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TAXES 
 
Treasury Unveils Inversions Notice to Curb 
Frequency of Transactions  
 
Key Points: 

 Treasury issues notice with regulations to 
follow to curb inversions transactions 

 Members responses to the notice remain 
generally consistent with prior statements 
regarding legislation to stop inversions  

 
Last week, the Department of the Treasury 
(Treasury) issued Notice 2014-52 to address 
certain aspects of recent inversion transactions. 
In the Notice, Treasury asserted that the 
current influx of corporate reorganizations is 
inconsistent with the purposes of Internal 
Revenue Code (IRC) Sections 7874 and 367.  
This action was only a notice and description 
of future regulations, not the actual proposal of 
regulations, which will follow at some point in 
the future. The Notice and regulations will 
apply to inversion deals closed on September 
22 or thereafter and Treasury requested 
comments on other ways to make inversion 
deals less economically appealing, including so-
called “earnings stripping” which was not 

covered in the notice.  Secretary of the 
Treasury Jacob Lew said the Treasury actions 
would diminish the ability of inverted 
companies to escape U.S. taxation and added 
that for some companies considering deals, 
inversions no longer make economic sense. 
 
Generally, the Notice proposes changes to 
current law which would: disregard foreign 
stock attributable to passive assets, disregard 
pre-inversion extraordinary dividends; prevent 
the use of “spin-offs” for inverting companies; 
and prevent inverted companies from using 
“hopscotch” loans by reclassifying the loan as 
“U.S. property” for purposes of applying the 
anti-avoidance rule, among other measures.  
The Notice also makes it more difficult for U.S. 
entities to invert by strengthening the 

This Week in Congress 

 House – The House was not in session. 

 Senate – The Senate was not in session.   
 
Upcoming in Congress 

 House – The House will be in recess until November 12. 

 Senate – The Senate will meet on October 15 for a pro forma session and will then 
be in recess until November 12. 
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requirement that the former owners of the U.S. 
entity own less than 80 percent of the new 
combined entity. Of note, the Notice does not 
contain any proposals to address earning 
stripping as some Congressional Democrats 
like Senator Charles Schumer (D-NY) have 
been advocating. 
 
The Notice has been met with mixed reviews. 
Business groups, corporate representatives and 
lawmakers have all used it to renew their call 
for comprehensive tax reform. Schumer called 
the Notice a good effort but emphasized that 
without legislation that stops earning stripping, 
abuse will continue. House Ways and Means 
Committee Chairman Dave Camp (R-MI) said 
the only real solution to the inversions wave is 
comprehensive tax reform.  This sentiment was 
echoed by Senate Finance Committee 
Chairman Ron Wyden (D-OR) and Ranking 
Member Orrin Hatch (R-UT). Wyden also 
advocated for immediate action during the 
lame duck session on a stop-gap measure to be 
used as a “springboard” to comprehensive 
reform. Hatch promised to thoroughly examine 
the Administration’s new approach and to 
continue efforts with Wyden to create a stop-
gap measure that fully meets the four principles 
he has laid out. Senate Majority Leader Harry 
Reid (D-NV) said he will work with Lew on 
future measures but stopped short of 
mentioning comprehensive tax reform as the 
ultimate solution. 
 
The effectiveness of the proposal remains to be 
seen, as do the details of the actual proposed 
regulations. For example, following issuance of 
the Notice, Burger King publicly indicated that 
they will continue its transaction with Tim 
Horton’s. 
 
Brady Reiterates He is Seeking 
Chairmanship of the Committee 
 

Key Points: 

 Representative Brady (R-TX) reiterated his 
plans to run for House Ways and Means 
Committee Chairmanship as the current 
Chairman is retiring 

 
Last week, the House Ways and Means 
Committee’s Health Subcommittee Chairman 
Kevin Brady (R-TX) reiterated that he will seek 
Chairmanship of the full Committee, as he has 
indicated in the past. Brady expressed 
enthusiasm to run for the position and said he 
has spent a lot of time building relationships 
and trust, both on the Committee and off, and 
added he was excited about the possible 
opportunity to lead.  Current House Budget 
Committee Chairman Paul Ryan (R-MI) is 
another candidate for the Chairmanship and is 
generally seen as the front-runner. In 
acknowledging Ryan as competition, Brady 
expressed this will be a “friendly race.” Current 
Chairman Dave Camp (R-MI) will be stepping 
down at the end of the current Congress and 
retiring. 
 
Year-End Fiscal Year 2014 Deficit 
Numbers to Show Falling Deficit 
 
Key Points: 

Upcoming Dates 
November 4: Midterm Elections 
December 11: Current CR expires as 
does authority to train and arm Syrian 
rebels 
March 15, 2015: Debt limit suspension 
expires 
March 31, 2015: SGR patch expires 
(aka Doc Fix) 
May 2015: Highway Trust Fund patch 
and MAP-21 extension expires 
June 30, 2015: Export-Import Bank 
reauthorization expires 
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 Year-end deficit numbers due out this month 
are expected to show a falling deficit  

 
The Department of the Treasury (Treasury) is 
expected to release Fiscal Year 2014 budget 
results sometime in October, which are 
expected to show a falling deficit. In August, 
the Congressional Budget Office (CBO) 
increased its projection for this year’s federal 
deficit from $492 billion to $506 billion.  
However, this year’s deficit projection 
represents about a 25 percent decline from last 
year’s $680 billion deficit. According to 
Treasury’s July Monthly Treasury Statement, 
the fiscal year-to-date deficit was $460 billion, 
the lowest level since the same period in fiscal 
year 2008. 
  
Further, the CBO projects the deficit in 2015 
will drop to $469 billion, however they also 
estimate that under current law, the annual 
deficit would remain less than 3 percent of 
GDP through 2018, but would grow thereafter, 
reaching nearly 4 percent from 2022 through 
2024. 
 
Upcoming Hearings and Events 
 
There are no upcoming tax hearings or events. 
 
For more information about tax issues you may email 
or call Christopher Hatcher at 202-659-8201.  Tess 
Illos contributed to this report.     
 
FINANCIAL SERVICES 
 
Federal Insurance Office Releases 2014 
Annual Report 
 
Key Points: 

 The Federal Insurance Office released its 2014 
“Annual Report on the Insurance Industry,” 
which provides an overview of the insurance 
industry and discussions of consumer protection 

issues and U.S. and international regulatory 
developments. 

 
On September 24, the Federal Insurance Office 
(FIO) released its 2014 Annual Report on the 
insurance industry, pursuant to Section 502(a) 
of the Dodd-Frank Act. The report provides an 
overview of the insurance industry in the 
United States, discusses consumer protection 
and access to insurance, U.S. regulatory 
developments, and international developments 
 
Domestic and international initiatives 
mentioned in the report include: 

 National Association of Registered 
Agents and Brokers (NARAB): The 
report explains that “FIO intends to 
monitor life insurance sales and the 
number of life insurance agents and 
brokers to ascertain whether 
policymakers should consider efforts 
beyond NARAB II to facilitate agent 
licensing and access to retirement 
security through life insurance and 
annuity products.”  

