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Navy Ship Acquisition in the FY2005 Budget:
Oversight Issues for Congress

Summary

This report discusses potential oversight issues for Congress concerning Navy
ship-acquisition programsin the Administration’ sproposed FY 2005 defense budget
and FY 2005-FY 2009 Future Y ears Defense Plan (FYDP).

Overall Navy Force-Structure Planning: The current lack of an officially
approved, consensus plan for the future size and structure of the Navy may make it
difficult, if not impossible, for Congressto “ closethe oversight loop” by reconciling
desired Navy capabilitieswith planned Navy force structure, and planned Navy force
structure with supporting Navy ship-acquisition programs and budgets.

DD(X) Destroyer Program: Some observers are concerned about the Navy’s
ability to build DD(X) destroyers at the Navy's estimated unit cost of $1.2 billion to
$1.4 billion. Recent developmentsin U.S. warfighting may lead to arenewed debate
about the priority of DD(X)’s key naval surface fire support mission. GAO has
reported that the DD(X) is scheduled to enter system development with none of its
12 critical technologies fully mature. The Navy's plan to fund the lead DD(X)
through the Navy's research and development account could complicate
congressional oversight of the program. In addition to the DD(X) program, options
for supporting the surface combatant industrial base include procuring one or two
additional DDG-51 destroyersin FY 2006, accel erating procurement of amphibious
ships, and accel erating and expanding procurement of new Coast Guard cutters.

Littoral Combat Ship (LCS) Program: There appears to be no officialy
approved force-structure plan at present that includes force-structure sots for any
significant number of LCSs. Prior to announcing the LCS program in November
2001, the Navy apparently did not conduct aformal Analysisof Multiple Concepts
to demonstrate that a ship like the LCS was the best or most promising way to
performtheLCS smissions. TheNavy’ splantofund L CSmission modulesthrough
the Other Procurement, Navy appropriation account might complicate congressional
oversight of the program. Skeptics might ask whether the LCS's rapid acquisition
schedule is driven less by operational urgency than by other considerations.

Virginia-classSubmarineProgram: Supportersof theVirginia-classprogram
are concerned that the Navy may be seeking to reduce the attack submarine force-
level goal so asto limit Virginia-class procurement and transfer funding to surface
programs such asthe DD(X) and LCS. Although congressional action last year may
effectively prohibit the Navy from requesting funding for a second Virginia-class
boat in FY 2007 or FY 2008, it does not necessarily prevent a future Congress from
funding a second boat in either year, if afuture Congress wants to do so.

Amphibiousand M aritimePrepositioning For ce (M PF) Ships: Thecurrent
DOD study on forcible entry options and the new sea basing concept could reduce
projected numbers of amphibious ships while increasing projected numbers of new
MPF-type ships. Navy officials have not indicated what mix of amphibious and
M PF-type ships they see emerging. This report will be updated as events warrant.
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Navy Ship Acquisition in the FY2005
Budget: Oversight Issues for Congress

Introduction

This report discusses potential oversight issues for Congress concerning Navy
ship-acquisition programsin the Administration’ s proposed FY 2005 defense budget
and FY2005-FY 2009 Future Years Defense Plan (FYDP). It is based on CRS
testimony before the House Armed Services Committee’'s subcommittee on
Projection Forces on March 30, 2004.> Topics addressed in this report include the
following:

the planned size and structure of the Navy;

the overall rate of Navy ship acquisition;

the DD(X) destroyer program;

the Littoral Combat Ship (LCS) program;

the Virginia (SSN-774) class submarine program; and

amphibious and Maritime Prepositioning Force (MPF)-type ship
programs.

Each of these topics is address below.

Planned Size and Structure of the Navy?

No Current, Officially Approved, Consensus Plan

In discussing Navy ship-acquisition programs, one initial point to note is that
there is no current, officially approved, consensus plan for the future size and
structure of the Navy.

Status of 310-Ship Plan From 2001 QDR Uncertain. In September
2001, aspart of itsfinal report on the 2001 Quadrennial Defense Review (QDR), the
Department of Defense (DOD) approved a plan for aNavy of about 310 battleforce
ships. Thisplan, whichisessentially the same asthe one approved inthe 1997 QDR,

! Statement of Ronald O’ Rourke, Specialist in National Defense, Congressional Research
Service, in U.S. Congress, House Armed Services Committee, Subcommittee on Projection
Forces, Navy Force Sructure and Ship Construction, hearing on Mar. 30, 2004.

2 For additional discussion of thisissue, see CRS Report RS20535, Navy Ship Procurement
Rate and the Planned Size of the Navy: Background and Issues for Congress, by Ronald
O’ Rourke.
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includes 12 aircraft carriers, 116 surface combatants (cruisers, destroyers, and
frigates), 55 nuclear-powered attack submarines (SSNs), and 36 amphibious ships
organized into 12 amphibious ready groups (ARGs) with a combined capability to
lift the assault echelons of 2.5 Marine Expeditionary Brigades (MEBS).? These are
the four principal categories of combat shipsthat define the size and structure of the
Navy. The 310-ship plan also includes additional mine warfare and support ships.

In approving the 310-ship plan (and other U.S. military force-structure goals),
the 2001 QDR report cautioned that asDOD’ s* transformation effort matures— and
asit produces significantly higher output of military value from each element of the
force— DOD will explore additional opportunitiesto restructure and reorganizethe
Armed Forces.”*

Moreover, since that time, DOD has launched studies on underseawarfare and
forcible entry options. These studies could affect, among the other things, the
required number of attack submarines and the required number and kinds of
amphibious ships. In launching these studies, DOD thus created uncertainty about
two of the principal categories of ships that define the 310-ship plan.

Alternative Navy 375-Ship Proposal Not Officially Endorsed by OSD.
Navy leaders since 2002 have spoken of an alternative planfor a375-ship Navy. The
primary difference between the 310-ship plan and the 375-ship plan is that the 375-
ship planincludes several dozen smaller surface combatants, called Littoral Combat
Ships (LCSs), that are not included in the 310-ship plan. The 375-ship planincludes
12 aircraft carriers, 55 SSNs, 4 converted Trident cruise-missile-carrying submarines
(SSGNs), 160 surface combatants (including 104 cruisers, destroyers, frigates, and
56 LCSs), 37 amphibious ships, and additional mine warfare and support ships.

Although Navy leaders in speeches and testimony to Congress routinely refer
to the 375-ship plan, the plan remains a Navy proposal rather than an official DOD
goal. At a hearing before the House Armed Services Committee on February 5,
2003, Secretary of Defense Donald Rumsfeld, when asked about the 375-ship plan,
explicitly declined to endorse it. At aMarch 10, 2004, hearing before the Defense
subcommittee of the Senate Appropriations Committee, the Chief of Naval
Operations (CNO) stated: “1 want to say that the Secretary [of Defense] has allowed
me to speak to that number [375]. It’snot a number that has been sanctioned by the
Department [of Defense]. It isthe CNO’s view.”®

Resulting Uncertainty Over Planned Size and Structure of Fleet. In
summary, DOD has taken steps that raise questions about key parts of the 310-ship
plan, but has aso declined to endorse the Navy's 375-ship plan — or any other
alternative plan for the future size and structure for the Navy. Asaresult, thereis
now some uncertainty regarding the planned size and structure of the Navy.

® A MEB is a Marine combined-arms force that includes roughly 15,000 Marines, their
ground equipment, and a supporting air detachment.

* U.S. Department of Defense. Quadrennial Defense Review, Sept. 2001, p. 23.
® Source: Transcript of hearing provided by Federal Document Clearing House, Inc.
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Instances of uncertainty over the planned size and structure of the Navy occur from
time to time; the last instance was during the first two years (1989-1990) of the
former Bush Administration. The current uncertainty over the planned size and
structure of the Navy affects the surface combatant force in particular, because
surface combatants account for most of the difference between the 310- and 375-ship
plans.

Analysis for 375-Ship Proposal

Although Navy officials routinely mention their proposed 375-ship plan, they
have provided few details in public about the composition of this fleet, and little
explanation of how they arrived at the 375-ship proposal. This has led some
observersto speculate that Navy leaders may have chosen the 375-ship figure asan
arbitrary starting point that reflected a general desire to have a fleet closer to 400
ships than to 300 ships, and then filled out the 375-ship force by simply taking the
310-ship fleet and adding the number of ships (mostly LCSs) that was needed to
reach 375.

Translating Capabilities-Based Plans Into Force Structure

When asked about the current uncertainty regarding the planned size and
structure of the fleet, Navy and DOD officials sometimes make reference to the
concept of capabilities-base planning, and have argued that numbers of ships and
aircraft per seare not asimportant asthetotal amount of capability represented inthe
fleet.

Asatool for planning future military forces, capabilities-based planning offers
certain potential advantages, particularly inatime of multipleand uncertain potential
future threatsto U.S. interests. It can be argued, however, that at any given time, it
should be possible, given current and projected ship and aircraft designs, to translate
the total collection of desired Navy capabilities into a force-structure plan for a
certain number of Navy ships and aircraft of different types. DOD routingly
trand ates desired capabilitiesinto desired numbersof platformsonthisbasis. Those
numbers may change over timeasthreats and technol ogieschange, but DOD’ srecent
shift to capabilities-based planning, it can be argued, does not serve asareason to set
aside permanently the question of the planned size and structure of the fleet.

Potential Implications for Congressional Oversight

Although periods of uncertainty regarding the planned size and structure of the
Navy occur from timeto time, if these periods persist for an extended period of time,
they can have potential significant implications for Congress ability to conduct
oversight of Navy budgets and programs.

Three key potential oversight questionsfor Congressin examining the Navy's
budgets and programs are the following:

e Has the Navy accurately identified, through capabilities-based
planning, the kinds of capabilitiesit requires now and in the future?
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e If so, would the Navy’ s planned force structure provide aNavy with
these capabilities?

e If so, would the Navy’s proposed procurement programs support a
Navy with this force structure, and does the Navy’ s budget present
acredible planfor adequately funding these procurement programs?

By examining these three oversight questions, Congress can, at the broadest
level, reconcile stated Navy capability goals with required force structure, and
required force structure with specific programs and available funding.

If, however, thereisno current, officially approved, consensus plan for the size
and structure of the Navy, the middle element in this chain of three questions is
missing, and Congress may find it difficult, if not impossible, to “ close the oversight
loop” by reconciling desired capabilities with planned force structure and proposed
programs and budgets.

DOD and Navy officials may find the current uncertainty over the planned size
and structure of the Navy convenient for managing any latent differences they may
have over the planned size and structure of the Navy. The Navy, for example, may
desire afleet of about 375 ships, while DOD may support afleet of 310 (or lessthan
300) ships. If so, uncertainty over the planned size and structure of the Navy may
permit DOD and the Navy to continue to debate this issue without exposing their
differences to others.

It is also possible, however, DOD and Navy officials may find the current
uncertainty over the planned size and structure of the Navy useful for the
maneuvering room it provides in responding to congressional oversight questions.
In the absence of a current, officially approved, consensus plan for the size and
structure of the Navy, Navy and DOD officials are free to speak broadly about
individual programs, and offer vague or changing total planned procurement
guantities for various programs, without having to show Congress that it has a
credible plan for funding these programs in certain total quantities within a certain
total amount of available funding. This situation can make it significantly more
difficult for Congress to carry out basic oversight functions in its review of Navy
budgets and programs.

Potential Oversight Questions for Congress

Potential oversight questions for Congress regarding the planned size and
structure of the Navy include the following:

e AreDOD and the Navy exploiting the current uncertainty over the
planned size and structure of the Navy as an opportunity for
responding to congressional questions about Navy plans and
programs with vague or changing answers?

e What formal analysis of future Navy mission requirements did the
Navy perform in arriving at its proposal for afleet of 375 ships?
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If DOD does not support the Navy’s proposed 375-ship plan, then
why has DOD permitted Navy officials to continue speaking about
it? Does DOD permit this because the 375-ship plan, unlike the
310-ship plan, creates aforce-structure justification for proceeding
with the Navy’ s Littoral Combat Ship program — aprogram which
DOD does support?

e If DOD is moving away from the 2001 QDR’s 310-ship plan and
does not support the Navy’ s proposed 375-ship plan, then what plan
does DOD support? Does DOD still support maintaining aNavy of
at least 300 battle force ships?

e How might DOD’s studies on undersea warfare requirements and
forcible entry options affect the 310-ship plan’s requirements for
attack submarines and amphibious ships?

e WhendoesDOD planto clarify the current uncertainty regarding the
planned size and structure of the Navy? IsDOD deferring thisissue
until next year in part because it prefers to avoid announcing
potentially controversial decisions on this issue during an election
year?

Overall Rate of Navy Ship Acquisition®

Number of Ships in FY2005 Budget

Navy officials, in defending their proposed FY2005 budget, have drawn
attention to how the budget, in their view, includesthe acquisition of 9 new ships, an
increase of 2 ships from the 7 acquired under the FY 2004 budget.

The 9-ship total, however, includes the lead LCS, whose acquisition cost of
$215.5millionissplit evenly between FY 2005 and FY 2006, and thelead DD(X), for
which the FY 2005 budget provides only the first $221 million, or about 8%, of an
estimated total design and construction cost of $2.8 billion.” The remaining 92% of
the cost of the lead DD(X) isto be provided during the period FY 2006-FY 2011.

® For additional discussion of thisissue, see CRS Report RS20535, Navy Ship Procurement
Rate and the Planned Sze of the Navy: Background and I ssues for Congress.

"Thetotal estimated cost of the FY 2005 DD(X) is$2.8 billion, including about $1.8 billion
in construction costs and $1 billion in detailed design/nonrecurring engineering (DD/NRE)
costsfor theclass. (In past Navy shipbuilding programs, DD/NRE costs have been attached
to, and included in, the total procurement cost of the lead ship.) The Navy’'s proposed
FY 2005 budget requests $103 million in construction funding and $118 millionin DD/NRE
funding for the ship. The total of $221 million is about 7.9% of $2.8 billion. If the
calculation isinstead made on the basis of construction funding only, the $103 million in
construction funding would equate to about 5.7% of the ship’ s total construction cost.



CRS-6

Onthisbasis, it might be more accurateto say that the FY 2005 budget fundsthe
acquisition of atotal of perhaps 7.58 ships — 7 ships whose acquisition is fully
funded, plus 50% of the relatively inexpensive lead LCS, plus 8% of the more
expensive lead DD(X).

Funding For Ship Acquisition in FY2005 vs. Mid-2000

The CNO hastestified thisyear on at |east four occasionsthat when he assumed
officein July 2000, the Navy’ s shipbuilding budget, known asthe SCN account, was
$4.7 billion, and that thisyear, itis$11.1 billion.2 One suggestion that can be drawn
from thistestimony isthat the amount of funding availablefor Navy ship acquisition
has more than doubled since July 2000.

The figure of $11.1 billion appears accurate as the currently requested amount
for FY 2005, if one includes funding requested for ship acquisition not only in the

8 For example, at aMarch 17, 2004, hearing on the Department of the Navy FY 2005 budget
before the Defense subcommittee of the House Appropriations Committee, the CNO
testified:

Fundamentally, Chairman Y oung, when | came up here the first year and when
| took over asthe CNO, my SCN investment for that year was $4.7 billion, and
I’d been talking to you for four years about trying to get to $12 billion, and this
yearit's11.1

At aMarch 10, 2004, hearing on the Department of the Navy FY 2005 budget before the
Defense subcommittee of the Senate Appropriations Committee, the CNO testified:

Theyear | got to thisjob — and, Mr. Chairman, you indicated thisis my fourth
visittoseeyou al. Theyear | got here, theinvestment in shipbuilding was $4.7
billion. The investment today is $11.1 billion, and I’ ve been shooting to get
toward agoal of $12 billion ayear.

At a February 12, 2004, hearing before the House Armed Services Committee, the CNO
testified:

When | got thisjob, my shipbuilding SCN number was $4.7 billion, and that was
not the dark ages. Thisismy fourthvisit. Soin 2000, it was$4.7 billion. Inthe
whole decade of the 1990s, the numbers ranged in the sixes on average, and |
testified earlier that we needed to be reaching toward $12 billion. We arein total
SCN thisyear at $11.1 billion.

At a February 10, 2004, hearing before the Senate Armed Services Committee, the CNO
testified:

Asapoint of reference, the year that | arrived in this post, the (SCN?) account,
ship-building account for the Navy was $4.7 billion. We invest this year alittle
over $11 billion in new construction and in modernization of our force.

(Sources for quotes: transcripts of hearings provided by Federal News Service, Inc., and
Federal Document Clearing House, Inc. Parenthetical notation with question mark in the
final quoteisasit appearsin the transcript.)
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SCN account, butinthe Navy’ sresearch and development account (RDTEN) and the
National Defense Sealift Fund (NDSF). As shown in Table 1 below, the total
amount of requested ship-acquisition funding in FY 2005 in these three accountsis
about $11.1 billion.

