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Coast Guard Deepwater Program: Background,
Oversight Issues, and Options for Congress

Summary

The Integrated Deepwater Systems (IDS) program, or Deepwater program for
short, is a $24-hillion, 25-year project to replace and modernize the Coast Guard’s
aging fleet of deepwater-capable ships and aircraft. It is the largest and most
complex acquisitioneffortin Coast Guard history, encompassing 91 new cutters, 124
new small surface craft, and 244 new or converted airplanes, helicopters, and
unmanned aeria vehicles (UAVS). The Deepwater program has received atotal of
about $4.4 billion through FY 2007, including about $1.14 hillion in FY 2007. For
FY 2008, the Coast Guard requested $836.9 million in new appropriations and the
rescission of $48.8 millionin prior-year appropriationsfor the program, for anet total
request of $788.1 million.

The management and execution of the Deepwater program has been strongly
criticized in recent months by the Department of Homeland Security Inspector
Genera (DHS 1G), the Government Accountability Office (GAO), the Defense
Acquisition University (DAU), several Members of Congress from committees and
subcommitteesthat overseethe Coast Guard, and other observers. The Coast Guard
in 2007 has announced a number of actionsintended to reform its management and
execution of the Deepwater program and Coast Guard acquisitionin general. House
and Senate committeesand subcommitteeshave conducted several oversight hearings
this year devoted partly or entirely to problems and concerns regarding the
management and execution of the program.

Legidation that would appropriate funds for the Deepwater program,
significantly restructure the program (and Coast Guard contracting in general), and
place various new requirements and conditions on the Deepwater program, includes
the following:

H.R. 2830/S. 1892, the Coast Guard Authorization Act of 2007;
H.R. 2638/S. 1644, the FY 2008 Department of Homeland Security
appropriations act;

H.R. 2722/S. 924, the Integrated Deepwater Program Reform Act;
S. 889, the Deepwater Accountability Act; and

H.R. 2206/P.L. 110-28, the FY2007 emergency supplemental
appropriations act.

H.R. 2638 recommends $698.4 millionin new appropriationsand therescission
of $107.4 million in prior-year appropriations for the program, for a net total of
$590.9 million. S. 1644 recommends $826.9 million in new appropriations and the
rescission of $58.7 millionin prior-year appropriationsfor theprogram, for anet total
of $770.1 million. Thisreport will be updated as events warrant.
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Coast Guard Deepwater Program:
Background, Oversight Issues, and Options
for Congress

Introduction

The Integrated Deepwater Systems (IDS) program, or Deepwater program for
short, is a $24-billion, 25-year project to replace and modernize the Coast Guard’s
aging fleet of deepwater-capable ships and aircraft. It is the largest and most
complex acquisition effort in Coast Guard history, encompassing 91 new cutters, 124
new small surface craft, and 244 new or converted airplanes, helicopters, and
unmanned aeria vehicles (UAVS).

The Deepwater program has received a total of about $4.4 billion through
FY 2007, including about $1.14 billion in FY2007. For FY 2008, the Coast Guard
requested $836.9 million in new appropriations and the rescission of $48.8 million
in prior-year appropriationsfor the program, for anet total request of $788.1 million.

The management and execution of the Deepwater program has been strongly
criticized in recent months by the Department of Homeland Security Inspector
Genera (DHS IG), the Defense Acquisition University (DAU), the Government
Accountability Office (GAQ), several Members of Congress from committees and
subcommitteesthat overseethe Coast Guard, and other observers. The Coast Guard
in 2007 has announced a number of actions intended to reform its management and
execution of the Deepwater program and Coast Guard acquisitionin general. House
and Senate committeesand subcommitteeshave conducted several oversight hearings
in 2007 devoted partly or entirely to problems and concerns regarding the
management and execution of the program.

Congress has several potential options it may consider for improving
management and execution of the Deepwater program. Congress's decisions
regarding the Deepwater program could significantly affect Coast Guard capabilities,
Coast Guard funding requirements, and federal acquisition practices.
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Background*

The Deepwater Program

Coast Guard’s Deepwater Missions. TheCoast Guard performsavariety
of missionsin the deepwater environment, which generally means waters more than
50 miles from shore. These mission include drug interdiction, alien migrant
interdiction, fisheries enforcement, search and rescue, the International Ice Patrol in
northern waters,; overseas maritime intercept (sanctions-enforcement) operations,
overseas port security and defense, overseas peacetime military engagement; general
defense operationsin conjunction with the Navy; marine pollution law enforcement,
enforcement of lightering (i.e., at-sea cargo-transfer) zones, and overseas inspection
of foreign vesselsentering U.S. ports. Deepwater-capabl e assets are al so used closer
to shore for various operations.

Deepwater Program Origin. The Coast Guard initiated the Deepwater
program in the late 1990s, following a determination by the Coast Guard that many
of its existing (i.e., “legacy”) Deepwater-capable legacy assets were projected to
reach their retirement ages within several years of one another. The Coast Guard's
legacy assets at the time included 93 aging cutters and patrol boats and 207 aging
aircraft. Many of these ships and aircraft are expensive to operate (in part because
the cutters require large crews), increasingly expensive to maintain, technologically
obsolete, andin somecasespoorly suited for performing today’ sdeepwater missions.

System-of-Systems (SOS) Acquisition. Rather thanreplacingitsvarious
deepwater-capable cutters, patrol boats, and aircraft through a series of individual
procurement programs, the Coast Guard decided to pursue the Deepwater program
as a system-of-systems (SOS) acquisition, under which a combination of new and
modernized cutters, patrol boats, aircraft, along with associated C4ISR systems? and
logistics support, would be procured as a single, integrated package. The Coast
Guard believesthat a system-of-systems approach permits the Deepwater project to
be optimized (i.e., made maximally cost effective) at the overall, system-of-systems
level, rather than suboptimized at the level of individual platforms and systems.

Lead Systems Integrator (LSI). To execute this system-of-systems
acquisition approach, the Coast Guard initially decided to use a private-sector lead
systemintegrator (LSI) — anindustry entity responsiblefor designing, building, and
integrating the various elements of the package so that it meets the Coast Guard’s
projected deepwater operational requirementsat thelowest possible cost. The Coast
Guardinitially decided to useaprivate-sector L S| to execute the Deepwater program
in part because the size and complexity of the project was thought to be beyond the
system-integration capabilities of the Coast Guard's relatively small in-house

! For additional background information on the Degpwater program ontheinternet, log onto
[http://www.uscg.mil/deepwater/] and [http://www.teamdeepwater.com].

2 C4l stands for command, control, communications, computers, intelligence, surveillance,
and reconnaissance.
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acquisition work force. Another major acquisition effort being pursued as asystem-
of -systems acquisition with an LS| isthe Army’s Future Combat System (FCS).2

Performance-Based Acquisition. TheCoast Guard also decided to pursue
the Deepwater program as a performance-based acquisition, meaning that it would
set performance requirements for the program and permit the Deepwater LS| some
latitude in determining how the Deepwater system would meet those requirements.

ICGS Contract Award and Extension. TheCoast Guard ranacompetition
for the Deepwater LS| role. Three industry teams competed, and on June 25, 2002,
the Coast Guard awarded the role to Integrated Coast Guard Systems (ICGS) — an
industry team led by Lockheed Martin and Northrop Grumman Ship Systems
(NGSS). ICGS was awarded an indefinite delivery, indefinite quantity (ID/1Q)
contract for the Deepwater program that i ncludesafive-year baselineterm that ended
in June 2007, and five potential additional award terms of up to five years (60
months) each. On May 19, 2006, the Coast Guard announced that it was awarding
ICGS a 43-month first additional award term, reflecting good but not excellent
performance by ICGS. With this additional award term, the contract has been
extended to January 2011.

Revised Implementation Plan. The original (1998) Deepwater
implementation plan reflected apre-9/11 analysis of Coast Guard mission demands.
On March 25, 2005, the Coast Guard submitted to Congress a revised Deepwater
implementation plan reflecting an analysis of the Coast Guard’ s expanded post-9/11
missions. The revised implementation plan increased the capabilitiesto be acquired
under the Deepwater program. Primarily because of theincreasein capabilitiesto be
acquired, the Deepwater program’s estimated acquisition cost increased from $17
billion to $24 billion, and the program’ s acquisition period increased from about 20
years to 25 years.

Some observershave expressed concern that the Degpwater program’ sestimated
total acquisition cost has increased from $17 billion to $24 billion. An April 2006
Government Accountability Office (GAO) report stated the following:

Therevised Deepwater implementation plans change the balance between
new and legacy assets, alter the delivery schedule for some assets, lengthen the
overall acquisition schedule by 5 years, and increase the projected program cost
from $17 billion to $24 billion. The higher cost generally relates to upgrading
assets to reflect added homeland security mission requirements. Upgrades to
vessels account for the single largest area of increase; with upgrades to the
command, control, communicationsand other capabilities being second highest.
In contrast, because the revised plans upgrade rather than replace most legacy
aircraft and reduce the number of unmanned aircraft, the cost for Deepwater
aircraft drops. The revised plans, like the original plan, are heavily dependent

3 For more on the FCS program, see CRS Report RL32888, The Army’s Future Combat
System (FCS): Background and I ssuesfor Congress, by Andrew Feickert. For moreonLSIs
in general, see CRS Report RS22631, Defense Acquisition: Use of Lead System I ntegrators
(LS's) — Background, Oversight Issues, and Options for Congress, by Valerie Bailey
Grasso.



CRSA4

on receiving full funding each year. Coast Guard officials state that a shortfall
in funding in any year could substantially increase total costs.*

Some observersexpected therevised Deepwater implementation plantoinclude
more ships and aircraft than the original (1998) Deepwater plan. A 2004 RAND
Corporation report recommended substantially increasing the numbersof cuttersand
aircraft to be acquired under the original plan.® The revised implementation plan,
however, did not substantially increase ship and aircraft numbers. The Coast Guard
says the revised force would have considerably more capability than the 1998-
planned force because the shipsand aircraft woul d beindividually more capabl ethan
under the 1998 plan. Coast Guard officials have also acknowledged, however, that
the revised force would not have enough capacity to meet long-term (FY 2005-
FY 2009) Government Performance and Review Act (GPRA) goals. An April 2006
GAO report concluded that

The Coast Guard’ sanalytical methods were appropriate for determining if
the revised asset mix would provide greater mission performance and whether
the mix is appropriate for meeting Deepwater missions. GAO and other
independent expertsfound the Coast Guard’ smethodswerereliablefor assessing
the effects of changing the asset mix and a Department of Defense review board
facilitated accreditation of the Coast Guard’ s approach.”®

Systems to Be Procured or Converted. The revised Deepwater
implementation plan includes the acquisition of the following:

Ships, boats, and surface craft:

e 8 new National Security Cutters, or NSCs, displacing about 4,000
tons each (i.e., ships analogous to today’ s high-endurance cutters);

e 25 new Offshore Patrol Cutters, or OPCs, displacing about 3,200
tons each (i.e.,, ships analogous to today’s medium-endurance
cutters);

¢ 58 new Fast Response Cutters (FRCs) displacing 200 tons each, to
replacethe Coast Guard’ sexisting 110-foot Island-classpatrol boats,

* Government Accountability Office: Coast Guard[:] Changesto Deepwater Plan Appear
Sound, and Program Management Has | mproved, but Continued Monitoring |sWarranted,
GA0-06-546, June 2006.

®> John Birkler, et a., The U.S. Coast Guard’s Deepwater Force Modernization Plan: Can
It Be Accelerated? Wl It Meet Changing Security Needs? RAND, National Security
Research Division, MG-114, 2004.

¢ Government Accountability Office: Coast Guard[:] Changesto Deepwater Plan Appear
Sound, and Program Management Has | mproved, but Continued Monitoring | s Warranted,
GA0-06-546, June 2006.

For further discussion regarding the adequacy of proposed Deepwater assets, see Statement
of Ronald O’ Rourke, Speciaist in National Defense, Congressional Research Service,
Before the Senate Commerce, Science, and Transportation Committee Subcommittee on
Fisheries and the Coast Guard Hearing on the Coast Guard's Revised Deepwater
Implementation Plan, June 21, 2005, pp. 1-5.
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¢ 33 new Long Rangelnterceptor (LRI) craft displacing 15 tonseach;
and
¢ 91 new Short Range Prosecutor (SRP) craft displacing 9 tons each.

Aircraft:

e 6 missionized HC-130J and 16 converted HC-130H Long Range
Search (LRS) aircraft;

e 36 new HC-144A Medium Range Maritime Patrol Aircraft (MPA)
based on the European Aeronautic Defence and Space Company
(EADS) CASA HC-235 Persuader MPA aircraft design;

e 42 converted HH-60J Medium Range Recovery (MRR) helicopters,

e 95 converted HH-65C Multi-Mission Cutter Helicopters (MCHS);

e 45 new HV-911 Eagle Eye VTOL (vertical take-off or landing)
Unmanned Aerial Vehicles (VUAVS); and

e 4 leased RQ-4A Global Hawk High Altitude Endurance UAVs
(HAEUAVS).

Inaddition totheaboveitems, the Deepwater program encompasses other work,
including, originally, the conversion of the Coast Guard’s existing 49 Island-class
110-foot patrol boats into modernized, 123-foot patrol boats, so that these boats
could remain in service until the delivery of replacement FRCs.

