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COMMISSION ON DEFENSE INNOVATION ADOPTION

FOREWORD

accelerate the adoption of cutting-edge technology

from the leading edge of the commercial and defense
sectors. Doing so will enable the Pentagon to deliver high-
impact operational solutions to the Warfighter in a much
timelier manner. That is why we are co-chairing the Atlantic
Council’'s Commission on Defense Innovation Adoption,
which has released this interim report.

The US Department of Defense (DoD) needs to

In our time serving in the Defense Department, we have
found that the United States does not have an innovation
problem, but rather an innovation adoption problem. That
is to say, our Nation leads in many emerging technologies
relevant to defense and security—from artificial intelligence
and directed energy to quantum information technology and
beyond. But the DoD struggles to identify, adopt, integrate,
and field these technologies into military applications.

The persistence of this challenge is not for lack of trying.
The Air Force’s Rapid Capabilities Office has cut through
bureaucratic constraints to accelerate even the most
complicated major acquisitions. The Defense Innovation Unit
(DIU) stands out for expanding the range of firms involved
in innovation for national security purposes. Army Futures
Command has accelerated modernization in ground forces
through its cross-functional team model. The new Office of
Strategic Capital has a promising new approach to engaging
capital markets in support of national security goals.

But the growing national security challenges facing our
country and the threat they pose to the rules-based
international order require actionable reform across the
DoD. We and a group of distinguished Commissioners, with
decades of service between us in government, the private

sector, and capital markets, believe that time is running out to
do so. The United States faces simultaneous competition with
two nuclear-armed, autocratic great-power rivals. Russia’s
ongoing war against Ukraine and China’s revanchism not
only spur urgent geopolitical considerations, but also cast
into sharp relief the US industrial base’s ability to produce
and field innovative technologies at scale.

To address the DoD’s innovation adoption challenge in light
of the urgency of the geopolitical environment we face, this
interim report advances ten policy recommendations for
Congress and the Pentagon, focusing on the three key areas
of reforming acquisition; overcoming barriers to innovation;
and revising specific Planning, Programming, Budgeting, and
Execution structures.

To that end, the DoD should adapt the way it conducts its
acquisition programs to provide additional flexibility in the
year of execution, and Congress can authorize that flexibility.
We recommend that five DoD program executive offices be
empowered to operate in a portfolio model so that they can
more easily shift funding among possible products that meet
their mission needs. Congress should appropriate money to
DoD with fewer but larger discrete budget line items and reset
reprogramming authorities so that acquisition professionals
have greater flexibility.

To better leverage innovation in the commercial sector,
Congress should restore at least the traditional ratio of
procurement funding to other defense spending, and the
DoD should more intentionally engage a much broader
innovation base. Allocating a higher percentage of the DoD’s
budget to procurement will clearly signal a larger market to
nontraditional defense firms.
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Additionally, the deputy secretary of defense, with the DIU as
a direct report, should take a leadership role in aligning and
harnessing stakeholders within the Pentagon and the existing
defense industrial base for the twenty-first century. The DIU
should be resourced and empowered to broaden the defense
ecosystem by robustly engaging start-ups, nontraditional
vendors, and capital market players.

The DoD must develop approaches to more rapidly validate
its needs for commercial capabilities, rather than waiting
years after identifying a key capability to write a requirement
and submit a budget request. The DoD should both reform
the Joint Capabilities Integration and Development System
(JCIDS) to operate more swiftly and develop a military need

The Hon. Mark T. Esper, PhD
27th US Secretary of Defense

validation system outside of JCIDS for mature commercial
capabilities. Congress and the DoD should expand both
eligibility for, and the award size of, Small Business Innovation
Research grants. To provide additional mechanisms for
rapidly matching key capabilities with funding, they should
also provide funds to procure capabilities successfully
demonstrated in exercises.

As the 2022 National Security Strategy states, we are living
through a “decisive decade,” a sentiment shared by the
previous administration as well. Congress and the DoD must
seize this opportunity to enact near-term changes that will
help get our service members the capabilities they need to
defend our country and its interests.

Mot Ko )i

The Hon. Deborah Lee James
23rd US Secretary of the Air Force
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OVERVIEW

MISSION STATEMENT

Accelerate the DoD’s ability to adopt cutting-edge tech-
nology from commercial and defense sectors and deliver
high-impact operational solutions to the Warfighters.

ENTERPRISE CHALLENGES

The DoD faces the following enterprise challenges in adopt-
ing defense innovations:

1 Outdated R&D Model The DoD’s requirements and
acquisition processes were designed for a time when
the DoD was the largest funder of global research and
development (R&D). By 2020, however, the federal gov-
ernment’s share of national R&D had fallen below 20
percent, and yet its processes have not adapted to this
new leader-to-follower reality. Today, while the Defense
Advanced Research Projects Agency (DARPA), Federally
Funded Research and Development Centers (FFRDCs),
national and service laboratories, and universities con-
tinue to innovate, many of the most critical technologies
are driven by the commercial sector. The DoD struggles
to adopt commercial technology at a relevant speed.
Innovations from noncommercial R&D organizations are
infrequently tied to a commercialization and adoption
pipeline. Traditional prime contractors orient their inde-
pendent R&D (IRAD) toward near-term defense require-
ments that are prescriptive relative to solutions rather
than broadly defining warfighter gaps that allow appli-
cations of advanced technologies. As a result, the DoD
is unable to effectively apply leading technologies to its
weapon systems.

