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Mr. Chairman and distinguished members of this Subcommittee, thank you for the opportunity to discuss the Department of Defense’s public-private partnership initiatives.  I will address the DoD-unique legislation contained in Title 10 of United States Code that permits the Department to pursue public-private partnerships for military housing, utilities privatization, enhanced-use leasing and some specific projects we have initiated to date.
 

 
Rationale for Pursuing Public-Private Partnerships

 
For years we allowed our installations and facilities to deteriorate due to competing budget priorities and ill-defined requirements.  Last year’s Installations Readiness Report showed 69% of the Department’s facilities have serious deficiencies or do not support mission requirements.  Much of our infrastructure is old and in various stages of decline.  Our average facilities’ age across the Department is 41 years.  Without adequate sustainment and recapitalization, facility performance degenerates, operational readiness and mission support suffer, service life is lost, and total costs rise.  

 

While this Administration is committed to restoring our installations and facilities to perform as designed, the Department recognizes that we need to find additional ways to leverage our real property assets to improve morale, boost readiness, transform defense capabilities and upgrade aging facilities that do not rely solely on direct appropriations.  We must restore the readiness of inadequate facilities, modernize facilities to meet future challenges, and dispose of obsolete facilities.  We feel that public-private partnerships in the form of utilities and housing privatization, enhanced-use leasing and two other site-specific special legislative initiatives at Brooks AFB, TX and Ford Island, HI will result in great benefits to DoD and the taxpayer.

 

 

Factors that Contribute to Successful Public-Private Partnerships

 

Generally speaking the Department must have land and/or buildings that are available for development with sufficient market appeal to attract one or more private sector or public entities.  The local real estate market in a community will generally dictate the demand for the property and its ability to attract and utilize private sector resources and expertise to fund and construct the project.

 


The project itself must be of the size and scope that would permit a sufficient rate of return to the developer for the project to be accomplished.  This means that it is essential that long-term leases be authorized to permit the developer to amortize his costs over a range of 25 to 50 years and beyond.  

 


Finally, the projects must conform to OMB budgetary and scoring rules.
 

 

 

Benefits to DOD and the Private Sector

 


Public-private partnerships can unleash the untapped value of real property assets by taking underutilized land and buildings and putting them to productive use.  These partnerships can transform old buildings and underutilized land from cost generators into cost savers.  Public-private ventures can eliminate ongoing maintenance and repair expenditures and provide the opportunity to enhance military readiness and quality of life without expending appropriated funds that then can be used elsewhere.

 


The bottom line is the Department minimizes its risk and maximizes its potential benefit through the acquisition of better office space, warehouses, the provision of utilities, housing, etc.  The private sector assumes the financial risk in order to reap a greater financial reward. 

 

 

Need for Housing Privatization

 

About sixty-one percent of DoD’s housing inventory in the continental United States is substandard, totaling over 163,000 units.  Fixing this problem using only traditional military construction would take over 18 years and cost as much as $16 billion.  Recognizing this problem, Congress, in 1996, provided the Department with significant new authorities to use private sector expertise and capital to accelerate the improvement of government-owned housing and help us eliminate a serious shortage of quality affordable housing.  Last year Congress extended the housing privatization authorities to December 31, 2004.  Using these privatization authorities, we are continuing to develop projects that provide higher quality housing both on and off base, faster and at less cost than traditional methods.  The eleven most recent projects awarded leveraged military construction dollars at a combined rate of almost 7: 1.  Tapping this demonstrated potential through continued use of housing privatization is essential in order to achieve our 2007 goal.    Our policy requires that privatization yield at least three times the amount of housing as traditional military construction for the same amount of appropriated dollars.  As our recent projects have demonstrated, this leveraging is normally much higher. 

Eleven housing privatization projects have been awarded to date:
 

Naval Air Station Corpus Christi, Texas/Naval Air Station Kingsville, Texas:
The Navy used the investment authority to construct 404 new units off base in the Corpus Christi area.  A $32 million project, the Navy invested $9.5 million and will share in the profits upon sale.  During the term of the project agreement, Service members have priority access to the units and occupy the housing at preferential rents.  The project was awarded in July 1996, and has been completed. 
 
Naval Station Everett, Washington:
The Navy used the investment authority to construct 185 units off base at NS Everett.  A $20 million project, the Navy invested $5.9 million and will share in the profits upon sale. During the term of the project agreement, Service members have priority access to the units and occupy the housing at preferential rents.  The project was awarded in March 1997, and has been completed. 
 
