civilian decreases that have been carefully targeted to deliver efficiencies initiated by
Secretary Gates; and

o] Eff_icient management of our contractor workforce as part of our Total Force mix and not
as just an acquisition management action.

Active Duty Recruiting

Recruiting for the All-Volunteer Force continues at unprecedented levels. The Department
closed out FY11 with all active Services meeting or exceeding recruiting objectives, both
numerically and by recruit quality. As shown in Table 1, we continue that record pace into FY12,
with 44,414 new recruits against an objective of 44,323 through January of this year. Recruit
quality remains considerably above Department benchmarks (or standards), with 98 percent of
new recruits having a high school diploma (90 percent benchmark) and 80 percent scoring above
average in aptitude (60 percent benchmark) on the Armed Forces Qualification Test (AFQT). Of
particular note is the fact that very few recruits accessed at or below the 30" percentile on the
AFQT through January of this year.

Table 1
Recruit Quality (FY 2012 Through January)Active Components

Quantity Quality

AC Enlisted Percent High Percent Scoring at/
Recruiting Accessions Percent of School Graduate; | above 50th Percentile
FY12 (End of Goal Benchmark = on AFQT;

January) 90% Benchmark = 60%

Percent Scoring at/
below 30th
Percentile on
AFQT; Benchmark
=4%

Army

Navy

Marine Corps

Air Force
DoD Total

Quantity Key: 100 percent or above goal; 90-99 percent of goal;
Quality Key: 100 percent or above benchmark; 90-99 percent of benchmark;




Generally, a slow economy makes recruiting less challenging, and operates to the advantage
of those who are hiring, including the U.S. military; clearly, the current state of our economy has
been one of the drivers of this recruiting success. As we see signs of economic improvement, we
will remain vigilant and continue to monitor the impact of that improvement on our recruiting
efforts. Despite the positive effect of the economy on recruiting, there remain other factors
counterbalancing our ability to attract bright, young Americans into the Armed Forces—the
lower likelihood of influencers of youth (e.g., parents and teachers) to recommend service, a
large and growing proportion of youth who are ineligible to serve in the military, higher numbers
of youth going to college directly from high school, and continuing concerns about the prolonged
worldwide, irregular campaign with its concomitant high operations tempo. Therefore, we are in
uncharted waters with significant factors directly affecting military recruiting in both positive
and negative ways.

Due to these direct effects on recruiting, and as the Nation faces a demographic shift, it is
important that the Department align its recruiting assets to tap emerging markets. Leveraging the
diverse perspectives, and cultural, language and regional competencies present in our force
ensures we encourage innovation and optimize mission success with respect to evolving
challenges we will face well into the 21% Century. We are carefully reviewing recruiting
programs to align funding and policies with current realities as we recognize the necessity of
current and future budget constraints. We will strive to ensure the resources dedicated to
recruiting are reasonable and remain at levels that will not compromise success. The Services
will decide where best to take those cuts and any realignments undertaken will be done carefully

and their effects closely monitored.

Recruit Quality: The Department generally reports recruit quality along two dimensions—

aptitude and education. Both are important, but for different reasons.

Aptitude is an indicator of trainability and job performance. All recruits take an enlistment
test called the Armed Services Vocational Aptitude Battery (ASVAB). One component of the
ASVAB, the Armed Forces Qualification Test (AFQT), measures math and verbal skills. Those
who score at or above average on the AFQT are in Categories I-111A, while those who score

between the 10" and 49™ percentile are placed in Categories 111B and 1V. Applicants scoring



below the 10™ percentile are ineligible to enlist. We value higher-aptitude recruits because their
training and job performance are superior to those who score in the lower categories.

The Department’s educational enlistment policy groups education credentials into three
tiers—Tier 1, consists primarily of traditional high school diploma graduates; Tier 2 consists of
alternate credential holders, to include home-school and virtual/correspondence schools; and Tier
3 is non-graduates. Education credential is used not to measure the quality of education or the
intelligence of the applicant, but rather the applicant’s likelihood of completing his or her
enlistment term. Years of research and experience indicate about 80 percent of recruits with a
high school diploma complete their first three years of service, whereas only about half of those
without a high school credential will complete three years. The attrition rates of those holding an
alternative credential (e.g., GED) fall between these extremes. The Department’s benchmark is
that 90 percent of new recruits are high school diploma graduates.

As a result of the evolving methods of education delivery across the Nation, Section 532 of
the National Defense Authorization Act (NDAA) for FY12 required the Department to
restructure the education credential tiers we use to determine enlistment priority. Specifically, the
Act expanded Tier 1, “High School Diploma Graduate,” to include graduates of alternative
educational delivery methods. From past experience, we find these individuals, on average, have
significantly higher attrition rates—the current first-term attrition rate for high school diploma
holders is 28 percent; alternate credential holders average a 38 percent rate. We remain
concerned about the long-term impacts of this policy change as it costs the Services
approximately $55,000 to replace (recruit, train, equip, pay) each individual who fails to
complete his or her initial term of service. Nevertheless, the new policy will be in place by July
of this year as directed, and we will monitor the attrition behavior of these recruits. Additionally,
as encouraged in the legislation, we will continue to develop new methods of identifying those
who are qualified for recruitment and enlistment into the Armed Forces. These methods may
include use of a non-cognitive test, adaptive personality assessment, or other operational attrition
screening tools to predict performance, behaviors, and attitudes of potential recruits which
influence attrition and the ability to adapt to a regimented life in the Armed Forces.



Active Component Retention:

Similar to our recruitment numbers, the Army, Air Force, Navy, and Marine Corps all exhibit
strong retention numbers for the first four months of FY12 continuing a trend from the previous
year (Table 2). The resilience of the All-Volunteer-Force through two wars continues to prove
the tremendous dedication and patriotism of the men and women serving our great Nation. | am
humbled by their willingness to place themselves in harm’s way and do their Nation’s bidding.

That said, I also recognize we will face new challenges as the economy improves, conflicts
subside, and uncertainty rises over the drawdown of the force. The Department must ensure
meaningful missions, support for our military families, and complete transparency regarding our
reduction efforts. Despite budget pressures we are committed to careful and deliberate reviews of
service member and family programs with an eye on retention. We can ill afford to arrive at the
end of the drawdown with a force that does not match the capabilities the Nation requires and
without the resources necessary to make adjustments. Towards this end, | am encouraged by the
plans offered by the services as they make difficult force reduction decisions. For example, the
Services are limiting reductions in accessions to ensure we meet future requirements, and they
are offering voluntary separation programs to service members prior to taking involuntary
separation actions whenever possible. We also intend to extend to the Congress our commitment
of transparency in these efforts. Together | am convinced we can create an environment that
avoids the pitfalls experienced throughout history by most post-conflict militaries. While this
will undoubtedly prove extraordinarily challenging, | believe you will agree we owe it to our
Nation and to the soldiers, sailors, airmen and Marines who will continue to stand watch for the
generations to come.

Table 2
Active Duty FY 2012-January Retention Report:

Active Duty Retention by Service by Zones of Eligibility

Status | Reentisted i\/llssmn YTD FY12 Retention
Goals
Army
- Initial G 6,165 5,593 | 110% | 32,893
- Mid-Career | G 3,807 3,662 | 104% | 21,974
- Career G 1,545 1,545 | 100% | 13,133




Navy

- Initial G 3,782 1,992 | 190% | 9,180
- Mid-Career | G 2,349 1,261 | 186% | 4,974
- Career G 1,947 1,404 | 139% | 3,773

Marine Corps

First G 5,305 2,100 | 253% | 6,300
Subsequent G 5,107 2,733 | 187% | 8,200
Air Force

- Initial G 5,998 4,812 | 125% | 15,927
- Mid-Career | G 3,561 2,883 | 124% | 9,543
- Career G 2,812 2,512 | 112% | 8,315

!Mission YTD represents the cumulative monthly percentage of the Service’s FY Goal.
2 Retention year traditionally starts on July 1% even though the numbers are not official reported until October 1%,
The Marine Corps frontloads the retention year and first termers tend to reenlist early in the FY.

Women in the Service

The Department has recently completed a review of how we assign women in the service. As
requested by the Congress, the Department, in coordination with the Military Departments,
reviewed laws, policies, and regulations, including our co-location policy, to determine if any
changes were needed to ensure female members have an equitable opportunity to compete and
excel in the Armed Forces. We took a hard look at the current restrictions on women, and
recommend changes within the report to Congress (available to the public online

http://www.defense.gov/news/WISR_Report_to_Congress.pdf). Pending expiration of the

Congressionally-required notification period, the Department will implement a change to policy
that eliminates gender-based assignment restrictions to units and positions that are doctrinally
required to physically co-locate and remain with direct ground combat units that are closed to
women. These recommendations will open over 14,000 positions to women, including six Army
occupational specialties. The Department is not stopping with the policy changes set forth in the
report. The Services will continue to evaluate these recommendations to inform future policy
revisions in addition to developing gender-neutral standards for physically demanding

occupations. Secretary Panetta directed the Secretaries of the Military Departments and Chiefs of


http://www.defense.gov/news/WISR_Report_to_Congress.pdf�

Military Services to report their progress on the development of gender-neutral standards,
assessment of newly opened positions and recommendations for any further positions that can be
opened, six months after implementing these changes. We continue to reiterate our commitment
to removing all barriers that would prevent service members from rising to the highest level of

responsibility that their talents and capabilities warrant.