2 Long Timelines and Inflexible Execution Too often, the
DoD delivers systems to meet requirements defined
more than a decade earlier. It is difficult to insert new
technology to effectively respond to dynamic adversary
threats, technological opportunities, advances in
warfighting concepts, or macroeconomic and supply-
chain disruptions, especially within fiscal years.
Hardware-centric models ineffectively integrate rapid
software updates.

4

Fewer Companies Providing Defense Solutions The
DoD’s industrial base has shrunk by 40 percent over the
past decade, due to both consolidation and exit. This
decline stems from multiple causes, including a pivot to
fewer more-complex major systems, long timelines, com-
plex regulations, and the high compliance cost of doing
business with the DoD. Many start-up, commercial, and
international businesses are unable or unwilling to enter
the DoD ecosystem. As a result, reduced competitive
pressure has increased costs and decreased adoption
of innovation.

Valleys of Death The DoD spends billions annually on
research and prototypes, yet only a small percentage
transitions to production contracts with revenue to sus-
tain operations and scale output. Consequently, one
must question why the DoD continues to fund so many
defense research organizations when most technology
innovation comes from the commercial sector. Long
timelines for contracts and funding, program constraints,
and a disconnected ecosystem are among the transition
challenges for companies that have developed viable
products or services.

Hamstrung Workforce The DoD acquisition workforce is
subject to a bureaucratic culture of excessive compliance
and oversight, a challenging environment for innovation.
Creative problem-solving and measured risk-taking are
not often rewarded, and too few individuals with an
industry background agree to take senior leadership
roles at the DoD.

Program-centric Acquisition Defining requirements,
securing budgets, and acquiring capabilities are done
for hundreds of individual programs. The DoD invests
a significant percentage of its funds in complex major
systems for which prime contractors offer closed,
propriety solutions. This impedes interoperability
and responsiveness to changes in operations,
threats, and technologies. Open-system architectures
with well-defined interface control documents are
rarely adopted, which constrains the ability to insert
innovative technology.
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Cumbersome Reporting from DoD to Congress Budget
justification documents run dozens of volumes and tens
of thousands of pages. Document format, detail, and
supporting information is inconsistent among military
services and agencies. This impedes Congress’s ability
to understand program objectives in a timely manner. In
turn, Congress does not trust that delegated decisions will
consistently result in more rapid technology adoption.

Limited Understanding of Emerging Technology The
DoD struggles to effectively leverage critical emerging
technologies (like biotechnology and quantum informa-
tion technology) due to a lack of understanding of their
state-of-the-art applications among those who generate
requirements and draft requests for proposals. As these
technologies mature, the DoD is challenged to have
meaningful conversations about how to adopt, leverage,
and defend against these technologies.

TOP RECOMMENDATIONS

To address these challenges, the Commission recommends
that DoD leaders, congressional defense committees, and
other executive branch agencies take the following ten
high-priority actions to accelerate DoD innovation adoption:

1

10

Introduce a new capability portfolio
model

Consolidate program elements
Reset reprogramming authorities

Modernize the DoD to align with the
twenty-first century industrial base

Strengthen alignment of capital
markets to defense outcomes

Incentivize tech companies to do
business with the DoD

Modernize budget documents

Establish bridge fund for successfully
demonstrated technologies

Scale the Space Development Agency
model

Modernize the DoD’s requirements
system

ATLANTIC COUNCIL
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RECOMMENDATION 1:

The DoD and Congress empower and resource five Program Executive Officers (PEOs) to operate via a new capability

portfolio model in 2024.
Addresses challenges 2, 4, 5, and 6.

® Congress authorizes in the Fiscal Year (FY) 24 National
Defense Authorization Act (NDAA) and/or the Under
Secretary of Defense for Acquisition and Sustainment
(USD(A&S)) implements via a memo empowering five PEO
portfolios to operate via a new capability portfolio model.
Component acquisition executives from the Departments of
the Army, Navy, Air Force, Special Operations Command, and
a defense agency will each select a PEO portfolio.

® Service requirements organizations capture portfolio
requirements in a concise, high-level document that provides
overarching, joint, enduring capability needs and key mission
impact measures that focus on warfighter-informed needs
and mission outcomes. The Joint Staff validates the portfolio
requirements within thirty days. The portfolio requirements
document enables leaner program requirements and shapes
future research and prototypes.

® Selected PEOs negotiate with congressional defense
appropriations staff the consolidation of at least 20 percent
of the smallest budget line items within their portfolios.
This enables reprogramming flexibility to meet evolving,
warfighter-informed requirements. These merged budget
accounts must provide Congress with sufficient visibility of
major elements within each.

® Seclected PEOs develop a set of portfolio strategies,
processes, road maps, contracts, infrastructure, and
architectures to enable programs to leverage for greater
speed and success. Portfolio contracting strategies will
look beyond individual contracts or programs to promote a
robust industrial base by enabling continuous competition,
iterative development, supply chain risk mitigation, greater
participation of nontraditional companies, commercial
service acquisition, and economies of scale.

® Seclected PEOs may lay out plans to decompose large
programs into modular acquisitions; leverage common
platforms, components, and services; and maximize use
of commercial solutions and DoD research. Portfolios
will scale and align prototyping, experimentation, and
testing infrastructure. They will invest in a common suite
of engineering tools, platforms, and strategies to enable
interoperability, cybersecurity, and resiliency.

® PEOs require portfolio leaders to actively engage the DoD’s
R&D community, industry, and academia to communicate
joint-warfighter portfolio needs and business opportunities,
scout technologies, engage companies, and drive novel
solutions to address portfolio needs.

@® Congress appropriates at least $20 million to each portfolio
per year for three years to enable PEOs to implement
the new model with appropriate staff, analytic tools, and
strategies. The five PEOs work out the details for others
to adopt. In time, the department will realize savings and
return on investment through greater program efficiencies
and mission impact.