Program Funding.
Prior-Year Funding. Table 1 below shows prior-year funding for the

Deepwater program. As can be seen inthetable, the program hasreceived atotal of
about $4.4 billion through FY 2007, including $1,144.6 million in FY 2007.
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Table 1. Deepwater Program Funding History
(in millions of dollars, rounded to nearest tenth)

Prior?| FY02 [ FYO3 [ FYO4 | FY05 | FY06 | FYO7 | FY08
Request n/al 320.2 500.0 500.0f 678 966.0 934.4] 836.9*
Appropriation na| 320.2[ 478.0] 668.2 724.0] 933.1{1,065.9
Rescissions n/a 31 576 389 987 48.8*
Transfers n/a 497 778 787
Supplemental approps| n/a 124.2
Total® 117.0| 320.2] 474.9| 610.6( 734.8/1,036.4|1,144.6
Cumulative total® 117.0| 437.2] 912.1]1,522.7|2,257.5|3,293.9| 4,438.5

Sour ce: Prepared by CRS using Coast Guard data provided on January 29, 2007, and proposed Coast
Guard FY 2008 budget.

n/a=not available

a. Pre-award funding prior to 2002.

b. For FY 2008, the Coast Guard requested $836.9 million in new appropriations and the rescission
of $48.8 million in prior-year appropriations, for a net total request of $788.1 million.

c. Excludes HC-130J funding prior and airborne use-of-force funding prior to FY 2007.

FY2008 Funding Request And Congressional Action. Asshownin
Table 2, the Coast Guard for FY2008 requested $836.9 million in new
appropriations and the rescission of $48.8 million in prior-year appropriations, for
anet total request of $788.1 million. Asshown inthetable, the Houseversion of the
FY 2008 DHS appropriations bill (H.R. 2638) recommends $698.4 million in new
appropriations and the rescission of $107.4 million in prior-year appropriations for
the program, for a net total of $590.9 million, while the Senate version (S. 1644)
recommends $826.9 million in new appropriations and the rescission of $58.7
millionin prior-year appropriationsfor the program, for anet total of $770.1 million.
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Table 2. FY2008 Deepwater Funding Request and
Congressional Action
(in millions of dollars, rounded to nearest tenth)

House | House Senate Cgﬂ(f:g'
Request | (H.R. c?ange Senate | change |Confer- change
2638) rom |(S.1644)| from ence from
request request request
Aircraft
Maritime patrol aircraft 170.0] 100.0 -70.0 170.0 0
HH-60 conversion 57.3 57.3 0 52.3 -5.0
HC-130H conversion 18.9 18.9 0 139 -5.0
HH-65 conversion 50.8 50.8 0 50.8 0
Armed helo equipment 24.6 24.6 0 24.6 0
C-130J 5.8 5.8 0 5.8 0
Subtotal aircraft 3274 2574 -70.0 317.4 -10.0
Surface ships
NSC 165.7( 105.8 -59.9 165.7 0
FRC-B 53.6 0 -53.6 53.6 0
Small boats 2.7 2.7 0 2.7 0
Patrol boats sustainment 40.5 61.0 20.5 40.5 0
M edium-endurance cutter 34.5 50.0 155 345 0
sustainment
Subtotal surface ships 297.01 2195 -77.5 297.0 0
Technology obsolescence 0.7 0.7 0 0.7 0
prevention
C4I1SR 89.6 89.6 0 89.6 0
Logistics 36.5 36.5 0 36.5 0
Systems engineering and 35.1 35.1 0 35.1 0
integration
Govt. program mgt. 50.5 59.5 9.0 50.5 0
TOTAL FY2008 836.9 | 6984 | -1385 8269 | -100
Rescissions
OPC 48.8 68.8 20.1 48.8 0
VUAV 0 38.6 38.6 0 0
FRC-B 0 0 0 8.0 8
Subtotal rescissions 488 | 1074 58.7 56.8 8
NET TOTAL 788.1| 590.9| -197.2 770.1| -18.0

Sour ce: House and Senate reports on H.R. 2638 and S. 1644, respectively. Totals may not add due
to rounding.

Earlier Interest in Potential for Program Acceleration. Prior to recent
strong criticisms regarding management and execution of the Deegpwater program,
some Members of Congress expressed interest in accelerating procurement of
Deepwater assets and thereby compressing the Deepwater acquisition period from 25
yearsto 15 or 10 years, so as to reduce total Deepwater acquisition costs and more
quickly replacelegacy assets. Some of these M embersexpressed disappoi ntment that
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the Coast Guard’ srevised implementation plan lengthened the program’ sacquisition
period from about 20 years to 25 years. Compressing the Deepwater program’s
acquisition period to 15 or 10 years could reduce total Deepwater acquisition costs
but would require substantially increasing annual Deepwater acquisition funding
levels.” GAO has cautioned that accel erating the Degpwater program could increase
program-management risks, but has also acknowledged that accelerating selected
parts of the program might be more feasible.

Problems in Program Management and Execution

The management and execution of the Deepwater program has been strongly
criticized in recent months by the Department of Homeland Security Inspector
Genera (DHS 1G), the Government Accountability Office (GAO), the Defense
Acquisition University (DAU), several Members of Congress from committees and
subcommittees that oversee the Coast Guard, and other observers.

Criticism of the management and execution of the program has focused to a
large degree on problems in three cutter acquisition efforts, and on overal
management of the program. Each of theseisdiscussed below. Problemswith other
parts of the Deepwater program, such as the VUAV, have also attracted oversight
attention. For more detail on the issues discussed below, plus other issues such as
the VUAV, seethe reports and testimony reprinted in the appendicesto thisreport.

Cutter Acquisition Efforts. The Deepwater cutter acquisition efforts that
have experienced problemsarethe new National Security Cutter (NSC), the 110-foot
patrol boat modernization effort, and the new Fast Response Cutter (FRC).

National Security Cutter (NSC). A DHSIG report releasedin January 2007
strongly criticized the NSC program, citing design flaws in the ship and the Coast
Guard’ sdecision to start construction of NSCsin spite of early internal notifications
about these flaws. The design flawsinvolved, among other things, areasin the hull
with insufficient fatigue life — that is, with insufficient strength to withstand the
stresses of at-sea operations for afull 30-year servicelife. The DHSIG report also

" Section 888(1) of H.R. 5005/P.L. 107-296 directed DHSto report to Congress on the idea
of compressing the Deepwater program from 20 yearsto 10 years. On March 12, 2003, the
Coast Guard submitted the report, which concluded that compressing the Deepwater
acquisition period to 10 years was feasible, that it would increase Deepwater acquisition
costsover the period FY 2005-FY 2011 by about $7.4 billionin then-year dollars, but reduce
total Deepwater acquisition costsover thelong runfrom $16.022 hillioninthen-year dollars
to $11.473 billion in then-year dollars. (U.S. Coast Guard, Report to Congress on the
Feasibility of Accelerating the Integrated Deepwater System, 2003.)

A 2004 RAND Corporationreport, usingtheoriginal (pre-2005) Deepwater implementation
plan, concluded that “the shipbuilding and air vehicle industrial bases could produce the
USCG's Deepwater assets on either the 15-year or the 10-year schedule. Manufacturers
would require no major facility upgrades to accommodate acceleration.” (John Birkler, et
a., TheU.S Coast Guard’ s Deepwater Force Moder nization Plan: Can It Be Accelerated?
WIll It Meet Changing Security Needs? RAND, National Security Research Division, MG-
114, 2004.)
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noted considerable growth in the cost to build the first two NSCs, and other issues.®
On September 28, 2007, it was reported that

The Coast Guard hasfound hundreds of deficienciesin the communication
and electronics systems being installed in the flagship of its new fleet,
threatening to delay the delivery of the ship, known asanational security cutter,
internal documents show.

The problems with the electronics in the $640 million, 418-foot ship
include design flaws and improper installation of cables for its classified
communications systems, according to a written summary of a Coast Guard
review of the program....

Coast Guard officials and executives at Lockheed Martin, the contractor
responsible for the ship electronics, said the shortcomings are to be expected
becausethey turned upin what they said was an unusually early inspection asthe
equipment was still being installed. Thisearly check, they added, showsthat the
project managers had learned from earlier problems with the $24 billion fleet
rebuilding program known as Deepwater.

“We want to make sure we are catching everything,” said Troy Scully, a
spokesman for Lockheed, which is building the ship in a partnership with
Northrop Grumman. “Thisis exactly why we test.”

Brendan M cPherson, aCoast Guard spokesman, said officialshad expected
that the inspection would find flaws.

“Itisalmost impossible not to find problems because you arelooking even
before the work is done,” he said, adding that before the ship is delivered, the
Coast Guard “fully expects our industry counterparts to meet their contractual
obligations.”...

With its millions of dollars of high-tech communications and surveillance
equipment, the cutter is designed to go far beyond traditional agency missions
like drug interdiction and off-shore patrols. It is supposed to be able to help
prevent or respond to terror attacks and be ready, on short notice, to join
Department of Defense convoys, which means its classified communications
equipment is essential to its mission.

Aninternal agency report late last month by Rear Adm. Ronald J. Rébago,
the head of the Deepwater project, said there was ahigh probability that the ship,
at thetimeof delivery, “will beunableto processclassified information” because
of the deficiencies. The problems with the electronics networks were first
reported Wednesday [September 26] on the Internet site of Wired magazine.®

8 Department of Homel and Security, Office of Inspector General , Acquisition of the National
Security Cutter, OIG -07-23, January 2007. The report is available online at
[http://www.dhs.gov/xoig/assetsmgmtrpts/OIlG_07-23 Jan07.pdf].

°Eric Lipton, “Early Flaws Seen In New Coast Guard Cutter,” New York Times, September
28, 2007: 25. Seedso BettinaH. Chavanne, “USCG Review Of NSC Finds |ssues But No
Leeks,” Aviation Week, September 27, 2007.
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110-Foot Patrol Boat Modernization. Asmentioned earlier, aspart of the
Deepwater program, the Coast Guard originally planned to modernizeits49 existing
Island-class 110-foot patrol boats so asto improvetheir capabilitiesand extend their
lives until their planned eventual replacement with new Deepwater Fast Response
Cutters (FRCs) starting in 2018. Among other things, the moderni zation lengthened
theboatsto 123 feet. The program consequently isreferred to asthe 110-foot or 123-
foot modernization program.

Eight of theboatswere modernized at atotal cost of $87 millionto $100 million
(sources quote different figures). Thefirst was delivered in March 2004. Structural
problemswere soon discovered in them. In June 2005, the Coast Guard stopped the
modernization effort at eight boats after determining that they lacked capabilities
needed for meeting post-9/11 Coast Guard operational requirements.

In August 2006, a former Lockheed engineer posted on the Internet a video
alleging four other problems with the 110-foot patrol boat modernization effort.*
Theengineer had previously presented these problemstothe DHSIG, and aFebruary
2007 report from the DHS IG confirmed two of the four problems.™

On November 30, 2006, the Coast Guard announced that it was suspending
operations of the eight modernized 123-foot patrol boats (which were assigned to
Coast Guard Sector Key West, FL) because of the discovery of additional structural
damage to their hulls. The suspension prompted expressions of concern that the
action could reduce the Coast Guard's border-enforcement capabilities in the
Caribbean. The Coast Guard said it wasexpl oring optionsfor addressing operational
gaps resulting from the decision.*

On April 17, 2007, the Coast Guard announced that it would permanently
decommission the eight converted boats and strip them of equipment and

10 Patricia Kime, “Video Alleges Security Problems With Converted U.S. Coast Guard
Cutters,” DefenseNews.com, August 7, 2006. See also Griff Witte, “On Y ouT ube, Charges
Of Security Flaws,” Washington Post, August 29, 2006. Thevideoisposted onthe Internet
at [http://www.youtube.com/watch?v=qd3VV 8Za04q].

1 Department of Homeland Security, Office of Inspector General, 110'/123' Maritime
Patrol Boat Modernization Project, OIG -07-27, January 2007. The report is available
online at

[http://www.dhs.gov/xoig/assetsmgmtrpts/OIlG_07-27_Feb07.pdf].

12 “Coast Guard Statement on Suspension of Converted Patrol Boat Operations,”
InsideDefense.com, November 30, 2006; PatriciaKime, “U.S. Coast Guard Pulls 123s Out
of Service,” DefenseNews.com, November 30, 2006; Calvin Biesecker, “Coast Guard
Suspends 123-Foot Patrol Boat Operations,” DefenseDaily, December 1, 2006; Robert
Block, “ Coast Guard Fleet Cuts Could Hurt Border Patrols,” Wall Sreet Journal, December
1, 2006; Renae Merle, “ Coast Guard Finds Flaws In Converted Patrol Boats,” Washington
Post, December 2, 2006; Renae Merle and Spencer S. Hsu, “Costly Fleet Update Falters,”
Washington Post, December 8, 2006.
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components that might be reused on other Coast Guard platforms.™® In announcing
the decision, the Admiral Thad Allen, the Commandant of the Coast Guard, stated:

A significant step in changing the course of Deepwater is resolving
outstanding issues within the program, so let me begin this morning by
announcing my decision to permanently decommission the eight 123’ patrol
boats converted under the Deepwater program.

Multipleextensive studiesand analyses by both Coast Guard engineersand
third-party naval architects and marine engineers over many months have
described the failures in these vessels. They have been unable to determine a
single definitive root cause for the 123-foot patrol boat structural problems.

We believe the design of the 123-foot patrol boat reduced the structural
Ccross section necessary to support the added weight distribution following the
conversion. Our analysis has been complicated, however, by the fact that we' ve
observed permanent deformations of each hull in slightly different ways.

Based onthisanalysis, any strategy to permanently repair these cuttersand
return them to service would require an iterative, phased approach over along
period of time with uncertain costs and outcome. Initial estimates indicate it
could cost well over $50 million.

