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Summary

The Navy wants to procure three new classes of surface combatants — the
DD(X) destroyer, the CG(X) cruiser, and a smaller surface combatant called the
Littoral Combat Ship (LCS). The Navy reportedly wants to procure a total of 7
DD(X)s, 19 CG(X)s, and 55 LCSs.

Thefirst two DD(X)sareto be procured in FY 2007, with each ship being split-
funded (i.e., incrementally funded) across FY 2007 and FY 2008. Thetotal estimated
cost of the two shipsis $6,633 million, or an average of $3,316 million each. The
two ships have received atotal of $1,010 million in FY 2005 and FY 2006 advance
procurement funding. The FY 2007 budget requests an additional $2,568 millionin
procurement funding for the two ships. The final $3,055 million in procurement
funding for the two ships is to be requested in FY2008. The Navy estimates that
subsequent DD(X)s will cost roughly $2.5 billion each. The first CG(X) is to be
procured in FY 2011.

The first LCS was procured in FY 2005, three more were procured in FY 2006,
and the Navy’s proposed FY 2007 budget requests $521 million to procure two
additional ships. The estimated procurement cost of each LCS has grown to about
$260 million, anincrease of about 18% over the original target cost of $220 million.
Section 124 of the conference report on the FY 2006 defense authorization bill (H.R.
1815/P.L. 109-163) limitsthe cost of thetwo FY 2007 shipsto $220 million per ship,
or atotal of $440 million. The Navy's FY 2007 unfunded requirements list (URL)
—its“wishlist” of itemsdesired but not included in the FY 2007 budget — includes
an additional two LCSsfor an additional $520 million.

The DD(X), CG(X), and LCS programs raise several oversight issues for
Congress, including the affordability of the DD(X) and CG(X) and the total cost of
the LCS program. Optionsfor Congress for the DD(X) program include approving
the program as proposed by the Navy and supplementing the industrial base, if
needed, with additional work; deferring procurement of thelead DD(X) to FY 2008;
procuring two or more DD(X)s per year; building DD(X)s a a single yard, or
building each DD(X) jointly at two yards; terminating the DD(X) program now (or
after procuring one or two ships as technology demonstrators), and supplementing
the industrial base with additional work until the start of CG(X) procurement; and
starting design work now onasmaller, lessexpensive crui ser-destroyer and procuring
this new design, rather than DD(X)s or CG(X)s, starting around FY 2011.

Optionsfor Congressonthe LCS program include shifting procurement funding
for LCS mission modulesto the Navy’ s ship-procurement account; procuring afew
LCSs and then evaluating them before deciding whether to put the LCS into
larger-scale series production; procuring LCSs at a rate of up to 10 per year;
procuring LCSs at arate of less than 6 per year; and terminating the LCS program
and instead investing morein other littoral-warfare improvements. Thisreport will
be updated as events warrant.
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Navy DD(X), CG(X), and LCS Ship
Acquisition Programs: Oversight Issues
and Options for Congress

Introduction

Issue for Congress

The Navy wants to procure three new classes of surface combatants — the
DD(X) destroyer, the CG(X) cruiser, and a smaller surface combatant called the
Littoral Combat Ship (LCS). The Navy reportedly wants to procure a total of 7
DD(X)s, 19 CG(X)s, and 55 LCSs.

Thefirst two DD(X)sareto be procured in FY 2007, with each ship being split-
funded (i.e., incrementally funded) across FY 2007 and FY 2008. Thetotal estimated
cost of the two shipsis $6,633 million, or an average of $3,316 million each. The
two ships have received atotal of $1,010 million in FY 2005 and FY 2006 advance
procurement funding. The FY 2007 budget requests an additional $2,568 millionin
procurement funding for the two ships. The final $3,055 million in procurement
funding for the two shipsisto be requested in FY2008. The Navy estimates that
subsequent DD(X)s will cost roughly $2.5 billion each. The first CG(X) is to be
procured in FY 2011.

Thefirst LCS was procured in FY 2005, three more were procured in FY 2006,
and the Navy’s proposed FY 2007 budget requests $521 million to procure two
additional ships. Section 124 of the conference report on the FY 2006 defense
authorization bill (H.R. 1815/P.L. 109-163), however, limits the cost of the two
FY 2007 shipsto $220 million per ship. The Navy’ sFY 2007 unfunded requirements
list (URL) — its“wish list” of items desired but not included in the FY 2007 budget
— includes an additional two LCSs for an additional $520 million.

The issue for Congress is whether to approve, modify, or reject the Navy’'s
proposals for the DD(X), CG(X), and LCS programs. Surface combatants are a
major component of the Navy, and construction of surface combatants represents a
significant shareof theNavy’ sshipbuilding program. Decisionsthat Congressmakes
on procurement of surface combatants will thus significantly affect future Navy
capabilities, Navy funding requirements, and the U.S. defense industrial base.

Short CRS Reports on These Programs

Two short CRS reports — CRS Report RS21059, Navy DD(X) and CG(X)
Programs: Background and Issues for Congress, and CRS Report RS21305, Navy
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Littoral Combat Ship (LCS): Background and Issues for Congress, both by Ronald
O’'Rourke — provide introductory overviews of the DD(X), CG(X), and LCS
programs, respectively, for readers seeking short discussionsof theseprograms. This
long CRS report discusses these programsin more depth, particularly with regard to
oversight issues and options for Congress.

Organization of This Report

Thenext section of thereport providesbackground information on Navy surface
combatants. Thefollowing section discusses potential oversight issuesfor Congress
relating to surface combatant force-structure planning, the DD(X) program, the
CG(X) program, and the LCS program. The subsequent section presents optionsfor
Congresson the DD(X), CG(X), and LCS programs. A final section presents recent
legidative activity on the two programs. This report will be updated as events
warrant.

Background

Surface Combatants in the Navy*

A Major Component of the Navy. Surface combatants are one of four
major types of Navy combat ships, along with aircraft carriers, submarines, and
amphibiousships.? Historically, surface combatants have accounted for 30% to 40%
of the Navy’ s battle force ships.®> At the end of FY 2005, they accounted for about
35% (99 of 282 battle force ships).*

! For additional background information on surface combatants, see U.S. Congressional
Budget Office, Transforming the Navy's Surface Combatant Force, Mar. 2003, pp. 4-17,
and CRS Report 94-343, Navy DDG-51 Destroyer Procurement Rate: 1ssues and Options
for Congress, by Ronald O’ Rourke. (Out of print; available from author at 7-7610.)

2 The Navy’ s fleet also includes mine warfare and support ships. Aircraft carriers, though
sometimes referred to as surface combatants, are usually put into a category of their own
because their main armament — an embarked air wing consisting of dozens of high-
performance aircraft — is quite different from the typical main armament of other surface
warships and leads to fundamental differencesin ship design and operation.

3 For agraph showing surface combatants as a percentage of thetotal number of Navy battle
force ships for the years 1948-1993, see CRS Report 94-343, Navy DDG-51 Destroyer
Procurement Rate: Issues and Options for Congress, by Ronald O’ Rourke. (Out of print;
available from author at 7-7610.)

* In public policy discussions about the Navy, the commonly cited number of shipsin the
Navy isthe total number of battle force ships. Battle force ships are shipsthat can readily
deploy overseas to participatein or directly support U.S. Navy combat operations, such as
aircraft carriers, major surface combatants, submarines, amphibious ships, higher-readiness
minewarfare ships, and Navy auxiliariesthat resupply Navy combat shipsat sea. Shipsthat
do not qualify as battle force ships, such as patrol craft and military sealift ships that
transport equipment and supplies from one land mass to another, are categorized as local
defense and miscellaneous support forces. Asof the end of FY 2005, the Navy counted 282

(continued...)
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Surface combatantstypically are equipped with sensors(e.g., radarsand sonars)
and weapons (e.g., missiles, guns, and torpedoes) for detecting and attacking enemy
submarines, surface ships, aircraft, anti-ship cruise missiles, and land targets. Many
surface combatants also carry one or two helicopters to assist in these operations.

In descending order of size, surface combatants include battleships, cruisers,
destroyers, frigates, corvettes (also called light frigates), and patrol craft.> The Navy
no longer operates battleships.® The Navy's surface combatant force in recent
decades has consisted largely of cruisers, destroyers, and frigates.”

Roles, Missions, and Capabilities. From World War Il until the 1980s,
surface combatants were viewed largely as defensive escorts for protecting other
Navy surface ships(i.e., aircraft carriers, amphibious ships, and auxiliary ships)® and
commercial cargo ships. During this period, the primary missions of surface
combatants were anti-air warfare (AAW) and anti-submarine warfare (ASW), and
designs for Navy surface combatant classes were determined in large part by
decisions as to whether a given class should emphasize AAW, ASW, or both.
Additional but more secondary surface combatant missions during this period
included anti-surface warfare (ASuW) and attacking coastal |and targets with guns.

The largely escort-oriented role of Navy surface combatants changed in the
1980s with the advent of three major new systems— the Tomahawk cruise missile,
thevertical launch system (VLS), and the Aegisship combat system. The Tomahawk
gave surface combatants an ability to attack enemy targets at ranges comparable to
targetsthat could be attacked by carrier-based aircraft. The VLS, which isabattery
of vertically oriented missile-launch tubes that is countersunk into the ship’s deck,
permitted surface combatants to carry and launch an increased number of
Tomahawks (and other missiles). The Aegis system — an integrated ship combat

4 (...continued)
battle force ships and 130 local defense and miscellaneous support forces ships.

® Battleships, cruisers, destroyers, and frigates are referred to as major surface combatants;
patrol craft are sometimesreferred to asminor surface combatants; and corvette-sized ships
can be included in either group.

¢ Aspart of the Reagan-erabuildup toward a planned 600-ship fleet, the Navy in the 1980s
reactivated and modernized its four lowa (BB-61) class battleships, which were originaly
built during World War |1 and were the last battleships built by the U.S. Navy. The four
reactivated and modernized battleships, with Tomahawk cruise missiles and other new
equipment, reentered servicein 1982-1988. Two of the shipswere used inthe 1991 Persian
Gulf war. The shipswereremoved from servicein 1990-1992 as part of the post-Cold War
reduction in the size of the Navy.

" In recent decades, the Navy’s cruisers have become smaller while its destroyers have
become larger, with the result that the Navy’ s current cruisers and destroyersare similar in
sizeand (insomerespects) capability. TheNavy’ sfrigatesare considerably smaller andless
capable than its cruisers and destroyers. At various times in the past, the Navy has also
operated small numbers of patrol craft.

8 The fixed-wing aircraft embarked on aircraft carriers in turn provided long-range air
protection for both the carrier and the other surface ships (i.e., surface combatants and
auxiliary ships) in the carrier battle group.
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system that includes the sophisticated SPY -1 multifunction phased-array radar® —
significantly enhanced the AAW capability of surface combatants, giving them more
potential for conducting operations independent of aircraft carriers.’® In the eyes of
many observers, the Tomahawk missile and the Aegis system transformed surface
combatants back into significant offensive combatants for the first time since the
period before World War 1.

The capabilities of Navy surface combatants are currently being enhanced by
new networking systems such as the Cooperative Engagement Capability (CEC) for
air-defense operations. Networking systems like these enable surface combatants,
other ships, and aircraft to share large amounts of targeting-quality data on arapid
and continuous basis, permitting them to engage in what is called network-centric
warfare (NCW)."

In coming years, surface combatants are scheduled to take on agrowing role as
platforms for conducting ballistic missile defense operations.*? The capabilities of
surface combatants will also be enhanced in coming years by increased application
of networking technology and by the addition of unmanned air, surface, and
underwater vehicles,*® electromagnetic rail guns, directed-energy weapons such as
lasers, and improved equipment for detecting and countering mines. Some of these
devel opments are to be enabl ed by the application to surface combatants of advanced
integrated electric drive propulsion technology.* As these developments unfold,
surface combatants will likely continue to play a significant role in defending both
themselvesand other friendly surface shipsagai nst enemy submarines, surface ships,
aircraft, and anti-ship cruise missiles.

Service Lives. For planning purposes, the Navy credits its cruisers and
destroyerswith 35- or 40-year expected servicelives(ESLS), itsfrigateswith 30-year
ESLs, anditspatrol craft with 20-year ESLs. In practice, however, numeroussurface

°® The Aegis system also integrates, among other things, the SPS-49 air search radar (on CG-
47 class cruisers), the Mk 99 target illumination radar, the SLQ-32 electronic warfare
system, the Standard surface-to-air missile, the Mk 41 VLS system for launching the
Standard missile and other missiles, the Phalanx close-in weapon system (CIWS), and the
ship’stactical computers and computer displays.

19 For an introductory discussion of the Aegis system, see CRS Report 84-180, The Aegis
System: ItsPrincipal Components, ItsInstallation on the CG-47 and DDG-51 Class Ships,
and Its Effectiveness, by Ronald O’ Rourke. (Out of print; availablefromauthor at 7-7610.)

1 For more on naval NCW, see CRS Report RS20557, Navy Network-Centric Warfare
Concept: Key Programs and Issues for Congress, by Ronald O’ Rourke.

12 For a discussion of the emerging role of Navy surface combatants in missile-defense
operations, see CRS Report RL31111, Missile Defense: The Current Debate, coordinated
by Steven A. Hildreth and Amy F. Woolf.

13 For moreinformation on naval unmanned vehicles, see CRS Report RS21294, Unmanned
Vehiclesfor U.S Naval Forces: Background and | ssuesfor Congress, by Ronald O’ Rourke.

4 For adiscussion of electric-drive technology and its application to Navy ships, see CRS
Report RL30622, Electric-Drive Propulsion for U.S. Navy Ships. Background and | ssues
for Congress, by Ronald O’ Rourke.
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combatants in recent years have been decommissioned well before the end of their
ESLsfor various reasons, including decisions (like the one following the end of the
Cold War) to reduce the size of the Navy, shiftsin Navy mission requirements that
made ships with certain capabilities inappropriate, and high operation and support
(O&S) costs that made ships cost-ineffective compared to other approaches for
performing their missions. The Navy inrecent years has decommissioned numerous
cruisers, destroyers, and frigates well before the end of their ESLs.

Current Surface Combatant Force. Asof theend of FY 2005, the Navy's
force of larger surface combatants consisted of 99 shipsin three classes:

e 23 Ticonderoga (CG-47) class cruisers;
e 46 Arleigh Burke (DDG-51) class destroyers; and
e 30 Oliver Hazard Perry (FFG-7) class frigates.

The Navy at the end of FY 2005 also operated 9 Cyclone (PC-1) class patrol
craft.

The CG-47s, which have a full load displacement of about 9,500 tons,™ are
equipped with the Aegis system and are commonly referred to as Aegis cruisers. A
total of 27 were procured between FY 1978 and FY 1988 and entered service between
1983 and 1994. Thefirst fivelack VLS and consequently cannot fire Tomahawks;
thefinal 22 are equipped with a122-tube VLS. The Navy plansto decommission the
first five by the end of FY2006. Four of the five were decommissioned by the end
of FY 2005. The Navy has planned to modernize most or all of thefinal 22 and keep
them in service until they are about 40 years ol d.

The DDG-51s, which displace about 9,200 tons,*® are equipped with the Aegis
system and are sometimes referred to as Aegis destroyers. They are aso equipped
with a90- or 96-tube VLS. Thefirst ship wasprocured in FY 1985, and 62 have been
procured through FY 2005. By the end of FY 2005, 46 had entered service (the first
in 1991) and 16 were in various stages of construction. The Navy wants the three
ships procured in FY 2005 to be the final shipsin the program. The Navy plansto
give these ships a mid-life modernization that is intended in part to reduce their
operating and support costs.

The FFG-7s, which displace about 4,000 tons, were designed as lower-cost,
lower-capability surface combatantsfor useinlower-threat environments. They lack

> Full load displacement is the weight of the ship including loads such as fuels and water.
Another measure of ship sizeislight (i.e., empty) ship displacement, which excludes such
loads. Full load displacement is the more commonly used measure in general discussions
of Nawvy ships, but light displacement is generally more useful in estimating ship
construction costs.

8 Thisisthefigure for the 29" and following shipsin the class, which are referred to asthe
Flight [1A ships. Thefirst 28 shipsin the class, which arereferred to as the Flight | and 1
ships, were built to a different design that lacked a helicopter hangar and have a full load
displacements of about 8,900 tons. Flight I1A ships have alight ship displacement of about
6,950 tons.
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both the Aegis system and VLS. A total of 51 were procured between FY 1973 and
FY1984 and entered service between 1977 and 1989. Twenty-one were
decommissioned by the end of FY2005. The Navy plans to decommission several
more over the next decade. Of the 30 FFG-7s in service at the end of FY 2005, 9
were operated as Naval Reserve Force (NRF) ships with crews consisting partly of
Navy reservists.

All of these ships have landing pads for operating helicopters, and all but the
first 28 DDG-51s have hangars for embarking and supporting 2 helicopters.

The PC-1s, which displace about 330 tons, are high-speed craft that were built
to support special operations forces. They have also been used by the Navy and
Coast Guardfor port-security operations. A total of 13 PC-1swere procured between
FY 1990 and FY 1996 for the Navy and entered service with the Navy between 1993
and 2000. The lead ship, PC-1, was donated to the Philippine Navy and
commissioned into service with that navy in March 2004. Four other shipsin the
classhave beenloaned tothe U.S. Coast Guard. PC-1sinservicewiththeU.S. Navy
areclassified aslocal defense and miscellaneous support forcesand consequently are
not included in the total number of battle force shipsin the Navy.

Surface Combatant Force-Structure Goal

The Navy in coming years is proposing to maintain a fleet of 313 ships,
including 88 cruisers and destroyers— 7 DD(X)s, 19 CG(X)s, and 62 DDG-51s—
and 55 LCSs."” Under this proposal, surface combatants would account for about
46% of thetotal number of shipsinthe Navy. The 313-ship proposal, which replaces

¥ For more on the proposed 313-ship fleet, see CRS Report RL 32665, Navy Force Sructure
and Shipbuilding Plans: Background and Issues for Congress, by Ronald O’ Rourke.
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earlier Navy force-structure plans,™® hasnot yet been explicitly endorsed by the Office
of the Secretary of Defense (OSD) as an official DOD planning goal.

Surface Combatant Industrial Base

Construction Yards. All cruisersand destroyers, and frigates procured since
FY 1985 have been built at two shipyards — General Dynamics Bath Iron Works

18 Earlier Navy force structure plans include the following:

310-Ship Fleet From 2001 QDR. In September 2001, as part of itsfinal report onthe
2001 QDR, the Department of Defense (DOD) approved a plan for maintaining a Navy of
about 310 battle force ships. This plan, which was essentially the same as the Navy
force-structure plan approved in the 1997 QDR, included 116 surface combatants (108
active and 8 inthe Naval Reserve Force), all of which are cruisers, destroyers, and frigates.
In approving the 310-ship plan (and other U.S. military force-structure goal's), however, the
2001 QDR report stated 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 opportunities to restructure and reorganize the Armed Forces.” (U.S.
Department of Defense, [ Report on] Quadrennial Defense Review, Sept. 2001, p. 23.)

In February 2003, in submitting its proposed FY2004 defense budget and
FY 2004-FY 2009 Future Y ears Defense Plan (FY DP) to Congress, DOD announced that it
had initiated studieson DOD’ sunderseawarfare requirementsand on forcible entry options
for the U.S. military. The studieson underseawarfare could affect, among other things, the
required number of SSNss, while the studies on forcible entry options could affect, among
other things, requirements for amphibious ships and for naval surface fire support
capabilities. Inlaunchingthese studies, DOD thus created uncertainty about two of thefour
principal categories of ships that define the 310-ship plan (submarines and amphibious
ships), and about requirements for a certain capability (naval surface fire support) to be
performed by the Navy’ s surface combatant force.

Navy 375-Ship Proposal of 2002-2004. From about February 2002 through about
February 2004, Navy officials spoke of an alternative plan for a 375-ship Navy. The
principal difference between the 310-ship plan and the 375-ship plan was that the 375-ship
plan called for atotal of 160 surface combatants, including 104 cruisers, destroyers, and
frigates, and 56 LCSs. Although Navy leaders routinely referred to the 375-ship proposal
from early 2002 through early 2004, Secretary of Defense Donald Rumsfeld, at a February
5, 2003 hearing beforethe House Armed Services Committee, explicitly declined to endorse
it as an official DOD goal, leaving it a Navy proposal only. In April 2004, Navy leaders
began to back away from the 375-ship proposal, stating that 375 was an approximatefigure,
that the ships making up the total of 375 were subject to change, and perhaps most
important, that the 375-ship figure reflected traditional conceptsfor deploying Navy ships,
rather than new concepts (such as the Sea Swap concept for long deployments with crew
rotation) that could significantly reduce future requirements for Navy ships.)

2005 Navy Testimony on 260- and 325-Ship Fleets. In February and March 2005,
the Navy testified that the Navy in future years might require atotal of 260 to 325 ships.
The 260-ship fleet included 130 surface combatants — 44 Arleigh Burke (DDG-51) class
Aegis destroyers, 8 DD(X)s, 15 CG(X)s, and 63 LCSs. The 325-ship fleet included 174
surface combatants — 62 DDG-51s, 12 DD(X)s, 18 CG(X)s, and 82 LCSs. (U.S.
Department of the Navy, An Interim Report to Congress on Annual Long-Range Plan For
The Construction Of Naval Vessels For FY 2006.)
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(GD/BIW) in Bath, ME, and Northrop Grumman's Ingalls shipyard
(Northrop/Ingalls) in Pascagoula, MS.*® Both yards have long histories of building
larger surface combatants. Construction of Navy surface combatantsin recent years
has accounted for virtually all of GD/BIW'’s ship-construction work and for a
significant share of Ingalls’ ship-construction work.?

The two industry teams now involved in the LCS program plan are building
their LCSs at other yards. The Lockheed-led team isbuilding its LCSs at Marinette
Marine of Marinette, WI, and Bollinger Shipyards of Louisianaand Texas; the GD-
led team is building its LCSs at Austal USA of Mobile, AL.

The Navy's PC-1 class patrol boats were built a Bollinger Shipyards at
Lockport, LA.

Overhaul and Repair Yards. Navy surface combatants are overhauled,
repaired, and modernized at GD/BIW, Northrop/Ingalls, other private-sector U.S.
shipyards, and government-operated naval shipyards (NSY's).

System Integrators and Supplier Firms. Lockheed Martin and Raytheon
aregenerally considered thetwo | eading Navy surface ship radar makersand combat
system integrators. Boeing is another system integrator and maker of Navy surface
ship weapons and equipment. The surface combatant industrial and technological
base also includes hundreds of additional firms that supply materials and
components. Thefinancia health of the supplier firms has been a matter of concern
in recent years, particularly since some of them are the sole sources for what they
make for Navy surface combatants.

Other Elements. The surface combatant industrial base also includes naval
architectsand engineerswho work for shipyards, systemsintegrators, supplier firms,
and independent naval architectural engineering firms, as well as research and
development organizations and laboratories in the Navy and at shipyards, system
integrators, supplier firms, Federaly Funded Research and Development Centers
(FFRDCs), and universities and colleges.

¥ TheIngallsyard, along with the Avondal e shipyard near New Orleans and athird facility
at Gulfport, MS, form Northrop Grumman'’s Ship Systems (NGSS) division. The Navy has
not procured any frigates since FY 1984, when the last FFG-7 was procured.

D nearlier years, some Navy surface combatantswere built at other yards, such asNorthrop
Grumman’s Avondale shipyard near New Orleans, LA (which built most of the Navy’'s
Knox [FF-1052] class frigates between 1967 and 1974), Northrop Grumman’s Newport
News Shipbuilding of Newport News, VA (which built six nuclear-powered cruisersin the
1970s), Todd Shipyards of Sesttle, WA, and San Pedro, CA (which built many of the FFG-
7s between 1977 and 1989), and L ockheed Shipbuilding of Seattle, WA (which built some
of the FF-1052s between 1968 and 1972). Additional private-sector shipyards and
government-operated naval shipyards were involved in building Navy surface combatants
in the 1960s and previous years.
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Surface Combatant Acquisition Programs

This section provides background on six Navy surface combatant acquisition
programs:

the DDG-51 destroyer program,

the terminated arsenal ship program,

the terminated DD-21 destroyer program,
the DD(X) destroyer program,

the CG(X) cruiser, and

the LCS program.

Although the arsenal ship and DD-21 programs have been terminated, they are
reviewed bel ow becausethey provide context for understanding the DD (X) destroyer
and LCS programs.

DDG-51 Destroyer

The Arleigh Burke (DDG-51) class destroyer has been the sole class of larger
surface combatant in procurement for the Navy since FY 1989. Asmentioned earlier,
62 DDG-51s have been procured through FY 2005. The Navy wants the three ships
procured in FY 2005, which are scheduled to enter servicein FY 2010 and FY 2011,
to be the final shipsin the program.

Intheearly 1990s, the Navy ended the use of competition between GD/BIW and
Northrop/Ingalls for the awarding of DDG-51 construction contracts and began
allocating contracts equally between the two shipyards on a noncompetitive basis.
That arrangement remained in place until 2002, when anew agreement was reached
between Genera Dynamics, Northrop Grumman, and the Navy. Under this
agreement, construction of San Antonio (LPD-17) class amphibious ships was
consolidated at Northrop Grumman’'s Avondale and Northrop/Ingalls shipyards
(rather than being split on a 2-to-1 basis between the Northrop yards and GD/BIW,
respectively), and construction of most of the remaining DDG-51s was shifted to
GD/BIW (rather than being split on a 1-for-1 basis between GD/BIW and
Northrop/Ingals).

Arsenal Ship (Terminated)*

The Navy initiated the arsenal ship program in early 1996. The program was
aimed at developing and acquiring a class of six large surface combatants that were
each equipped with 512 VLS tubes for firing Tomahawk cruise missiles and other
land-attack weapons. The arsenal ships were to be relatively ssmple and (for their
size) relatively low cost ships manned by crews of not more than 50 sailors. The
stated purpose of the program was to provide U.S. regiona military commanders

2 For detailed background information on thearsenal ship program, see CRS Report 97-455
F, Navy/DARPA Arsenal Ship Program: Issues and Options for Congress, by Ronald
O’'Rourke. (Out of print; available from author at 7-7610.)
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with substantial additional in-theater or early-arriving firepower for usein the early
phases of regional crises and conflicts.

The Navy pursued the arsena ship program under a streamlined acquisition
strategy using what is known as Other Transaction Agreement (OTA) or Section
845/804 contracting authority. This statutory authority exempted the arsenal ship
program from many of the regulatory requirements that DOD acquisition programs
at thetimewerenormally requiredto meet.# Inlinewith thisstreamlined acquisition
strategy, the Navy prior to starting thearsenal ship program did not issue atraditional
DOD document known as a Mission Need Statement (MNS) establishing a formal
DOD requirement for substantial additional in-theater or early-arriving firepower.
Also consistent with the streamlined acquisition strategy, the Navy did not conduct
arigorous analysis — then known as a cost and operational effectiveness analysis
(COEA) and now known as an analysis of multiple concepts (AMC) or analysis of
aternatives (AOA) — demonstrating that developing and acquiring a force of six
arsenal shipswas not simply one way, but rather the best or most promising way, of
providing this capability.

The arsenal ship program was widely understood to be a personal initiative of
Admiral Jeremy M. Boorda, who was the Chief of Naval Operations (CNO) from
April 1994 until May 1996. The arsenal ship program did not appear to be as high
a personal priority for Boorda's successor as CNO, Admiral Jay L. Johnson, and
support for the arsenal ship program appeared to decline under Johnson’ stenure. In
April 1997, the program was incorporated into the Navy's SC-21 family of surface
combatants for the 21% Century (see discussion below on the DD-21 program). The
Navy at about thistimeal so deemphasized the goal of procuring six arsenal shipsand
focused instead on the idea of procuring asingle arsenal ship for use as atechnology
test-bed. The reduction of the program from afirm six-ship effort to oneinvolving
perhaps no more than a single ship appeared to reduce industry interest in the
program. Congress raised questions about the need for and cost-effectiveness of the
arsenal ship and substantially reduced the Navy’s FY 1998 funding request for the
program. The Navy responded to this reduction by announcing in October 1997 that
it had decided to terminate the arsena ship program for lack of sufficient funding.?

22 For more on the Section 845/804 authority, see CRS Report 97-455, op. cit., pp. 34-37.

2 For adiscussion of the termination the program, see CRS Report 97-1044, Navy/DARPA
Maritime Fire Support Demonstrator (Arsenal Ship) Program: Issues Arising From Its
Termination, by Ronald O’ Rourke. (Archived, available from author.)
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DD-21 Destroyer (Terminated)®*

The Navy initiated the DD-21 program in 1994-1995.% The DD-21 program
wasaimed at devel oping and acquiring anext-generation destroyer calledtheDD-21,
meaning the destroyer for the 21% century. The ship was also called the land attack
destroyer.®® The Navy envisaged procuring atotal of 32 DD-21s; thefirst wasto be
procured in FY 2005 and enter servicein 2010. The Navy hoped to procure DD-21s
at an eventual rate of three shipsper year, so asto replaceretiring DD-963sand FFG-
7son atimely basis.

The DD-21 was to be the first member of the SC-21 family of surface
combatants for the 21% century. Following completion of DD-21 procurement,
perhapsaround FY 2015, the Navy planned to begin procuring the CG-21— acruiser
variant of the basic DD-21 design — to replace aging CG-47s. A third intended
member of the SC-21 family of ships was the arsenal ship, which, as mentioned
above, was incorporated into the SC-21 family of shipsin April 1997.

As envisioned by the Navy, the DD-21 was to have been a multimission ship
with an emphasis on two mission areas — maritime dominance (which included
ASW, ASuW, and counterminewarfare) and land attack. Theemphasison maritime
dominancereflected the DD-21' sroleasareplacement for the FFG-7sand DD-963s,
which were designed with an emphasis on ASW. The emphasis on land attack
reflected a requirement to replace the large-caliber naval gunfire support capability
that the Navy lost in 1990-1992 when it removed its four reactivated lowa-class
battleships form service.?’

The DD-21 was to have a crew of 95 to 150 sailors, which would have been
significantly smaller than the crew of a CG-47 (about 400 persons), a DDG-51 or
DD-963 (about 350), or a FFG-7 (about 235). The goa for a significantly smaller
crew reflected aNavy emphasi son reducing ship operating and support (O& S) costs,
which are driven in large part by crew-related costs.

4 For moreonthe DD-21 program, see CRS Report RS20698, Navy Zumwalt (DD-21) Class
Destroyer Program: Background and Issuesfor Congress, by Ronald O’ Rourke. (Archived,
available from author.)

% The Department of Defense (DOD) Joint Requirements Oversight Council (JROC)
approved aMission Need Statement (MNS) for the SC-21 programin Sept. 1994. DOD’s
Defense Acquisition Board (DAB) granted Milestone 0 approval for the SC-21 programin
Jan. 1995. USD(A&T) granted Milestone | approval for the program (which permitted the
Navy to enter Phase |, the demonstration and validation phase) in Jan. 1998. The Navy
issued a Request for Proposals (RFP) for the program in Mar. 1998.

% The DD-21 was subsequently also called the Zumwalt-class destroyer because the Navy
in July 2000 announced that the lead ship in the class would be named in honor of the late
Admiral ElImo R. Zumwalt, Jr., a surface combatant officer who was the Chief of Naval
Operationsin 1970-1974.