The statement about the shipbuilding account being $4.7 billion in July 2000,
however, is more puzzling. In July 2000, the Navy was executing the FY 2000
budget, and the Navy had submitted its proposed FY 2001 budget to Congress. As
shown in thetable below, the amount requested for the SCN account for FY 2000 was
about $6.7 billion, the amount provided for the SCN account for FY 2000 (with post-
enactment adjustments) wasabout $7.1 billion (or about $7.5, if fundinginthe NDSF
is added in), and the amount requested for the SCN account for FY 2001 was about
$12.3 billion.

Thesefiguresareall much higher than $4.7 billion. Indeed, therequested figure
for FY2001 is higher than the $11.1 billion requested for FY2005. And none of the
other SCN figures on the table approach $4.7 billion — they are al above $8 billion.

Rather than apattern of growth from $4.7 in FY 2000 or FY 2001 to $11.1 billion
in FY2005, what the figures in the table show is that shipbuilding increased
substantially from FY 2000 to FY 2001, declined somewhat in FY 2002 and FY 2003,
and then increased in FY 2004 and FY 2005 back to something close to the FY 2001
level. The suggestion from the numbersisthat the shipbuilding account, rather than
growing steadily since FY 2000 or FY 2001, has shown no clear trend of increase or
decrease since FY 2001.

Table 1. Funding for Ship Acquisition,
Requested and Provided, FY2000-FY2005

(millions of then-year dollars)

FY 2000 FY 2001 FY 2002 FY 2003 FY2004 [FY2005
Reg. |Prov | Reg. | Prov | Req. |Prov | Reg. [Prov [ Req. | Prov | Req.
SCN 6679 7125 12297] 11965 9344 9278 8191 9108 11439 114020 9962
RDTEN 0 0 0 0 0 0 0 0 0 q 329*
NDSF q 359 Q 128 g 361 389 310 722 722 768

Total 6679 7484 12297] 12093 9344 9639 8580 941812161 12124 11059
Source: Annual Navy budget highlight books for FY 2000-FY 2005. NSDF figures are funding in
NDSF for “ Sealift Acquisition” or “Strategic Sealift Acquisition.”

* Includes $108 million for lead LCS and $221 miillion for lead DD(X).

Rate of Ship Procurement Relative to Size of Navy

Therate of Navy ship procurement and itsrel ationship to the planned size of the
Navy has been a concern in Congress since the mid-1990s. Some Members of
Congress — particularly those on the defense-oversight committees — have
repeatedly expressed concern over what they view as a divergence between the
required size of the Navy and the planned rate of Navy ship procurement. CRS has
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previously examined the issue in a 1996 report,® in another report maintained since
1997, and in 1997, 1999, 2000, and 2002 testimony to Congress. The conference
report (H.Rept. 107-772 of November 12, 2002) on the FY2003 defense
authorization act (P.L. 107-314/H.R. 4546) strongly criticized the Navy for
submitting shipbuilding plansin recent yearswith averagerates of ship procurement
that would not support the planned size of the Navy over thelong run (see pages 448-
451).

The Administration’ sproposed FY 2005 defense budget and amended FY 2004-
FY 2009 FY DP calls for procuring 9 new Navy battle force shipsin FY 2005 and a
total of 44 new Navy battleforce shipsin FY 2005-FY 2009, or an average of 8.8 new
battle force ships per year. Fourteen of the 44 ships would be procured in FY 2009.
For the four-year period FY 2004-FY 2008, the plan would procure 30 new battle
force ships, or an average of 7.5 per year.™*

Theaveragerate of Navy ship procurement that would need to be achieved over
the long run to maintain aNavy of a certain planned size over thelong runiscalled
the steady-state replacement rate. Thisrateisequal to the planned force sizedivided
by theaverage servicelifeof aNavy ship. Navy plansassumean average 35-year life
for Navy ships. Using thisfigure, the steady-state replacement rate would be about
8.9 new ships per year for a 310-ship fleet, and about 10.7 new ships per year for a
375-shipfleet. Theseareaverageratesthat would need to be achieved over a35-year
period.

Table 2 below shows past and projected rates of Navy ship procurement. As
can be seen in the table, the rate of Navy ship procurement has been below the
steady-state replacement rate for a 310-ship fleet since FY 1993, and is programmed
to remain below that rate through FY 2008.

°® CRS Report 96-785, Navy Major Shipbuilding Programs and Shipbuilders: Issues and
Options for Congress, by Ronald O’ Rourke.

10 CRS Report RS20535, Navy Ship Procurement Rate and the Planned Size of the Navy:
Background and Issues for Congress, by Ronald O’ Rourke.

! The plan aso includes 1 Maritime Prepositioning Force (Future) (MPF(F)) ship in
FY 2007, 2 morein FY 2009, and 1 MPF(Aviation) (MPF(A)) shipin FY2009. MPF-type
shipstraditionally have not been classified as battle force ships and consequently have not
counted toward the goal of afleet of 310 or 375 battle force ships.
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Table 2. Battle Force Ships Procured or Proposed,
FY1982-FY2009

1982|1983 |1984(1985|1986( 1987 |1988( 1989 | 1990 | 1991 [ 1992 1993|1994 | 1995
17 | 14 (16 | 19|20 | 17 |15 19 | 15 [ 11 | 11 | 7 4 4

1996|1997 |1998|1999|2000| 2001 [2002| 2003 | 2004 | 2005 [ 2006 (2007 | 2008 | 2009

5 4 5| 5|6 6 6 5 7 9 6 7 8 14

Source: CRS compilation based on examination of defense authorization and appropriation
committee and conference reportsfor each fiscal year. Thetable excludes non-battle force shipsthat
do not count toward the 310- or 375- ship goal, such as sedlift and prepositioning ships operated by
the Military Sealift Command and oceanographic ships operated by agencies such as the National
Oceanic and Atmospheric Administration (NOAA).

Therate of Navy ship procurement funded since FY 1993 has created a backlog
of deferred Navy ship procurement relative to the steady-state replacement rate. As
aresult of thisbacklog, maintaining a310-ship fleet or building up to a375-shipfleet
will require arate of Navy ship procurement in future years that is higher than what
steady-state replacement rates would normally suggest. If the amended FY 2004-
FY 2009 FYDP is implemented, then maintaining a 310-ship fleet could require a
Navy ship procurement rateafter FY 2009 of about 11.2 shipsper year, whilebuilding
up to a 375-ship fleet could require arate of about 14.8 ships per year.*

12 Asshownin Table 2, during the 12-year period FY 1993-FY 2004, atotal of 64 new battle
force ships were procured, or an average of about 5.3 ships per year. If the amended
FY 2004-FY 2009 FY DP were implemented, another 44 new battle force ships would be
procured through FY 2009, bringing thetotal for the 17-year period FY 1993-FY 2009 to 108
new battle force ships, or an average of about 6.4 new ships per year. Procuring ships at
steady-state replacement rates of about 8.9 shipsper year (for a310-ship fleet) or 10.7 ships
per year (for a375-ship fleet) for these 17 yearswould result in atotal procurement of about
151 or 182 ships, respectively. Procuring an average of 8.8 new ships per year during the
period FY 2005-FY 2009 would thusresult inacumul ative 17-year ship-procurement backlog
since FY 1993 of about 43 ships (for a310-ship fleet) or about 74 ships (for a375-ship fleet)
relativeto the steady-state shi p-procurement requirement (151 or 182 shipsminus 108 ships,
respectively). This potential “deficit” in ship procurement would not be immediately
apparent because of therelatively large numbersof shipsbuiltinthe 1970sand 1980s, when
the ship-procurement rate was well above 8.9 ships per year. After 2010, and particularly
after 2020, however, when the 1970s- and 1980s-era ships begin to retire, this potential
backlog, if not by then redressed, would become apparent, and the size of the fleet would
fall well short of 310 or 375 ships.

Eliminating this potential backlog over the remaining 18 years in a 35-year ship
procurement period beginning in FY 1993 would require increasing procurement rate after
FY2009t0 11.2 shipsper year for a310-ship fleet or 14.8 shipsper year for a375-ship fleet.
For a 310-ship fleet, if an average procurement rate of about 8.9 ships per year were to be
achieved for the entire 35-year period FY 1993-FY 2027 (that is, if atotal of 310 ships are
to be procuredinthisperiod), then atotal of 204 ships (310 minusthe 106 procured through
FY 2009) would need to be procured for the 18-year period FY 2010-FY 2027, or an average
of 11.3 new ships per year. For a 375-ship fleet, if an average procurement rate of about
10.7 ships per year wereto be achieved for the entire 35-year period FY 1993-FY 2027, then

(continued...)



CRS-10

Some observers consider the average 35-year servicelifefigurefor Navy ships
optimistic. If thefigureturnsout to be 30 years, as some observers believe, then for
a310-shipfleet, the steady-state replacement rate would be about 10.3 ships per year,
and the procurement rate needed after FY 2009 could be about 15.5 ships per year.
For a375-ship fleet, the steady-state replacement rate would be about 12.5 ships per
year, and the procurement rate needed after FY 2009 could be about 20.5 ships per
year.13

Potential Oversight Questions for Congress

Potential oversight questions for Congress regarding the overall rate of Navy
ship acquisition include the following:

e Giventhat one of the 9 shipsthat Navy officials speak of asbeingin
the FY 2005 budget request (the lead LCS) has only thefirst half of
itscost provided for in FY 2005, while another (thelead DD[X]) has
only thefirst 8% of itscost provided for in FY 2005, how accurateis
it to say that the FY 2005 budget acquires 9 ships?

e Why does the Navy depict the SCN budget in mid-2000 as being
about $4.7 billion when the budget at this time was either $6.7
billion (the FY 2000 requested figure), more than $7 billion (the
FY 2000 enacted figure), or $12.3 billion (the FY 2001 requested
figure)?

e Given the apparent difficulties that the Navy has experienced in
recent yearsin finding resourcesto procure more than about 6 battle
force ships per year while meeting other funding demands, and the
Navy’'s plan to procure an average of 7.5 battle force ships per year
duringthe period FY 2005-FY 2008, will theNavy beabletoincrease
the rate of Navy ship procurement to 11 or more battle force ships
in FY 2009 and beyond? How much of arole will the relatively
inexpensive Littoral Combat Ship (LCS) play in increasing the
number of ships that can be procured each year for a given amount
of ship-procurement funding?

12 (_..continued)

a total of 269 ships (375 minus the 106 procured through FY2009) would need to be
procured for the 18-year period FY 2010-FY 2027, or an average of 14.9 new ships per year.
The post-FY 2009 rates of 11.3 or 14.9 new ships per year can be called the post-FY 2009
catch-up ratesfor 310- and 375-ship fleets, respectively, becausethey would gradual ly work
off the backlog of deferred ship procurement that has accumulated since FY 1993 and
thereby catch up with thetotal number of procured shipsthat would result from maintaining
procurement at the steady-state rate.

3 For a 310-ship fleet, the FY1993-FY 2009 backlog of deferred procurement would be
about 68 ships, and the average required rate for FY 2010-FY 2022 — thefinal 13 yearsin
a 30-year building period beginning in FY 1993 — would be about 15.5 ships per year. For
a 375-ship fleet, the FY 1993-FY 2009 backlog would be about 105 ships, and the average
required rate for FY 2010-FY 2022 would be about 20.5 ships per year.
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e Does DOD’s budget-planning process place adequate emphasis on
Navy ship procurement relative to other DOD funding priorities?
Does DOD’s plan to procure 7.5 battle force ships per year in
FY2004-FY 2008 reflect a potential DOD intent to reduce the
planned size of the Navy to less than 300 ships?

e |IsDOD committed to restoring the Navy to aforce of morethan 300
battle force ships by the end of FY 2009, or does DOD intend to use
the planned below-300 period of FY2004-FY 2007 to acclimate
Congressto the idea of permanently reducing the Navy to less than
300 battle force ships?

DD(X) Program™*

This section summarizes cost and funding figures for the DD(X) program, and
then discusses the following oversight issues relating to the program:

DD(X) procurement cost and program affordability,

the DD(X)’s naval surface fire support (NSFS) mission,
technology risk in the DD(X) program,

the Navy’ s proposed strategy for funding the lead DD(X), and
the surface combatant industrial base.

Summary of Program Cost and Funding

The Navy estimates that the first DD(X) will cost about $2.8 billion to design
and build, including about $1.8 billion in hands-on construction costsfor the ship and
about $1 billionin detailed design and nonrecurring engineering costs (DD/NRE) for
the class. (The DD/NRE costs for each new class of Navy ships have traditionally
been included in the procurement cost of the lead ship of the class.) The Navy plans
to fund thefirst DD(X) through the Navy’ sresearch and devel opment account rather
than the Navy’ s ship-procurement account, where Navy combat ships traditionally
have been procured.

The Navy estimates that the fifth and sixth DD(X)s will have an average unit
procurement cost of $1.2 billion to $1.4 billion in FY2002 dollars. The
Congressional Budget Office (CBO) estimates that a class of 24 DD(X)s built at a
rate of 2 per year would have an average unit procurement cost of $1.8 billion in
FY 2003 dollars.

Asshownin Table 3 below, the Navy’ s estimated procurement cost equates to
acost per thousand tons (CPTT) of light-ship displacement (i.e., the empty weight

14 For additional discussion of the DD(X) program, see CRS Report RS21059, Navy DD(X)
Destroyer Program: Background and Issues for Congress, by Ronald O’ Rourke and CRS
Report RL32109, Navy DD(X) and LCS Ship Acquisition Programs: Oversight I ssues and
Options for Congress, by Ronald O’ Rourke.
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of the ship without fuel) that is 36% to 45% less than that of today’s DDG-51
destroyers, while CBO' s estimate equatesto aCPTT that is18% less. If the DD(X)
CPTT isset equal tothat of the DDG-51, the DD(X) would cost morethan $2 billion.

Table 3. Cost Per Thousand Tons (CPTT)

Cost (when | Full load Lightship DD(X) CPTT
Ship procured at|displacement |displacement| CPTT |compared to
2 per year) (tons) (tons) DDG-51

DDG-51 $1.25 hil. ~9,000 6,950 ~$180 mil. —
Estimatesfor DD(X)
Navy $1.2-1.4 bil. ~14,000 12,135%$99-115 mil |-36% to -45%
CBO $1.8 bil. ~14,000 12,1359  $148 mil, -18%
CPTT=DDG-51| $2.18hil. ~14,000 12,1359  $180 mil. equal

Including more than $8.5 billion in program research and devel opment costs,
the total acquisition (i.e., development plus procurement) cost for a class of 24
DD(X)swould rangefrom about $39 billion-$44 billion (using the Navy’ s estimated
cost for follow-on DD[X])s) to about $53 billion (using CBO'’s estimate) to more
than $60 hillion (if follow-on DD[X]s cost more than $2 billion each).

Table 4 below shows funding for the DD(X) program through FY 2009.



CRS-13

Table 4. Funding For DD(X) Program, FY2002-FY2009
(millions of then-year dollars)

FY [ FY | FY FY FY FY FY FY Iﬁ:ﬁj

2002 [ 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 EY 2009
Research, Development, Test & Evaluation, Navy (RDTEN) account
Shipl — — — 103 288 294 353 269 1307*
construction
DD/NRE — — — 11§ 349 252 127 87 933*
All other** 4900 895 1059 1230 10977 791 439 259 6260*
Total 490 895 1059 1451f 1734 1337 919 615 8500*
RDTEN***
Shipbuilding and Conversion, Navy (SCN) account
Ship 2 —| — — — 49 2004 — —| 2053
Ship 3 —| — — — 49 1493 — —| 1542
Ship 4 —| — — — — 49 1729 —| 1778
Ship 5 —| — — — — 49 1494 —| 1543
Ship 6 —| — — — — — 49 1699 1744
Ship 7 —| — — — — — 49 1479 1527
Ship 8 —| — — — — — —| 1523 1523
Total SCN 0 0 0 0 98 3595 3321 4694 11710
TOTAL 490 895 1059 1451f 1832 4932 4240 5311 20210

Sour ce: Navy data provided to CRS by Navy Office of Legidative Affairs, February 20, 2004.

*  Additiona funding required in FY 2010-FY 2011 to complete construction of lead ship, and in
years after FY 2009 for DD/NRE and all other RDT&E.

**  Funding for all RDT&E for the DD(X) program other than DD/NRE.

***  Figures do not include research and development funding provided for the DD-21/DD(X)
program prior to FY 2002.

Procurement Cost and Program Affordability

One potential oversight issuefor Congressfor the DD(X) program concernsthe
potential procurement cost of follow-on DD (X)sand theresulting affordability of the
DD(X) program. Some observers are concerned about the Navy’s ability to build
follow-on DD(X)sat acost of $1.2 billion to $1.4 billion, for the following reasons:

e The Navy's estimated cost includes a $200-million range of
uncertainty, suggesting that the Navy does not have a complete
understanding of potential costs for building the DD(X) design.

e CBO'sestimate ($1.8 billion) is29% to 50% higher thanthe Navy's
estimate, suggesting that there are major analytical differences
between the Navy and CBO regarding the potential cost of the
follow-on ships;
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e Although the DD(X) contains producibility features not present in
the DDG-51 design, the Navy has not explained in detail why it
believes the DD(X) would be about 40% |ess expensive on a per-
weight basis to build than the DDG-51.

e The Navy has experienced substantial cost growth in other recent
Navy shipbuilding programs, such as the LPD-17 amphibious ship
program and the Virginia-class submarine program.