Implementation of the Repeal of “Don’t Ask, Don’t Tell”

Since September 20, 2011, the effective date of repeal, the Services report there have been no
significant issues related to the implementation of the repeal of “Don’t Ask, Don’t Tell.” By all
accounts, implementation is going smoothly across the force. We attribute this success to our
comprehensive pre-repeal training programs, combined with the discipline of our service
members and continued close monitoring and enforcement of standards by our military leaders at
all levels. Prior to repeal, the Department saw a preponderance of the force, 2.25 million service
members, trained regarding the necessary policy and regulation changes that went into effect on
“Repeal Day.”

The Department and the Services remain engaged in ongoing implementation efforts. A
formal monitoring process ensures continual assessment and reporting to the Secretary of
Defense. Elements of this monitoring process include regular Service assessment reports and
periodic surveys of service members. Through this feedback mechanism, the most common
question we hear from the field is about benefits—specifically, whether or not benefits will be
extended to same-sex partners. The Department is engaged in a comprehensive review of the
possibility of extending eligibility for additional benefits, when legally permitted, to same-sex
partners, and our goal is to complete this review by the end of the fiscal year. With leadership,
professionalism, discipline, and respect, the Department and our service members remain fully
committed to the implementation effort, consistent with our standards of military readiness,

effectiveness, unit cohesion, and recruiting and retention for the Armed Forces.

General, Flag Officer, and Civilian Senior Executive/Equivalent Efficiencies
In 2011, the Secretary of Defense made the decision to eliminate, reduce, or reallocate 140
general or flag officer (GFO) positions and a minimum of 150 Civilian Senior Executive /

Equivalent (CSE) positions. The Department designated 102 GFO positions for elimination
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(complete removal from structure or downgrade of a position to a grade of O-6 or below) and
211 CSE positions for elimination. By the end of the year, we had eliminated 29 GFO positions
and reduced 20 positions to a lower grade of GFO. We are moving forward to implement the
remaining efficiencies gradually over the next several years as conditions allow, not adversely
affecting missions or forcing readiness. Three years ago, Congress’ authorization of the Joint
Pool created the foundation for increased flexibility for the Department in the management of
positions. This latest efficiency effort will take those policies to the next level and will create
flexibility for each of the Military Departments to ensure their readiness to respond to any
emerging threat. CSE reductions are being implemented based on a two-year strategy. To date,
93 Senior Executive Service, Senior Level or Senior Technical (SES/SL/ST) positions, and 57
Defense Intelligence Senior Executive and Defense Intelligence Senior Level (DISES/DISL)
positions have been reduced. The remaining CSE efficiencies will be completed by March 2013.

Growing Language and Culture Capabilities

The President directed the Department to sustain U.S. global leadership as we transition from
a long-term engagement in two wars toward a more global presence focused on the Asia-Pacific
and the Middle East. Though Service end strengths will decrease, the demand for language skills,
regional expertise, and cultural awareness will increase, as these capabilities are essential not
only to our mission readiness but to achieving national security, building partner capacity, and
strengthening alliances. Currently, nine percent of military personnel have tested or self-
professed foreign language skills at any level of proficiency and five percent have skills that
meet the Department’s need for limited working language proficiency or above.

Increasing the language capabilities of the Department depends on recruiting policies,
training, assignment policies, retention, overall career management, and the U.S. educational
system. We have efforts underway to coordinate national and Departmental language
capabilities, as well as initiatives for long-term sustainment. The goal is to ensure a spectrum of
programs that include pre-accession, and in-service military and civilian training, while
establishing new career paths for personnel with language and culture skills. These efforts
include increasing the foreign language skills of the Department’s military and civilian

personnel, as well as outreach to our Nation’s schools and universities to promote the teaching of
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critical languages. All these efforts are essential to achieving a force, a Nation, and a citizenry

capable of facing the threats, opportunities, and challenges we will confront in the 21st century.

Drug Demand Reduction

The abuse of illicit and prescription drugs in the U.S. military has substantial implications on
force readiness and safety. The goal of the Drug Demand Reduction (DDR) Program is to protect
readiness and the well-being of our civilian and military personnel by detecting and deterring
drug abuse. Toward that end, the Department and Services have recently expanded the existing
panel of tested drugs to include frequently abused prescription medications, such as Vicodin and
Valium. The Department’s minimum random drug testing goal is 100 percent with a positive rate
below two percent. Overall, drug positive rates for active duty military personnel across all
Services have continued to decline and the current rate of positive specimens is below one
percent, the lowest in the program’s history. As with many programs, the DDR Program incurred
a reduction in budget which will require additional efficiencies in collection, outreach, and

educational programs. This will also require increased targeted random drug testing.

Suicide Prevention

Every person within the Department of Defense is a valuable team member and each loss to
suicide is a preventable tragedy. For this reason, we are taking aggressive steps to address
suicide by enacting policies, providing supportive services and assistance, implementing training
initiatives and publishing education materials, and conducting data surveillance and research to
support service members and their families. For example, the Department increased behavioral
health providers from 6,590 to 8,898 total providers, a 35% increase over the past three years,
adding mental health providers in primary care settings and embedding them with front line
units. We have also partnered with the Department of Veterans Affairs (VA) to build a
continuum of support for transitioning members. This partnership will not only provide more
service options for our members, it will allow us to compile more complete data that could lead
to better predictive and preventative measures.

We are building and shaping resiliency and coping skills through realistic and interactive
training to ensure every Service member can recognize the warning signs of suicide and

encompass the skills and knowledge necessary to purposely intervene. An example of this is the
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award winning “Never Leave a Marine Behind” Noncommissioned Officer suicide prevention
training program. Additionally, the Defense Center of Excellence for Psychological Health and
Traumatic Brain Injury is conducting research and publishing fact sheets, articles and other
materials to assist care providers, peers, chaplains, and leaders prevent suicide.

We are committed to further research on understanding and preventing of suicide as with the
ARMY Study To Assess Risk and Resilience in Service Members (ARMY STARRS), which is
the largest study of mental health risk and resilience factors ever conducted among military
personnel. Conceived by scientists at the NIH’s National Institute of Mental Health (NIMH),
ARMY STARRS was formalized through a memorandum of agreement that authorized NIMH to
conduct an extensive investigation with Army funding. The ARMY STARRS program is led by
an interdisciplinary team of Army, Academic, and NIH investigators.

Though we have been able to arrest the increasing rate of suicides over the past three years,
the Department continues to work hard to reduce these tragedies. We have established a Defense
Suicide Prevention Office to serve as the focal point for developing and overseeing suicide
prevention policy, training, and programs across the Department. This office will also
collaborate with Military Departments to implement the recommendations of the Department of
Defense Task Force on the Prevention of Suicide, and serve as our lead with the VA and non-
government organizations to identify and institute a continuum of suicide prevention efforts for

personnel leaving the Department.

Sexual Assault Prevention and Response

As Secretary Panetta has stated, this Department has a zero-tolerance policy against sexual
assault and this is a leadership issue first and foremost. We have received the final numbers from
the Services and the Department had 3,192 reports of sexual assault in FY11; because of
underreporting, estimates are closer to 19,000 (per a FY10 Defense Manpower Data Center
survey). This is in stark contrast to the first sample survey in 2006, when the estimate was
34,000. Since 2006, more victims are stepping forward to report assaults and the percentage of
alleged sexual assault offenders facing court-martial proceedings has increased.

In this past year alone, we have made significant strides. We recently published a revised
Directive expanding our support to assault victims to include military spouses and adult military

dependents, the Department’s civilians stationed abroad and the Department’s U.S. citizen
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contractors in combat areas. In addition, two new policies address expedited transfers and the
retention of law enforcement records for 50 years. To ensure national standards for victim
services, we are establishing a sexual assault advocate certification program and, we established
the DoD Safe Helpline which provides anonymous and confidential, 24/7 hotline and texting
support to victims anywhere in the world. We are collaborating with the VA and Department of
Labor to establish a continuum of care for victims of sexual assault transitioning from military to
civilian life and will use the DoD Safe Helpline as a vehicle to help these transitioning service
members.

To improve the tracking of reports, the Defense Sexual Assault Incident Database will be
implemented by March 31* and be fully operational by August 31%'. Because sexual assault cases
are some of the toughest cases to investigate and to prosecute, the Department has committed
funding through FY17 to provide sexual assault specific training for judge advocates and
criminal investigators and we are assessing the Sexual Assault Prevention and Response training
for commanding officers and senior enlisted leaders. We will continue to hold the perpetrators

appropriately accountable and all military service members will live up to the high standards set.

Compensation

Senior leaders in the Department place a high value on the willingness of America’s military
personnel to serve their country. We understand our compensation system must be competitive,
recognize the demands of military service, and always provide sufficient compensation to attract
and retain qualified personnel. The 9™ Quadrennial Review of Military Compensation shows that
service members need to be paid equal to or better than 70 percent of their civilian counterparts.

Through the work of Congress, our service members received generous military pay raises
over the past decade and, as a result, military compensation has increased and significantly
exceeds that 70th percentile. Additionally, over the past decade, the Department and Congress
addressed a host of challenges ensuring military compensation remained competitive, and this
has allowed the Department to continue to succeed in recruiting and retaining the high-quality,
All-Volunteer Force required by the Nation, despite nearly a decade at war.