" The battleships were each equipped with nine 16-inch guns. All of the Navy's other
surface combatants are equipped with 5-inch or 3-inch guns. More generally, the DD-21's
emphasis on land attack reflected the Navy's post-Cold War shift in emphasis toward
operationsin littoral waters that are intended to influence events ashore.
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The DD-21 was to have featured a new wave-piercing, tumblehome hull
design®® with significantly reduced radar, infrared, and acoustic signatures; aVLS
with 64 to 256 tubes (128 may have been thefinal number), two copies of anew 155-
mm (i.e., 6.1-inch) gun called the Advanced Gun System (AGS), each with a
magazine containing 600 to 750 shells; sonars and other equipment for ASW and
counterminewarfare; amoderately capabl e air-defense system (likethose on FFG-7s
and DD-963s) rather than ahighly capable air-defense system (like the Aegis system
on CG-47s and DDG-51s); and a hangar for a helicopter and a few unmanned air
vehicles (UAVS). In January 2000, the Navy announced that the DD-21 would be
equipped with an integrated electric-drive system.

To permit a procurement rate of three ships per year within anticipated funding
levels, the Navy wanted the DD-21 to have aunit procurement cost somewhat lower
than that of the DDG-51. Specifically, the fifth and following DD-21swereto have
a procurement cost of $750 million in FY 1996 dollars — the equivalent of about
$1,057 millionin FY 2007 dollars. The procurement cost of the first DD-21, which
included the DD-21 program’ s non-recurring detailed design and engineering costs,
was estimated at $2.03 billion in then-year dollars. The DD-21 was to have had an
0& S cost equivalent of not more than $6,000 per steaming hour in FY 2001 dollars.
Thisfigure, which represented a significant reduction from the O& S costs of other
Navy surface combatants, wasto have been achieved in significant part by designing
the ship to be operated by crew of 95 to 150 sailors.

In July 1996, the Under Secretary of Defense for Acquisition and Technology
(USD[A&T]) approved Part 1 of the SC-21 Cost and Operational Effectiveness
Analysis(COEA), which examined surface combatant capabilitiesand requirements
and devel oped acquisition alternatives. In April 1997, the Navy compl eted Part 2 of
the COEA, which compared acquisition alternatives.

As with the arsena ship program, the Navy for Phases | and Il of the DD-21
program planned on using a streamlined acquisition strategy using Section 845/804
contracting authority.

Under aplan worked out by the Navy in thefirst half of 1998 after considerable
consultation with industry and Congress, two industry teams were competing for the
program— the* Blue” team, which included GD/BIW asthe shipbuilder, Lockheed
Martin as the combat system designer and integrator, and other firms; and the
“Gold” team, which included Northrop/Ingalls as the shipbuilder, Raytheon as the
combat system designer and integrator, and other companies.

GD/BIW and Northrop/Ingallswereto build DD-21sin roughly equal numbers,
paralleling the arrangement for building DDG-51sthat the Navy put into placein the

Z“\Wave-piercing” meansthat thefront end of the ship, instead of comingto asharp tip that
iswell above the water, asin aconventional hull, instead narrowsto atip that slopes down
toward the water, so that the front end of the ship looks somewhat like the blade on a
farmer’ splow that breaksthrough the ground asitispushed forward. “Tumblehome’ means
that the ship’s hull will have sidesthat slope inward from the waterline up, so asto reduce
the ship’s visibility to radar waves coming at the ship from the side.



CRS-13

early 1990s. Asaconsequence, GD/BIW and Northrop/Ingalls were competing not
for the right to build the DD-21, but rather for the right to design the DD-21 and to
be the full-service contractor for the DD-21 class (i.e., the entity in charge of
planning and conducting life-cycle support for DD-21sover the many yearsthat they
would bein service).?

Navy and DOD support for the DD-21 program appeared to decline during
2001. Inthe spring of that year, the Navy twice delayed its planned announcement
of the winner of the DD-21 competition.*® In June 2001, two special DOD panels
that were established by Secretary of Defense Donald Rumsfeld to review DOD
programsindicated that they did not view the DD-21 asparticul arly transformational .
At about the same time, Navy officials, in testifying to Congress on the proposed
FY 2002 defense budget, suggested that the Navy was uncertain about the merits of
the program.®

TheNavy’ suncertainty was apparently duein part to the emerging size and cost
of theship: Althoughinitial reporting suggested that the DD-21 might displaceabout
9,000 tons, like the Navy’s current cruisers and destroyers, the reported size of the
DD-21 design grew over timeto about 16,000 tons. A ship of thissize, it appeared,
was needed either to accommodate two A GSs (each with amagazine containing 600
to 750 shells) along with a 128-tube VLS and ahelicopter/UAV hangar, or to permit
the DD-21 hull to serve as the basis for the projected CG-21 cruiser, or both. The
projected size of the DD-21 led to concerns among observers, including Navy
officias, that the DD-21 would substantially exceed its unit procurement cost goal
and thus be difficult for the Navy to afford.*® Navy and DOD officials were also

# Designing the DD-21 would involve hundreds of millions of dollars in design and
engineering work, while being the FSC would involve astream of potentially many millions
of dollars of work spread out over a period of more than 40 years.

% On Mar. 1, 2001, the Navy announced that it had delayed its planned selection of a
winning industry design for the DD-21 program by two months, to May 2001. On May 31,
2001, the Navy announced that it had again delayed selection of a winning design until
sometime after the completion of several defense studies, including the 2001 Quadrennial
Defense Review, which was submitted to Congress on September 30, 2001.

3 When asked whether the Navy needed the DD-21, Navy officials on more than one
occasion answered that the Navy needed the technologies that were scheduled to be
incorporated into the ship, but avoided stating directly that the Navy needed the ship itself.
For a pressreport on this shift in Navy testimony, see Mike McCarthy, “Navy Rhetoric On
New Destroyer Subtly Shifts,” Defense Week, Aug. 6, 2001, p. 6.

32 One press account, published more than a year |ater, stated:

In a March 10 [2003] interview with Inside the Navy, [Navy acquisition
executive John] Y oung recounted how, in discussi ons going back ayear or more,
it became clear that officialswerenot comfortablewith all of DD-21’ sattributes.
Discussions were held with then-Navy Secretary Gordon England, Pentagon
acquisition czar Pete Aldridge, Young, Chief of Naval Operations Adm. Vern
Clark and Deputy Defense Secretary Paul Wolfowitz....

Before DD-21 became DD(X), the new destroyer was not truly affordable,
(continued...)
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concerned about the amount of technical risk in the DD-21 development effort,
particularly in light of the large number of new technologies that were to be
incorporated into the ship.

These developments, plusthe Administration’ s continued delay in announcing
awinning design after DOD submitted the 2001 Quadrennial Defense Review (QDR)
to Congress on September 30, 2001, gave riseto speculation that the Administration
was considering cancelling or restructuring the program. In late October 2001, the
House Appropriations Committee, in its markup of the FY2002 defense
appropriation bill, recommended substantially reducing the Navy's request for
FY 2002 research and development funding for the program and posed basic
guestions about the DD-21’ starget crew size, unit procurement cost, and whether the
DD-21 qualified asa“leap ahead” defense program. The Navy announced the next
month that it was replacing the DD-21 program with the restructured DD(X) family
of ships program (see discussion below).

DD(X)/CG(X)/LCS Family of Future Surface Combatants

On November 1, 2001, the Navy announced that it was replacing the DD-21
program with anew DD(X) Future Surface Combatant Program aimed at devel oping
and acquiring a family of three new classes of surface combatants:

e adestroyer called DD(X) for the precision long-range strike and
nava gunfire mission,

e acruiser called CG(X) for themissileand air defense mission, and

e asmaller combatant called the Littoral Combat Ship (LCS) to
counter submarines, small surface attack craft (also called “swarm
boats’) and mines in heavily contested littoral (near-shore) areas.®

TheNavy stated that it planned to empl oy multiple competitionsamong industry
teamsfor each of the three programs. In addition, DOD announced that the DD(X)
family of ships effort would employ a relatively new acquisition strategy called
evolutionary acquisition with spiral development (EA/SD). EA/SD aims at rapidly
devel oping and fielding useful increments of capability and expl oiting user feedback
in developing additional increments, but poses potentially important issues for

%2 (...continued)
according to Y oung.

“OnDD-21, peoplewerepromisingto deliver aDD-21 at somethingaround
17,000tonsfor the same cost of a9,000-ton DDG-51,” said Y oung. “| personally
found that hard to believe. In fact, | didn’t think it was doable....”

(Christopher J. Castelli, “Y oung Seeks Smaller DD(X) Ship, Prompting Fire

Support Discussions,” Inside the Navy, Mar. 24, 2003.)

% Somewhat confusingly, “DD(X)” has been used to refer to both the entire effort for
devel oping three classes of shipsand (more frequently) to the destroyer program within the
overall effort.
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Congress regarding Congress's ability to conduct oversight of DOD acquisition
programs.®

The Navy’s proposed 313-ship fleet includes 7 DD(X)s, 19 CG(X)s, and 55
LCSs. Procurement of LCSs has already begun, and four LCSs have been procured
through FY2006. The first two DD(X)s are to be procured in FY2007. The first
CG(X) is to be procured in FY2011. Table 1 shows planned procurement of
DD(X)s, CG(X)s, and LCSs in the FY 2007-FY 2011 Future Y ears Defense Plan
(FYDP).

Table 1. Planned DD(X), CG(X), and LCS Procurement, FY2007-

FY2011
FY07 FY08 FY09 FY10 FY11
DD(X) 2 1 1 1
CG(X) 1
LCS 2 3 6 6 6

Sour ce: FY 2007-FY 2011 Future Y ears Defense Plan (FYDP).

DD(X) Destroyer

Under the proposed FY 2007 budget and FY 2007-FY 2011 FY DP, thefirst two
DD(X)s are to be split-funded (i.e., incrementally funded) across FY 2007 and
FY2008. Thetota estimated cost of the two shipsis $6,633 million, or an average
of $3,316 million each. The two ships have received a total of $1,010 million in
FY 2005 and FY 2006 advance procurement funding. The FY 2007 budget requests
an additional $2,568 million in procurement funding for the two ships. The final
$3,055 million in procurement funding for the two ships is to be requested in
FY 2008. The Navy estimatesthat subsequent DD(X)swill cost roughly $2.5 hillion
each. Congressin FY 2006 established a $2.3-billion procurement cost limit on the
fifth DD(X).

The DD(X) destroyer is effectively the successor to the terminated DD-21
destroyer described earlier and will resemble the DD-21 in terms of mission
orientation and ship design. Specificaly, the DD(X) would:

e be amultimission ship with an emphasis on land-attack operations
that reflects a desire to replace the large-caliber naval gunfire
support capability that the Navy lost in 1990-1992, whenit removed
its four reactivated lowa-class battleships from service;

¢ have areduced-size crew (compared to the Navy’s current surface
combatants) of 125 to 175 sailors so asto permit reduced operating
and support (O& S) costs, and

% For a discussion of EA/SD, see CRS Report RS21195, Evolutionary Acquisition and
Spiral Development in DOD Programs: Policy I ssuesfor Congress, by Gary J. Paglianoand
Ronald O’ Rourke.
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o feature awave-piercing, tumblehome hull design with significantly
reduced signatures; a VLS, two AGSs, ar-defense and ASW
systems; a hangar for a helicopter and afew unmanned air vehicles
(UAVs); and an integrated electric-drive system.

Due to Navy concerns over ship affordability, the DD(X) is to be somewhat
smaller and less expensive than the DD-21. The DD(X)’s VLS would include 80
tubes rather than the 128 tubes on the DD-21, and the DD(X) would carry a
combined total of 600 shellsfor itstwo AGSs,* rather than 600 to 750 shellsfor each
AGS, asontheDD-21. Asaresult, the DD(X) isto displace 14,564 tons rather than
the DD-21' sfigure of aimost 16,000 tons.* (Itispossible, though, that if the DD-21
program had been continued, the Navy eventually might have decided to similarly
reduce the size, capability, and cost of the DD-21 design.)

Although somewhat smaller than the earlier DD-21 design, the DD(X), at
14,564 tons, would be roughly 50% larger than the Navy’ s current 9,500-ton Aegis
cruisers and destroyers, and larger than any Navy destroyer or cruiser since the
nuclear-powered cruiser Long Beach (CGN-9), which was procured in FY 1957.

The DD(X) is to incorporate a significant number of new technologies,
including the wave-piercing, tumblehome hull design, a superstructure made partly
of large sections of composite materialsrather than steel or aluminum, theintegrated
electric drive propulsion system and a related ship-wide electrical distribution
system, a total-ship computing system for moving information about the ship,
automation technologies for the reduced-sized crew, a dual-band radar, a new kind
of VLS called the peripheral VLS (PVLS),* and a new type of gun (the AGS).

The Navy originally envisaged procuring a total of 16 to 24 DD(X)s. Navy
officials subsequently testified in February and March 2005 that they had a
requirement for 8to 12. The Navy’sreported new 313-ship plan callsfor atotal of
seven.

TheFY 2005-FY 2009 FY DP submitted to Congressin February 2004 called for
procuring thefirst DD(X) in FY 2005, another two in FY 2007, two morein FY 2008,
and three more in FY 2009, for atotal of eight shipsthrough FY 2009. The FY 2006-
FY2011 submitted to Congress in February 2005 reduced planned DD(X)
procurement to one per year for FY2007-FY 2011, for atotal of five ships through

* The design previously included atotal of 920 shells; the capacity was reduced to 600 as
part of an effort to reduce the cost of the ship. See Christopher P. Cavas, “U.S. Ship Plan
To Cost 20% More,” Defense News, December 5, 2005: 1, 8.

% As of Oct. 2003, the ship’s estimated full load displacement (including loaded fuels,
water, etc.) was 14,064 tons, and the ship’s estimated light (i.e., empty) displacement was
12,135 tons. (Navy Office of Legidlative Affairs, Oct. 3, 2003.)

¥ Thesystemiscalled the Peripheral VL Sbecausethe VL Stubes, instead of beinginstalled
into the ship’s main deck in a cluster along the ship’s centerline, as with the current VLS
system, would be installed in the ship’s main deck in aline along the outer perimeter (i.e.,
periphery) of the ship.
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FY2011. TheFY2007-FY 2011 FY DP acceleratesthe second DD(X) to FY 2007 and
retains atotal of five shipsthrough FY 2011.

TheNavy substantially increased its estimates of DD(X) unit procurement costs
between 2004 and 2005:

e The Navy in 2004 estimated that the first DD(X) would cost about
$2.8 hillion to procure, including about $1 billion in detailed design
and nonrecurring engineering costs (DD/NRE) for the class; in 2005
it estimated the cost at $3,291 million (an increase of about 18%),
including $558 million in DD/NRE costs.

e The Navy in 2004 estimated that the second DD(X) would cost
$2,053 million to procure; in 2005 it estimated the cost at $3,061
million (an increase of about 49%), including $219 million in
DD/NRE costs.

e The Navy in 2004 estimated that subsequent DD(X)s would cost
between $1.5 billion and $1.8 hillion each to procure; in 2005 it
estimated the cost at about $2.2 billion to $2.6 billion each (an
increase of roughly 45%).

The Cost Analysis Improvement Group (CAIG) within the Office of the
Secretary of Defense (OSD) in 2005 reportedly believed that DD(X) procurement
costs may be 20% to 33% higher than the Navy’s 2005 estimates.

The Navy in the latter months of 2005 took steps to reduce the cost of the first
DD(X) by about $300 million and the cost of follow-on DD(X)s by about $200
million. These stepsincluded reducing the gun magazine capacity of thedesignfrom
920 shells to 600 shells.®

Table 2 shows DD(X) funding through FY 2011 as shown in the FY2006-
FY2011 Future Years Defense Plan (FYDP) submitted to Congress in early 2005.
This table, which reflects a different FY 2007-FY 2011 DD(X) procurement profile
than the newly proposed oneshownin Table 1, will beupdated with figuresfrom the
FY 2007-FY 2011 FY DP when those figures become available.

The Navy in 2004 proposed incrementally funding the first DD(X) through the
Navy’ sresearch and devel opment account rather than fully funding the ship through
the Navy’s ship-procurement account (the Shipbuilding and Conversion, Navy, or
SCN, account), where Navy combat shipstraditionally have been procured. As part
of its action on the FY 2005 defense budget, Congress directed that procurement of
DD(X)s be fully funded in the Navy's ship-procurement account rather than
incrementally funded in the Navy’ s research and development account.

% For an article discussing these changes, see Christopher P. Cavas, “U.S. Ship Plan To Cost
20% More,” Defense News, December 5, 2005: 1, 8.
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Table 2. Funding for DD(X)/CG(X) Program As Shown In FY2006

Budget
(millions of then-year dollars, rounded to nearest million)

FY02-
02|03| 04 |05| 06 | O7 (08 |09 |10 | 11 V11
Resear ch, Development, Test & Evaluation, Navy (RDTEN) account
DD(X) 505|909|1015(1164| 1085| 794 445| 282| 279| 323| 6801
CG(X) of O 0 0 30| 110| 279( 365| 397 403| 1584°
Subtotal RDTEN [505]|909(1015(1164( 1115| 904| 724| 647| 676| 726| 8385"
Shipbuilding and Conversion, Navy (SCN) account
DD(X) 1 of o 0| 220| 666| 2405 0 0 0 0 3291
Construction of O 0| 22| 306| 2405 0 0 0 o[ 2733
DD/NRE? of o 0 198| 360 0 0 0 0 0 558
DD(X) 2 o] O O 84| 50| 163(2764 0 0 0 3061
Construction of o 0 5[ 40| 120|2677 0 0 0| 2842
DD/NRE® o] O of 79| 10| 43| 87 0 0 of 219
DD(X) 3 of o 0 0 0 0 51|2492 0 0 2543
DD(X) 4 o] O 0 0 0 0 0 512579 0 2630
DD(X) 5 of o 0 0 0 0 0 0| 50|2186( 2236
DD(X) 6+ of o 0 0 0 0 0 0 0 0 0
CG(X) 1 of o 0 0 0 0 0 0 0(3210| 3210
Construction 0] O 0 0 0 0 0 0 0|2710| 2710
DD/NRE? of o 0 0 0 0 0 0 0| 510 510
CG(X) 2+ of o 0 0 0 0 0 0 0 0 0
Subtotal SCN o] O 0| 304 716| 2568]2815|2543|2629|5396| 16971
TOTAL 505]909|1015|1468| 1831| 3472{3539|3190(3305|6122| 25356

Source: U.S. Navy dataprovided to CRS on Mar. 24, 2005. Thistablewill be updated with new
figuresfrom the FY2007-FY 2011 FY DP when those figur es become available.

a. Additional funding required after FY2011. Figuresdo notinclude$1,111.4 millioninresearchand
development funding provided for the DD-21/DD(X) program in FY 1995-FY 2001. FY 2006
Navy budget justification books reflect a different division of total RDT&E funds between
DD(X) and CG(X) for FY 2007-FY 2011. GAO hasreported that total DD(X)/CG(X) research
and development costs are roughly $10 billion.

b. Detailed design and nonrecurring engineering costs for the class.

Under an earlier DD(X) acquisition strategy, which was approved by the Under
Secretary of Defense for Acquisition, Technology, and Logistics (USD AT&L) in
February 2004, the first DD(X) would be built by NGSS, the second DD(X) would
be built GD/BIW, and contracts for building the first six DD(X)s would be equally
divided between NGSS and GD/BIW.*

% The Navy originally anticipated holding another competition for the next phase in the
program, which includes compl eting the ship’ s design and building thefirst ship. On Mar.
3, 2004, however, the Navy stated that, to avoid delaying the program, it had decided to

(continued...)
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In February 2005, Navy officialsannounced that they would seek approval from
USD AT&L toinstead hold aone-time, winner-take-all competition between NGSS
and GD/BIW to build all DD(X)s. On April 20, 2005, the USD AT&L issued a
decision memorandum stating that “ at thistime, | consider it prematureto changethe
shipbuilder portion of the acquisition strategy which | approved on February 24,
2004.” The memorandum agreed to a Navy proposal to separate the system-
devel opment and software-devel opment contracts for the DD(X) from the detailed-
design effort for the DD(X). The memorandum said this change “is projected to
result in savings to the Department [of Defense], and helps to ensure that all
shipbuilder acquisition strategy options are preserved.”

Severa Members of Congress expressed opposition to Navy’s proposal for a
winner-take-all competition. The Emergency Supplemental Appropriations Act for
2005 (H.R. 1268/P.L. 109-13 of May 11, 2005) contains a provision (Section 1019)
that prohibits such awinter-take-all competition. The provision effectively required
the participation of at least oneadditional shipyardintheprogram but did not specify
the share of the program that isto go to that additional shipyard.

On May 25, 2005, the Navy announced that, in light of Section 1019 of P.L.
109-13, it wanted to shift to the currently proposed “dual-lead-ship” acquisition
strategy under which two DD(X)s would be procured in FY 2007, with one to be
designed and built by NGSS and the other by GD/BIW. (Asmentioned earlier, each
shipwould besplit-funded (i.e., incrementally funded) in FY 2007 and FY 2008.) The
two yards might then competefor theright to build al subsequent DD(X)s, in which
case this strategy could be viewed as a deferred winner-take-all approach.

Section 125 of the FY 2006 defense authorization act (H.R. 1815/P.L. 109-163)
again prohibited the Navy from using a winner-take-all acquisition strategy for
procuring its next-generation destroyer. The section defines a winner-take-all
acquisition strategy as “the acquisition (including design and construction) of such
vessels through a single shipyard.” The provision effectively requires the
participation of at |east one additional shipyard in the program but does not specify
the share of the program that isto go to that additional shipyard. Intheory, the share
could be no more than the single ship procured in FY 2007.

A Defense Acquisition Board (DAB) meeting scheduled for April 29, 2005, to
grant the DD(X) approval “Milestone B” approval to proceed was postponed,
reportedly because of disagreement between the Navy and CAIG over estimated

% (...continued)

award the contract for the next phase on a sole-source basis to Northrop Grumman’s Ship
Systems(NGSS) division, whichincludesNorthrop/Ingalls. Thefirst DD(X) would bebuilt
by Northrop/Ingalls, whilethe second would bebuilt by GD/BIW. TheNavy also stated that
“The ship construction contractswill be allocated equally between NGSS and GD/BIW for
thefirst six ships... and will be Cost Plusincentive Fee (CPIF) type contracts.... The strategy
for contracting for construction of the seventh ship and beyond will be proposed at
[Milestone B] and will include consideration of limited competition such asexercised under
the DDG-51 Program.”
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DD(X) procurement costs.* The meeting was convened on November 10, 2005, but
the DAB did not reach adecision at the meeting. The DAB instead requested more

information about the program.*

On November 23, 2005, Kenneth Krieg, the USD AT&L, granted Milestone B
approva for the DD(X), permitting the program to enter the System Devel opment
and Demonstration (SDD) phase. Krieg also approved alow rateinitial production
guantity of eight ships. (The Navy now wants to build seven.) Press reports state
that Krieg approved theNavy' sproposed dual -lead-ship acquisition strategy, and the
November 23, 2005, memorandum from Krieg about his decision refersto “the two

lead ships.” Krieg's memorandum states:

On November 10, 2005, | chaired a Defense Acquisition Board (DAB)
review of the Navy’ srequest for Milestone B approval for the DD(X) program.
Based on that meeting and subsequent discussions held on November 22, 2005,
| approve Milestone B for DD(X) and authorize the program’s entry into the
System Development and Demonstration phase of the acquisition process....

| have also separately approved the DD(X) Acquisition Program Baseline
and Acquisition Strategy Report (ASR). Whiletherearedifferencesbetweenthe
OSD Cost Analysis Improvement Group’s cost estimate and the Navy’s cost
estimate, | understand the differences and direct the Navy to fund the program
to its cost estimate. | direct the Navy to submit, for my approval, an
implementation plan for management control sto monitor the major cost estimate
differences by January 31, 2006.

TheNavy will returnfor aDAB Program Review beforethe Navy exercises
the contract options for construction of the two lead ships. The Navy will
provide an updated ASR and an updated cost assessment prior to thisreview.

CG(X) Cruiser

The CG(X) istheNavy’ splanned replacement for the CG-47s. TheNavy wants

the DD(X) hull design to serve as the basis for the CG(X), and wants the CG(X) to
make maximum use of technol ogies aready developed for the DD(X). The CG(X),

however, would likely differ from the DD(X) in at least three basic ways:

e Comparedtothe DD(X), the CG(X) would be equipped with amore
powerful radar suite that could support missile-defense operations.

¢ Instead of thetwo AGSsin the DD(X) design, the CG(X) would be
equipped with additional missile-launching tubes.

“0Tony Capaccio, “ Destroyer May Cost 33% More Than Navy Budgeted, Pentagon Says,”
Bloomberg.net, May 4, 2005; Christopher P. Cavas, “ Rising Costsof DD(X) Threaten U.S.
Fleet Plans,” DefenseNews.com, May 2, 2005; Christopher J. Castelli, “ Pentagon Postpones

DD(X) DAB Meeting To Resolve Cost Estimates,” Inside the Navy, May 2, 2005.

4 Jason Ma and Christopher J. Castelli, “ Defense Acquisition Board Defers Decision On

Navy’'s DD(X) Destroyer,” Inside the Navy, Nov. 14, 2005.
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e In part dueto the more powerful radar system, the CG(X) might be
dightly larger and have a some somewhat higher procurement cost
than the DD(X).

A notional long-range shipbuilding plan that the Navy submitted to Congress
in May 2003 called for the first CG(X) to be procured in FY2018. The FY2006-
FY 2011 FY DP accelerated the planned procurement of the lead CG(X) to FY 2011.
The FY2007-FY 2011 FYDP retains FY 2011 as the year for |ead-ship procurement.

Table 2 shows CG(X) funding through FY 2011 as shown in the FY2006-
FY2011 Future Years Defense Plan (FYDP) submitted to Congress in early 2005.
Thistablewill be updated with figuresfrom the FY 2007-FY 2011 FY DP when those
figures become available.

Littoral Combat Ship (LCS)

The LCSisasmall, fast surface combatant that uses modular “plug-and-fight”
mission payload packages, including unmanned vehicles (UVs). The basic version
of the LCS, without any mission modules, isreferred to as the LCS sea frame.

Congress in FY 2005 approved the Navy’'s plan to fund the construction of the
first two LCSsusing research and devel opment fundsrather than shipbuilding funds,
funded the first LCS's construction cost, required the second LCS to be built to a
second LCS design, prohibited the Navy from requesting funds in FY 2006 to build
athird LCS, and required all LCSs built after the lead ships of each design to be
funded in the Navy’ s shipbuilding account rather than its research and devel opment
account.

Congress in FY 2006 funded the procurement of the second, third, and fourth
LCSs. (The Navy requested one LCS for FY 2006, consistent with Congress's
FY 2005 action noted above. Congressfunded that ship and provided funding for two
additional ships.) Congress for FY2006 also established a $220-million unit
procurement cost limit on the fifth and sixth LCSs (the two ships to be procured in
FY2007), required an annual report on LCS mission packages, and made
procurement of more than four LCSs contingent on the Navy certifying that there
exists astable design for the LCS.

The Navy originally wanted the LCS sea frame to have a procurement cost of
no more than $220 million, but figures from the FY 2007 budget suggest that the
estimated cost for each LCS sea frame has grown to about $260 million — an
increase of about 18%.

The Navy’s proposed FY 2007 budget requests $521 million to procure two
additional ships. Asmentioned above, Section 124 of the conference report on the
FY 2006 defense authorization bill (H.R. 1815/P.L. 109-163), limitsthe cost of these
two shipsto $220 million per ship, or atotal of $440 million. The Navy’'s FY 2007
unfunded requirementslist (URL) —its“wishlist” of itemsdesired but not included
in the FY 2007 budget — includes an additional two LCSs for an additional $520
million.
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TheLCS sprimary intended missionsare countering enemy mines, submarines,
and fast attack craft in littoral (near-shore) waters. Secondary missions include
intelligence, surveillance, and reconnaissance (ISR); maritime intercept; special
operations forces (SOF) support; and logistics support for movement of personnel
and supplies. The LCSisalso mentioned in connection with the Navy’srolein the
Global War on Terrorism (GWOT).*

The LCSwould displace 2,500 to 3,000 tons— about the size of acorvette(i.e.,
alight frigate) or Coast Guard cutter. It would have a maximum speed of about 45
knots, compared to about 30 knots for the Navy' s current surface combatants. The
LCS would have a shalower draft than the Navy’'s current surface combatants,
permitting it to operate in certain coastal waters and visit certain ports that are not
accessible to the Navy' s current surface combatants.

Rather than being a multimission ship like the Navy’'s current surface
combatants, the LCS would be a focused-mission ship that would be equipped to
perform one or two types of missions at any one time. Rather than having a fully
built-in combat system like the Navy's current surface combatants, the LCS would
use modular “plug-and-fight” payload packages (including unmanned vehicles
[UV9]) for various missions that could be loaded on and off the ship relatively
quickly.®

The LCSwould employ automation to achieve areduced crew size of 15 to 50
“core”’ crew members, not including the additional crew membersthat would operate
the embarked mission modules.

The Navy testified in 2003 that the LCS program was its “ number one budget
priority”* and considersthe LCSakey component of effortsto transform the Navy.*
Prior to announcing the DD(X) family in November 2001, however, the Navy had
no plansto acquire asmaller combatant like the LCS and had resisted proposals for
such ships.

TheLCSinsomewaysisreminiscent of aconcept for asmall, fast Navy surface
combatant called the Streetfighter. The Streetfighter study effort beganin 1998 and

“2 For more on the Navy’s role in the GWOT, see CRS Report RS22373, Navy Role in
Global War on Terrorism (GWOT) — Background and Issues for Congress, by Ronald
O’ Rourke.

3 These payload packages could be boxes, canisters, or containers of some kind that could
be quickly bolted onto the deck of the LCS or stored in agarage-like space on the ship. The
equipment for performing the mission in question would be stored inside the container.
Alternatively, the payload packages could simply be pieces of equipment, such as
helicopters or unmanned vehicles, that could be directly loaded aboard ship and tied down
on the deck or stored inside a garage-like space.

“ Statement of Admiral Vern Clark, U.S. Navy Chief of Naval Operations, U.S. Congress,
Senate Armed Services Committee, Seapower Subcommittee, Navy and Marine Corps
Development and Procurement, Apr. 1, 2003, p. 7.

> For more on naval transformation, see CRS Report RS20851, Naval Transformation:
Background and Issues for Congress, by Ronald O’ Rourke.
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was centered at the Naval War College. It was led by Vice Admira Arthur
Cebrowski, who became the President of the collegethat year. Cebrowski inthelate
1990s hel ped to develop and publicize the concept of network-centric warfare, and
emerged as aleading proponent of naval transformation. He retired from the Navy
in 2001. From October 2001 — a month prior the replacement of the DD-21
program with the DD(X) family of ships— through January 31, 2005, he served as
the civilian director of DOD’ s Office of Force Transformation.

The Streetfighter study effort was aimed at generating new naval concepts for
fighting in heavily defended littoral waters. The Streetfighter concept for a small,
fast surface combatant, unveiled publicly in 1999, generated significant debate.
Supporters viewed it asinnovative, transformational, and responsive to the Navy’'s
needs for affordable, littoral-oriented forces. Critics doubted the feasibility of
combining high speed, overseas sustainability, and significant payload in a small
ship, as well as the survivability of asmall ship in combat. Navy officials allowed
the Streetfighter project to proceed, but most Navy leaders at the time appeared to
politely resist the idea of a smaller combatant. Although Navy officias have
emphasized that the LCS is not the Streetfighter proposal of 1999-2001, the LCS
— intermsof itslittoral orientation, smaller size, high speed, and planned reliance
on UVs— does appear broadly rooted in some of the thinking that came out of the
Streetfighter project.