 Private Equity Acquisition of 
Annuity Writers: The report observes 
the developments of two states that 
have “imposed enhanced regulatory 
expectations while authorizing the 
acquisition of three annuity writers by 
private equity firms.”  

 Flood Insurance: The report explains 
that “FIO will continue to monitor U.S. 
flood insurance developments, a topic 
likely to remain of interest as severe 
weather events increase in frequency 
and severity.” 

 Captive Life Reinsurance: In the 
insurance Modernization Report released 
by FIO in December 2013, FIO 
recommends that states “develop a 
uniform and transparent solvency 
oversight regime for the transfer of risk 

http://www.williamsandjensen.com/
http://www.cbo.gov/publication/45653
http://www.fiscal.treasury.gov/fsreports/rpt/mthTreasStmt/mts0714.pdf
mailto:CWHatcher@wms-jen.com
http://www.treasury.gov/initiatives/fio/reports-and-notices/Documents/2014_Annual_Report.pdf
http://www.treasury.gov/initiatives/fio/reports-and-notices/Documents/How%20to%20Modernize%20and%20Improve%20the%20System%20of%20Insurance%20Regulation%20in%20the%20United%20States.pdf
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to reinsurance captives.” The report 
reviews some recent reports and 
activities in this area in 2014 and 
explains that “FIO will continue to 
monitor and report on regulatory 
treatment of this issue.” 

 Cyber Risk Insurance: The FIO 
report notes that the standalone cyber 
risk insurance market is “approaching 
$2 billion in direct written premium.” It 
explains that the take-up rates are 
increasing considerably, particularly for 
industries that “rely more heavily on 
technology and that manage the largest 
caches of PII (such as financial services 
and insurance, telecommunications, 
retail, and healthcare)”. 

 G-SIIs: The report notes that the 
Financial Stability Board will decide on 
the Globally Systemically Important 
Insurers (G-SIIs) status of major 
reinsurers by November 2014. In 
addition, the report discusses the 
development of Common Framework 
for the supervision of internationally 
active insurance groups (ComFrame) 
and notes the efforts undertaken by the 
International Association of Insurance 
Supervisors (IAIS) to develop capital 
standards and to “analyze qualitative 
requirements (e.g., those pertaining to 
supervisory and risk management 
practices).” The report discusses the 
timeline of IAIS efforts, noting that: 
“The IAIS will develop and field test 
ComFrame, including the insurance 
capital standards (ICS), through 2018 in 
advance of implementation in 2019. 
Once finalized, the ICS will become a 
component of Comframe and may 
replace the basic capital requirements 
(BCR) as the foundation for the higher 
loss absorbency (HLA) requirements 
for G-SIIs. 

 EU-U.S. Insurance Issues: The 
report notes the reaffirmation of the 
EU-U.S. Insurance Project by its 
members, including both FIO and state 
insurance regulators. Regarding the 
issue of reinsurance collateral, the 
report notes that the FIO and USTR 
are “engaged internally regarding the 
Modernization Report’s recommendation 
to reform reinsurance collateral through 
a covered agreement based on the 
amended Model Reinsurance Collateral 
Law.” 

 Resolution of Insurers: The report 
notes progress on this issue, stating that 
FIO serves as a member of the iCBCM 
(Cross-Border Crisis Management 
Group for Insurers), which assists in 
the implementation of resolution-
related policy measures for G-SIIs, and 
Resolution Working Group, developing 
and maintaining supervisory guidance 
on the resolution of insurers. 

 
Department of Defense Releases Proposed 
Rule to Amend the Military Lending Act 
 
Key Points: 

 The DOD proposes rule to apply the 
protections of the Military Lending Act to all 
payday loans, vehicle title loans, refund 
anticipation loans, deposit advance loans, 
installment loans, unsecured open-end lines of 
credit, and credit cards. 

 
On September 26, the Department of Defense 
(DOD) announced the release of a proposed 
rule to expand the application of the Military 
Lending Act (Section 670 of the John Warner 
National Defense Authorization Act of 2007.) 
In a press release, the DOD noted that the 
proposal would “apply the protections of the 
Military Lending Act (MLA) to all forms of 
payday loans, vehicle title loans, refund 

http://www.williamsandjensen.com/
http://www.gpo.gov/fdsys/pkg/FR-2014-09-29/pdf/2014-22900.pdf
http://www.gpo.gov/fdsys/pkg/FR-2014-09-29/pdf/2014-22900.pdf
http://www.gpo.gov/fdsys/pkg/BILLS-109hr5122enr/pdf/BILLS-109hr5122enr.pdf
http://www.gpo.gov/fdsys/pkg/BILLS-109hr5122enr/pdf/BILLS-109hr5122enr.pdf
http://www.defense.gov/Releases/Release.aspx?ReleaseID=16954
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anticipation loans, deposit advance loans, 
installment loans, unsecured open-end lines of 
credit, and credit cards.” The MLA caps the 
interest rate on covered loans to active duty 
service members at 36 percent. In addition, the 
DOD “is proposing to amend its existing 
regulation to amend the provisions governing a 
tool a creditor may use in assessing whether a 
consumer is a ‘covered borrower,’ modify the 
disclosures that a creditor must provide to a 
covered borrower, [and] implement the 
enforcement provisions of the MLA.” 
 
Consumer Financial Protection Bureau (CFPB) 
Director Richard Cordray issued a statement 
expressing support for the proposed 
regulations. Cordray stated: 

This proposal would shut down 
the predatory lending to the 
military that has flourished 
through exploiting legal 
technicalities. By broadening 
the types of credit covered 
under the law, this proposal 
would carry out the will of 
Congress by enabling the CFPB 
to stop lenders from harming 
servicemembers in ways the law 
was intended to stop. 

 
President Obama Signs Legislation on 
Data Confidentiality 
 
Key Points: 

 President Obama signed the “Examination 
and Supervisory Privilege Parity Act,” which 
requires the Consumer Financial Protection 
Bureau (CFPB) to coordinate its supervisory 
activities with the supervisory activities of the 
state agencies that license, supervise, or 
examine the offering of consumer financial 
products or services. 

 

On September 26, President Barack Obama 
signed the “Examination and Supervisory 
Privilege Parity Act” (H.R. 5062) into law. 
Introduced by Representative Ed Perlmutter 
(D-CO), the bill was approved in the House by 
voice vote on July 29, 2014 and in the Senate 
by unanimous consent on September 18, 2014, 
It requires the Consumer Financial Protection 
Bureau (CFPB) to coordinate its supervisory 
activities with the supervisory activities of the 
state agencies that license, supervise, or 
examine the offering of consumer financial 
products or services.  
 
Federal Reserve Announces Study on the 
Impact of Enhanced Capital Standards on 
Insurance Companies 
 
Key Points: 

 The Federal Reserve announced a quantitative 
impact study (QIS) to evaluate the impact of 
the revised regulatory capital framework on 
systemically important insurance companies. 