Supporters of both the DD(X) and LCS are concerned that limits on Navy
funding might compel the Navy to choose between the DD(X) and LCS, while
supportersof the Virginia-class submarine program are concerned that the Navy may
keep Virginia-class procurement at 1 ship per year (rather than increasing it at some
point to 2 per year) so asto generate funding to pay for the DD(X) and LCS. If the
procurement cost of follow-on DD(X)s is closer to $2 billion than to $1 billion,
pressuresfor the Navy to make achoice betweenthe DD(X), LCS, and Virginia-class
programs could grow more intense.

Asapotential means of reducing Navy surface combatant acquisition costs, the
Congressional Budget Office (CBO), inaMarch 2003 report on surface combatants,
outlined an alternative approach of terminating the DD(X) and LCS programs and
instead procuring alarge, new-design frigate. CBO estimated that such aship, which
it called the FFG(X), might displace about 6,000 tons, which would be at |east twice
as large as the LCS, but about two-thirds as large as the Navy’s current 9,000-ton
cruisers and destroyers. CBO estimated that a 6,000-ton FFG(X) might have a unit
procurement cost of about $700 million, which is ailmost three times the Navy’'s
estimated procurement cost of an LCS with a representative modular payload
package, but roughly half or a little more than half of the Navy's estimated
procurement cost of aDD(X)."®

A 6,000-ton FFG(X) would likely be too small to be equipped with the 155mm
Advanced Gun System (AGS) and therefore likely could not provide the additional
naval gunfire capability that would be provided by the DD(X). A 6,000-ton FFG(X)
might, however, be capable of performing the non-gunfire missions that would be
performed by both the DD(X) and the LCS. A 6,000-ton FFG(X) would effectively
replace the Navy’s FFG-7s and DD-963s in the surface combatant force structure.
Since a 6,000-ton FFG(X) would be roughly midway in size between the 4,000-ton
FFG-7 design and the 9,000-ton DD-963 design, it might be suitable for carrying
more modern versions of the mission equipment currently carried by the FFG-7sand
DD-963s.

Naval Surface Fire Support (NSFS) Mission

Another potential oversight issue for Congress regarding the DD(X) program
is the ship’s naval surface fire support (NSFS) mission. The size and cost of the
DD(X) reflectsin part the presence on the ship of the 2 AGSs, which in turn reflects

> U.S. Congressional Budget Office, Transforming the Navy' s Surface Combatant Force,
Mar. 2003 pp. 27-28, 63.



CRS-15

aNavy desire to close a shortfall in NSFS capability that was created in the early
1990s when the Navy retired its reactivated lowa-class battleships. Support for the
DD(X) program can thusdepend in part on viewsregarding whether additional NSFS
isrequired, and whether the DD(X) represents a cost-effective means of providing
it.

DD(X) supporters could argue that the requirement for additional NSFS
capability hasbeen periodically reviewed and revalidated in recent years. They could
also argue that the geography of places like the Korean Peninsula, and the ability of
Navy shipsto remain on station for monthsat atimewithout interruption, arereasons
for maintaining arobust Navy NSFScapability. Anything smaller thanal55mmgun,
they could argue, would not be sufficient to close the gap in NSFS capability, and a
ship the size of the DD(X) is needed to carry the 155mm AGS.

DD(X) skeptics can argue that NSFS did not play amajor rolein U.S. military
operations in Kosovo, Afghanistan, and Irag, and that Afghanistan and Iraq
highlighted new concepts for ground operations using smaller-sized ground units
supported by aircraft loitering overhead with relatively inexpensive, all-weather
precision-guided munitions, raising questions about the priority of NSFS compared
to other investments, or about the amount of NSFS capability that will be needed in
the future. Even if additional NSFS capability is needed, they could argue, the
DD(X) may not be acost-effectiveway to provideit if its procurement cost turns out
to be closer to $2 billion than to $1 billion.

Onepotential alternative approach to providing the Navy with additional NSFS
capability in the form of AGSs would be to instead procure a low-cost gunfire
support ship, which could be arelatively simple ship equipped with 1 or 2 AGSsand
only such other equipment that is needed for basic ship operation. Other than the
AGSsand perhaps some advanced technol ogiesfor reducing crew size and thustotal
life-cycle cost, such a ship could use existing rather than advanced technologies so
asto minimize devel opment time, devel opment cost, and technical risk. Such aship
might be considerably smaller and less expensive to procure than the DD(X).

Of the number of such ships procured — either 24 or some smaller number —
some fraction (a total of perhaps 4 to 8 ships) might be forward-stationed at sites
such as Guam or Diego Garcia, so asto beavailablefor rapid crewing and movement
to potential contingencies in the Western Pacific or Indian Ocean/Persian Gulf
regions. The goa would be to procure specialized AGS-armed ships as a niche
capability for the Navy, and then forward-station some of that capability so as to
maximize the odds of being able to bring a desired number of AGSs to an overseas
theater of operation in atimely manner on those occasions when it is needed.

Technology Risk

A third potential oversight issue for Congress regarding the DD(X) program
concernstechnology risk intheprogram. The DD(X) istoinclude several significant
new technologies, including a tumblehome hull form, an integrated electric-drive
system, a total-ship computing environment, a dual band radar, a deckhouse with
integrated radar apertures, a periphera vertical launching system, the AGS, and
technol ogies (including an autonomic fire-suppression system) permitting areduced-
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size crew. Navy officials argue that in restructuring the previous DD-21 destroyer
programinto the current DD(X) program, anumber of stepswere taken to ensurethat
these technologies would be ready in time for alead DD(X) procured in FY 2005.
These steps include the use of land-based engineering design models (EDMs) for
verifying new technologies and increased levels of development funding.*®

Skeptics are concerned that in spite of these steps, one or more critical
technol ogiesmay not beready for alead DD(X) procuredin FY 2005. A March 2004
report by the General Accounting Officeon major DOD acquisition programs states:

DD(X) is scheduled to enter system development with none of its 12 critical
technologies fully mature. The program is pursuing risk mitigation by
constructing and testing engineering development models for its critical
technologies. The acquisition strategy calls for engineering devel opment model
construction and testing concurrent with system design. Because of schedule
dippage, only two models will be mature by the award of the lead ship
construction contract, currently planned for September 2005. Backups are
availablefor only 2 of the 12 technol ogies. Program progress has been hampered
by changes in desired ship size and capabilities.'’

16 For additional discussion of steps taken by the Navy to mitigate technology risk in the
DD(X) program, see CRS Report RL 32109, pp. 50-52.

7 U.S. Genera Accounting Office, DEFENSE ACQUISITIONS Assessments of Major
Weapon Programs, GAO-04-248, Mar. 2004, p. 45. On page 46, the report elaborates on
these points, stating:

None of the 12 critical technologiesfor DD(X) arefully mature. The Navy
does not anticipate any of these technol ogies reaching maturity prior to entering
system development. At the time of the first ship production decision, the Navy
expectsto have only two critical technologies sufficiently tested to demonstrate
maturity. Only two backup technologies exist, one for the integrated power
system and onefor the hull form. Whilethe backup technology for theintegrated
power systemismature, the alternate hull form remainsin development. If other
critical technologies do not mature as planned, system redesign would occur.

The DD(X) Program Office is managing risk in part by constructing and
testing engineering development model s for each of the 12 critical technologies.
The program’ s acquisition strategy scheduled these modelsto be fully built and
tested concurrent with system design and completed before authorizing
construction of the first ship. Current testing schedules call for the integrated
power system, dual band radar suite, total ship computing environment, and
peripheral vertical launching system to continue devel opment beyond
lead ship production decision.

A second element in the risk reduction strategy is “design budgeting.”
According to the program manager, this approach consists of designing the
requirements for technologies with a margin for growth. The DD(X) program
allowsfor a 10 percent margin to account for necessary increasesin size, weight,
or manpower discovered throughtesting of the engineering devel opment models.
If the 10 percent margin is exceeded, system redesign would occur.

(continued...)
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If one or morekey technol ogiesare not ready to support procurement of thelead
DD(X) in FY 2005, Congress may have three options:

e procure the lead ship in FY 2005 with the understanding that it may
be delivered to the Navy some time after the currently scheduled
delivery date of 2011;

e procure the lead ship in FY 2005 and build it with less-advanced
substitute technologies (called fall-back options or technology off
ramps); or

e delay procurement of the lead ship to FY 2006 or alater year.
Skeptics are concerned that the second option could reduce the capabilities of
the ship and require apartial redesign, whichitself could cause delay in the program.

Supporters of the DD(X) program argue that the DD(X) needs to be procured
because its new technol ogies represent the future of the surface fleet. In particular,
they have stressed that the DD(X) isto form the basis of aspiral development effort
leading to the future CG(X) cruiser. Thisargument is broadly consistent with the

17 (...continued)

Modifications to ship size and capabilities affected the progress of the
technol ogy maturation process. In June 2003, thewei ght of the shipwasreduced,
prompting redesign of the advanced gun system and hull form engineering
devel opment models. M ultiplereeval uations of radar characteristics contributed
to adelay in the development of the dual band radar engineering devel opment
model....

In commenting on adraft of thisanalysis, the program office stated that the
ability of DD(X) to deliver revolutionary capabilities with reduced crew
necessitatessome el ement of devel opment and productionrisk. Programofficials
expect that the spiral development approach adopted in 2001, combined with
robust testing of the engineering development models, will mitigate that risk.
Officials indicated that, since the 2002 contract award, the only significant
schedule change was due to dual band radar changes.

The program office also stated that the time required to design and build a
ship makes the process unique from other weapon systems. DOD policy states
that ship technologies must be mature in time for installation, and the program
office stated that all DD(X) engineering development models will meet this
requirement. At design review, the program expects that most engineering
development models will be nearing maturity, and that design budgeting will
enable incorporation of changes....

The program will be integrating technologies into a ship-level system
design at the same time that it is maturing individual technologies. Should any
of these innovative technologies encounter challenges that cannot be
accommodated by design budgeting, redesign of other technologies and of the
integrated system may be needed. Redesign would likely result in additional
costs and schedule delays as well as affect the planned installation schedule.
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DOD’s new emphasis on evolutionary acquisition with spiral development
(EA/SD).*®

Missile defense is a high-interest mission for the Office of the Secretary of
Defense (OSD), and is to be one of the CG(X)'s primary missions. NSFS, in
contrast, is mentioned less frequently by OSD officials. Some observers
consequently believe OSD’ sinterest in the CG(X) may be stronger than its interest
in the DD(X).

Skeptics could argue that ships costing more than $1 billion each, or perhaps
something closer to $2 billion each, should not be built unless and until they are
needed to fulfill an important mission need, and can do so cost-effectively, at which
point the new technol ogies can certainly beintroduced into thefleet. If new shipsare
needed for mission reasons, they could argue, they should be built with new
technologies; but it does not follow that simply because new technologies are
available, there is a need to build new ships. At most, skeptics could argue, the
argument about new technologies may justify building a single ship as a fully
integrated at-sea technology demonstrator.

Potential oversight questions for Congress regarding technology risk in the
DD(X) program include the following:

e What istheNavy sview of GAQO’ srecent conclusionsregarding the
readiness of key DD(X) technologies?

e What are the Navy' sfall-back options for these key technologies?

e How would using these fall-back options affect the DD(X)'s
capabilities?

e If using these fall-back technologies would reduce the DD(X)'s
capabilities, would the DD(X) still be cost-effective?

e Wouldusing any of thesefall-back optionsrequireapartial redesign
of theDD(X), and if so, what impact might thishave on the schedule
for procuring or building the lead DD(X)?

e Isthe concept of spiral development being invoked in part with the
aim of using the CG(X) — amore distant program that may be more
strongly favored by OSD — to help leverage support for the nearer-
term DD(X) program? If one decides that the CG(X) is worth
pursuing, but that the DD(X) is not, is the concept of spiral
development sufficient by itself to justify pursuing the DD(X)? If
the DD(X) isnot pursued, what would prevent the technol ogies now

18 For more on EA/SD, see CRS Report RS21195, Evolutionary Acquisition and Spiral
Development in DOD Programs: Policy Issues for Congress, by Gary J. Pagliano and
Ronald O’ Rourke.
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being developed for the DD(X) from instead being developed
directly for the CG(X)?

Lead Ship Funded Through R&D Account

A fourth potential oversight issue for Congress regarding the DD(X) program
concerns the Navy' s proposal to fund the construction of the lead ship through the
Navy’s research and development account rather than through the SCN account,
where lead ships traditionally have been funded.

Navy Arguments. Navy officials over time have made three arguments in
favor of funding the lead DD(X) (and the lead LCYS) in the Navy’s research and
devel opment account rather thaninthe Navy’ sship-procurement account, wherelead
ships traditionally have been funded:

e New technologies. Navy officias argue that this approach is
consistent with the large number of new technologies to be
incorporated into the ship. These technologies, the Navy argues,
make each lead-ship construction effort somewhat like a research
and development activity rather than a straight procurement.
Funding the lead ships through the research and development
account, the Navy argues, will permit the Navy to mitigate technical
risk in the programs by permitting the ships' new technologiesto be
developed in a more R& D-like managerial environment. Funding
adjustments that might be needed to respond to events that occur
during the design and construction of the lead ship, they argue,
would be easier to make in the research and development account
rather than the ship-procurement account.

e Cost discipline. Navy officials argue that this approach will
improve cost discipline in the program by compelling the Navy
managers of the program to justify the funding for their program on
a year-by-year basis. If the ship were funded in the Navy's ship-
procurement account, the Navy argues, the entire cost of the ship
would be funded up front, and the program managers would not be
forced to confront cost-overrun issues until much later, at which
point it could be much more difficult to find away to complete the
ships without asking for additional funding. Alternatively, Navy
officias argue, program managers seeking to avoid a cost overrun
might be averse to spending funds earlier in the design and
construction effort in ways that might ultimately constrain
construction costs.

e Consistent with practiceelsewhere. Navy officialsalso arguethat
this approach will make ship acquisition more consistent with DOD
practices for acquiring other kinds of systems, such as aircraft. In
aircraft procurement programs, Navy officials argue, the initial
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aircraft are procured with research and devel opment funding rather
than procurement funding.™

Skeptics’ Arguments. Skeptics of the Navy’s plan to fund the lead DD(X)
in the Navy’ s research and development account could argue the following:

e New technologies. The Navy' sargument that the new technologies
in the DD(X) make the lead ship somewhat like a research and
development activity rather than a straight procurement is undercut
by the Navy' s argument that technology risk in the DD(X) program
is being mitigated through land-based EDMs for verifying the new
technologies and increased levels of development funding for the
DD(X) program. If these steps will mitigate technology risk in the
DD(X) program, skeptics could argue, then it should not be
necessary to design and build the lead DD(X) in a research and
development environment.

e Cost discipline. The Navy approach will weaken rather than
strengthen cost disciplinein designing and building thelead DD(X)
by obscuring the total cost of the lead DD(X), by permitting the
Navy to blend construction funding with traditional research and
development funding in its budget documents, by making it easier
for the Navy to adjust annual funding levels for the design and

¥ For example, at aMarch 11, 2004, hearing before the Projection Forces subcommittee of
the House Armed Services Committee on Navy acquisition programs, John J. Young, Jr.,
the Assistant Secretary of the Navy (Research, Development and Acquisition) stated:

As we look to future procurement, the budget this year includes a request to
R& D fund the lead shipsin the DD(X) and LCSclass. Thisrequest mirrorsthe
approach used in every other weapons development program. Indeed, tactical
aircraft programs are devel oped by using R& D fundsto establish the production
processwhichiscritical and build multiple pre-production aircraft. These steps
are equally important in shipbuilding to build a production process that can be
efficient for the ship class, just asit isfor aircraft.

Similarly, at a March 3, 2004, hearing before the Seapower subcommittee of the Senate
Armed Services Committee, Assistant Secretary Y oung stated:

The next step beyond the existing programs is RDT&E funding of lead
ships. We are working this alternate method of funding ship construction, and
FY ‘05 budget request reflects funds to begin construction of the lead DDX and
the lead Littoral Combat Ship, or LCS, using RDT&E funds. This approach
mirrorstheapproach usedin every other weaponsdevel opment program. Indeed,
tactical aircraft programs are developed using RDT&E funds to establish the
production process and build multiple pre-production aircraft. These steps are
important to establishing a production process that can be efficient for the ship
class, just asit isfor the aircraft production run.