Given the LCS's anticipated size, cost, and baseline capabilities, Navy and
Coast Guard officials at first noted that the LCS hull design, or a derivative of it,
could be suitable for procurement by the Coast Guard as the Offshore Patrol Cutter
(i.e., the medium-endurance cutter) that forms part of the Coast Guard’ s Deepwater
recapitalization program.*” Subsequently, however, Navy and Coast Guard officials
deemphasized this possibility,” and the Offshore Patrol Cutter isnow to be built to
itsown hull design. Navy officials have also noted that the LCS might be suitable
for export to foreign countries, many of whose navies and coast guards are built
around ships the size of the LCS.

On May 27, 2004, the Navy awarded contracts to teams led Lockheed Martin
and General Dynamics(GD) for final system design of two versionsof the LCS, with
options for detailed design and construction of up to two LCSs each.* Under the
Navy’s plan, the Lockheed team would build the first LCS, which was procured in

“6 Seg, for example, Randy Woods, “Mullen, Balisle Distance Littoral Combat Ship From
‘Street Fighter,”” Inside the Navy, Dec. 24, 2001.

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

“8 Malina Brown, “Navy, Coast Guard Back Away From Idea of Sharing Littoral Hull,”
Inside the Navy, Aug. 18, 2003.

“ Three industry teams competed for the LCS program. On May 27, 2004, the Navy
announced that it had awarded contracts to teams led by Lockheed Martin and General
Dynamics (GD) for final system design of the LCS, with options for detailed design and
construction of up to two LCSs each. The third competing team, led by Raytheon, was not
awarded a contract. The Lockheed team was awarded a seven-month, $46.5-million
contract, while the GD team was awarded a 16-month, $78.8-million contract.



CRS-24

FY 2005, while the GD team would build the second, which was one of the three
ships procured in FY2006. Lockheed is building its LCSs at Marinette Marine of
Marinette, WI, and Bollinger Shipyardsof L ouisianaand Texas,® withthefirst being
built by Marinette. GD isbuildingits LCSsat Austal USA of Mobile, AL.** These
yardsare not among the six yardsthat have built the Navy’ smajor warshipsin recent
years.

The Navy procured the first and second L CSs through the Navy’ s research and
development account rather than the Navy’'s ship-procurement account. The Navy
is procuring LCS mission modules through the Other Procurement, Navy (OPN)
account rather than the Navy’ s ship-procurement account.

Table3 shows LCSfunding through FY 2011 as shown in the FY2006-FY2011
Future YearsDefense Plan (FYDP) submitted to Congressin early 2005. Thistable,
which reflectsadifferent FY 2007-FY 2011 LCS procurement profile than the newly
proposed one shown in Table 1, will be updated with figures from the FY 2007-
FY 2011 FY DP when those figures become available.

Cost figures for LCS mission modules from Table 3 for FY 2009-FY 2011,
combined with the estimated $260 million cost for each LCS seaframe, suggest that
when the cost of mission modules is added in, the LCS program might have an
average ship procurement cost of about $428 million, and that aprogram of 55 LCSs
might therefore have a total acquisition (i.e., research and development plus
procurement) cost of about $24.3 billion.

% Bollinger operates about 15 shipyards and ship-related facilitiesin Louisianaand Texas,
of whichthree, located in Lockport, LA, Gretna, LA, and Amelia, LA, arefor building new
ships.

L Austal USA wascreated in 1999 asajoint venture between Austal Limited of Henderson,
Western Australia and Bender Shipbuilding & Repair Company of Mobile, AL. The
Lockheed LCS team aso includes GD/BIW as prime contractor, to provide program
management and planning, to provide technical management, and to serve as“L CS system
production lead.”
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Table 3. Funding for LCS Program As Shown in FY2006 Budget
(millions of then-year dollars; totals may not add due to rounding)

Total
03|04 | 05 | 06 | O7 08 09 10 11 | thru
FY11
Resear ch, Development, Test & Evaluation, Navy (RDT& EN) account
Shipl 0 0| 212.5 0 0 0 0 0 0 2125
construction
Ship 2
onstruction 0 0 0| 240.5 0 0 0 0 0| 2405

Procurement of
ship long-lead 0 0] 16.0 0 0 0 0 0 0] 16.0
items

Ships land 2

outfitting/post 0 0 0 87 36.7] 36.7 7.1 0 0 89.2
delivery

LCS ship

Hoviopmen  |253(1583( 2242/ 117.3( 1308 577 371 379 164| 8150
LCSmission | o o ol o090/1316] 653 571 806 343 5788
package project ' ’ ' ' ' ' '
Subtotal

St | [35:3(158.3] 4526/ 5765 299.2| 1508 1013 1184] 50.6( 19520
Shipbuilding and Conversion, Navy (SCN) account

Ships 3-22, d oJ J o524 77erf127.2 11123 11103 46719
(aty) 2 ©) (5) (5) G (20

Subtotal SCN 0 0 0 0| 542.4] 779.7| 1127.2| 1112.3( 1110.3| 4671.9
Other Procurement, Navy (OPN) account (for LCS mission modules)
Subtotal OPN 0 0 0| 36.8] 108.4] 221.5| 748.8] 738.7| 813.7| 2667.9
\Weapons Procurement, Navy (WPN) account
Subtotal WPN| O 0 0 0 0 0 483 484 593 156.0

TOTAL 35.3|158.3| 452.6( 613.3| 950.0( 1161.0| 2025.6( 2017.8] 2033.9| 9447.8

Source: Navy FY 2006 budget justification books. This table, which reflects a different LCS
procurement profilethan the onein the FY2007-FY 2011 FYDP, will be updated with figures
from the FY2007-FY 2011 FY DP when those figur es become available.

Table4 showsprojected procurement of DD(X)s, CG(X)s, LCSs, and DDG(X)s
asshown in adraft Navy 30-year shipbuilding plan dated December 30, 2005.%? The
DDG(X), not to be confused with the DD(X), is the Navy’s long-term notional
projected replacement for today’'s DDG-51 Aegis destroyers. Note that Table 4
includes atotal of 18 rather than 19 CG(X)s.

%2 U.S. Department of the Navy, Draft Report to Congress on Annual Long-Range Plan for
Construction of Naval Vessels for FY 2007. Table 3 on page 7.
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Table 4. Projected Procurement Of Surface Combatants,

FY2007-FY2036
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Sour ce: U.S. Department of the Navy, Draft Report to Congress on Annual Long-Range
Plan for Construction of Naval Vessels for FY 2007. Table 3 on page 7.
aEach of thetwo DD(X)sto beprocuredin FY 2007 isto be split-funded (i.e., incrementally

funded) across FY 2007 and FY 2008.

b The total of 18 rather than 19 CG(X)sin the table is as shown in the draft Navy report.

¢ Plusone LCS procured in FY 2005 and another three procured in FY 2006.
d Projected long-term notional replacement for today’s DDG-51s.




CRS-27

DD(X)/CG(X) Oversight Issues for Congress

Potential DD(X)/CG(X) oversight issues for Congress include the following:

the accuracy of DD(X) cost estimates;

program affordability and cost effectiveness;

potential program implications for the industrial base;
potential program implications for force structure; and
program mission requirements.

Each of these is discussed below.

Accuracy of Navy DD(X) Cost Estimates

Procurement Cost Estimates. AtaNovember 2, 2005 hearing before the
House Armed Services Committee, John Y oung, the Assistant Secretary of the Navy
for research, development, and acquisition — the Navy’ s acquisition executive —
defended the accuracy of the Navy's 2005 DD(X) procurement cost estimates, but
acknowledged that the Navy’'s much-lower estimates in 2004 (see discussion in
Background section) were “totally ridiculous.”>* Skeptics could argue that although
the Navy’ s 2005 estimates are substantially higher than the 2004 estimates, the Navy
is still significantly underestimating DD(X) procurement costs:

e The Navy has stated that a single DDG-51 procured in FY 2006
would cost about $1.8 billion. If so, and if DDG-51 and DD(X)
procurement costs are roughly proportional to their light-ship
displacements,> then a follow-on DD(X) might cost about $3.2
billion to procure.

e As mentioned earlier, the Cost Analysis Improvement Group
(CAIG) within the Office of the Secretary of Defense (OSD)
reportedly believes that DD(X) procurement costs may be 20% to
33% higher than the Navy's estimates.™ A Congressional Budget
Office (CBO) officia stated that the CAIG’ sestimatefor the cost of
thelead DD(X) might be $4.1 billion, whileits estimate for the fifth
DD(X) might be $3.0 billion.*®

%3 Zachary M. Peterson, “Y oung: Cost Estimate For Next-Generation DD(X) Destroyer Is
Redligtic,” Inside the Navy, Nov. 7, 2005.

> Light-ship displacement is the empty weight of the ship, without any fuel, other fluids, or
ammunition. The light-ship displacement of the most recent (Flight [1A) version of the
DDG-51is 6,950 tons, while that of the DD(X) is 12,435 tons, or about 79% more.

% Tony Capaccio, “ Destroyer May Cost 33% More Than Navy Budgeted, Pentagon Says,”
Bloomberg.net, May 4, 2005; Christopher P. Cavas, “ Rising Costs of DD(X) Threaten U.S.
Fleet Plans,” DefenseNews.com, May 2, 2005; Christopher J. Castelli, “ Pentagon Postpones
DD(X) DAB Meeting To Resolve Cost Estimates,” Inside the Navy, May 2, 2005.

% Spoken testimony (transcript of hearing) of J. Michael Gilmore, Assistant Director for
(continued...)
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e The Congressional Budget Office (CBO), based on its analysis of
DDG-51 procurement costs and other data, estimates that the lead
DD(X) may cost as much as $4.7 billion, and that the fifth DD(X)
may cost $3.4 hillion.*’

Table 5 summarizes the above estimates of DD(X) lead ship and follow-ship

unit procurement costs.

Table 5. Estimated DD(X) Unit Procurement Costs
(billions of dollars)

If proportion- Reported
Navy 2005 ateto follow- CAIG CBO
estimate on DDG-51 estimate estimate
Lead DD(X) $3.3 n/a $.1 $4.7
Follow-on DD(X)s $2.1 $3.2 $3.0 $3.4

Source: U.S. Navy data and July 20, 2005 CBO testimony before Projection Forces Subcommittee
of House Armed Services Committee. Thefigure proportionate to the DDG-51 isbased on the light-
ship displacements of the DDG-51 and DD(X) and the Navy’ sestimate that asingle DDG-51 procured
in FY 2006 would cost $1.8 billion. The CAIG figures shown are from the CBO testimony, which
CBO stated are according to an unconfirmed report about the CAIG estimates.

CBO presented its cost estimates at a July 20, 2005, hearing on the DD(X)
program before the Projection Forces Subcommittee of the House Armed Services
Committee. At thishearing, the CBO witnesses— J. Michael Gilmoreand Eric Labs
— stated:

Gilmore: | can aso point out that as aformer member of the CAIG — |
used to work in the Office of the Secretary of Defense before | worked for the
Congressional Budget Office— | haveyet to underestimateany ship or any other
major program of which I’ ve been responsible for doing a cost estimate.

Theindependent cost estimatorsin the Cost Analysis Improvement Group
and elsewhere generally are coming in higher than the service estimate. It’snot
surprisingly because they’ re not constrained the way the service cost estimators
are, who are all quite competent, but they also always comein lower, generally
speaking, than the ultimate costs that are realized.

That’ sthe history of independent cost estimating: higher than the services
but usually somewhat ... lower than the ultimate costs of the system.

% (...continued)

National Security, Congressional Budget Office, at a July 20, 2005, hearing on the DD(X)
program before the Projection Forces Subcommittee of the Hose Armed Services
Committee. Gilmore said these figures are from an unconfirmed report about the CAIG
estimates.

> |bid.
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Labs: | was essentially going to add and make the same point.... We've
produced anumber of cost estimates for individual ships and ships programs as
awholeover thelast few years, and if welook at sort of how our track record has
done over the last — looking at it today, we have been low in every caseif you
look at what current estimates are right now.

We have always been higher than the services when those reports were
published, but reality catches up with the services first, and then it catches up
with our estimates, and we end up being allittle bit low, too.*®

At this same hearing, the GAO witness testified:

The consequences of not meeting the challenges facing the DD(X) program are
significant. If the program fails to demonstrate capabilities, devel op software,
or integrate subsystems as planned, these activities will be pushed into the later
stages of design and construction. In these stages, the cost of work and delays
is much higher and the schedule much less forgiving than in earlier stages.™

A February 2005 GAO report on cost growth in recent Navy shipbuilding
programs examined costs for eight recently procured Navy ships — two DDG-51s,
two LPD-17 class amphibious ships, two Nimitz-class aircraft carriers, and two
Virginia-class submarines. The group included both |ead ships and follow-on ships.
The report found that the total cost for these ships had increased from initial
estimates by about 11% as of early 2005, and that costs could eventually grow
further, to about 15% to 17% above initial estimates.®® The report stated:

Navy practices for estimating costs, contracting, and budgeting for ships
haveresultedin unrealistic funding of programs, increasing thelikelihood of cost
growth. Despiteinherent uncertaintiesin the ship acquisition process, the Navy
does not account for the probability of cost growth when estimating costs.
Moreover, the Navy did not conduct an independent cost estimatefor carriersor
when substantial changes occurred in a ship class, which could have provided
decision makers with additional knowledge about a program’s potential costs.
In addition, contract prices were negotiated and budgets established without
sufficient design knowledge and construction knowledge. When unexpected
events did occur, the incomplete and untimely reporting on program progress
delayed the identification of problems and the Navy’s ability to correct them.®

Operating and Support (O&S) Cost Estimate. CBO has questioned the
accuracy of the Navy's estimate regarding the annual operating and support (O&S)
cost of aDD(X) comparedto aDDG-51. The Navy estimatesthat over a35-year life

%8 Transcript of hearing.

* Government Accountability Office, Defense Acquisitiong]:] Progress and Challenges
Facing the DD(X) Surface Combatant Program, GAO-05-924T. The panel of witnesses
that included GAO had its testimony deferred from July 19 to July 20.

€ Government Accountability Office, Defense Acquisitions]:] Improved Management
Practi ces Could Help Minimize Cost Growthin Navy Shipbuilding Programs, GAO-05-183,
Tables 3 and 4 on pp. 8 and 9, respectively.

5 |bid, p. i.
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cycle, aDD(X) would cost an average of about $12 million or $13 million less per
year to operate and support than a DDG-51. CBO estimates that the reduction in
O& Scostsfor aDD(X) relative to a DDG-51 might range from zero to $10 million
per yearlsz

Potential Oversight Questions. Potential oversight questionsfor Congress
include the following:

e AreDD(X) lead-ship and foll ow-ship procurement costslikely to be
closer to the Navy estimates or the CAIG and CBO estimates?
Given the cost growth in Navy shipbuilding programs in recent
years, how much confidence should be placed in the Navy's
estimates?

e Isthedifferencein annual DD(X) and DDG-51 O& S cost likely to
be closer to the Navy’s estimate or CBO' s estimate?

Program Affordability and Cost Effectiveness

Procurement Cost and Procurement Rate. DOD’s decision in the
FY2006-FY 2011 FYDP to reduce planned DD(X) procurement to one per year
during the period FY 2007-FY 2011 appears to have been driven in large part by the
increase in the Navy's estimates for DD(X) procurement costs. If DD(X)
procurement costs turn out to be closer to the CAIG or CBO estimates shown in
Table5 above, then this could makeit difficult for the Navy to procure DD(X)sand
CG(X)s at planned rates while still adequately funding other Navy needs, including
other Navy shipbuilding programs (such as submarines), Navy aircraft and weapon
procurement programs, Navy readiness programs, and Navy personnel pay and
benefits.

DOD/Navy Views On Maximum Affordable DD(X) Cost. Attheend of
a July 19, 2005, hearing on the DD(X) program before the Projection Forces
Subcommittee of the House Armed Services Committee, DOD and Navy witnesses
were asked to provide the subcommittee with their own individual views on the
procurement cost figures at which the lead DD(X) and afollow-on DD(X) (defined
as the fifth ship) would become unaffordable. At the beginning of part two of the
hearing, which was held on July 20, the chairman of the subcommittee,
Representative Roscoe Bartlett, stated that the figures provided by the witnesses
ranged from $4 billion to $4.5 billion for thelead ship and $2.5 billion to $2.9 billion
for the fifth ship. Asshown in Table 6, the CAIG and CBO estimates discussed
earlier are at or above these figures.

62 Statement of J. Michael Gilmore, Assistant Director for National Security, Congressional
Budget Office, [on] The Navy's DD(X) Destroyer Program, in U.S. Congress, House
Committee on Armed Services, Subcommittee on Projection Forces, July 19, 2005, p. 5.
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Table 6. DOD/Navy Views On Maximum Affordable DD(X) Cost
(billions of dollars)

If pro-
DOD/Navy portionate | Reported

Navy 2005 views on to follow-on CAIG CBO

estimate affor dability DDG-51 estimate estimate
Lead DD(X) $3.3 $4.0-$4.5 n/a $4.1 $4.7
Follow-on
DD(X)s $2.1 $2.5-$2.9 $3.2 $3.0 $3.4
Source: U.S. Navy data and transcript of July 20, 2005, hearing before Projection Forces

Subcommittee of House Armed Services Committee. See also the source note for the previoustable.

Operating And Support (O&S) Cost And Affordability. The Navy
argues that the DD(X) is more affordable than it appears from looking only at
procurement costs, because the ship will have lower O& S costs than existing Navy
cruisersand destroyers. Asmentioned above, the Navy estimatesthat over a35-year
life cycle, aDD(X) would cost an average of about $12 million or $13 million less
per year to operate and support than aDDG-51. Over a 35-year life, this equates to
a savings of $420 million to $455 million in O& S costs relative to aDDG-51. On
this basis, the Navy argues that a force of 10 DDG-51s would have a total 35-year
O&S cost $4.2 billion to $4.5 billion less than that of force of 10 DDG-51s.

Skeptics could respond by arguing the following:

e Reducing a ship’s future O&S costs, though desirable, does not
make that ship any more affordable to procure in the budget that
funds its procurement.

e TheNavy' sestimated 35-year O& S savings of $420 million to $450
million only partially offsets difference between the DD(X)’ shigher
procurement cost and the procurement cost of a DDG-51 when
DDG-51s are procured at arate of two per year.

e Executive branch guidelines set forth in Office of Management and
Budget (OMB) Circular A-94% and standard business practice call
for future funding flows to be cal culated on a present-value basis so
as to capture the investment value of money over time. When
calculated on this basis, the single-ship 35-year savings figure is
reduced by about 46%, to $226 million to $242 million, and the 10-ship
35-year savings figure of $4.5 billion (assuming procurement of one
ship per year) is reduced by about 53%, to about $2.1 billion.**

& U.S. Office of Management and Budget, Circular A-94, Guidelines And Discount Rates
For Benefit-Cost Analysis of Federal Programs, available at [http://www.whitehouse.
gov/omb/circulars/a094/a094.pdf].

% CRScalculations using the 3.1% real discount rate set forthin Appendix C (Revised Jan.
(continued...)
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e The above caculations accept the Navy's estimate that a DD(X)
would, on a 35-year basis, have an annual O& S cost $12 million to
$13 million lessthan that of aDDG-51. Asmentioned above, CBO
has questioned the accuracy of the Navy's estimate of relative
DD(X) and DDG-51 O&S costs, and has estimated that the
difference might range from zero to $10 million per year.

Table 7 below compares follow-ship DDG-51 and DD(X) total procurement
and life-cycle O& S costs using figures from the discussion above. The table uses
constant FY 2007 dollars, which resultsin some adjustmentsto the abovefigures. As
can be seen inthetable, on apresent-val ue basis, the combined procurement and 35-
year life-cycle O& S cost of the follow-on DD(X) is 16% greater than that of the
DDG-51 usingtheNavy’ sestimates, or 91% to 101% greater using CBO’ sestimates.

Table 7. Follow-ship DDG-51 and DD(X) Costs
(millions of constant FY 2007 dollars)

Constant FY 2007 dollars Present-value calculation

35-year 35-year

Procure- | lifecycle Procure- | lifecycle

ment cost [ O& Scost | Total | ment cost | O& Scost | Total
NAVY Estimate
Follow-on DDG-51 1,393 2,115| 3,508 1,393 1,133| 2,526
Follow-on DD(X) 2,058 1,627| 3,685 2,058 871 2,929
DD(X) lessDDG 665 (488) 177 665 (262)| 403
DD(X) as % DDG-51 148% 77%| 105% 148% 77%| 116%
CBO Estimate (with $10-million annual DD(X) O& S cost savingsvs. DDG-51)
Follow-on DDG-51 1,393 1,120| 2,513 1,393 600| 1,993
Follow-on DD(X) 3,400 770 4,170 3,400 412| 3,812
DD(X) lessDDG 2,007 (350)| 1,657 2,007 (188)| 1,819
DD(X) as % DDG-51 244% 69% | 166% 244% 69%| 191%
CBO Estimate (with zero annual DD(X) O& S cost savings vs. DDG-51)
Follow-on DDG-51 1,393 1,120| 2,513 1,393 600| 1,993
Follow-on DD(X) 3,400 1,120( 4,520 3,400 600( 4,000
DD(X) lessDDG 2,007 0| 2,007 2,007 0| 2,007
DD(X) as % DDG-51 244% 100%| 180% 244% 100%| 201%

Source: CRS calculations based on Navy and CBO DD(X) and DDG-51 cost data and a 3.1% rea
discount rate, asspecifiedin Appendix C to OMB Circular A-94 for discounting constant-dollar flows
of 30 years or more. DDG-51 procurement cost is an average unit cost based on a two-per-year
procurement. (For athree-per-year procurement rate, the average unit procurement cost would be
$1,251 million.)

Role of Affordability In Earlier Aegis Ship Programs. In considering
the prospective affordability of the DD(X)/CG(X) program, a comparison with the

8 (...continued)
2005) for discounting constant-dollar flows of 30 years or more.
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Navy’ stwo previous destroyer and cruiser acquisition programs— the Aegiscruiser
and DDG-51 programs — may be of value.

Ticonderoga (CG-47) Class Aegis Cruiser Program. Inthemid-1970s,
when the Navy was selecting the design for its planned Aegis cruiser, the Navy
examined three principal aternatives:

e a17,200-ton nuclear-powered strike cruiser (CSGN);

e al2,100-ton nuclear-powered cruiser, called CGN-42, derived from
theNavy’ sVirginia(CGN-38) classnuclear-powered cruiser design;
and

e aroughly 9,000-ton ship based on the Spruance (DD-963) class
destroyer hull design.

The CSGN and CGN-42 were very capable designs. Compared to either, the
9,000-ton design was | ess capabl e because it was conventionally powered and would
have a smaller total payload. But the 9,000-ton option was substantialy less
expensive to procure than the other two designs: the estimated procurement cost of
the CSGN was roughly twice that of the 9,000-ton option, while the estimated unit
procurement cost of the CGN-42 was roughly 30% to 50% greater. In large part
because of itslower unit procurement cost, the 9,000-ton design was selected.® This
design became the Ticonderoga (CG-47) class Aegiscruiser. The Navy wasableto
afford to procure 3 of these ships per year, for atotal of 27. The CG-47 design
received somecriticisms, particularly intheearlier yearsof the program, but the ships
are considered quite capable and the program today is generally viewed as a
successful acquisition effort.

Arleigh Burke (DDG-51) Class Aegis Destroyer Program. Inlate 1982
and early 1983, following the selection of a design for the Aegis cruiser, the Navy
bounded the problem of what the follow-on Aegis destroyer should look like by:

e projecting the future size of the shipbuilding budget,

e applying to that projection the surface combatant community’s
historical share of shipbuilding funds (about one-third, exclusive of
funding for aircraft carriers), and then

¢ dividingtheresulting projected annual amount of surface combatant
procurement funding by the number of Aegis destroyers the Navy
wanted to be able to procure each year (five).

The result was an implied unit procurement cost of $650 million in FY 1983
dollars. The Secretary of the Navy (John Lehman) adjusted this figure to $700

® For adiscussion, see Ronald O’ Rourke, “US Cruisery[:] Aegis Enters the Fleet,” Navy
International, June 1985: 338-345, particularly 341; Norman Friedman, U.S. Cruisers, An
Illustrated Design History, Annapolis, U.S. Naval Institute, 1984, pp. 419-422, 488, and
Norman Friedman, U.S. Destroyers, An lllustrated Design History, Annapolis, U.S. Naval
Institute, 1982, pp. 343-347, 426-427.
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million in FY 1983 dollars, and this became the target unit procurement cost for the
follow-on shipsin the DDG-51 program.®

Remaining within that target required some design tradeoffs, but thetarget was
met, and the Navy in thefinal years of the Cold War was ableto procure 5 DDG-51s
per year, asplanned. When the Cold War ended and the defense budget was reduced,
the Navy wasstill ableto procure 3 DDG-51s per year, for atotal of 62 shipsthrough
FY2005. The DDG-51 design, likethe CG-47 design, hasreceived some criticisms,
but DDG-51s, like Aegis cruisers, are considered quite capable and the program is
generally viewed as a highly successful acquisition effort.

DD(X) Program. The development of the DD(X) design appears to have
unfolded differently from that of the Aegiscruiser and DDG-51. When development
of the DD-21 (the precursor to the DD[X]) began in 1994, the initial unit
procurement cost target was $750 million in FY 1996 dollars, atarget cost that was
somewhat lower than the DDG-51"s unit procurement cost at the time, and which
equates to about $1,057 million in FY 2007 dollars. By 2001, however, the DD-21
design had grown to between 16,000 tonsand 18,000 tons, and its estimated cost had
grown considerably.

TheDD-21 program wasrestructured in November 2001 into the current DD (X)
program, and the Navy subsequently took stepsto reduce the size of the ship to about
14,000 tons. But the DD(X), going back to its DD-21 origins, in the main hasgrown
from aless expensive initial concept to a considerably larger and more expensive
one. The current DD(X) design isintermediate in displacement between the CSGN
and CGN-42 designs that were rejected in the late 1970s due to their estimated unit
procurement costs, and the DD(X)'’ s estimated unit procurement cost is now more
than twice the initial DD-21 target procurement cost of $1,057 million in FY 2007
dollars. Inaddition, the Navy in November 2001 initiated the Littoral Combat Ship
(LCS) program. Procuring 5 LCSsper year startingin FY 2009, asthe Navy currently
plans, would absorb more than $1 billion per year in shipbuilding funds — an
expenditure that was not contemplated when the DD-21 program was initiated.

Cost Effectiveness. The Navy argues that the DD(X) would be cost
effective because the increased costs of the DD(X) would be more than offset by the
DD(X)'s improved capabilities. Compared to the DDG-51, these capability
improvements include, among other things:

e a three-fold improvement in capability against anti-ship cruise
missiles, including significantly better radar performance in
situations involving near-land radar clutter;

€ See Jan Paul Hope and Vernon E. Stortz, “Warships and Cost Constraints,” Naval
Engineers Journal, Mar. 1986, pp. 41-52, particularly 43, and CRS Report 84-205 F, The
Navy's Proposed Arleigh Burke (DDG-51) Class Guided Missile Destroyer Program: A
Comparison With An Equal-Cost Force of Ticonderoga (CG-47) Class Guided Missile
Cruisers, by Ronald O'Rourke, p. 30, including footnote 23. (Nov. 1984; out of print,
available from author at 77610.)
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e al0-fold improvement in overall battle force defense capability, in
part because of a 5-fold improvement in networking bandwidth

capacity;

e 15% more capability to defend against group attacks by enemy
surface craft (i.e., “swarm boats’);

e ab0-foldimprovement (i.e., reduction) inradar cross-section, which
dramatically enhances survivability and reduces by half the total
number of missilesthat need to befired in an intercept engagement;

e al0-fold increase in operating area against mines in shallow-water
regions;

e 3timesas much naval surface fire support capability, including an
ability to answer 90% of Marine Corps cals for fire within 5
minutes, permitting the ship to meet stated Marine Corpsfirepower
requirements — a capability otherwise unavailable in the surface
fleet — giving the ship acapability roughly equivalent to one-half
of an artillery battalion, and permitting a 65% reduction in Marine
Corps artillery;

e a ship design that allows underway replenishment of gun shells,
creating the equivalent of an almost-infinite ammunition magazine
and permitting nearly continuous fire support;

e about 10 times as much electrical capacity available for ship
equipment, giving the ship an ability to support future
electromagnetic rail guns and high-energy laser weapons; and

o features such as an automated fire-suppression system, peripheral
vertical launch system, and integrated fight-through-damage power
system that significantly increase ship survivability.®’

Skeptics can acknowl edge these capability improvements but question whether
they are worth the ship’ s procurement cost or combined procurement and life-cycle
0O& S codt, particularly if these costs are closer to the CAIG or CBO estimates than
tothe Navy’ sestimates. They could arguethat if the Navy procuresits planned total
of 26 DD(X)sand CG(X)s, each ship would effectively amortize about $385 million
of theDD(X)/CG(X) program’ stotal estimated research and devel opment cost of $10
billion, making each ship’ saverageacquisition (i.e., devel opment plus procurement)
cost $385 million higher than thefiguresshownin Table6. If fewer than 26 DD(X)s

" points taken from Statement of Admiral Vern Clark, U.S. Navy, Chief of Naval
Operations, Before TheHouse Armed Services Committee Proj ection Forces Subcommittee,
July 19", 2005, and Statement of The Honorable John J. Y oung, Jr., Assistant Secretary of
the Navy (Research, Development and Acquisition), and RADM Charles S. Hamilton, I,
Program Executive Officer For Ships, Before the Projection Forces Subcommittee of the
House Armed Services Committee on DD(X) Shipbuilding Program, July 19, 2005.
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and CG(X)s are procured, perhaps because their procurement costs turn out to be
closer to the CAIG or CBO estimates than to the Navy' s estimates, each ship would
bear a larger portion of the $10 billion research and development cost, increasing
average ship acquisition cost by something more than $385 million. Skeptics could
also arguethat DD(X) funding, if applied to other DOD programs, might yield larger
or more critical improvementsin military capability.

Potential Oversight Questions. Potential oversight questionsfor Congress
include the following:

e At what procurement cost, or acquisition (i.e., development-plus-
procurement) cost, or combined procurement and life-cycle
operating cost would the DD (X) program becomeunaffordableor no
longer cost effective? Isthe cost of the DD(X) likely to be below,
about equal to, or above this cost?

e What other Navy or DOD capabilities would not be funded as a
consequence of funding the DD(X) program? If DD(X) costs turn
out to be closer to the CAIG and CBO estimates than to the Navy’s
estimates, what additional reductions in other Navy or DOD
programs would be needed, and what would be the effect of these
reductions on U.S. military capabilities?

Potential Program Implications for Industrial Base

The reduction in planned DD(X) procurement in the FY 2006-FY 2011 FYDP
to one per year in FY 2007-FY 2011 is an indication that, unless budget conditions
change, DD(X)/CG(X) procurement might never riseabove one per year. Sucharate
could have implications for the surface combatant construction industrial base.

Sufficiency of Workload For Two Yards. If DD(X)/CG(X) procurement
islimited to one ship per year and the program is divided between the two yardsthat
currently build the Navy’s larger surface combatants — the Ingalls shipyard of
Pascagoula, M S, whichformspart of Northrop Grumman Ship Systems(NGSS), and
Genera Dynamics Bath Iron Works of Bath, ME (GD/BIW) — then the DD(X)
programwould result inrelatively low level sof surface combatant constructionwork
at the two yards.