 
Lackland, AFB, Texas:
The Air Force used the land lease authority and will provide a direct loan and limited guarantee of the private first mortgage to construct 420 new units on Lackland AFB.  This is a $41.9 million project with a scored amount to the Air Force of  $6.2 million.  The Air Force guaranteed the first mortgage against default caused by a base closure, downsizing, or significant deployment. The project was awarded in August 1998, and is under construction. 
 
Ft. Carson, Colorado:
DoD's first whole base project is located at Fort Carson, CO.  The Army leased its land at nominal rent and transferred 1,823 existing housing units to the private sector developer who will renovate those units and also construct 840 new units.  The Army will provide a limited guarantee of the private loan against a default caused by base closure, downsizing, or significant deployment.  The private sector will own and operate the project.  This is a $228.6 million project with a scored amount to the Army of  $10 million. The project was awarded in September 1999, and residents are now occupying new and renovated homes.
 
Robins AFB, Georgia:
The Air Force is privatizing a total of 670 units, including constructing 370 new units and renovating 300 existing units that it transferred to the private sector developer.  The Air Force provided 66 acres of land which the developer will exchange with the City of Warner Robins for an 88.5-acre parcel to support the new housing.   This is a $54.3 million project was awarded in September 2000, and is now under construction.
 
Dyess AFB, Texas:

This project will provide the Air Force with 402 new units of off-base at Dyess AFB.  The Air Force will provide a first mortgage loan and the developer will provide the land and cash equity.  This is a $35.3 million project. The project was awarded in September 2000, and is now under construction. 

 

Marine Corps Base - Camp Pendleton, California (Phase 1):

The Marines project involves the renovation of 512 existing units and the construction of 200 new units.  The Marines will lease approximately 92 acres of land supporting the 512 units and approximately 37 acres of vacant land for construction of the new units.  This is an $83.3 million project. The project was awarded in November 2000, and is now under construction. 

 

Naval Air Station Kingsville II, Texas: 

The Navy entered into a limited partnership with a private developer to obtain 150 new units for 30 years (government option to terminate after 15 years) on developer-owned land.  The Navy invested $4.3 M and provided a $2.4 M Government second mortgage.  The total cost of this project is $14.5 million. The project was awarded in November 2000, and is now under construction. 

 

Naval Station Everett II, Washington:

The Navy entered into a limited partnership with a private developer to obtain 288 new units off-base in Everett, Washington for 30 years. The Navy invested $12.2 million.  The total cost of this project is $42.2 million. The project was awarded in December 2000. 

 

Elmendorf, AFB, Alaska:
The Air Force utilized its land lease authority and provided a direct loan and limited first mortgage to support the renovation, demolition and new construction of 828 units on base at Elmendorf.  This is a $91.7 million project. The project was awarded March 15, 2001. 

 

Naval Complex San Diego, California:


The Navy received approval for a family housing privatization initiative to privatize 3,248 units.  This project includes privatizing 2,660 existing units, renovating 1,058 of the privatized units, demolition and replacement of 812 privatized units, and construction of 588 new units.  The total cost of this project is $261.8 million. The project was awarded August 8, 2001.  

 


We have an active process of gathering and disseminating the lessons that we have learned from our previous projects so that we can apply that knowledge to future projects, including the 16 projects currently in solicitation totaling about 22, 500 units.  (Projects in solicitation include: Fort Hood, Texas; Fort Lewis, Washington; Fort Meade, Maryland; Kirtland AFB, New Mexico; Goodfellow AFB, Texas; NC South Texas, Texas; NC New Orleans, Louisiana; MCAS Beaufort/MCRD Parris Island, South Carolina; MCLB Albany, Georgia/MCB Camp Lejeune, North Carolina; NC Hampton Roads, Virginia; Patrick AFB, Florida; Wright-Patterson AFB, Ohio; Dover AFB, Delaware; Stewart Army Subpost, New York; NC Pennsylvania Regional, Pennsylvania; Little Rock AFB, Arkansas).  Additionally, 43 projects comprising over 51,500 units have been identified to Congress as privatization candidates. 
 
The Department has also learned a number of other lessons concerning how to best structure housing privatization projects from our initial solicitations and work with the private sector. To evaluate the projects we have awarded and to monitor performance at ongoing projects, we have developed a formal Program Evaluation Plan (PEP) as a tool to evaluate projects awarded under the Military Housing Privatization Initiative. Under the Program Evaluation Plan, financial and management data is collected and reviewed semi-annually to identify best business practices, ensure the well-being of the program, assess the performance of individual projects, and gauge service member satisfaction with privatized housing.  The first semi-annual data submittal of the Program Evaluation Plan was received in late March 2001.  The information included in this report was reviewed and analyzed, the results are being provided to DoD senior management, OMB, our Congressional review components.  The results of this analysis will be reflected in our future public/private sector ventures.
 