(Sourcefor quotes: Transcriptsof hearings provided by Federal Document Clearing House,
Inc.)
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construction effort without necessarily attracting attention, and by
permitting the Navy to finance cost overruns in the design and
construction effort through the research and devel opment account
rather than through the ship-procurement account, where the
additional funding would bein the high-visibility line item entitled
“Completion of Prior Year (PY) Shipbuilding.” The Navy's
approach, skeptics could argue, has already resulted in limited
awarenessthat thetotal cost of thelead DD(X), including DD/NRE
costs, is $2.8 billion, and that the lead DD(X) is to be funded
through a stream of annual funding increments stretching out to
FY 2011 — aperiod that includes two years (FY 2010 and FY 2011)
that are beyond the FY 2005-FY 2009 FY DP and for which precise
funding figuresconsequently arenot available. Skepticscould argue
that under the Navy's funding plan (see table 4), funding for
construction of thelead DD(X) isnot to be completed until FY 2011,
at which point DD(X)s numbers 2 through 10 will have been fully
funded and the Navy will be seeking full funding for DD(X)s
numbers 11 and 12 (assuming 2 DD(X)s are funded in FY 2010 and
another 2 are funded in FY2011). Funding the lead ship through a
stream of annual payments, and blending construction funding with
traditional research and development funding, they could argue,
could weaken congressional oversight, which dependsin significant
part on making total ship construction costs clear and fully visible.
The Navy's approach, they could argue, turns on its head the
longstanding congressional view, dating to the 1950s and embodied
inthefull funding policy imposed on DOD by Congressat that time,
that cost disciplinein procurement isbest achieved through up-front
full funding of an item’ s procurement cost.?

e Consistent with practiceelsewhere. Skeptics could arguethat the
Navy’s argument about making ship acquisition consistent with
acquisition practices for other kinds of systems, such as aircraft, is
faulty, because the initial units in an aircraft program are often
acquired as test articles rather than operational units, and because
complex combatant ships require much more time to build than
aircraft or other kindsof systems. Inanaircraft acquisition program,
they could argue, the first aircraft that are clearly intended for
operational use are procured with procurement funding. Aircraft
originally built as test articles, they could argue, are sometimes
converted into operational aircraft, but this happenslater. Aircraft
can require two or three years to build, depending on aircraft type,
while complex combatant ships require five to seven yearsto build
(the lead DD(X) isto enter servicein 2011, six years after the start
of construction funding). Consequently, in an aircraft acquisition
program, the start of procurement of operational aircraft can be put

2 For more on the full funding policy, see CRS Report RL 31404, Defense Procurement:
Full Funding Policy — Background, Issues, and Options for Congress, by Ronald
O’ Rourke.
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off until the test articles are completed without adding too many
years to the acquisition schedule. Attempting to do the same thing
in ashipbuilding program, in contrast, would add many yearsto the
acquisition schedule. There have been cases of aircraft acquisition
programs where procurement of operational units began before all
test articles were complete, but skeptics could argue that this
practice adds technological risk to the program and should not be
emulated in shipbuilding efforts.

A Potential Third Option. On the question of how to fund the lead DD(X),
two options have been discussed — the traditional approach, under which the lead
ship, including both the construction cost for the ship and the DD/NRE costs for the
class, are fully funded through the ship-procurement account in the year of
procurement, and the Navy' s proposed approach, under which both costs are funded
through a stream of annual payments in the research and development account.

A third option, which has not been discussed, would be to fully fund the
construction cost of the lead ship through the ship-procurement account while
funding the DD/NRE costs for the class through the research and development
account. Thisintermediate option would make the construction cost of the lead ship
clear and visible, consistent with thelogic of thefull funding policy, while permitting
the DD/NRE work — the work that might be most like research and development
work, and potentially most subject to change and modification — to proceed in a
more flexible research and development funding environment.

Potential Oversight Questions for Congress. Potentia oversight
guestions for Congress regarding the Navy’s proposal to fund the lead DD(X)
through the research and development account include the following:

e Intermsof promoting cost discipline in designing and building the
lead DD(X) (or the lead ships of other ship classes), what are the
relative merits of the traditional full funding approach and the
Navy’s proposed approach?

e In terms of supporting Congress ability to conduct effective
oversight of major defense acquisition programs, what are the
relative meritsof the traditional full funding method and the Navy’s
proposed approach?

e IstheNavy proposing to fund the lead DD(X) (and the lead ships of
other ship classes) through the research and devel opment account in
part because it helps to obscure the cost of the lead ship and
therefore make it easier for the Navy to secure congressiona
approval for the start of a ship-acquisition program?

e Compared to the traditional full funding approach and the Navy’'s
proposed approach, what are the relative merits of the third,
intermediate option of fully funding the construction cost of thelead
ship while funding the DD/NRE costs for the class through the
research and development account?
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Industrial Base

A fifth potential oversight issue for Congress regarding the DD(X) program
concerns the industrial base. The Navy's plan for shifting from procurement of
DDG-51s to procurement of DD(X)s and LCSs raises at least two potential
industrial-baseissuesfor Congress. Theseissuesconcerntheplanned transitionfrom
DDG-51 procurement to DD(X)/LCS procurement, and the implications of building
DD(X)sin oneyard or two.

Transition From DDG-51s to DD(X)s and LCSs. Table5 below shows
the Administration’s plans for procuring surface combatants during the FY 2004-
FY 2009 Future Y ears Defense Plan (FYDP). As can be seen in the table, the plan
callsfor procuring atotal of 2 surface combatants (both LCSs) in FY 2006 and larger
annual quantities before and after these dates.

Table 5. Planned Surface Combatant Procurement,
FY2004-FY2009

FY2004 | FY2005 | FY2006 | FY2007 | FY2008 | FY2009
DDG-51 3 3 0 0 0 0
DD(X) 0 1 0 2 2 3
LCS 0 1 2 1 3 6
Total 3 5 2 3 5 9

Supportersof theNavy’ ssurface combatant industrial base, and particularly the
two current surface combatant construction shipyards — General Dynamics/Bath
Iron Works (GD/BIW) and Northrop Grummar/ingalls (NOC/Ingalls) — are
concerned that this plan will provide GD/BIW and NOC/Ingalls with insufficient
work in FY 2006, particularly since the 2 ships to be procured in FY 2006 — both
LCSs— will not be built at either of these yards.*

If none of the LCSs shown in Table 5 are built at GD/BIW and NOC/Ingalls,
whichispossible, then atotal of 14 surface combatants— 8 DD(X)sand 6 DDG-51s
— would be available for GD/BIW and NOC/Ingalls under the Navy’s plan during
the period FY2004-FY 2009. Based on their relative light-ship displacements of
12,135 and 6,950tons, respectively, asingle DD(X) might betheequivalent, interms
of shipyard work, toroughly 1.75 DDG-51s. If so, thenthe8 DD(X)sshownintable
might be the equivalent, in terms of shipyard work, to about 14 DDG-51s, and the
total number of DDG-51 equivalents shown in Table 5 would be about 20 ships, or
an average of about 3.3 ships per year. Thisis a bit more than the minimum of 3
DDG-51 equivalents per year that supporters of GD/BIW and NOC/Ingalls in past
years have said is needed, along with a certain amount of other non-DDG-51

% The Navy eliminated Northrop Grumman's industry team as a competitor for the LCS
programin July 2003. Although General Dynamics' industry team remainsacompetitor for
the LCSprogram, it anticipatesbuildingthefirst LCSat Austal USA, ateam member’ syard
in Mobile, AL.
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construction work at NOC/Ingalls, to maintain the financial health of both GD/BIW
and NOC/Ingalls.

The ability of GD/BIW and NOC/Ingalls to weather periods of reduced Navy
surface-combatant-construction work, moreover, may now bebetter thanit wasinthe
early 1990s, when the workload at the two yardsfirst became a concern due to post-
Cold War reductions in Navy ship procurement, because, unlike the earlier period,
GD/BIW and NOC/Ingals are now parts of larger defense firms — General
Dynamics and Northrop Grumman, respectively — with significant financial
resources. In addition, GD and NOC each own 3 shipyards involved in Navy
shipbuilding, and at least in the case of NOC, there may be opportunities to bolster
theworkload at NOC/Ingallswith shipbuilding transferred from one of NOC'’ sother
yards (i.e., Avondal e shipyards near New Orleans).

Even so, supporters of GD/BIW and NOC/Ingalls can argue that the plan in
Table5, if implemented, would put GD/BIW and NOC/Ingalls through aworkload
roller coaster (up in FY 2005, down in FY 2006, then up again in FY 2007-FY 2009)
that could lead to production inefficiencies and increase shipbuilding costs. They
could also question whether, in terms of shipyard work, a DD(X) is the equivalent
to 1.75 DDG-51s. Although that may seem to be the case based on the light-ship
displacements of the ships, the Navy’s estimated procurement cost of the DD(X) is
fairly closeto the cost of aDDG-51. If thisestimate proves correct, they can argue,
then the difference between the two ship designs in total shipyard work may not be
as great as suggested by their differencesin light-ship displacements.

Potential oversight questions for Congress include the following:

e What arethe potential implications of the Navy’' s FY 2005-FY 2009
surface combatant procurement plan for total workloads, revenues,
and employment levelsat GD/BIW and NOC/Ingalls, particularly in
FY 20067

e Would the Navy’s plan to reduce surface combatant procurement
during FY 2006 and then increase it in subsequent years lead to any
production inefficiencies? If so, what are the potential additional
costs resulting from these inefficiencies?

Building DD(X)s in One Yard or Two. Although the Navy has stated that
production contracts for the first 6 DD(X)s would be equally divided between
GD/BIW and NOC/Ingalls, if affordability considerations lead to a decision to
procure DD(X)s at arate of less than 2 ships per year, or to procure atotal of less
than 24 DD(X)s, it is possible the Navy might consider switching to a single-yard
production strategy. In large part to avoid the added costs of maintaining two
production lines for a program to build a total of 12 San Antonio (LPD-17) class
amphibious ships, the Navy in 2002 reached an agreement with GD and NOC to
consolidate production of LPD-17sat NOC’ s Avondaleand Ingallsyardsrather than
splitting the LPD-17s between NOC and GD, as previously planned. (In return for
this, most of NOC'’ s future DDG-51 production was shifted to GD/BIW.)
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A Navy decision at some point to build DD(X)s at one yard rather than two
could put the non-DD(X) yard under substantial financial pressure. This might
particularly bethe casefor GD/BIW, since GD/BIW isamost entirely dependent on
surface combatant construction. Building DDG-51s (and before that, CG-47-class
cruisers) has been GD/BIW’s principa business since the late 1980s. If DDG-51
procurement ends, DD(X)s are built solely at NOC/Ingalls, and LCSs are not built
at GD/BIW, then GD/BIW could go out of businessas aNavy shipbuilder following
completion of its final DDG-51s around 2010 or 2011.

If GD wins the LCS competition, then one option for GD would be to transfer
at least some of the LCS production work from Austal USA — the GD team’s
shipyard in Mobile, AL, where the GD team proposes to build the first LCS — to
GD/BIW. Again, based on potential ship displacements, 3 LCSs per year might be
roughly equivalent (in terms of shipyard work) to 1 DDG-51 per year, which is an
amount of work that could be sufficient to maintain GD/BIW. Shifting production
of some LCSs from Austal USA to GD/BIW, however, could increase LCS
procurement costs due to higher shipyard overhead costs at GD/BIW and the
potential additional costs of maintaining two LCS production lines at Austal USA
and GD/BIW.

Ingallsisnot solely dependent on construction of U.S. Navy surface combatants.
It has been the nation’s sole builder of Tarawa (LHA-1) and Wasp (LHD-1) large-
deck amphibious assault ships, and isgenerally considered the leading contender for
building any similar ships for the Navy in the future. In addition, it is currently
performing aportion of the LPD-17 construction work that is centered at Avondale,
and could continue to do so. NOC/Ingallsisalso to build new Coast Guard cutters
under the Coast Guard' s large Deepwater acquisition program. And, NOC/Ingalls
has had some success in the past in winning work to build and modernize smaller
surface combatants for foreign navies and to build commercial ships. How well all
these other forms of work could compensate for the loss of DD(X) construction
work, however, isnot clear.

Potential oversight questions for Congress include the following:

e What arethe potential relative costs of building DD(X)sin oneyard
or two? How might these potential relative costs be affected by
changes in the planned DD(X) annual procurement rate and total
number of DD(X)s to be procured?

¢ |If theNavy at some point decidesto build DD(X)sinoneyard, what
arethe potential financial and employment implicationsfor the non-
DD(X) yard?

Options for the Industrial Base. Thereareat |east three optionsthat could
be used in conjunction with the DD(X) and LCS programsfor purposes of bolstering
the surface combatant industrial base — procuring additional DDG-51sin FY 2006,
accelerating the procurement of amphibious assault ships, and accelerating and
expanding procurement of Deepwater cutters for the Coast Guard.
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Procure Additional DDG-51s in FY2006. This option, which would
involve procuring oneor two additional DDG-51sin FY 2006, could be used to avoid
the currently programmed procurement of no larger surface combatants in FY 2006
shown earlier in Table 5. Based on current procurement costs for DDG-51s,
procuring two additional DDG-51s FY 2006 could require roughly $2,500 millionin
additional funding.

Opponents of this option could argue that the Navy does not have an urgent
operational need for any DDG-51s beyond those already planned for procurement,
and that funding should not be spent to procure expensive Navy ships solely for the
purpose of bolstering the industrial base. Supporters could argue that the additional
cost of procuring these ships will be offset by avoiding the inefficiencies and
resulting cost penalties on the DD(X) program of putting theindustrial base through
aroller coaster in FY 2005-FY 2007; that the uncertainty over the planned size and
composition of the Navy suggests that the Navy might indeed have an operational
need for additional DDG-51s; and that the Navy in any event would make good use
of any additional DDG-51sthat are procured. They might also argue that the Navy
originally planned on procuring atotal of about 57 DDG-51s, and that bolstering the
defense industrial base consequently is aready an important reason, if not the
primary reason, for procuring most of the DDG-51sthat the Navy plansto procure
in FY 2004 and FY 2005.

Accelerate Procurement of Amphibious Assault Ships. Thisoption
wouldinvolveaccel erating the procurement of four amphibious assault shipsthat the
Navy currently envisions procuring in FY2008, FY 2010, FY 2013, and FY 2016.
These ships are intended as one-for-one replacements for four aging amphibious
assault ships called LHA-2, LHA-3, LHA-4, and LHA-5.

22 Amphibious assault ships, sometimes called “big deck” amphibious ships, are large
amphibious shipswith aflight deck that runsthelength of the ship, ason an aircraft carrier.
The Navy’ s 12 amphibious assault ships have full load displacements of about 40,000 tons,
making them about 40% as large as the Navy’s aircraft carriers on that basis, and light
displacements of roughly 30,000 tons. Amphibious assault ships each embark about 1,700
Marines, amphibious landing craft, 2 to 3 dozen Marine Corps helicopters and AV-8B
Harrier STOVL (short take-off, vertical landing) “jump jets,” and other Marine Corps
equipment. In the future, Navy amphibious assault ships are to embark V-22 Osprey tilt-
rotor aircraft and the STOVL version of the F-35 Joint Strike Fighter (JSF).

The Navy’s fleet of 12 amphibious assault ships includes 5 aging Tarawa (LHA-1) class
ships (LHA-1 through -5) that were procured in FY 1969-FY 1971 and entered service
between 1976 and 1980, and 7 newer Wasp (LHD-1) class ships (LHD-1 through 7) that
were procured between FY 1984 and FY 1996 and entered service between 1989 and 2001.
An eighth Wasp-class ship (LHD-8) was procured in FY 2002 and is scheduled to replace
LHA-1in 2007.

The envisioned procurement dates for the four replacement ships are shown in U.S.
Department of the Navy, Director of Surface Warfare, A Report to Congress on Annual
Long-Range Plan For The Construction Of Naval Vessels, OPNAV N76, p. 15. Thereport
showsthefirst replacement ship being procured in FY 2007, but the Navy’ s FY 2005 budget
submission deferred the procurement of this ship one year, to FY 2008.
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The four aging LHAS have expected service lives of 35 years. Assuming a
five-year construction period, which would be consistent with the construction
periodsfor recently built amphibious assault ships, the four replacement shipsunder
the Navy’s plan would enter service in 2013, 2015, 2018, and 2021, at which point
LHA-2 through -5 would be 36, 37, 39, and 41 years old, respectively.

One option would beto accel erate the procurement of thefirst replacement ship
to FY 2007, and procure the other three ships at two-year intervals — that is, in
FY 2009, FY 2011, and FY 2013. Again assuming five-year construction periods, the
four replacement ships under this option would enter service in 2012, 2014, 2016,
and 2018, at which point LHA-2 through -5 would be 35, 36, 37, and 38 years old,
respectively.

Another potential option would be to accelerate the procurement of the first
replacement ship by two years, to FY 2006, and then procure the other three ships at
two-year intervals— that is, in FY 2008, FY 2010, and FY 2012. Under this option,
the four replacement ships would enter service in 2011, 2013, 2015, and 2017, at
which point LHA-2 through -5 would be 34, 35, 36, and 37 years old, respectively.
It is not clear, however, whether the design for the first replacement ship could be
made ready in time to support a procurement in FY 2006; the issue could depend in
part on the amount of design difference between thefirst replacement ship and LHD-
8.

Given LHD-8's estimated procurement cost of $2.0 billion,® the four
replacement ships would likely cost more than $2 billion each to procure.
Accelerating the procurement of the four replacement ships could reduce their cost
somewhat compared to the Navy’s current plan due to avoided inflation (i.e., the
shipswould be procured in earlier years) and reduced loss of |earning at the shipyard
in moving from one ship to the next over atwo-year period rather than athree-year
period.