The light-ship displacement of the DD(X) (about 12,435 tons) is about 79%
greater than that of the DDG-51 (about 6,950 tons). If shipyard construction work
for these two ship classes is roughly proportional to their light-ship displacements,
then procuring one DD(X) per year would provide an amount of shipyard work
equivalent to procuring about 1.8 DDG-51s per year. Splitting aone-per-year DD(X)
procurement rate evenly between thetwo yards might thusprovide each yard with the
work equivalent of about 0.9 DDG-51s per year

Supporters of Ingalls and GD/BIW argued in the 1990s that a total of three
DDG-51s per year (i.e, an average of 1.5 ships per year for each yard), in
conjunction with other work being performed at the two yards (particularly Ingalls),
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was the minimum rate needed to maintain the financial health of the two yards.*®
Navy officials in recent years have questioned whether this figure is still valid.
Building the equivalent of about 1.8 DDG-51s per year equates to about 60% of this
rate. If the minimum rate of 3 DDG-51 equivalents per year is valid today, then a
one-per-year procurement rate for the DD(X)/CG(X) program could raise questions
about the potential future financial health of the two yards.

Asameans of reducing DD(X) procurement costs, the Navy in February 2005
proposed holding a winner-take-all competition to select a single yard that would
build all DD(X)s. The Navy stated that procuring agroup of 10 DD(X)sin asingle
yard would cost $3 hillion less, or an average of $300 million per ship less, than
dividing those 10 ships between two yards. Congress legidatively rejected the
Navy's proposed acquisition strategy. The Navy responded in May 2005 by
proposing an alternate strategy that would assign one DD(X) to each yard and then
hold acompetition for the right to build all subsequent DD(X)s— an approach that
might be thought of as a deferred winner-take-all strategy.

If this strategy were adopted, the yard that loses the competition to build the
subsequent DD(X)s could face adifficult business situation, particularly if that yard
isGD/BIW. GD/BIW isinvolved asashipbuilder in no shipbuilding programs other
than the DDG-51 and DD(X).*® Consequently, if GD/BIW does not build DD(X)s
and does not receive other new ship-construction work, then GD/BIW could
experienceasignificant reductioninworkloads, revenues, and employment level sby
the end of the decade. Theoretical scenarios for the yard under such circumstances
could include closure and liquidation of the yard, the “mothballing” of the yard or
some portion of it, or reorienting the yard into one that focuses on other kinds of
work, such as building commercia ships, overhauling and modernizing Navy or
commercia ships, or fabricating components of Navy or commercial shipsthat are
being built by other yards. Reorienting the yard into one that focuses on other kinds
of work, if feasible, could arguably result in workloads, revenues, and employment
levels that were significantly reduced from current levels.

If Ingallswere to lose such a competition and other work being done at Ingalls
(particularly construction of amphibious ships) does not increase, then Ingalls could
similarly experience a reduction in workloads, revenues, and employment levels.
The continuati on of amphibious-ship construction at Ingallscould makethescenarios
of closureand liquidation or mothballing lesslikely for Ingallsthan for GD/BIW, but
workloads, revenues, and employment levels could still be reduced from current
levels, and the cost of amphibious-ship construction and other work done at Ingalls
could increase due to reduced spreading of shipyard fixed overhead costs.

Maintaining One Yard Or Two: Factors To Consider. Inlight of the
Navy’s apparent interest in producing most DD(X)s in a single yard, and the

% See, for example, CRSReport 94-343, Navy DDG-51 Destroyer Procurement Rate: | ssues
and Options for Congress, by Ronald O'Rourke, April 1994, pp. 59-62 (out of print,
available from author).

% GD/BIW is also the prime contractor for the GD version of the Littoral Combat Ship
(LCYS), but the GD version isto be built by the Austal USA shipyard, of Mobile, AL.
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implications this might have for maintaining two active surface combatant
construction shipyards, the DD(X) program raises a potential question about the
merits of maintaining two active surface combatant construction yards vs.
maintaining one. Asdiscussed in detail in another CRS report,” factors to consider
in assessing this issue include the following:

e yard production capacities,
e potential future ship procurement ratesfor the Navy’ s planned fleet

of 313 ships;

the chance that ship procurement might need to be surged to higher
rates to respond to a change in Navy requirements,

thefeasibility of, and potential time and cost that would be required
to, reopen a closed surface combatant construction yard, create a
new surface combatant construction yard, or start building surface
combatants at an active yard that builds other kinds of ships;
shipyard fixed overhead costs;

costs associated with split learning curves,

the cost of government supervision of shipyards,

competition in ship design,

competition in, or benchmarking of, ship construction,

regional labor markets,

potential work for the yards other than Navy shipbuilding,

the geographic base of support for Navy shipbuilding, and

the distribution of the economic benefits of Navy shipbuilding.

Potential Oversight Questions. Potential oversight questionsfor Congress
include the following:

If DD(X)/CG(X) procurement doesnot riseaboveoneper year, what
are the chances that the number of active surface combatant
construction yards would be reduced from two to one? |s support
for the DD(X)/CG(X) program consistent with the goal of
maintaining two active surface combatant construction yards?

What are the merits of maintaining one vs. two active surface
combatant construction yards?

Do some parties support the DD(X)/CG(X) program in part due to
an expectation or hope that the program would result in the number
of active surface combatant construction yards being reduced from
two to one?

Potential Program Implications for Force Structure

Steady-State Procurement Rate vs. Projected Rate. Asdiscussedin
the Background section, the Navy’s reported 313-ship plan includes a requirement

 CRS Report RL32665, Potential Navy Force Sructure and Shipbuilding Plans:
Background and Issues for Congress, by Ronald O’ Rourke.
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for atotal of 88 cruisersand destroyers— 7 DD(X)s, 19 CG(X)s), and 62 DDG-51s.
Assuming a 35-year average life for cruisers and destroyers, maintaining a force of
88 cruisers and destroyers over the long run would require steady-state procurement
rate — that is, along-run (35-year) average procurement rate — of about 2.5 ships
per year.”

Asshown earlier in Table 4, the draft Navy 30-year shipbuilding plan showsa
total of 7 DD(X)sand 18 (rather 19) CG(X)s being procured from FY 2007 through
FY2023. Thedraft report also showsthe DDG(X) — the Navy’ snotional long-term
replacement for the DDG-51s — starting procurement with alead ship in FY 2023
and two ships per year from FY 2024 through FY 2036, the final year covered in the
report.

The profile shown in Table 4 procures a total of 26 ships — 7 DD(X)s, 18
CG(X)s, and 1 DDG(X) — inthe 17-year period FY 2007-FY 2023. Thisequatesto
an average of about 1.5 ships per year, or about 60% of the steady-state procurement
rate of 2.5 ships per year. If this plan is executed, then maintaining a total of 88
cruisers and destroyers over the long run would require procuring another 62 ships
in the following 18 years (FY 2024-FY 2041) of the 35-year replacement period, or
an average of about 3.4 ships per year.

If, due to affordability considerations, no more than one DD(X) or CG(X) were
procured in any given year, then atotal of 18 ships— 17 DD(X)s and CG(X)s and
1 DDG(X) — would be procured during the 17-year period FY 2007-FY 2023. If this
were to happen, then maintaining atotal of 88 cruisers and destroyers over the long
run would require procuring another 70 ships in the remaining 18 years (FY 2024-
FY 2041) of the 35-year replacement period, or an average of about 3.9 shipsper year.

As mentioned above, the Navy’s draft 30-year plan shows a steady rate of 2
DDG(X)s per year starting in FY 2024, rather than 3.4 or 3.9 ships per year.

Potential Force-Level Consequences. As shown in Table 8, the
combination of a DD(X)/CG(X) program that procures an average of 1 or 1.5 ships
per year and a DDG(X) program that procures 2 ships per year will, over the long
run, result in acruiser-destroyer forcethat eventually fallsand remainsbelow Navy’s
88-ship goal:

e If 25 DD(X)s and CG(X)s (7 of the former, 18 of the latter) are
procured during the 17-year period FY 2007-FY 2023 and DDG(X)
procurement reaches 2 per year in FY2024 and remains there
indefinitely, the cruiser-destroyer force will reach 88 shipsin 2016,
peak at 95 ships in 2021, fall below 88 ships in 2027, reach a
minimum of 62 ships (about 30% below the 88-ship goal) in
FY 2044-FY 2046, and recover somewhat to asteady-statelevel of 70
ships— the steady-state level eventually maintained by procuring 2
ships per year, and about 20% bel ow the 88-ship goal — after 2050.

" The steady-state procurement rateis equal to the desired forcelevel (88 ships) divided by
average life (35 years).



CRS-40

e If 17 DD(X)s and CG(X)s are procured during the 17-year period
FY2007-FY 2023 and DDG(X) procurement reaches 2 per year in
FY 2024 and remains there indefinitely, the cruiser-destroyer force
will reach 88 ships in 2016, peak at 92 ships in 2020-2021, fall
below 88 ships in 2025, reach a minimum of 54 ships (about 39%
below the 88-ship goal) in FY 2044-FY 2046, and recover somewhat
to a steady-state level of 70 ships after 2050.

Mix Of DD(X)s And CG(X)s At One Ship Per Year. If DD(X)/CG(X)
procurement is limited for affordability reasons to one ship per year, CG(X)
procurement begins as planned in FY2011, and the Navy decides to continue
procuring CG(X)sin subsequent years until atotal of 18 or 19 CG(X)swas reached,
the Navy’'s DD(X) force, for a period of perhaps 18 or 19 years, would remain at 4
ships (the ships procured in FY 2007-FY 2010).

Alternatively, the Navy could decide, following procurement of thefirst CG(X)
inFY 2011, to alternate procurement of DD(X)sand CG(X)s. Thiswould permit the
number of DD(X)sto continue growing, but would delay the point at which the Navy
reached itsdesired number of CG(X)s. Such adelay could beviewed asinconsistent
with the Navy’ sapparent desire, implicit inits decision to accel erate procurement of
thefirst CG(X) from FY 2018 to FY 2011, to introduce CG(X)s into the fleet sooner
rather than later. It could also reducelearning-curve efficienciesfor producing parts
of the DD(X) and CG(X) that are unique to each class of ship.

Potential Oversight Questions. Potential oversight questionsfor Congress
include the following:

e What would be the operational implicationsif the Navy’s force of
larger surface combatantsin thelonger run were reduced well below
88 ships?

e If certain DD(X) or CG(X) technologies are critical to future Navy
operations, and if DD(X)/CG(X) procurement islimited to one ship
per year for affordability reasons, would this rate be adequate to
introduce key DD(X)/CG(X) technologies in atimely manner?

e Following the procurement of 17 to 25 DD(X)s and CG(X)sin 17
years, could the Navy afford to procure DDG(X)s at arate of 3.4 to
3.9 ships per year? Would a 17 or 25-ship DD(X)/CG(X) program,
in other words, create an unaffordable downstream requirement for
procuring DDG(X)s at a much higher annual rates?

e What would betheoperational implications, particularly for meeting
Marine Corps requirements for naval surface fire support, if the
Navy switched to CG(X) procurement in FY2011 and continued
procuring CG(X)s until a total of 18 or 19 had been procured,
leaving the Navy with a force of 4 DD(X)s, rather than 7, for a
period of 18 or 19 years?
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e Conversaly, what wold be the operational implications, particularly
for introducing CG(X)s into the fleet in sufficient quantitiesin a
timely manner, if the Navy alternated procurement of CG(X)s and
DD(X)s after FY2011?

Table 8. Number of Cruisers and Destroyers, 2007-2050
(Depending on total number of DD(X)s/CG(X)s procured FY 2007-FY 2023, with
DDG(X)s procured at 2 per year from FY 2024 onward)

With 25 DD(X)sand CG(X)s With 17 DD(X)sand CG(X)s
procured FYQ07-FY 23 procured FYOQ7-FY 23
(Draft Navy 30-year plan) (Procurement limited to
1 DD(X) or CG(X) year)

2007 75 2029 83 2007 75 2029 75
2008 77 2030 79 2008 77 2030 71
2009 80 2031 76 2009 80 2031 68
2010 82 2032 75 2010 82 2032 67
2011 84 2033 73 2011 84 2033 65
2012 84 2034 72 2012 84 2034 64
2013 86 2035 72 2013 86 2035 64
2014 86 2036 70 2014 86 2036 62
2015 87 2037 69 2015 87 2037 61
2016 88 2038 68 2016 88 2038 60
2017 90 2039 66 2017 89 2039 58
2018 91 2040 64 2018 90 2040 56
2019 93 2041 63 2019 91 2041 55
2020 94 2042 63 2020 92 2042 55
2021 95 2043 63 2021 92 2043 55
2022 93 2044 62 2022 90 2044 54
2023 92 2045 62 2023 89 2045 54
2024 90 2046 62 2024 86 2046 54
2025 91 2047 64 2025 86 2047 56
2026 88 2048 64 2026 82 2048 56
2027 86 2049 66 2027 79 2049 58
2028 85 2050 67 2028 77 2050 59

Sour ce: Prepared by CRS using Navy data.
Program Mission Requirements

DD(X) Compared To Other Destroyers and Cruisers. Although the
DD(X) is classified as a destroyer (DD) rather than a guided missile destroyer
(DDG), guided missilecruiser (CG), gun cruiser (CA), or guided missilegun cruiser
(CAG), the DD(X) design, among other things:
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e is, at about 14,500 tons full load displacement, about 50% larger
than the Aegis cruiser and DDG-51 designs,

e islarger than any cruiser or destroyer that the Navy has procured
since the nuclear-powered cruiser Long Beach (CGN-9), whichwas
procured in FY 1957,

e hasan area-defense anti-air warfare (AAW) capability that in some
respects is greater than that of the DDG-51;"

e hascommandfacilitiesfor aflag-level officer and hiscommand staff
— afeature that previously has been installed on cruisers but not
destroyers,

e hasavertical launch system (VLS) whose weapon storage volume
and weapon weight capacity are between that of the DDG-51 and
Aegis cruiser designs;” and

¢ hasmoregunfire capability than any cruiser the Navy hasbuilt since
World War I1.

In light of these features, the DD(X) might be closer to a guided missile gun
cruiser (CAG) than atraditional destroyer (DD).

Relationship Of Capabilities To Ship Size and Cost. TheDD(X) ssize
and procurement cost do not appear to have been driven by any one technology or
payload element, but rather by the ship’ stotal collection of payload elements. These
payload elements include, in addition to its above-mentioned AAW system, flag-
level command facilities, VLS battery, and gunfire capabilities, the following:

2 The Navy states that radars on the DD(X) and DDG-51 are roughly equivalent in terms
of dB gain (sensitivity) and target resolution, that the firm track range of the DD(X)’s
dual-band radar — the range at which it can maintain firm tracks on targets — is 25%
greater for most target types than the firm track range of the DDG-51's SPY -1 radar, that
theDD(X)’ sradar hasmuch more capability for resi sting enemy el ectroni c countermeasures
and for detecting targets amidst littoral clutter, that the DD(X)'s AAW combat system
would be able to maintain 10 times as many tracks asthe DDG-51's Aegis system, and that
the two ships can support roughly equal numbers of simultaneous AAW engagements.
Given the features of the DD(X)'s AAW system, plus its much-greater C4l/networking
bandwidth, the Navy has stated that replacing a DDG-51 with a DD(X) in a carrier strike
group would increase the strike group’s AAW capability by about 20%.

3 Although the DD(X) has 80 VLS cells, compared to 96 on the DDG-51 and 122 on the
Aegis cruiser, the DD(X)'sVLScellsarelarger. The Mk 41 VLS cellson DDG-51s and
Aegis cruisers can fire amissile up to 21 inches in diameter, 21 feet in length, and about
3,000 poundsinweight. The Advanced VLS (AVLS) cellsonthe DD(X) canfireamissile
up to 24 inches in diameter, 22 feet in length, and about 4,000 poundsin weight.
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e sonars and other antisubmarine warfare (ASW) systems that are
roughly equivalent to that of the DDG-51;"

¢ alargehelicopter flight deck and ahangar and maintenancefacilities
for two helicopters or one helicopter and three UAVs;

e additional berthing, equi pment-stowage space, and mission-planning
spacefor aplatoon of 20 special operationsforces (SOF) personnel;
and

o facilitiesfor embarking and operating two 11-meter boats and four
rubber raiding craft (as opposed to two 7-meter boats on the DDG-
51).

DD(X) Operational Requirements. The payload elements of the DD(X)
designreflect an Operational Requirements Document (ORD) for theDD(X) that was
approved by the Joint Staff of DOD in February 2004. Key performance parameters
included in this document include having two AGSsthat can each fire 10 rounds per
minute, for atotal of 20 rounds per minute.” DOD states that

During the restructuring of the DD-21 program into the DD(X) program, the
Navy re-evaluated each DD-21 Key Performance Parameter (KPP) to determine
the potential for minimizing the size of the ship and ultimately the cost. The
Navy made many adjustments and the resulting DD(X) KPPs represent the
Navy’s minimum requirements. No other known alternative meets all of the
DD(X) KPPsand provide the sustained, precision, long-range naval surfacefire
support that the United States Marine Corps requires.™

Although the DD(X) design reflects the February 2004 ORD, skeptics might
guestion whether the DD(X) design fully takesinto account other current or planned
Navy capabilities. Skeptics can argue that, notwithstanding the February 2004
DD(X) ORD, GAOQ reported in December 2005 that the DOD has not yet given final
approval to a joint (i.e., inter-service) document on nava surface fire support
requirements. The GAO report stated

Since May 2005 when the Marine Corps Combat Development Command
submitted a draft requirements document for Joint Staff review, Naval Surface
Fire Support requirements have become part of joint fires requirements and are
currently being reviewed by DOD. Joint fires include a system of weapons
delivered from two or more components — aircraft, ships/submarines, and
ground assets — toward a common objective. In order to comply with DOD’s
new Joint Capabilities Integration and Development System process, the Joint

™ The Navy states that due to differences in their sonar designs, the DD(X) would have
more littoral-water ASW capability, while the DDG-51 would have more blue-water ASW
capability.

> Statement by The Honorable K enneth J. Krieg, Under Secretary of Defense (Acquisition,

Technology and L ogistics), Before the Subcommittee on Projection Forces, House Armed
Services Committee, United States House of Representatives, July, 19, 2005, p. 2.

8 |bid, pp. 6-7.
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Staff directed theMarine Corpsto submit thedraft Initial Capabilities Document
to determine joint fires requirements in support of expeditionary operationsin
coastal areas.... The draft document is in the process of being reviewed by
subject matter experts within DOD.”

Skeptics might argue that with estimated DD(X) costs now much higher than
they werein February 2004, and the effect that increased cost appearsto have had in
reducing planned DD(X) procurement, the February 2004 ORD might not reflect a
sufficiently up-to-date consideration of how increasing DD(X) capability (and
therefore cost) might reduce DD(X) numbers and therefore reduce the collective
capability of the total DD(X) force. In light of the reduction in planned DD(X)
procurement, skeptics could argue, certain capabilitiesthat might have been viewed
asdesirablein February 2004 might now be viewed aslessdesirable because of their
role in increasing DD(X) unit cost and thereby reducing planned DD(X)
procurement.

Ship Characteristics Improvement Board (SCIB). A tradepressarticle
suggests that growth in DD-21/DD(X) requirements (and cost) over time may have
been related to the waning influence or disestablishment of aNavy ship-design board
called the Ship Characteristics Improvement Board (SCIB) — an entity that the new
Chief of Naval Operations, Admiral Michael Mullen, who became CNO on July 22,
2005, has expressed an interest in reestablishing:

Adm. Michael Mullen, the chief of naval operations, has directed the Navy
tore-establish ahigh-level panel to closely monitor and control the requirements
and configurations of new shipsin abid to rein in the skyrocketing cost of new
vessel procurement.

Adm. Robert Willard, vice chief of naval operations, is|leading the effort
as part of alarger undertaking to draw up aternative options for the Navy’'s
current shipbuilding program....

In essence, sources said, Mullen is looking to reconstitute the Ship
Characteristics Improvement Board, which eventually became inactive in 2002.
For morethan 100 years, the Navy has maintained ahigh-level group of officials
to advise service leaders on ship design and configuration. This group,
established in 1900 asthe General Board has gone through many name changes,
including the Ship Characteristics and Improvement Board in the early 1980s
and, until 2002, the Ship Characteristics and Improvement Panel.

Navy officials say that the panel’s oversight began to wane in the late
1990s, just as the DD-21 program — originally envisioned as a $750 million
replacement for Spruance-class destroyers — took off, before becoming
officialy inactivein 2002. Reguirementsduring thistimewere added to the new
destroyer program, some of which raised eyebrowsin the Navy, such asthe need
for aflag officer quarters. No other ship in that class has accommodations for
anadmiral. Still, the DD(X) has cometo beregarded as atechnology carrier for
future surface ships and the price tag has ballooned to $3 billion a copy.

" Government Accountability Office, Issues Related to Navy Battleships, GAO-06-279R,
December 13, 2005, pp. 3-4.
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Mullen’s goal, spelled out in a July 25 memo to Willard and provided to
InsideDefense.com, isto put in place a* process that adequately defineswarship
requirements and manages changes to those requirements (e.g. Ship
Characteristics Improvement Board) in a disciplined manner, with cost and
configuration control as the paramount considerations.” ...

A recent RAND study conducted at the request of Mullen’s predecessor,
retired Adm. Vern Clark, concluded that a key cause for climbing ship costsis
the number of regquirements tacked on to a program, according to a consultant
familiar with the findings of the study, which has not been made public.

“So, what | think Mullen hasin the back of hishead is, ‘I’ ve got to get the
requirements process for ships back under control or we' re always going to end
up, every time we talk about a new destroyer, with a $3 billion ship,”” said a
former senior Navy official.

This senior official, who was in a key Pentagon position as the DD-21
program commenced, said that without a panel overseeing the ship’'s
configuration and true requirementsthe new destroyer program becameweighed
down with capabilities that carried a high price tag.

“In hindsight, we realized that we had put requirements on the ship that no
one had really vetted for its cost impact on the ship. For example, it was to
operate acoustically silent and risk freein minefields,” said the official. “If the
SCIB had existed, this probably would not have happened.” ®

At a June 20, 2005, symposium on the future of the Navy, John Y oung, the
Assistant Secretary of the Navy for research, development, and acquisition — the
Navy’ s acquisition executive — stated:

I’ve talked with Admiral [Michael] Mullen [who became the new Chief of
Naval Operations on July 22, 2005]. | certainly would not pretend to speak for
him, but we' re going to sit down and have another discussion. Ron [O’ Rourke]
was kind enough to point out we had a discussion about DD(X) and said where
could we make some more trades and bring the costs down. Lacking insight
which gets better and better about budget pressures, not alot of things came off
thetable. But we had thediscussion and Admiral Mullen agreed to chair another
discussion like that.

So we're going to look, and | think you'll see us across the board keep
trying to do modest thingsthat don’t significantly affect your capability because
the analytical rigor isincreasingly there to say | need thiskind of capability. So
an adjustment [in the AGSfiring rate] from 12 to 10 [shells per minute] so that
instead of loading the gun in any position you always|oad the gun vertically and
then tip it back down and shoot, it doesn’t compromise severely the operators
and war fighters capability and it dramatically reduces the complexity of the
auto loader. Canwe do things on 53-X [helicopter]? Canwe do morethingson

8 Jason Sherman, “Mullen To Bring Back Panel To Control Ship Configuration, Cost,”
Inside the Navy, Aug. 8, 2005.



CRS-46

DD(X)? Can we do things in Virginia class [submaring]? | think people are
prepared to table areas there to do business differently.”

Potential Oversight Questions. Potential oversight questionsfor Congress
include the following

e SCIB and DD(X) requirements. Are the DD(X)’s requirements
partly a result of inadequate discipline, following the decline the
influenceof the SCIB, inthe Navy’ sprocessfor setting requirements
for new ships? If the SCIB had retained its earlier influence during
the DD-21/DD(X) design process, which of the DD(X)’s current
reguirements would have been reduced or eliminated? If the SCIB
or an equivalent body were reestablished and given the task of
reviewing DD(X) requirements, which requirementsmight it reduce
or eliminate?

e AGSs. Sincethe DD(X) istheonly ship plannedto carry AGSs, and
since AGSs are viewed by the Marine Corps as necessary to meet
Marine Corpsrequirementsfor naval surfacefire support capability,
should the AGSsbe considered the most-critical payl oad element on
the DD(X), and certain other payl oad elements, though desirable, as
possibly less critical by comparison?

e Hangar. Inlight of the 161 current or planned helicopter hangar
spaces on other Navy surface combatants (2 spaces on each of 19
Aegiscruisersand thefinal 34 DDG-51s, and 1 space on each of 55
LCSs), and the relatively limited number of Navy helicopters
available for filling those spaces, how critical isit for the DD(X) to
have a hangar with spaces for two helicopters? Would it be
acceptable for the DD(X) instead to have only a helicopter landing
platform and an ability to refuel and rearm helicopters, like thefirst
28 DDG-51s?

e VLS tubes. Inlight of the 8,102 vertical launch system (VLYS)
missile tubes on the Navy’'s planned force of 84 VLS-equipped
Aegis ships (19 cruisers with 122 tubes each, 28 earlier DDG-51s
with 90 tubes each, and 34 later DDG-51s with 96 tubes each), the
ability of VLS tubes to store and fire either one 21-inch diameter
missile or four smaller-diameter Evolved Sea Sparrow Missiles
(ESSMs), the ahility in a networked force for a ship to control a
missilefired by another ship, and the DD(X)’ skey rolein providing
naval gunfire support with its two AGSs, how critical isit for the
DD(X) to have 80 enlarged VLS tubes as opposed to a smaller
number, such as 64, 48, or 32?

™ Transcript of conference entitled, “The Future of the United States Navy,” held by the
American Enterprise Institute, Washington, DC, June 20, 2005.
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e Command facilities. Inlight of the flag-level command facilities
onthe 19 Aegiscruisers, aswell asadditional command facilitieson
aircraft carriers and planned amphibious assault ships, how critical
isit for the DD(X) to have flag-level command facilities?

e SOF support facilities. In light of SOF support facilities on the
Navy’s planned force of four converted Trident submarines, or
SSGNs (66 or more SOF personnel for each ship),® support
facilities for smaller numbers of SOF on Navy attack submarines
(SSNs), and the secondary SOF support role for the Navy' s planned
force of 55 LCSs, how critical is it for the DD(X) to have SOF
support facilities?

e AAW system. Inlight of the Aegis area-defense AAW systemson
the Navy’s planned force of 84 Aegis ships— which, though not as
capable in some respects as the DD(X)'s AAW system in littoral
operating environments, would still be quite capable, particularly
when numbers of Aegis ships are taken into account — how critical
isitfor theDD(X) to have an area-defense-capable AAW system, as
opposed to a more modest point-defense AAW system capable of
defending only the DD(X) itself (which might be closer to the more
modest AAW system that was originally envisaged for the DD-21,
the precursor to the DD(X)?*

LCS Oversight Issues for Congress
Potential LCS oversight issues for Congress include the following:

e cost growth on the LCS se frame;

e total program acquisition cost;

e LCS mission modules funded in the Other Procurement, Navy
(OPN) account; and

e potential program implications for the industrial base.

8 For more on the SSGN program, see CRS Report RS21007, Navy Trident Submarine
Conversion (SSGN) Program: Background and Issuesfor Congress, by Ronald O’ Rourke.

8 Previous editions of this report also asked the following question:

Gun shdll capacity. Inlight of the DD(X) design feature that allows underway
replenishment of gun shells, creating the equivalent of an amost-infinite
ammunition magazineand permitting nearly continuousfiresupport, how critical
isit for the DD(X) to have atotal gun shell capacity of 920 shells, as opposed to
asmaller number, such as 600?

As discussed in the Background section, a December 2005 press states that, as part of an
effort to reduce the cost of the DD(X), the Navy has reduced the magazine capacity of the
design from 920 shellsto 600. (Christopher P. Cavas, “U.S. Ship Plan To Cost 20% More,”
Defense News, December 5, 2005: 1, 8.)
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Cost Growth On LCS Sea Frame

The $40-million (18%) increasein the estimated procurement cost of each LCS
sea frame raises potential oversight issues for Congress, including the following:

e When did the Navy first know that it would need to increase its
estimated LCS seaframe procurement cost from $220 million to a
higher figure?

e What is the potential for the estimated cost to grow beyond $260
million, and by how much?

e How doestheNavy planto reconcil ethe estimated $520 million cost
for thetwo LCSsrequested for FY 2007 with the FY 2006 legislation
limiting the cost of these two ships to $220 million each, or atotal
of $440 million?

Total Program Acquisition Cost

Although this CRS report estimates that a 55-ship LCS program might have a
total acquisition cost of about $24.3 billion, Navy officialsacknowledgethat the cost
of individual LCS mission modulesand theratio of mission modulesto LCSsarenot
yet clear, and that the potential total acquisition cost of the LCS program, including
mission modules, is therefore unknown. Supporters could argue that total program
cost will become clearer as the Navy works through the details of the program.
Skepticscould arguethat the potential total costs of amajor acquisition program like
the LCS program should be understood.

Mission Modules Funded in OPN Account

As mentioned in the Background section, the Navy plans to procure LCS
mission modul esthrough 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.

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
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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, makingthemintrinsictothe LCSprogram. 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 AreLCSmission modules analogous to missiles and gun shellsthat
are procured through the WPN and PANMC appropriation
accounts?

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
anunfair advantagein 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?

Potential Program Implications for Industrial Base

Asmentioned in the Background section, current planscall for LCSsto be built
in shipyards other than GD/BIW and Northrop/Ingalls. Supportersof thisplan could
argue that this will help constrain LCS construction costs because the yards in
guestion are smaller facilities than GD/BIW and Northrop/Ingalls that, unlike
GD/BIW and Northrop/Ingalls, do not include equipment for installing, integrating,
and testing complex surface combatant combat systems like the Aegis system. As
aresult, supporters could argue, the fixed overhead costs of these yards are lower
than those of GD/BIW and Northrop/Ingalls, and these lower costs can be passed on
to the Navy. In thisway, supporters could argue, building LCSsin ayard or yards
other than GD/BIW and Northrop/Ingalls could reduce LCS procurement costs by
breaking the“lock” that large, higher-cost yards like GD/BIW and Northrop/Ingalls
have maintained on major Navy shipbuilding programs. They could also argue that
building LCSsat yardsother than thosethat havetraditionally built major Navy ships
could broaden the geographic base of support for Navy shipbuilding programs.

Skeptics of the idea of building LCSs in yards other than GD/BIW and
Northrop/Ingalls could argue that GD/BIW and Northrop/Ingalls have considerable
unused building capacity, and that building LCSs at GD/BIW or Northrop/Ingalls
could reduce the cost of other Navy shipbuilding programs being performed at these
yards (including potentially the DD(X) program) by spreading GD/BIW'’s or
Northrop/Ingalls fixed overhead costs over alarger amount of shipbuilding work.
In this sense, skeptics could argue, the savings associated with building LCSs at a
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smaller yard with lower fixed overhead costs will be offset by the higher costs
associated with reduced spreading of fixed costs at GD/BIW or Northrop/Ingalls.
They could argue, in light of the effect on spreading of shipyard fixed costs, that
building LCSs at a smaller yard 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.
Skeptics could also argue that the six large shipyards that have built al the Navy's
major shipsin recent years® currently have much more capacity than the Navy now
needs, and that building someor al LCSsinasmaller shipyard would exacerbatethis
excess-capacity Situation by effectively creating a seventh yard with a strong
dependence on Navy shipbuilding contracts.

Another industrial-base issue is the mix of the two LCS designs that the Navy
plans to procure. The plans in the near term to procure both the Northrop and
Genera Dynamicsdesigns, but itsintentionsfor the latter shipsinthe LCS program
are not clear.