The excessive cost and time associated with continuing to pursue an
uncertain resolution to these structural problems has convinced me, with the
recommendation of my chief engineer, that permanently removing these cutters
from service while recouping any residual value and redirecting funds to other
programs isin the best interest of the government.

Wewill continueto mitigate theloss of these patrol boat hoursthrough our
ongoing efforts and strategies (such as multi-crewing 110-foot patrol boats and
an extension of the memorandum of understanding for threeNavy 179-foot patrol
craft) while we work toward acquiring a new platform as soon as we can to
replace our entire fleet of 110-foot patrol boats.

We will pursue all viably available contractual, legal or other options for
recouping any fundsthat might be owed the government asaresult of the loss of
these hulls.*

OnMay 17, 2007, the Coast Guard issued aletter to ICGSrevoking its previous
acceptance of the eight converted boats — an action intended to facilitate Coast

13 Geoff Fein, “Coast Guard Nixes 123-Foot Patrol Boat, Assumes Lead of Deepwater
Effort,” Defense Daily, April 18, 2007;Patricia Kime, “Coast Guard To Decommission
Troubled 123s,” NavyTimes.com, April 18, 2007.

14 Coast Guard Press Release dated April 17, 2007, entitled “ Statement by Adm. Thad Allen
on the Converted 123-Foot Patrol Boats and Changes to the Deepwater Acquisition
Program.”
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Guard attempts to recover from ICGS funds that were spent on the eight converted
boats.*

Fast Response Cutter (FRC). Asaresult of the problemsin the 110-foot
patrol boat modernization project, the Coast Guard accel erated the FRC design and
construction effort by 10 years. Problems, however, were discovered in the FRC
design, and the Coast Guard in February 2006 suspended work on the design.

The Coast Guard has now divided the 58-ship FRC effort into two classes —
FRC-Bs, which areto be procured as a near-term stop-gap measure and which areto
be based on an existing patrol boat design (which the Coast Guard calls a “ parent
craft” design), and subsequent FRC-As, which are to be based on afixed version of
the new FRC design. Of the 58 FRCs, at least 12 are to be FRC-Bs.

In December 2006, the Coast Guard issued a Request for Proposals (RFP) to
ICGSfor the FRC-B. OnMarch 14, 2007, the Coast Guard announced that it intends
to procure the 12 FRC-B cutters directly from the manufacturer, rather than through
ICGS.*

Overall Management of Program. Some observers believe the problems
experienced inthethree cutter acquisition effortsare the product of broader problems
in the Coast Guard' s overall management of the Deepwater program. Reports and
testimony fromthe DHS1G and GAO, aswell asaFebruary 2007 DAU “quick look
study,”*” have expressed serious concerns about the Coast Guard’'s overall
management of the Deepwater program. These reports and testimony, as well as
Members of Congress and other observers, have raised concerns about a number of
actual or alleged problems.

Some observers have expressed the view that using an LSI to implement the
Deepwater program made a complex program more complex, and set the stage for
waste, fraud, and abuse by effectively outsourcing oversight of the program to the
private sector and by creating aconflict of interest for the private sector in executing
the program.

Other observers, including GAO and the DAU, have expressed theview that the
LSl approach is basically valid, but that the contract the Coast guard used to
implement the LSl approach for the Degpwater program wasflawed in variousways,

1> Dan Caterinicchia, “ Coast Guard Wants Refund For Ships,” Associated Press, May 17,
2007; Renae Merle, “Coast Guard Seeks Deepwater Refund,” Washington Post, May 18,
2007: D3.

16 Coast Guard pressrel ease, “ Coast Guard Reassigns Deepwater Replacement Patrol Boast
Acquisition Project,” March 14, 2007; Calvin Biesecker, “ Coast Guard Strips FRC-B Patrol
Boat Acquisition FromICGS,” Defense Daily, March 15, 2007; Renae Merle, “ Coast Guard
Cancels Contract,” Washington Post, March 15, 2007; and David Stout, “Coast Guard
Cancels Contract For Vessel,” New York Times, March 15, 2007.

1 Defense Acquisition University, Quick Look Sudy, United Sates Coast Guard Deepwater
Program, February 2007.
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undermining the Coast Guard's ability to assess contractor performance, control
costs, ensure accountability, and conduct general oversight of the program.*®

Observers have raised various issues about the Deepwater contract. Among
other things, they have expressed concern that the contract is an indefinite delivery,
indefinite quantity (1D/1Q) contract, which, they say, can be an inappropriate kind of
contract for aprogram like the Deepwater program. Observers have also expressed
concern that the contract:

e transferred too much authority to the LSI for defining performance
specifications, for subsequently modifying them, and for making
technical judgements;

e permitted the LSl to certify that certain performance goals had been
met — so-called self-certification, which, critics argue, can equate
to no meaningful certification;

e providedthe Coast Guard withinsufficient authority over theL Sl for
resolving technical disputes between the Coast Guard and the LSI;

o wasvaguely worded with regard to certain operational requirements
and technical specifications, reducing the Coast Guard’s ability to
assess performance and ensure that the program would achieve
Coast Guard goals;

e permitted the firms making up the LSI to make little use of
competition between suppliersin selecting productsto beusedinthe
Deepwater program, to tailor requirementsto fit their own products,
and consequently to rely too much on their own products, as
opposed to products available from other manufacturers,

e permitted the LSI’ s performance during the first five-year period to
be scored in away that did not sufficiently take into account recent
problems in the cutter acquisition efforts;

e permitted award fees and incentive fees (i.e., bonuses) to be paid to
the LSI on the basis of “attitude and effort” rather than successful
outcomes; and

o lacked sufficient penalties and exit clauses.

Observers have aso expressed concern that the Coast Guard does not have
enough in-house staff and in-house expertise in areas such as program management,
financial management, and system integration, to properly oversee and manage an
acquisition effort aslarge and complex asthe Deepwater program, and that the Coast

18 For additional discussion about LSIs in general, see CRS Report RS22631, Defense
Acquisition: Use of Lead System Integrators (LS s) — Background, Oversight I ssues, and
Options for Congress, by Valerie Bailey Grasso.
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Guard did not make sufficient use of the Navy or other third-party, independent
sources of technical expertise, advice, and assessments. They aso have expressed
concern that the Coast Guard, in implementing the Deepwater program, has placed
a higher priority on meeting a schedul e as opposed to ensuring performance.

In addition, observers have stated that the Coast Guard proceeded with
construction of the first NSCs in spite of early internal warnings about flawsin the
NSC design, failed to report problems about the NSC effort to Congress on atimely
basis, resisted efforts by the DHS IG to investigate the NSC effort, and appears to
have altered briefing slides on the NSC effort so as to downplay the design flaws to
certain audiences. On May 17, 2007, the DHS |G testified that the Coast Guard's
cooperation with the DHS IG had substantially improved (though some issues
remained), but that Deepwater contractors had establishing unacceptabl e conditions
for DHSIG to interview contractor personnel about the program.

For additional information on the issues discussed above, see the reprinted
portions of reports and testimony in the appendixes to this report.

Coast Guard Reform Actions Announced In 2007

The Coast Guardin 2007 has announced anumber of actionsintended to reform
its management and execution of the Deepwater program and Coast Guard
acquisition in general.

Management Reforms Announced April 17, 2007. On April 17, 2007,
the Coast Guard announced a series of actions to reform the management of the
Deepwater program. Among other things, the Coast Guard announced it would
assumetherole of lead system integrator (LSI) for the program. Since 2002, the LS
role had been performed by Integrated Coast Guard Systems (ICGS) — an industry
team led by Lockheed Martin and Northrop Grumman Ship Systems (NGSS). In
announcing the actions, Admiral Thad Allen, the Commandant of the Coast Guard,
stated in part:

As many of you know, | met with the Lockheed Martin CEO Robert
Stevensand Northrop Grumman CEO Ronald Sugar in January to determinenear
and long-term obj ectivesand goal sfor the Deepwater program. Sincethenwe' ve
spoken frequently, as both the Coast Guard and our industry partners have taken
anumber of stepsto improve the management, oversight and performance of the
Deepwater program. More recently, we reached agreement on six fundamental
principles that we have begun implementing to ensure that the government’s
interests are fully and fairly achieved in acquiring and fielding assets and
capabilities being developed and produced under the Integrated Deepwater
System.

These principles will guide us as we seek to obtain the best value for the
government through robust competition and vigilant contract oversight and
management.

Working together with industry, the Coast Guard will make the following
six fundamental changes in the management of our Deepwater program:
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The Coast Guard will assume the lead role as systems integrator for all
Coast Guard Deepwater assets, aswell asother major acquisitionsasappropriate.
| have already begun building my organic staff in the fiscal year 2008 budget
request, and will combine that with other government assets as we transition to
this new role.

The Coast Guard will take full responsibility for leading the management
of al life cycle logistics functions within the Deepwater program under a an
improved logistics architecture established with the new mission support
organization.

The Coast Guard will expand therol e of the American Bureau of Shipping,
or other third-partiesasappropriate, for Degpwater vessel stoincreaseassurances
that Deepwater assets are properly designed and constructed in accordance with
established standards.

The Coast Guard will work collaboratively with Integrated Coast Guard
Systems to identify and implement an expeditious resolution to all outstanding
issues regarding the national security cutters.

The Coast Guard will consider placing contract responsibilities for
continued production of an asset class on a case-by-case basis directly with the
prime vendor consistent with competition requirementsif: (1) deemed to bein
the best interest of the government and (2) only after we verify lead asset
performance with established mission requirements.

Finally, | will meet no less than quarterly with my counterparts from
industry until any and all Deepwater program issues are fully adjudicated and
resolved. Our next meeting isto be scheduled within a month.

Theseimprovementsin program management and oversight going forward
will change the course of Deepwater.

By redefining our roles and responsibilities, redefining our relationships
with our industry partners, and redefining how we assess the success of
government and industry management and performance, the Deepwater program
of tomorrow will be fundamentally better than the Deepwater program of
today....

As many of you know, | have directed a number of significant organizational
changes [to the Coast Guard], embedded within direction and orders, to better
prepare the Coast Guard to meet and sustain mission performance long into the
future as we confront a broad range of converging threats and challenges to the
safety, security and stewardship of America s vital maritime interests.

What's important to understand here is that these proposed changes in
organizational structure, alignment and busi ness processes, intended to makethe
Coast Guard more adaptive, responsive and accountable, are not separate and
distinct fromwhat we have been doing over the past year toimprove Deepwater.

Infact, many of theseinitiatives can betraced directly to challengeswe' ve
faced, in part, in our Deepwater program. Consequently, we will be better
organized, better trained, and better equipped to manage large, complex
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acquisitions like Deegpwater in the coming days, weeks, months and years aswe
complete these service-wide enhancements to our mission support systems,
specifically our acquisition, financial and logisticsfunctions. That isthe future
of the Coast Guard, and that is the future of Deepwater.

Tobefrank, | amtired of lookingin therearview mirror - conducting what
has been the equivalent of an archaeological dig into Deepwater. We already
understand all too well what has been ailing uswithin Deepwater in the past five
years:

WEe' ve relied too much on contractors to do the work of government as a
result of tightening AC&| budgets, a dearth of contracting personnel in the
federal government, and a loss of focus on critical governmental roles and
responsibilities in the management and oversight of the program.

We struggle with balancing the benefits of innovation and technology
offered through the private sector against the government’ sfundamental reliance
on robust competition.

Both industry and government havefailed to fully understand each other’s
needs and requirements, all too often resulting in both organizations operating
at counter-odds to one another that have benefited neither industry nor
government.

And both industry and government have failed to accurately predict and
control costs.

While we can — and are — certainly learning from the past, we ought to
be about the business of looking forward — with binoculars even — aswe seek
to see what is out over the horizon so we can better prepare to anticipate
challenges and develop solutions with full transparency and accountability.
That is the business of government. And it’s the same principle that needs to
govern business as well.

Andit’sprecisely what | intend to do: with the changesin management and
oversight | outlined for you here today, with the changes we are making in the
terms and conditions of the Deepwater contract, and with the changes we will
make in our acquisition and logistics support systems throughout the Coast
Guard. If wedo, | have no doubt in my mind that wewill exceed all expectations
for Deepwater....

The Deepwater program of tomorrow will befundamentally better than the
Deepwater program of today.

The Coast Guard has a long history of demonstrating exceptional
stewardship and care of the ships, aircraft and resources provided it by the
public, routinely extending the life of our assets far beyond original design
specifications to meet the vital maritime safety, security and stewardship needs
of the nation....

Knowingthat to bethe case, | am personally committed to ensuring that our
newest ships, aircraft and systemsacquired through the Coast Guard’ sIntegrated
Deepwater System are capable of meeting our mission requirements from the
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moment they enter service until they are taken out of service many, many years
into the future....

Asl’vesaid many timesin the past, the safety and security of all Americans
depends on aready and capable Coast Guard, and the Coast Guard depends on
our Deepwater program to keep us ready long into the future.

The changes to Deepwater management and oversight | outlined here for
you today reflect a significant change in the course of Deepwater. | will
vigorously implement these and other changes that may be necessary to ensure
that our Coast Guard men and women have the most capable fleet of ships,
aircraft and systemsthey need to do thejob | ask them to do each and every day
on behalf of the American people.*®

Coast Guard officials stated that the Coast Guard intended to proceed with the
43-month award term with ICGS and use the contract to complete Deepwater
acquisition efforts that are already underway. Coast Guard official state that task
orders that the Coast Guard issues under the 43-month award term will be for
performance periods of 18 months, with the aim of closing out efforts already
underway.?