® PEOs provide the Office of the Secretary of Defense (OSD)
and Congress a short annual report to share insight into the
new portfolio model progress, including issues, successes,
and inputs to scale adoption.

Success Measure: By the end of 2023, five PEO portfolios are
identified to operate via the new portfolio model. By the end
of 2024, these portfolios begin operating with clear direction,
leadership support, and initial implementation plans.

Notional Example: A command-and-control PEO shapes a
portfolio strategy that invests in a software factory and enterprise
services as a common infrastructure, with smaller programs
tapping a diverse vendor base to regularly and iteratively deliver
a suite of applications that work together seamlessly.

ATLANTIC COUNCIL
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RECOMMENDATION 2:

Acquisition executives propose consolidated program elements to congressional staff and negotiate what can be
included in the Fiscal Year (FY) 2024 Appropriations Act joint explanatory statement.

Addresses challenges 2, 6, and 7.

® The deputy secretary of defense (DepSecDef) directs ac-
quisition executives to propose a list of program elements
(PEs) and budget line items (BLIs) to consolidate. This will
simplify budget submissions and enable greater flexibility
within the year of execution to respond to rapid changes in
warfighter needs and technology advancement within ca-
pability or mission portfolios.

® Determine criteria for consolidation, such as BLIs and
PEs under $20 million, software-defined technolo-
gies, and supply chain-affected efforts.

©® Determine constructs for consolidation, such as capabil-
ity areas, mission areas, and organizational alignment.

® Reduce BLI and PE count from more than 1,700 today in
the investment accounts by at least 200 BLI and PEs each
year, starting with the FY 2024 markup, for three years to
enable cost-schedule-performance trade-offs, including the
prototyping and fielding of novel systems that meet defined
capability or mission areas.

® Allow PEOs, warfighters, and other DoD stakeholders to
provide input to acquisition executives. Senior leadership
in the resourcing process should propose the items to
be consolidated and negotiate with congressional staff in
advance of FY 2024 appropriations.

@ |dentify line items that enable opportunistic efforts to insert
technologies into existing weapons programs without
requiring a new start. Identify best practices for broadly
justifying activities within a capability set.

Success Measure: The number of BLls in the investment
accounts is reduced by at least 200 in time for the passage of
regular appropriations in FY 2024.

FY 2023 President’s Budget Request (DoD Total)

RDT&E Procurement| O&M MILPERS
Line ltems 956 845 347 270
Median ($M) $35,262 $42,707 $243,631 $87,564
#Under $20M | 390 (41%)| 298 (35%) 49 (14%) 88 (33%)

This chart shows the number of line items, its median size, and the
percentage under 20 million dollars in the FY23 budget request. Out of
more than 1,700 investment budget line items today, nearly 700 are under
$20 million. Micromanaging these small stovepipes reduces flexibility,
preventing adjustments in the year of execution. Credit: Eric Lofgren

Example of Program Element Consolidation - SOCOM

RDT&E FY12 FY13 FY14 FY15 FY16 [..] |[FY23
Line Items 29 28 15 15 15 13
Mean ($M) $171 | $15.4 | $24.8 | $343 | $35.9 $63.3

Procurement | FY12 FY13 FY14 FY15 FY16 | [..] |[FY23
Line ltems 38 37 27 24 26 25
Mean ($M) | $58.3 | $49.9 | $54.3 | $65.8| $71.6 $93.7

Special Operations Command (SOCOM) provides an example for how the
number of budget line items can be incrementally reduced in coordination
with Congress. This resource flexibility allows SOCOM to take advantage of
their close relationship with the warfighter by making integrated decisions
that speed up fielding cycle times. Credit: Eric Lofgren

Notional Example: A PEO identifies a novel technology from
DARPA or industry to integrate into one of its programs to im-
prove performance and accelerate capability delivery. With
investment funds spread across fewer budget accounts, the
PEO is able to reprogram funds from a lower-priority develop-
ment within the year of execution.
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RECOMMENDATION 3:

Congressional appropriations committees reset reprogramming authorities to historical norms in their FY 2024 joint

explan

atory statements.

Addresses challenges 2 and 7.

® Appropriations committees write into FY 2024 joint explan-

ato

ry statements the following changes:

Current reprogramming thresholds will be main-
tained, but above-threshold actions will revert from
congressional prior approval to the historical norm
of congressional notification with a thirty-day win-
dow for briefing or rejection. This streamlines the
process and enables greater reprogramming while
still providing Congress “veto authority” to block re-
programming actions they oppose. Prior approval will
remain in place for items omitted, deleted, or specif-
ically reduced; general transfer authorities; or above
threshold new starts.

An alternative approach: Raise reprogramming thresh-
olds from the lesser of $10 million or 20 percent to at
least $40 million for Research, Development, Testing,
and Evaluation (RDT&E) and $100 million for procurement

appropriation titles. Historical norms for reprogramming
thresholds were $15 million for RDT&E and $40 million
for procurement yet were progressively lowered to this
historically low threshold. This change would revert
thresholds to account for decades of inflation.

© Letter notifications for new starts will be “for the fiscal
year,” not “for the entire effort.” This enables programs
greater flexibility to start small programs while Congress
retains the right to veto any new starts it opposes.

Success Measure: Recommended language is included in the
FY 2024 Appropriations Act joint explanatory statement by the
time regular appropriations are passed.

Notional Example: An acquisition program is “early to need”
for procurement funds due to delays in finalizing development.
Another program desperately seeks additional funds to ac-
celerate and scale production of its weapon system. Service
leadership decides to reprogram $50M in procurement funds
between the programs to optimize investments.