In terms of the amount of shipyard work provided, a new amphibious assault
ship might be roughly equivalent to three or four DDG-51s.

NOC/Ingalls has been the sole builder of the Navy’s LHAs and LHDs and is
generally considered the leading contender for building any similar ships for the
Navy in the future. General Dynamics Bath Iron Works (GD/BIW) shipyard,
however, might al so be capabl e of building shipsof thistype, though thismay require
investments (perhaps substantial ones) in new production facilities at the yard.?

Z | HD-8 sestimated procurement cost is$2,014 million. At thedirection of Congress, the
procurement of the ship is being funded incrementally, with the final $73.5-million
increment of funding programmed for FY 2006.

2 A 1996 CRS report stated that GD/BIW could be made capable of building LHD-type
shipswith $100 millionto $500 millionin capital improvements. CRS Report 96-785, Navy
Major Shipbuilding Programs and Shipbuilders. Issues and Options for Congress, by
Ronald O'Rourke. In 2001, GD/BIW completed a roughly $300-million in yard
modernization project that included a new land-level ship construction facility and a new

(continued...)
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Accelerate and Expand Cutter Portion of Deepwater Program. This
option would involve accel erating procurement of new cuttersto be procured under
the Coast Guard Deepwater acquisition program.? It could also involve expanding
the total number of cuttersto be procured under the program.

The Coast Guard Deepwater program is a 22-year program for replacing and
modernizingthe Coast Guard’ saging fleet of deepwater-capabl e cutters, patrol boats,
and aircraft. The program envisages procuring, among other things,

e 8 new National Security Cutters, or NSCs, nominaly 421 feet
long and displacing about 3,900 tons (i.e., ships roughly analogous
tothe Coast Guard’ scurrent high-endurance cutters), to bedelivered
between 2006 and 2013; and

e 25 new Offshore Patrol Cutters, or OPCs, nominaly 341-feet
long and displacing about 2,900 tons (i.e., ships roughly analogous
to the Coast Guard's current medium-endurance cutters), to be
delivered between 2012 and 2022.

Some observers of the Deepwater program are interested in the idea of
compressing the Deepwater acquisition period from 20 yearsto 10 years. Thisidesa,
which would accelerate into earlier years the procurement of cutters (and aircraft)
now planned for later years, would increase the annual funding requirements of the
Deepwater program in the nearer term but reduce its total cost by permitting the
acquisition of new cutters (and aircraft) at more efficient annual rates. In March
2003, the Coast Guard submitted a report to Congress stating that compressing the
Deepwater acquisition period to 10 years was feasible, that it would increase
Deepwater acquisition costsover thefive-year period FY 2005-FY 2011 by about $4.7
billioninthen-year dollars, andthat it would reducetotal Deepwater acquisition costs
from $16.022 hillion in then-year dollars to $11.473 billion in then-year dollars —
areduction of $4.549 hillion in then-year dollars, or 28.4%.%

Supporters of the Coast Guard may also be interested in expanding the number
of cutters to be procured under the Deepwater program. They could argue that
current planned procurement total sreflect proj ections of future Coast Guard mission
loadsthat were made prior to the terrorist attacks of September 11, 2001. Following
the terrorist attacks, they could argue, the Coast Guard's homeland security
responsibilitieshave been significantly expanded whil e requirementsfor performing
non-homel and security missions (such asfisheries enforcement) have not decreased.
As a result, they could argue, the number of cutters to be procured under the
Deepwater program is now insufficient and should be increased, perhaps
substantially.

24 (_..continued)
large floating dry dock capable of holding 28,000 tons.

% For more on the Deepwater program, see CRS Report RS21019, Coast Guard Deepwater
Program: Background and Issues for Congress, by Ronald O’ Rourke.

% .S. Coast Guard, Report to Congress on the Feasibility of Accelerating the Integrated
Deepwater System, 2003.
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A September 2003 report on the Deepwater program by the RAND Corporation
states:

The Coast Guard’ s ambitious effort to replace and modernize many of its
shipsand air vehicles— conceived and put in motion before the September 11,
2001 terrorist attacks and officially known as the Integrated Deepwater System
program — will not provide the USCG [U.S. Coast Guard] with adequate assets
and capabilitiesto fulfill traditional and emerging mission demands. To satisfy
these demands, the USCG will need the capabilities of twice the number of
cuttersand 50 percent moreair vehiclesthan it has been planning to acquire over
the next two decades. It cannot gain these capabilities merely by buying the
assets in the current program over 10 or 15 yearsinstead of over 20. Rather, it
can only gain these capabilities by acquiring significantly more cutters,
unmanned air vehicles and helicopters than are in the current acquisition
program, or by mixing into the program other platforms and technologies that
provide the same or additional capabilities.”

Table6 below compares quantities of NSCsand OPCsto be procured under the
Coast Guard’ scurrent Deepwater plan with RAND’ sestimate (based in part on work
done by the Center for Naval Analyses, or CNA) of the number of NSCs and OPCs
that would need to be procured to fully meet traditional and emerging Coast Guard
mission demands:

Table 6. Coast Guard Deepwater Cutter Procurement Quantities

Current RAND Estimate CNA Estimate Total
Type | Deepwater | for Traditional for Emerging (RAND + CNA)
Plan Missions® Missions’
NSCs 8 35 9 44
OPCs 25 36 10 46

Source: TheU.S Coast Guard' sDeepwater ForceModer nization Plan: Can It Be Accelerated? Will
It Meet Changing Security Needs?, op. cit.,Table 4-2.

a. RAND estimate of numbers needed to fully meet tradtional mission demands.

b. CNA estimate of additional numbers needed to fully meet emerging demands.

The 90 NSCs and OPCs shown in the final column of table 6 have acombined
light-ship displacement equal to that of 20.7 DD(X)s.”® Similarly, about 4 NSCs or
about 5 OPCswould have alight-ship displacement comparable to that of 1 DD(X).
Procuring 4 or 5 NSCs and OPCs per year might thus generate about as much
shipyard construction work as procuring 1 DD(X) per year, and procuring 8 to 10
NSCsand OPCs per year might generate about as much shipyard construction work
as procuring 2 DD(X)s per year. Building NSCs and OPCs, however, would likely

27 John Birkler, et al. TheU.S. Coast Guard’s Degpwater Force Modernization Plan: Can
It Be Accelerated? W/ll It Meet Changing Security Needs?, RAND, National Security
Research Division, MR-3128.0-USCG, Sept. 2003, p. xi.

% The NSCs have a light-ship displacement of 3,290 tons; the OPCs have a light-ship
displacement of 2,350 tons. Forty-four NSCs and 46 OPCs would thus have a combined
light-ship displacement of 251,000 tons, which is equivalent to the light-ship displacement
of 20.7 DD(X)s.



CRS-30

require a somewhat different mix of shipyard construction skills than building
DD(X)s.

The Coast Guard estimates that NSCs will cost roughly $210 million each to
procure. Based onthisfigureand ontherelativelight-ship displacements of the NSC
and OPC, OPCs might cost roughly $152 million each to procure. Using these
figures, procuring 4 or 5 NSCs and OPCs would cost less than procuring a single
DD(X).

Northrop Grumman'’s Ship Systems (NGSS) division, which includes Ingalls,
is the co-leader, along with Lockheed Martin, of the team selected by the Coast
Guard as the prime contractor for the Deepwater program. Accelerating and
expanding procurement of Deepwater cutters could thus provide significant amounts
of additional shipbuilding work to NOC/Ingalls. If thetotal number of cuttersto be
procured is expanded beyond the currently planned figure, it might also be possible
to award some cutter construction contracts to GD/GD/BIW, if the various parties
now involved in the Deepwater program could agree to the idea.

The Coast Guard is part of the new Department of Homeland Security (DHS).
Coast Guard programs are therefore funded primarily through the DHS budget rather
than the DOD budget. Accelerating and expanding the cutter portion of the
Deepwater program could therefore require close coordination between DHS and
DOD, and between the various congressional committees that oversee the Coast
Guard and Navy budgets.

LCS Program?

Thissection summarizescost and funding figuresfor the LCS program, and then
discusses the following oversight issues relating to the program:

force structure justification for the program,

analytical basisfor the program,

total program acquisition cost,

the Navy’'s proposed strategy for funding the lead LCS,

the Navy’s proposed strategy for funding LCS mission modules,
the program’ s rapid acquisition schedule, and

the industrial base.

% For additional discussion of the LCS program, see CRS Report RS21305, Navy Littoral
Combat Ship (LCS): Background and Issues for Congress, by Ronald O’ Rourke, and CRS
Report RL 32109, Navy DD(X) and LCS Ship Acquisition Programs.
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Summary of Program Cost and Funding

The Navy wants the first LCS to cost between $150 million and $220 million
in then-year dollars, exclusive of any mission modules,* and wants follow-on LCSs
to cost no more than $250 million in then-year dollars, including a representative
payload package. Navy budget figures (see Table 7 on the next page) suggest that
individual mission modulesto be procured during the FY DP would cost an average
of $82 million each. Using the $250-million figurefor an LCSwith arepresentative
payload, the total procurement cost for a fleet of 50 to 60 LCSs might be $12.5
billion to $15 billion, not including at least $1.4 billion in genera research and
development costs for the program.

The Navy intends to procure the first LCS, and possibly the second LCS,
through the Navy’ s research and devel opment account rather than the Navy’s ship-
procurement account. The Navy plansto procure LCS mission modulesthrough the
Other Procurement, Navy (OPN) account rather than the Navy’ s ship-procurement
account.

Table 7 below shows funding for the LCS program through FY 2009.

% Mission modules are packages of equipment that are loaded onto the LCS so asto give
it an ability to perform certain missions. Mission modules can be changed so asto change
the mission orientation of the ship. Mission modules can includethings such as helicopters,
unmanned vehicles, and containerized equipment for detecting and countering mines and
submarines.
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Table 7. Funding For LCS Program, FY2003-FY2009
(millions of then-year dollars; totals may not add due to rounding)

2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 TOIZ%IJQ”
Resear ch, Development, Test & Evaluation, Navy (RDT& EN) account
Ship 1 "
construction 107.7{ 107.8 2155
Ship 2 . 106.7{ 107.0 213.7*
construction
Q'E')?gef 35.3| 166.2| 244.4| 288.4| 2859 130.5| 2075 13583
Subtotal
RDTEN 35.3| 166.2| 352.1f 5029 3929 130.5( 207.5 1787.5
Shipbuilding and Conversion, Navy (SCN) account
Ship 3 219.7 219.7
Ship 4 220.0 220.0
Ships5, 6, 7%** 625.7 625.7
Ships 8-13*** 1303.6 1303.6
Subtotal SCN 0 0 0| 219.7| 220.0| 625.7| 1303.6 2369.0
Other Procurement, Navy (OPN) account for procurement of LCS mission
modules
(Qty. of
modules) @ @ @ @ @
Funding 0 0 Ol 180.0] 180.0f 351.3| 1171.3 1882.6
TOTAL 35.3| 166.2| 352.1] 902.6| 792.9|1107.5( 2682.4 6039.1

Source: Navy data provided to CRS by Navy Office of Legidative Affairs, Feb. 20, Feb. 27, 2004.
* Table assumes that Ship 2 is built to a different design than Ship 1 and is therefore funded in
RDT&E. Cost figuresfor each ship include the detailed design/nonrecurring engineering (DD/NRE)
costs for that ship.

** Funding for all program RDT&E other than for construction of Ships1 and 2.

*** Three shipsfunded in FY 2008 at total cost of $625.7 million; six shipsfunded in FY 2009 at total
cost of $1,303.6 million.

Force Structure Justification For Program

Onepotential oversightissuefor Congressregarding the LCS program concerns
the force-structure justification for the program. Programsto acquire major defense
platforms, including Navy ships, are traditionally justified in part on the basis that
they are needed to fill out specific parts of approved service force-structure plans.
A role in filling an approved force-structure requirement traditionally has been
viewed as necessary for a program to proceed.

Although the Navy’s proposal for a 375-ship fleet includes slots for 56 LCSs,
the Secretary of Defense has explicitly declined to endorse the 375-ship plan. The
last officially approved Navy force-structure plan — the 310-ship plan from the 2001
QDR — contains no slots for LCSs. The Navy at this juncture thus appears to be
without an officially approved force-structure planthat includesslotsfor asignificant
number of LCSs.
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Supportersof a56-ship LCS program could arguethat aforce-structure plan for
the Navy with slots for 56 LCSs will eventually be approved. Critics could argue
that, until such aplanisapproved, the Navy hasno approved force-structure basisfor
proposing a program to build any significant number of LCSs.

Potential oversight questions for Congress regarding the force-structure
justification for the LCS program include the following:

e Since Secretary of Defense Rumsfeld has declined to endorse the
375-ship plan, how canthe Navy still be certain it needsthe 50 to 60
LCSscaled for in that plan?

e If the Navy is in a transformational era of innovation and
experimentation, and if the LCS promisesto changenaval operations
in ways that cannot be fully understood today, then how can anyone
know, at this point, that the Navy needs 50 to 60 LCSs, or any other
number of LCS?

e If OSD doesn’t support the LCS program as away to get the Navy
to 375, then in terms of future force structure, why does OSD
support the program? Isit because OSD views the LCS as ameans
of reducing costs for afleet of 300 or fewer ships? And if so, what
kind of surface force might result?

Analytical Basis for Program

A second potential oversight issue for Congress regarding the LCS program
concernsthe analytical basisfor the program. Prior to announcing the LCS program
(along with the DD[X] and CG[X]) programs) in November 2001, the Navy
apparently did not conduct a formal analysis — called an Analysis of Multiple
Concepts (AMC) — to demonstrate that a ship like the LCS would be more cost-
effective than potential alternative approaches for performing the LCS's stated
missions. An AMC is often performed before starting a major acquisition program
to help identify or verify the most cost-effective approach.

Potential aternative approaches for performing the LCS's stated missions
include (1) manned aircraft (both helicoptersand fixed-wing aircraft), (2) submarines
equipped with UVs, (3) alarger (perhapsfrigate-sized) surface combatant equipped
with UV's and operating further offshore, (4) a non-combat littoral support craft
(LSC) equipped with UVs, or (5) some combination.

In testimony before the Projection Forces subcommittee of the House Armed
Services Committee in April 2003, the Navy acknowledged that, on the question of
what would be the best approach to perform the LCS's stated missions, “The more
rigorous analysis occurred after the decision to move to LCS.”*!

3 Spoken testimony of Vice Admiral John Nathman, Deputy Chief of Naval Operations
(Warfare Requirementsand Programs), at an Apr. 3, 2003 hearing on Navy programsbefore
(continued...)
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In terms of the analytical basis for the LCS program, there are three key
guestions:

e Isthere an emerging littoral threat that requires a response beyond
what isin the plan of record?

e If so, what should that response be— (i.e., of the various alternative
approaches available for addressing this threat, which is the best or
most promising)?

e If asmall, fast surface combatant with UVs is the best or most
promising approach, what, exactly, should the ship look like, and
what should be its concept of operations?

The Navy appears to have done analysis on the first question of whether there
isan emerging threat that will require additional littoral warfare capabilities. Robert
Work at the Center for Strategic and Budgetary Assessments (CSBA) hasraised a
question in his writing about whether the Navy's conclusion on this point is
valid,*but the Navy seems to have addressed the issue analytically.

3 (...continued)

the Projection Forces subcommittee of the House Armed Services Committee. At this
hearing, the chairman of the subcommittee, Representative Roscoe Bartlett, asked the Navy
witnesses about the Navy’ sanalytical basis for the LCS program. The witnesses defended
theanalytical basisof the L CS program but acknowledged that “ The morerigorousanalysis
occurred after the decision to move to LCS.” See U.S. Congress, Committee on Armed
Services, Subcommitteeon Projection Forces, National Defense Authorization Act for Fiscal
Year 2004 —H.R. 1588, and Oversight of Previously Authorized Programs, hearings, 108"
Cong., 1% sess., Mar.27 and Apr.3, 2003, H.Hrg. 108-8 (Washington: GPO, 2003). For an
articlediscussing the exchange, see Jason Ma, “ Admiral: Most LCSRequirement Analysis
Done After Decision To Build,” Inside the Navy, Apr. 14, 2003.

%2 A May 2003 report on DOD programs for countering enemy anti-access and area-denial
forceswritten by CSBA — anon-governmental study group generally supportive of defense
transformation — argued this point at length, stating:

Although none of these three threats [diesel subs lurking close to shore, mines, and
swarming boats] are new, naval and civilian leaders have concluded that their previous
efforts to deal with them have been ineffective....

All of thesejudgments and conclusions are al so open to debate. Indeed, the
Navy may be preparing to fight the last maritime AD [area-denial] network, and
with thewrongtools. As[naval analyst and author] Norman Friedman has noted
after a careful review of global naval arms transfers and purchases, coherent
maritime AD networks comprised of submarines, mines, and boats — and even
ASCMs [anti-ship cruise missiles] — are not materializing. This suggests one
of three things: potential adversaries have decided not to develop maritime AD
networks; they are attracted to the maritime AD capabilities that currently
occupy US naval planners, but have elected not to pursue them in the near term
for other political or military reasons; or they are pursuing new capabilities to
outflank DoN transformation plans.