As we reset following the end to combat operations in Iraq, the beginnings of force
reductions in Afghanistan, and in light of the Nation’s economic crisis and our expected

manpower reductions, slowing the future growth of military compensation will be important. As
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mentioned earlier, we expect challenges in recruiting and retention to grow over the next few
years as both the economy and labor market continue to improve. The current, competitive
military compensation package makes the Department well suited to respond to those challenges,
even during this time of war. As a result, we have requested full pay raises for FY13 and FY14,
and more limited pay raises beginning in FY15. For FY13, this would provide an increase in
military basic pay for all service members of 1.7 percent, which is in line with earnings increases
seen in the private sector as measured by the annual change in the Employment Cost Index.

The Department also understands current fiscal pressures demand change, and that the costs
of military compensation are significant. Some cost savings will be achieved through proposing
more limited pay raises beginning in FY15. However, in the continuing search for budget cuts
and efficiencies, we are evaluating the military compensation system, focusing first on military
retirement. As | stated before the subcommittee in October of last year, we have been conducting
a vigorous, internal review, and are working diligently to identify and evaluate retirement
alternatives. In addition to this ongoing review, the Department recommends Congress establish
an independent commission to review military retirement, as requested by the Administration.
We fully support formation of such a commission, and if enacted, we will provide significant
input. Most importantly, our review is performing critical and rigorous modeling and analysis of
various alternatives. While many in the private sector, and elsewhere, have suggested
alternatives to the current military retirement system, few have undergone rigorous modeling or
analysis. We are committed to ensure any proposal we develop is sound and does not harm the
Department’s ability to recruit and retain the future force. Secretary Panetta has also made clear
that current members will be grandfathered; for those who serve today, there will be no changes
in retirement benefits. Following the review of military retirement, we plan to continue our
comprehensive, broad-based review of military compensation in search of additional efficiencies

and savings.

Reserve Component

The FY 13 budget supports the increased utilization of the Reserve Components (RC) as
called for in the National Defense Strategy and will enable the RCs to continue to fulfill their
vital national security role. The Department’s Ready Reserve totaling about 1.1 million members
contributes 43 percent of total military end strength at a cost of nine percent of the total base
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budget. The National Guard (NG) and Reserve provide trained, ready, and cost-effective forces
that can be employed on a regular operational basis, while also ensuring strategic depth for large-
scale contingencies or other unanticipated national crises.

Prior to 2001, the RCs were primarily a strategic reserve with occasional operational
missions as needed to augment active forces. Since 2001, RC units and individuals have been
heavily employed across the full spectrum of military operations and have demonstrated their
readiness and criticality. Our current NG and Reserve is, arguably, the most combat seasoned
reserve force ever, and we plan to capitalize on this significant investment to provide needed
military capacity during current austere economic times.

The FY 13 budget anticipates the Department will continue to use the Guard and Reserve as a
vital part of the operational force and—where it makes sense—as a force of first choice. Today’s
Citizen Warriors have made a conscious decision to serve, with full knowledge that their
decisions mean periodic recalls to active duty under arduous and hazardous conditions. In
approximate numbers, as of December 31, 2011, the Ready Reserve currently consists of:

0 Selected Reserve: 844,400
o0 Individual Ready Reserve: 220,000
o Inactive NG: 3,700

Reserve Component Utilization

The chart below clearly demonstrates how use of the RCs has changed dramatically since
1990. The RC has become an integral part of the Nation’s military force participating in nearly
every mission worldwide for the past two decades. As this practice continues, the Department
has emphasized prudent and judicious management and use of the RC to help mitigate stress on

the Active Force.
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Reserve Component Contributions
(through October 2010)
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Total RC usage in support of Contingency Operations since September 11, 2001 is 835,689
(809,913 Selected Reserve and 25,776 Individual Ready Reserve). Of those, 80 percent have
deployed in the U.S. Central Command area of responsibility. On December 31, 2011, there

were 86,213 RC members activated in support of ONE/ONE ; of those, 35,361 were deployed in
the Central Command theater.”

Re-aligning Capabilities

The RC is well suited for use as a source of strategic depth as well as in a wide variety of
operational roles, including providing: (1) rotating operational units deployed in response to
Combatant Commander needs and Service requirements; (2) units and teams deployed in support
of Theater Security Cooperation and Building Partner Capacity activities around the globe; (3)
individual augmentees who can be deployed in response to Combatant Commander, Defense
agency, or Service needs; (4) units, teams, and individuals to support core Unified Command
Plan missions such as Homeland Defense and Defense Support of Civil Authorities, as well as to
support Governors in state security; and (5) units, teams, and individuals assigned to support
Department or Service institutional needs. RC forces are well-suited for missions and tasks in

support of Theater Security Cooperation and Building Partner Capacity activities and specialty
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missions requiring unique skills, particularly when the RC units have an enduring relationship

with a supported command.

Individual & Medical Readiness

One of the key aspects of maintaining a viable, operational RC is to ensure that our military
members and our civilian employees maintain the highest level of individual readiness. We must
focus on maintaining the appropriate physical fitness levels for a force that has a higher average
age than the Active Component. Similarly, ensuring that our RC members are medically and
dentally ready to serve is of the utmost importance.

Employing the RC as operational force requires modifications to training schedules and
funding requirements. Before we operationalized the RC, normal minimum training profiles
consisted of training two days per month plus 14-15 days of active duty for training annually.
During that training time, RC personnel were required to meet the same standards as their Active
counterparts. While that training profile remains in-place for some types of units, for those with
planned deployments, training days prior to mobilization increases. This training profile, with
more training pre-deployment and less post-deployment, minimizes mobilized time away from
families and civilian jobs. Increasing individual readiness by modifying training profiles with
resources and policies is a major focus area that will allow the Guard and Reserve to capitalize
on the gains made during the last decade and enable sustained use of the RC as an operational
force.

We continue to monitor Individual Medical Readiness of the NG and Reserve to ensure
availability of ready RC members for deployment, as it is a priority for the Department. By the
fourth quarter of FY11, the RC had increased its Fully and Partially Medically Ready
(FMR/PMR) rate five percent over first quarter FY11 rates, and reduced the Indeterminate
population by six percent. Most notably, the Marine Corps Reserves improved their FMR status
by 16 percent and reduced the PMR rate by 14 percent—over half of the FY11 first quarter rates.
The Coast Guard Reserve also made great improvements increasing their FMR rate by nine
percent, and reducing their Indeterminate and Not Medically Ready population by four and six
percent respectively. While we continue to face challenges with Dental Readiness, all Services
are over the 75 percent goal except Army Reserve and Army NG which are at 71 and 73 percent

respectively. We are working diligently to improve access to medical and dental services for RC
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members. For example, the Army Reserve now budgets additional medical and dental services

into their Readiness Accounts for RC members if needed.

Yellow Ribbon Reintegration Program (YRRP)

The YRRP is a Congressionally-mandated program whereby the Services provide RC service
members and their families with critical support, information, services, and referrals throughout
the entire deployment cycle focused primarily on local community resources to maximize
successful Service member reintegration back into their civilian lives. During the past three
years, the YRRP has evolved into a successful, forward-leaning program providing essential
readiness and resiliency training and resources to over 800,000 service members and designees.
In FY11, Congress appropriated $16 million to the YRRP for enhanced outreach and
reintegration employment activities which allowed the Department to support various State-led
initiatives.. YRRP’s FY12 funding is entirely dedicated to supporting its legislatively mandated
core activities. To support the use of the Operational Reserve in the future, we will ensure

funding for Service YRRPs is moved to their base line budgets.

Employer Support of the Guard and Reserve

The Employer Support of the Guard and Reserve (ESGR) core mission is to develop and
promote employer support for Guard and Reserve service by advocating relevant initiatives,
recognizing outstanding support, increasing awareness of applicable laws, and resolving conflict
between employers and service members. For the past 40 years, ESGR has been the lead
organization in the Department for service members and their civilian employers with respect to
the Uniformed Services Employment and Reemployment Rights Act (USERRA). In executing
its core mission, ESGR works with service members and employers to resolve disputes whenever
possible. This not only assists the service member, but lessons the number of cases opened by the
Department of Labor for formal investigation and resolution. Through its network of 4,800
volunteers, ESGR accomplished the following during the past year:

o Through Employer Outreach, ESGR volunteers briefed 153,062 employers regarding
their rights and responsibilities in accordance with USERRA and attained 45,140
Statements of Support. Employers signing a Statement of Support pledged support for
their employees serving in the Guard and Reserve, while also focusing on opportunities
to hire Guardsmen, Reservists, and Veterans.
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o Through Military Outreach efforts, ESGR volunteers briefed 473,891 service members
regarding their rights and responsibilities under USERRA. In turn, service members
recognized supportive employers with 4,049 nominations for the 2011 Secretary of
Defense Employer Support Freedom Award and acknowledged 16,559 supervisors with
ESGR’s Patriot Award.

0 ESGR’s Ombudsman services are supported by over 600 trained USERRA experts spread
across the country and by a National Customer Service Center. Together, the
Ombudsmen fielded 29,727 USERRA inquiries and handled 2,884 cases. ESGR
Ombudsmen provided free, neutral mediation to resolve nearly 80 percent of all cases, in
less than nine calendar days. For cases that cannot be resolved by the Ombudsman,
service members are informed of their option to file a complaint with the Department of
Labor, where a formal investigation will be conducted as to the merits of the complaint.