Settlement of NSC Issues Announced August 8, 2007. The Coast
Guard announced on August 8, 2007, that it had reached agreement with ICGS to
settledesign and contractual issuesregardingthefirst three National Security Cutters.
The Coast Guard's press release stated in part:

In a consolidated contractual action, the Coast Guard today awarded
Integrated Coast Guard Systems $337 million for construction of the third
national security cutter, along with $255 million for continuation of construction
for thefirst two national security cutters. The combined award isthe result of a
successful negotiation between the government and industry, enabling these
crucial new cutter projects to move forward.

“The contract award for the third national security cutter is a significant
milestone for the Coast Guard,” said Rear Adm. Gary T. Blore, assistant
commandant for acquisition. “ This agreement ensures that the Coast Guard will
be prepared for our demanding, post-9/11 operational requirements. Wearevery
pleased that the negotiating teams from the Coast Guard and our industry
supplierswere ableto derive best value for the American taxpayer, to bring these
vital platformsto the fleet.”...

19 Coast Guard Press Release dated April 17, 2007, entitled “ Statement by Adm. Thad Allen
on the Converted 123-Foot Patrol Boats and Changes to the Deepwater Acquisition
Program.”

2 See, for exampl e, the spoken testimony of Admiral Thad Allen, Commandant of the Coast
Guard, before the Oceans, Atmosphere, Fisheries, and Coast Guard subcommittee of the
Senate Commerce, Science, and Transportation Committee on April 18, 2007, and before
the Coast Guard and Maritime Transportation subcommittee of the House Transportation
and Infrastructure Committee on June 12, 2007.
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Thethird national security cutter incorporates cost-saving efficiencies and
improvements in processes derived during the ongoing construction of the first
two national security cutters. Additionally, the cutter will include design
enhancements to ensure it meets a 30-year fatigue life and all operational
requirements.?*

An August 13, 2007, press report provided additional information on the
settlement. The report stated:

After months of intense negotiations and years of uncertainty, the U.S.
Coast Guard hopesit hasfinally nailed down the design and price of itslargest,
newest and most costly ships.

The service and its civilian contractors on the Deepwater modernization
effort announced Aug. 8 they have agreed on all major outstanding issues with
the National Security Cutter (NSC) program.

“Qver the past six months, we've resolved issues of the past two years,”
Rear Adm. Gary Blore, head of the service's Deepwater program, said of the
agreement, whichincluded $222 million to completethefirst two shipsand $337
million to build athird. “We' ve resolved all issues” with the first three ships,
“with minor exceptions.”

“Essentialy, this absolves all of the sins of the program to date,” Mike
Tangora, deputy assistant commandant for acquisition, said.

Among the major issues settled:
« A final design for the 418-foot long ships, starting with NSC 3.
* The cost of backfitting the improvements to NSCs 1 and 2.

* The scope and cost of major upgrades and redesign work on thefirst ship,
added after the original June 2002 contract award.

e The cost of damage incurred by Hurricane Katrina to Northrop
Grumman’ sIngalls shipyardin Pascagoula, Miss., whereall thecuttersarebeing
built.

* New labor costs after a strike earlier thisyear at Ingalls.

* Settlement of a $300 million Request for Equitable Adjustment by
Northrop, based on developments since 2002.

All of that, of course, comeswith aprice: $641 million to put thefirst ship
into service, virtually double the original $322 million price tag.

21 Coast Guard Press Release, August 8, 2007, entitled “ Coast Guard Awards Contract For
Third National Security Cutter,” accessed on August 23, 2007, at
[https://www.piersystem.com/go/doc/786/167626/]
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Subsequent ships will be cheaper: $496 million for the second ship, $505
million for the third. Over the entire eight-ship class, the service expects each
ship to average about $500 million.

Coast Guard officials hastened to point out that the $641 million figurefor
NSC 1includesall old, current and future costs, and money to backfit structural
improvements to the ship after it enters service next year.

Those costs also are higher than the contract awards to Integrated Coast
Guard Systems (ICGS), aNorthrop Grumman-L ockheed Martin joint venture set
up to manage Deepwater. ICGS and the Coast Guard estimate the ICGS portion
of the first ship, for example, will be $441 million, a $200 million difference.
That differential will be substantially lower on the other ships, however: $107
million on NSC 2 and $102 million on NSC 3.

The Coast Guard points out that it is using an “al-acquisition cost” figure
to arrive at the top number.

Included in those additional costs are the government-furnished equipment
charges such as weapons, radar, communications gear and software, Tangora
said. Other factors include nonrecurring engineering studies, oversight and
inspection personnel, crew training and manning costs, the cost to develop a
logistics program, and seatrials....

... the new agreement reflects a significant upward swing in the publicized costs
for the ships. NSC 1, for example, was projected in April to cost $565 million,
while NSC 2 was priced at $395 million and NSC 3 at $400 million. The service
said then, however, that contract negotiations would increase those figures....

The Coast Guard and its civilian contractors long have acknowledged the
original contractsfor thefirst two shipswere obsolete. Theship’ soriginal design
was nearing completion when terrorists struck New Y ork and Washington on
Sept. 11, 2001, and soon after it was apparent that anew set of homeland security
requirements would be added to the ships.

The Coast Guard contemplated delaying construction of the first shipsto
await aredesign, but moved ahead with the program and worked in changes as
they were made.

That may have been a mistake, service officials now acknowledge, asthe
cutter moved from afull load displacement of about 2,700 tonsto 4,300 tons—
agrowth of nearly 60 percent.

Thechangesal so sparked avirulent controversy about the structural fatigue
life of the ship. Coast Guard engineersinsisted the new design would be unable
to withstand prolonged duty in the harsh waters of the Bering Sea off Alaska,
whileNorthrop’ sdesignersfelt the ship, built to traditional U.S. Navy standards,
would befine.

Structural improvementsinsisted upon by the Coast Guard now have been
incorporated into the design of NSC 3, and $70 million — $10 million for the
design and engineering work and $30 million apieceto carry out thework — has
been added to the new agreementsto backfit theimprovementsinto thefirst two
ships.
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The design of NSC 3, which includes all the added security and mission
capabilities and the structural upgrade, now is the baseline design for the class,
Tangorasaid.

“Now that we know how to build the ship, we worked the pricefor NSC 3,
then worked on NSC 2, then 1,” he said.

Even so, the fixed-price cost for NSC 3 remains dightly higher than NSC
2. The contract for NSC 2 also was restructured to a cost-plus award in the new
agreement, reflecting design changes and other factors.

“The second ship was erroneously awarded at afixed price,” Tangorasaid.
“Both the government and the contractor made mistakes there.”

With the new agreement, the fee structure also was revised, shifting risk
from the Coast Guard to the contractor.

“We' ve adjusted the share lines to give us much better cost control,” said
Kai Skvarla, Coast Guard program manager for the cutter program. “We used to
have a 90/10 share, so if [the contractor] overran the contract by a dollar, we
would only deduct 10 cents from their fee. Now on NSC 2 and 3 we'reusing a
50-50 share line. If they overrun the contract by a dollar, we take 50 cents off
their fee.”

If the shipbuilder holds down costs and finds improvements, they’ Il still
make money, Tangorasaid: “We' d be happy to give them more fee.”...

... service officialsinsist that the new pricesfor the Deepwater program'’ slargest
ships will not mean an increase in the overall program.

“We are sticking to the $24 billion number,” Tangorasaid Aug. 10. “When
you look out over a 25-year time period, we can find the savings to pay for the
cost overruns. That’ swhy we steadfastly refuseto grow the Deepwater program.
| remain confident that we are going to be able to pull it off.”#

Other Announced Actions. In addition to the April 17 Coast Guard
announcement about Deepwater management reforms, the August 8 announcement
about the settlement of NSC-related issues, and the March 14 Coast Guard
announcement concerning the procurement of FRC-Bs, the Coast Guard in recent
months has done the following:

e announced a reorganization of certain Coast Guard commands —
including the creation of aunified Coast Guard acquisition office—
that is intended in part to strengthen the Coast Guard's ability to
manage acquisition projects, including the Deepwater program;

e stated that it is making additional internal changes specifically
targeted at improving its ability to manage the Deepwater program;

2 Christopher P. Cavas, “USCG, Contractors Agree on New Cutters,” Defense News,
August 13, 2007.
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e stated that would alter the terms of the Deepwater contract for the
43-month award term that commencesin June 2007 so asto address
concerns raised about the current Deepwater contract;

e stated that it ishiring additional peoplewith acquisition experience,
S0 as to strengthen its in-house capability for managing the
Deepwater program and other Coast Guard acquisition efforts;

e stated that it concurswith many of therecommendationsmadein the
DHS G reports, and is moving to implement them;

e stated that it is weighing the recommendations of the DAU quick
look study; and

e stated that it has also implemented many recommendations
regarding Deepwater program management that have been made by
GAO.

OnMay 17, 2007, the Coast Guard testified that its Deepwater acquisition staff
had increased from about 250 to about 450, and that it would continue to grow about
10% per year. The Coast Guard testified that it would be generally capable of acting
asthe LSl for the Deepwater program within about 12 to 18 months, that the area of
in-house acquisition expertise that ismost in need of improvement during thisperiod
isC4ISR, and that theincrease in acquisition-rel ated staffing would not impact other
Coast Guard activities because of the service’ sincreasing end strength. The Coast
Guard testified that it will continue to use the services of independent, third-party
sources of support, such as the Carderock division of the Naval Surface Warfare
Center (NSWC), the Navy's center of excellence for ships and ship systems.?

Justice Department Investigation of Program

On April 18, 2007, it was reported that the Justice Department is conducting an
investigation of the Deepwater program. The investigation reportedly centers on
communi cations systems, the conversion of the Coast Guard’ s110-foot patrol boats,
and the National Security Cutter (NSC). Justice reportedly notified Lockheed,
Northrop, and certain other firms involved in the Deepwater program of the
investigation on December 13, 2006, and directed thefirmsto preserveal | documents
relating to the program.®

2 Spoken testimony of Rear Admiral Gary Blore at May 17, 2007, joint hearing before the
Border, Maritime, and Global Counterterrorism subcommittee and the Management,
Investigations, and Oversight subcommittee of the House Homeland Security Committee.

2 Ana Radelat, “ Justice Investigating Deepwater Contractors,” NavyTimes.com, April 18,
2007; Chris Strohm, “Deepwater Contractors Face Justice Probe” GovExec.com, April 19,
2007; PatriciaKime, “ Justi ce Investigating Deepwater Contract,” NavyTimes.com, April 20,
2007.



CRS-22
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House and Senate committees and subcommittees have conducted severa
oversight hearings in 2007 devoted entirely or partly to problems and concerns
regarding the management and execution of the program. Examplesof such hearings
include:

e January 30, March 8, and June 12, 2007, hearings before the Coast
Guard and Maritime Transportation subcommittee of the House
Transportation and Infrastructure Committee;

e February 6 and 15, 2007, hearings before the Homeland Security
subcommittee of the House A ppropriations Committee

e a February 8, 2007, hearing before the House Committee on
Oversight and Government Affairs;

e a February 14, 2007, hearing before the Oceans, Atmosphere,
Fisheries, and Coast Guard subcommittee of the Senate Commerce,
Science and Transportation Committee;

e anApril 18, 2007, hearing before the full House Transportation and
Infrastructure Committee;

e an April 18, 2007, hearing before the Oceans, Atmosphere,
Fisheries, and Coast Guard subcommittee of the Senate Commerce,
Science, and Transportation Committee; and

e aMay 17, 2007, joint hearing before the Border, Maritime, and
Global Counterterrorism subcommittee and the Management,
Investigations, and Oversight subcommittee of theHouse Homeland
Security Committee.

Oversight Issues for Congress

Coast Guard’s Announced Management Reforms

In light of the Deepwater management reforms announced by the Coast Guard
onApril 17,2007, potential oversight questionsfor Congressregarding management
and execution of the Deepwater program include the following:

e Arethe Coast Guard’s announced reforms appropriate? Are they
insufficient, excessive, or about right? Do they properly address all
concernsregarding the management and execution of the Deepwater
program?

e Hasthe Coast Guard developed adetailed plan for transitionning the
Deepwater LS| role from ICGS to the Coast Guard? Is the plan
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redlistic in terms of the schedule and manner in which various
system-integration functions are to be transferred from ICGS to the
Coast Guard over time? Which specific system-integration
responsibilitieswill continueto be performed by ICGS, and for how
long?

e When will the Coast Guard have enough in-house technical and
program-management expertiseto take on variousaspectsof therole
of Deepwater LSI? Does the Coast Guard have a detailed plan for
expanding its in-house technical and program-management staff?
Is this plan adequate? Does the Coast Guard have a career path for
acquisition personnel similar to that for acquisition personnel in the
Department of Defense?

e Towhat degreewill the Coast Guard continue to need technical and
program-management support from the Navy or other third parties?
Does the Coast Guard have an adequate strategy for seeking out
third-party help?

e Hasthe Coast Guard established milestones that Congress can use
to assess the success of the Coast Guard’ s announced management
reforms? If so, what are the milestones, and how were they
determined? If not, does the Coast Guard plan to develop such
milestones?

e What implications, if any, does the Coast Guard's decision to
perform the Deepwater LS| role have for the concept of using
private-sector LSIs on other federal acquisition programs?>

Execution of FY2007 Funds

The pace at which prior-year funding for a program is obligated and expended
is one measure by which Congress assesses the readiness of the program to receive
additional funding in future fiscal years. On March 12, 2007, it was reported that a
large percentage of FY 2007 funding for the Deepwater program had not yet been
obligated.®

Revolving Door and Potential for Conflicts of Interest

Theso-called revolving door, which refersto themovement of official sbetween
positions in government and industry, can create benefits for government and
industry in terms of allowing each side to understand the other’ sneeds and concerns,
and in terms of spreading best practices from one sector to the other. At the same

% For moreon L SIsin general, see CRSReport RS22631, Defense Acquisition: Useof Lead
System Integrators (LSs) — Background, Oversight I ssues, and Options for Congress, by
Valerie Bailey Grasso.