 The House and Senate have passed separate 
bills to clarify that the Federal Reserve can 
implement insurance-based capital standards 
for the insurers it oversees. 

 
On September 30, the Federal Reserve issued a 
press release announcing a quantitative impact 
study (QIS) “to evaluate the potential effects of 
its revised regulatory capital framework on 
savings and loan holding companies and 
nonbank financial companies supervised by the 
Board that are substantially engaged in 
insurance underwriting activity.” Section 171 of 
the Dodd-Frank Act (DFA), known as the 
Collins Amendment, imposed new minimum 
capital standards for insured depository 
institutions, depository institution holding 
companies, and systemically important non-
bank financial companies. Concerns have been 
raised with impact of applying bank-centric 
standards to insurance companies. Federal 

http://www.williamsandjensen.com/
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Reserve officials have said that the Federal 
Reserve is limited in its ability to tailor capital 
requirements to the unique business model of 
insurance companies. Current Federal Reserve 
Board Chair Janet Yellen has stated that she 
recognizes the differences in the business 
models of banks and insurance companies and 
that the Federal Reserve will work to craft 
appropriate requirements for the business 
models of insurance companies.  
 
On September 16, the House passed the H.R. 
5461, which would clarify that the Federal 
Reserve can implement insurance-based capital 
standards for the insurers it oversees. However, 
the bill also includes provisions related to 
collateralized loan obligations (CLOs), points 
and fees in mortgage transactions, and end-user 
exemptions from margin requirements. On 
June 3, the Senate passed a separate bill, also 
known as the “Insurance Capital Standards 
Clarification Act” (S. 2270), but it did not 
include provisions related to CLOs, mortgages, 
or the end-user exemption.  
 
Upcoming Hearings and Events 
October 6 
FSOC Meeting: The Financial Stability 
Oversight Council (FSOC) will hold a closed 
meeting on designating non-bank financial 
firms and a review of asset managers by FSOC. 
The FSOC will also hold an open meeting 
which is to include a presentation by the Office 
of Financial Research (OFR) on FSOC’s 2014 
annual report.   
 
October 8 
CFPB Forum on Checking Accounts: The 
Consumer Financial Protection Bureau (CFPB) 
will hold a forum on “how checking account 
screening policies and practices impact 
consumers”, including “account screening 
practices, the effect these practices have on 
consumers’ ability to acquire and use checking 

account products,” and the availability of 
“financial products and services” to consumers. 
 
October 9 
SEC Advisory Meeting on Municipal Bond 
Transparency, Accredited Investors, 
Bylaws, Settlement Cycles: The Securities 
and Exchange Commission’s (SEC) Investor 
Advisory Committee will hold a public meeting 
on: (1) a recommendation of the Investor as 
Purchaser subcommittee and Investor 
Education subcommittee “on the definition of 
accredited investor”; (2) a recommendation of 
the Investor as Owner subcommittee on 
“impartiality in the disclosure of preliminary 
voting results”; (3) “an update on possible 
recommendations of the Market Structure 
subcommittee on the settlement cycle”; (4) “a 
briefing by Commission staff on municipal 
finance bond market transparency”; and (5) 
“issuer adoption of fee-shifting bylaws for 
intra-corporate litigation (which may include 
presentations by outside experts and/or 
Commission staff)”.  
 
CFTC Advisory Meeting on Non-
Deliverable Forwards (NDFs) and Bitcoin: 
The Commodity Futures Trading 
Commission’s (CFTC) Global Markets 
Advisory Committee (GMAC) will hold a 
meeting on “issues related to clearing Non-
Deliverable Forwards (NDFs) and the digital 
currency bitcoin.” Consisting of two panels, the 
first panel will focus on “whether a clearing 
mandate is appropriate for NDFs, with a 
particular focus on how such a mandate would 
impact foreign exchange contracts” while a 
second panel “will discuss CFTC’s jurisdiction 
with respect to derivatives contracts that 
reference the digital currency bitcoin.” 
 
For more information about financial services issues you 
may email or call Joel Oswald at 202-659-8201. Eric 

http://www.williamsandjensen.com/
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Robins, Rebecca Konst, and Alex Barcham contributed 
to the articles. 
 
ENERGY AND ENVIRONMENT  

 
President and Administration Officials 
Talk Climate Change 
 
Key Points: 

 Last week, President Obama, Treasury 
Secretary Lew and EPA Administrator 
McCarthy spoke on climate change.  

 They argued that policies to limit greenhouse 
gas emissions would enhance economic growth 
while averting significant costs to the economy 
and federal government.       

 
Last week, President Barack Obama and 
Environmental Protection Agency (EPA) 
Administrator Gina McCarthy spoke about 
climate change and the Administration’s efforts 
to regulate and reduce greenhouse gas (GHG) 
emissions.  
 
Obama gave a speech on September 23, at the 
U.N. Climate Change Summit, citing U.S. 
progress in expanding renewable energy 
generation and increasing vehicle fuel 
economy, but emphasizing that “we have to do 
more.” He explained that he “convened a 
group of private sector leaders who’ve agreed 
to do their part to slash consumption of 
dangerous greenhouse gases known as HFCs – 
slash them 80 percent by 2050.” The President 
also announced an Executive Order 
“directing…federal agencies to begin factoring 
climate resilience into our international 
development programs and investments.” He 
also discussed plans to establish a new GHG 
emissions reduction target for the U.S., while 
predicting success in achieving the first target: 
“[f]ive years ago, I pledged America would 
reduce our carbon emissions in the range of 17 
percent below 2005 levels by the year 2020. 

America will meet that target…[a]nd by early 
next year, we will put forward our next 
emission target, reflecting our confidence in the 
ability of our technological entrepreneurs and 
scientific innovators to lead the way.” 
 
On September 25, McCarthy spoke to the 
organization Resources for the Future on 
climate change policy and the economy. In her 
speech she touted the EPA’s proposed 
regulations to reduce GHG emissions from 
power plants. McCarthy warned that “when it 
comes to climate change, the most expensive 
thing we could do, is to do nothing.” She 
stressed the potential economic benefits of 
policies to reduce emissions, claiming that the 
U.S. “can turn our challenge into an 
opportunity to modernize our power sector, 
and build a low-carbon economy that’ll fuel 
growth for decades to come.” She noted that 
the EPA has already received 1 million 
comments on the notice of proposed 
rulemaking (NPRM) to reduce GHG emissions 
from existing power plants. McCarthy also 
explained that the EPA has extended the public 
comment period on the NPRM through 
December 1.  
 
Secretary of the Treasury Jacob Lew gave a 
speech on “The Economics of Climate 
Change.” He asserted that “[m]aking the right 
investments will make our economy stronger 
today, create tens of thousands of new jobs, 
and position the United States to lead the 
world in the technologies and the industries of 
the future.” Lew contended that climate change 
is already imposing a burden on the federal 
budget, noting that when the “federal 
government has to step in and do things like 
provide disaster relief, crop and flood 
insurance, protection from wildfires, and 
healthcare, taxpayers pay the cost.”   
 