Total Above Threshold Reprogramming as a Percentage of the DoD Budget

8%
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This graph charts above threshold reprogramming (ATR) as a percentage of the defense budget according to research by various budget analysts.
Modern control of reprogramming was implemented in FY 1963, and management has tightened severely since that time, including the expansion
of prior approval requirements. As a result, many resource trades, including the adoption of new innovations, are foregone because of severe

administrative burdens. Credit: Eric Lofgren
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RECOMMENDATION 4:

Congress directs the DoD to elevate the DIU to a direct report to DepSecDef and resource it effectively to align and
harness the nontraditional defense industrial base for the twenty-first century no later than six months of the enactment

of this act.
Addresses challenges 1, 2, 3, 4, 5, and 8.

® Re-align DIU as a direct report to DepSecDef with the
necessary staffing and resources to engage start-ups,
nontraditional vendors, and capital market players in align-
ing capability requirements to harness solutions from the
twenty-first-century industrial base per the 2022 National
Defense Strategy.

® DIU’s expanded role should complement existing
efforts in USD(R&E) and USD(A&S) in terms of traditional
industrial policy and technology scouting, respectively,
by better connecting the nontraditional industry and its
resources, intelligence, and technologies to the needs
of the warfighter.

® DIU, USD(R&E), USD(A&S), and service partners should
regularly integrate their efforts, in communicating to
the industrial base the department’s needs, planned in-
vestments, and business opportunities. In addition, they
should share among themselves what is being discovered
in industry that aligns with the department’s missions.

® In its expanded role, DIU should be resourced to reg-
ularly engage with acquisition organizations (PEOs,
program offices), science and technology (S&T) orga-
nizations (labs, DARPA), and combatant commands to
share the insights it gets from nontraditional industry
players throughout the DoD. Additionally, DIU will com-
municate back to industry where it can align its technol-
ogies to the needs of the warfighter as communicated
by acquisition organizations and combatant commands.

©® Prioritization for expanded staffing for DIU should be for
new billets from the services over funding for contractors.
The billets would be priority assignments, selected from
relevant PEOs and service acquisition executives (SAEs).

©® DIU should track the intelligence, insights, and inputs it
receives from industry trade associations, venture cap-
italists (VCs), private equity firms, primes, nontraditional
defense companies (NDCs), Other Transaction (OT)
Consortia, and innovation hubs. This information should
be interoperable with USD(R&E)’s existing repository of
research and intelligence for the department’s needs.

® DIU, USD(A&S), and SAEs charter a team, including joint war-

fighter perspectives, to streamline processes, reviews, and
documents for acquiring commercial solutions. The team
will reinforce “buy before build” commercial practices in the
early phases of programs by baking it into acquisition strat-
egy templates and program reviews. It will also collaborate
with defense industry, capital markets, and Congress to de-
velop a broader set of rapid funding tools and approaches
to demand signals consistent with the speed of commercial
innovation cycles. It will publish an initial commercial path-
way or guide by December 2023, with a comprehensive
version in 2024.

® Joint Staff and service requirements organizations
develop a rapid “military need validation” process,
involving feedback from the warfighter, for commer-
cial solutions in lieu of traditional Joint Capabilities
Integration and Development System (JCIDS) require-
ments documents. This new process will enable hun-
dreds or even thousands of commercial solutions to be
validated by empowered, distributed officials, and not
subject to the JCIDS process managed by the Joint Staff
and the Joint Requirements Oversight Council (JROC).

©® The Defense Acquisition University and related orga-
nizations should modernize guidance and training for
commercial acquisition, to include:

O Collaborating with industry, traditional and other-
wise, in the early phases of an acquisition program
to inform concepts, alternatives, and designs. The
focus should be on feeding into mission objectives,
not market research for system specifications.

O Contracting strategies focused on commercial solu-
tions (e.g., Commercial Solutions Openings, Other
Transactions, Federal Acquisition Regulation Parts
12 and 13).

O Testing, experimentation, exercises, rapid deliveries,
and iteration.

O Scaling programs like DIU’s Immersive Commercial
Acquisition Program.
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Success Measures: Higher number of DIU projects that tran-
sition to a program of record; increased number of vendors
entering the federal market and competing for contracts; bet-
ter alignment of capital market investment and lending to DoD
missions; alignment of DoD R&D and prime IRAD funds to help a
wider number of entrants across the Valley of Death; increased
transparency with the industrial base on DoD’s priorities; a com-
mercial pathway, guidance, and training enabling workforce
to rapidly and successfully acquire commercial solutions; in-
creased transparency and collaboration within the department
on tech-related initiatives and intelligence; resources saved
and efficiencies gained from central repository information
from traditional and nontraditional industrial base like market
intelligence, technology landscape analysis and due diligence
on vendors.

Notional Examples: Expanded engagement with nontraditional
industrial base helps DIU identify the commercial sector’s leader
in autonomous software for ground vehicles and, through the
streamlined, well-defined process for rapid acquisition, the Army
begins adopting it across its fleet of logistics vehicles on conti-
nental United States bases.

In their quarterly engagement, the US Marine Corps Warfighting
Laboratory (MCWL) talks to DIU about its desire to procure
better mission planning tools at the edge. DIU identifies and
provides three viable commercial options for demonstrations.
Before presenting them to MCWL, DIU leverages VC firm rela-
tionships to get existing due diligence on the potential vendors
and discovers one of them draws components of its chips from
China. DIU finds an alternative.