Unemployment and Underemployment

The Department knows that civilian employment is an important piece of a RC service
member’s readiness, and the current high unemployment rate is a clear threat to the readiness of
our force. The Bureau of Labor Statistics January 2012 report showed that the unemployment
ratefor all VVeterans (including Guardsmen and Reservists who previously served on active duty)
was 7.5 percent nationwide. The unemployment rate among Gulf War era 1l veterans (those
serving since 9-11) was 9.1 percent. For Reservists and Guardsmen, the January 2011 Status of
Forces Survey of RC Members shows a self-reported 23 percent unemployment rate among
junior enlisted members in the grades of E-1 to E-4.

As a result of these high unemployment rates, the Department launched an Employment
Initiatives Program in January 2011 and began focused efforts such as employment assistance
workshops, job fairs, employment summits, and other local community programs. Beginning in
March 2011, ESGR volunteers assisted the U.S. Chamber of Commerce in the launch of their
mega-hiring fairs around the country connecting more than 84,000 Veterans, RC members and
military spouses, to over 4,300 different employers. As a result of the combined effort, more than
7,300 veterans, service members, military spouses and 50 wounded warriors have gained
employment.

This past December 2011, we launched a comprehensive, multi-faceted program called
“Hero2Hired,” (H2H). Using lessons learned from this past year and from the U.S. Army
Reserve Employer Partnership of the Armed Forces program, H2H was developed to address the
gap in employment assistance services and support for RC service members who are not

considered veterans in law and so are ineligible for VA employment programs. H2H focuses on
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helping RC service members connect to and find jobs with military-friendly companies that seek

employees with specific training and skills. H2H is a powerful, comprehensive employment

program with a powerful job search site (www.H2H.jobs) and online community that isis made
available at no cost for veterans, service members, and employers. In 2012, H2H and the U.S.

Chamber of Commerce are sponsoring 40 job fairs in high RC unemployment areas.

Equipment Procurement & Transparency

Unlike other areas of the Defense budget, there is currently no Reserve-specific appropriation
for equipment that mirrors the Active force. The RC relies on the Active procurement account to
meet equipment requirements and provide adequate capabilities. Congress has been generous in
providing additional support through the NG and Reserve Equipment Appropriation ($1 billion
for FY12), providing funding for modernization and critical dual-use equipment.

Full transparency and accountability can only be achieved through a full life cycle, enterprise
approach to Reserve equipping. The life cycle includes requirements determination, budget
requests, appropriation, purchase, and delivery of hundreds of thousands of pieces of equipment.
The importance of transparency doesn’t stop when an item is delivered to a RC unit; plans to
return borrowed RC equipment are included as key deliverables in this process. The RC
procurement funding lines continue to be treated as a non-binding projected subset of the Service
Procurement Programs and we are investigating other options such as making the NG and

Reserve equipment a sub-line within the main procurement line.

Transition to Veterans Affairs

Today’s Veterans face a number of challenges in making the transition to civilian life, and
among these is embarking on a productive post-military career. For every success story of a
Veteran who has turned skills developed in the military into success in the civilian workplace,
there are, as President Obama has said, stories of Veterans who come home and “struggle to find
a job worthy of their experience and worthy of their talent.” As | mentioned earlier in the
discussion of RC underemployment, we see these struggles most clearly in high unemployment
rates for Veterans. Making this situation more urgent is that, as we draw down from the wars in

Iraq and Afghanistan and we make difficult decisions about our future force structure in light of
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the fiscal challenges the Nation faces, the number of service members—particularly young
service members—departing the military over the next several years will increase.

Making a firm commitment to employ America’s Veterans, in August 2011, the President
called for the creation of a Task Force led by the DoD and VA with and other agencies including
the Department of Labor, Department of Education, Department of Commerce, Small Business
Administration, and the Office of Personnel Management, to develop proposals to maximize the
career readiness of all service members. In coordination with our VA, DoL, and DoE partners,
DoD's role involves implementing and sustaining a comprehensive plan to ensure that all
transitioning Service Members have the support they need and deserve when they leave the
military. This includes working with other agencies in developing a clear path to civilian
employment; admission into and success in an academic or technical training program; or
successful start-up of an independent business entity or non-profit organization. The effort is
fully aligned with the VOW to Hire Heroes Act of 2011 and is consistent with DoD's
commitment for keeping faith with all of our military members and their families, providing
them a comprehensive set of transition tools and support mechanisms as they complete their

service to our Nation.

HEALTH AFFAIRS

The Military Health System provides extraordinary care on the battlefield to our service
members—both preventing illness and injury to those in harm’s way, and rapidly treating those
who are wounded. The performance of our military medical system in a time of war continues to
set new standards for battlefield survival rates, the reintegration of many who are wounded back
into their units and for returning those who need additional care back to the United States.

In addition to these successes, the military health system provides access to care for over 9.6
million beneficiaries, no matter where they live. We provide this access through our direct health
care system and through our managed care support contracts. This health care benefit is
justifiably one of the finest in the county and is an appropriate benefit for those who serve our
county. However, the costs of providing this care continue to increase more rapidly than overall
inflation. For a number of years, and through several Administrations, there have been

continuous, incremental steps taken to reduce the rate of growth in the costs of healthcare.

22



The Department is pursuing a balanced, four-pronged approach by which all stakeholders
share responsibility for improving the health of our population and the financial stability of the
system of care. Our four approaches—moving from a system of healthcare to one of health;
continuing to improve our internal efficiencies; implementing provider payment reform; and
rebalancing cost-sharing—are further described below. In some instances, they reflect efforts
already underway, or new initiatives that the Department is implementing within existing

legislative and regulatory authorities.

Moving from Healthcare to Health

The Department of Defense’s military medical leaders are leading a strategic effort to move
our system to one that promotes and sustains the optimal health of those we serve, while
providing world class healthcare when and where it is needed. Central to this effort are the
Department’s investments in initiatives that keep our people well; that promote healthy lifestyles;
and that reduce inappropriate emergency room visits and unnecessary hospitalizations.

Over the last two years, the Department introduced the Patient-Centered Medical Home and
over 2.2 million are currently enrolled. We are beginning to see the benefits of this new model of
care with decreases in emergency room visits; increased compliance with provider directions and
drug prescriptions; and increased patient satisfaction for those enrolled. We’ve also placed
behavioral health staff within these medical homes, improving access with reduced stigma, for
our patients needing the support of mental health providers. A valued component of the medical
home is the introduction of secure patient-provider email communications, allowing our patients
to directly communicate with their medical providers without the need for a physical visit to the
clinic. In 2013, we will continue to expand this model to all of our primary care clinics in the
military health system, and increase the tools available to patients to help manage their own care.

Aligned with that initiative is the introduction of a 24/7 nurse advice line for all stateside
beneficiaries based on our effective use of this approach for our military beneficiaries in Europe.
This will provide beneficiaries with around-the-clock access to toll-free nurse advice services.
When the caller requires follow-up care, this service will provide direct appointing services for
beneficiaries enrolled to TRICARE Prime in our military treatment facilities. We will implement

this added service this year.
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In moving from healthcare to health, we have also engaged the broader DoD community—
line leaders, commissaries, dining facilities, schools and child development centers. By changing
menus, promoting better food choices and healthy lifestyles we will encourage healthy lifestyle
changes. The First Lady, Michelle Obama, recently visited one of our leading installations, Little
Rock Air Force Base, to highlight the progress we have made.

Finally, we have taken a number of steps to support preventive services. Our TRICARE
beneficiaries—whether enrolled to TRICARE Prime or in TRICARE Standard—have no co-
payments for recommended preventive services, such as influenza immunizations.

The “Healthcare to Health” element of our strategy will not produce immediate cost savings.
Nonetheless, based on early results from our efforts, as well as experience in the private sector,
we are confident that these, and other ongoing enhancements to the TRICARE program, will
produce improvements to health that also “bend the cost curve.” In the longer term, it is the

strategy most likely to produce the greatest amount of savings to our system.

Internal Efficiencies

Over the last twenty-four months, the Department has reduced internal costs by decreasing
headquarters administrative overhead, reviewing more cost-effective governance models, jointly
purchasing medical supplies and equipment, and directing patients to lower cost venues for
medications.

Last year, the Secretary of Defense directed specific efficiency targets across the Department.
As a result, over the last eleven months we have reduced or eliminated contractor support in the
Office of the Assistant Secretary of Defense (Health Affairs) and the TRICARE Management
Activity (TMA). Overall savings from internal efficiencies are projected to provide $259 million
in savings for FY 2013.

In June 2011, the Deputy Secretary of Defense established a Task Force on Military Health
System (MHS) Governance, with the purpose of evaluating options for the long-term governance
of the MHS as a whole; governance in those areas where more than one Service operates medical
treatment facilities—referred to as multi-Service markets, and governance for the National
Capital Region (NCR). In late September, the Task Force provided their recommendations, after
which senior Department leaders including Chairman of the Joint Chiefs of Staff began review of
the Task Force recommendations.
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Implementation of any organizational efficiencies resulting from this Task Force has been
placed on hold at the direction of Congress, subject to a review by the Comptroller General and
Congress. We will provide Congressional Committees with the information requested regarding
the Task Force work, and will develop more detailed cost and savings estimates for any eventual
governance model. After the Deputy Secretary of Defense approves a “way ahead,” we will be
prepared to answer any additional questions that you have.