Upcoming Hearings and Events 

http://www.williamsandjensen.com/
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October 6 
Infrastructure Financing: The Department 
of Energy will hold a public meeting, as part of 
the Quadrennial Energy Review process, in 
New York City. The meeting will focus on 
“Energy Infrastructure Finance”.   
 
October 7 
Winter Energy Outlook: The Department of 
Energy’s Office of Electricity Delivery and 
Energy Reliability, U.S. Energy Information 
Administration (EIA), and the National 
Association of State Energy Officials 
(NASEO) will hold the annual Winter Energy 
Outlook Conference. The event will “will 
address global oil supply uncertainty, and the 
effects of projected winter weather on the 
demand for heating and key transportation 
fuels.”  
 
October 20-21 
Pipeline Safety: The Pipeline and Hazardous 
Materials Safety Administration’s (PHMSA) 
Gas Pipeline Advisory Committee and Liquid 
Pipeline Advisory Committee will hold a joint 
meeting “to discuss performance metrics for 
pipeline operations, safety management 
systems in other industries, and agency, state, 
and stakeholder priorities.” 
 
November 13 
Public Lands Legislation: The Senate Energy 
and Natural Resources Committee will meet to 
mark up a series of public lands bills, including 
the “Oregon and California Land Grant Act of 
2014” (S. 2734).   
 
For more information about energy and environment 
issues you may email or call Frank Vlossak at 202-
659-8201. Updates on energy and environment issues 
are available during the week on twitter. 
 
 

DEFENSE 
 
AUMF May Not Be Debated in Lame 
Duck 
 
Key Points: 

 It is not likely that Congress will consider an 
AUMF in the lame duck as had been 
expected 

 An AUMF may not be considered until the 
next Congress 

 
This week, Speaker of the House John Boehner 
(R-OH) placed the onus on the Obama 
Administration with respect to an 
Authorization for Use of Military Force 
(AUMF) for operations in Syria. He said that 
he would schedule a vote on an AUMF if the 
Obama Administration requests an AUMF. 
Some have suggested that it is not clear that an 
AUMF would pass either chamber as there are 
opponents in both parties to providing the 
Executive Branch with authority to expand 
military operations. However, the House’s 
Democratic Leader said that Congress should 
debate an AUMF in November after the 
election. Nonetheless, the Administration 
continues to maintain that the 2011 and 2002 
AUMFs provide ample authority to operate in 
Syria and against the Islamic State of Iraq and 
Syria (ISIS.) 
 
On ABC’s This Week on September 28, 
Boehner stated that “[t]he President typically in 
a situation like this would call for an 
authorization vote and go sell that to the 
American people and send a resolution to 
[Congress].” He said that “[t]he President 
hasn’t done that…[because] [h]e believes he 
has the authority under existing resolutions to 
do what he’s doing.” Boehner was asked 
whether he agrees with the Administration on 
that point, and Boehner responded that “I 
think he does have the authority to do it, but 

http://www.williamsandjensen.com/
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the point I’ve been making is that this is a 
proposal that the Congress ought to consider.”  
 
The same day, Deputy National Security 
Adviser Anthony Blinken appeared on CBS’ 
Face The Nation and responded to Boehner’s 
remarks. He said that “we would welcome 
Congress' support…[and] [w]e already have it 
for the train-and-equip program.” Blinken 
claimed that “support can manifest itself in 
different ways, including a new [AUMF]…[s]o, 
that’s something we would welcome.” He 
argued that “[w]e do not require it…[because] 
[w]e have the existing authorization from 
2001…[and] [t]hat is a basis for proceeding.” 
 
On October 1, House Minority Leader Nancy 
Pelosi (D-CA) said that Congress should 
consider an AUMF in the lame duck session. 
She remarked that “[t]here’s a conversation 
among members informally about what form 
an authorization should take that would secure 
our national security interests, as well as could 
pass in both houses of Congress.” She asserted 
that “[t]hese conversations should be from the 
informal to the official…[and] [w]hen this 
Congress comes back into session in 
November, it is important that we are ready to 
debate and vote on such an authorization 
between then and now.” 
 
BSA Signed 
 
Key Points: 

 The U.S. and Afghanistan sign a bilateral 
security agreement to allow U.S. troops to 
remain after 2014 

 NATO and Afghanistan also execute a 
status of forces agreement 

 
This week, the U.S. Ambassador to 
Afghanistan James Cunningham and Afghan 
National Security Adviser Hanif Atmar signed 
the Bilateral Security Agreement (BSA) that will 

allow 9,800 U.S. troops and to remain in 
Afghanistan after December 31, 2014, which 
marks the end of combat operations. The 
Afghan government and NATO also signed a 
Status of Forces Agreement that would call for 
up to 2,000 NATO troops to be stationed in 
Afghanistan along side U.S. troops. The signing 
of these agreements came a day after new 
Afghan President Ashraf Ghani was sworn in, 
putting an end to the extended disagreement 
about which candidate won the April election.  
 
The final wording of the BSA was originally 
negotiated in November 2013. It had been 
expected that the previous President of 
Afghanistan, Hamid Karzai, would sign the 
BSA, but he declined to do for a number of 
reasons, putting in jeopardy the ability of U.S. 
forces to continue to remain in Afghanistan.  
 
The BSA “establish[es] a new NATO-led 
Mission to train, advise, and assist the Afghan 
National Defense and Security Forces 
(ANDSF), and…provide[s]…the necessary 
authorities, status arrangements, and legal 
basis.” The BSA also stipulates that the U.S. 
and Afghanistan “shall continue to foster close 
cooperation to strengthen security and stability 
in Afghanistan, counter-terrorism, contribute 
to regional and international peace and stability, 
and enhance the ability of Afghanistan to deter 
internal and external threats against its 
sovereignty, security, territorial integrity, 
national unity, and its constitutional 
order…[and] [u]nless otherwise mutually 
agreed, United States forces shall not conduct 
combat operations in Afghanistan.”  
 
President Barack Obama issued a statement in 
which he claimed that the BSA “represents an 
invitation from the Afghan Government to 
strengthen the relationship we have built over 
the past 13 years and provides our military 
service members the necessary legal framework 
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to carry out two critical missions after 2014: 
targeting the remnants of Al Qaeda and 
training, advising, and assisting Afghan 
National Security Forces.” He noted that “[t]he 
signing of the BSA also reflects the 
implementation of the Strategic Partnership 
Agreement our two governments signed in May 
2012.” 
 
Congress Denies In Part 2 DOD 
Reprogrammings 
 
Key Points: 

 Congress denied the DOD’s request to use 
OCO funds to buy 8 F-35s and 21 AH-
64E Apaches  

 Congress grants a vastly reduced OCO request 
for combatting Ebola 

 
In late September, two of the Department of 
Defense’s (DOD) requests to shift 
appropriated funds on the basis of current 
needs were partially blocked by Congress. The 
first denial signals that Congress may not be 
willing to circumvent the cap on base DOD 
spending by shifting items to Overseas 
Contingency Operations (OCO) accounts. The 
second may suggest uneasiness about using 
DOD funds and personnel in Africa to assist 
nations stricken by the current Ebola outbreak 
and may even indicate that obtaining funds for 
these purposes for domestic agencies may be 
difficult.  
 