In its engagements with capital market players, DIU discovers
there are several critical bottlenecks in the quantum computing
supply chain due to either a severe lack of redundancy or rout-
ing through adversary nations. DIU flags this to R&E, Office of
Strategic Capital (OSC), and A&S Industrial Policy to determine
how to address this. As part of this, DIU and OSC engage with
capital market players to inform them this is now a department
priority, helping to direct capital market funding toward these
enabling technologies critical to the US broader tech competi-
tion vis-a-vis China.

RECOMMENDATION 5:

Strengthen existing capital market programs and create new pathways for mission-critical technologies.

Addresses challenges 1, 3, 4, and 8.

US capital markets represent a critical yet underutilized
strategic advantage for the DoD. To better leverage vast
capital market resources for defense innovation and mission
outcomes, the DoD should broaden programs through which
capital market-backed companies can participate and create
new pathways for DoD program offices to leverage capital
market funding for mission-critical technologies.

Congress directs in legislation the Small Business Agency
(SBA), in coordination with the General Services Administration
(GSA), to enhance the Small Business Innovation Research
(SBIR) grants program no later than six months after enactment.

To better scale SBIRs, the SBA should:

® Generate direct to Phase lll SBIR grants in which early
successful performers in Phase | can be fast-tracked to
more-flexible contract vehicles, for which performers have
exemptions from SBA size standards for procurement; no

limits on dollar size of procurement; the right to receive
sole-source funding agreements; and the ability to pursue
flexible ways to add value to an end user, whether that be
research, R&D, services, products, production, or any com-
bination thereof.

® Direct the SBIR offices of the Army, Navy, and Marine Corps
to pilot a Strategic Funding Increase (STRATFI) program to
help bridge the Valley of Death between Phase Il and Phase
Il SBIR grants, no later than twelve months after designated.
Service pilots would replicate the STRATFI program in that
SBIR funding ($15 million) would receive matched funding
from customers ($15 million) and private funding (up to $30
million).

To increase competition and widen the aperture of firms com-
peting for SBIR grants, the SBA should:

® Remove the barrier preventing companies with more than
50 percent backing by VCs or other capital market players
to compete for SBIR grants. Small businesses often rely on
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VC funding to cover the costs of operating as they work to
commercialize their products and generate sufficient rev-
enue to sustain their business. This is particularly true in
the case of software development, for which highly skilled
software engineers are the single most expensive operating
cost. Placing strict limitations on the ability of these small
businesses to compete for SBIR grants is contrary to the
SBIR program goal of supporting scientific excellence and
technological innovation.

® Remove the barrier preventing companies that meet the
requirements of being a small business, but are publicly
traded, to compete for SBIR grants. Small, high-tech R&D
firms go public to continue their ability to raise funds for
their capital-intensive technologies. By disallowing them
from competing for SBIR grants, the DoD is limiting technol-
ogy competition among some of the most technology-profi-
cient corners of the industrial base.

To drive deep tech adoption, the OSC should develop tools
for leveraging external capital market funding for pilot proj-
ects to service R&D organizations in FY 2024, with a for-
malization plan in conjunction with the president’s FY 2025
budget request.

® OSC to be given expanded authorities to access capital
markets to develop revenue, investment, and credit
approaches for defense programs contracting with small-,
mid-, and large-cap companies. As an initial step, direct
$15 million of external capital market funding to the R&D
organization of each military branch to pilot projects that
identify two novel use cases in one or more of R&E’s deep-
tech priority areas of quantum technology, biotechnology,
or advanced materials that could be leveraged to achieve
service-specific missions. The period of performance
would be eighteen months. Service end users would
provide matched funding of up to 25 percent of total
outside funding to pilot these projects.

® This would assist in directing capital market funding to the
DoD’s mission, providing additional R&D funding and in-
centives for deep-tech companies to commercialize their
technologies, and creating optimization loops that con-
nect technology to warfighter use cases that can help turn
basic research into relevant products and services. Lastly,
exposure to deep-tech applications would allow service
end users to better understand emerging technologies’

applications to future defense requirements. This will help
accelerate the well-aligned adoption of these capabilities to
meet services’ unique missions at the speed of relevance.

® R&D leads will report to DIU’s director and USD(R&E) no
more than 180 days past the period of performance on the
pilot’s utility, lessons learned, and challenges DoD would
face if technology were to be adopted at scale.

Success Measures: Meaningful increase in capital market
funding for defense-related companies; increased number of
companies crossing Valley of Death and program offices in-
tegrating commercially developed technology to speed inno-
vation milestones; increased number of production contracts
from nontraditional vendors, with more vendors competing for
each contract; increased touchpoints between cutting-edge
tech and the warfighter/end users; and the identification of
specific tech adoption challenges that can be addressed
ahead of requirements process for more-seamless tech adop-
tion and integration.

Notional Examples: A majority VC-backed company demon-
strates a novel capability that provides an advantage over
a near-peer adversary and is fast-tracked to SBIR Phase I,
through which the firm begins production at scale and crosses
the Valley of Death.

A publicly traded deep-tech company that qualifies as a
small business, now allowed to compete for SBIR grants,
begins to develop the foundation of a quantum network for
the US military.

The Army discovers through a biotech pilot project that an
advanced material it hoped to put into a program of record
does not provide meaningful benefit for the cost and pursues
another alternative.

The Navy uses its OSC pilot to buy hours of time on a quan-
tum computer provided over the cloud, through which the
Navy discovers the quantum computer’s utility in improv-
ing logistics and maintenance. However, the Navy does not
know how to manage the data being generated and needs
an extra data scientist to oversee the process. The Navy
begins to generate a data governance process, forms a
new billet to manage it, and begins determining the best
acquisition pathway in anticipation of purchasing quantum
computing as a service.
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RECOMMENDATION 6:

Congress, OSD, and SAEs increase incentives and reduce barriers for leading technology companies to do business with
the DoD by September 2024.