The Department has accelerated tri-service processes to standardize and jointly acquire
medical supplies and equipment. We project savings that grow from $31 million in FY12 to
more than $69 million in FY17. We have also engaged with our beneficiaries who have chronic
medical conditions and high utilization of prescription drugs. Through a targeted outreach
campaign, we have redirected a significant number of our patients from retail network
pharmacies (our most expensive outlet) to home delivery—an option that is more economical for

the government and the beneficiary, and has been shown to increase drug compliance.

Provider Payment Reform

We are committed to identifying greater efficiencies and cost savings in all areas of our
operations. In addition to internal efficiencies we can achieve through reorganization and
consolidation, we are also seeing significant savings through a number of initiatives we have
introduced in the last several years. These include the implementation of the outpatient
prospective payment system; further use of federal ceiling prices for acquisition of
pharmaceutical products; a redirection of patients to our TRICARE mail order pharmacy—where
prescription drugs are less expensive to both the government and patients, and is shown to
increase patient adherence to their medication regimen; and the policy changes we made for
reimbursement to select hospitals and health plans in the TRICARE network.

The Department has undertaken a broad-based, multi-year effort to ensure all aspects of our
provider payments for care purchased from the civilian sector are aligned with best practices in
Medicare and in private sector health plans. The most notable efforts have included
implementation of changes to the outpatient prospective payment system (OPPS) and reform of
payment to Sole Community Hospitals.

OPPS is modeled after the payment process that Medicare uses for similar health care

services—setting a fixed fee per procedure, inclusive of provider and institutional charges for
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care. In order to allow medical facilities to transition to this new method of payment, TRICARE
phased in the reimbursement levels over four years, with the full implementation of this policy
set to occur in 2013. In FY12, we project $840M in savings, and $5.5B over the fiscal years
2012-2017.

Our provider payment reform for Sole Community Hospitals was approved by the Congress
in the NDAA for FY12. This reform is also phased-in over time, producing a projected $31M in
savings in FY12, but growing to more than $108M in savings by 2017.

In the area of purchasing prescription drugs, in 2009 we instituted a process for obtaining
discounts on drugs distributed through retail network pharmacies. Known as Federal Ceiling
Prices (FCP), prescriptions purchased under FCP are at least 24 percent less than non-Federal
Average Manufacturer prices. In 2012, the FCP program will save the Department over $1.6B,

and will grow to almost $2B in savings by 2017.

Beneficiary Cost-Shares

In addition to the focus on internal and external efficiencies, our proposed budget introduces
changes to the health care out-of-pocket costs for our beneficiaries.

I want to make three critical points related to these proposals. First, even accounting for these
proposed fee changes, the TRICARE benefit will remain one of the finest health benefits
available in the country, with among the lowest beneficiary out-of-pocket costs available to
anyone—and certainly lower than costs by other federal government employees. We believe that
is appropriate and properly recognizes the special sacrifices of our men and women in uniform,
past and present.

Second, these proposals were developed within the Department, and represent the input and
consensus of our uniformed leadership. They have endorsed these proposals, and believe that we
have appropriately balanced the need for a superb benefit that assists with both recruitment and
retention of an all-volunteer force with our need to sustain a cost-effective approach for the long-
term.

Third, we recognize that some beneficiary groups should be insulated from increases in out-
of-pocket costs. We propose to exempt those service members, and their families, who were
medically retired from military service, as well as the families of service members who died on

active duty. We also propose to establish cost-sharing tiers, with lower increases for retirees
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based on their retirement rank. More junior enlisted retirees, for example, will experience the
lowest dollar increases in out-of-pocket costs. Finally, we have also avoided any changes in cost-
sharing for active duty families with the exception of prescription drug co-payments obtained
outside of our medical treatment facilities (MTFs). Prescription drugs distributed within MTFs
will continue to be free of charge for all beneficiaries.

For over fifteen years, patient out-of-pocket costs were either frozen or decreased. This was
true for all beneficiary categories—active duty families; retirees under age 65 and their families;
and retirees and their families who are Medicare-eligible. Last year, we introduced very modest
changes in one segment of our population—increasing TRICARE Prime enrollment fees for
retiree families by $5/month. We further recommended that these enroliment fees be indexed so
that future increases continue to be modest and beneficiaries can plan for them. We greatly
appreciate the Congress’ support for these proposals in the FY12 budget, and have implemented
those fee changes in the current year.

For FY13, we propose additional changes to fees across a broader set of programs. Although
last year’s changes were a necessary step, the federal budget crisis and the need to balance cost
reduction efforts throughout the Department necessitate these actions begin in 2013, with most
changes phased in over time. The following sections provide a high-level overview of the
proposed changes in beneficiary out-of-pocket costs, and Table 3 summarizes the proposed
phased-in fees through 2017, followed by the estimated indexing of the proposed fees through
2022,

Table 3
New TRICARE Proposals

TRICARE Prime for Working Age Retirees (under Age 65)

As part of the FY 2013 President's Budget, the Department will seek additional increases in the TRICARE Prime (Health
Maintenance Organization (HMO) type plan) enroliment fees in order to bring the beneficiary cost share closer to the original levels
mandated by Congress when the program was established. These increases will be phased-in over a 4-year period and will be
tiered based on the amount of the beneficiary’s military retirement pay.

Below displayed are the proposed fees by fiscal year for the three tiers of retired pay. After FY 2016, the enroliment fees will be
indexed to increases in National Health Expenditures (NHE). The retired pay tiers will also be indexed to ensure beneficiaries are
not pushed into a higher tier as a result of annual cost-of-living (COLA) increases. The construct and tiering are generally based on
recommendations of the 2007 Task Force on the Future of Military Health Care.

TRICARE Prime Annual Family Enrollment Fees (Individual Fees = 50%)

Retired Pay FY 2012 FY 2013 FY 2014 FY 2015 FY 2016* FY 2017
Tier 1: $0 — $460/$520 $600 $680 $760 $850 $893
$22,589

Tier 2: $22,590 | $460/$520 $720 $920 $1,185 $1,450 $1,523
—$45,178

Tier 3: $45,179 | $460/$520 $820 $1,120 $1,535 $1,950 $2,048
& above

* Indexed to medical inflation (National Health Expenditures) after FY 2016
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TRICARE Standard and Extra for Working Age Retirees (under Age 65)

The TRICARE Standard and Extra (fee-for-service type) benefit programs currently have no enrollment fees and modest annual
deductibles of $150 per individual and $300 per family. For FY 2013, the Department proposal will seek to implement an annual
enrolliment fee and increase deductibles. These increases displayed in below will be phased-in over a 5 year period and will then be
indexed to increases in NHE.

TRICARE Standard/Extra Fees/Deductibles

Annual FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017*
Enroliment

Fees

Individual $0 $70 $85 $100 $115 $130
Family $0 $140 $170 $200 $230 $250
Annual

Deductibles

Individual $150 $160 $200 $230 $260 $290
Family $300 $320 $400 $460 $520 $580

* Indexed to medical inflation (National Health Expenditures) after FY 2017

TRICARE-for-Life Benefit (TFL) Benefit Program for Retirees age 65 and Older

Like almost all Americans, upon reaching age 65, TRICARE beneficiaries must enroll in Medicare and begin paying Medicare Part B
(outpatient care coverage) premiums. With Part B coverage, Medicare typically covers only 80 percent of eligible health care
services and some people choose to be covered by “Medigap” or other private insurance policies to lower cost-sharing and receive
additional coverage. Enacted in 2001, the TFL program acts as a second payer plan for TRICARE beneficiaries covering the costs
not paid by Medicare. While the average “Medigap” plan with comparable coverage carried premiums $2,100 per individual in 2009,
there are currently no annual fees for TFL coverage. As part of the FY 2013, President's Budget, the Department is proposing to
implement modest annual fees for TFL coverage. These fees will be phased in over a 4-year period and use the same tiering based
on the beneficiary’s retired pay along with the same indexing and exemptions as the proposed TRICARE Prime fees. The table
below displays the proposed TFL fees by fiscal year for the three tiers of retired pay.

TRICARE-for-Life Annual Enrollment Fees — Per Individual

Retired Pay FY 2012 FY 2013 FY 2014 FY 2015 FY 2016* FY 2017
Tier 1: $0 — $0 $35 $75 $115 $150 $158
$22,589

Tier 2: $22,590 | $0 $75 $150 $225 $300 $317

— $45,178

Tier 3: $45,179 $0 $115 $225 $335 $450 $475

& above

* Indexed to medical inflation (National Health Expenditures) after FY 2016

Pharmacy Co-Pays

This proposal will adjust pharmacy co-pay structure for retirees and active duty family members to incentivize the use of mail order
and generic drugs. Prescriptions will continue to be filled at no cost to beneficiaries at Military Treatment Facilities (MTFs). No fees
would continue to apply to prescriptions for active duty service members. Proposed co-pays for prescriptions filled through the
TRICARE retail and mail order pharmacy programs follow.