The House Appropriations Committee’s 
Defense Subcommittee Chairman Rodney 
Frelinghuysen (R-NJ) sent a letter to Pentagon 
Comptroller Michael McCord denying the 
DOD’s request to reprogram funds from FY 
2014 Overseas Contingency Operations (OCO) 
funds from Operations and Maintenance to the 
purchase of 8 F-35s and 21 AH-64E Apache 
Block IIIA helicopters and associated spares 
and repair parts. Frelinghuysen explained that 

“[t]he Committee is concerned that OCO 
appropriations, which are provided by 
Congress specifically for ongoing combat 
operations and related efforts, are being utilized 
in this reprogramming to backfill budgetary 
shortfalls in acquisition programs that have 
only tenuous links to the fight in Afghanistan 
and other current operations.” He noted that 
the funds to buy Apaches and F-35s “would be 
used to accelerate aircraft replacement 
programs that have already been programmed 
in the Future Years Defense Plan, contrary to 
policy excluding such use of OCO funding 
issued by the Office of Management and 
Budget, as well as previous decisions by the 
Committee on similar budget requests.” 
However, the Subcommittee approved the 
DOD’s request to reprogram $339.8 million for 
operations against the Islamic State of Iraq and 
Syria (ISIS.) 
 
The House Appropriations Committee’s 
Defense Subcommittee, House Armed Services 
Committee, and Senate Armed Services 
Ranking Member James Inhofe (R-OK) 
granted part of the DOD’s $1 billion 
reprogramming requests to fund humanitarian 
assistance to address the Ebola outbreak in 
Africa. The exact amount that the DOD would 
receive remains in question as the House 
Appropriations Committee’s Defense 
Subcommittee has approved only $50 million 
while the House and Senate Armed Services 
Committees have approved $100 million. In 
terms of the rationale for blocking the requests, 
an Inhofe staffer explained in an email that 
Inhofe would block the balance of the funding 
until the DOD “outline[s] a plan to protect 
U.S. military personnel from contracting 
Ebola.”  
 
GAO Questions DOD’s F-35 Sustainment 
Estimates 
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Key Points: 

 The DOD’s $1 trillion cost estimates for 
sustainment of the F-35 over its 56-year 
lifecycle may understate reasonably foreseeable 
costs 

 Average annual sustainment costs for F-35 
would exceed by nearly $9 billion for four 
current fighters 

 
On September 23, the Government 
Accountability Office (GAO) released a report 
that throws significant doubt on the 
Department of Defense’s (DOD) estimates of 
$1 trillion in sustainment costs for the F-35 
over its lifecycle. The GAO suggested that a 
number of flaws and omissions in how the 
DOD arrived at its current estimates may not 
be inclusive enough, meaning that sustainment 
costs for the most expensive procurement in 
the history of the DOD could be even higher. 
 
The GAO noted that “[t]he is DOD’s most 
expensive weapon system, with estimated 
sustainment costs of about $1 trillion…[and 
[w]ith the military services planning for the 
ability to deploy and maintain the F-35 within 4 
years, DOD is working to develop a 
sustainment strategy that will be both 
affordable and executable for the program’s life 
cycle.” The GAO stated that the DOD 
“currently has or is developing several plans 
and analyses that will make up its overall F-35 
sustainment strategy, which is expected to be 
complete in fiscal year 2019…[but] [t]he annual 
F-35 operating and support (O&S) costs are 
estimated to be considerably higher than the 
combined annual costs of several legacy 
aircraft.” 
 
The GAO recommended that “DOD develop 
better informed affordability constraints; 
address three risks that could affect 
sustainment, affordability, and operational 
readiness; and take steps to improve the 

reliability of its cost estimates.” The GAO 
stated that “[h]owever, the current sustainment 
strategy that DOD is developing may not be 
affordable…[and] [t]he program has continued 
to experience cost overruns, and the recent 
Selected Acquisition Report (SAR) estimated 
the O&S cost to sustain the system for 56 years 
to be approximately $1 trillion.” The GAO 
added that “according to DOD officials, 
including officials within the Office of the 
Secretary of Defense (OSD), the current 
sustainment strategy is not affordable. 
According to Cost Assessment and Program 
Evaluation (CAPE) analysis, the combined 
O&S costs of several legacy aircraft--the F-
15C/D, F-16C/D, AV-8B, and F-18A-D 
fleets--in 2010 exceeded $11 billion.” The 
GAO stated that “[c]omparatively, based on 
CAPE’s 2013 O&S cost estimate, the annual 
cost to sustain the F-35 will be about $19.9 
billion (in base year 2012 dollars) in 2040--the 
end of its steady-state years…[and] [t]his $8.8 
billion difference represents an increase of 
more than 79 percent in annual O&S costs for 
the F-35 as compared with several legacy 
aircraft.” The GAO stated that “the Program 
Executive Officer has continued to express 
concerns over the affordability of the 
program’s sustainment approach, stating that 
“F-35 sustainment costs remain a concern” and 
that affordability continues to be a top priority 
for the program.” 
 
The GAO stated that “[i]n an era of significant 
budgetary pressures and competition for 
resources, with the Air Force, Navy, and 
Marine Corps each beginning to deploy and 
maintain F-35 aircraft within the next 4 years, 
and with full-rate production planned in fiscal 
year 2019, DOD must find ways to make the 
sustainment of the F-35 program affordable. 
DOD has begun to devote attention to 
sustainment through the creation of plans and 
analyses that could help inform programmatic 
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decisions and shape its overall sustainment 
strategy.” The GAO asserted that “[o]ne key 
decision is for DOD to determine what it can 
realistically afford with respect to the F-35 
program, but until it identifies affordability 
constraints tied to the military services' 
budgets, it will continue to develop and field 
the most costly weapon system program in 
history without knowing whether the Air 
Force, Navy, or Marine Corps can pay for it.” 
The GAO added that when other factors are 
accounted for, if all “these risks remain 
unaddressed, sustainment costs could 
potentially increase well beyond current 
estimated levels, and operational readiness 
could suffer.” The GAO claimed that 
“although DOD's current cost estimates 
identify most sustainment costs and document 
cost-influencing assumptions, certain elements 
may be underestimated…[and] [i]n some areas, 
such as the assumptions underlying future fuel 
burn rates, continuing to underestimate these 
elements could translate to billions of dollars in 
cost increases over the life cycle of the 
program.”  
 