In FY 2002 and beyond we will work on completing the existing 16 projects we currently have in solicitation and to pursue the remaining 43 planned projects.  The rate of housing privatization is steadily increasing and the acceleration continues in the FY 2001 Housing Master plans developed by the Services. We also plan to work with Congress to obtain permanent statutory authority to make privatization a cornerstone in DoD's housing program and implement the President's Management Agenda for FY 2002 which places priority on achieving more housing privatization through public-private partnerships.  
 

 

Utilities Privatization

 
The Department is committed to modernizing and upgrading utility distribution systems through public-private partnerships in our Utilities Privatization program.  Military installations are the deployment platforms that support all of our military operations and to that end, utility distribution systems are the backbone of that platform.  We believe that through public-private partnerships we will obtain the appropriate level of expertise and badly needed investment capital to make the necessary improvements to our utility infrastructure and increase its reliability and efficiency.  
 
There are over 1600 utility distribution systems available for privatization in this program.  The sooner we get out of the business of running utilities systems and turn them over to private or public-sector professionals, the sooner we can focus the attention we dedicate to them on our core missions.  Using the authority granted to us by Congress in section 2688 of title 10 United States Code, our third quarter reports for fiscal year 2001 show that the Services have privatized 23 systems and determined that another 48 systems are not economical to privatize.  Requests for proposals (RFPs) have been issued for an additional 702 systems.  Lessons learned from these solicitations have shown that this process is extremely complex and often controversial—taking longer than originally anticipated.  Additionally, the utility industry has expressed concern that too many solicitations were being advertised simultaneously, saturating the market.  Therefore, we have asked the Services to slow down the process of issuing RFPs.  This may require revising our goal to privatize all eligible systems beyond the current September 2003 date.  Ultimately, we believe utilities privatization will allow our installation commanders to better support the missions of the Services’ operational commands and spend less time worrying about running these utility systems. 
 
 

Enhanced-Use Leasing

 
Recently enacted amendments to section 2667 of title 10, United States Code, the Department’s leasing authority, contained several enhancements that greatly improve the opportunity for the military services to outlease real property and facilities on military installations and the benefits they can obtain therefrom.  
 
Section 2812 of H.R. 5408 enacted into law by Public Law 106-398, significantly revised section 2667, particularly in its treatment of in-kind consideration.  The law still requires the lessee to pay, in cash or in-kind, consideration in an amount that is not less than the fair market value of the lease interest, as determined by the Service Secretary.  However, Section 2812 expands the categories of in-kind consideration that the Service Secretary may accept in lieu of cash for the property leased, to include the construction of new facilities.  Further, the Service Secretary may now accept in-kind consideration for any property or facility under the control of that Service, rather than just at the installation where the property was leased.  Cash proceeds are still subject to further appropriation, but they are now available for an expanded variety of base operating support functions including the construction or acquisition of new facilities. 
 
These enhancements provide the Military Services with exceptional tools to maximize the utility and value of our underused real property assets.  The ability to spend cash consideration on a greatly expanded list of base operating support functions, including construction, and the ability to accept a greater array of in-kind services, creates practically limitless out-leasing opportunities.  Examples of these opportunities include, but are not limited to, the creation of new or joint-use opportunities for office space, warehouses, hotels/temporary quarters, vehicle test tracks, wind tunnels, energy generation plants, recreational playgrounds, sports venues, etc.  Additional benefits can accrue by accepting base operating support or demolition services as in-kind consideration; thereby, reducing the appropriations needed to fund those activities.  Finally, the enhancements to section 2667 also provide opportunities to make better use of historic facilities and improve their preservation as both cash and in-kind consideration may be used for those purposes.   
 
 
Examples of Ongoing Enhanced-Use Leasing Projects

 
Portsmouth Naval Shipyard, NH:
The Navy is wants to outlease a former seven-story prison at Portsmouth Naval Shipyard, NH.  This 264,000 square foot historic property, vacant since 1974, is being considered for development by a prospective the lessee for high-tech office use.  Consideration, for the most part, will be in-kind such as the provision of maintenance, repair and improvement of the property and/or the provision of facilities operations and support services.  This enhanced-use lease will benefit the Navy by:  improving the shipyard’s property utilization; reducing the cost of Navy ownership; reducing shipyard man-day rates which include real property overheads; and, by stimulating the local job market by providing employment for hundreds of new workers.
 