Addresses challenges 1 and 3. ® Decrease Barriers

@ Increase Incentives ©® Congress should raise the Cost Accounting Standards
(CAS) threshold to at least $100 million; revise the com-

® Production Contracts. The DoD and Congress in fu- mercial item exemption in 48 CFR 9903.201-1(b)(6); and

ture defense budgets rebalance the ratio of RDT&E
and Procurement funding to historical nhorms over the
past thirty years. From 1990 to 2019, the ratio was 39
percent to 61 percent, respectively. This would pro-
vide more than $20 billion in additional procurement
funds to acquire production quantities faster, leverage
commercial R&D, and fuel a broader market for leading
technology firms. Increasing production and lowering
barriers to entry will attract venture capital firms and
bring private research and development funding to the
defense market. As most of USD(R&E)’s fourteen critical
technologies are commercially driven, this rebalance
would enable faster fielding of warfighter priorities.

Set Precedent. USD(A&S) and SAEs report the number
of large contracts (i.e., more than $50 million) awarded
to start-ups and NDCs annually to measure and convey
the trends of the DoD investing in these companies be-
yond small SBIR awards.

Innovation Funds. USD(R&E) and services include start-
ups and NDCs as part of selection criteria for congres-
sionally directed innovation funds.

Show Support. USD(A&S) and SAEs scale the direction,
goals, and guidance for working with small and disad-
vantaged businesses to include technology start-ups
and NDCs. Include NDCs as part of the small-business
integration working group being established for FY23
NDAA Section 874.

Broaden Access to Capital Markets. Congress and
USD(A&S) modernize the use of Defense Production
Act Title Il and credit loan authorities available to other
agencies and departments to dynamically access capital,
embrace commercial terms, and strengthen the domestic
industrial base capabilities, based on lessons learned from
COVID and the war in Ukraine. This use could include pur-
chase commitments and loan guarantees, similar to how
the Export-Import Bank works with US companies over-
seas, to increase incentives and reduce risk for companies
seeking to scale production of critical technologies.

make related CAS reforms as recommended by the
Section 809 Panel to reduce compliance costs, which
are the biggest barrier to entry in defense.

DoD, GSA, and Office of Management and Budget in-
vest in modernizing SAM.gov and related DoD websites
that publish contract opportunities to improve user de-
sign, alerts, DoD-industry collaboration, processes, and
status. Many find SAM.gov onerous to use.

Fully resource and drive the Defense Counter-
intelligence and Security Agency to streamline pro-
cesses, increase staffing, and pursue novel approaches
to reduce the large backlog of individual and facility
security clearances that impose long delays on contrac-
tors to begin work or scale.

USD(A&S) and SAEs assign visible leaders for
SBIRs, OTs (including OT Consortia), Middle Tier of
Acquisitions, and Commercial Solutions Openings to
champion adoption; set vision; simplify processes;
curate leading strategies; and improve guidance,
training, structures, and direction to continuously
improve adoption. Update policies and guidelines
to ensure efforts conducted under OTs count for
past performance and small disadvantaged business
goals to incentivize industry and government use.

USD(A&S), USD(R&E), and services establish a team
to map and improve processes to scale successful re-
search and prototypes into new or existing acquisition
programs. This includes requirements, acquisition, bud-
get, contracting, engineering, and testing, among others.

USD(A&S) and SAEs establish a working group,
to include primes and NDCs, to explore how to
incentivize primes to better leverage technology
start-up companies. The objective is to fuel disruptive
defense innovation from novel tech companies
and leverage the primes to scale integration and
production of weapon systems to create an enduring
battlefield advantage.
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Success Measure: USD(A&S) reports an increase in the
number of new companies in the industrial base by 5 percent,
offsetting the recent trend of 5 percent decrease annually.
At least ten NDCs are awarded contracts of more than $50
million that address validated defense requirements. Defense
primes significantly increase partnerships, subcontracts,
and acquisitions of start-ups and NDCs to integrate their
technologies into weapon systems.

Notional Example: A leading technology company with
viable solutions for defense that historically avoided
defense contracts is now receptive (with board support)
to pursue contracts given the higher CAS thresholds,
reduced unique compliance requirements, and improved
clearance processes.

RECOMMENDATION 7:

USD comptroller proposes streamlined budget justification and chief digital and artificial intelligence officer (CDAO)
modernizes supporting details in congressionally accessible information system for the president’s FY 2026 budget request.

Addresses challenge 7.

® USD comptroller proposes a format for streamlining budget
justification documents in the investment accounts, focusing
on cogent six-page program overviews at the BLI/PE level
(R-1 and P-1) with hyperlinks to supporting details.

® Seek implementation for the president’'s FY 2026
budget request.

® CDAO leads the effort to create a query tool and dashboard
tied to Advana’s backend data that delivers insight down to
the existing level of justification material, allowing for more
frequent updates.

® This tool should be capable of replicating Financial
Management Regulation Volume 2B, Chapters 4 and
5 presentations.

©® Prototype early access to congressional staff with the
president’s FY 2025 budget request, in addition to the
traditional format.

©® This tool should seek to incorporate budget execution
data such as quarterly DD1416s and contract obligations
as data integration improves.

Success Measure: Congressional staff use the new information
system for their budgetary and program analysis; staff desires
expansion into other accounts, including Operations and
Maintenance and Military Personnel.