Potential oversight questions for Congress include the following:

e What are the potential implications for the combined cost of all
Navy shipbuilding programs if LCSs are built in yards other than
GD/BIW or Northrop/Ingalls?

e What effect would building LCSsin yards other than the six yards
that have built the Navy' s major ships in recent years have on the
balance between Navy shipbuilding capacity and prospective Navy
programs for using that capacity? Would it in effect create
additional yards with a strong dependence on Navy shipbuilding
contracts?

e Does OSD or the Navy support building LCSs in yards other than
the six major Navy shipbuilders supported in part as a strategy for
improving the apparent affordability of the LCS relative to other
Navy shipbuilding programs while perhaps not significantly
reducing overall Navy shipbuilding costs?

e Do0esOSD or the Navy support building LCSsat yardsother thanthe
six major Navy shipbuilders supported in part as a strategy for
pressuring GD or Northrop to reduce production capacity at their six
yards so as to bring capacity more into alignment with prospective
levels of Navy shipbuilding work?

e Does the Navy at one point intend to select one of the two LCS
designsasits preferred design, and build all remaining LCSsto that

8 These six yards are GD/BIW; GD/Electric Boat of Groton, CT, and Quonset Point, RI;
GD/National Steel and Shipbuilding Company (NASSCO) of San Diego, CA;
Northrop/Ingalls, Northrop/Avondale of New Orleans, LA; and Northrop/Newport News
(NGNN) of Newport News, VA.
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design? If so, when doesthe Navy anticipate making this selection?
If not, doesthe Navy planto divide LCS production on aroughly 50-
50 basis between the Northrop and General Dynamics design, or on
some other basis?

Options for Congress

This section presents potential options for Congress for DD(X) and CG(X)
programs, and for the LCS program.

DD(X)/CG(X) Program

Potential options for Congress on the DD(X) and CG(X) programs, some of
which can be combined, include the following:

approve the DD(X) program as proposed by the Navy and
supplement theindustrial base, if needed, with additional DDG-51s,
additional amphibious ships, transferred LCSs, modernizations of
existing Aegis ships, or Coast Guard Deepwater cutters,

defer procurement of the second DD(X) until FY 2008 to permit that
ship to more fully benefit from lessons learned in building the first
ship;

procure two or more DD(X)s per year to reduce DD(X) unit
procurement costs and better support the industrial base;

build DD(X)s at asingle yard, or build each DD(X) jointly at two
yards;

terminate the DD(X) program now, or after procuring one or two
ships as technology demonstrators, and supplement the industrial
base with additional DDG-51s, additional amphibious ships,
transferred LCSs, modernizations of existing Aegis ships, or
Deepwater cutters until the start of CG(X) procurement; and

start design work now on a smaller cruiser-destroyer that is less
expensive than the DD(X), and procure this new design, rather than
DD(X)s or CG(X)s, starting around FY 2011.

The following paragraphs contain additional notes on some of these options.

Options for a Smaller, Less Expensive Ship.

New-Design Cruiser-Destroyer Of Less Than 14,000 Tons.

One

option for asmaller, less expensive ship would be anew-design cruiser-destroyer of
less than 14,000 tons displacement. Such a ship could:
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e start procurement in FY2011 as a replacement for the CG(X)
program and possibly also as a supplement for the DD(X) program;

e incorporate many of the sametechnol ogiesnow being devel oped for
the DD(X) and CG(X);

e Useasecond-generation surface combatant integrated electric-drive
propulsion systemthat issmaller and lighter than thefirst-generation
system to beinstalled in the first DD(X)s;®

e be smaler, and perhaps substantially smaler, than the
DD(X)/CG(X) design— perhapsaround 11,000 tons displacement,
or about 25% less than the DD(X)’ s displacement of about 14,500
tons;

e cost less, and perhaps substantially less, to procure than aDD(X) or
CG(X);

e besimilartothe DD(X) and CG(X) in terms of using areduced-size
crew to achieve annual operation and support costs that are
considerably less than those of the current DDG-51 design;

e carry a payload — a combination of sensors, weapon launchers,
weapons, and aircraft — that is smaller than that of the DD(X) or
CG(X), but still sizeable; and

e bebuiltinoneor two variants— an air- and missile-defense version
to replace the CG(X), which would preserve CG(X) radar
capabilitieswhilereducing other payload el ements, and possibly also
a surface fire support version to supplement the DD(X), which
would preserve the DD(X)'s two AGSs while reducing other
payload el ements.

The Navy in 2002 identified the following ship-design characteristics as items
that, if varied, would lead to DD(X) concept designs of varying sizes, capabilities,
and procurement costs:

cruising range,

maximum sustained speed,

number of Advanced Gun Systems (AGSs) and AGS shells,
hangar space for helicopters and UAVs,

& The integrated electric-drive system to be installed in the first DD(X)s uses advanced
induction motors. A second-generation system could use smaller and lighter motors and
generatorsthat employ permanent magnet or high-temperature superconducting technol ogy.
Both of these technol ogies are currently being developed. For areport discussing electric-
drive propulsion technologies for Navy ships, see CRS Report RL30622, Electric-Drive
Propulsionfor U.S. Navy Ships: Background and | ssuesfor Congress, by Ronald O’ Rourke.
(July 31, 2000)
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e undersea warfare systems (i.e., sonars and mine countermeasures
systems), and
e numbers and types of boats for special operations forces.

Using these variables, the Navy in 2002 developed notional DD(X) concept
designs with estimated full load displacements ranging from 12,200 tons to about
16,900 tons. One of the concept designs, with an estimated full load displacement
of about 12,700 tons, included 32 Advanced Vertical Launch System (AVLS) cells
(rather than the DD(X)’s80), 2 AGSs (likethe DD(X)), 600 AGS shells (rather than
the DD(X)’s920), amaximum sustained speed afew knotslower than the DD(X)'’s,
and ahelicopter flight deck smaller thanthe DD(X)’s. Another concept design, with
an estimated full load displacement of about 12,200 tons, included 64 AVLS cells,
1 AGS, 450 AGS rounds, a maximum sustained speed a few knots lower than the
DD(X)’s, and helicopter flight deck smaller than the DD(X)'’s.

The Navy in 2003 developed another set of notional DD(X) concept designs
with estimated full |oad displacementsranging from 11,400 tonsto 17,500 tons. One
of the concept designs, with an estimated full load displacement of 13,400 tons,
included 64 AVLScells, 1 AGS, and 450 AGSrounds. Another concept design, with
an estimated full load displacement of 11,400 tons, included 32 AVLScells, 1AGS,
and 300 AGS rounds.

The 2002 and 2003 notional DD(X) concept designswith displacements of less
than 14,000 tons appear to have preserved other DD(X) features, such as the wave-
piercing, tumblehome hull, theintegrated el ectric drive system (though with reduced
total power in at least some cases), the total ship computing environment, the
autonomic fire-suppression system and other features permitting a reduced-sized
crew, the DD(X) radar suite, the hull and towed-array sonars, medium-caliber guns
for use against surface targets, and a helicopter hangar (though not necessarily as
large a hangar as on the DD(X)).

Reducing payload DD(X)sfeatures more extensively than in the 2002 and 2003
notional DD(X) concept designs discussed above might lead to designs with
displacements of less than 12,200 or 11,400 tons. One possibility would be a ship
that preservesthe DD(X)’ s2 AGSswhilereducing other featuresto minimum levels
consistent with a core mission of providing naval gunfire support. Another
possibility would be a ship that preserves DD(X)/CG(X) radar capabilities (but not
necessarily the current DD(X) deckhouse) whilereducing other featuresto minimum
levels consistent with a core mission of serving as aradar platform for fleet air and
missile defense operations. CRS on June 23, 2005, requested the Navy to provide
information about the potential sizes of such ships, so asto provide abasisfor better
understanding the potential impact of various ship features on DD(X)/CG(X) ship
sizeand cost. The Navy on August 4, 2005, indicated to CRS that it isreluctant to
provide this information to CRS. The Navy’'s 2002 and 2003 notional DD(X)
concept designs suggest that such ships might have displacementsof |essthan 12,200
or 11,400 tons.
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Accordingto onepressreport, the Navy estimatesthat ashipwith about 30 VLS
tubes and 600 rounds of ammunition might cost about $1.9 billion,® which would
be about $200 million less than the Navy’ s current estimate of about $2.1 billion for
afollow-on DD(X).

The Navy hasviewed DD(X) designs of lessthan 14,000 tons as unsatisfactory
because of their reduced individual capabilities. It is not clear, however, to what
degreethe Navy’ sassessment of such designsalso takesinto account the differences
that size (and thus unit procurement cost) can have on the total number of ships that
might be procured within available resources. John Y oung, the Assistant Secretary
of the Navy for research, development, and acquisition — the Navy’s acquisition
executive — reportedly has argued that procuring a smaller and less-capable
aternative to the DD(X)/CG(X) would “be choosing to gamble the nation’s
supremacy on the seas.”® Skeptics could argue that a DD(X)/CG(X) program that
would put the cruiser-destroyer force on a path to eventually fall well below the
Navy’s requirement for a force of 88 cruisers and destroyers (see Table 8) would
itself gamble the nation’ s supremacy on the seas, and that aless-expensive design,
though less capable, would encourage policymakers to support a higher annual
procurement rate and thereby support, over the long run, alarger surface combatant
force with greater combined capability.

Low-Cost Gunfire Support Ship. A second option for a smaller, less
expensive ship would be alow-cost gunfire support ship — arelatively smple ship
equipped with one or two AGSs and only such other equipment that is needed for
basic ship operation. Such aship could be based on either an existing hull design or
a new hull design. Robert Work of the Center for Strategic and Budgetary
Assessments (CSBA) has suggested an AGS-equipped ship using the basic hull
design of the San Antonio (LPD-17) class amphibious landing ship. Such a ship
could begin procurement in FY 2009, following procurement of a final LPD-17
amphibious ship in FY2008. A ship based on anew hull design could use existing
rather than advanced technol ogies so asto minimize devel opment time, devel opment
cost, and technical risk.

Table 9 and Table 10 show notional procurement profiles incorporating the
ships described above. In Table 9, an AGS-equipped version of the basic LPD-17
hull design is procured to supplement the Navy's DD(X)s, and an air- and missile-
defense version of the smaller cruiser and destroyer is procured starting in FY 2011
inlieu of the CG(X). In Table 10, asmaller cruiser-destroyer in two versions— an
AGS-equipped version to supplement the Navy's DD(X)s, and air- and missile-
defense version in lieu of the CG(X) — is procured starting in FY 2011.

8 Dave Ahearn, “Y oung: Navy Needs Both DD(X) For Mgjor Threat, LCS For Terrorism,”
Defense Today, Aug. 9, 2005.

% |bid.
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Table 9. Notional Alternative With LPD And Smaller Cruiser-
Destroyer
(Annual quantities procured, FY 2007-FY 2021)

o7 | o8 [ 09 | 10 | 11 | 12 | 1321 | Tota
DD(X) 2 | o 1 1 4
LPD (AGS)° 1 1 1 2 5
SCD* 1 2lyear | 19

Source: Prepared by CRS.

& Each of the two shipsto be procured in FY 2007 isto be split-funded across FY 2007 and
FY 2008.

P Basic LPD-17 hull equipped with 2 Advanced Gun Systems (AGSs).

€ Air- and missile-defense version of smaller cruiser-destroyer (SCD), in lieu of CG(X).

Table 10. Notional Alternative With Smaller Cruiser-Destroyer
(Annual quantities procured, FY 2007-FY 2022)

07 08 09 10 11 12 13-22 | Total
DD(X) 22 0? 1 1 1 5
SCDP 1 2lyear 21°
Source: Prepared by CRS.

& Each of the two shipsto be procured in FY 2007 isto be split-funded across FY 2007 and
FY 2008.

® Includes 2 AGS-equipped versions of smaller cruiser-destroyer (SCD), for atotal (along
with 5 DD(X)s) of 7 AGS-equipped ships, and 19 air- and missile-defense versions, in lieu
of CG(X).

Options for Supplemental Work for the Industrial Base.

Additional DDG-51s. Additional DDG-51s that would be procured under
thisoption could be modified to include new technol ogies permitting crew sizeto be
reduced by about 100 sailors, bringing the ship’s crew size closer to the intended
crew size of the DD(X) and thereby capturing much of the savings in annual
operation gsnd support (O& S) coststhat wereto be generated by the DD(X)’ sreduced
crew size.

Opponentsof procuring additional DDG-51s could arguethat the Navy doesnot
have an urgent operational need for any DDG-51s beyond those aready procured,
and that funding should not be spent to procure expensive Navy ships solely for the
purpose of bolstering theindustrial base. They could also argue that front-end parts
of the DDG-51 production pipeline have closed down or soon will close down, and

8 GD/BIW, thelead designer of the DDG-51, at onetime proposed modifying the DDG-51
design to permit such areduction in crew size. GD/BIW made this proposal not to support
the option described here, but rather to provide the Navy with an option for how to build the
remaining DDG-51s in the Navy’s ship-procurement plan, and how to modify DDG-51s
aready in service. A DDG-51 modified along the lines proposed by GD/BIW, however,
could be procured under the option described here.
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that opening them back up could incur additional costs, increasing the cost of any
DDG-51s ordered at this point.. Supporters could argue that the Navy would make
good use of any additional DDG-51s that are procured. They could aso argue that
the Navy originally planned on procuring a total of about 57 DDG-51s, and that
bolstering the defense industrial base consequently was an important reason, if not
the primary reason, for procuring thefinal five DDG-51s, which constituted most of
the DDG-51s procured in FY 2004 and FY 2005.

Additional Amphibious Ships. Procuring additional LHD or LHA(R)
amphibious ships might occur as part of aplan for implementing the new seabasing
concept for conducting expeditionary operations ashore.®”

Transferred LCSs. This option would transfer production or some or all
LCSs to GD/BIW, Northrop/Ingalls, or both. This would likely increase the
construction cost of LCSs due to the higher overhead costs of GD/BIW and
Northrop/Ingalls compared to the smaller yardswhere LCSs are currently schedul ed
to be built, but it could a so reduce the cost of other shipsbeing built at GD/BIW and
Northrop/Ingals (e.g., DD(X)s, amphibious ships, and Deepwater cutters) by
spreading overhead costs at these yards over alarger volume of work.

Modernizations Of Existing Aegis Ships. This option could involve
assigning most or all of the Navy's planned work to modernize existing Aegis
cruisers and destroyersto GD/BIW, Northrop/Ingalls, or both. It could alsoinvolve
expanding the scope of the work to be done under these modernization programs.

Additional Coast Guard Deepwater Cutters. Thisoptionwouldinvolve
accelerating procurement of new cutters to be procured under the Coast Guard
Deepwater acquisition program.® It could also involve expanding the total number
of cutters to be procured under the program.

The Coast Guard Deepwater program is a 25-year program for replacing and
modernizingthe Coast Guard’ saging fleet of deepwater-capabl e cutters, patrol boats,
and aircraft. The program currently envisages procuring, among other things,

e 8new National Security Cutters(NSCs): 421 feet long with 3,900
ton displacement (fully loaded) (i.e., ships roughly analogousto the
Coast Guard's current high-endurance cutters); and

e 25 new Offshore Patrol Cutters. 341-feet long with 2,900 ton
displacement (fully loaded) (i.e., shipsroughly analogousto today’ s
medium-endurance cutters).

8 For further discussion of the sea basing concept and the Navy’ s plansfor procuring LHD
and LHA(R)-type amphibious ships, see CRS Report RL32513, Navy-Marine Corps
Amphibiousand Maritime Prepositioning Ship Programs: Background and Oversight | ssues
for Congress, by Ronald O’ Rourke.

8 For more on the Deepwater program, see CRS Report RS21019, Coast Guard Deepwater
Program: Background and Issues for Congress, by Ronald O’ Rourke.
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Some supporters of the Deepwater program are interested in the idea of
compressing the Deepwater acquisition period from 20 or 25 years to as few as 10
or 15 years. Thisidea, which would accelerateinto earlier years the procurement of
cutters (and aircraft) now planned for later years, would increase the annual funding
reguirements 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.

Supporters of the Deepwater program may also be interested in expanding the
number of cutters to be procured under the program. They could argue that the
current planned procurement totals are insufficient to meet the Coast Guard’ s post-
9/11 mission requirements. 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 ships
and 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 hasbeen 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.®

Table 11 compares quantities of NSCs and OPCs to 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:

8 John Birkler, et al., The U.S. Coast Guard’s Degpwater Force Moder nization Plan: Can
It Be Accelerated? WIll It Meet Changing Security Needs?, RAND, National Security
Research Division, MR-3128.0-USCG, Sept. 2003.
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Table 11. Coast Guard Deepwater Cutter Procurement

Quantities
RAND Estimate | CNA Estimate
Deepwater for Traditional for Emerging Total
Type plan Missions® Missions’ (RAND + CNA)
NSC 8 35 9 44
OPC 25 36 10 46

Source: John Birkler, et a., The U.S. Coast Guard’s Deepwater Force Modernization Plan: Can
It Be Accelerated? WIll It Meet Changing Security Needs?, RAND, National Security Research
Division, MR-3128.0-USCG, Sept. 2003, Table 5-2.

a. RAND estimate of numbers needed to fully meet traditional mission demands.
b. CNA estimate of additional numbers needed to fully meet emerging mission demands.

The 90 NSCs and OPCs shown in the final column of Table 11 have a
combined light-ship displacement equal to that of 20.7 DD(X)s.* Similarly, about
four NSCs or about five OPCswould have alight-ship displacement comparableto
that of one DD(X). Procuring four or five NSCs and OPCs per year might thus
generate about asmuch shipyard construction work asprocuringone DD(X) per year,
and procuring eight to 10 NSCs and OPCs per year might generate about as much
shipyard construction work as procuring two DD(X)s per year. Building NSCs and
OPC, however, would likely require a somewhat different mix of shipyard
construction skills than building DD(X)s.

Northrop Grumman's Ship Systems (NGSS) divison, which includes
Northrop/Ingalls, isthe co-leader, along with Lockheed Martin, of the team sel ected
by the Coast Guard asthe prime contractor for the Deepwater program. Accelerating
and expanding procurement of Deepwater cutters could thus provide significant
amounts of additional shipbuilding work to Northrop/Ingalls. If the total 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/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 as a means of compensating for areduced DD(X) procurement
rate or the termination of the DD(X) program could therefore require close
coordination between DHS and DOD, and between the various congressional
committees that oversee the Coast Guard and Navy budgets.

% 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.
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LCS Program

Potential options for Congress on the LCS program, some of which can be
combined, include the following:

e shift procurement funding for LCS mission modulesfrom the Other
Procurement, Navy (OPN) account to the Navy’ s ship-procurement
account (the Shipbuilding and Conversion, Navy [ SCN] account) to
provide more visibility to LCS mission module procurement costs
and to the combined procurement cost of LCSs and LCS mission
modules,

e procure a few LCSs and then evaluate them in exercises before
deciding whether to put the LCS into larger-scal e series production;

e procureLCSsat arate of up to 10 per year to get LCSsinto the fleet
sooner and achieve better production economies of scale;

e procure LCSsat arate of lessthan 6 per year so asto reduce annual
LCS funding requirements; and

e terminatethe LCS program and invest morein other littoral-warfare
improvements.

The following paragraphs contain additional notes on some of these options.

Procure a Few and Then Evaluate. Under thisoption, afew LCSswould
be procured and evaluated in tests and exercises while judgment is reserved on the
guestion of whether to approve the LCS program as a series-production effort that
could lead to the procurement of 55 ships. Thisoption was proposed in aMay 2003
CSBA report on anti-access/area-denia challengesand aFebruary 2004 CSBA report
on the LCS program. The February 2004 report states:

Despite its promise, the LCS represents the first 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 system will introduce an
entirely new concept of battle modularity that has no US or foreign naval
precedent. There aretherefore anumber of unresolved issues about this ship and
its associated organizational and support structure. Many of these issues appear
to beirreducible through paper analysis. Therefore, asecond proposition isthat
the LCS program must undergo thorough operational experimentation in
addition to any continued analytical study.

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

— Given the many degrees of design freedom in meeting the Flight 0 LCS
requirements (six initial designs and three remaining designs, including a steel
semi-planing monohull, atrimaran, and a surface effects ship), the Navy would
be advised to build at least two different operational prototypes. However,



CRS-60

choosing two different prototypes will not completely resolve many of the
operational issues. It seems clear that only by testing squadron prototypes will
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 squadrons and to reduce the risk associated with the
current, significantly compressed, LCS program. Assuming the Navy
down-selectsto two different designs, it should award one competitor aResearch
and Development (R& D) contract for aship in FY 05 and afollow-on versionin
FY 06 paid for by ship construction money. Similarly, it should then award a
second competitor a R&D ship contract in FY06 and a follow-on version in
FY Q7. In this way, the Navy could have two different two-ship squadrons by
FY 08, whichwould seemto be the minimum size needed to conduct comparative
squadron operational tests. TheNavy could also opt for slightly 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 decision for 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 LCS is 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 a smaller fleet in the near term in order to
free up theresourcesrequired to build up thefleet over thelong term. Moreover,
current strategic circumstances indicate the Navy appears to have some time
before having to confront a serious naval competitor inthelittorals. 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.%

Invest in Other Littoral-Warfare Programs. Other littora-warfare
programs in which additional funds could be invested as an alternative to the LCS
include the following:

o littoral-oriented aircraft, such as certain kinds of helicopters;

o littoral-oriented sensors and weaponsfor airplanes, helicopters, and
submarines;

e anon-combat littoral support craft (LSC) for deploying helicopters
and unmanned vehiclesinto littoral waters; and

e unmanned vehicles that can be launched from aircraft, submarines,
or other larger surface ships(either existingtypesor L SCs) operating
further from shore than would the LCS.

> Robert O. Work, Naval Transformation and the Littoral Combat Ship, Center for Strategic
and Budgetary Assessments, 2004, p. vi., emphasisasintheoriginal. The May 2003 CSBA
report on anti-access/area-denia challengesis: Andrew Krepinevich, Barry Watts, and
Robert Work, Meeting the Anti-Accessand Area-Denial Challenge, Center for Strategic and
Budgetary Assessments, 2003.



CRS-61

Theideaof anon-combat L SC ispresented asan option inthe May 2003 CSBA
report, which states:

Helicopters and unmanned surface and air systems, employed by large
multi-mission combatants or sea base support ships operating within the
protected confines of the sea base, and augmented by submarines and unmanned
underwater vehicles, would appear to be aviable, lower risk option than those
outlined in DON plans. Such an option might forego alittoral combat ship, and
instead pursue avessel along the lines of the littoral support craft (L SC) studied
by the Office of Naval Research since 1997, or HSV s [high-speed vesselg] like
the HSV-X1, ahigh-speed wave-piercing catamaran leased by the Navy in 2001.
Likethe LCS, the LSC and HSV are both designed to operate at high speeds, but
they both trade stealth for larger deck areas and more storage volume. Both
would be able to employ helicopter detachments and unmanned vehicle
detachments, or both, in a maritime AD [area-denial] environment — and in
larger numbers than could be carried by an LCS. These detachments would
operate from roll-on, roll-off container vans. In lower threat environments, or
once maritime AD threats had been rolled back, they could then perform
important logistics functions in support of the sea base, serving as high speed
ship-to-shore delivery craft....»2

A decision to purse this option could reflect a view that one or more of these
alternative approaches represent a better or more promising approach than the LCS
for performing littoral-warfare missions.

FY2006 Legislative Activity
DD(X)/CG(X) Program
H.R 1815/S. 1042 (FY2006 Defense Authorization Bill).

House. TheFY 2006 defense authorization bill (H.R. 1815) asreported by the
House Armed Services Committee (H.Rept. 109-89) includes a provision (Section
123) that limits the procurement cost of the “future major surface combatant,
destroyer type,” to $1.7 billion per ship. The provision also directs the Navy to
devel op an acquisition plan for afuture major surface combatant, destroyer type, that
uses technologies from the DD(X) and CG(X) programs, is at |east as capable asthe
Navy’s current Arleigh Burke (DDG-51) class Aegis destroyer, and would be ready
for lead-ship procurement in FY 2011. Sincethe current DD(X) design likely could
not be built for $1.7 billion, Section 123 would effectively restructure the DD(X)
program into an effort aimed at developing a new surface combatant design that
could meet the $1.7-billion cost limit. Such aship would likely be smaller and less
capable in some respects than the DD(X). With a capability at least equal to that of
the DDG-51 design, however, it would still have asubstantial capability. Thebill as
reported recommends no FY 2006 advance procurement funding for the DD(X)
program and reduces the program’s FY 2006 research and development request to

2 bid., op. cit., p. 59, emphasis asin the original.
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$700 million. The bill would aso authorize $2.5 billion for procurement of two
additional DDG-51s, to help support the surface combatant industrial base.

Section 123 states:

SEC. 123. FUTURE MAJOR SURFACE COMBATANT, DESTROYER TYPE.

(a) Limitation of Costs- Except as provided in subsection (b), the total amount
obligated or expended for procurement of each ship for the future major surface
combatant, destroyer type, may not exceed $1,700,000,000 (such amount being the
estimated total procurement end cost of that ship in the fiscal year 2006 budget).

(b) Adjustment of Limitation Amount- The Secretary of the Navy may adjust the
amount set forth in subsection (a) for the ship type referred to in that subsection by the
following:

(1) The amounts of increases or decreases in costs attributable to economic
inflation after September 30, 2005.

(2) The amounts of increases or decreases in costs attributable to
compliance with changes in Federal, State, or local laws enacted after September
30, 2005.

(c) Written Notice of Change in Amount- The Secretary of the Navy shall annually
submit to Congress, at the same time as the budget is submitted under section 1105(a)
of title 31, United States Code, written notice of any change in the amount set forth in
subsection (&) during the preceding fiscal year that the Secretary has determined to be
associated with a cost referred to in subsection (b).

(d) Authorization of Appropriations- Of the amount provided in section 201(2) for
Research and Development, Navy, for fiscal year 2006, $700,000,000 is available for
technology devel opment and demonstration for the ship referred to in subsection (a).

(e) Acquisition Plan- In devel oping the acquisition plan for the future major surface
combatant, destroyer type, the Secretary shall ensure that the resulting acquisition
program —

(1) uses technologies from the DD(X) and CG(X) programs, as well as any
other technology the Secretary considers appropriate;

(2) has an overall capability not less than that of the Flight 1| A version of
the Arleigh Burke (DDG-51) class destroyer; and

(3) would be ready for lead-ship procurement not later than fiscal year
2011.

H.Rept. 109-89 states:

The committeeis deeply concerned with the skyrocketing costs of weapon
systemsthat cannot be explained by inflation or by reduced economies of scale.
In many instances, these increases result from the addition of costly, and often
unneeded, requirementsto the Department’ smost expensiveplatforms. Toaffect
the changes proposed in thishill, both the Department and Congress must accept
that current DOD acquisition culture and processes are no longer affordable....
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The committeeis particularly concerned by the Navy’ srising shipbuilding
costs and by recent statements from the Navy’ s officials that they are uncertain
about what to do about the problem. With an annual shipbuilding budget of
approximately $10.0 billion, the committee is concerned with the amount of
capability and military presence that can be maintained with new weapons
systems. For example, the proposed Future Major Surface Combatant (DD(X)),
has price estimates of over $3.0 billion per ship. The committee is also
concerned with the effect the Navy's procurement strategy will have on the
shipbuildingindustrial base. Theserising coststhreaten to underminetheNavy’'s
shipbuilding program, putting future naval capabilitiesin jeopardy.

Thisyear, the committee asksthe fundamental question of how the Navy’s
appetite for “mega-ships’ will affect the industrial base and sustain production
rates necessary to deploy an operational fleet of sufficient size to meet global
commitments. The committee believes that early designs for many platforms
successfully addressed the missionsof the global war onterrorismby beinglight,
agile and cost-effective. However, the committee notes with dismay that costly
features redundantly supported by other platforms and systems are now
contributing to spiraling program costs. (Pages 11-12)

Senate. The FY 2006 defense authorization bill (S. 1042) as reported by the
Senate Armed Services Committee (S.Rept. 109-69 of May 17, 2005) contains a
provision (Section 121) that prohibits a winner-take-all acquisition strategy for the
DD(X). Thereport recommendsincreasing the DD(X) program’s FY 2006 advance
procurement funding request by $50 million, with the additional $50 million to be
used for the second DD(X), and recommends increasing the program’s FY 2006
research and development funding request by $10 million.

Conference Report. Section 123 of the conference report on H.R. 1815
establishes a$2.3-billion procurement cost limit on the fifth DD(X). The provision
states:

SEC. 123. COST LIMITATION FOR NEXT-GENERATION DESTROYER
PROGRAM.

(a) Limitation of Costs. — Except as provided in subsection (b), the total
amount obligated or expended for procurement of the fifth vessel in the
next-generation destroyer program may not exceed $2,300,000,000.

(b) Adjustment of Limitation Amount. — The Secretary of the Navy may
adjust the amount set forth in subsection (a) for the vessel referred to in that
subsection by the following:

(1) Theamountsof increases or decreasesin costs attri butabl e to economic
inflation after September 30, 2005.

(2) The amounts of increases or decreases in costs attributable to
compliancewith changesin Federal, State, or local lawsenacted after September
30, 2005.

(3) Theamountsof outfitting costsand post-delivery costsincurred for that
vessel.
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(4) The amounts of increases or decreases in costs of that vessel that are
attributable to insertion of new technology into that vessel, as compared to the
technology built into the lead vessel of the next-generation destroyer program
class.

(c) Limitation on Technology Insertion Cost Adjustment. — The Secretary
of the Navy may usethe authority under paragraph (4) of subsection (b) to adjust
the amount set forth in subsection (a) for the vessel referred to in that subsection
with respect to insertion of new technology into that vessel only if —

(1) the Secretary determines, and certifies to the congressional defense
committees, that insertion of the new technol ogy would lower the life-cycle cost
of the vessal; or

(2) the Secretary determines, and certifies to the congressional defense
committees, that insertion of the new technol ogy isrequired to meet an emerging
threat and the Secretary of Defense certifiesto those committeesthat such threat
poses grave harm to national security.

(d) Written Notice of Change in Amount. —

(1) REQUIREMENT. — The Secretary of the Navy shall submit to the
congressional defense committees each year, at the same time that the budget is
submitted under section 1105(a) of title 31, United States Code, for the next
fiscal year, written notice of any changein the amount set forth in subsection (a)
during the preceding fiscal year that the Secretary has determined to be
associated with a cost referred to in subsection (b).

(2) EFFECTIVE DATE. — Therequirement in paragraph (1) shall become
effective with the budget request for the year of procurement of the vessel
referred to in subsection (a), such year being the fiscal year in which the
Secretary of the Navy intends to award a contract for detail design and
construction.

(e) Next-Generation Destroyer Program. — In this section, the term
““next-generation destroyer program’‘ meansthe programto acquire and deploy
a new class of destroyers as the follow-on to the Arleigh Burke class of
destroyers.

Section 125 of the conference report prohibits the use of a winner-take-all
acquisition strategy for the DD(X) program. The provision effectively requiresthe
participation of at least one additional shipyard in the program but does not specify
the share of the program that is to go to that additional shipyard. The provision
states:

SEC. 125. PROHIBITION ON ACQUISITION OF NEXT-GENERATION
DESTROYER THROUGH A SINGLE SHIPYARD.

(@) Prohibition.— The Secretary of the Navy may not acquirevessel sunder
the next-generation destroyer program through a winner-take-all acquisition

strategy.
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(b) Prohibition on Use of Funds. — The Secretary of the Navy may not
obligate or expend any fundsto preparefor, conduct, or implement astrategy for
the acquisition of vessels under the next-generation destroyer program through
awinner-take-all acquisition strategy.

(c) Winner-Take-All Acquisition Strategy Defined. — In this section, the
term “winner-take-all acquisition strategy’‘, with respect to the acquisition of
vessels under the next-generation destroyer program, means the acquisition
(including design and construction) of such vessels through a single shipyard.