% patricia Kime, “Unspent Funds Are Bulk of Deepwater Budget,” DefenseNews.com,
March 12, 2007.
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time, some observers have long been concerned that the revol ving door might create
conflicts of interest for officials carrying out their duties while in government
positions. A March 25, 2007, news article stated in part:

Four of the seven top U.S. Coast Guard officers who retired since 1998
took positions with private firms involved in the Coast Guard’s troubled $24
billion fleet replacement program, an effort that government investigators have
criticized for putting contractors’ interests ahead of taxpayers'.

They weren’t the only officialsto oversee one of the federal government’s
most complex experiments at privatization, known as Deepwater, who had past
or subsequent business ties to the contract consortium led by industry giants
Northrop Grumman and L ockheed Martin.

The secretary of transportation, Norman Y. Mineta, whose department
included the Coast Guard when the contract was awarded in 2002, was aformer
Lockheed executive. Two deputy secretaries of the Department of Homeland
Security, which the Coast Guard became part of in 2003, were former L ockheed
executives, and athird later served on its board.

Washington's revolving-door laws have long allowed officials from
industry giants such as Lockheed, the nation’s largest defense contractor, to
spend parts of their careers working for U.S. security agencies that make huge
purchases from those companies, though there are limits.

But Deepwater dramatizesanew concern, current and former U.S. officials
said: how dwindling competition in the private sector, mushrooming federa
defense spending and the government’ s diminished contract management skills
raise the stakes for potential conflicts of interest.?”

21 A 2002 CRS report on shipyard mergers stated in part:

Movement of senior-level employees between DoD and the defense
industry is common and can be beneficia in terms of improving DoD
understanding of industry concerns, importing efficient industry business
practices into DoD, and improving industry understanding of DoD goals,
procedures, and concerns. It al'so, however, has the potential to create questions
regarding potential conflicts of interest for senior DoD officials involved in
making decisions about major weapon acquisition programs or regul atory issues
that affect the defense industry, particularly if those officials are potential
candidates for post-DoD employment with a defense firm.

Shipyard mergers since 1995 have contributed to the general consolidation
of defense firms and have reduced in particular the number of mgjor defense
firms that might hire aformer DoD or Navy official specifically on account of
that person’s background in Navy shipbuilding programs. Until 1995, for
example, aDoD or Navy official with such abackground who was anticipating
or hoping for a post-DoD/Navy career in the private sector knew there were 6
major naval shipbuilding firms (plus several other major contractorsinvolvedin
shipbuilding programs) available as potential employers. Now, in contrast, there
are only two firms that own shipyards that build major ships for the Navy (GD
and NOC) and asmaller number of other major defense contractorsinvolvedin

(continued...)
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Deepwater also illustrates how federal ethicsrules carve out loopholesfor
senior policymakersto oversee decisionsthat may benefit former or prospective
employers. These include outsourcing strategies under which taxpayers bear
most of the risks for failure, analysts said.

There is no sign that any of the retired admirals or former Lockheed
officials did anything illegal.

But the connections between the agencies and the contractors have drawn
the attention of the DHS inspector general, Richard L. Skinner. “That is on our
radar screen,” he said. “I1t’s something we are very sensitiveto.”?

Potential Options for Congress

Potential options for Congress regarding the Deepwater program — some of
which might have the effect of legidatively mandating reformsthat the Coast Guard
has already announced — include but are not limited to the following:

e track and assess the changes that the Coast Guard has stated it will
implement regarding management and execution of the Deepwater
program;

e indtitute additional or stricter reporting requirements for the
Deepwater program,;

e encourage or require the Coast Guard to implement
recommendationsfor the Deepwater program made by the DHSIG,
GAOQ, and the DAU that the Coast Guard has not already agreed to
implement;

27 (...continued)
shipbuilding programs (e.g., Lockheed Martin and Raytheon).

A potential issuefor Congress iswhether and how shipyard mergers since
1995, by reducingthe number of potential post-DoD/Navy employersfor persons
with shipbuilding backgrounds, might affect decisions made by current senior
DoD and Navy officials with responsibility for Navy shipbuilding programs or
regulatory issues affecting the shipyards. With fewer firmsavailable as potential
post-DoD/Navy employers, will DoD/Navy officias involved in shipbuilding
programs be willing to make decisions that might strongly disappoint one or
more of those firms?

(CRS Report RL31400, Navy Shipbuilding: Recent Shipyard Mergers — Background and
Issues for Congress, by Ronald O’ Rourke.)

2 gpencer S. Hsu and Renae Merle, “Coast Guard’ s Purchasing Raises Conflict-Of -Interest
Flags,” Washington Post, March 25, 2007.
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e encourage or require the Coast Guard to make greater use of the
Navy or other third-party, independent sources of expertise to help
the Coast Guard manage the program;

e encourage or require the Coast Guard to reduce the role of the LSI
to that of acoordinator of Deepwater program efforts managed and
executed by various firms acting as prime contractors for their
various efforts;

e encourage or require the Coast Guard to end the use of a private-
sector LS| in favor of direct Coast Guard management and
integration of the program;

e encourage or require the Coast Guard to replace the Deepwater
program with a series of separate procurement programs for
replacing individual classes of cutters, boats, and aircraft; and

e prohibit the obligation or expenditure of some or al FY2008
funding for the Deepwater program until the Coast Guard or DHS
takes certain actions or makes certain certifications regarding the
Deepwater program.

Legislative Activity in 2007%°

FY2008 Coast Guard Authorization Act (H.R. 2830/S. 1892)
House.

House Transportation Committee. InH.R. 2830 asreported by the House
Transportation Committee (H.Rept. 110-338, Part 1, of September 20, 2007), Section
101(2)(B) authorizes $836.9 million in acquisition, construction, and improvement
(AC&I) fundsfor the Deepwater program. Section 101(1)(D) statesthat, of operation
and maintenance funds authorized for the Coast Guard, “$80,500,000 shall be
availableonly for paying for operating expenses of the Integrated Deepwater System
program.” Thereport statesthat the $80.5 million is*“for personnel that manage the
Integrated Deepwater Systems programs. In prior years, the personnel costs for the
Deepwater program had been authorized under the Acquisition, Construction, and
Improvement Account.”

House Homeland Security Committee. In H.R. 2830 as subsequently
reported by the House Homeland Security Committee (H.Rept. 110-338, Part 2, of
October 1, 2007), Section 101(2)(B) authorizes $1,065.9 million in acquisition,
construction, and improvement (AC&) funds for the Deepwater program. Section
101(1)(D) states that, of operation and maintenance funds authorized for the Coast

2 Dollar figuresin this section are rounded to the nearest tenth of amillion. Figures may
not add due to rounding.
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Guard, “not less than $80,500,000 shall be available only for paying for operating
expenses of the Integrated Deepwater System program.”

Title VIII (Sections 801-808) of the bill as reported by the House Homeland
Security Committee incorporates the text of H.R. 2722, the Integrated Deepwater
Program Reform Act (see discussion of H.R. 2722, below). Title VIII states:

SEC. 801. SHORT TITLE.
Thistitle may be cited as the "Integrated Deepwater Program Reform Act’.

SEC. 802. IMPLEMENTATION OF COAST GUARD INTEGRATED
DEEPWATER ACQUISITION PROGRAM.

(a) Use of Private Sector Entity as a Lead Systems Integrator-

(1) IN GENERAL - Except asotherwise provided inthissubsection, the Secretary
may not use a private sector entity asalead systemsintegrator for procurements
under, or in support of, the Deepwater Program beginning on the earlier of
October 1, 2011, or the date on which the Secretary certifies in writing to the
Committee on Transportation and Infrastructure and the Committee on
Homeland Security of the House of Representatives and the Committee on
Commerce, Science, and Transportation of the Senate that the Coast Guard has
available and can retain sufficient contracting personnel and expertise withinthe
Coast Guard, through an arrangement with other Federal agencies, or through
contracts or other arrangements with private sector entities, to perform the
functions and responsibilities of the lead system integrator in an efficient and
cost-effective manner.

(2) COMPLETION OF EXISTING DELIVERY ORDERS AND TASK
ORDERS- The Secretary may use a private sector entity as a lead systems
integrator to complete any delivery order or task order under the Deepwater
Program that was issued to the lead systems integrator on or before the date of
enactment of this Act.

(3) ASSISTANCE OF OTHER FEDERAL AGENCIES- Inany caseinwhichthe
Secretary isthe systemsintegrator under the Deepwater Program, the Secretary
may obtain any type of assistance the Secretary considers appropriate, with any
systems integration functions, from any Federal agency with experience in
systems integration involving maritime vessels and aircraft.

(4) ASSISTANCE OF PRIVATE SECTOR ENTITIES- Inany caseinwhichthe
Secretary isthe systemsintegrator under the Deepwater Program, the Secretary
may, subject to the availability of appropriations, obtain by grant, contract, or
cooperative agreement any typeof assistancethe Secretary considersappropriate,
with any systems integration functions, from any private sector entity with
experience in systems integration involving maritime vessels and aircraft.

(b) Competition-
(1) IN GENERAL - Except asotherwise provided inthissubsection, the Secretary

shall use full and open competition for each class of asset acquisitions under the
Deepwater Program for which an outside contractor is used, if the asset is
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procured directly by the Coast Guard or by the Integrated Coast Guard System
acting under a contract with the Coast Guard.

(2) EXCEPTION- The Secretary may use aprocurement method that islessthan
full and open competition to procure an asset under the Deepwater Program, if

(A) the Secretary determines that such method is in the best interests of the
Federal Government; and

(B) by not later than 30 days before the date of the award of a contract for the
procurement, the Secretary submits to the Committee on Transportation and
Infrastructure and the Committee on Homeland Security of the House of
Representatives and the Committee on Commerce, Science, and Transportation
of the Senate a report explaining why such procurement is in the best interests
of the Federal Government.

(3) LIMITATION ON APPLICATION- Paragraph (1) shall not apply to a
contract, subcontract, or task order that was issued before the date of enactment
of this Act, if there is no change in the quantity of assets or the specific type of
assets procured.

(c) Required Contract Terms- The Secretary shall include in each contract,
subcontract, and task order issued under the Deepwater Program after the date
of the enactment of this Act the following provisions, as applicable:

(1) TECHNICAL REVIEWS- A requirement that the Secretary shall conduct a
technical review of all proposed designs, design changes, and engineering
changes, and a requirement that the contractor must specifically address all
engineering concerns identified in the technical reviews, before any funds may
be obligated.

(2) RESPONSIBILITY FOR TECHNICAL REQUIREMENTS- A requirement
that the Secretary shall maintain the authority to establish, approve, and maintain
technical requirements.

(3) COST ESTIMATE OF MAJOR CHANGES- A requirement that an
independent cost estimate must be prepared and approved by the Secretary before
the execution of any change order costing more than 5 percent of the unit cost
approved in the Deepwater Program baseline in effect as of May 2007.

(4) PERFORMANCE MEASUREMENT- A requirement that any measurement
of contractor and subcontractor performance must be based on the status of all
work performed, including the extent to which the work performed met all cost,
schedule, and mission performance requirements outlined in the Deepwater
Program contract.

(5) EARLY OPERATIONAL ASSESSMENT- For the acquisition of any cutter
class for which an Early Operational Assessment has not been developed —

(A) arequirement that the Secretary of the Department in which the Coast Guard
isoperating shall cause an Early Operational Assessment to be conducted by the
Department of the Navy after the development of the preliminary design of the
cutter and before the conduct of the critical design review of the cutter; and
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(B) a requirement that the Coast Guard shall develop a plan to address the
findings presented in the Early Operational Assessment.

(6) TRANSIENT ELECTROMAGNETIC PULSE EMANATION- For the
acquisition or upgrade of air, surface, or shore assetsfor which compliance with
transient electromagnetic pulse emanation (TEMPEST) is a requirement, a
provision specifying that the standard for determining such compliance shall be
theair, surface, or shore asset standard then used by the Department of the Navy.

(7) OFFSHORE PATROL CUTTER UNDERWAY REQUIREMENT- For any
contract issued to acquire an Offshore Patrol Cutter, provisions specifying the
servicelife, fatiguelife, daysunderway ingeneral Atlantic and North Pacific Sea
conditions, maximum range, and maximum speed the cutter shall be built to
achieve.

(8) INSPECTOR GENERAL ACCESS- A requirement that the Department of
Homeland Security’s Office of the Inspector General shall have access to all
records maintained by all contractors working on the Deepwater Program, and
shall have the right to privately interview any contractor personnel.

(d) Life Cycle Cost Estimate-

(1) IN GENERAL- The Secretary shall develop an authoritative life cycle cost
estimate for the Deepwater Program.

(2) CONTENTS- Thelifecycle cost estimate shall include asset acquisition and
logistics support decisions and planned operational tempo and locationsas of the
date of enactment of this Act.