PSI Releases Expert Views on DOD 
Acquisitions Reform 
 
Key Points: 

 The Permanent Subcommittee on 
Investigations releases the view on acquisition 
reform submitted by experts, most of which 
were senior-level DOD uniformed and civilian 
officials 

 The effort was led by the Republican Senator 
in line to chair the Senate Armed Services 
Committee should the Senate be controlled by 
the Republicans next year 

 
On October 2, the Senate Homeland Security 
Committee’s Permanent Subcommittee on 
Investigations released a report “DEFENSE 
ACQUISITION REFORM: WHERE DO WE 

GO FROM HERE? A Compendium of Views 
by Leading Experts.” This is the culmination of 
an effort that Subcommittee Chairman Carl 
Levin (D-MI) and Ranking Member John 
McCain (R-AZ) began months ago by soliciting 
the views of stakeholders on how to improve 
the Department of Defense’s (DOD) 
acquisition procedures. Levin and McCain do 
not directly offer their own recommendations 
and instead compiled common views 
articulated by the experts who were consulted 
and responded, many of whom used to be 
high-ranking DOD officials.  
 
Levin and McCain were the Chair and Ranking 
member of the Armed Services Committee 
when the last major acquisition reform 
legislation, the “Weapon Systems Acquisition 
Reform Act of 2009” (WSARA), was enacted. 
If the Republicans win the Senate, McCain 
would be poised to become Chairman of 
Armed Services and in a position to push for 
acquisition reform. In their press release, 
McCain asserted that “[o]ur current defense 
acquisition system has been plagued with 
inadequate planning, redundant processes, and 
mismanagement that have resulted in the 
wasteful spending of taxpayer dollars and 
delayed the delivery of needed capability to our 
service men and women…[and] [f]or these 
reasons, the defense acquisition process must 
continue to be reformed.” Levin said that the 
report “will be an important tool for Congress 
as it considers possible legislation in this area.” 
Moreover, Levin signaled that McCain was the 
prime mover behind the report by 
congratulating him “for his initiative in carrying 
out this project.” 
 
In terms of findings, the Subcommittee noted 
that: 

 Nearly half of the experts feel that 
cultural change is required while over 
two-thirds believe improving incentives 
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for the acquisition workforce is 
necessary for reform. 

 Two-thirds of the contributors feel that 
training and recruiting of the 
acquisition workforce must be 
improved. 

 Nearly half believe that DOD needs to 
attain realistic requirements at the start 
of a major acquisition program that 
includes budget-informed decisions. 

 More than half of the submissions 
noted the need for strong 
accountability and leadership 
throughout the life-cycle of a weapon 
system – with several experts stating 
the need to further integrate the Service 
Chiefs into the acquisition process. 

 
The Subcommittee highlighted four themes 
that ran through many of the responses: 

 Theme 1: Incentivization of the 
acquisition workforce:  

 Theme 2: Attracting and training a 
qualified acquisition workforce:  

 Theme 3: Realism in program 
requirements and budgets:  

 Theme 4: The role of the service 
chiefs into the acquisition process:  

 
The Subcommittee mentioned the Weapon 
Systems Acquisition Reform Act of 2009 
(WSARA) and “various internal DOD policies, 
most notably, three iterations of “Better Buying 
Power” in offering two observations:  

 First, among all those factors that have 
been identified as contributing to 
dysfunction in the defense acquisition 
system, cultural change is among both 
the most important and the least 
amenable to legislation and policy 
changes. It is, rather, a function of 
leadership throughout the chain-of-
command and an incentive structure 

that threads through both the 
government contracting and acquisition 
workforce and industry that assigns a 
premium to cost-control and the timely 
delivery of needed capability. 

 Second, continued “sequestration” of 
the DOD’s budgets will undermine any 
savings that could be achieved through 
even the most successful acquisition 
reform. As the Navy acquisition 
executive Sean Stackley notes in his 
contribution, “[s]equestration, alone, 
threatens to undo all of the 
Department's gains in productivity 
brought about by [those] initiatives.”  

 
For more information on defense issues you may email 
or call Michael Kans at 202-659-8201.  
 
HEALTH 
 
Administration, Congress Weigh Ebola 
Response as U.S. Case Confirmed 
 
Key Points: 

 Agencies and Members of Congress respond to 
Texas case amid calls for more funding and 
better coordination of efforts 

 
On September 30, the Centers for Disease 
Control and Prevention (CDC) confirmed the 
first diagnosis of Ebola in the United States, 
involving an individual that travelled from 
Liberia to Texas. CDC Director Tom Frieden 
emphasized that the Center was well prepared 
to take action to address Ebola in the U.S., and 
added that he had “no doubt that we will 
contain this.”  
 
Last week, House Appropriations Committee 
Chairman Hal Rogers (R-KY) indicated the 
Committee’s support for the Obama 
Administration’s proposal to reprogram money 
from the Overseas Contingency Operations 
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(OCO) account for use to combat Ebola in 
impacted regions. Rogers has pressed the 
Administration for more details on how the 
funding would be spent, and he was joined by 
Senate Armed Services Committee Ranking 
Member Jim Inhofe (R-OK), who signaled he 
would withhold support for the request until a 
more detailed plan is made available.   
 
Last month, the Senate Health, Education, 
Labor, and Pensions (HELP) Committee and 
the Senate Appropriations Committee’s Labor, 
Health and Human Services, Education, and 
Related Agencies (LHHS) Subcommittee held a 
joint hearing to discuss the Ebola outbreak. 
The Committees received testimony from 
representatives of several key agencies, 
including the CDC, the National Institutes of 
Health (NIH), and the Department of Health 
and Human Services.  
 
Due to increasing public attention to the issue, 
additional hearings are possible prior to the 
November 4 midterm elections, even though 
the House and Senate are not scheduled to 
return until the week of November 10th.  
Discussions over strategy and funding for 
Ebola response efforts are expected to 
continue over the next several weeks. 
Meanwhile, a number of Congressional 
Republicans have urged the Obama 
Administration to appoint an official to lead 
the Ebola response. Senate Republicans have 
been vocal in calling for improved coordination 
in the federal government’s response to the 
outbreak.  

 
For more information about healthcare issues you may 
email or call Matthew Hoekstra or George Olsen at 
202-659-8201.  
 
 
 

TRANSPORTATION AND 
INFRASTRUCTURE  
 
DOT and FAA Grant Drone Six 
Exemptions For “Commercial UAS Movie 
and TV Production” 
 
Key Points: 

 The FAA approves first commercial use of 
drones in the U.S. 

 40 other requests are pending 

 The OIG recently determined that the FAA 
is behind schedule in implementing UAS 
provisions in the last FAA reauthorization 

 
On September 25, the Department of 
Transportation (DOT) and the Federal 
Aviation Administration (FAA) “granted 
regulatory exemptions to six aerial photo and 
video production companies, the first step to 
allowing the film and television industry the use 
of unmanned aircraft systems (UAS) in the 
National Airspace System” according to a press 
release. These are the first such exemptions 
granted and the DOT and FAA indicated that 
“40 requests for exemptions from other 
commercial entities” are being considered. 
Secretary of Transportation Anthony Foxx 
“determined that the UAS to be used in the 
proposed operations do not need an FAA-
issued certificate of airworthiness based on a 
finding they do not pose a threat to national 
airspace users or national security…[which] are 
permitted under Section 333 of the FAA 
Modernization and Reform Act of 2012” (P.L. 
112-95.) Foxx stated that “[t]oday’s 
announcement is a significant milestone in 
broadening commercial UAS use while 
ensuring we maintain our world-class safety 
record in all forms of flight.”  
 