(d) Next-Generation Destroyer Program. — In this section, the term
““next-generation destroyer program’‘ meansthe program to acquire and deploy
a new class of destroyers as the follow-on to the Arleigh Burke class of
destroyers.

H.R. 2863 (FY2006 Defense Appropriations Bill).

House. TheHouse Appropriations Committee, initsreport (H.Rept. 109-119
of June 10, 2005) on H.R. 2863, recommends deleting the $716 million FY 2006
advance procurement funding request for the DD(X) program and rescinding the
program’ s $304 million in FY 2005 advance procurement funding, “consistent with
the recommendations of the House in H.R. 1815” (page 146); reducing DD(X)
FY 2006 research and development to $670 million; and adding $50 million in
FY 2006 research and devel opment funding for the CG(X) program (page 251). The
report states:

TheDD(X) program hasencountered seriousproblemsover the past year, ontwo
separate fronts:

Outyear funding and acquisition strategy. — When internal budget
decisionsin late 2004 reduced the planned buy of this ship classto one per year,
unit costs rose significantly, causing the Navy to propose an early downselect
and “winner take all” competition. This change to the program of record was
denied by the Congress. With such low quantities, shipsincluded in the current
FYDP would cost approximately $2.75 billion each. Thisis double the cost of
DDG — 51 destroyers procured in fiscal year 2005.

Technological difficulties. — The development program has run into
difficulties over the past year. Theintegrated power system, the volume search
radar, the peripheral vertical launch system, and the integrated deckhouse have
all experienced problems. Although not unusual for a program of this size and
complexity, these difficulties highlight the fact that much development work
remainsto be done. In addition, several changes have added weight to the ship
design, which raises technical risk and reduces flexibility for potential changes
in the future.

Considering the uncertainty in this program and the lack of authorization,
the Committee believes the programis likely to be restructured, and a new cost
and acquisition strategy devel oped, before proceeding to advance procurement.
(Pages 146-147; italics asin the original)

The report aso states:
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The Committee recommends $670,000,000 for further development of the
next generation DD(X) destroyer. As discussed under ‘Shipbuilding and
conversion, Navy’, this program has experienced numerous difficulties over the
past year, and the total requirement for these vesselsis still uncertain. Despite
these issues, however, the Committee believes there is value in keeping the
DD(X) development effort moving forward. In addition, many of these
technol ogies are expected to have utility for the next generation CG(X) cruiser,
currently funded for lead ship procurement in fiscal year 2011 and discussed
further below. Considered together, the bill includes $750,000,000 for
development of the DD(X) and CG(X).

CG(X)

The Committee recommendation accelerates concept design, concept
studies, and other development work for the CG(X) next generation cruiser.
Given the age of the current CG — 47 Ticonderoga class and the potential use
of CG(X) to fulfill ballistic missile defense and other missions, the Committee
believesit isimperative to accelerate thiswork. The Committee bill raises this
funding from $30,000,000 to $80,000,000. (Page 251)

Senate. The Senate Appropriations Committee, initsreport (S.Rept. 109-141
of September 29, 2005) on H.R. 2863, recommended increasing the DD(X)
program’ s $716 million advance procurement funding request by $50 million (page
124), and the program’s $1,115 million research and development funding request
by $13 million (pages 194 and 201). Of theadditional $13 million, $11 millionisfor
permanent magnet motor development work, and $2 millionisfor “ naval smartships
that anticipate and manage.”

Conference Report. The conference report on H.R. 2863 approves the
Navy’s FY 2006 advance procurement funding request for the DD(X) program and
increases the FY 2006 research and development funding request by $42.1 million.
Of the$42.1-millionincrease, $30.0 millionisfor CG(X) system concept and design,
$6.6 million is for a permanent magnet motor, $2.0 million is for a floating area
network, $1.5 million isfor awireless maritime inspection system, and $1.0 million
each is for surface vessel eectric actuator technology development and “naval
smartships that anticipate and manage.”

H.Con.Res. 95 (FY2006 Budget Resolution). Section 507 of the
conference report (H.Rept. 109-62) on H.Con.Res. 95 states:

SEC. 507. SENSE OF THE SENATE REGARDING THE ACQUISITION OF
THE NEXT GENERATION DESTROY ER (DDX).

() SENSE OF THE SENATE- It isthe sense of the Senate that —

(1) itisill-advised for the Department of Defense to pursue a winner-take-all
strategy for the acquisition of destroyers under the next generation destroyer
(DDX) program; and

(2) the amounts identified in this resolution assume that the Department of
Defense will not acquire any destroyer under the next generation destroyer
program through a winner-take-all strategy.
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(b) WINNER-TAKE-ALL STRATEGY DEFINED- In this section, the term
‘winner-take-all strategy’, with respect to the acquisition of destroyersunder the
next generation destroyer program, means the acquisition (including design and
construction) of such destroyers through a single shipyard.

This provision was added to the Senate version of the bill (S.Con.Res 18) on
March 17, 2005, an amendment (S.Amdt 182) that became Section 510 of the Senate
version of the bill.

LCS Program
H.R. 1815/S. 1042 (FY2006 Defense Authorization Bill).

House. H.R. 1815 as reported by the House Armed Services Committee
(H.Rept. 109-89) containsaprovision (Section 124) that limitsthe procurement cost
of each LCS, including its mission modules, to $400 million. The report also
recommends increasing the research and development funding request for the LCS
program by $12 million to fund work on high-strength composite material. (Page
165)

Senate. Initsreport (S.Rept. 109-69) on S. 1042, the Senate Armed Services
Committee stated:

The budget request included $36.8 million in Other Procurement, Navy
(OPN), for mission modules for the littoral combat ship (LCS). These mission
modules will enable the LCS to operate in the littorals by providing capability
in the mine warfare, small boat neutralization, and anti-submarine warfare
missions. The budget request did not include funding for a spare enginefor the
first ship of the class, which will use the MT30 marine gas turbine engine. If
there were amain engine casualty after delivery of the ship, much valuabletime
would be lost in the testing and validation of its concept of operations without
aspare engine. The committee recommends an increase of $8.6 million in OPN
for a spare MT30 marine gas turbine engine for the LCS. (Pages 72-73)

S.Rept. 109-69 also stated:

The Navy recently completed construction of the experimental littoral
[support] craft [or LSC-X, also known as the X-craft] and has been authorized
to procure oneflight O littoral combat ship (LCS). Funding for the second flight
0 vessel from the second contractor team is included in the fiscal year 2006
budget request. These shipswereintended to provide experience uponwhichthe
Navy would base decisions on how to proceed with acquisition of flight 1 LCS
vessels, now scheduled to begin in fiscal year 2008.

Theoriginal plan put forth by the Navy implied that the contractsfor flight
1 vessels would be awarded competitively. The Navy now appears to be
changing the acquisition approach to narrowing the selection of flight 1
proposals to a selection from between the two successful bidders for the flight
0 program. The committee understands that this could be the most convenient
approach from an administrative standpoint, but is concerned that this would
discourage other potential contractor teams from continuing work to mature
concepts and technologies for potential implementation on later LCS vessels.
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Therefore, the committee directs the Navy to report to the congressional
defense committees at the same time as the submission of the fiscal year 2007
budget on its acquisition strategy for the flight 1 portion of the LCS program.
That report should provide details on the testing and experimentation that the
Navy intends to conduct prior to awarding the flight 1 contracts; the acquisition
strategy for acquiring flight 1 vessels, including any reasonsfor having changed
that strategy if it has changed; and the Navy's plans for transitioning
technologies from other Navy research and development activities, with
particular emphasi s on technol ogies being developed inthe DD(X) program that
may be appropriate for applying to the LCS program. (Page 110)

Conference Report. Section 124 of the conference report on H.R. 1815
establishes a $220-million unit procurement cost limit on the fifth and sixth LCSs,
requiresan annual report on LCS mission packages, and makes procurement of more
than four LCSs contingent on the Navy certifying that there exists astable design for
the LCS. The provision states:

SEC. 124. LITTORAL COMBAT SHIP (LCS) PROGRAM.

(a) Limitation of Costs. — Except as provided in subsection (b), the total
amount obligated or expended for procurement of the fifth and sixth vesselsin
theLittoral Combat Ship (LCS) classof vessels, excluding amountsfor elements
designated by the Secretary of the Navy as a mission package, may not exceed
$220,000,000 per vessel.

(b) Adjustment of Limitation Amount. — The Secretary of the Navy may
adjust the amount set forth in subsection (a) for either vessel referred to in that
subsection by the following:

(1) Theamountsof increases or decreasesin costs attributabl e to economic
inflation after September 30, 2005.

(2) The amounts of increases or decreases in costs attributable to
compliancewith changesin Federal, State, or local lawsenacted after September
30, 2005.

(3) Theamountsof outfitting costsand post-delivery costsincurred for that
vessel.

(4) The amounts of increases or decreases in costs of that vessel that are
attributable to insertion of new technology into that vessel, as compared to the
technology built into the first and second vessels, respectively, of the Littoral
Combat Ship (LCS) class of vessels.

(c) Limitation on Technology Insertion Cost Adjustment. — The Secretary
of the Navy may use the authority under paragraph (4) of subsection (b) to adjust
theamount set forthin subsection (a) for any vessel referred to in that subsection
with respect to insertion of new technology into that vessel only if —

(1) the Secretary determines, and certifies to the congressional defense
committees, that insertion of the new technol ogy would lower the life-cycle cost
of the vessal; or
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(2) the Secretary determines, and certifies to the congressional defense
committees, that insertion of the new technology isrequired to meet an emerging
threat and the Secretary of Defense certifiesto those committeesthat such threat
poses grave harm to national security.

(d) Annual Report on Cost Growth. —

(1) REQUIREMENT. — The Secretary of the Navy shall submit to the
congressional defense committees each year, at the same time that the budget is
submitted under section 1105(a) of title 31, United States Code, for the next
fiscal year, written notice of any change in the amount set forth in subsection (a)
during the preceding fiscal year that the Secretary has determined to be
associated with a cost referred to in subsection (b).

(2) EFFECTIVE DATE. — Therequirement in paragraph (1) shall become
effective with the budget request for the year of procurement of the fifth and
sixth vesselsinthe Littoral Combat Ship (LCS) class of vessels, such year being
thefiscal year in which the Secretary of the Navy intendsto award acontract for
detail design and construction of those vessels.

(e) Annual Report on Mission Packages. — The Secretary of the Navy shall
submit to the congressional defense committees each year, at the same time as
the President’ sbudget for the next fiscal year is submitted under section 1105(a)
of title 31, United States Code, a report that provides current information
regarding the content of any element of the Littoral Combat Ship (LCS) class of
vesselsthat isdesignated as a“mission package”, the estimated cost of any such
element, and the total number of such elements anticipated.

(f) Limitation on Shipsand Mission Modules. — No funds available to the
Navy may be used for the procurement of Littoral Combat Ships, or elementsfor
such Littoral Combat Shipsreferredtoin subsection (€), after procurement of the
first four vesselsin the Littoral Combat Ship (LCS) class until the Secretary of
the Navy submits to the congressional defense committees the Secretary’s
certificationinwritingthat there exist stabledesignsfor theLittoral Combat Ship
class of vessels.

(g) Stable Design. — For purposes of this section, the designs of aclass of
vessels shall be considered to be stable when no substantial change to those
designsis anticipated.

FY2006 Defense Appropriations Bill (H.R. 2863).

House. TheHouse Appropriations Committee, initsreport (H.Rept. 109-119
of June 10, 2005), recommends approving the program’ s research and devel opment
funding request (page 251), which includes funds for building the second LCS, and
adding $440 millioninthe SCN account for the procurement of two additional LCSs,
for atotal FY 2006 procurement of three LCSs (page 146). The report states:

The Committee remains very supportive of the LCS program, and believes that
further procurement infiscal year 2006 i sprudent and reasonable giventhe status
of the program at this point in time. The Committee directs that, prior to
obligation of SCN funds for the third and fourth ‘flight zero’ LCS ships, the
Navy certify in writing to the congressional defense committees that the ship
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designs from each prime contractor are sufficiently stable to alow further
construction. The Committee also believes that, while the LCS ship itself is of
stable and mature design, the mission modules essential to LCS warfighting
capabilities are less mature. A number of these technologies have not been
demonstrated in an operationa environment, and cost estimates for the mission
modules appear immature aswell. To address thisissue, the Committee directs
the Navy to submit, not later than February 1, 2006, areport on the devel opment
and procurement plan for LCS mission modules, including a description of the
development status of each subsystem. The report shall include a schedule
showing how production of those modulesalign with planned LCS ship delivery
schedules and an allocation scheme showing how modules would be allocated
among LCS-class ships. (Page 146; see also page 251)

Senate. The Senate Appropriations Committee, in S.Rept. 109-141 on H.R.
2863, recommended increasing the LCS program’s $576 million research and
development funding request by $5 million for remote operation of active sonar
technology.” (Pages 192 and 200) The committee stated:

The Committee remains supportive of the LCS program and the unique
warfighting capabilities these small modular combatants promise to provide.
However, the Committeeis concerned about the lingering instability of program
requirements and thus costs. Since program inception, thetotal number of LCSs
reportedly required to attain an effective warfighting capability has fluctuated
significantly. Such fluctuations create concern that LCS is being used as a
mechanism to artificially inflate the total number of shipsin an already unstable
shipbuilding program. The Committee remains focused on the warfighting
prowess each ship and submarine provides the fleet rather than on the total
number of vesselsin the Navy’sinventory. The Committee viewsthe LCSasa
supplement to naval warfighting rather than areplacement for major combatants.
Intermsof program costs, the Committee understandsthat both hull and mission
modul e perf ormance specificationsand thus projected costsfor the LCS program
are dramatically increasing. The Committee reminds the Navy that the appeal
of the LCSisitsrelative simplicity of design and “low cost.” (Page 87)

Conference Report. Theconference report on H.R. 2863 approves funding
for the procurement of three LCSsin FY 2006. The report approves $582.7 million
in research and development funding for the LCS program, a $6.2-million increase
over the requested amount. Thistotal includes funding for the procurement of one
LCS, asrequested by the Navy. The conference report aso includesan $440 million
inthe Shipbuilding and Conversion, Navy (SCN) account, not requested by the Navy,
for the procurement of two additional LCSs. Of the$6.2-millionincreasein research
and development funding, $3.0 million isto be used for remote operation of active
sonar technology (ROAST), $2.2 million is for unmanned surface vehicle concepts
and technology solutions, and $1.0 million is for antisubmarine warfare multistatic
sensor mission planing upgrade and LCS mission package projects.

The conference report states that “ The conferees agree to the report on Littoral
Combat Ship (LCS) mission modules proposed by the House, and specify that such
report should include cost estimates for these modules by fiscal year.”



AAW
AGS
AMC
AOCA
ASuW
ASW
AUV
BIW
CBO
COEA
CSBA
DOD
DON
EA/SD
EDM
FYDP
GD
ISR
LCS
LSC
LSC-X
MIW
0&S
OPN
OSsD
PANMC

VLS
WPN

CRS-71
Appendix A. Acronyms

Anti-air warfare

Advanced Gun System

Analysis of multiple concepts

Analysis of aternatives

Anti-surface warfare

Antisubmarine warfare

Autonomous underwater vehicle

Bath Iron Works shipyard of Bath, ME
Congressional Budget Office

Cost and operational effectiveness anaysis
Center for Strategic and Budgetary Assessments
Department of Defense

Department of the Navy

Evolutionary acquisition with spiral devel opment
Engineering devel opment model

Future Y ears Defense Plan

General Dynamics Corporation

Intelligence, surveillance, and reconnaissance
Littoral Combat Ship

Littoral support craft

Littoral support craft — experimental

Mine warfare

Operating and support

Other Procurement, Navy appropriation account
Office of the Secretary of Defense

Procurement of Ammunition, Navy and Marine Corps
appropriation account

Research and devel opment

Shipbuilding and Conversion, Navy appropriation account — the
Navy's ship-procurement account

Specia operations forces

Unmanned Air Vehicle

Unmanned Vehicle

Vertical launch system

Weapons Procurement, Navy appropriation account
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Appendix B: Prior-Year Legislative Activity
DD(X)/CG(X) Program
FY2005.

Authorization. The House Armed Services Committee, in its report
(H.Rept. 108-491) on the FY2005 defense authorization bill (H.R. 4200),
recommended disapproval of the $221.1 million in the DD(X) program’s FY 2005
funding request for beginning detailed design, non-recurring engineering work, and
construction of the lead DD(X). The committee recommended deferring the
initiation of construction of the lead DD(X) to FY2006. The report stated:

The committee has strongly supported the DD(X) program since its
inception....

In its report, ‘Defense Acquisitions — Assessments of Major Weapons
Programs,” dated March 2004, the General Accounting Office (GAO) assessed
the DD(X) as entering system development with none of its 12 critical
technologies fully mature (and thereby subject to a higher risk of completing
devel opment at the planned cost and schedul €). The program manager ispursuing
risk mitigation by constructing and testing engineering devel opment modelsfor
the critical technologies; however, the acquisition strategy calls for engineering
devel opment model construction and testing to be done concurrently with system
design. The decision to reduce the weight of the ship prompted redesign of the
advanced gun system and hull form engineering development models. Because
of schedule slippage, only two engineering development models (the hull form
and theintegrated power system) would be mature by the award of the lead ship
construction contract, currently planned for September 2005. Current testing
schedules call for the integrated power system, dual band radar suite, total ship
computing environment, and peripheral vertical launching system to continue
development beyond the lead ship production decision. In the GAO’s view,
should any of these innovative technol ogies encounter challengesthat cannot be
accommodated within the current design margins, redesign of other technol ogies
and of the integrated ship system may be needed. Redesign would likely result
in additional costs and schedule delays and affect the planned installation
schedule. In addition, because the DD(X) acquisition strategy focuses on
developing and maturing technologies that could be leveraged across multiple
ship classes, delay in the maturation of critical technologies would increase the
risk for other development programs.

The committee notes that the engineering development models of the
integrated power system and the advanced gun system are scheduled to complete
land-based testing by theend of fiscal year 2005 and the multi-function radar will
have compl eted two-thirds of itsland-based and at-sea testing by that date. The
committee believesthat it would be prudent to delay the award of the contract for
construction of thefirst ship of the classfromfiscal year 2005 tofiscal year 2006
in order to accommodate any results from the testing of these critical systemsin
the design of the ship prior to beginning construction. The committee
recommendsthat the DD(X) program be restructured to reduce concurrency and
develop technology “ off-ramps” for technologies that do not mature.
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Accordingly, the committee recommends a decrease of $221.1 million in
PE 64300N and deferring the initiation of construction of the lead ship from
fiscal year 2005 to fiscal year 2006. (Pages 174-175).

The committee recommended a$10-million increasein funding for devel oping

the DD(X)'s AGS (page 166) and a $2-million increase for developing and
demonstrating improvementsin manufacturing methods and process technol ogy for
high power switches and conversion equipment to be used in the DD(X) program

(page 191).

The report aso stated:

The committee has observed the increasing use of funds designated for
research and development (R& D) purposesto acquireoperational platforms. The
fiscal 2005 budget proposal would takethe practiceto unprecedented level s, with
three DD(X) and two LCS ships, three E — 2C aircraft, and eleven VH-XX
helicopters proposed for acquisition with R&D funds.

Theuseof R&D fundsfor prototypesand truly devel opmental itemsisboth
proper and prudent. This practice also makes sense when, following the
completion of testing, a test asset still has useful capability to bring to the
operational fleet. However, itisdifficult to believethat nearly half of theVH-XX
fleet, for example, qualifies as prototypes or dedicated test assets. The fact that
the platformsmay occasionally be used for sometesting purposesdoesnot, inthe
committee’ s view, qualify them as research craft. Indeed, the committee would
be surprised were the department actually proposing to regularly carry the
President on prototype aircraft.

While the committee recognizes the increased flexibility of R&D fundsin
acquiring platforms, there is concern that placing acquisition programs in the
R&D budget, particularly at their early, least stable stage, threatens other
programs, particularly in science and technology. The R&D budget is a very
small pool from which to fund acquisitions of large items like ships, and as
procurements are must-pay bills, typical procurement cost-growth would put the
rest of the R& D budget at risk.

The committee’ s action with regard to particular programsfunded in R&D
should therefore be seen not only asareflection of the merits of those items, but
also asan expression of concern over the rapidly expanding portion of the R&D
budget being used for purposes other than R&D. (Pages 248-249)

The Senate Armed ServicesCommittee, initsreport (S.Rept. 108-260) onthe

FY 2005 defense authorization bill (S. 2400), approved the start of construction of the
lead DD(X) in FY 2005 and increased the program’s FY 2005 funding request by
$99.4 millionto begin design work on the second DD(X) (page 173). Thecommittee
included a provision in the bill (Section 211) authorizing the use of FY 2005 funds
for the second DD(X) and stating that $99.4 million shall be availablein FY 2005 for
the detail design of the second DD(X). In discussing Section 211, the committee's

report stated:

The Committeeon Armed Servicesof the Senate, initsreport (S.Rept. 108-
46) to accompany the National Defense Authorization Act for Fiscal Y ear 2004,
directed the Secretary of the Navy to provide a report on the viability of the
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surface combatant industrial base, with specific focus on the transition from the
DDG — 51 Arleigh Burke-class destroyers to the DD(X). This report was
delivered to the congressiona defense committeesin March 2004. The report
included a workload analysis that showed that if the DD(X) schedule slips, the
shipyard that is scheduled to build the follow ship, the second destroyer of the
DD(X)-class, could experience significant workload i ssueswhich, depending on
the length of the schedule dlip, could affect the financial viability of the this
shipyard. This is exacerbated by the fact that this shipyard’s workload and
resultant viability is solely dependent on the design and construction of surface
combatants.

The committee remains concerned about the viability of the competitive
industrial base for the design and construction of surface combatants for the
Navy. According to the Future Y ears Defense Program (FY DP), there will be no
surface combatants in the budget request for fiscal year 2006. The budget
request for fiscal year 2005 includes $3.5 billion for the construction of the last
three DDG — 51 Arleigh Burke-class destroyers, bringing theinventory to 62 of
these multi-mission ships. The next class of destroyers will use the DD(X)
design. The first of these ships is being funded with incremental RDTE,N
funding starting with $221.1 million of construction money in fiscal year 2005.
If the current schedule is maintained, the contract for the second ship of the
DD(X)-classwill not be awarded for about eighteen months, and is expected in
fiscal year 2007 using Shipbuilding and Conversion, Navy (SCN), funding. This
gap could jeopardize the design and production capability of the shipyard
scheduled for the second ship.

The Navy had originally planned to compete the construction phase of the
first DD(X), but recently made adecision to award that contract on asole-source
basisto the shipyard with lead design responsibility. The committee expectsthe
Navy to take all actions necessary to ensure the viability of the second shipyard
in order to maintain a healthy and competitive industrial base for surface
combatants. The committee believes that the Navy is responsible for ensuring
that both shipyards share equitably in the DD(X) design effort from this point
forward to facilitate a smooth transition from design to fabrication to
construction of DD(X).

The committee believesthat if the flexibility provided by using RDTE,N
funds for the lead ship at the lead shipyard is justified, that same flexibility is
necessary for the follow ship at the second shipyard as well.

The budget request included $1.4 billion in PE 64300N for DD(X) total
ship engineering. Thecommitteerecommendsanincreaseof $99.4millionin PE
64300N to accelerate design efforts at the follow shipyard for the second
DD(X)-class destroyer, for the purpose of sustaining a competitive industrial
base for surface combatant ships. (Pages 130-131)

Theconferencereport (H.Rept. 108-767) on H.R. 4200 (P.L. 108-375) states:

The conferees have strongly supported both the DD(X) program and the
Navy’ s acquisition strategy, which uses the construction and test of engineering
development models (EDMs) to mitigate technical risk.

The conferees are aware of the assessment by the Government
Accountability Office (GAQO) of the maturity of 12 technologies critical to
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DD(X), as the program entered the system development and demonstration
(SDD) phase, and the GA O’ sfurther assessment that DD (X) technol ogy maturity
and design stability will not be demonstrated before the Milestone B decision
scheduled for March 2005. Many of the teststo demonstrate technical maturity
will occur around the time of the critical design review (CDR) latein fiscal year
2005. Program officials acknowledge the risks associated with the advanced
technologies, but the conferees believe that taking such risks is warranted to
ensurethat the DD(X) technol ogies are not obsolete, and that the Navy hastaken
adequate steps to mitigate the risks before ship construction begins. These steps
include the identification of fall back options if new technologies are not
available.

In particular, the conferees note the concerns expressed in the House report
(H.Rept. 108-491) regarding the schedul efor land-based testing of theintegrated
power system and advanced gun system EDMs. Thesetwo system EDMsarenot
schedul ed to compl eteland-based testing until lateinfiscal year 2005, coincident
with the DD(X) CDR.

The conferees agree that the integrated power system and advanced gun
system are key elements which drive much of the DD(X) design, and that
land-based testing of these systems should be essentially complete prior to the
DD(X) CDR. The conferees direct the Secretary of the Navy, in coordination
with the Under Secretary of Defensefor Acquisition, Technology and Logistics,
to report to the congressional defense committees following completion of the
DD(X) CDR. That report should include the results of the CDR and an
assessment of the readiness of the program to proceed beyond the SDD phase of
the program.

The conferees share the concernsraised in the Senate Report (S.Rept. 108-
260) regarding maintaining the viability of acompetitive industrial base for the
design and construction of Navy surface combatants. Asnoted inthat report, the
Navy had originally planned to competethe construction phase of the DD(X), but
made adecision to award that contract on asole-source basisto the shipyard with
lead design responsibility. The conferees expect the Navy to take all actions
necessary to ensure the viability of the second shipyard in order to maintain a
healthy and competitiveindustrial basefor surface combatants. (Pages590-591)

Appropriation. The House Appropriations Committee, in its report
(H.Rept. 108-284) on the FY2005 defense appropriations bill (H.R. 4613),
recommended deferring the initiation of construction of the lead DD(X) from
FY 2005 to afutureyear and reducing the program’ sFY 2005 funding request by anet
$248.8-million. The report stated:

TheCommitteebelievesthe DD (X) devel opment scheduledoesnot provide
sufficient time for the proper maturation and testing of transformational
technologies prior to initiating construction of the first ship, presenting a
potential ‘rush to failure.” According to the Navy’s schedule, detailed design
drawings necessary for the construction of the ship will not be completed prior
to the award of thisinitial construction contract. It isthe Committee’sview that
it is not prudent to proceed with the construction of a ship without first
completing detailed design drawings and concluding basic testing of the
technologies that will be integrated into the ship. According to the General
Accounting Office, none of thetwelvecritical technologiesfor DD(X) will reach
maturity prior to entering product development. Further, based on the Navy’s



CRS-76

schedule, land based testing of two critical technologies will not be complete
prior to the conclusion of the Critical Design Review (CDR).

Accordingly, the Committee recommends eliminating the $221,000,000
requested for the first increment for construction of the first DD(X) ship. This
recommendation is based on the Committee's judgment that the highly
concurrent, extremely aggressive DD(X) devel opment program doesnot support
afully informed acquisition decision in fiscal year 2005, making a request for
construction funding premature. The Committeebelievesthat additional timefor
development prior to the construction contract award will provide time for the
program to stabilize and for the maturation and testing of critical technologies.

The Committee also recommends a reduction of $43,800,000 from the
$191,400,000 requested for Critical Design Review (CDR), scheduled for thelast
guarter of fiscal year 2005. This recommendation reflects the Committee's
conclusion that the CDR schedule must dlip in order to complete land-based
testing of critical components of the leading technol ogies prior to compl etion of
CDR. The Committee directsthe Navy to extend the time frame for the CDR to
ensure that land-based testing has been completed on all twelve DD(X) critical
technologies prior to the completion of CDR.

Finally, the Committee recommends an increase of $13,000,000 only for
the completion of the DD(X) alternative engine construction and its delivery to
the Navy for testing, an increase of $1,000,000 for Floating Area Networks, and
an increase of $2,000,000 for smart ships that anticipate and manage. (Pages
287-288. See also page 278.)

The report aso stated:

The Committee recommends an increase of $125,000,000 to initiate
advance procurement of materiel necessary for the construction of an additional
DDG — 51 Guided Missile Destroyer in the 2006 or 2007 budget.

Thisrecommendation isbased on the Committee’ sview that the additional
system development and testing required for the DD(X), the next generation
destroyer, will lead to adelay in the Initial Operating Capability of the DD(X).
With this delay, the Committee believes operational requirements of the Navy
necessitate the construction of at least one more DDG — 51.

The Committee expects the Navy to fully fund the construction of thisDDG —
51 in afuture budget request. (Pages 164-165)

TheSenate AppropriationsCommittee, initsreport (S.Rept. 108-284) onthe
FY 2005 defense appropriationshbill (S. 2559), supported the program’ sresearch and
development funding request but stated that it believes that construction of the lead
ship should be funded in the Navy’ s shipbuilding account. The committee approved
thetotal amount requested for the program, but transferred the $221 million intended
for initiating lead ship detailed design and construction to the Navy’s shipbuilding
account. The committee also recommended an additional $99.4 million in the
shipbuilding account as advance procurement funding for the second DD(X), which
the report stated is to be built at a second-source shipyard. The report stated:
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The Committee recommends supporting the President’ s budget request for
the DD(X) Destroyer program but holds that construction of the ship should be
funded within the shipbuilding and conversion account in a manner consistent
with prior shipbuilding programs. The Committee is encouraged by the Navy's
willingness to propose nontraditional means of overcoming the enormous
financial burden that ship cost overruns and prior year bills place upon the
shipbuilding budget, but findsthat such costswould not be eliminated but rather
obscured by funding ship construction in the research and devel opment account.
Therefore, the Committee recommends transferring $221,116,000 of research
and devel opment funding to the Shipbuilding and Conversion, Navy account and
directs the Navy to fund future ship construction programs within the
shipbuilding and conversion account. In addition, the Committee recommends
providing $99,400,000 in advance procurement funding for the second DD(X)
ship to be constructed at a second source shipyard. (Page 83. See aso page
157.)

The conference report (H.Rept. 108-622) on H.R. 4613 (P.L. 108-287)
provides $350.5 million in advance procurement (AP) funding in the SCN account
for the DD(X) program — $221.1 million for the lead DD(X) (transferred from the
Navy’ sresearch and devel opment account), and $84.4 million for the second DD(X).
The designation of this funding as AP funding implies that the nominal year of
procurement for both shipsisnot FY 2005, but rather afuture fiscal year. Thereport
stated:

The conferees agree to provide a total of $305,516,000 for advance
procurement for the DD(X) class of shipsinstead of $320,516,000 as proposed
by the Senate and no appropriation as proposed by the House. The conferees
direct the Navy to include future funding requests for the DD(X) in the
Shipbuilding and Conversion, Navy appropriation.

Within the funds provided, $221,116,000 is only for design and advance
procurement requirements associated with the first ship of the DD(X) class and
$84,400,000isonly for design and advance procurement requirements associ ated
with construction of the second ship at an alternative second source shipyard.
The confereesdirect that no funds shall be available for the procurement of long
lead time material for items that are dependent upon delivery of a DD(X) key
technology unless that technology has undergone testing, thereby reducing risk
to overal program costs.

The conferees direct that full funding of the remaining financial
requirement for these ships, not including traditional advance procurement
requirements, shall be included in afuture budget request. (Page 188; see also
pages 185 and 187.)