(3) SUBMITTAL- The Secretary shall —

(A) submit the life cycle cost estimate to the Committee on Transportation and
Infrastructure and the Committee on Homeland Security of the House of
Representatives and the Committee on Commerce, Science, and Transportation
of the Senate within 4 months after the date of enactment of this Act; and

(B) submit updates of the life cycle cost estimate to such Committees annually.

(e) Contract Officers- The Secretary shall assign a separate contract officer for
each class of cutter and aircraft acquired or rehabilitated under the Deepwater
Program, including the National Security Cutter, the Offshore Patrol Cutter, the
Fast Response Cutter A, the Fast Response Cutter B, maritime patrol aircraft, the
aircraft HC-130J, the helicopter HH-65, the helicopter HH-60, and the vertical
unmanned aerial vehicle.

(f) Technology Risk Report- The Secretary shall submit to the Committee on
Transportation and Infrastructure and the Committee on Homeland Security of
the House of Representatives and the Committee on Commerce, Science, and
Transportation of the Senate a report identifying the technology risks and level
of maturity for major technol ogies used on each class of asset acquisitions under
the Deepwater Program, including the Fast Response Cutter A (FRC-A), the Fast
Response Cutter B (FRC-B), the Offshore Patrol Cutter (OPC), and the Vertical
Unmanned Aeria Vehicle (VUAV), not later than 90 days before the date of
award of a contract for such an acquisition.



CRS-30

(9) Submission of Assessment Resultsand Plansto Congress- The Commandant
of the Coast Guard shall submit to the Committee on Transportation and
Infrastructure and the Committee on Homeland Security of the House of
Representatives and the Committee on Commerce, Science, and Transportation
of the Senate —

(1) the results of each Early Operational Assessment conducted pursuant to
subsection (c)(5)(A) and the plan approved by the Commandant pursuant to
subsection (c)(5)(B) for addressing the findings of such assessment, within 30
days after the Commandant approves the plan; and

(2) a report describing how the recommendations of each Early Operational
Assessment conducted pursuant to subsection (c)(5)(A) onthefirstin classof a
new cutter class have been addressed in the design on which construction isto
begin, within 30 days before initiation of construction.

SEC. 803. CHIEF ACQUISITION OFFICER.

(a) In General- Chapter 3 of title 14, United States Code, is further amended by
adding at the end the following:

"Sec. 56. Chief Acquisition Officer

*(a) Establishment of Agency Chief Acquisition Officer- The Commandant shall
appoint or designate acareer reserved empl oyee as Chief Acquisition Officer for
the Coast Guard, who shall —

*(1) have acquisition management as that official’s primary duty; and

*(2) report directly to the Commandant to advise and assist the Commandant to
ensure that the mission of the Coast Guard is achieved through the management
of the Coast Guard’ s acquisition activities,

“(b) Authority and Functions of the Chief Acquisition Officer- The functions of
the Chief Acquisition Officer shall include —

(1) monitoring the performance of acquisition activities and acquisition
programs of the Coast Guard, evaluating the performance of those programs on
the basis of applicable performance measurements, and advising the
Commandant regarding the appropriate business strategy to achievethe mission
of the Coast Guard;

*(2) increasing the use of full and open competition in the acquisition of property
and services by the Coast Guard by establishing policies, procedures, and
practicesthat ensure that the Coast Guard receives a sufficient number of sealed
bids or competitive proposals from responsible sources to fulfill the
Government’ s requirements (including performance and delivery schedules) at
the lowest cost or best value considering the nature of the property or service
procured;

*(3) ensuring the use of detail ed performance specificationsininstancesinwhich
performance-based contracting is used;



CRS-31

(4) making acquisition decisions consistent with all applicable laws and
establishing clear lines of authority, accountability, and responsibility for
acquisition decisionmaking within the Coast Guard;

*(5) managing the direction of acquisition policy for the Coast Guard, including
implementation of the unique acquisition policies, regulations, and standards of
the Coast Guard:;

*(6) developing and maintaining an acquisition career management programin
the Coast Guard to ensure that there is an adequate professional workforce; and

*(7) aspart of thestrategi c planning and performance eval uation processrequired
under section 306 of title 5 and sections 1105(a)(28), 1115, 1116, and 9703 of
title 31 —

(A) ng the requirements established for Coast Guard personnel regarding
knowledge and skill in acquisition resources management and the adequacy of
such requirements for facilitating the achievement of the performance goals
established for acquisition management;

*(B) inorder to rectify any deficiency in meeting such requirements, developing
strategies and specific plansfor hiring, training, and professional devel opment;
and

*(C) reporting to the Commandant on the progress madeinimproving acquisition
management capability.’.

(b) Clerical Amendment- The table of sections at the beginning of such chapter
is further amended by adding at the end the following:

'56. Chief Acquisition Officer.’.

(c) Specia Rate Supplements-

(1) REQUIREMENT TO ESTABLISH- Not later than 1 year after the date of
enactment of this Act and in accordance with part 9701.333 of title 5, Code of
Federal Regulations, the Commandant of the Coast Guard shall establish special
rate supplementsthat provide higher pay levelsfor employeesnecessary to carry
out the amendment made by this section.

(2) SUBJECT TO APPROPRIATIONS- The requirement under paragraph (1)
is subject to the availability of appropriations.

SEC. 804. TESTING AND CERTIFICATION.

(@) In Genera- The Secretary shall —

(1) cause each cutter, other than a National Security Cutter, acquired by the
Coast Guard and delivered after the date of enactment of this Act to be classed

by the American Bureau of Shipping, before acceptance of delivery;

(2) causethedesign and construction of each National Security Cutter, other than
National Security Cutter 1 and 2, to be certified by an independent third party
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with expertise in vessel design and construction certification to be able to meet
a 185-underway-day requirement under general Atlantic and North Pacific sea
conditions for aperiod of at least 30 years;

(3) cause al eectronics on all aircraft, surface, and shore assets that require
TEMPEST certification and that are delivered after the date of enactment of this
Act to be tested and certified in accordance with TEMPEST standards and
communications security (COMSEC) standards by an independent third party
that is authorized by the Federal Government to perform such testing and
certification; and

(4) cause al aircraft and aircraft engines acquired by the Coast Guard and
delivered after the date of enactment of this Act to be certified for airworthiness
by an independent third party with expertise in aircraft and aircraft engine
certification, before acceptance of ddlivery.

(b) First in Class of a Magjor Asset Acquisition- The Secretary shall cause the
first in class of amajor asset acquisition of acutter or an aircraft to be subjected
to an assessment of operational capability conducted by the Secretary of the

Navy.

(c) Final Arbiter- The Secretary shall bethefinal arbiter of all technical disputes
regarding designs and acquisitions of vessels and aircraft for the Coast Guard.

SEC. 805. NATIONAL SECURITY CUTTERS.
(a) National Security Cutters 1 and 2-

(1) REPORT ON OPTIONS UNDER CONSIDERATION- The Secretary shall
submit to the Committee on Transportation and Infrastructure and the Committee
on Homeland Security of the House of Representatives and the Committee on
Commerce, Science, and Transportation of the Senate —

(A) within 120 days after the date of enactment of this Act, areport describing
in detail the cost increases that have been experienced on National Security
Cutters 1 and 2 since the date of the issuance of the task ordersfor construction
of those cutters and explaining the causes of these cost increases; and

(B) within 180 days after the date of enactment of this Act, a report on the
options that the Coast Guard is considering to strengthen the hulls of National
Security Cutter 1 and National Security Cutter 2, including —

(i) the costs of each of the options under consideration;

(ii) a schedule for when the hull strengthening repairs are anticipated to be
performed; and

(iii) the impact that the weight likely to be added to each the cutter by each
option will have on the cutter’s ability to meet both the original performance
requirements included in the Deepwater Program contract and the performance
requirements created by contract Amendment Modification 00042 dated
February 7, 2007.
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(2) DESIGN ASSESSMENT- Not later than 30 days before the Coast Guard
signs any contract, delivery order, or task order to strengthen the hull of either
of National Security Cutter 1 or 2 to resolve the structural design and
performanceissuesidentifiedinthe Department of Homeland Security Inspector
Genera’ sreport OlG-07-23 dated January 2007, the Secretary shall submittothe
Committee on Transportation and Infrastructure and the Committee on
Homeland Security of the House of Representatives and the Committee on
Commerce, Science, and Transportati on of the Senateall resultsof an assessment
of the proposed hull strengthening design conducted by the Naval Surface
Warfare Center, Carderock Division, including a description in detail of the
extent to which the hull strengthening measures to be implemented on those
cutters will enable the cutters to meet a 185-underway-day requirement under
general Atlantic and North Pacific seaconditionsfor aperiod of at least 30 years.

(b) National Security Cutters 3 Through 8- Not later than 30 days before the
Coast Guard signs any contract, delivery order, or task order authorizing
construction of National Security Cutters 3 through 8, the Secretary shall submit
to the Committee on Transportation and Infrastructure and the Committee on
Homeland Security of the House of Representatives and the Committee on
Commerce, Science, and Transportati on of the Senateall resultsof an assessment
of the proposed designsto resolve the structural design, safety, and performance
issues identified by the Department of Homeland Security Office of Inspector
Genera report OlG-07-23 for the hulls of those cutters conducted by the Naval
Surface Warfare Center, Carderock Division, including adescriptionin detail of
the extent to which such designs will enable the cutters to meet a
185-underway-day requirement under general Atlantic and North Pacific sea
conditions.

SEC. 806. MISCELLANEOUS REPORTS.

(a) InGeneral- The Secretary shall submit thefollowing reportsto the Committee
on Transportation and Infrastructure and the Committee on Homeland Security
of the House of Representatives and the Committee on Commerce, Science, and
Transportation of the Senate:

(1) Within 4 months after the date of enactment of this Act, a justification for
why 8 National Security Cuttersare required to meet the operational needs of the
Coast Guard, including —

(A) how many days per year each National Security Cutter will be underway at
Seq;

(B) where each National Security Cutter will be home ported;

(C) theamount of funding that will be required to establish home port operations
for each National Security Cutter;

(D) the extent to which 8 National Security Cutters deployed without vertical
unmanned aerial vehicles (VUAV) will meet or exceed the mission capability
(including surveillance capacity) of the 12 Hamilton-class high endurancecutters
that the National Security Cutters will replace;

(E) the business case in support of constructing National Security Cutters 3
through 8, including a cost-benefit analysis; and
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(F) an analysis of how many Offshore Patrol Cutters would be required to
provide the patrol coverage provided by a National Security Cutter.

(2) Within 4 months after the date of enactment of this Act, areport on —

(A) the impact that deployment of a National Security Cutter and other cutter
assets without the vertical unmanned aerial vehicle (VUAV) will have on the
amount of patrol coverage that will be able to be provided during missions
conducted by the National Security Cutter and all other cutters planned to be
equipped withaVUAV;

(B) how the coverage gap will be made up;
(C) an update on the current status of the development of the VUAV; and

(D) the timeline detailing the major milestones to be achieved during
development of the VUAYV and identifying the delivery datefor thefirst and last
VUAV.

(3) Within 30 days after the elevation to flag-level for resolution of any design
or other dispute regarding the Deepwater Program contract or an item to be
procured under that contract, including adetailed description of theissueand the
rational e underlying the decision taken by the flag officer to resolve the issue.

(4) Within 4 months after the date of enactment of this Act, areport detailing the
total number of change orders that have been created by the Coast Guard under
the Deepwater Program before the date of enactment of this Act, the total cost
of these change orders, and their impact on the Deepwater Program schedule.

(5) Within 180 days after the date of enactment of this Act, areport detailing the
technology risks and level of maturity for major technologies used on maritime
patrol aircraft, the HC-130J, and the National Security Cuitter.

(6) Not less than 60 days before signing a contract to acquire any vessel or
aircraft, areport comparing the cost of purchasing that vessel or aircraft directly
from the manufacturer or shipyard with the cost of procuring it through the
Integrated Coast Guard System.

(7) Within 30 days after the Program Executive Officer of the Deepwater
Program becomes aware of a likely cost overrun exceeding 5 percent of the
overall asset acquisition contract cost or schedule delay exceeding 5 percent of
the estimated asset construction period under the Deepwater Program, a report
by the Commandant containing a description of the cost overrun or delay, an
explanation of the overrun or delay, adescription of Coast Guard’ sresponse, and
a description of significant delays in the procurement schedule likely to be
caused by the overrun or delay.

(8) Within 90 days after the date of enactment of this Act, articulation of a
doctrine and description of an anticipated implementation of a plan for
management of acquisitions programs, financial management (including earned
value management and cost estimating), engineering and | ogi stics management,
and contract management, that includes —
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(A) a description of how the Coast Guard will cultivate among uniformed
personnel expertise in acquisitions management and financial management;

(B) a description of the processes that will be followed to draft and ensure
technical review of procurement packages, including statementsof work, for any
class of assets acquired by the Coast Guard;

(C) a description of how the Coast Guard will conduct an independent cost
estimating process, including independently devel oping cost estimatesfor major
change orders; and

(D) adescription of how Coast Guard will strengthen the management of change
orders.

(9) Within 4 months after the date of enactment of this Act, a report on the
devel opment of anew acquisitions office within the Coast Guard describing the
specific staffing structure for that directorate, including —

(A) identification of all managerial positions proposed as part of the office, the
functions that each managerial position will fill, and the number of employees
each manager will supervise; and

(B) aformal organizational chart andidentification of when managerial positions
areto befilled.

(10) Ninety daysprior to theissuance of aRequest for Proposalsfor construction
of an Offshore Patrol Cutter, a report detailing the service life, fatigue life,
maximum range, maximum speed, and number of days underway under general
Atlantic and North Pacific Sea conditions the cutter shall be built to achieve.