With respect to UAS use in the US, the DOT 
and FAA have been criticized both by those 
who claim that UAS have a host of beneficial 
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uses and those who caution against the 
widespread use on the grounds of privacy and 
civil liberties. Moreover, the FAA has been 
criticized for failing to implement the UAS 
provisions in the “FAA Modernization and 
Reform Act of 2012.” Most recently, in July 
2014, the DOT Office of the Inspector 
General (OIG) issued an assessment of the 
FAA’s progress on UAS and found that the 
“FAA is making some progress in meeting 
UAS-related provisions of the FAA  
Modernization and Reform Act of 2012, but 
the Agency is significantly behind schedule in 
meeting most of them, including the goal of 
achieving safe integration  by September 2015.” 
The OIG found that the “FAA has completed 
9 of the act’s 17 UAS provisions, such as 
selecting 6 test sites, publishing a UAS 
Roadmap, and developing a comprehensive 
plan outlining FAA’s UAS plans in the near- 
and long-term.” The OIG asserted that 
“[h]owever, the Agency missed the statutory 
milestones for most of these provisions, and 
much work remains to fully implement 
them…[and] FAA is also behind schedule in 
implementing the remaining eight UAS 
provisions.” 
 
GAO Calls For Better TIGER Metrics 
 
Key Points: 

 At the request of the top Republican on the 
Senate Environment and Public Works 
Committee, the GAO assessed how well the 
DOT measures the impact of TIGER projects 
to see how they fit with national infrastructure 
goals 

 
Last week, the Government Accountability 
Office (GAO) released a new assessment of the 
Transportation Investment Generating 
Economic Recovery (TIGER) grant program 
and found that while the Department of 
Transportation (DOT) has improved in terms 

of documenting its decisions in awarding 
grants, it has not installed metrics that would 
enable the Department to determine whether 
winning projects advance national 
infrastructure objectives. Senate Environment 
and Public Works Committee Ranking Member 
David Vitter (R-LA) requested the assessment.  
 
The GAO noted that “[s]ince 2009, Congress 
has appropriated over $4 billion to DOT to 
competitively award TIGER grants for surface 
transportation projects intended to have a 
significant impact on the nation, a region, or a 
metropolitan area.” The GAO stated that “[i]n 
2011, we concluded that it was critical that 
DOT gain the confidence of Congress and the 
public and demonstrate it can fairly and 
expertly administer a multi-modal, multi-billion 
dollar discretionary program…[but] [h]owever, 
a continued lack of documentation of key 
decisions, as we found in the first and the fifth 
funding rounds, can give rise to challenges to 
the integrity of the evaluation process and leave 
DOT vulnerable to criticism concerning the 
rationale for the decisions made.” The GAO 
stated that “[a]lthough DOT is taking efforts to 
establish additional accountability measures for 
the TIGER program in response to 
recommendations we made in May 2014, it is 
too early to tell whether those actions will fully 
address the concerns we raised.” The GAO 
stated that “[w]e will continue to monitor 
DOT’s efforts to address our 
recommendations by reviewing DOT’s recently 
announced TIGER VI funding decisions.” The 
GAO claimed that “[e]stablishing additional 
accountability measures could create a strong 
foundation on which to ensure public and 
congressional trust in the program and 
transparency for its funding decisions.” 
 
GAO asserted that “many TIGER project 
performance measures do not clearly link with 
the TIGER program’s long-term outcomes or 
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include measurable targets.” The GAO claimed 
that “[a]s result, DOT does not have a 
framework in place to assess the performance 
of the overall TIGER program in achieving the 
program’s long-term outcomes, or a basis to 
judge whether TIGER projects meet 
performance expectations and deliver sufficient 
results for the federal investment.” The GAO 
asserted that “[t]he TIGER program represents 
an important opportunity for DOT to establish 
performance-based links between surface 
transportation funding and program outcomes, 
similar to MAP-21’s emphasis on performance 
measurement.” The GAO stated that “because 
DOT does not assess the overall performance 
of the TIGER program, Congress lacks 
information on whether the amounts invested 
in the program have had their intended impact 
on the nation’s transportation infrastructure--
information that could be useful when making 
future funding decisions.” The GAO 
recommended that “[t]o help inform future 
funding decisions for the TIGER 
program…the Secretary of Transportation 
[should] develop clear linkages between project 
performance measures and the program’s goals, 
and include measurable targets, so that DOT 
can better measure and report on the 
performance of the program and its funded 
projects in meeting its established long-term 
outcomes.” 
 
OIG Finds That FAA Is Behind Schedule 
on NextGen 
 
Key Points: 

 The DOT’s OIG turned up a host of 
problems with the FAA’s implementation of a 
key component of NextGen may be “years 
away” 

 
Last week, the Department of Transportation’s 
(DOT) Office of the Inspector General (OIG) 
issued a report on the Federal Aviation 

Administration’s (FAA) progress on 
implementing the Next Generation Air 
Transportation System (NextGen), specifically 
“the Automatic Dependent Surveillance-
Broadcast (ADS-B) system.” The OIG 
explained that this system “is expected to 
leverage new and existing technologies to 
provide aircraft information to pilots and air 
traffic controllers during all phases of 
flight…[but] [f]ull implementation of ADS-B 
requires the installation of a nationwide 
network of ground-based radio stations, aircraft 
equipped with ADS-B rule-compliant avionics, 
and the integration of ADS-B data into FAA’s 
air traffic control automation systems.” The 
OIG noted that “FAA plans to spend 
approximately $1.7 billion on ADS-B through 
2014, and an additional $1 billion between 2014 
and 2020.” The OIG stated that “[i]n October 
2010, we reported that FAA faces significant 
risks and challenges in finalizing ADS-B’s 
technical requirements, managing its cost and 
schedules, and encouraging airspace users to 
equip with ADS-B avionics.” 
 
In its current assessment, the OIG asserted that 
“FAA has deployed the ADS-B ground 
infrastructure, but controller and pilot use of 
ADS-B information throughout the National 
Airspace System (NAS) remains years away.” 
The OIG stated that “[a]s of April 2014, FAA 
reported that the ADS-B ground infrastructure 
has been completed with the deployment of 
634 ground radio stations…[h]owever, only 
limited ADS-B services are being provided to 
pilots and air traffic controllers, due in part to 
the fact that FAA has yet to complete 
modernization of its air traffic automation 
systems to accommodate ADS-B technology.” 
The OIG stated that “[i]n addition, FAA’s 
operational testing identified problems related 
to the display of ADS-B data on FAA’s air 
traffic control automation systems.” The OIG 
added that “[a]ccording to FAA, a lack of 

http://www.williamsandjensen.com/
https://www.oig.dot.gov/sites/default/files/FAA%20ADS-B%20Program%20Audit%20Report%5E9-11-14.pdf
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sufficient numbers of users who have equipped 
with ADS-B avionics makes it difficult to test 
the entire system—ground infrastructure, 
aircraft avionics, and controller automation—
to ensure it can be used to safely manage air 
traffic in congested airspace.” The OIG stated 
that “FAA has not yet fully developed a system 
to monitor the performance and operational 
safety of the ground equipment and help avoid 
and resolve outages.” 
 