Fort Sam Houston, TX:
On August 28, 2001, Fort Sam Houston, Texas, announced a partnership with local real estate and environmental firms to redevelop and lease 465,000 square feet of unused buildings comprised of the old Brooke Army Medical Center (BAMC), the Beach Pavilion Complex and two other buildings, all historic assets.  In exchange, the developer assumes all maintenance and historic preservation costs.  This partnership, involving the signing of three unprecedented lease agreements, was made possible by the new authority granted in Section 2667 of Title10 United States Code.  This partnership between the Army and several private ventures embodies a unique and creative approach for optimizing cost savings and maximizing the use of existing facilities, to include historic properties.  Equally important is that these leases will provide direct financial dividends of $253 million over the lease term to the Department of Defense, in addition to preserving and improving our historic facilities.
 
 
Special Legislation

The Department requested and received authorization to proceed with two projects that encompass greater authorities than those in Section 2667 of title10:

 

 

 

Brooks AFB, TX:

The Brooks City Base Project is a DOD demonstration project resulting from enabling legislation passed by Congress known as the Base Efficiency Project.  The proposed transaction with the City of San Antonio includes approximately 1,310 acres of land and all facilities comprising Brooks AFB.  The Air Force will create the Brooks City-Base, which will evolve into a high-technology business park, referred to as the Brooks Technology & Business Park.   Unlike a traditional real estate transaction where there is an exchange of land for money or other consideration with no continuing relationship between the parties, the Brooks City-Base transaction will establish a partnership between the City and the Air Force.  The primary focus of the Brooks City-Base is on reducing the costs of providing base support to Brooks AFB.  The legislation provides the Air Force with the opportunity to convey real property to the City and leaseback only mission-essential facilities while retaining priority access to quality of life service facilities. 

 

Ford Island, HI:

The authorizing legislation in Title 10 of United States Code allows the Navy to lease or convey property in Hawaii to private entities in exchange for needed facilities and services on Ford Island, a 450-acre part of the Pearl Harbor Naval Base that became readily accessible with the completion of a bridge in 1998.   Locating functions on Ford Island will increase the efficiency of operations, decrease maintenance costs, and reduce congestion on the entire naval complex.  In addition, the Navy seeks to improve the quality of life for service members by improving their work, housing, and leisure facilities.  Currently, the Navy plans to lease up to 75 acres of land on Ford Island for commercial use, and envisions part of the island to be developed as a visitor destination for Navy events.  The Navy intends to use the privatization authorities created by the special legislation and the military housing privatization initiative to substantially reduce its actual costs in terms of appropriated funds, and to reduce the time required to complete work to an anticipated 12-year development period.  The Navy estimates that it could fund $88.5 million, or 16.1 percent of the total costs, from the fee simple conveyance or leasing of underutilized land parcels.  A further $158.8 million could be funded by private investment under the housing privatization initiative, and $13 million through nonappropriated funds, leaving $290.6 million, or 52.8 percent of the total outlay to be funded through appropriated military construction funds.
 

 

Future Enabling Legislation

 
During this past year, we have actively solicited ideas from the Services, our public employees, private industry and local communities to improve the operation and management of our installations.  Based upon this feedback, the Administration has submitted the Efficient Facilities Initiative legislation to allow the Department to achieve an approximately 25 percent reduction in base infrastructure.  This legislation is key to allowing the Department to more efficiently support force structure, increase operational readiness and facilitate new ways of doing business.  A major part of this legislation is the tools for Efficient Operation of Military Installations which provides a number of specific authorities which would permit the Military Departments to explore ways of supporting their missions and their people more effectively, and at less cost, while maintaining operational readiness.  It is modeled after the Brooks Air Force Base Development Demonstration Project.  A key component of this legislation is the ability for the Department to sell land or even whole bases to the public or private sector, and lease back only that portion that DoD needs, thereby permitting local economic development on the remainder of the base.

 
 
Framework for Action

 
America’s security depends on installations and facilities that support operational readiness and changing force structures and missions.  We will continue to transform our installations and facilities into those required for the 21st Century, both through increased resources and through better use of existing resources.  We will capitalize on the strengths of the private sector through housing and utilities privatization.  We will also develop a plan for managing underutilized property and facilities and actively explore opportunities for outleasing.  

 

We look forward to continued collaboration with Congress and welcome your ideas for identifying additional opportunities to provide the right quality and quantity of installations in the most cost-effective manner.

 

 

Conclusion

 
This concludes my prepared testimony.  In closing, Mr. Chairman, I sincerely thank you for giving me this opportunity to describe the Department’s public-private partnerships initiatives that are designed to enhance our installations and improve the quality of life for our soldiers and their families.