(11) The Secretary shall report annually on the percentage of thetotal amount of
funds expended on procurements under the Deepwater Program that has been
paid to each of small businesses and minority-owned businesses.

(12) Within 120 days after the date of enactment of this Act, a report on any
Coast Guard mission performance gap dueto theremoval of Deepwater Program
assets from service. The report shall include the following:

(A) A description of the mission performance gap detailing the geographic
regions and Coast Guard capabilities affected.

(B) An anaysis of factors affecting the mission performance gap that are
unrelated to the Deepwater Program, including depl oyment of Coast Guard assets
overseas and continuous vessel shortages.

(C) A description of measures being taken in the near term to fill the mission
performance gap, including what those measures are and when they will be
implemented.

(D) A description of measures being taken in the long term to fill the mission
performance gap, including what those measures are and when they will be
implemented.
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(E) A description of the potential alternativestofill the mission performance gap,
including any acquisition or lease considered and the reasons they were not
pursued.

(b) Report Required on Acceptance of Delivery of Incomplete Asset-

(1) IN GENERAL- If the Secretary accepts delivery of an asset after the date of
enactment of this Act for which a contractually required certification cannot be
achieved within 30 days after the date of delivery or with any system that is not
fully functional for the mission for which it was intended, the Secretary shall
submit tothe Committee on Transportation and I nfrastructure and the Committee
on Homeland Security of the House of Representatives and the Committee on
Commerce, Science, and Transportation of the United States Senate within 30
days after accepting delivery of the asset areport explaining why acceptance of
the asset in such a condition is in the best interests of the United States
Government.

(2) CONTENTS- The report shall —

(A) specify the systems that are not able to achieve contractually required
certifications within 30 days after the date of delivery and the systems that are
not fully functional at the time of delivery for the missions for which they were
intended;

(B) identify milestonesfor the compl etion of required certifications and to make
all systemsfully functional; and

(C) identify when the milestoneswill becompleted, whowill completethem, and
the cost to compl ete them.

SEC. 807. USEOF THENAVAL SEA SYSTEMSCOMMAND, THENAVAL
AIR SYSTEMS COMMAND, AND THE SPACE AND NAVAL WARFARE
SYSTEMSCOMMAND TOASSIST THE COAST GUARD IN EXERCISING
TECHNICAL AUTHORITY FOR THE DEEPWATER PROGRAM AND
OTHER COAST GUARD ACQUISITION PROGRAMS.

(8 Findings- Congress finds that the Coast Guard’s use of the technical,
contractual, and program management oversight expertise of the Department of
the Navy in ship and aircraft production complements and augments the Coast
Guard' s organic expertise as it procures assets for the Deepwater Program.

(b) Inter-Service Technical Assistance- The Secretary may enter into a
memorandum of understanding or a memorandum of agreement with the
Secretary of the Navy to provide for the use of the Navy Systems Commandsto
assist the Coast Guard with the oversight of Coast Guard major acquisition
programs. Such memorandum of understanding or memorandum of agreement
shall, at aminimum provide for —

(2) the exchange of technical assistance and support that the Coast Guard Chief
Engineer and the Coast Guard Chief Information Officer, as Coast Guard
Technical Authorities, may identify;

(2) the use, as appropriate, of Navy technical expertise; and



CRS-37

(3) thetemporary assignment or exchange of personnel between the Coast Guard
and the Navy Systems Commands to facilitate the development of organic
capabilitiesin the Coast Guard.

(c) Technica Authorities- The Coast Guard Chief Engineer, Chief Information
Officer, and Chief Acquisition Officer shall adopt, to the extent practicable,
proceduresthat are similar to those used by the Navy Senior Acquisition Official
to ensure the Coast Guard Technical Authorities, or designated Technical
Warrant Holders, approve al technical requirements.

(d) Coordination- The Secretary, acting through the Commandant of the Coast
Guard, may coordinate with the Secretary of the Navy, acting through the Chief
of Naval Operations, to develop processes by which the assistance will be
regquested from the Navy Systems Commands and provided to the Coast Guard.

(e) Report- Not later than 120 days after the date of enactment of this Act and
every twelve monthsthereafter, the Commandant of the Coast Guard shall report
to the Committee on Transportation and Infrastructure and the Committee on
Homeland Security of the House of Representatives and the Committee on
Commerce, Science, and Transportation of the Senate on the activities
undertaken pursuant to such memorandum of understanding or memorandum of
agreement.

SEC. 808. DEFINITIONS.
Inthistitle:

(1) DEEPWATER PROGRAM- The term "Deepwater Program’ means the
Integrated Deepwater Systems Program described by the Coast Guard in its
report to Congress entitled "Revised Deepwater Implementation Plan 2005’,
dated March 25, 2005. The Deepwater Program primarily involves the
procurement of cutter and aviation assets that operate more than 50 miles
offshore.

(2) SECRETARY - The term “Secretary’ means the Secretary of the department
in which the Coast Guard is operating.

The House Homeland Security Committee’s report stated:

The Deepwater Program has suffered from alack of managerial oversight
for several years. Thislack of oversight has cost the American taxpayer millions
of dollars and hours wasted. The Committee on Homeland Security is
encouraged by the Commandant’s recent changes to the program and
recommends pursuing an aggressive Congressional outreach program to allow
for a consistent dialogue that might reinforce confidence in the Coast Guard’s
ability to manage such a major acquisition program. As part of its continued
oversight of the Coast Guard, the Committee on Homel and Security will continue
to ensure that the necessary steps are taken to improve the program.

The report aso stated:

Section 101 authorizes $7,374,061,000 in discretionary spending, a modest 5.3
percent above the President’ s budget request of $7,000,121,000. Asreported by
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the Committee on Transportation and Infrastructure, thissectionwould authorize
$7,145,055,000 in discretionary spending, an increase of 2.1 percent above the
President’ s budget request. The Committee of Homeland Security (Committee)
notes that the difference is an increase of $229,006,000 for the Integrated
Deepwater System Program, which the Committee funded at the Fiscal Year
2007 appropriated level. The Committee also added the requisite oversight for
such an improvement by attaching the text of H.R. 2722, the ‘Integrated
Deepwater Program Reform Act,” asanew Title VIII.

Senate. Section 101(2) of S. 1892, asintroduced on July 26, 2007, authorizes
$998.1 millionfor theacquisition, construction, renovation, and improvement of aids
to navigation, shoreand offshorefacilities, vessel s, and aircraft, i ncluding equi pment
related thereto, but does not authorize a specific sum within this figure for the
Deepwater program.

FY2008 DHS Appropriations Act (H.R. 2638/S. 1644)

Funding Summary. Asshown earlier in thereport in Table 2, the Coast
Guardfor FY 2008 requested $836.9 millionin new appropriationsand therescission
of $48.8 million in prior-year appropriations for the Deepwater program, for a net
total request of $788.1 million.

As aso shown in Table 2, the House version of the FY2008 DHS
appropriations bill (H.R. 2638) recommends $698.4 million in new appropriations
and therescission of $107.4 millionin prior-year appropriationsfor the program, for
anet total of $590.9 million, whilethe Senate version (S. 1644) recommends $826.9
million in new appropriations and the rescission of $58.7 million in prior-year
appropriations for the program, for a net total of $770.1 million.

House. TheHouse-passed version of H.R. 2638 appropriates $698.35 million
in new appropriations for the Deepwater program,

Provided, That of thefundsmade avail ablefor theIntegrated Deepwater Systems
program, $257,400,000 is for aircraft and $219,500,000 is for surface ships:
Provided further, That $400,000,000 of the funds provided for the Integrated
Deepwater Systems program may not be obligated until the Committees on
Appropriations of the Senate and the House of Representatives receive and
approve a plan for expenditure directly from the Coast Guard that —

(1) defines activities, milestones, yearly costs, and lifecycle costs for each
procurement of amajor asset, including an independent cost estimate for each;

(2) identifies lifecycle staffing and training needs of Coast Guard project
managers and of procurement and contract staff;

(3) identifies competition to be conducted in each procurement;

(4) describes procurement plans that do not rely on a single industry entity or
contract;

(5) contains very limited indefinite delivery/indefinite quantity contracts and
explains the need for any indefinite delivery/indefinite quantity contracts;
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(6) complieswith all applicable acquisition rules, requirements, and guidelines,
and incorporates the best systems acquisition management practices of the
Federal Government;

(7) complies with the capital planning and investment control requirements
established by the Office of Management and Budget, including circular A-11,
part 7;

(8) includes a certification by the Head of Contracting Activity for the Coast
Guard and the Chief Procurement Officer of the Department of Homeland
Security that the Coast Guard has established sufficient controls and procedures
and has sufficient staffing to comply with all contracting requirements and that
any apparent conflicts of interest have been sufficiently addressed;

(9) includes a description of the process used to act upon deviations from the
contractually specified performance requirements and clearly explains the
actions taken on such deviations;

(20) includes a certification that the Assistant Commandant of the Coast Guard
for Engineering and Logistics is designated as the technical authority for all
engineering, design, and logistics decisions pertaining to the Integrated
Deepwater Systems program;

(11) identifies use of the Defense Contract Auditing Agency; and
(12) isreviewed by the Government Accountability Office....

Provided further, That of amounts made available under this heading in Public
Law 109-90 for the Offshore Patrol Cutter, $68,841,000 is rescinded: Provided
further, That of amountsmade available under thisheadingin Public Law 109-90
and Public Law 109-295 for unmanned agrial vehicles, $38,608,000isrescinded:
Provided further, That the Secretary of Homeland Security shall submit to the
Committees on Appropriations of the Senate and the House of Representatives,
in conjunction with the President’s fiscal year 2009 budget, a review of the
Revised Deepwater Implementation Plan that identifies any changesto the plan
for the fiscal year; an annual performance comparison of Deepwater assets to
pre-Deepwater legacy assets; a status report of legacy assets, a detailed
explanation of how the costs of legacy assets are being accounted for within the
Deepwater program; and the earned val ue management systemgold card datafor
each Deepwater asset: Provided further, That the Secretary shall submit to the
Committees on Appropriations of the Senate and the House of Representatives
a comprehensive review of the Revised Deepwater Implementation Plan every
fiveyears, beginning in fiscal year 2011, that includes a compl ete projection of
the acquisition costs and schedul e for the duration of the plan through fiscal year
2027....

Section 530 of the hill states:

SEC. 530. (a) IN GENERAL- Any contract, subcontract, task or delivery order
described in subsection (b) shall contain the following:

(1) A requirement for a technical review of al designs, design changes, and
engineering change proposals, and a requirement to specifically address all
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engineering concerns identified in the review before the obligation of further
funds may occur.

(2) A requirement that the Coast Guard maintain technical warrant holder
authority, or the equivalent, for mgjor assets.

(3) A requirement that no procurement subject to subsection (b) for lead asset
production or the implementation of amajor design change shall be entered into
unless an independent third party with no financial interest in the development,
construction, or modification of any component of the asset, selected by the
Commandant of the Coast Guard, determines that such action is advisable.

(4) A requirement for independent life-cycle cost estimates of lead assets and
major design and engineering changes.

(5) A requirement for the measurement of contractor and subcontractor
performance based on the status of all work performed. For contracts under the
Integrated Deepwater Systems program, such requirement shall include a
provision that links award fees to successful acquisition outcomes (which shall
be defined in terms of cost, schedule, and performance).

(6) A requirement that the Commandant of the Coast Guard assign an appropriate
officer or employee of the Coast Guard to act as chair of each integrated product
team and higher-level team assigned to the oversight of each integrated product
team.

(7) A requirement that the Commandant of the Coast Guard may not award or
issue any contract, task or delivery order, letter contract modification thereof, or
other similar contract, for the acquisition or modification of an asset under a
procurement subject to subsection (b) unlessthe Coast Guard and the contractor
concerned have formally agreed to all terms and conditions or the head of
contracting activity of the Coast Guard determinesthat acompelling need exists
for the award or issue of such instrument.

(b) CONTRACTS, SUBCONTRACTS, TASK AND DELIVERY ORDERS
COVERED- Subsection (a) appliesto —

(1) any major procurement contract, first-tier subcontract, delivery or task order
entered into by the Coast Guard;

(2) any first-tier subcontract entered into under such a contract; and
(3) any task or delivery order issued pursuant to such a contract or subcontract.

(c) REPORTS- Not later than 30 days after the date of enactment of thisAct, the
Commandant of the Coast Guard shall submit to the Committees on
Appropriations of the Senate and the House of Representatives, the Committee
on Commerce, Science, and Transportation of the Senate, and the Committeeon
Transportation and Infrastructure of the House of Representatives: (1) a report
on the resources (including training, staff, and expertise) required by the Coast
Guard to provide appropriate management and oversight of the Integrated
Deepwater Systems program; and (2) a report on how the Coast Guard will
utilize full and open competition for any contract entered into after the date of
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enactment of the Act that provides for the acquisition or modification of assets
under, or in support of, the Integrated Deepwater Systems program.

The House Appropriations Committee’ sreport on H.R. 2638 (H.Rept. 110-181
of June 8, 2007) shows recommended funding levels for individual Deepwater
program line items on page 70.