Pharmacy Co-Pays

Retail — 1 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017
month fill

Generic $5 $5 $6 $7 $8 $9
Brand $12 $26 $28 $30 $32 $34
Non-Formulary* | $25 N/A N/A N/A N/A N/A
Mail-Order — 3

month fill

Generic $0 $0 $0 $0 $0 $9
Brand $9 $26 $28 $30 $32 $34
Non-Formulary* | $25 $51 $54 $58 $62 $66
Military No Change — Still $0 Co-Pay

Treatment

Facilities

* Non-Formulary pharmaceuticals will have limited availability in retail pharmacies
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Catastrophic Cap

In order to maintain the adjusted beneficiary cost share, the annual catastrophic cap $3,000 per family will also be indexed to NHE
and exclude enroliment fees. Finally, to protect the most vulnerable, these proposals exempt survivors of members who die on
active duty and medically retired and their family members from these increases. However, it should be noted that even once the
proposal is fully implemented, the TRICARE Prime program remains a very generous benefit with the average beneficiary cost
share well below the original 27 percent of health care costs when the program was fully implemented in 1996.

Fee increases for TRICARE programs. The following proposed changes represent increases from
existing patient out-of-pocket costs:

0 TRICARE Prime Enroliment Fees. We propose to raise the enrollment fees in 2013 for
retired service members and their families between $80-$300 per year, based on the
retirement pay of the service member, and continue to provide similar increases through
2017.

0 TRICARE Deductibles. We propose to increase deductibles for the TRICARE Standard
program for retired service members and their families beginning in FY13. TRICARE
deductibles have not been changed since before the TRICARE program was introduced,
having last been adjusted over 20 years ago.

o TRICARE Pharmacy Co-Pays. We propose to increase pharmacy copayments for
generic, brand name and non-formulary prescriptions in both the retail and mail order
settings, although we will continue to offer significant incentives for beneficiaries to elect
mail order over retail pharmacy networks. This change is proposed for all non-active duty
beneficiaries, to include active duty family members. Prescription drugs obtained in
military hospitals and clinics will continue to be provided without co-pay for any
beneficiaries.

New fees for TRICARE programs. Our proposed budget also calls for the introduction of new
fees not previously part of the TRICARE program.

0 TRICARE Standard/Extra Enrollment Fee. We propose to introduce an annual
enrollment fee in TRICARE Standard/Extra for retired service members and their
families. This enrollment action will require beneficiaries to elect their preferred primary
benefit coverage—TRICARE Prime, TRICARE Standard, or other health insurance
offered through an employer. The proposed fee for 2013 will be $40/year for an
individual retired beneficiary, or $140 per retired family.

0 TRICARE For Life (TFL) Enrollment Fee. When TFL was introduced in 2002, there was
no enrollment fee in the program, only a requirement that beneficiaries be enrolled in
Medicare Part B to enjoy their TFL benefit. Medicare Part B was always a step that we
recommended our retirees elect, and prior to 2002, over 95 percent of eligible military
retirees were enrolled in Medicare Part B. The TFL benefit has reduced beneficiary out-
of-pocket costs by thousands of dollars per year in co-payments or Medicare
supplemental health insurance plan payments. The proposed TFL enrollment fees, similar
to the TRICARE Prime enrollment fees, are tiered, based on an individual’s retirement
pay—and range from $35 to $115 per beneficiary per year.

o0 Exclusion of Enrollment Fees from the Catastrophic Cap. We propose that enrollment
fees, which had previously accumulated toward a retiree’s catastrophic cap limit, will not
be counted toward the cap beginning in 2013.
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o Indexing all fees beginning in 2014. In addition to the indexing of the TRICARE Prime
enrollment fee, which is already indexed, we propose to index other beneficiary out-of-
pocket costs identified in this set of proposals, to include the TRICARE Standard
deductible, TRICARE Standard enrollment fee, TFL enrollment fees, pharmacy co-
payments, and catastrophic caps.

These proposed changes continue to be modest by historic standards of cost-sharing in the
TRICARE program. In 1994, when TRICARE was originally created, a working age retiree’s
family of three contributed approximately 27 percent towards the total cost of their care; today that
percentage has dropped to ten percent. Even with these proposed changes, the percentage would
still remain below the percentage originally set by Congress, averaging approximately 14 percent
of range of overall health care costs in 2017—and stabilizing at that level for the out-years.

These adjustments are an important step to setting the TRICARE benefit on a more
sustainable path that maintains the quality of the medical benefit for future generations.
Moreover, the overwhelming majority of these adjustments will be phased in over a four to ten
year period and will be appropriately indexed to ensure future sustainability and guarantee
transparency. These proposals—one element of a four-pronged effort at cost control—will help
shift us toward more effective and cost-efficient processes that will allow us to provide better

care while meeting our obligations to help reduce our budgets.

Wounded Warriors

The 2007 revelations regarding Walter Reed were a stark wakeup call for us all. In the nearly
five years since, the Department has worked in tandem with VA to improve policies, procedures,
and legislation that impacts the care of our wounded warriors. As a result of efforts in both
Departments and in Congress, we have reached important milestones in improving care for our
wounded warriors. These milestones include a new disability evaluation system and improved
case management that are the result of a programmatic cohesion with the VA that is better than
ever before. More so than at any time in our Nation’s history, separating service members are
greeted by more comprehensive mental and physical care; by greater opportunity for education,

and by a deeper societal commitment to ensuring their welfare.

30



Disability Evaluation System/Integrated Disability Evaluation System

The genesis of the Disability Evaluation System (DES) was the Career Compensation Act of
1949. The DES remained relatively unchanged until November of 2007 when, as a result of
public concern and congressional interest, the joint DoD and VA Senior Oversight Committee
(SOC) chartered a DES Pilot designed to create a "Service Member-centric” seamless and
transparent DES, administered jointly by the DoD and VA.

The Pilot launched at the three major military treatment facilities (Walter Reed, Bethesda,
Naval Medical Center, and Malcolm Grow) in the NCR on November 21, 2007 and successfully
created a seamless process that delivers DoD benefits to wounded, ill and injured service
members and VA benefits to service members as soon as possible following release from duty.
We found the DES Pilot to be a faster, fairer, more efficient system; and, as a result, in July
2010, the SOC co-chairs (Deputy Secretary of Defense and Deputy Secretary of Veterans
Affairs) directed worldwide implementation to start in October 2010 and to complete in
September 2011. On December 31, 2010, the first Integrated Disability Evaluation System
(IDES) site became operational, which marked the end of the pilot, and the name was formally
changed to the IDES.

The IDES, similar to the pilot, streamlines the DES process so that the member receives a
single set of physical disability examinations conducted according to VA examination protocols,
proposed disability ratings prepared by VA that both DoD and VA can use, and processing by
both Departments to ensure the earliest possible delivery of disability benefits. Both Departments
use the VA protocols for disability examination and the proposed VA disability rating to make
their respective determinations. DoD determines fitness for duty and compensates for unfitting
conditions incurred in the line of duty (title 10), while VA compensates for all disabilities
incurred or aggravated in line of duty during active military, naval, or air service for which a
disability rating of ten percent or higher is awarded, and also determines eligibility for other VA
benefits and services (title 38). The IDES permits both Departments to provide disability benefits
at the earliest point allowed under both titles. Service members who separate or retire (non-
disability) may still apply to the VA for service-connected disability compensation.

In summary, the IDES features a service member-centric design, a simplified process, more
consistent evaluations and compensation, a single medical exam and disability rating, seamless

transition to Veteran status, case management advocacy, and establishment of a Service member
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relationship with the VA prior to separation. It also provides increased transparency through
better information flow to service members and their families and a reduced gap between
separation/retirement from Service to receipt of VA benefits. As of January, IDES enrollment is
23,602 service members (66 percent Army, 14 percent Marines, 10 percent Navy, 10 percent Air
Force). Since November 2007, cumulative enrollment has been 40,911, with 12,640 completing
the queue and receiving benefits. Including return to duty cases in the process, active component
member IDES completion time averages 380 days as of January 2012, RC members average 441
days, and the Guard averages 371 days. These averages are above our targeted goals but still are
significantly lower than the 1940-era legacy system it replaced which averaged an estimated 540
days by combining DoD and VA systems.

This past year, the Department partnered closely with the VA to implement the IDES at all
139 sites worldwide; however, we recognize the need to do better in the areas of timeliness to
complete the process. This year our focus will be on such timeliness improvements. We have
made significant policy adjustment to remove efficiency impediments, made procedural
improvements, enhanced oversight and assistance to the Military Departments, and added
resources that should improve Military Department performance in this area. We will enhance
our emphasis on leadership, execution, and resourcing the IDES to handle increased volume
while decreasing the time spent in the process.

In addition, the Departments are looking closely at the stages of the system that are outside of
timeliness tolerances and are developing other options to bring these stages within goal. We are
committed to working closely with Congress to explore new initiatives to further advance the

efficiency and effectiveness of the disability evaluation process.

Recovery Coordination Program

The Recovery Coordination Program (RCP) was established by the FY08 NDAA, and was
further defined by the Department of Defense Instruction (DoDI) 1300.24, entitled “Recovery
Coordination Program.” Together these provide a comprehensive policy on the care and
management of recovering service members, including the assignment of a Recovery Care
Coordinator (RCC) to help wounded, ill and injured service members and families through the
phases of recovery, rehabilitation and reintegration. The policy also provides for standardized

training, and a caseload ratio of not more than 40 recovering service members per RCC.
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Currently, there are 171 RCCs in 84 locations worldwide, placed within the Army, Navy,
Marines, Air Force, United States Special Operations Command and Army Reserves. More than
3,800 service members and families have the assistance of an RCC, whose responsibilities
include ensuring the service member’s non-medical needs are met, and assisting in the
development and implementation of the Comprehensive Recovery Plan (CRP). Each RCC
receives more than 40 hours of Department-sponsored standardized training, including
information on roles and responsibilities and concepts for developing the CRP. Additionally, we
are now beginning to train Army “Advocates” in order to bring their program into compliance
with the legislative mandate that every recovering service member be provided a DoD-trained
RCC. RCC training is continually enhanced based on feedback from participants. After the
October 2011 training, 90 percent of students rated the instruction and course materials as
“excellent.”