The conference report also provides $1,176.5 million in research and
development funding for the DD(X) program. After accounting for the $221.1
million transferred to the SCN account, this equates to a$34-million reduction from
the request. The report stated:

The conferees agree to provide $1,176,469,000 for the DD(X) program
instead of $1,182,785,000 as proposed by the House and $1,210,469,000 as
proposed by the Senate.
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The conferees agree that prior to the completion of the Critical Design
Review (CDR), the Navy should complete land-based testing of the Advanced
Gun System (AGS) and the Integrated Power System (IPS). The conferees
believeit isnot advisable to complete CDR prior to ensuring that at least two of
the 12 key technol ogies have completed testing due to historical trends of ship
cost growth based on re-design to accommodate changes in technological
reguirements.

The conferees direct the Navy to submit a report to the congressional
defense committees that addresses the Navy’'s plan to transition DD(X) key
technol ogies through devel opment, testing, acquisition, and installation. This
report should also address“ back up” technol ogiesthat could beinserted into the
DD(X) program should the maturity of the planned technology not materialize
within atimeline necessary to meet the stated DD(X) schedule. (Page 310; see
also pages 278 and 300)

H.R. 1268/P.L. 109-13 (FY2005 Emergency Supplemental). The
conferencereport (H.Rept. 109-72) on the Emergency Supplemental Appropriations
Actfor 2005 (H.R. 1268/P.L. 109-13) containsaprovision (Section 1019) that states:

PROHIBITION ON COMPETITION OF THE NEXT GENERATION
DESTROYER (DD(X))

SEC. 1019. (a) No funds appropriated or otherwise made available by this Act,
or by prior Acts, may be obligated or expended to prepare for, conduct, or
implement astrategy for theacquisition of the next generation destroyer (DD(X))
program through a winner-take-all strategy.

(b) WINNER-TAKE-ALL STRATEGY DEFINED- In this section, the term
“winner-take-all strategy’, with respect to the acquisition of destroyersunder the
next generation destroyer program, means the acquisition (including design and
construction) of such destroyers through a single shipyard.

Thisprovisionwould effectively prohibit the Navy from using awinner-take-all
competition for theright to build all DD(X)s. The provision effectively requiresthe
participation of at |east one additional shipyard in the program but does not specify
the share of the program that isto go to that additional shipyard.

The Senate report on the bill (S.Rept. 109-52) contains also states:

DD(X) Integrated Power System. — Land-based testing of the Integrated Power
System for DD(X), the next-generation Navy destroyer, is scheduled for this
summer. During this testing, the Navy plans to use a fall back motor option
instead of the Permanent Magnet Motor [PMM] being developed as part of the
DD(X) program. The Committee is aware the PMM is significantly lighter and
smaller than thefall back option and is much more efficient than any other motor
option. The Committee, therefore, directs the Navy to continue PMM
development efforts and evaluate conducting land-based testing of the PMM
prior to Production Readiness Review [PRR]. (Page 25; italics and bracketed
material asin the original)
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FY2004.

Authorization. The House Armed Services Committee, in its report
(H.Rept. 108-106) on the FY2004 defense authorization bill (H.R. 1588),
recommended increasing the Administration’ s request for development funding for
the DD(X) program by $4 million, to $1,042 million (pages 160, 175, and 182). The
committee noted that the Navy is currently reviewing the ship’s operational
requirements and key performance parameters, which will affect the design and size
of the ship, and asked to be kept informed of the review and itsimpact on the ship’s
capabilities and design (page 175).

In its report (S.Rept. 108-46) on the FY 2004 defense authorization bill (S.
1050), the Senate Armed Services Committee recommended approving the
Administration’s request for $1,038 million in development funding for the DD(X)
destroyer (page 165). The committee stated that it was aware of the debate within
DOD and the Navy over the ship’ s size, and that key performance parametersfor the
ship are under review. The committee noted its support for the Marine Corps
requirementsfor naval surfacefiresupport, and directed theNavy to ensurethat these
requirements are taken into account in reviewing operational requirements for the
DD(X) (page 241). The committee stated that it believed that demands for surface
combatants are expanding beyond the 116-ship surface combatant force called for in
the 2001 Quadrennial Defense Review (QDR). The committee stated that it
remained concerned about the surface combatant industrial base, particularly during
thetransition from DDG-51 procurement to DD(X) procurement in FY 2006-FY 2008,
and directed theNavy to submit an updated report on the surface combatant industrial
base by March 1, 2004 (page 126).

Appropriation. The House Appropriations Committee, in its report
(H.Rept 108-187) on the FY 2004 defense appropriations bill (H.R. 2658), stated:

The Committeeis highly supportive of the Navy’s concept of DD(X), but
is concerned by the lack of afinal decision on such elemental things as design
requirements, including weight, size, and armament. In addition, the Navy’s
stated mission for DD(X) continues to evolve, making it difficult for the
Committee to match the appropriation request to tasks the Navy desires to
accomplishinfiscal year 2004. Although fundsrequested will be used to initiate
Phase IV of DD(X), the Committee is not convinced the Navy has a clear
acquisition strategy for this next phase.

The Committee is also concerned that the Navy and the Office of the
Secretary of Defense (OSD) appear to have “withheld” a significant level of
funds previously appropriated for DD(X). While the Committee recognizes a
Navy and OSD tradition of not releasing all funds appropriated for programsfor
management flexibility and the application of certain financial adjustments, the
percentage withheld from the DD(X) program appears greater than that applied
to other programs.

The Committee recommends a reduction of $100,000,000 for DD(X)
design. The Committee's recommendation is based on the lack of a definitive
requirement, lack of a final decision on design, low execution of previously
appropriated funds, and alack of an acquisition strategy for PhaseV of DD(X).
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The Committee recommends an increase of $20,000,000 for DD(X) which
is only for developing an alternative engine as the prime power source. The
Committee’s intent is that the Navy pursue a risk mitigation strategy for the
engine which could deliver overall program cost savings in a potential
competitive scenario. (Page 255)

In its report (S.Rept. 108-87) on the FY 2004 defense appropriation bill (S.
1382), the Senate Appropriations Committee commented on the Navy’ s proposal to
fund the first DD(X) and the first LCS in the Navy's research and development
account rather than in the Navy’ s ship-procurement account:

The Committeeisaware that the Department of the Navy plansto fund the
purchase of ships in fiscal year 2005 within the Research and Development,
Navy account. These ships — the first in their class — the DD(X) next-
generation destroyer and the Littoral Combat Ship [LCS] are currently planned
to be procured with research and development dollars with the second ship in
each classto be procured with Shipbuilding and Conversion, Navy [SCN] funds
in fiscal year 2006.

The Committee understands that there are seeming advantages to this
approach— reducing prior year shipbuilding costsand providing these programs
with the additional flexibility that is inherent in research and development
funding. The Committee is concerned, however, that the Department will not
reap the benefitsit seeks. Central to the argument that supports building thefirst
ship in aclass with research and development funding is the necessity to learn
lessonsfromtheresearch, devel opment andtesting being done. If theNavy plans,
asit currently does, to fund the second ship in each of these classesin fiscal year
2006 in SCN before actual construction even begins on the research and
development-funded ships, the distinction between funding in research and
development and SCN only becomes one of full-funding.

Therefore, the Committee directsthat if these ships— the DD(X) and LCS

— are funded in research and development, all research and development

acquisition rules will apply, including technol ogy readiness reviews, milestone

decisions, and test and eval uation before these ships may enter Shipbuilding and
Conversion, Navy for procurement.

If the Navy chooses not to follow the acquisition policies required of
research and development programs before they enter procurement, funding for
thesefirst shipsintheir class shall berequestedin Shipbuilding and Conversion,
Navy, as has been the tradition. (Pages 154-155)

The conference report (H.Rept. 108-283) on the FY2004 defense
appropriations bill (H.R. 2658/P.L. 108-87) stated:

The conferees agree with the Senate concerning the Navy’ s plansto fund
the purchase of ships — DD(X) and LCS — in fiscal year 2005 within the
Research, Development, Test and Evaluation (RDT&E) appropriation. The
conferees believe that the use of research and development funding to procure
first ships of aclassis not in keeping with budgetary guidelines regarding full-
funding. The conferees agree that should the fiscal year 2005 request include
these ships— DD(X) and LCS— within RDT&E, all research and devel opment
acquisition rules shall apply, including technology readinessreviews, milestone
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decisions, and test and evaluation before these ships may transition to
procurement. (Page 292)

FY2003.

Authorization. Section 1025 of the conferencereport (H.Rept. 107-772) on
the FY 2003 defense authorization bill (P.L. 107-314/H.R. 4546) requires DOD to
submit areport to Congress by March 31, 2003 on

the effect of the contract award announced on April 29, 2002, for thelead design
agent for the DD(X) ship program on theindustrial base for ship combat system
development, including the industrial base for each of the following: ship
systemsintegration, radar, electronic warfare, and launch systems.... Thereport
shall include the following: (1) The Secretary’ s assessment of the effect of the
contract award referred tointhat subsection on ship combat system devel opment
and on the associated industrial base. (2) A description of any actions that the
Secretary proposes to ensure future competition in the ship combat system
development and industrial base.

LCS Program
FY2005.

Authorization. The House Armed Services Committee, in its report
(H.Rept. 108-491) on the FY2005 defense authorization bill (H.R. 4200),
recommended disapproval of the $107.7 million requested for FY 2005 to begin
building the lead LCS. The committee recommended that construction of the lead
ship be delayed until FY2006. The committee recommended approval of the
remainder of the program’s FY 2005 funding request. The report stated:

Prior to announcing the LCS program, the Navy did not conduct a formal
analysis of alternatives to demonstrate that a ship like the LCS would be more
cost-effective for performing the stated missions than potential alternative
approaches. In the statement of managers accompanying the conference report
on H.R. 4546 (H.Rept. 107-772), the conferees raised a number of issues with
respect to the development of LCS. The Secretary of the Navy’ sreport on those
issues was a brief, summary document that provided little detail with regard to
the analysis performed by the Navy in developing the requirement and the
concept for LCS. The Navy' sMarch 2004 report on L CS requirements, concepts
of operations, acquisition strategy, and systems that would be replaced by LCS
was also a relatively brief summary document that provided little new
information about the LCS program. Congress has directed the General
Accounting Officeto report by March 1, 2005, on the LCS program’ sanalytical
justification, concept of operations, technical maturity, and potential costs.

The committee continues to have concerns about the lack of a rigorous
analysis of aternative concepts for performance of the LCS mission, the
justification for the force structure sought by the Navy, and whether the
program’ s acquisition strategy is necessary to meet an urgent operational need.
In view of continued unfunded requirements for mission module devel opment
and experimentation and what the committee believes is the need for more
thorough evaluation program, the committee is concerned about the Navy's
ability to resolve these issues before committing to the design for the LCS and
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beginning construction of the first ship. Finally, the committee is concerned
about whether the program schedul e provides sufficient timeand capabilitiesfor
experimentation and evaluation of the operational concepts for LCS before
committing to major serial production of the ship.

Consequently, thecommittee recommends $244.4 millionin PE 63581N for
the LCS, adecrease of $107.7 million for LCS construction. The committeealso
recommendsthat the construction of thefirst Flight 0 LCS bedelayed until fiscal
year 2006. (Page 184-185)

The Senate Armed ServicesCommittee, initsreport (S.Rept. 108-260) onthe
FY2005 defense authorization bill (S. 2400), recommended approval of the
program’ s funding request for FY 2005 (page 170) but otherwise did not discussthe
program.

Theconferencereport (H.Rept. 108-767) on H.R. 4200 (P.L. 108-375) stated:

The conferees note the concerns expressed in the House report
accompanyingH.R. 4200 (H.Rept. 108-491) regarding whether the LCSprogram
schedule provides sufficient time and opportunities for experimentation and
evaluation of the operational conceptsfor LCSin Flight Zero before committing
to major serial production of the ship with Flight One. The program plan
provided with the fiscal year 2005 budget request had construction starting on
Flight One ships before delivery and evaluation of Flight Zero ships. This
concurrency could require expensive retrofit to Flight One ships after lessons
have been learned from operating Flight Zero ships.

The conferees are concerned with a potential industrial impact induced by
making fiscal year 2006 a gap year in LCS production, which could lead to
increased ship costs or technol ogy insertion challenges. However, the conferees
agree with the rationale of section 8092 of the Department of Defense
Appropriations Act for Fiscal Y ear 2005 (section A of Public Law 108 — 287),
which directs that no funds be obligated for construction of athird vessel inthe
fiscal year 2006 budget request. The conferees expect that the Navy will include
aplan that reducesthe risk of concurrency in the LCSjustification submitted as
part of the fiscal year 2006 budget request. (Page 540)

Appropriation. The House Appropriations Committee, in its report
(H.Rept. 108-553) on the FY2005 defense appropriations bill (H.R. 4613),
recommended anet $57-millionincreasein funding for the LCS program, consisting
of a $107-million increase to fully fund the lead LCS in FY 2005 at atotal cost of
$214 million, and a $50-million decrease for Phase | pre-design/concept studies for
a subsequent improved version of the LCS design. The committee stated that it
views the lead LCS as a prototype and that design and construction of the next
version of the LCS should not proceed until the prototype is completed and tested.
The report stated:

The Committee remains impressed with the Navy’ s initiative in pursuing
the LCS program, which promises to address significant operational gaps in
Navy capability while presaging new waysof devel oping and fielding technol ogy
to the Fleet. The Committee has agreed to the Navy's request to fund
construction of LCS in the research, development, test and evaluation
appropriation, recognizing the Navy's desire to more readily accommodate
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potential changesto the program. The Committee approvesthisrequest because
it viewsthe Flight O ship as a prototype of acompletely new class of ship. Once
the Navy has completed and tested the prototype, it should proceed with the
preliminary design and construction of the first Flight 1 ship.

The Committee recommendationincludesincreasing the budget request for
the construction of the first Flight 0 LCS by $107,000,000, fully funding this
construction effort at $214,000,000. The fiscal year 2005 request included only
$107,000,000 for the first increment of the LCS construction. Budget
documentation indicates the Navy plans to request an additional $107,000,000
for the second and final increment for the first ship in fiscal year 2006. The
Committee strongly opposes incremental funding of ship construction and
therefore has provided atotal of $214,000,000 in 2005 for construction of the
first LCS, fully funding the construction requirement in one year.

The Committee recommendation reduces the L CS request by $50,000,000
for Phase | pre-design/concept studies for the development of a request for
proposal for the preliminary design of the Flight 1 ship. Thisrecommendationis
based onthe Committee’ sjudgment that the preliminary design of thefirst Flight
1 ship should commence after test and evaluation of the Flight O prototype to
avoid potential costly re-design efforts. (Page 288-289. See also page 274.)

TheSenate AppropriationsCommittee, initsreport (S.Rept. 108-284) onthe
FY 2005 defenseappropriationshill (S. 2559), recommended approval of theFY 2005
funding request for the program. The committee stated that it views the lead LCSs
as prototypes and directed the Navy to include no funding in its FY 2006 budget
request for construction of a second ship of either prototype design. The report
stated:

The Committee supports the budget request for the Littoral Combat Ship
[LCS] and consents to the Navy's request to fund construction of the first
prototype ship for each of two ship designs in the Research and Development,
Navy account. Approval for funding LCS in the research and development
account is strictly based on the acknowledgment of the prototypical nature and
high level of technical risk inherent in this program. The Committee finds LCS
to be unique and unlike any other shipbuilding program the Navy has previously
pursued; andtherefore, grantsthe Navy’ srequest for theincreased flexibility that
funding within the research and development account affords. However, the
Committee directs that all follow-on ships beyond one prototype for each LCS
ship design be fully funded in the Shipbuilding and Conversion, Navy account.
The Committee also believes that substantial testing of the LCS and the
associated mission modulesisrequired to eval uate each ship design and validate
operational requirements. Therefore, the Committee directs that no funds shall
be obligated to prepare afiscal year 2006 budget request for construction of the
second ship of either prototype design. Thisdirective isintended to provide for
a‘''gap’* year between the construction of the first prototype ship and second
ship of each design, thereby ensuring that design problems discovered during the
construction of each ship design are identified and fixed before construction of
the follow-on ships. In addition, the consent to build the LCS prototype ships
with research and development funding should in no way be interpreted as
approval for other ship construction programs to be funded within the Research
and Development, Navy account.
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The Committee is also concerned that the development of various LCS
mission modules, which will be procured independently from the vessel, will
obscure the actual cost of the weapon system. Therefore, the Committee directs
theNavy toidentify L CSmission modulefunding separately withinthe Research
and Devel opment, Navy and Other Procurement, Navy accounts. (Page 156-157)

The report aso stated:

A central feature of the LCS design is modular Mission Packages. The
planned Mission Packagesmay consi st of acombination of modul es, manned and
unmanned of f-board vehicles, deployable sensors, and other support equi pment.
The Navy plans to begin funding Mission Modules, which will be procured
independently from Seaframe development, in the fiscal year 2006 budget
request under the “Other Procurement, Navy” account. The Committee feels
strongly about creating an appropriate level of visibility to ensure an accurate
accounting of total program costs. The Committee, therefore, directs the Navy
to establish a“LCSMission Packages” linewithin the account and to request all
items (modules, vehicles, sensors, etc.) related to the development of LCS
Mission Packages in this line as part of the fiscal year 2006 budget request.
(Page 93.)

The conference report (H.Rept. 108-622) on H.R. 4613 (P.L. 108-287)
includes a provision (Section 8092) that provides $214.7 million in the Navy's
research and development account for construction of the lead LCS. The provision
also states:

None of the funds provided in this Act may be obligated to prepare afiscal year
2006 budget request for athird vessel under the Littoral Combat Ship program
in fiscal year 2006: Provided, That funds for the second vessel shall be for a
second source supplier: Provided further, That all subsegquent ships shall be
purchased with “ Shipbuilding and Conversion, Navy” funds beginning in fiscal
year 2007.

The conference report stated:

The conferees agree to provide $457,089,000 for the Littoral Combat Ship
(LCS) program instead of $409,089,000 as proposed by the House and
$352,089,000 as requested and proposed by the Senate.

The conferees agree with the Senate that all follow-on ships, beyond one
of each prototype design, should be fully funded in the Shipbuilding and
Conversion, Navy appropriation. The conferees also agree that substantia
testing of the LCS and associated mission modulesis required to evaluate each
ship design and validate operational requirements. Therefore, the conferees
direct that no funds shall be obligated to prepare a fiscal year 2006 budget
request for construction of a third vessel, as reflected in the conference
agreement including Section 8092 as originally proposed by the Senate. This
directive is intended to provide for a “gap” year between construction of the
prototype ships and the follow-on construction of a second ship of each design,
thereby ensuring that design problems discovered during the prototype phase of
each ship design are identified and corrected before construction of follow-on
ships. The conferees also agree with the Senate that beginning in the fiscal year
2006 budget request, the Navy should identify LCS mission module funding
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separately within the Research, Development, Test and Evaluation, Navy and
Other Procurement, Navy appropriations. (Pages 310-311)

FY2004.

Authorization. The House and Senate Armed Services Committees, in
their reports (H.Rept. 108-106 and S.Rept. 108-46, respectively) on the FY 2004
defenseauthorization bill (H.R. 1588/S.1050), recommended increasing the FY 2004
funding request for the LCS program by $35 million to fund additional development
of LCSmission modules (pages 158 and 183-184 in the House report, and page 162
in the Senate report).

The House report noted that the Navy did not perform an analysis of
alternatives prior to announcing the LCS program. The report noted the various
issues about the program that were raised in the conference report on the FY 2003
defense authorization bill (see above), and stated that the February 2003 Navy report
submitted in response to Section 218 of the FY 2003 defense authorization bill

was a brief, summary document that provided little detail with regard to the
analysis performed by the Navy in developing the requirement and the concept
for the LCS. The committee expectsthat the Secretary of the Navy will address
more completely theissues raised in the [conference report] prior to proceeding
to an Acquisition Program Initiation decision in mid-fiscal year 2004. (Page
183)

The committee noted concerns about the Navy' s strategy for developing LCS
mission modul esthat were expressed inthe FY 2003 conferencereport and stated that
it was recommending a$35-million increase to reduce development risk in thisarea.
(Pages 183-184)

The Senatereport stated:

The committee is concerned that the analysis underpinning the LCS
requirement isnot sufficient. Section 218 of the National Defense Authorization
Act for Fiscal Year 2003 (Public Law 107-314) required the Secretary of the
Navy to submit areport on LCSwhich addressed in detail the analytical process
to examine aternatives, and establish relative priorities to meet valid
requirements. The committee believes that the report, which was delivered
pursuant to last year's requirement, did not provide the necessary analysis.

The Navy believes that this ship would offer away to achieve afleet size
of 375 ships, anumber that the Chief of Naval Operationshas said isrequired to
support the Sea Power 21 vision. The committee is concerned that the larger
surface combatant force[included in the 375-ship plan] will declineto anumber
even below that which is projected in the near term as aresult of the acquisition
of LCS. Whilethe cost of the LCS seaframe has been estimated, and isincluded
in the preliminary design interim requirements document, there is no firm
estimate of what LCSwill cost with its focused mission modules. Overall Navy
affordability constraints may well lead to afleet with the number of Navy ships
close to the number now in commission, only of lesser capability.
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The committee directs the Comptroller General to submit a report to the
committee by March 1, 2005, that (1) details the Navy’s progress in further
defining the concept of operationsfor the LCS; (2) assesses the analytical basis
for the establishment of L CS requirements; (3) assesses the technical maturity
of the focused mission modulesfor flight zero ships, and, to the extent possible,
for flight one ships; and, (4) estimates the recurring L CS weapons system cost,
to include seaframe and focused mission modules, at aproduction rate similar to
that in the Navy plan.

The committee believes that the Navy will have to conduct significant
experimentation to determine the utility of the LCS concept. The focused
mission modulesarerequired to enable that experimentation, yet the Navy failed
to fully fund focused mission modules in the budget request. The committee
believesthat before committing to production of morethan afew ships, the Navy
should havedetermined, through anal ysisand experimentation, that thisshipwill
deliver the Navy's expected capabilities. To accelerate this process, the
committee recommendsanincrease of $35.0 million ... for LCSmodules. (Pages
179-180)

Appropriation. The House Appropriations Committee, in its report
(H.Rept. 108-187) on the FY2004 defense appropriation bill (H.R. 2658),
recommended reducing funding for the ship portion of the LCS program by $15
million and increasing funding for the devel opment of LCS mission modules by $25
million. The report states:

The Committee is very supportive of the Navy’s concept of the LCS. It isan
innovative approach to meeting the threats and through the use of “mission
modules” will be able to quickly transform to meet emerging threats. Future
enhancements include the use of unmanned aerial vehicles and unmanned
undersea vehicles. The spiral development approach will provide sufficient
flexibility to implement the LCS in “flights’, providing increasing levels of
warfighting capability.

The Committee is concerned, however, with the lack of fina requirements
documentation and a spiral development plan for LCS. It isclear that the initial
system will not provide all of the warfighting capabilities promised with LCS,
but thereisno definition of the requirement and no “roadmap” of how the Navy
will achieve the system required. It isalso of concern that L CS capabilities will
overlap those of existing systems operating in the littoral battlespace, an issue
that the Navy has not fully addressed.

The Committeerequeststhe Navy submit by March 1, 2004, afinal requirements
document and a spiral development plan for advancing the LCS through its
development and acquisition. Additionally, the Navy should continue to refine
its concept of operations in the littoral battlespace to ensure no duplication of
effort.

The Committee recommends an increase of $25,000,000 for LCS only to
accel erate mission modul edevel opment and theintegration of thesemodulesinto
LCS Flight 0. These funds may not be obligated or expended until the
submission of the March 1, 2004 report previously requested.
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The Committee recommends a reduction of $15,000,000 for the LCS. The
Committee’'s recommendation is based on the lack of a final design or
development plan for LCS. (Pages 254-255)

The Senate Appropriations Committee, initsreport (S.Rept. 108-87) on the
FY2004 defense appropriation bill (S. 1382), recommended approving the
Administration’s funding request for research and development work on the LCS
program, but recommended increasing the portion of this funding that isto be used
for developing LCS mission modules. The report states:

The Committee is supportive of the Navy's Littoral Combat Ship [LCS]
program, but is concerned that the Navy has underestimated the technol ogical
challenges the devel opment of this ship may face. While considerable effort has
been made and careful thought has been taken regarding plansfor the seaframe,
the Committee remains unconvinced that similar efforts have been taken
regarding the ship’s mission modules. Unfortunately, of the $158,071,000 the
Department of Navy requested for LCS research and development, the
Department only requested $41,000,000 for sea frame-related mission module
activities. The Committee, therefore, has earmarked $76,000,000 of the request
for LCSand directsthe Navy to establish afully-funded mission moduleresearch
and development program for the Flight O LCS that extends beyond the
patchworked mine warfare plan. (Page 156)

As noted in the section on legidative action concerning the DD(X), the
committee al'so commented on the Navy’s proposal to fund the first DD(X) and the
first LCSinthe Navy’ s research and development account rather thanin the Navy's
ship-procurement account. Thisreport language appearsin the section onlegidative
activity concerning the DD(X).

The conference report (H.Rept. 108-283) on the FY2004 defense
appropriations bill (H.R. 2658/P.L. 108-87) stated:

The conferees have included $168,071,000 for continued research and
development of the Littoral Combat Ship (LCS), the amount recommended by
the House and $10,000,000 above the amount recommended by the Senate.

The conferees agree with the House language regarding the need to refine
the Navy’s concept of operationsin the littoral battlespace to ensure that there
is no duplication of effort between LCS and other platforms. To this end, the
conferees direct the Navy to provide a report to the House and Senate
Committees on Appropriations, no later than March 1, 2004 that details the
missions LCS will conduct in the littoral battle space, which platforms and
systems currently conduct these missions, and what changes, if any, will be made
to future years' budgets to eliminate any duplication of effort.

In addition, in order to maintain focus on the LCS mission module
development and integration, the conferees agree that $51,000,000 of the funds
provided for LCSis available only for these efforts. (Pages 291-292)

(In response to this language, the Navy submitted areport on March 3, 2004.)
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As noted in the section on legislative action concerning the DD(X), the
conference report also commented on the Navy’s proposal to fund the first DD(X)
and thefirst LCSinthe Navy’ sresearch and development account rather than in the
Navy’s ship-procurement account. This report language appears in the section on
legidlative activity concerning the DD(X).

FY2003.

Authorization. Section 218 of the conferencereport (H.Rept. 107-772) on
the FY 2003 defense authorization bill (H.R. 4546/P.L. 107-314) authorized $4
million for requirements devel opment for the LCS, and stated that the Navy may not
obligate any fundsfor the construction of an LCSuntil the Navy submitted adetailed
report on the LCS program’s acquisition strategy that “addresges| the plan and
schedulefor fulfilling the requirements of Department of Defense Instruction 5000-
seriesfor amajor defense acquisition Milestone A decision for initiation of concept
and technology development for” the LCS. The LCS acquisition strategy must also
include a “robust” concept and technology demonstration phase. The conferees
stated:

An LCS program may be necessary to provide capabilitiesto carry out the
National Military Strategy. However, neither the Office of the Secretary of
Defense, the Joint Chiefsof Staff, nor the Navy has provided any indication that
they have completed sufficient work on any number of prerequisites that the
Department of Defense (DOD) is required to meet before concluding that new
development is required to provide the capabilities inherent in an LCS. These
include requirements in title 10, United States Code, and interna DOD
directives, such as DOD 5000.2-R Mandatory Procedures for Major Defense
Acquisition Programs and Chairman, Joint Chiefs of Staff (CJCS) Instruction
3170.01B.

The LCS has not been vetted through the Joint Requirements Oversight
Council (JROC) process, particularly regarding possible alternatives and the
relative priority to meet valid requirements. This should be completed prior to
initiation of any program which isintended to support joint combat operations.

The conferees believe that the Navy needs to assess the adequacy of
existing and planned platformsto test the littoral combat ship concept and how
these platformswill be used in the devel opment, test, and evaluation of the LCS
and its mission modules. The conferees strongly believe that the Navy must
capitalize on ongoing and planned experiments, demonstrations, and eval uations
of existing, prototype, and experimental hull formsand platformsto better inform
theNavy’ sdecisionsonthe LCS. Some of these have been completed, but others
are planned and await modification or construction of the hull form and platform
demonstrators.

The conferees are al so concerned that the Navy’ sstrategy for the LCS does
not clearly identify the plan and funding for development and eval uation of the
mission modul es upon which the operational capability of the LCSwill depend.
The conferees believe that the strategy for LCS devel opment must provide for
theidentification, transition, and integration of the component technologies and
subsystemsto be included in the several mission modules and for the evaluation
of each mission module as a system before its deployment on the LCS.
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The conferees expect the JROC and the Navy to specifically deal with a
number of concerns in fulfilling the requirements in the LCS provision. These
include:

(1) Assessing theextent to which unmanned systems coul d be capabl e of completing
the missionsingtead of amanned LCSvessdl. Briefings on the LCS indicate that an
LCS would be used for operations determined to be “too risky” for larger surface
combatants. Thisraises questions about the leve of risk the Navy has determined to
be acceptable for an LCS that is unacceptable for larger surface combatants.

(2) Identifying the threat or threats that have negated the Navy's previous
investments in multi-mission ships and made the missions of anti-submarine
warfare, anti-surface warfare, and antimine warfare “too risky” for these ships.
The Navy has invested heavily in providing combatants of al types and
displacements with onboard and offboard sensors, weapons, and information
connectivity. This investment was directed to ensure that multimission ships
could operate at any time and in any place.

(3) Determining the level of support from other combatants and auxiliaries that
LCS vessels will require, and whether this will lead to altered planning
assumptions for sizing the force. An open question regarding a “focused
mission” vessel such asan LCSiswhether the vessel will be ableto operate with
impunity in the presence of threats outside its focused mission warfare area. If
not, the Navy may have to adjust operating and support concepts in more
significant ways than merely adding L CS vessels to the current battle group.

(4) Identifying the appropriate level of helicopter support in the baseline LCS
vessel. The naval helicopter has been a proven key capability for combatant
surface ships when conducting the three primary warfare areas stated for LCS.
Navy briefingsindicate that the LCSwill require ahelicopter capability to carry
out its missions and will operate forward of the battle group. Nevertheless, the
Navy appearsto haveforgotten thelessonslearned fromthefirst flight of Arleigh
Burke-class destroyers and has not included a naval helicopter hangar as a key
requirement for the LCS.

(5) Assessing theimplications of using and supporting nonmarinized systems as
component capabilitieson L CSvessels. For exampl e, the Navy hasindicated the
desirefor using OH-58D helicopters on LCS. Although these Army helicopters
haveflown from Navy shipsfor short periods, they havelimited capabilitiesfor LCS
misson areas. Naval helicopters, however, have the durability and system
integration required to provide joint and battle group synergism for LCS missions.

(6) ldentifying whether there are changes in tactics and procedures which the
Navy could apply to current platforms and concepts of operations that would
accomplish the envisioned L CS missionswithout putting additional pressure on
an already underfunded ship acquisition plan.

(7) Assessing the assignment of LCS-unique missions to the U.S. Coast Guard,
close dlies, or coalition partners. If we are to continue assuming joint and
coalition warfare, perhaps the U.S. Navy could count on the Coast Guard or
smaller navies of alies to contribute more effectively by performing ‘' small
ship’* mission[s]. (Pages 562-564)

(Inresponseto this section, the Navy submitted areport on February 10, 2003.)
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Appendix C: Past DD(X) Oversight Issues

This appendix presents past oversight issues for the DD(X) program. These
issues related to the earlier decision of whether to approve the start of DD(X)
procurement.