Notional Example: Congressional staff can find up-to-date
information on DoD program activities without having DoD
officials provide the information directly to a committee.

Budget Justification Not Supporting Congressional Oversight

RDT&E
956 line items D

EE
[]

Procurement
845 line items

]

] L]

203 line items

MILCON

F-35 (FY23)
RDT&E: 604800M;
0604800N; 0604840F;
0207142F; 0604840M;
0604840N;

Procurement: 0147; 0592;
593; ATA000; FO3500;

ORI

F-35 Program

|

0152

MILCON: 63042351;
60495429; 00146239;
LSGA21901

Current budget justifications are submitted across tens of thousands of pages that often obscure program oversight. The F-35 program, for example,
had total or partial interest in more than fifty investment and military construction line items since 2002, and was spread between sixteen line items in
FY23 alone. This cumbersome system reduces trust and transparency between Congress and the DoD. Credit: Eric Lofgren
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RECOMMENDATION 8:

Tying Experimentation to Acquisition Outcomes: Scaling and Accelerating Successful Demonstrations

Addresses challenges 1, 4, and 8.

The DoD and industry invest significant time, funding, and re-
sources to conduct operational exercises that experiment and
demonstrate emerging capabilities and technologies in an op-
erationally relevant environment. Even after a major exercise
in which senior commanders agree on the success of demon-
strated capabilities and demand to acquire these at scale,
there is often a two- to four-year lag time for DoD to formally
define requirements, secure funding, and shape acquisition
and contract strategies. For example, even successful capabil-
ities selected by USD(R&E)’s Rapid Defense Experimentation
Reserve (RDER) still must go through the Program Objective
Memorandum and Deputy Secretary’s Management Action
Group processes to begin scaling.

® Congress to pilot providing $250 million to scale opera-
tionally relevant technologies demonstrated at operational
exercises that address the preeminent challenge of de-
terring the People’s Republic of China, such as RDER. The
funds will facilitate the acceleration and scaling of novel
capabilities into the hands of the warfighter at the speed
of relevance, help vendors cross the Valley of Death, and
incentivize new nontraditional companies to work with the
DoD. This will significantly shorten the traditionally long lag
times for successful vendors to receive funding while the
DoD finalizes requirements, funding, and contracts. The
associated funds would be particularly useful for the tech-
nology needed to integrate military forces that will revolve
around digital tools and other foundational “middleware”
technologies that sometimes fall in the seams of traditional
major hardware-centric acquisition.

The fund should:

©® Be allocated in FY 2024 spending bill to specific pro-
grams or initiatives no later than 180 days from comple-
tion of the exercise on discovered solutions.

® Be limited to five or fewer high-potential capabilities
to ensure they are properly resourced to meaningfully
scale.

©® Be directly allocated to an acquisition organization,
such as a program executive office, to rapidly acquire
capabilities that have demonstrated success in order
to address priority operational risks or opportunities.

©® Use Defense Production Act Title Ill or adapt authorities
available to other agencies and departments to provide
credit guarantees or other funding approaches in sup-
port of technology and capability providers.

Success Measures: Increased number of technologies and
capabilities demonstrated successfully that are transitioned at
scale to the warfighter; increased number of vendors incentiv-
ized to demonstrate at exercises.

Notional Example: A company demonstrates a swarm of
small undersea intelligence, surveillance, and reconnaissance
drones at the Rim of the Pacific 2024 exercise. The firm is
awarded a low-rate initial production contract within sixty days
and deploys its capability with the Navy in 2025.
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RECOMMENDATION 9:

USD(A&S) and acquisition executives propose realighing existing organizations to adopt the Space Development Agency
(SDA) model, and Congress grants additional enabling authorities to those organizations in FY25 NDAA.

Addresses challenges 2 and 4.

® USD(A&S) and SAEs charter a small team to build out a
model, structure, key elements, and a framework replicating
the SDA and lessons learned from rapid acquisition.

©® SDA provides an early model for preemptive disruption
within the Space Force. The disruptive units should
focus on current technologies from the labs and indus-
try that can be quickly fielded and scaled within exist-
ing rapid acquisition authorities. Mature defense and
commercial capabilities, along with broader portfolio
requirements, can shape a streamlined process. This
model builds upon successful organizations like the Air
Force Rapid Capabilities Office, Big Safari, and Special
Operations Command’s acquisition and SOFWERX
organizations.

® Service leadership identifies priority capability areas that
are ripe for disruption—ones where the current operational
model is outmoded for the digital age and/or where novel
technologies offer radically different operational capabilities
at greater speed and scale to achieve mission priorities.

® Each identified service and defense agency employs an
SDA model to a priority capability area and repurposes or-
ganizations, funding, and resources to implement.

©® |dentify the right charismatic leader who embodies
these characteristics: high technical acumen, proven
product manager, well-defined vision, extensive per-
sonal network in warfighting and industry communities,
commitment to a five-year tenure, and an intangible
“wild card” quality. Provide statutory protections to ex-
tend top cover beyond the length of time of political
appointees for the new organizations to disrupt en-
trenched mindsets on major systems, operations, and
force structures employed for decades.

® DoD leaders continually discuss and iterate on the new
model with key stakeholder organizations across the DoD
and congressional defense committees.

Success Measure: Congressional buy-in, with a small set of
targeted projects identified for each organization and under-
way in FY 2024 to prepare for rapid scaling in FY 2025 with
capabilities initially fielded by FY 2027.

Notional Example: Navy leadership, in its commitment to
autonomous systems, bundles PEO Unmanned and Small
Combatants, Task Force 59, Unmanned Task Force, and the
director of unmanned systems into a new naval autonomy
organization with authorities and flexibilities similar to SDA and
related rapid-innovation organizations.