(continued...)
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TheNavy also appearsto havedoneanalysis, and isdoing moreanalysis, onthe
third question, which focuses on refining the details of the general approach that has
been selected to address that threat.

What the Navy apparently did not do, prior to announcing the LCS program, is
conduct arigorous AMC to address the middle question, which asks, if thereis an
emerging threat, what general approach should be used to address it? Instead of
rigorously comparing a small, fast surface combatant to alternative approaches for

32 (...continued)

Thislast circumstance would seem not only plausible, but highly probable. For
any adversary contemplating a long-term competition with the US battle fleet,
building a maritime AD network that US naval expeditionary forces are being
specifically designed to defeat would not appear to be an attractive
transformation path. From an adversary’s perspective, crewed submarine
operationsarean extremely expensive pathway, and the prospect of taking onthe
USattack submarinefleet isnot an attractive one. The United Statesisexpending
an enormous amount of resources and effort, however belatedly, to sweep
stationary mines and to effect rapid but relatively narrow penetrations of static
minefields. For an adversary to embark now on amajor procurement program to
buy these types of weapons would appear to be huge gamble. And except for
surpriseattacks, no seriousnaval opponent i sgoing to emphasi ze swarming boats
(except perhaps in specia cases like the Persian Gulf, where sea room for US
naval forces is limited). As was conclusively demonstrated at the Battle of
Bubiyan Channel, anaval engagement during thefirst [i.e., 1991] Gulf War, fast
attack craft attacking a prepared naval force that enjoys air superiority is not a
survivable tactic.

An alternative approach might be to pursue new underwater attack systems
combining the technology of torpedoes, mobile mines, and new autonomous
underwater vehicles (AUVS). Pursuing new types of stealthy uncrewed attack
submarines, or long-range autonomous torpedoes, or mobile mines that
constantly shift their position or patrol an engagement area would appear to be
afar more attractive competitive strategy for maritime AD, in that it would side-
step mogt, if not all, of US counter-AD plans. Moreover, such a strategy would
allow attacks beyond the littoral dead zone to threaten the very viability of the
[U.S.] seabase. AUV technology availabletoday could easily allow an adversary
to conduct wake-homing attacks on surface vessels at ranges out to 250 miles.
In the future, even longer-range attacks will be possible, perhaps extending to
ocean basin ranges. In addition, unlike in the past when the military sector
dominated the development of underwater systems, today's revolution in
remotely operated underwater vehicles and AUVs is being driven by the
commercial and scientific communities. Since most of the research and
development (R&D) for long-range AUV s is being borne by them, the costsfor
weaponizing AUVs are likely to be reasonable, meaning that AUV -based
weapons might be built in numbers, and quickly, opening the possibility of
springing either an operational or tactical surprise. Moreover, once built,
weaponized AUV swould require little infrastructure overhead, and they could
operate largely autonomously after the start of awar.
(Andrew Krepinevich, Barry Watts, and Robert Work, Meeting the Anti-Access and Area-
Denial Challenge, Center for Strategic and Budgetary Assessments, 2003, pp. 57-58.
Emphasisasin the original. The excerpted passage is from the chapter focusing on Navy
programs written by Robert Work, CSBA’s naval issues analyst.)
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performing the littoral missions in question, there appears to have been an a priori
preference for the small, fast surface combatant.

In defending the analytical basisof the LCS program, Navy officialshave stated
that the Navy has conducted considerable analysis in support of the program. This
comment appears true enough, but the analysis being referred to appearsto be on the
first and third questions, and not the middle one— which isacrucial questioninthe
acquisition process.

The Navy can show through analysis that adding LCSs to the fleet would
increase its ability to deal with littoral threats. But other potential additions to the
fleet could do thisaswell. What the Navy has not shown through formal, rigorous
analysisisthat theincrease provided by adding LCSsisgreater than theincrease that
would berealized by investing asimilar amount of fundingin alternative approaches.
That’ s the question that would have been addressed by arigorous AMC. The LCS
might in fact be better than the alternatives, but the Navy apparently cannot show that
it reached this conclusion through a rigorous, unbiased examination of the issue.

Supporters argue that the LCS builds on about four years of analytical work on
small, fast surface combatantsdone at the Naval War College, respondstotheNavy’'s
need for forcesthat can operatein littoral waters against enemy anti-access and area-
denial forces, and is consistent with the concept of network-centric warfare, the
growing importance of UV's, and the need for more affordable Navy ships. They can
also argue that the Navy in the past has built prototype ships without having first
donean AMC.

Criticscould arguethat these arguments may betrue but do not demonstratethat
the LCS is the best or most promising approach for performing the LCS's stated
missions. Absent aformal AMC, they could argue, the Navy has not, for example,
shown why it would be necessary or preferable to send a small and potentially
vulnerable manned ship into heavily defended littoral waters to deploy UV's when
UVs could aso be launched from aircraft or from larger ships operating further
offshore. The LCS, critics could argue, is being proposed on the basis of “analysis
by assertion.” They can argue that while it may be acceptable to build one or afew
ships as operational prototypes without first having analytically validated the cost-
effectiveness of the effort, it is quite another thing to propose a 50- to 60-ship
program costing at |east $14 billion without first examining through rigorousanalysis
whether this would represent the most cost-effective way to spend such a sum.

One option for addressing the issue of the analytical basisfor the LCS program
would beto procure afew LCSs and then evaluate them in tests and exerciseswhile
reserving judgment on the question of whether to approve the LCS program as a
series-production effort that could lead to the procurement of up to 56 ships. This
optionwas proposed by the Center for Strategic and Budgetary Assessments (CSBA)
in a report issued in May 2003 on anti-access/area-denial challenges and in a
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subsequent report issued by CSBA in February 2004 on the LCS program.® A
decision to pursue this option could reflect the following views:

e reserving judgment on whether to approve the LCS program as a
series-production effort would provide DOD with time to confirm
theemergenceof the projected enemy littoral anti-access/area-denial
systems that the LCSisto counter;

% Krepinevich, et al., Meeting the Anti-Access and Area-Denial Challenge and Robert O.
Work, Naval Transformation and the Littoral Combat Ship, Center for Strategic and
Budgetary Assessments, 2003. The February 2004 report states:

Despiteits promise, the LCSrepresentsthefirst small US battle force capable combatant
to be designed and built by the Navy and the US shipbuilding industry in over 60 years.
Moreover, the LCS battle network systemwill introduce an entirely new concept of battle
modularity that has no US or foreign naval precedent. There are therefore a number of
unresolved issues about this ship and its associated organizational and support structure.
Many of theseissuesappear to beirreduciblethrough paper analysis. Therefore, asecond
propositionisthat the LCSprogrammust undergo thorough operational experimentation
in addition to any continued analytical study.

Current Navy L CSproduction plansappear to be overly ambitious. Accordingly, theNavy
should consider a modification to its current plans to allow more thorough testing of the
ship as a battle network component system.

— Given the many degrees of design freedom in meeting the Flight O LCS requirements
(six initial designsand three remaining designs, including asteel semi-planing monohull,
atrimaran, and a surface effects ship), the Navy would be advised to build at least two
different operational prototypes. However, choosing two different prototypes will not
completely resolve many of the operational issues. It seems clear that only by testing
squadron prototypeswill the Navy be ableto fully resolve some of the outstanding issues
surrounding the LCS and its support structure.

— The currently approved shipbuilding profile for the LCS could be modified to build
two operational squadronsand to reduce therisk associated with the current, significantly
compressed, LCS program. Assuming the Navy down-selectsto two different designs, it
should award one competitor a Research and Development (R& D) contract for ashipin
FY 05 and a follow-on version in FY 06 paid for by ship construction money. Similarly,
it should then award a second competitor a R& D ship contract in FY 06 and a follow-on
version in FY Q7. In this way, the Navy could have two different 2-ship squadrons by
FY 08, which would seem to be the minimum size needed to conduct comparative
squadron operationa tests. The Navy could aso opt for dightly larger squadrons by
dividing the planned shipsin FY 08 and FY 09 among the builders. Once the squadrons
were organized, however, the Navy should then delay the final production decisionfor at
least one year to conduct meaningful operational testing.

A counter argument is made by those who believe the fleet is too small for its
current global commitments, particularly those associated with theglobal war on
terror. They argue that the LCSis needed now, in numbers. However, the Chief
of Naval Operations undercut this position when he recently elected to retire
some older ships early, and to accept asmaller fleet in the near termin order to
free up theresourcesrequired to build up the fleet over thelong term. Moreover,
current strategic circumstances indicate the Navy appears to have some time
before having to confront aserious naval competitor in thelittorals. Asaresult,
delaying the final LCS production run for a short period while squadron
prototypes are tested would appear to appreciably lower the program’'s
developmental risk without appreciably raising the fleet’s overall operational
risk. (Pageiv; emphasisasin the original)
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e given the significant differences between the LCS and past Navy
surface combatants, real-world tests and exercises involving actual
LCSsareneededto verify the projected performanceattributes of the
LCS and better understand how LCSs might contribute to naval
operations; and

e reserving judgment on whether to approve the LCS program as a
series-production effort would provide DOD with an opportunity to
perform arigorous, thorough analysis of multiple concepts (AMC)
for performing littoral -warfare missions that is not biased by apre-
existing decision that aseries-production LCS program isthe best or
most promising approach.

Potential Oversight Questions Regarding LCS. Potential oversight
guestions for Congress regarding the analytical basis for the LCS program include
the following:

e Why did the Navy, prior to announcing the start of the LCS program
in November 2001, not perform an AM C showing through aformal,
rigorous analysis that a ship like the LCS was not just one way, but
the best or most promising way, to perform the LCS s stated littoral
warfare missions? If the analysis that the Navy conducted prior to
its November 2001 announcement, including its Streetfighter
anaysis from 1998-2001, was sufficient to serve as an AMC
justifying the Navy’ sdecision to initiate the LCS program, why did
the Navy not collect this analysis, reformat it, and present it as an
AMC? Givendifferencesbetweentheoriginal Streetfighter concept
and the LCS as currently proposed (and statements from Navy
officiasthat the LCSisnot the Streetfighter), how applicableisthe
Streetfighter analysis to the question of whether aship likethe LCS
represents the best or most promising way to perform the LCS's
stated missions?

e GiventheNavy' scommitment to the LCS program, canan AMC at
this point be done in an unbiased manner?

e If the LCS program is granted approval to proceed as the Navy has
proposed, would this set a precedent for other magor DOD
acquisition programs to be initiated without first conducting an
AMC showing that the proposed acquisition solution is the best or
most promising approach? If so, what might be the potential
advantages and disadvantages for DOD acquisition of such a
precedent?* What might bethe potential implicationsfor Congress

¥ At aMay 13, 2003, professional conference, Vice Admiral Albert Konetzni, the deputy
commander and chief of staff for the Atlantic Fleet, expressed misgivings regarding a
number of DOD acquisition programsthat he believeswereinitiated without sufficient prior
analysis. An article reporting on Konetzni’s remarks stated:

(continued...)
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ability to conduct effective oversight of future DOD acquisition
programs?

e What are the relative operational advantages and disadvantages of
performing the LCS's stated littoral warfare missions using (1)
manned aircraft (both helicopters and fixed-wing aircraft), (2)
submarines equipped with UV's, (3) alarger (perhaps frigate-sized)
surface combatant equipped with UVs and operating further
offshore, (4) anon-combat littoral support craft (L SC) equipped with
UVs, or (5) some combination? How do these options compare in
areas such as payload capacity, ability to deploy payload systems
into littoral watersin atimely fashion, ability to maintain on-station
for extended periods of time, vulnerability and survivability, and
potential acquisition and life-cycle operation and support costs?

Total Program Acquisition Cost

A third potential oversight issue for Congress regarding the LCS program
concernsthe program’ stotal acquisition cost. Someobserversquestion whether LCS
“seaframes’ (i.e., LCSswithout their payload modules) can bebuilt for $220 million
or less, particularly in light of cost growth in other recent Navy shipbuilding
programs such as the San Antonio (LPD-17) amphibious ship program and the
Virginia (SSN-774) class submarine program. Navy officials state that they are
confident that LCSs can be built for $220 million or less because the LCSissimilar
to other small, fast ships whose production costs are well understood.

Other observersare concerned that the cost of individual LCS mission modules,
and theratio of mission modulesto LCSs, isnot yet clear, and that the potential total
procurement cost of the LCS program, including mission modules, is therefore
unknown. Navy officialsacknowledgethat theratio of mission modulesto LCSshas
not yet been determined and that atotal procurement cost for the LCS programisnot
available.

% (...continued)
“l feel very strongly that we have lost our bearings when it comes to
transformation because most of the talk is not backed up by solid intellectual
analysis,” statesthe admiral’ s prepared speech for [the] event....

Unfortunately, service officials in recent times “have largely abandoned
operationsanalysis,” Konetzni said. “ Without looking clearly at the mission and
rigorously analyzing the potential of new tactics and technologies to improve
warfighting, wejust get PowerPoint solutions,” hesaid, adding, “| just can’t take
seeing another slide with red, yellow, and green blocks for effectiveness with
nothing mathematical behind them.”

A better path would be one in which proposals for innovation are studied
analytically and developed with a “complete plan” — including concept of
operations, training and maintenance — “before we throw these things on our
ships,” hesaid. SeeKeith J. Costa, “Konetzni: Transformation In Need of ‘ Solid
Intellectual Analysis,”” Inside the Pentagon, May 22, 2003.)
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Asshownin Table 7, thefirst 13 LCSswould cost an average of $215 million
each, and the first 23 mission modules would cost an average of $82 million each.
Using these figures, the combined average cost for an LCS equipped with asingle
mission module would be $297 million, which is 19% more than the Navy' s $250-
million target cost for an LCSwith arepresentative payload package. Navy officials,
moreover, have spoken about equipping each LCS with more than one, and possibly
as many as four or five, mission modules. Achieving the Navy’s $250-million cost
goal may therefore require reducing average procurement costs for LCSs, mission
modules, or both, after FY 2009.

Potential oversight questions for Congress regarding the total acquisition cost
for the LCS program include the following:

e Will theNavy beabletobuild LCSseaframesat atotal procurement
cost of $220 million or less?

e What will be the average unit cost of LCS mission modules, and
whenwill the Navy have amorerefined understanding of thisissue?

e What will betheratio of LCS seaframesto LCS mission modules,
and when will the Navy have a more refined understanding of this
issue?

Lead Ship Funded Through R&D Account

A fourth potential oversight issue for Congress for the LCS program concerns
the Navy’ s planto fund thelead LCS (or two lead LCSs, if the Navy buildstwo lead
ships to different designs) through the Navy’s research and development account.
Thediscussion of thisissuelargely parallelsthe earlier discussion of the Navy’ splan
to fund the lead DD(X) through the Navy’ s research and devel opment account and
the effect this approach may have on, among other things, cost disciplinein program
execution, visibility of total costs, and Congress ability to conduct effective
oversight of major defense acquisition programs.

Inthe case of the LCS, however, thereisan additional point, becausetheNavy’'s
plan for the LCS program, unlike its plan for the DD(X) program, does not contain
a“gap” year between the year that the lead LCS is procured and the year that a
second LCS built to the same design is procured. Such gap years have often been
included in past Navy ship acquisition programsto provide time to discover and fix
design problems during the lead-ship construction process before construction of
follow-on ships begins.

Supporters of the Navy’s plan for not having a gap year can argue that thisis
consistent with the Navy's rapid acquisition schedule for the LCS program (see
discussion below), and that the risks of not having a gap year for the LCS program
areminimal because the LCS seaframeisasmall and relatively ssmple ship that is
similar to other small shipsthat members of the competing LCSindustry teams have
substantial prior experience in building.
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Skeptics of the Navy's plan for not having a gap year could argue the Navy's
approach is contradicted by the Navy’'s plan to fund the lead LCS through the
research and development account. If building the lead LCS (or both lead LCSs)
encompasses enough technical risk that the effort isbetter managed in aresearch and
development-like managerial environment, they could argue, then the Navy's
procurement plan should include at least one gap year to provide sufficient time for
discovering and fixing problems in the ship’s design. Conversely, skeptics could
argue, if building the lead ship encompasses so little technical risk that agap year is
not needed, then the lead LCS (or both lead L CSs) should be procured through the
Navy'’s ship-procurement account, like lead ships have in the past. Skeptics could
argue that either there should be a gap year between lead-ship procurement and
second-ship procurement or the lead ship should be procured in the Navy’s ship-
procurement account.

Mission Modules Funded Through OPN Account

A fifth potential oversight issuefor Congressfor the LCS program concernsthe
Navy’ s plan to procure LCS mission modulesthrough the Other Procurement, Navy
(OPN) appropriation account rather than the Navy’ s ship-procurement account. The
OPN account, as its name suggests, isalarge, “ grab-bag” appropriation account for
procuring awide variety of items, many of them miscellaneous in nature.