DD(X) Technology Readiness

GAO Reports and Testimony. The DD(X) will incorporate severa
significant new technol ogies— probably more new technol ogiesthan any new class
of surface combatant that the Navy has built in decades. GAO expressed concerns
several times in reports and testimony about whether these technologies will be
sufficiently mature in time for the lead DD(X), about the Navy’s lack of fallback
options for many of these technologies, and about the potential for problems in
technol ogy development to add time and cost to the D(X) program, and particularly
to the effort for building the lead ship. In July 2005, GAO stated:

Demanding requirementsand timeframes present substantial challengesfor
the DD(X) program. DD(X)'’s revolutionary design and automated operations
requiremultipletechnological advances.... Atthesametime, theDD(X) program
has imposed a tight schedule — one that calls for concurrent development,
design, and construction.

Toreducerisk inthe DD(X) program, the Navy is building 10 engineering
development models that represent the ship’s most critical subsystems and
technologies. While use of these modelsisasound approach, planned testing of
the models continues through system design and, in some cases, into detailed
design and construction, creating risk. Any problemsidentified through testing
could require design changes and result in delays and cost increases. Past GAO
work showsthat demonstrating technol ogical maturity — that is, the technol ogy
has been shown to performin itsintended environment — at the start of system
design and development is key to reducing risk and meeting cost, schedule, and
performance objectives. Inaddition, themodelsarenot identical indesigntothe
subsystems that will actually be installed on the first ships and thuswill require
additional work to reach the final design.

Theconsequences of not meeting the challengesfacingthe DD(X) program
aresignificant. If theprogramfail sto demonstrate capabilities, devel op software,
or integrate subsystems as planned, these activities will be pushed into the later
stages of design and construction. In these stages, the cost of work and delaysis
much higher and the schedule much less forgiving than in earlier stages. At the
same time, the Navy must compete for funding with other programs, while
supporting existing platforms and depl oyments, in atime when the discretionary
budget is constrained. In light of the risks framed by the DD(X)’s challenges,
decision makers should consider potential trade-offs in advance, including
accepting reduced mission performance, increased costs, del ayed shipyardwork,
and/or additional manning. It would be prudent to consider the palatability of
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such trade-offs now before authorizing the construction of the first ship — a
commitment the Navy plans to make by the end of this fiscal year.®

Navy Position. In response, the Navy argues that development of DD(X)
technologiesisproceedingwell, that the new technol ogieswill be sufficiently mature
to support the lead DD(X) as currently scheduled, and that allowing more time for
further maturing the technol ogiesbefore proceeding with DD (X) procurement would
add timeand cost to the DD(X) program (and other Navy shipbuilding programsthat
would incorporate DD(X) technologies) and result in a ship whose technologies
would be less up to date at the time of ship completion.*

Potential Oversight Questions. Potential oversight questionsfor Congress
included the following:

e What istherisk that one or more new technologies being devel oped
for the DD(X) will not be sufficiently mature to support the lead
DD(X) as currently scheduled?

e If one or more of these technologies experience development
difficulties, how might thisaffect the schedul e, cost, and capabilities
of the lead DD(X) and follow-on DD(X)s?

DD(X) as Bridge to CG(X)

The Navy argues that the DD(X) will act as a bridge to the CG(X) because the
CG(X) will be based on the DD(X) hull design (perhaps slightly enlarged) and use
many of the same basic technologies asthe DD(X). The Navy states that

The DD(X) hull and propulsion plant will be spiraled into the CG(X) platform
with about 80% design overlap, representing atremendous cost avoidancein the
CG(X) program. Without DD(X), CG(X) will be behind schedule and therefore
unavailable to counter critical threats and will also require up to four billion

% Government Accountability Office, Defense Acquisitions]:] Progress and Challenges
Facing the DD(X) Surface Combatant Program, GAO-05-924 T, July 19, 2005. (Testimony
Before the Subcommittee on Projection Forces, Committee on Armed Services, House of
Representatives. [The panel on which GAO testified had its testimony deferred to July 20,
2005.]) For earlier GAO reports on DD(X) technology maturity, see Government
Accountability Office, Progressof the DD(X) Destroyer Program, GAO-05-752R, June 14,
2005; Government Accountability Office, Defense Acquisitions] :] Assessmentsof Selected
Major Weapon Programs, Mar. 2005; Government Accountability Office, Defense
Acquisitiong[:] Challenges Facing the DD(X) Destroyer Program, GAO-04-973, Sept.
2004; and Genera Accounting Office, DEFENSE ACQUIS TIONS: Assessments of Major
Weapon Programs, GAO-04-248, Mar. 2004.

% See, for example, Statement of The Honorable John J. Y oung, Jr., Assistant Secretary of
the Navy (Research, Development and Acquisition), and RADM Charles S. Hamilton, 11,
Program Executive Officer For Ships, Before the Projection Forces Subcommittee of the
House Armed Services Committee on DD(X) Shipbuilding Program, July 19, 2005, pp. 11-
20.
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dollars (representing a net additional billion dollars of taxpayer money) for
non-recurring engineering costs.®

Skeptics could argue that DD(X) technologies planned for use in the CG(X)
could be developed without building any DD(X)s, or by building asingle DD(X) as
an integrated technology demonstrator.

DD(X)/CG(X) Technologies for Other Navy Ships

TheNavy arguesthat several DD (X)/CG(X) technologiesareto beincorporated
into other planned Navy ships:

A significant portion of the DD(X) R&D fundingis procuring systemsfor useon
multiple platforms. About 25% of DD(X) R&D investment is common and
directly applicable to [the aircraft carrier] CVN-21and [the amphibious assault
ship] LHA(R). With the exception of nuclear propulsion technology, little
research and development funding for aircraft carriers has been funded since the
inception of the NIMITZ-class carrier ailmost forty years ago. Consequently,
DD(X) is the principa technology driver for CVN-21's radars, computing
environment, deckhouse construction and other command and control systems.
Without DD(X), CVN-21 will likely be delayed by one year and R&D costs
alone will grow by $1.3 billion, not including the cost of the schedule delay.*®

Skeptics could argue that DD (X)/CG(X) technologies planned for usein other
Navy ships could be developed without building any DD(X)s or CG(X)s, or by
building a single DD(X) or single CG(X), or one ship of each kind, as integrated
technology demonstrators.

% Statement of Admiral Vern Clark, U.S. Navy, Chief of Naval Operations, Before The
House Armed Services Committee Projection Forces Subcommittee, July 19, 2005, p. 11.

% |bid.
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Appendix D: Past LCS Oversight Issues

Thisappendix presentspast oversight issuesfor the LCS program. Theseissues
related to the earlier decision of whether to approve the start of LCS procurement.

Program Mission Requirements

The LCS program was based on a Navy requirement for additional capability
for countering enemy submarines, surface attack craft and minesin heavily contested
littoral areas.’” Did the Navy accurately project this requirement?

9 Mission requirementsfor the LCS program aretechnically covered (i.e., “grandfathered”)
by the MNS that was issued for the old SC-21 (i.e., DD-21) program. The analysis behind
the SC-21 MNS, however, did not focuson potential littoral anti-accesschallengesinlittoral
waters. TheNavy' srequirement for additional capability for countering enemy submarines,
surface attack craft, and mines in littoral waters instead reflects an analysis aimed at
identifying gaps or weaknesses in Navy capabilities that the Navy performed initially in
February 2001, which did focuson potential littoral anti-accesschallengesinlittoral waters.
The Navy refined this analysis further in 2001 and 2002 and then issued mission
requirements for the LCS in a Preliminary Design Interim Requirements Document. (U.S.
Department of the Navy, Littoral Combat Ship Flight O Preliminary Design Interim
Requirements Document [ PD-IRD], Feb. 10, 2003.) The document states:

The primary threat to sea based U.S. joint forces will be from mines, aircraft,
ships, boats, submarines, and coastal defense units armed with Anti-Ship Cruise
Missiles (ASCM), and submarine-launched torpedoes. Mines present the most
challenging threat because they can be deployed from ships and aircraft, both
military and civilian, and can also be deployed from submarines. Significant
threats will also come from air and ship launched torpedoes; fighter-launched
Tactical Air-to-Surface Missiles; other ordnance carried by sea and land-based
aircraft (fixed- and rotary-wing); chemical, biological and nuclear weapons, and
in the future, directed energy weapons. While operating in the littoral regions,
additional threats from coastal defense sites (artillery, missile, multiple rocket
launchers, and possibly torpedoes) small boats and Tactical Ballistic Missiles
may be encountered. A thirdtier threat will include preemptive attacks or covert
action from special operations forces, combat divers, and terrorists. The
weapons threats may be supported by C3 [command, control, and
communications], electronic attack, and electronic support [i.e., electronic
eavesdropping] systems.

Further details on existing, projected, and technologically feasible threats
are contained in the Classified “Major Surface Ship Threat Assessment”, ONI-
TA-018-01, January 2001....

The LCS will deliver focused mission capabilities to enable joint and
friendly forces to operate effectively in the littoral. These focused mission
capabilities are an enhanced mine warfare capability, a better shallow-water
ASW capability, and an effective counter to small craft. There are other
capabilities inherent in the LCS that support other missions such as Maritime
Interdiction Operations (MIO) and Intelligence, Surveillance, and
Reconnaissance (ISR).
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Those who support the notion that the Navy accurately projected this
reguirement could argue the following:

e The Navy experienced difficulties countering mines in a 1984
mining incident in the Red Sea, in the 1987-1988 Navy operation to
escort reflagged Kuwaiti tankers and other U.S.-flag commercial
ships in the Persian Gulf, in the 1991 Persian Gulf War, and (to a
smaller degree) intherecent Iragwar. Navy shipswere damaged by
minesin the 1987-1988 and 1991 operations.

e The Navy has aso been challenged by surface attack craft while
operating in littoral waters, such as during the 1987-1988 escort
operation.

e While the Navy does not appear to have been significantly
challenged by enemy submarinesin littoral watersin recent military
operations, proliferation of modern non-nuclear-powered submarines
to potential adversarieshasbeenaconcernamongNavy officialsand
other observersfor several years.

e Inlight of the many firms globally that are marketing non-nuclear-
powered submarines, surface attack craft, and mines to foreign
buyers, and theinterest that numerous countries, including potential
foreign adversaries, have shown in either buying such systemsfrom
foreign suppliers or building them indigenoudly, it is reasonable to
expect that the Navy in thefuture will need additional capability for
countering such systems.

Those who question the notion that the Navy needs to acquire additional
capability for countering mines and surface attack craft in littoral waters could argue
the following:

e recent magjor U.S. military combat operations— in Kosovo in 1999,
in Afghanistan in 2001-2002, and in Iraq in early 2003 — suggest
that the Navy faces no immediate crisis in littoral-warfare
capabilities; and

e potential U.S. adversariesdo not appear to be acquiring submarines,
surface attack craft, and mines at the rate that some observers have
expected, and may attempt to circumvent the Navy’ slittoral-warfare
plans by focusing on acquiring different kinds of littoral-defense
systems, such as autonomous underwater vehicles (AUVs).”

% A May 2003 report on DOD programs for countering enemy anti-access and area-denial
forces written by the Center for Strategic and Budgetary Assessments (CSBA) — a hon-
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
(continued...)
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% (...continued)
that their previous efforts to deal with them have been ineffective....

All of thesejudgmentsand conclusionsare a 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 themin the near term
for other political or military reasons; or they are pursuing new capabilities to
outflank DON transformation plans.

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 isgoingto 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 duringthefirst[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, inthat it would side-
step most, if not al, 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 sis being borne by them, the costs for
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,
(continued...)
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Potential questionsfor Congressregarding themission requirementsfor theLCS
included the following:

e The Navy has been aware of challenges posed by enemy mines,
surface attack craft, and submarines in littoral waters since its
operationsinthe Persian Gulf in 1987-1988 and 1991, if not before.
Why did the Navy not begin to identify these challenges as a source
of significant new mission requirements until 2001? Is the Navy
exaggerating the threat posed by these area-denial systemsto help
justify the start of the LCS program?

e Do0esOSD agreewiththeNavy’ sview on the scale and composition
of current and projected threats to Navy ships operating in littoral
waters?

e What isthelatest evidence on whether potential foreign adversaries
are developing improved littoral-defense systems based on
submarines, surface attack craft, and mines?

e To what degree might potential U.S. adversaries attempt to
circumvent current Navy plans for improving its littoral-warfare
capabilities by acquiring different kinds of littoral-defense systems,
such asAUVs?

Program Cost Effectiveness

In contrast to the DD(X), which reflected the outcome of a formal analysis
intended to identify the best or most promising way to perform certain surface
combatant missions (the SC-21 Cost and Operationa EffectivenessAnalysis| COEA]
of 1995-1997), the Navy prior to announcing the start of the LCS program in
November 2001 did not conduct aformal analysis— which now might be called an
analysis of multiple concepts (AMC) — to demonstrate that a ship like the LCS
would bemore cost-effective than potential alternativeapproachesfor performingthe
LCS' s stated missions. Potential alternative approaches for performing the LCS's
stated missionsinclude (1) manned aircraft, (2) submarines equipped with UVs, (3)
alarger (perhapsfrigate-sized) surface combatant equipped with UV sand operating
further offshore, (4) a non-combat littoral support craft (LSC) equipped with UV,
or (5) some combination.

% (...continued)
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.
Emphasis as in the original. The excerpted passage is from the chapter of the report
focusing on Navy programs, which was written by Robert Work, CSBA’s naval issues
analyst.)



AnAMC isoften performed beforeaservicestartsamajor acquisition program.
The absence of an AMC raised a question regarding the analytical basis for the
Navy’ sassertion that the LCSisthe most cost-effective approach for performing the
LCS sstated missions, particularly given the Navy’ s pre-November 2001 resistance
to the idea of asmaller combatant. Asaresult, the issue of whether a ship like the
LCS represents the best or most promising approach became a subject of some
debate.

Arguments Supporting LCS as Best Approach. Supportersof theLCS
could argue that the LCS program represents the best possible approach for
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performing the LCS's stated missions because the LCS program:

builds on about four years of analytical work on small, fast surface
combatants done in 1998-2001 at the Naval War College under the
Streetfighter project, which showed severa potential operational
advantages of using a smaller ship like the LCS for performing
littoral-warfare missions;

would respond to the Navy’'s need for forces that can operate in
littoral waters (including shallow-draft watersinaccessibleto larger
Navy surface ships) to counter enemy submarines, surface attack
craft, and mines;

has been shown in computer simulations and wargames to
substantially improve Navy littoral warfare capabilities;

would be a key Navy program for achieving and exploiting the
concept of network-centric warfare, which is a key component of
naval transformation;

would take full advantage of unmanned vehicles, which are another
key component of naval transformation;

would exploit the new concept of modular payload packages to
achieve significant mission flexibility and an improved ability to
accept upgrades and new missions over its life-cycle;

would be more numerous and mobile in littoral waters than larger
and slower surface ships, and would thus be more effectivein terms
of making it difficult for the enemy to plan and react to U.S.
operationsin littora waters;

would achieve survivability through speed, stedlth, battlespace
awareness, self-defense weapons, and support from other Navy
platforms;

would avoid the need to put at risk larger and more expensive
surface ships, with their larger crews, to conduct operations in
potentially dangerous littoral waters; and
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e would respond to the Navy’ s need for more affordable ships.

Supportersof the LCS program can al so argue that the Navy in the past has built
prototype ships without having first done an AMC, and that the Navy is now
conducting an AMC for the LCS program.

Arguments Questioning LCS as Best Approach. Skepticsof theLCS
program could argue that while many of the above arguments may be true, they do
not demonstrate that the LCSis the best or most promising approach for performing
the LCS s stated missions, and that the Navy is proposing the LCS program on the
basis of “analysis by assertion.” More specifically, skeptics could argue the
following:

e Although it might be argued that the LCS is covered under the SC-
21 COEA, the SC-21 COEA did not examine options for acquiring
asmall combatant likethe LCSand thus cannot in substance provide
aformal analytical basisfor arguing that the LCSisthe best or most
promising approach.

¢ Intestimony totheHouse Armed Services Committeein 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 moveto LCS.” %

e Thefour yearsof analysis done by the Navy prior to announcing the
LCS program revolved to a large degree around the Streetfighter
concept, which differsin certain respects from the LCS concept.'®
More important, the analysis focused primarily on what a
Streetfighter might look like and what kind of warfighting
contribution it could make as part of alarger Navy force, rather than
on the more basic question of whether a smaller surface ship
represented a better approach than other alternatives for performing
the missions in question.

% Spoken testimony of Vice Admiral John Nathman, Deputy Chief of Naval Operations
(Warfare Requirements and Programs), at an April 3, 2003 hearing on Navy programs
before 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’s analytical basis for the LCS program. The withesses
defended the analytical basis of the LCS program but acknowledged that “The more
rigorous analysis occurred after the decision to moveto LCS.” See U.S. Congress, House
Committee on Armed Services, Subcommittee on Projection Forces, Hearing on National
Defense Authorization Act for Fiscal Year 2004 —H.R. 1588, and Oversight of Previously
Authorized Programs. 108" Cong., 1% sess., Mar. 27, and Apr. 3, 2003, (Washington: GPO,
2003), p. 126. For an article discussing the exchange, see Jason Ma, “Admira: Most LCS
Requirement Analysis Done After Decision To Build,” Inside the Navy, Apr. 14, 2003.

100 The Streetfighter, for example, was often described asaship of several hundred (i.e., less
than a thousand) tons displacement, while the LCS is usually described as a larger ship
displacing 1,500 to 3,000 tons.
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¢ Although Navy computer simulations and wargames may show that
a ship like the LCS would increase the Navy’'s warfighting
effectiveness in the littoral environment, the Navy has not shown
that thisincreaseis greater than the increase that might be achieved
by investing a similar amount of funding in other approaches for
performing littoral warfaremissions. TheNavy identified aneed for
additional littoral warfighting capability and leaped to theconclusion
that the LCSwould bethebest way to provideit, without thoroughly
examining potentia alternative approaches. Helicopters, frigates,
and submarines have performed littoral warfare missionsfor years,
and the Navy has not shown through rigorous analysis why these
platforms — or unmanned vehicles deployed from manned aircraft,
submarines, or larger surface ships operating further from shore —
would beinferior to the LCS for performing them.

e Thesurvivahility of the LCSin dangerous littoral watersisopen to
guestion. Speed, stealth, and battlespace awareness may not be
sufficient to avoid being targeted and attacked by modern sensors
and weapons, particularly in waters close to an enemy’ s shore, and
the LCS's modest self-defense weapons may not be adequate to
counter incoming missilesand torpedoes. Larger shipsaregenerally
more capabl ethan smaller shipsof withstanding ahit from aweapon
of agiven sizewithout sinking. The cruise missiles, mines, and boat
bomb that in recent years have significantly damaged some of the
Navy’s current surface combatants and amphibious ships, but not
sunk them, would have a higher likelihood of sinking asmaller ship
likethe LCS, particularly sincethe LCSisto bebuilt to survivability
standards that are closer to those of commercia ships than to the
higher survivability standards of other Navy combatant ships. Itis
not clear that it would be necessary or preferable to send asmall and
potentially vulnerable manned ship into heavily defended littoral
waters to deploy UVs when UVs could also be launched from
aircraft or from larger ships operating further offshore.

e The cost-effectiveness of the LCS as a focused-mission ship
employing modular mission payload packages (rather than a ship
with a built-in multimission combat system) is open to question.
LCS mission modules would not be changed in open waters; they
would be changed in afriendly port. If the friendly port is near the
LCSs operating area, then are LCSs needed in that area? If the
friendly port isnot near the operating area, will the LCSs be ableto
change mission modulesin atimely manner? Where and how will
mission modules that are not loaded on the LCSs be stored in the
theater of operation? How many LCSs, and how many LCSmission
modules, will need to be procured and deployed into a theater to
ensure that an adequate number of LCSs equipped with the right
mission modules will be on station in the operating area when they
are needed?
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e While it may be acceptable to build one, two, or a few ships as
prototypes without first having analytically validated the cost-
effectiveness of the effort, it is quite another thing to propose a 30-
to 60-ship procurement program with a potential total acquisition
cost of hillions of dollars without first examining through rigorous
analysis whether this would represent the most cost-effective way
to spend such a sum.

¢ Althoughthe Navy since November 2001 has conducted anal yses of
the missions to be performed by the LCS, the results of these
analysesareof questionablecredibility becausethey wereperformed
well after the fact, in the knowledge that the Navy had already
announced that the LCS is the preferred approach for performing
these missions. Analyseslikethese should be performed before the
selection of a preferred concept, to help officials identify that
concept, not after it has been selected, to provide officials with an
after-the-fact justification for their selection.

Potential Oversight Questions. Potential oversight questionsfor Congress
included the following:

e Why did the Navy, prior to announcing the start of the LCS program
in November 2001, not perform an analysis of multiple concepts
(AMC) showing through aformal, rigorous analysis that aship like
the LCS was not just one way, but the best or most promising way,
toperformthe LCS sstated littoral warfaremissions? If theanaysis
that the Navy conducted prior to its November 2001 announcement,
including its Streetfighter analysis from 1998-2001, was sufficient
to serve as an AMC justifying the Navy’s decision to initiate the
LCS program, why did the Navy not collect this analysis, reformat
it, and present it as an AMC? Given differences between the
original Streetfighter concept and the LCS as currently proposed
(and statements from Navy officials that the LCS is not the
Streetfighter), how applicable is the Streetfighter analysis to the
guestion of whether a ship like the LCS represents the best or most
promising way to perform the LCS's stated missions?

e Why didtheNavy apparently wait until monthsafter announcingthe
start of the LCS program to begin doing an AMC for the LCS
program? Given the Navy’s commitment to the LCS program, can
an 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
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precedent?® What might be the potential implications for
Congress's 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) a
ship like the LCS, (2) a somewhat larger, frigate-sized ship, (3)
submarines, (4) manned helicopters and fixed wing aircraft, and (5)
unmanned vehi clesdepl oyed from manned aircraft, submarines, and
ships larger than the LCS operating further from shore? How do
these options compare in areas such as payload capacity, ability to
deploy payload systems into littoral waters in a timely fashion,
ability to maintain on-station for extended periods of time,
vulnerability and survivability, and potential acquisition and life-
cycle operation and support costs?

Rapid Acquisition Strategy

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 thefirst shipintheclass,'® thefirst LCSisto enter servicein early
2007, lessthan six years after the announcement of the program in November 2001.

101 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 hebelieveswereinitiated without sufficient prior
analysis. An article reporting on Konetzni’s remarks stated:

“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,” states the admiral’s prepared speech for 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, “I 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. (Keith J. Costa, “Konetzni: Transformation In Need of ‘ Solid
Intellectual Analysis,”” Inside the Pentagon, May 22, 2003.)

102 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 service in 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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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 also 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 mgjor U.S. military combat operations— in Kosovo in 1999,
in Afghanistan in 2001-2002, and in Iraq in early 2003 — suggest
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
LCSsisundercut by its own 2003 procurement profile for the LCS
program, which would procure a total of 56 ships over arelatively
long 15-year period, withthefinal 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 littora 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 A belief 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 change in
administration. The DD-21 program, these observers believe, was
vulnerableto termination becauseit wasinitiated during the Clinton
administration but was still years away from production when the
Clinton administration was succeeded by the Bush administration.
This, they believe, madeit easier for the Bush administrationto 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 firmsaat that
point had not become dependent on the construction of DD-21s as
a significant source of revenue. Navy officias, these observers
believe, have “learned the lesson” of the DD-21 program and have
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concluded that starting to build thefirst LCS beforethereisachange
in administration isimportant, if not critical, to the LCS program’s
chances of survival.

e A bdlief that funding to begin L CS production must be secured
before there was a change in the Chief of Naval Operations.
Other observers (including some in the group above) believe the
Navy adopted arapid acquisition strategy for the LCS program due
toabelief that, to maximizethe LCS program’ s chancesof survival,
the Navy must securefunding for building thefirst LCS beforethere
was a change in the Chief of Naval Operations (CNO). Admira
Vernon Clark became the CNO in July 2000 and it was originally
expected that Clark, like most CNOs in recent years, would serve a
four-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 Committees would likely have reported their
versions of 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 might have believed Clark’s
successor might not be as strong a supporter of the LCS. LCS
supporters, these observers believe, may have “learned the lesson”
of the arsenal ship program and concluded that securing funding to
build the first LCS before thereis achangein CNO isimportant, if
not critical, to the LCS program’ s chances of survival .'®

e A bdlief that LCS procurement must not be scheduled to start
after thestart of 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 time
following 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, theseobserversbelieve, understand
this potential dynamic and adopted a rapid acquisition strategy for

103 On Oct. 21, 2003, DOD announced that Admiral Clark’s term in office would be
extended by two years, through the end of June 2006. The Senate in July 2004 confirmed
Clark for an additional two years ending July 2006. In late Jan. 2005, however, it was
reported that Clark would step down as CNO in July 2005. Clark left office on July 22,
2005.
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the LCS program so that the LCS procurement start date could
match the then-planned DD(X) procurement start date of FY 2005,
thereby depriving DD(X) supporters of such an opportunity.

e A desireto limit congressional review of the program prior to
seeking congressional approval for starting procurement. A
fourth group of observers(including someinthe abovethree groups)
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.

JohnY oung, the Assistant Secretary of the Navy for research, devel opment, and
acquisition — the Navy’ s acquisition executive — rejected the above theories about
the LCSprogram’ srapid acquisition strategy saying, “ Thisisridiculous.”** Skeptics
could argue that Admiral Vernon Clark, who was the Chief of Naval Operations
when the LCS program wasinitiated and was program’ sleading advocate during his
timeas CNO, had an appreciation for how aprogram’ s chancesfor winning approval
could beinfluenced by theway it wasstructured, reportedly telling onereporter while
he was still CNO, for example, that “I’ ve learned you can get away with murder if
you call it a pilot program.” %

With regard to the possibility of rushing Congressinto aquick decissonon 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 seasons would occur in 2002, 2003, and 2004, when Congresswould
review the Navy’s proposed FY 2003, FY 2004, and FY 2005 budgets, respectively.
Congress sopportunity to conduct athorough review of the LCS programinthefirst
two of these three years, moreover, may have been hampered:

e 2002 budget-review season (for FY 2003 budget). The Navy's
original FY 2003 budget request, submitted to Congressin February
2002, contained no apparent funding for devel opment of the LC'*S.
In addition, the Navy in early 2002 had not yet announced that it

192 Dave Ahearn, “Y oung: Navy NeedsBoth DD(X) For Major Threat, LCSFor Terrorism,”
Defense Today, Aug. 9, 2005.

1% Thomas P. M. Barnett, “ Donald Rumsfeld: Old Man In A Hurry,” Esquire, July 2005.
The article appeared in the June 11, 2005 issue of the DOD Early Bird clipping service.
Admiral Clark served as CNO until July 22, 2005. The article presents Admiral Clark’s
comment in the context of a discussion about a new Navy personnel-management system.

19 The conferencereport (H.Rept. 107-772) on the FY 2003 defense authori zation bill (H.R.
4546) states. “The budget request for FY 2003 included no funding for research and
development for alittoral combat ship (LCS),” p. 562.
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intended to employ arapid acquisition strategy for the LCS 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. Thesetwo 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.

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 a report of eight
pages in length, including a title page and a first page devoted
mostly to arestatement of Section 218’ srequirement for the report.
The House and Senate Armed Services committees, in their reports
on the FY2004 defense authorization bill, have expressed
dissatisfaction with the thoroughness of the report as a response to
the requirements of Section 218. (For details, see the “Legidative
Activity” section of this report.) It is thus not clear whether the
defense authorization committees were able to conduct their spring
2003 budget-review hearings on the FY 2004 budget with as much
information about the LCS program as they might have preferred.

On October 14, 2005, the Navy awarded a $223 million contract to General
Dynamicsfor the detailed design and construction of the LCSinthe Navy’ s FY 2006
budget, even though, at the time of the award, final legislation for FY 2006 defense
authorizations and appropriations had not been enacted. The award was
characterized as the exercising of an option to a$9-million LCS preliminary design
contract that the Navy awarded General Dynamics on July 2003.%%"

197 See, for example, General Dynamics press release, “ General Dynamics Awarded $223
Million Contract for First Trimaran Littoral Combat Ship Construction,” October 14, 2005
A General Dynamics press release from July 2003 describes a $9-million contract awarded
to the firm that month to develop a preliminary design for the LCS. (General Dynamics
press release, “ General Dynamics Bath Iron Works Wins Preliminary Design Award for
U.S. Navy’'s Littoral Combat Ship,” July 17, 2003.)
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Potential oversight questionsfor Congress concerning the LCS program’ srapid
acquisition strategy and October 14, 2005 contract award'® included the following:

e Did the Navy pursue 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 oneor two years, so asto provideadditional timefor
learning about and assessing the merits of the program?

e Did the Navy employ a rapid acquisition strategy for the LCS
programin part in an attempt to rush Congressinto aquick decision
on LCS procurement before Congress fully understands the details
of the program? If so, and if DOD later concludesthat this strategy
worked for the LCS program, would this encourage DOD to use a
similar approach for securing congressional approval on other
defense acquisition programsin thefuture? If so, what might be the
potential consequences for future congressional oversight of
proposed DOD acquisition programs?

e WastheNavy’' sOctober 14, 2005 contract award thefirst timeDOD
has awarded a contract for the construction of amajor procurement
end item, even though no bills authorizing or appropriating funds
specifically for the construction of that item had, at the time of the
award, passed Congress and become law? If not, what were the
other instances?

¢ IstheNavy'saward consistent with the spirit aswell asthe letter of
policies and laws relating to defense authorizations and
appropriations, including (1) the full funding policy as applied to
DOD programs; (2) the Antideficiency Act of 1870, asamended (31
USC 1341); (3) the Adequacy of Appropriations Act of 1861 (41
USC 11); (4) 10 USC 114(a), which states: “No funds may be
appropriated for any fiscal year to or for the use of any armed force
or obligated or expended for — (1) procurement of aircraft, missiles,
or naval vessels; (2) any research, development, test, or evaluation,
or procurement or production related thereto;... unlessfundstherefor
have been specifically authorized by law;” and (5) Section 102(a) of
the FY 2006 continuing resolution which states. “No appropriation
or funds made avail able or authority granted pursuant to section 101
[of thisact] for the Department of Defense shall be used for: (1) the
new production of items not funded for production in fiscal year
2005 or prior years....”?

108 The questions relating to the Oct. 14, 2005, contract award are adapted from an October
20, 2005, CRSmemorandumto the Senate A ppropriations Committee, and areincluded here
(along with this footnote) with the permission of the Committee.



CRS-107

o If the FY 2006 LCS were not authorized or fully funded in the final
law or laws relating to FY2006 defense authorizations and
appropriations, what would be the implications for the execution of
the contract to build the second LCS? What are the terms of the
contract-cancellation provisions in this contract?

o If thisaward isjustified on the basisthat it exercises an optionto a
previously awarded design contract, what would prevent DOD from
including similar options in future research, development, and
design contracts, and then using these options as a basis for
awarding contracts for the procurement of other end items before
bills authorizing or appropriating funds specificaly for the
construction of these items had become law?

e If DOD can, by exercising options on previously awarded design
contracts, award contractsfor the construction of end itemsthat have
not been specifically authorized and funded, how might this affect
Congress's ability to maintain year-to-year oversight of, and
spending control on, DOD acquisition programs? Would any
program given initiadl approval by Congress for research,
development, and design work be potentially open to subsequent
procurement at DOD’s own discretion, provided that DOD has
accessto non-specific funding that DOD can apply to that program?

e IstheNavy’sview that it can makethisaward related in any way to
thefact that the second LCS, likethefirst, isbeing acquired through
the Navy’s research and development account rather than through
the Shipbuilding and Conversion, Navy (SCN) account or some
other DOD procurement account?

109 One press report suggests that this may be afactor; see William Matthews, “ U.S. Navy
Finds Budget Leeway to Begin LCS,” DefenseNews.com, Oct. 31, 2005.