Over the past five years, we have added $26.953 million, resulting in increased numbers of
RCCs available to provide care coordination to our recovering service members. Looking ahead,
each Military Service will continue to identify and resource their requirements for additional
RCCs. In addition to standardized training for RCCs, the CRP has expanded to include several
other portfolios, many of them identified as key priorities for the non-medical care management
of recovering service members during a Wounded Warrior Care Coordination Summit held in
March 2011.

The Wounded Warrior Education and Employment Initiative (E21) operates on a regional
basis and engages recovering service members early in the recovery process to identify skills
they have, career opportunities that match those skills, and any additional skills they might need
to be successful. The process is overseen by Regional Managers currently located in five regions
across the United States. The E2I process also relies on collaboration with the VA, which is
governed by a Memorandum of Understanding to provide VA’s vocational rehabilitation
services earlier in the recovery process than ever before.

The Operation Warfighter program (OWF) also supports this White House priority by
placing wounded, ill and injured service members in Federal internship opportunities that
positively impact their rehabilitation and augment career readiness by building resumes,
exploring employment interests, obtaining formal on-the-job training, and gaining valuable

Federal government work experience. There are currently more than 500 OWF interns working
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in approximately 75 Federal agencies and sub-components around the country, with a total of
more than 2,500 placements in 105 agencies and sub-components since the inception of the
program. The program is also supported by five Regional Coordinators placed across the
country. Going forward, the Regional Coordinators will continue to focus on local and regional
outreach to strengthen relationships with Federal agencies to improve and enhance internship and
employment opportunities for wounded, ill and injured service members.

The Warrior Athletic Reconditioning Program (WARP) engages wounded, ill and injured
service members early in individualized physical activities outside of traditional therapy settings,
inspiring recovery and encouraging new opportunities for growth and achievement. This new
initiative will be implemented throughout the Department. WARP partners include the Service
chiefs from each branch of the Military, as well as the United States Olympic Committee.
WARP goals include increasing awareness and participation in adaptive sports at the Service-
level, as well as preparing athletes for participation in competitive events such as the Warrior
Games.

These measures when taken together, substantially and materially affect the life experience
of our men and women in uniform and the families who support them. Our work to improve the
care of wounded warriors, especially as they transition from DoD to VA, is the core of our
efforts to provide those who have sacrificed so much with the care and benefits they deserve.
Despite the significant achievements, we should not underestimate what remains to be done as
we care for a new generation of veterans who have served under very difficult circumstances for
sustained periods. We will continue to work with our colleagues at VA and throughout the
government to provide our service members with the highest quality care and treatment. Taking
care of our wounded, ill and injured service members is one of the highest priorities for the
Department, the Service Secretaries, and the Service Chiefs.

TOTAL FORCE SUPPORT
Military Family Policy
One of the four over-arching principles of the Defense strategy is to preserve the quality of

the All-VVolunteer Force and not break faith with our men and women in uniform or their

families. Despite difficult economic circumstances necessitating budget reductions across all
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levels of government, the Department remains committed to providing military families with
support programs and resources that empower them to address the unique challenges of military
life. To this end, the Secretary of Defense has directed that Family Programs and Mental Health
Care be maintained as a priority for the Department. Some key programs and initiatives are:

0 Spouse Education and Career Opportunities: The DoD Spouse Education and Career
Opportunities (SECO) program is a holistic, spouse-centric initiative designed to meet the
needs of all military spouses as they explore portable career interests and strive to
overcome common barriers to their education and career goals. One of the components of
SECO is the My Career Advancement Account (MyCAA) that provides eligible military
spouses with tuition assistance as they pursue requirements for a portable career. The
Department has also expanded upon the Army’s Spouse Employment Partnership
program model. A significant number of “Fortune 500 Plus” employers now participate
in the Military Spouse Employment Partnership (MSEP), with over 150,000 jobs posted
on the www.MSEPJobs.com web portal and 15,000 spouses hired by MSEP employers.
We are expanding the portal to include a new function which automatically matches
posted spouse resumes to posted employer job openings. We are also instituting an
electronic MSEP partner application and streamlining the vetting and approval process.
These enhancements will allow companies to become partner employers more quickly.
Webinars and online training resources are helping new schools and employers to
improve their understanding and support for military spouse employees who seek
employment continuity and upward career growth as they relocate to new duty stations.

0 Voluntary Education Opportunities: During FY11, our Voluntary Education program
helped fund 866,788 enrollments by over 300,000 service members, which resulted in
44,692 diplomas and 528 certifications/licensures. Service members are “blending” their
course work, taking both traditional and on-line courses, with approximately 73 percent
of service members taking some courses on-line. Due to this, we now require all
postsecondary institutions participating in the DoD Tuition Assistance program to follow
certain standards of conduct; we are tracking compliance and monitoring to ensure there
IS continuous quality improvement.

o Family Readiness Programs:With budget and personnel reductions we can expect an
increase in stress-related demand for support from our military families and we are
prepared to meet that demand using the wide range of family support programs and
partnerships. This includes developing virtual applications for the delivery of what has
traditionally been in-person support, and providing surge capability. The Department is
working closely with the Services to reduce redundancy and increase efficiency. For
instance, we are in the process of developing a new community capacity-building toolkit
and online professional development modules to streamline the training and development
of our family support staff, and improve capacity. The last Military Family Readiness
Council meeting was held in December 2011. We are identifying new members and working in
coordination with the military Services to select spouses and/or parents to represent their
Services. The next MFRC is projected to be during the 3rd quarter of FY12.

0 Non-Medical Counseling: Demand for non-medical counseling continues to increase,
and access to non-medical counseling is a Department focus area. We continue to
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enhance confidential non-medical counseling via two delivery systems, the Military
Family Life Consultants (MFLC) and the Military One Source (MOS) Program. Non-
Medical Counseling augments the military support programs currently in place, and is
designed to help service members and families cope with normal reactions to the stressful
situations created by deployments, family separations, war, and reintegration.. MOS non-
medical counseling is offered by licensed clinicians who have private practices in the
local community. The MFLC program began as a pilot in 2004, and today, more than
1,100 MFLCs provide confidential non-medical counseling support on 229 installations
throughout the world. In FY 2011, the program provided face-to-face counseling sessions
to approximately 6.6 million people. At a commander’s request, additional MFLCs may
also be mobilized and deployed to provide "surge™ counseling support. Non-medical
counseling is provided by licensed clinicians who are deployed to installations and are
assigned to work at the family centers, child development centers, youth centers, schools,
and are embedded into brigades.

Military OneSource (MOS): MOS provides call center and web-based information,
referral, counseling, and educational materials. Services are available worldwide, 24
hours a day, at no cost to the user. In FY11, MOS responded to almost a million
telephone calls, received 3.6 million on-line visits and assisted service members and
families with over 200,000 Federal and State tax filings. Other MOS services include
relocation assistance, document translation, child care and education resources, special
needs consultation, elder care consultation, on-line library resources, and health and
wellness coaching. Accessed via MOS, the Wounded Warrior Resource Center (WWRC)
provides immediate assistance to wounded, ill and injured service members, their
families, and caregivers. In 2011, WWRC resolved 3,056 cases for wounded warriors, an
increase from 2010.

Family Advocacy Programs (FAP): The FAP addresses physical, sexual, and emotional
abuse and neglect involving active component military personnel and family members
either as victims or abusers. We evaluate the effectiveness of FAP through rates of family
maltreatment and outcome measures for prevention and treatment. Through 10 years of
high stresses on our families due to wartime deployments, our rates of such family
maltreatment have remained relatively stable; however, we continue to monitor this
carefully. For two consecutive years, 85 percent of those who participated in our New
Parent Support Program for at least six months had no substantiated child abuse or
neglect the following year, and 90 percent of substantiated spouse abusers who
completed FAP treatment had no substantiated spouse abuse the following year.

Child Care: The Department continues to expand child care capacity that supports RC
families while the Service member is deployed, geographically-dispersed active duty
military families, and service members living in areas in the continental United States
where on-installation military child care is unavailable. Ongoing efforts are focused on
ensuring the availability of child care options that meet quality standards, including
health and safety standards and standards for developmentally-appropriate practices.

Youth Programs: Faced with their own unique challenges, military youth aged 6-18 can
turn to a number of quality programs serving more than 600,000 military youth around
the world designed to prepare young people to meet the challenges of military life,
adolescence, and adulthood. We have developed relationships with other federal agencies
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and nationally-recognized organizations such as the Boys & Girls Clubs of America and
the USDA'’s 4-H Youth Development Program. Through these relationships, we offer
more than 300 camp opportunities each year for military youth, and are a vital component
of our support to geographically-dispersed youth of the NG and RCs.