For more information on transportation issues you may 
email or call Michael Kans at 202-659-8201.  
 
TECHNOLOGY 
 
Data Center Consolidation May Save More 
Than the Administration’s Goal of $5.3 
Billion 
 
Key Points: 

 The GAO found that OMB’s data 
consolidation initiative may save more than the 
$3 billion goal by the end of FY 2015 and 
$5.3 billion by FY 2017 but a number of 
problems may be preventing agencies from 
accurately accounting for all the savings 

 
The Government Accountability Office (GAO) 
released a report titled “Data Center 
Consolidation: Reporting Can Be Improved to 
Reflect Substantial Planned Savings” last week 
in which the GAO determined that the Obama 
Administration’s plan to save $5.3 billion in 
consolidating federal centers by FY 2017 may 
achieve even greater budgetary savings. 
However, the GAO pointed out that some 
agencies have either underreported savings or 
lack the internal capabilities to fully measure 
the extent of savings. Consequently, the 
Administration’s figures are likely understating 
savings. Moreover, the GAO estimated that the 
Administration will exceed its target of $3 
billion in savings by the end of FY 2015.  

 
The GAO noted that “[i]n 2010, as focal point 
for information technology management across 
the government, Office of Management and 
Budget’s (OMB) Federal Chief Information 
Officer launched the  
Federal Data Center Consolidation Initiative 
(FDCCI) to consolidate the growing number of 
centers.” The GAO noted that “[a]s of May 
2014, agencies reported a total of 9,658 data 
centers—-approximately 6,500 more than 
reported by OMB in 2011.” GAO stated that 
“[o]f the 24 agencies participating in the 
FDCCI, 19 agencies collectively reported 
achieving an estimated $1.1 billion in cost 
savings and avoidances between fiscal years 
2011 and 2013.” The GAO added that “the 
Departments of Defense, Homeland Security, 
and Treasury accounted for approximately 
$850 million (or 74 percent) of the total…[and] 
21 agencies collectively reported planning an 
additional $2.1 billion in cost savings and 
avoidances by the end of fiscal year 2015, for a 
total of approximately $3.3 billion—an amount 
that is about $300 million higher than the 
OMB’s original $3 billion goal.” The GAO 
stated that “[b]etween fiscal years 2011 and 
2017, agencies reported planning a total of 
about $5.3 billion in cost savings and 
avoidances.” 
 
The GAO stated that “[h]owever, planned 
savings may be higher because six agencies that 
reported having closed as many as 67 data 
centers reported limited or no savings, in part 
because they encountered difficulties, such as 
calculating baseline data center costs.” The 
GAO found that “11 of the 21 agencies with 
planned cost savings are underreporting their 
fiscal years 2012 through 2015 figures to OMB 
by approximately $2.2 billion…[and] [w]hile 
several agencies noted communication issues as 
the reason for this, others did not provide a 
reason. Until OMB assists agencies in reporting 

http://www.williamsandjensen.com/
mailto:mdkans@wms-jen.com
http://www.gao.gov/products/GAO-14-713


Williams & Jensen – Washington Update October 3, 2014 
   

  
 

 
Williams & Jensen, PLLC 

701 8th Street, N.W. Suite 500 Washington, D.C. 20001 
Telephone: (202) 659-8201 Fax: (202) 659-5249 

www.williamsandjensen.com 
 

Page 18 of 19 

savings and agencies fully report their savings, 
the $5.3 billion in total savings will be 
understated.”  
 
GAO Finds Cloud Computing Efficiencies  
 
Key Points: 

 The GAO found that seven federal agencies 
have reaped considerable savings to date in 
moving to the cloud and that future savings are 
likely as legacy systems are replaced 

 
Last week, the Government Accountability 
Office (GAO) released a report titled “Cloud 
Computing: Additional Opportunities and 
Savings Need to Be Pursued,” in which the 
GAO found that seven agencies “are still only 
investing a small fraction of their information 
technology (IT) budgets on cloud computing” 
for a number of reasons. Notably, the GAO 
observed that these agencies are poised to 
move more of their operations and systems to 
the cloud when legacy systems are replaced or 
modernized in the near future. The GAO 
examined the cloud computing practices and 
acquisitions of the General Services 
Administration (GSA,) the Small Business 
Administration, and the Departments of 
Agriculture, Health and Human Services, 
Homeland Security, State, and Treasury. The 
GAO noted that “[t]he agencies collectively 
reported cost savings of about $96 million 
from the implementation of 22 of the 101 
cloud services…[including] both one-time and 
multiyear savings.” The GAO pointed out that 
“the large number of agency investments to be 
assessed provides ample opportunities for 
additional progress and substantial cost 
savings” and “[u]ntil this is done and the 
investments are assessed, the agencies cannot 
know whether they are achieving the maximum 
benefits, including improved operational 
efficiencies and minimized costs, associated 
with using such services.” 

  
The GAO noted that “[w]hile the collective 
and individual agency gains in implementing 
such services are commendable, the seven 
agencies are still only investing a small fraction 
of their IT budgets on cloud computing.” The 
GAO asserted that “[t]he agencies’ modest 
level of cloud investment is attributable in part 
to the large number of legacy investments--
nearly two thirds of all investments--that have 
yet to be considered for cloud 
migration…[and] [t]his is due in part to the 
agencies’ practice of not assessing these 
investments until they are to be replaced or 
modernized, which is inconsistent with Office 
of Management and Budget’s (OMB) 
direction.” Nonetheless, the GAO found that 
“[a]gencies continue to face formidable 
challenges as they move their IT services to the 
cloud…[and] [t]wo of the challenges--namely 
ensuring IT security and overcoming agency 
culture--have persisted since we last reported.” 
The GAO stated that “OMB and GSA have 
issued guidance and established initiatives to 
address the challenges, which agencies can use 
to help mitigate any associated negative 
impacts.”  
 
The GAO recommended that “[t]o help ensure 
continued progress in the implementation of 
cloud computing services…the Secretaries of 
Agriculture, Health and Human Services, 
Homeland Security, State, and the Treasury; 
and the Administrators of the GSA and Small 
Business Administration direct their respective 
Chief Information Officers to take the 
following actions:  

 Ensure that all IT investments are 
assessed for suitability for migration to 
a cloud computing service.  

 As part of this, establish evaluation 
dates for those investments identified 
in this report that have not been 
assessed for migration to the cloud.” 

http://www.williamsandjensen.com/
http://www.gao.gov/assets/670/666133.pdf
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For more information on technology issues you may 
email or call Michael Kans at 202-659-8201.  
 
This Week in Congress was written by Laura 
Simmons.  

http://www.williamsandjensen.com/
mailto:mdkans@wms-jen.com
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