Supporters of the Navy’ s plan can arguethat it is consistent with the traditional
practice of procuring ship weapons (e.g., missiles and gun shells) through the
Weapon Procurement, Navy (WPN) appropriation account or the Procurement of
Ammunition, Navy and Marine Corps (PANM C) appropriation account rather than
the ship-procurement account. LCS mission modules, they could argue, are the
payload of the LCS, just as missiles and gun shells are the payload of other types of
surface combatants, and should therefore be funded outside the ship-procurement
account. They can also argue that the other military systems are funded through
similar approaches. The Army, for example, procures its Humvees through one
account, but certain equipment i ntended to beloaded onto Humvees, suchasmachine
guns or command and control (C2) modules, in other accounts.

Those skeptical of the Navy’s plan to fund LCS mission modules through the
OPN account could argue that the LCS mission modules are not comparable to
missiles and gun shells. Missiles and gun shells, they could argue, are expendable
items that are procured for use by various classes of ships while the LCS mission
modules will incorporate sensors as well as weapons, are not intended to be
expendable in the way that missiles and gun shells are, and are to be used largely, if
not exclusively, by LCSs, makingthemintrinsicto the LCS program. Inlight of this,
they could argue, it would be more consistent to fund LCS mission modulesin the
ship-procurement account rather than the OPN account.

Potential oversight questions for Congress include the following:

e AreLCS mission modules analogousto missiles and gun shellsthat
are procured through the WPN and PANMC appropriation
accounts? Isfunding LCSsin one appropriation account and LCS
mission modules in another analogous to the approaches used for
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procuring other systems, such as Army Humvees and Humvee-
related equipment?

e DoestheNavy’splanto fund the LCS mission modulesthrough this
account effectively obscure a significant portion of the total LCS
program acquisition cost by placing them in a part of the Navy's
budget where they might belessvisibleto Congress? If so, wasthis
the Navy’ sintention?

e Does funding a significant portion of the LCS program’s total
procurement cost through the OPN account give the LCS program
an unfair advantage in the competition for limited ship-procurement
funding by making the LCS program, as it appears in the ship-
procurement account, look less expensive? If so, was this the
Navy’sintention?

Rapid Acquisition Schedule

A sixth potential issue for Congress regarding the LCS program concerns the
program’s rapid acquisition schedule. Compared to previous Navy combat ship
acquisition programs, which typically have required 12 or more years to move from
program inception to the commissioning of the first ship in the class,® the Navy is
proposing to havethefirst LCS enter servicein early 2007, or lessthan six yearsafter
the announcement of the program in November 2001. Meeting this schedule will
require Congress to approve the procurement of the lead ship in the FY 2005 budget.
Congress would likely make this decision sometime in 2004 (and before November
of that year), which would belessthan three years after the announcement of the LCS
program.

Navy officials say that the LCS program’s rapid acquisition strategy is
consistent with DOD acquisition reform, a chief goal of which is to significantly
reduce acquisition “cycle time” — the time needed to move a program from initial
conception to first deployment of usable hardware. They aso arguethat the LCSis
urgently needed to meet an urgent Navy need for improved littoral-warfare
capabilities.

Skeptics, while acknowledging that the LCS program’s rapid acquisition
strategy is consistent with DOD acquisition reform, could question whether such a
strategy is needed to meet an urgent Navy operational need. They could argue the
following:

e Recent major U.S. military combat operations—in Kosovoin 1999,
in Afghanistan in 2001-2002, and in Iraq in early 2003 — suggest

% The Virginia (SSN-774) class submarine program, for example, was announced in early
1991, and the first ship in the class is scheduled to enter service in 2004. The DDG-51
program was begun in the late 1970s and the first ship in the class entered servicein 1991.
The DD-21 program is the de facto successor to the DD-21 program, which began in 1994-
1995, and the first DD(X) is scheduled to enter servicein 2011.
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that the Navy faces no immediate crisis in littoral-warfare
capabilities.

e If improved enemy littoral anti-access/area-denial capabilities do
emerge, they are likely to do so gradually, over a period of many
years, aspotential adversariesincrementally acquireand learnto use
such capabilities, permitting time for a less-hurried start to LCS
procurement; and

e The Navy’'s argument about having an urgent operational need for
LCSs is undercut by its own procurement profile for the LCS
program, which would procure the planned total of 56 ships over a
relatively long 15-year period, with thefinal shipsinthe program not
delivered until about 2021.

Some observers believe that the LCS program’s rapid acquisition strategy is
motivated primarily not by concerns for the Navy’'s near-term littoral warfare
capabilities, but rather by one or more of the following four factors, al of which are
essentialy political in nature rather than operational:

e Abelief that LCSproduction must start beforethereisachange
in administration. Some observers believe the Navy adopted a
rapid acquisition strategy for the LCS program due to a belief that,
to maximizethe LCS program’ s chances of survival, the Navy must
start building the first LCS before there is a possible change in
administration, which could occur as early as 2005, depending on
the outcome of the 2004 presidential election. The DD-21 program,
these observers believe, was vulnerable to termination because it
was initiated during the Clinton administration but was still years
away from production when the Clinton administration was
succeeded by the Bush administration. This, they believe, made it
easier for the Bush administration to view the DD-21 program as a
Clinton administration initiative in which the Bush administration
had no stake, and easier for the Bush administration to consider
terminating because defense firms at that point had not become
dependent on the construction of DD-21s as a significant source of
revenue. Navy officials, these observers believe, have “learned the
lesson” of the DD-21 program and have concluded that starting to
build the first LCS before there is a possible change in
administration is important, if not critical, to the LCS program’s
chances of survival.

e A bdief that funding to begin L CS production must be secured
beforethereisachangein the Chief of Naval Operations. Other
observers (including some in the group above) believe the Navy
adopted a rapid acquisition strategy for the LCS program due to a
belief that, to maximizethe LCS program’ s chances of survival, the
Navy must secure funding for building thefirst LCS before thereis
achange in the CNO. Admiral Vernon Clark became the CNO in
July 2000 and it was generally expected that Clark, like most CNOs
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in recent years, would serve afour-year term in office, meaning that
he would remain CNO through the end of June 2004. At that point,
the House and Senate Armed Services Committeeswill likely have
reported their versionsof the FY 2005 defense authorization bill, and
the House and Senate Appropriations may have reported their
versions of the FY 2005 defense appropriation bill. Admira Clark,
a surface warfare officer by training, is perhaps the leading
proponent of the LCS program. Some observers believe Clark’s
successor may not be as strong a supporter of the LCS, particularly
if that successor is a naval aviator or submariner rather than a
surface warfare officer. LCS supporters, these observers believe,
“learned the lesson” of the arsenal ship program of 1996-1997%° and
concluded that securing funding to build the first LCS before there
is a change in CNO is important, if not critical, to the LCS
program’ s chances of survival.*

e A belief that LCS procurement must not start after DD(X)
procurement. Other observers (including some of those in the
groups above) believe that Navy officials who support the LCS
adopted a rapid acquisition strategy for the LCS program due to a
belief that, to maximize the LCS program’s chances of survival,
LCS procurement must not start after DD(X) procurement. In the
eyes of these observers, since the LCS and DD(X) programs may
compete for a limited amount of surface combatant procurement
funding, starting DD(X) procurement before LCS procurement
would create an opportunity — awindow of timefollowing the start
of DD(X) procurement but prior to the start of LCS procurement —
for DD(X) supporters to advocate terminating the LCS program so
as to better ensure that there will be sufficient surface combatant
procurement funds in the future to continue the DD(X) program.
Navy officials, these observers believe, understand this potential
dynamic and adopted a rapid acquisition strategy for the LCS
program so that the LCS procurement start date could match the
DD(X) procurement start date of FY 2005, thereby depriving DD(X)
supporters of such an opportunity.

% For more on the arsenal ship programs, see CRS Report 97-455, Navy/DARPA Arsenal
Ship Program: Issuesand Optionsfor Congress, by Ronald O’ Rourke and CRS Report 97-
1044, Navy/DARPA Maritime Fire Support Demonstrator (Arsenal Ship) Program: Issues
Arising From Its Termination, by Ronald O’ Rourke.

37 On October 21, 2003, DOD announced that Admiral Clark’s term in office would be
extended by two years, through the end of June 2006, making him only the second CNO
since the position was established by law in 1915 to serve more than four years. (Admiral
Arleigh Burke was CNO for almost six years, from August 17, 1955, to August 1, 1961.)
By theend of June 2006, the House and Senate Armed Services Committeeswill likely have
reported their versions of the FY 2007 defense authorization bill, and the House and Senate
Appropriations may have reported their versions of the FY 2007 defense appropriation hill.
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e A desireto limit congressional review of the program prior to
seeking congressional approval for starting procurement. A
fourth group of observers (including some in the groups above)
believe that Navy officials adopted a rapid acquisition strategy for
the LCS program in part to limit the amount of time available to
Congress to assess the merits of the LCS program and thereby
effectively rush Congress into approving the start of LCS
procurement before Congress fully understands the details of the
program.

With regard to the possibility of rushing Congressinto aquick decisionon LCS
procurement, it can be noted that announcing the LCS program in November 2001
and subsequently proposing to start procurement in FY 2005 resulted in a situation
of Congress having only three annual budget-review seasonsto learn about the new
LCS program, assess its merits against other competing DOD priorities, and make
a decision on whether to approve the start of procurement. These three annual
budget-review seasonswould occur in 2002, 2003, and 2004, when Congresswould
review the Navy’s proposed FY 2003, FY 2004, and FY 2005 budgets, respectively.
Congress' opportunity to conduct athorough review of the LCS program in thefirst
two of these three years, moreover, may have been hampered:

e 2002 budget-review season (for FY2003 budget). The Navy's
original FY 2003 budget request, submitted to Congressin February
2002, contained no apparent funding for development of the LCS.®
In addition, the Navy in early 2002 had not yet announced that it
intended to employ arapid acquisition strategy for theL CS program.
Asaresult, in the early months of 2002, there may have been little
reason within Congress to view the LCS program as a significant
FY 2003 budget-review issue. In the middle of 2002, the Navy
submitted an amended request asking for $33 million in FY 2003
development funding for theLCSprogram. Navy officialsexplained
that they did not decide until the middle of 2002 that they wanted to
pursue a rapid acquisition strategy for the LCS program, and
consequently did not realize until then that there was a need to
request $33 million in FY 2003 funding for the program. By the
middle of 2002, however, the House and Senate Armed Services
committees had already held their spring FY 2003 budget-review
hearings and marked up their respective versions of the FY 2003
defense authorization bill. These two committeesthus did not have
an opportunity to use the spring 2002 budget-review season to
review in detail the Navy' saccelerated acquisition plan for the LCS
program or the supporting request for $33 million in funding.

% “The budget request for FY 2003 included no funding for research and devel opment for
a littoral combat ship (LCS).” U.S. Congress, Conference Committees, FY2003 Defense
Authorization Act , report to accompany H.R. 4546, 107" Cong. 2™ sess., H. Rept. 107-772,
(Washington: GPO, 2002), p. 562.
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e 2003 budget-review season (for FY 2004 budget). To support a
more informed review of the LCS program during the spring 2003
budget-review season, the conferees on the FY2003 defense
authorization bill included a provision (Section 218) requiring the
Navy to submit a detailed report on severa aspects of the LCS
program, including its acquisition strategy. In response to this
legislation, the Navy in February 2003 submitted areport of 8 pages
in length, including atitle page and afirst page devoted mostly to a
restatement of Section 218’ srequirement for thereport. The House
and Senate Armed Services committees, in their reports on the
FY 2004 defense authorization bill, have expressed dissatisfaction
with thethoroughness of thereport asaresponseto the requirements
of Section 218. (For details, see the Legidative Activity section of
this CRS report.) It is thus not clear whether the defense
authorization committees were able to conduct their spring 2003
budget-review hearings on the FY2004 budget with as much
information about the LCS program as they might have preferred.

Only the 2004 budget-review season on the Navy's proposed FY 2005 budget
now remains for further reviewing and considering the merits of the LCS program
prior to deciding whether to approve the start of LCS procurement.

Potential oversight questionsfor Congressconcerningthe LCS program’ srapid
acquisition strategy include the following:

e |s the Navy pursuing a rapid acquisition strategy for the LCS
program to meet an urgent operational requirement for improved
littoral warfare capabilities, or for essentially political purposesthat
are aimed at maximizing the LCS program’s chances of survival?
What would be the operational risk of deferring the start of LCS
procurement by one or two years, so asto provide additional timefor
learning about and ng the merits of the program?

e |s the Navy employing a rapid acquisition strategy for the LCS
program, in part, in an attempt to rush Congress into a quick
decision on LCS procurement before Congressfully understandsthe
details of the program? If so, and if DOD later concludes that this
strategy worked for the LCS program, would this encourage DOD
to use a similar approach for securing congressional approva on
other defense acquisition programs in the future? If so, what might
be the potential consegquences for future congressional oversight of
proposed DOD acquisition programs?

Industrial Base

A seventh potentia oversight issue for Congress regarding the LCS program
concerns the potential industrial-base implications of building the LCS in a yard
other than GD/BIW or NOC/Ingalls, the yards that have built the Navy’s larger
surface combatantsin recent years. Thethreeindustry teams competing for the LCS
program are proposing to build LCSsin yards other than GD/BIW and NOC/Ingalls.
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Supporters could argue that building some or all LCSsin ayard or yards other
than GD/BIW and NOC/Ingalls would have the following advantages:

e It would help constrain LCS sea frame construction costs because
the yards in question are smaller facilities than GD/BIW and
NOC/Ingallsthat, unlike GD/BIW and NOC/Ingalls, do not include
equipment for installing, integrating, and testing complex surface
combatant combat systems like the Aegis system. As a result,
supporters could argue, the fixed overhead costs of these yards are
lower thanthose of GD/BIW and NOC/Ingalls, and theselower costs
can be passed on to the Navy.

e Reducing the cost of the LCS sea frame would permit LCSs to be
equipped with more expensive, and thus more capable, mission
moduleswhile remaining under the Navy’ s $250-million target cost
for an LCS equipped with a representative payload, thereby
improving the cost-effectiveness of the LCS.

e Building LCSs at a yard or yards other than GD/BIW and
NOC/Ingallscould broaden the geographic base of support for Navy
shipbuilding programs.

Skepticsof theideaof building LCSsinayard or yards other than GD/BIW and
NOC/Ingalls could argue the following:

e Building LCSs at GD/BIW and NOC/Ingalls could reduce the cost
of other Navy shipbuilding programs being performed at theseyards
(including the DD(X) program) by spreading the fixed overhead
costs of GD/BIW and NOC/Ingalls over a larger amount of
shipbuilding work. The savings associated with building LCSs at a
smaller yard with lower fixed overhead costs could thus be offset by
the higher costs associated with reduced spreading of fixed costs at
GD/BIW and NOC/Ingalls. Building LCSs at ayard or yards other
than GD/BIW and NOC/Ingalls, skeptics could argue, might even be
intended by OSD or the Navy to improve the apparent affordability
of the LCS relative to other Navy shipbuilding programs while
perhaps not significantly reducing overall Navy shipbuilding costs.
Skepticscould arguethat building LCSsat yardsother than GD/BIW
and NOC/Ingalls, in other words, could reducethe ship-procurement
cost of the LCS, and improve its mission effectiveness, while
making the cost of the DD(X) somewhat higher than it otherwise
might be. Skeptics could argue that this might be consistent with an
interest, should anyone in OSD or elsewhere have it, in proceeding
with the LCS while alowing the DD(X) to eventually go away due
to concernsabout itscost. It might also be consistent, skepticscould
argue, with an interest that somein OSD might havein encouraging
aconsolidation among the six GD- and NOC-owned shipyards so as
to reduce their unused capacity.
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e Instead of encouraging a consolidation among the six GD- and
NOC-owned shipyards, building LCSs at ayard or yards other than
GD/BIW and NOC/Ingalls could result in the creation of a seventh
shipyard with a strong dependence on Navy contracts — a
development that could exacerbate rather than reduce a situation of
overcapacity in yards for building Navy ships.

Potential oversight questions for Congress for the LCS program regarding the
industrial base include the following:

e What are the potential implications for the combined cost of all
Navy shipbuilding programsif someor al LCSs are built at ayard
or yards other than GD/BIW and NOC/Ingalls?

e What effect would building some or all LCSs at a yard other than
GD/BIW and NOC/Ingalls have on the balance between Navy
shipbuilding capacity and prospective Navy programsfor using that
capacity? Would it create a seventh yard with a strong dependence
on Navy shipbuilding contracts?

e DoesOSD or the Navy support building some or all LCSs at ayard
or yards other than GD/BIW and NOC/Ingalls in part as a strategy
for improving the apparent affordability of the LCSrelativeto other
Navy shipbuilding programs while perhaps not significantly
reducing overall Navy shipbuilding costs?

e DoesOSD or the Navy support building some or all LCSs at ayard
or yards other than GD/BIW and NOC/Ingalls in part as a strategy
for pressuring GD or Northrop to reduce production capacity at their
6 yards so asto bring capacity moreinto alignment with prospective
levels of Navy shipbuilding work?