Special Needs

The Department and the Military Services continue to provide support to military families
with special needs. During the last two years, 120 additional family support personnel have been
hired and deployed to installations worldwide; we now have a total of over 400 providers who
provide information, referral and education to families with special needs. The Exceptional
Family Member Program (EFMP) family support component also provides non-clinical case
management to those families who need additional assistance with accessing services on the
installation and in their local communities. The Office of Community Support for Military
Families with Special Needs developed a mobile website, accessible from smart phones; that
website provides military families with information on the EFMP and contact information for
enrollment and family support providers. The mobile website also provides podcasts and links to
other materials available to military families with special needs.

The Department engages with military families with special needs by participating in the
Congressional Military Family Caucus sessions and reviewing input from families during focus
groups and on-line. We also established an EFMP family panel composed of ten families who
represent all military Services, active duty, and RCs, and ranks. Family members with special
needs are of all ages (children through adults) and with a wide variety of disabilities. Their issues
range from access to medical care, availability of comparable services in the public schools, and
lengthy waiting lists for Federal and State programs.

To address the needs of this population, the Office of Special Needs has partnered with the
DoD children and youth programs to provide training through Kids Included Together© on the
inclusion of children with special needs into children and youth programs. They have also
partnered with the TRICARE Management Activity to communicate better with families about

their benefits and accessing care, and to support them with portability of care during moves.
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DoD-State Initiatives

The Department continues to work with state governments to educate policy makers on the
life-challenges faced by service members and their families, and to ensure that state-level
policies do not disadvantage military families due to their transient life style. States have
addressed several key quality of life issues, to include the impact of frequent school transitions
experienced by military children, the loss of income by spouses as a result of military moves, and
enforcement of the Congressionally-mandated DoD predatory lending regulation. The state
responses have affirmed their commitment to the well-being of the Nation’s fighting force. For
example, 39 states have approved the Interstate Compact on Educational Opportunity for
Military Children, 39 states (plus DC) now provide eligibility for unemployment compensation
to military spouses, and 34 states (plus DC) enforce the DoD predatory lending regulation. The
Department is continuing this effort in the 2012 state legislative sessions with strong emphasis
on support of military families through the issues listed above. We are also promoting expedited
occupational licensure processes to allow military spouses to resume their work faster in a new
state, and provisions for separating service members to receive credit for their military education,
training and experience toward a state occupational license or an academic degree. The
Department is continuing to partner with the Uniform Law Commission to inform state
legislators of the Uniform Military and Overseas Voters Act which simplifies the absentee voting
process by making it more uniform, convenient and efficient. This year the Department is
advocating for states to consider establishing Veterans Treatment Courts for service members
and Veterans in the criminal justice system who are suffering substance abuse and mental health

issues.

MWR Support to Troops in Combat:

Support is critical to allow service members to communicate with family and friends, stay
physically and mentally fit, and reduce stress. The Department now funds over 514 free MWR
Internet Cafes in Iraq and Afghanistan and 135 portable satellite units (known as Cheetahs) to
support remote locations. The DoD MWR Online Library offers free downloads of audio and e-
books, and access to up-to-date recreation, education and career transition support databases.

The ability of injured service members to engage in recreation and sports is a very important

component of rehabilitation and reintegration. Under a contract with Penn State University,
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MWR specialists are trained to work with medical personnel, wounded warrior units, and
community and non-profit organizations to ensure inclusive and adaptive sports and recreation
are included in recreation programs. The DoD Paralympics Program continues to provide
rehabilitation support and mentoring to injured service members and veterans who have
sustained various types of injuries.

We remain fully committed to supporting the All-Volunteer Force and their families,
particularly in light of the unprecedented demands that have been placed on them in recent years.
The Department continues to pursue innovations, initiatives and efficiencies that improve the
quality of life of its military members and their families. With your continued support, our

military force will remain ready, willing and able to serve this Nation with distinction.

Military Voting

The Department is well positioned for the 2012 election, building on its considerable success
in the 2010 election efforts. Through direct to the voter outreach programs, easy and quick online
voting assistance tools, and aggressive communications and marketing programs, the Department
experienced a 21 percent increase in military voter participation rates between 2006 and 2010.
The Department is refining and expanding those programs for the 2012 election, as well as direct
support to State and local election jurisdiction which deploy online ballot delivery systems,
reducing ballot delivery time from 20 to 30 days to 20 to 30 milliseconds.

Department of Defense Education Activity

Ensuring excellence in the education of military children is a top priority for Secretary
Panetta and the entire Department. A quality education is both a stabilizing influence in the lives
of our children and their families and an overall recruitment, retention and morale element in the
readiness of our Force. There are 1.2 million school-aged children with a parent serving in the
military. Nearly 86,000 of these children attend one of the schools operated by the Department of
Defense Education Activity (DoDEA). Not unlike other parents, military families frequently say
that the quality of their children’s education is one of the most important criteria when selecting
a place to live. The demands of extended conflict and frequent relocations add to the challenges

faced by military families. While they are often described as a resilient group, the cumulative
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effects of multiple moves and significant parental absences can erode this resilience and, as the

research suggests, diminish academic performance in school.

The DoDEA schools offer a 21 century, student-centered learning environment that is

tailored to meet the needs of military families. To this end, DoDEA is leaning forward and

providing military-connected children an educational experience that challenges each student to

maximize his or her potential and prepares them to be successful, productive and contributing

citizens in today’s global economy. DoDEA also is mobilizing its knowledge, expertise and

resources to support military-connected children in the U.S. public schools.

The Department has made a number of sweeping commitments to improving the educational

experience for military children. Some of these far-reaching commitments are highlighted below:

DoDEA has joined 46 states in the adoption of the Common Core State Standards.
Today, the differences between State educational standards, including variances in
graduation requirements, can and have negatively impacted achievement for military
children. The Common Core State Standards will help mitigate this academic disruption
and provide greater continuity in the educational experiences of our highly mobile
children.

DoDEA has launched a vibrant Virtual Learning program which includes the use of tele-
presence equipment in classrooms, to expand course offerings for students. No longer
will small enrollments and limited course offerings at one DoDEA school significantly
drive the educational experience of students. Student interests and needs now have
considerable influence. Through virtual learning, students have access to courses such as
Advanced Placement, foreign language, and STEM-related courses that simply would not
be possible in some locations.

DoDEA is adopting a 21 century teaching and learning framework, where technology is
leveraged to improve the educational experience of children. Ten middle and high
schools are converting to a digital instruction platform, and as bandwidth and wireless
upgrades are completed, the additional middle and high schools will be converted. With
this effort, comes a significant investment in the professional development of our
teachers and leaders.

DoDEA is modernizing and replacing school facilities to ensure that military children
have school facilities that are safe, secure, in good repair and provide an optimal learning
environment that supports current and future educational requirements. In FY13, DoDEA
requested $657 million for 11 school Military Construction projects.

DoDEA has ramped up its outreach to U.S. public schools to improve the educational
experience for students in non-DoDEA schools. Since 2008, DoDEA has provided 146
grants totaling $167 million to school districts, in over nine hundred schools. All grants
focus on enhancing student learning opportunities, social-emotional support, and
educator professional development.
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As we move forward with force structure change, DoDEA will continue to work with the
Services to right-size schools in the affected communities, will keep students in the forefront,
and will stay focused on delivering an excellent education and supporting our families. DoDEA
will ensure a “warm-hand off” to the U.S. public schools who may be receiving an influx of
military-connected students. Further, we will leverage our civilian workforce shaping tools to
provide continuity of employment for all those who wish to continue with their Federal careers.

The Department is charged with the sacred responsibility and privilege of educating the
children of our Nation’s military. We know full-well the toll that war, conflict and frequent
movements have exacted from our service members and their families. The Department is
committed to ensuring that the education of their children will not be among the many sacrifices

our families must make to defend our great Nation.

Defense Commissaries

The commissary continues to be one of the most popular benefits with military members and
families and is an efficient provider of non-pay compensation to our military personnel. Operated
by the Defense Commissary Agency (DeCA), this integral element of the total compensation
package significantly contributes to the financial readiness of our military families. An average
family of four that consistently shops at the commissary will save nearly $4,500 per year by
taking advantage of the 32 percent savings on their overall purchases. The commissary further
enhances financial readiness as a major employer of military spouses and family members. Last
fiscal year, 39 percent of DeCA employees in the United States were military spouses or other
family members; and the total rises to 63 percent when including military retirees, other veterans,
and members of the Guard and Reserve. While enhancing military families’ quality of life, the
commissary also provides an excellent return on investment. Last fiscal year, the commissary
provided direct savings to commissary customers of $2.8 billion for a taxpayer cost of $1.4
billion, a 2-for-1 return. DeCA implemented efficiency reductions in FY12 and there are no
plans for additional budget reductions at this time.

CONCLUSION

Putting together this year’s budget request in a balanced package was a difficult undertaking,

but | believe we have the right mix of programs and policies in place to shape the force we need
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in support of the strategic guidance. We will reduce the rate of growth of manpower costs, to
include reductions in the growth of compensation and health care costs. But as we take those
steps, we will continue to keep faith with those who serve.

During the past decade, the men and women who comprise the All-VVolunteer Force have
shown versatility, adaptability, and commitment, enduring the constant stress and strain of
fighting two overlapping conflicts. They have also endured prolonged and repeated deployments.
Some—more than 46,000 men and women—nhave been wounded, and still others—more than
6,200 members of the Armed Forces—have lost their lives. As the Department reduces the size

of the force, we will do so in a way that respects and honors these sacrifices.
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