RECOMMENDATION 10:

The Vice Chairman of the Joint Chiefs of Staff (VCJCS) and services establish a team to collaboratively modernize JCIDS

and service requirements processes by September 2024.
Addresses Challenges 2, 4, and 5

The DoD’s JCIDS is a complex, disjointed bureaucracy across
Joint Staff and the services. The DoD requires a streamlined,
tailored requirements framework and processes that iterate
operational needs and threats with technology solutions, while
also aligning requirements, acquisition, and budget systems.

® VCJCS and services charter a team or multiple teams to
modernize DoD’s requirements enterprise to include:

©® Design a requirements framework that better incorpo-
rates bottom-up capability requirements from the warf-
ighter and addresses joint strategic capability concerns.
It must align service/agency and JROC core processes
while allowing some tailoring and flexibility.

® Enable a requirements system that breaks from the
mindset of locking down all requirements up front to
a dynamic model that enables software-intensive com-
mercial solutions and emerging technologies that meet
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changing or evolving warfighting needs to iteratively
shape capability developments.

® Overhaul, streamline, and tailor requirements docu-
ments based on capability size, urgency, product vs.
service, and hardware vs. software. Develop new pro-
cess to rapidly validate the military utility of a commer-
cial solution instead of the traditional JCIDS.

©® Aggressively streamline capability requirement devel-
opment, coordination, and approval timelines from op-
erational commands, through component commands,
and Joint Staff. Impose tripwires for exceeding six
months for software and twelve months for hardware
to get senior leader involvement.

® Develop enduring overarching requirements for ca-
pability portfolios. Include a set of mission impact
measures to focus investments and acquisitions to
continuously improve.

©® Retire the outmoded DoD Architecture Framework
and focus on application programming interfaces per
DepSecDef’s data decree, architectures, and standards
to enable interoperability. Strike the right balance be-
tween enterprise, service, and portfolio orchestration
with flexibility for program and industry solutions.

® Modernize the analysis of alternatives processes to en-
able a more streamlined and iterative approach that val-
ues prototypes, experiments, minimum viable products,
and commercial solutions with warfighter and other
user feedback over lengthy headquarters staff analysis.

© Better integrate threat and technology assessments
early and throughout the process.

® The team must include external change management
experts and collaborate with industry (traditional and
nontraditional) and the DoD S&T community to get their
input and feedback on providing options to inform DoD
requirements.

©® Develop a career path, structure, and improved training
for DoD requirements managers.

©® Publish new policies, guidance, and templates in dy-
namic online formats instead of five-hundred-page
PDFs.

©® Congress directs the Government Accountability Office
to assess the DoD’s requirements management pro-
cesses, policies, and practices to include timelines;
alignment to the DoD budget and acquisition pro-
cesses, mission outcomes, portfolio management; and
harnessing commercial technologies.

® The Senate Armed Services Committee and/or House
Armed Services Committee hold hearings with the
VCJCS and the service chiefs on modernizing DoD
requirements processes to enable greater speed,
agility, and innovation.

Success Measure: Joint Staff and service stakeholder organiza-
tions collaboratively develop a modern approach to managing
defense requirements. The new requirements system integrates
the key elements outlined above by September 2024.

Notional Example: The Air Force establishes an uncrewed
aerial systems (UAS) portfolio requirements document
that aggressively streamlines all future UAS requirements,
bakes in interoperability standards, and enables many novel
commercial solutions.
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CONCLUSIONS AND NEXT STEPS

This interim report is focused on providing elected officials
and senior DoD leaders with actionable recommendations
that can be enacted promptly. The Commission discussed
and acknowledged broader, strategic matters that will take
time to flesh out and implement. These include establishing a
more fulsome capital market engagement strategy, harnessing
a modern workforce, and exploring digital transformations of
enterprise systems to enable broader reforms and opportunities.

The Commission’s final report, which is planned for September
2023, will expand upon these ten recommendations to include
a broader set of reforms to strengthen defense innovation
adoption. It will include case studies that highlight successes in
adopting dual-use technologies within short time frames. After
all, living through the “decisive decade” means that Americans
deserve decisive capabilities to provide for the common
defense, in this decade.
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DepSecDef: Deputy Secretary of Defense

DIU: Defense Innovation Unit

DoD: US Department of Defense

FFRDC: Federally Funded Research and Development
Center

FY: Fiscal Year
GSA: General Services Administration
IRAD: Independent research & development

JCIDS: Joint Capabilities Integration and Development
System

JROC: Joint Requirements Oversight Council
MCWL: US Marine Corps Warfighting Laboratory
MILPERS: Military personnel

NDAA: National Defense Authorization Act
NDC: Nontraditional defense company

O&M: operation and maintenance

OSC: Office of Strategic Capital

OSD: Office of the Secretary of Defense

OT: Other transaction

PE: Program elements

PEO: Program executive officer / office

RDER: Rapid Defense Experimentation Reserve
RDT&E: Research, development, testing, and evaluation
S&T: Science and technology

SAE: Service acquisition executive

SBA: Small Business Agency

SBIR: Small Business Innovation Research program
SDA: Space Development Agency

SOCOM: US Special Operations Command
STRATFI: Strategic Funding Increase

UAS: Uncrewed aerial system

USD(A&S): Under Secretary of Defense for Acquisition
and Sustainment

USD(R&E): Under Secretary of Defense for Research
and Engineering

USD: Under Secretary of Defense
VC: Venture capital / venture capitalist

VCJCS: Vice Chairman of the Joint Chiefs of Staff
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