Virginia-Class (SSN-774) Submarine Program

The FY 2005-2009 FY DP delays by two years, to FY 2009, the date at which
procurement of Virginia(SSN-774) class attack submarinesisto increaseto two per
year from the current rate of one per year. Navy officialshave stated that this change
is consistent with Congress' decision last year to approve afive-boat (i.e., one-per-
year) multiyear procurement (MY P) for the Virginia class for the period FY 2004-
FY 2008.

Asmentioned earlier, DOD is conducting astudy on underseawarfare that has
the potential for changing the attack submarine force-level requirement. This study
is reportedly an extension or follow-on to an earlier DOD study on the same topic.
The results of the earlier study effort were not announced.

There is concern among submarine supporters that Navy or OSD studies on
undersea warfare could lead to a reduction to the 55-boat attack submarine force-



CRS-49

level requirement that was established in the 2001 QDR. They are concerned, for
example, about a study they understand to have been donelast year or early thisyear
by N81 — the assessment office of the Resources, Requirements & Assessment
Division (N8) within the Office of the CNO. Thisstudy, they understand, concluded
that the attack submarine force level requirement can be reduced to 37 boats if the
day-to-day intelligence, surveillance, and reconnaissance (ISR) missions of attack
submarinesare set asidefor force-planning purposes and theforce-level requirement
is established solely on the basis of the number of attack submarines needed for
warfighting.

A total of 37 boats might be understood to include 4 converted Trident attack
submarines and 33 other attack submarines. Performing ISR missions on a day-to-
day basis can lead to afairly large attack submarine force-level goal because these
mi ssions can require maintaining attack submarines on station in overseas operating
areas on a continuous or frequent basis. Potential alternative means of performing
ISR missions now performed by submarines include satellites, manned aircraft,
unmanned vehicles launched from nearby bases or from platforms other than
submarines, and human intelligence from sources inside the countries in question.

Reducing the attack submarine force-level goal to something like 37 boats
would permit theVirginia-class submarine procurement rateto remain at oneper year
for many years to come, or even permit it to be reduced to something less than one
per year for some number of years. Submarine supporters are concerned that the
Navy or DOD is seeking a reduction in the attack submarine force-level goal to
provide a rationale for maintaining Virginia-class procurement at one per year
indefinitely, or for reducing it to less than one per year, so as to make additional
funding available for procuring surface ships such asthe DD(X) and LCS.

Officials’ Positions on Force-Level Goal

Onepotentia oversight issuefor Congressregarding attack submarinesconcerns
the positions of Navy and DOD officials on the attack submarine force-level goal.
At aFebruary 12, 2004, hearing before the House Armed Services Committee onthe
Department of the Navy’'s FY 2005 budget, the CNO was asked whether a force of
30 attack submarines, perhaps in the year 2020, would be “ an acceptable number of
boats, given the capability that we may require in that area.” After discussing
changing metrics for measuring military capability, precision weapons, the DD(X)
program, and the Joint Strike Fighter (JSF) program, the CNO stated:

| do not believe this nation can afford to have a submarine force with 30
submarinesinit. The Congress has consistently funded the refueling of our fast-
attack fleet. That has given us a hedge against the reduction. If you look out
through the FYDP, it is 54, 55, 56 through the FY DP, and then we have SSGNs
coming, which goes on top of that. Thisis an issue we clearly have to deal with
and come to grips with what the right capitalization rate needsto be. | can just
tell you, congressman, that this is a mgor issue for us in the 2006 bill,
fundamentally, azero-based scrub on how we are going to go about dealing with
the submarine underwater warfare requirement. We will have more and better
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information for you and wewill continue to be happy to keep you apprised aswe
are working through that.*

Although the CNO'’ s response addresses the acceptability of a force of 30 boats, it
does not addressthe acceptability of aforcefalling anywherein therange of 31to 54
boats.

Potential oversight questions for Congress concerning the attack submarine
force-level goa include the following:

e Does the CNO believe that a force of fewer than 55 attack
submarines would be acceptable at some point beyond the FY DP?
If so, does the CNO believe that a force of fewer than 40 attack
submarines would be acceptable at some point beyond the FY DP?

e Doother Navy or DOD leaders, such asthe Secretary of the Navy or
the Secretary of Defense, believethat aforce of fewer than 55 attack
submarines would be acceptable either during the FY DP or at some
point beyond the FY DP? If so, do these officialsbelievethat aforce
of fewer than 40 attack submarines would be acceptable either
during the FYDP or at some point beyond the FY DP?

e Has N81 or any other office within the Navy conducted a study or
analysis of any kind, at any point during the last 18 months, that in
any way discusses the idea of reducing the attack submarine force
level-goal to afigure less than 55? If so, has the Navy made this
study (or studies) availableto Congress? If not, when doesthe Navy
plan to make it available to Congress? What new submarine force
level was recommended, suggested, or otherwise discussed in this
study (or studies)?

e Isthe Navy or DOD interested in reducing the attack submarine
force-level goal, and if so, is this interest motivated in part by a
desire to make available more funding for procurement of DD(X)s,
LCSs, or other surface ships?

e How wel can ISR missions currently performed by attack
submarines be performed by other systems? Do submarines make
a unique contribution to the total national ISR effort? How
important is the ISR information gathered by submarines?

e What would be the potential consequences for the submarine
industrial base if the submarine procurement rate were reduced to
something less than one per year?

% Source: Transcript of hearing as provided by Federal Document Clearing House, Inc. The
question was posed by Rep. Schrock.
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e DidDOD decidetoextend or perform afollow-ontoitsearlier study
on undersea warfare requirements in part because it prefers not to
announce apotentially controversial decision onthisissueduringan
election year?

Potential For Procuring A Second Boat in FY2007 or FY2008

A second potential oversight issue for Congress regarding attack submarines
concerns the ability of afuture Congressto procure a second boat in either FY 2007
or FY2008. Navy officials have stated that their decision to defer increasing the
Virginia-class procurement rate until FY 2009 is consistent with Congress' decision
last year to approve a five-boat MYP for the program. This statement may
inadvertently encourage observers to believe that Congress' decision last year
prohibits a future Congress from procuring a second Virginia-class submarine in
either FY 2007 or FY 2008 (or both), should afuture Congress decide that it wantsto
do so.

Although the bill and report language on Congress' decision last year may
effectively prohibit the Navy from requesting funding initsbudgetsfor asecond boat
in FY 2007 or FY 2008, the bill and report language do not necessarily prevent a
future Congress from funding asecond boat in FY 2007 or FY 2008 that the Navy has
not regquested funding for, if a future Congress wants to fund such a boat and
determines that there is sufficient funding available for the purpose. A future
Congress could alter the Virginia-class MY P authority to permit a second boat
procured in FY2007 or FY2008 to be covered under the MYP contract.
Alternatively, it might be possible to build a second boat procured in FY 2007 or
FY 2008 under anon-MY P contract (i.e., aregular, single-boat construction contract)
that is separate from the MY P contract.

In restructuring its budget to support the procurement of five Virginia-class
submarines in FY 2004-FY 2008, the Navy eliminated advance procurement (AP)
funding in FY 2005-FY 2007 that would support the construction of long-leadtime
nuclear-propulsion components for second boats procured in FY 2007 and FY 2008.
Theabsenceof APfundingin FY 2005-FY 2007, however, would not prevent afuture
Congress from procuring a second boat in either year. It ssimply means that the
interval between the year of procurement and the year the boat enters service would
be two or three yearslonger than usua (i.e., eight or nine years rather than the usual
SiX years).

Congress can, and has, fully funded the procurement of nuclear-powered ships
for which therewas no prior-year AP funding for long-leadtime components. Doing
so involves funding the entire procurement cost of the ship in the year of

“0 For the bill and report language on Congress' decision, see U.S. Congress, Conference
Committees, F Y2004 Defense AppropriationsAct, report to accompany H.R. 2658/P.L . 108-
87, H.Rept. 108-283 (Washington: GPO 2003), pages 20, 185-186. Section 8008 of the bill
approvesMY Pauthority for theVirginia-classprogram* Provided, That the Secretary of the
Navy may not enter into amultiyear contract for the procurement of morethan one Virginia
Class submarine per year.”
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procurement, including the funding that normally would have been provided in prior
years as AP funding.

For example, Congressin FY 1988 fully funded the procurement of the aircraft
carriers CVN-74 and CVN-75 as a two-ship buy, even though there had been no
prior-year advance procurement funding for the ships* Following Congress
decision in FY 1988, construction of long-leadtime components began right away,
construction of CVN-74 itself began about 2 yearslater, and construction of CVN-75
began about 2 yearsafter that. CVN-74 entered servicein 1995, 7 yearsafter theyear
of procurement (atypical time to build a carrier), and CVN-75 entered service in
1998, 10 years after the year of procurement.

Submarine Force-Level Goals and Procurement Rates

A third potential oversight issue for Congress regarding attack submarines
concerns the relationship between various potential attack submarine force-level
goals and future submarine procurement rates. The post-Cold War downturn in
procurement began sooner and was proportionately deeper for attack submarinesthan
for most other kinds of Navy ships. As aresult, the cumulative ship-procurement
backlog for SSNsrelative to the steady-state procurement rate for attack submarines
is particularly acute, and achieving and maintaining certain potential future SSN
force levels could be particularly challenging.

The issue of the rate of attack submarine procurement has been a concern in
Congress since the mid-1990s, and has been discussed by CRS in testimony to
Congress in 1995, 1997, 1999, 2000, and 2002, in a 1997 CRS presentation to a
Defense Science Board task force on the submarine of the future, which issued its
report in 1998;* in a 1999-2000 CRS report,* and in a 2002 CRS report.** This
discussion is updated to take into account DOD’ s FY 2005-FY 2009 FY DP.

SSN Procurement Backlog. DOD’s FY2005-FY2009 FYDP, if
implemented, would result in the procurement of 15 SSNs during the 20-year period
FY 1990-FY 2009. These 15 boats include the final Los Angeles (SSN-688) class
boat (in FY 1990), the second and third Seawolf (SSN-21) classboats(in FY 1991 and
FY 1996), and the first 12 Virginia class boats (1 each in FY 1998, FY 1999, and
FY 2001-FY 2008, and 2 in FY 2009). Thiswould equate to an average procurement

“ The Administration’s FY 1988 budget and FY 1988-FY 1992 FY DP proposed procuring
CVN-74 in FY 1990, with advanced procurement funding in FY 1988 and FY 1989, and
CVN-75in FY 1993, with advance procurement funding in FY 1989-FY 1992.

2 U.S. Department of Defense, Office of the Under Secretary of Defense For Acquisition
& Technology, Report of the Defense Science Board Task Force on [the] Submarine of the
Future, July 1998, p. 7, 19-20.

“3 CRS Report RL30045, Navy Attack Submarine Programs. Background and Issues for
Congress, by Ronald O’ Rourke, pp. 20-31.

“ CRS Report RL31372, Navy Shipbuilding in the FY2003 Defense Budget: |ssues for
Congress, by Ronald O’ Rourke, pp. 23-29.
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rate of three-quarters of aboat per year for more than one-half of the SSN fleet’ s 33-
year replacement cycle.

If, during this 20-year period, SSNs were instead procured at the steady-state
replacement rate of 1.67 boats per year (a 55-boat force level divided by a 33-year
life), a total of 33 SSNs would be procured. The FY2005-FY2009 FYDP, if
implemented, would thus create an SSN procurement backl og, rel ative to the steady-
state replacement rate for a 55-boat force-level goal, of 18 boats (33 minus 15) for
the period FY 1990-FY 2009.

Effect on Force Levels after 2015. This18-boat backlog in procurement,
whichisequivalent to about 33% of the 55-boat force-level objective, will be masked
between now and about 2015 by the large numbers of SSNs procured during the
1980s. After about 2015, however, SSNs procured during the 1980s will reach
retirement age and begin to leave service, and the FY 1990-FY 2009 backlog in SSN
procurement relative to the steady-state procurement rate for the 55-boat force-level
godl, if not by then redressed, will begin to become apparent.

The graph on the next page shows the consequences on the size of the SSN
force for the period 2014-2045 of various SSN procurement rates after FY 2007,
assuming a 33-year life for most existing SSNs. The graph comes close to being a
best-case projection because it assumes no early retirements of SSNs beyond those
that have already occurred (i.e., the refueling of all 688s that will become available
for refuelings over the next several years), aswell as the conversion of four Trident
SSBNsinto SSGNs.
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Procurement Rate For Maintaining 55-Boat Force. Ascanbeseenin
the graph, by the late-2020s, most of the SSNs procured in the 1980s and earlier
years will no longer be in service. As a consequence, unless procurement rate is
increased substantially from the current one-per-year rate, the size of the SSN force
could drop substantially below 55 boats and remain there until well into the 2030s.

Asalsoshowninthegraph, if Virginia-classboatsare procured at arate of 1 per
year through FY 2007, then maintaining aforce of at least 55 SSNswill require an
average SSN procurement rate of more than 2.5 boats per year during the 17-year
period FY 2008-FY 2024.

1999 JCS Study on SSN Force Levels. A December 1999 Joint Chiefs
of Staff (JCS) study on required SSN force levels reached three main conclusions:

e “that aforce structure below 55 SSNsin the 2015 [time frame] and
62 [SSNs] in the 2025 time frame would leave the CINC's [the
regiona military commanders-in-chief] with insufficient capability
to respond to urgent crucia demands without gapping other
requirements of higher national interest. Additionally, this force
structure [55 SSNsin 2015 and 62 in 2025] would be sufficient to
meet the modeled war fighting requirements;”

e “that to counter the technologically pacing threat would require 18
Virginia class SSNsin the 2015 time frame;” and

e ‘“that 68 SSNsin the 2015 [time frame] and 76 [SSNs] in the 2025
time frame would meet all of the CINCs' and national intelligence
community’ s highest operational and collection requirements.”*

Although the conclusions of this study are sometimes mentioned in discussions
of future required SSN force levels, they were not mentioned in the report on the
2001 QDR, which simply left unchanged, for thetimebeing at | east, the amended 55-
boat SSN force-level goa from the fina years of the Clinton Administration.

Potentially of note is that the JCS study concluded that a force of 55 SSNsin
2015 and 62 in 2025 “would be sufficient to meet the modeled war fighting
requirements.” One suggestion of thisconclusionisthat aforce of lessthan 55 boats
might not be sufficient to meet the modeled warfighting requirements. If so, this
conclusion contrasts with the statement from submarine supporters that the more
recent study said to have been done by N81, asthey understand it, found that aforce
of 37 submarineswould be sufficient to meet warfighting requirements. Thisraises
a potential oversight question for Congress regarding the factors that may have
changed since 1999 that might now permit warfighting requirementsto be met by a
force of 37 submarines rather than 55.

> Source: U.S. Department of the Navy, “ Subject: Unclassified Release of the 1999 CJCS
Attack Submarine Study,” information paper, Feb. 7, 2000.
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Amphibious and MPF-Type Ship Programs

The current DOD study on forcible entry options (FEO), and the new concept
of seabasingfor launching, directing, and supporting expeditionary operationsashore
directly from bases at sea, has the potential for changing DOD plans for procuring
San Antonio (LPD-17) class amphibious ships, LHA(R)/LHX-type amphibious
assault ships, Maritime Prepositioning Force (Future) (M PF[F]) ships, and Maritime
Preposition Force (Aviation variant) (MPF A]) ships. Among other things, they have
the potential for reducing currently planned or projected numbers of LPD-17 class
and LHA (R)/LHX-type shipsand increasing currently planned or projected numbers
of MPF(F) and MPF(A) ships. Some trade studies now being carried out in support
of the FEO study, for example, include options for procuring as few as 8 LPD-17s,
rather than the total of 12 now planned, and for procuring increased numbers of
MPF(F) shipsinstead.

MPF-type ships are likely to be based on commercial-type hull designs and be
built to a lower survivability standard than LPD-17s and LHA(R)/LHX-type
amphibiousships. Navy officialshave stated that they view M PF-type shipsasbeing
complementsto, and not substitutesfor, LPD-17sor LHA(R)/LHX-typeships. Navy
officials have not, however, stated what preferred mix of amphibious and MPF-type
ships they see emerging from the FEO study and the sea basing concept.

Potential oversight questionsfor Congressrelating to amphibiousand M PF-type
ships include the following:

e Are the FEO study and the sea basing concept moving the Navy
toward changing the currently planned or projected mix of
amphibious and M PF-type ships to include fewer amphibious ships
and more MPF-type ships? If so, what specific mix of LPD-17s,
LHA(R)/LHX-type ships, MPF(F)s, and MPF(A)sisemerging from
the FEO study and the sea basing concept?

e At what yard or yards does the Navy anticipate building MPF(F)s
and MPF(A)s?

e Doesthe Navy or DOD plan to announce its new preferred mix of
amphibious and MPF-type ships this year? If not, is the Navy or
DOD deferring the announcement to next year in part to avoid
announcing a potentially controversia decision on thisissue during
an election year?