The report states:

The Department [of Homeland Security] leaves itself vulnerable to cost
increases if its programs are defined at the same time they are being
implemented. In general, the Committee has not funded initiativesfor which the
Department can provide no detailed plan, and has withheld from obligation a
total of $1.9 billionin partia funding for nine programs until detailed plans are
provided tothe Congress. For exampl e, $400,000,000iswithheldfromobligation
until the Coast Guard submits a Deepwater expenditure plan that lays out key
management items... (Page 7)

The report also states:

DEEPWATER PROGRAM ACQUISITION MANAGEMENT

The Committee agrees that the Commandants recent announcement
outlining six management changesto the Deepwater acquisition program appears
to help put Coast Guard on amore successful acquisition path. Nevertheless, the
proof will be whether Coast Guard maintains a firm hand in steadying its
acquisition program. The Committee remains concerned about Coast Guard's
ability to manage complex, large-scale contracts. Of particular concern are
frequent changes to estimates of the acquisition funding Coast Guard plans to
obligateover thenext two years. For example, within approximately aone month
time period, the Committee received three different estimates of the amount of
Deepwater funding Coast Guard planned to carry forward into fiscal year 2008:
$248,120,000; $445,602,996; and $740,710,000. These changing estimatesreveal
poor planning and management.

Therefore, the Committeeincludesnew bill languagerequiring Coast Guard
to submit a detailed expenditure plan, which shall be reviewed by GAO and
approved by the Committees on Appropriations, prior to the obligation of
$400,000,000 of Deepwater funding. The expenditure plan must:

(1) define activities, milestones, yearly costs, and lifecycle costs for each
procurement of amajor asset, including an independent cost estimate for each;

(2) identify lifecycle staffing and training needs of Coast Guard project
managers and of procurement and contract staff;

(3) identify competition to be conducted in each procurement;

(4) describe procurement plans that do not rely on asingle industry entity
or contract;

(5) contain very limitedindefinite delivery/indefinite quantity contractsand
explain the need for any indefinite delivery/indefinite quantity contracts;

(6) comply with all applicable acquisition rules, requirements, and
guidelines, and incorporate the best systems acquisition management practices
of the Federal Government;

(7) comply with the capital planning and investment control requirements
established by the Office of Management and Budget, includingcircular A — 11,
part 7;
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(8) include a certification by the head of contracting activity for Coast
Guard and the Chief Procurement Officer of the Department of Homeland
Security that Coast Guard has established sufficient controls and procedures and
has sufficient staffing to comply with all contracting requirements, and that any
apparent conflicts of interest have been sufficiently addressed;

(9) include adescription of the process used to act upon deviationsfromthe
contractually specified performance requirements and that clearly explains the
actions taken on such deviations;

(20) include a certification that the Assistant Commandant of the Coast
Guard for Engineering and L ogisticsis designated as the technical authority for
al engineering, design, and logistics decisions pertaining to the Integrated
Deepwater System program; and

(11) identify use of the Defense Contract Auditing Agency.

The Committee also includes a provision (Sec. 530) mandating specific
Coast Guard contracting reforms. The Committee recommends $59,475,000 for
Deepwater government program management, $9,000,000 above the amount
requested. Additional funding is provided to enable Coast Guard to colocate all
acquisition staff.

DEEPWATER

The Committee recommends $698,350,000 for Deepwater, $138,516,000
below the amount requested and $367,522,000 below the amount provided for
fiscal year 2007. Specific changesto the President’ srequest are discussed below.

MARITIME PATROL AIRCRAFT (MPA)

The Committee recommends $100,000,000 for the MPA, $70,016,000
below the amount requested. Funding is reduced because the lead aircraft is at
least one year behind schedule. At this time, it has not yet entered the
Development Test and Evaluation phase.

In April 2003, Coast Guard informed the Committee that the requirements
for the MPA were as follows: (1) ability to arrive on the scene of 90 percent of
search and rescue emergencies within two hours of initial notification; and (2)
ability to travel 300 nautical milesin 90 minutes (212 knot ground speed, with
timeto climbfactoredin), stay on scenefor approximately four hours, and return
over 300 nautical miles with required fuel reserves.

The first MPA was conditionally accepted by Coast Guard, with the
exception that it did not have the mission pallet integrated and tested. The
aircraft is currently at the Coast Guard Aircraft Repair and Supply Center
undergoing integration of the mission systems pallet. Asthe aircraft has not yet
entered Developmental Test and Evaluation or subsequent Operational Test and
Evaluation, Coast Guard currently is unable to verify that the aircraft will meet
listed requirements.

NATIONAL SECURITY CUTTER (NSC)

The Committee recommends $105,800,000 for the NSC, $59,900,000
below the amount requested. The request includes $67,000,000 for long lead
material for the fifth NSC as well as $98,700,000 for engineering change
proposals for the first four NSCs. The additional funds requested for the first
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four NSCsarearesult of economic and customer changes. The customer changes
are the result of additional requirements added to the NSC as part of the
post-9/11 revised mission needs; costs dueto delay and disruption in production
schedules that were required to implement the changes;, and structural
enhancement to increase thefatigue life of the NSC hull. The economic changes
are the result of cost overruns incurred due to long-term Gulf Coast regional
economic inflation resulting from Hurricane Katrina. Thefirst NSCis currently
77 percent complete and is scheduled to be operational in fiscal year 2008. The
second NSC is currently 26 percent complete, with all units under construction.
Due to arecent strike in the shipyard, the schedule of both the first and second
cutterswill likely be delayed, at | east by one month. Becauselong lead materials
for NSC 3were only recently put under contract, that cutter isnot expected to be
under contract until the summer of 2007.

The Committee has reduced funding for long lead material because Coast
Guard has informed the Committee that long lead material items are put under
contract three to six months before the cutter is put under contract. Because the
NSC 4 long lead materials and contract will be negotiated before NSC 5, the
Committeewould besurprised if NSC 51ong |l ead materialsneed to be purchased
in fiscal year 2008.

FAST RESPONSE CUTTER (FRC)/REPLACEMENT PATROL BOAT

The Committee does not provide the requested amount of $53,600,000 for
the FRC-B/Replacement Patrol Boat. No funding is recommended the Coast
Guard currently projectsthat previously appropriated funds of $101,889,000 for
the FRC-B and $41,500,000 for the FRC-A, the original composite patrol boat,
will be carried forward into fiscal year 2008. Since previous appropriation Acts
allowed this $143,389,000 to be used for the FRC-B and for sustainment of the
110’ cutters, Coast Guard does not require an additional appropriation in 2008.
If funding beyond this is needed, the Committee directs the Coast Guard to
submit areprogramming of unobligated Offshore Patrol Boat funding.

On March 14, 2007, the Commandant reassigned the FRC-B project to the
Coast Guard Office of Acquisition. Coast Guard’s goal, which the Committee
supports, is to deliver an operating patrol boat in the shortest time possible to
help reduce Coast Guard’ spatrol boat mission hour gap. Coast Guardiscurrently
operating 25,000 hours, or twenty-five percent, short of its needed patrol boat
mission hours. This“gap” means that undocumented migrants, drugs, and other
unlawful persons and activities are lesslikely to be intercepted by Coast Guard.
Procuring new patrol boats and completing service life extensionsis even more
critical now that the Navy hasinformed Coast Guard that it plans to extend the
current Memorandum of Agreement for continued use of only three of the
Navy’ sfive 179-foot patrol boatsbeyond 2008. Thisdecisionto eliminatetheuse
of two 179-foot patrol boats after 2008 means that Coast Guard will reduce
patrol hours by an additional 5,000 per year, further exacerbating the patrol boat
mission hour deficit.

Coast Guard does not expect to award a contract for the lead FRC-B
replacement patrol boat until the second quarter of fiscal year 2008. The lead
cutter is expected to be delivered two years later, in the second quarter of fiscal
year 2010. The Committee understands Coast Guard iscurrently determining the
best structure for this contract and may decide to quickly procure two cutters
instead of one, a strategy that would have procurement risks. Coast Guard is
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directed to continue to brief the Committees on Appropriations monthly on the
status of all patrol boat operations and procurement plans.

PATROL BOAT SUSTAINMENT

The Committee recommends $61,000,000 for sustainment of existing 110’
patrol boats, $20,500,000 above the amount requested. The Committee has been
told repeatedly how the 110" patrol boats operating in Iraq are able to operate at
asignificantly higher mission tempo than thosein the United States because they
are under amore aggressive maintenance regime. In order to further mitigate the
patrol boat mission hour gap discussed above, the Committee has included
additional funding to institute an intensive maintenance and sustainment regime
for the 110" patrol boats operating stateside similar to that used for 110" boats
operating in Irag. The Committee directs Coast Guard to report within 30 days
after enactment of this Act on its plan to utilize this additional funding and
increase patrol boat operating hours.

OFFSHORE PATROL CUTTER (OPC)

The Committee rescinds $68,841,000 of OPC unobligated funding,
$20,054,000 more than the amount requested. Currently, $104,000,000 in OPC
funding is unobligated. The OPC is the replacement cutter for the current 210°
and 270" Medium Endurance cutters. In March 2006, Coast Guard suspended
OPC design efforts dueto cost concerns. While arevised schedul eindicated that
Coast Guard would restart the OPC design process in 2007, it now appears that
OPC design will be postponed until 2009, at the earliest, with production to
follow. The lead OPC is tentatively planned for delivery in 2015.

MEDIUM ENDURANCE CUTTER SUSTAINMENT

With the delays discussed above related to the OPC, robust sustainment of
the Medium Endurance cutters is even more critical. The Committee
recommends $50,000,0000, $15,500,000 above the amount requested, to sustain
the 25 year-old plus Medium Endurance cutters. Recently the Committee saw
first-hand the increasing difficulty of maintaining old cutters and how alack of
maintenance negatively impacts unit readiness, sanitary conditions, and crew
morale. Coast Guard has invested little in sustaining these cutters because they
were due to be replaced. With replacement postponed, rigorous and robust
sustainment has become moreimportant. The Committee directs Coast Guard to
report within 30 days after enactment of this Act on its plan to utilize this
additional funding.

UNMANNED AERIAL VEHICLES

The Committee rescinds $38,608,000 for the vertical takeoff and landing
unmanned aerial vehicle (VUAV). The VUAV was originally conceived to be
launched off of the NSC, enhancing the NSC's operational effectiveness by
extending its surveillance range to approximately 100 nautical miles for up to
twelve hours per day. In fact, the number of planned NSCswas reduced from 12
to 8in part dueto this anticipated extension of operational effectiveness.

Unfortunately, theVUAYV hashot worked asplanned. Coast Guard recently
chartered aresearch study to investigate the viability of the VUAV and explore
aternatives to fill the VUAV “gap” if the project is not continued. The study
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concluded that additional research is needed and that the original solutions
contemplated by Coast Guard were not cost effective. Based on the current plan,
itisclear that the first, second, and third NSCs will likely be launched without
aVUAV, thereby reducingtheir surveillancerange. The Committee hasincluded
funding within Coast Guard's Research, Development, Test and Evaluation
account to accelerate the further research needed in thisarea. (Pages 71-75)

The report also states:

The Committee is concerned with the limited quality of Coast Guard's
guarterly acquisition reports and notes that the Deepwater project was recently
rated by Coast Guard as being “moderate” on cost risk, “moderate” on schedule
risk, and “low” on technical risk. Thisis despite the fact that the 123 cutters
procured by Deepwater have structural failures and have been decommissioned,
that Coast Guard currently lacks a plan for the Offshore Patrol Cutter or the
Vertical Unmanned Aerial Vehicle, and that the National Security Cutter is 20
percent above post-9/11 cost estimates. Inaddition, no outyear funding estimates
areincludedinthisreport. The Committeedirects Coast Guard to devel op robust
metricsfor cost, schedul e, and technical risk and to relay thoseto the Committee.
In addition, the Committee directs that outyear funding estimates, by asset, be
included in the quarterly report. (Pages 70-71)

The report also states:

Coast Guard plans to increase its use of multi-crewing with some of the
new cutters that will be fielded by the Deepwater program. In addition, Coast
Guard will begin multi-crewing eight 110’ patrol boats to help mitigate the
reduction in patrol boat hours created by the decommissioning of the 123’
cutters. The Committee expects Coast Guard to utilize lessons learned from the
110" multi-crewing endeavor, and to report quarterly to the Committee on the
following multi-crewing metrics: (1) actual support expense compared to the
standard support level; (2) percent availability, asdefined by thetimeeach cutter
isnot in pier side maintenance status, compared with the goal of more than 70
percent availability; (3) percent of timethe cutter isfully mission capable, or has
no category three or category four casualty reports compared with the goal of 95
percent mission capable; and (4) average number of casualty reports per
operational day compared with the goal of 0.3 or less. (Page 67)

The report also presents additional views of Representatives Jerry Lewis and
Harold Rogers, which include the following:

COAST GUARD

The bill continues the Committee’s aggressive oversight of the Coast
Guard' stroubled Deepwater program. However, the bill also makes substantial
cuts of almost $200 million to Deepwater that will, in effect, sslow down the
program’ s acquisition schedule and delay the much needed moderni zation of the
Coast Guard' s shipsand aircraft. After what has been considerable oversight by
the Congress, we are confident the Coast Guard is putting in place the right
managerial controlsand organizational improvementsto get Deepwater heading
in the right direction. We firmly believe that too much of our national security
is at stake to fund Deepwater at a level that may unnecessarily prolong the
operation of antiquated systems — some dating back to World War Il. (Page
197)
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Senate. The Senate- reported version of S. 1644 appropriates a net total (i.e.,
new appropriationslessrescissions of prior-year appropriations of $770.079 million
for the Deepwater program,

Provided further, That of amounts made available under this heading in Public
Law 109-90, $48,787,000 for the Offshore Patrol Cutter arerescinded: Provided
further, That of the amounts made available under this heading in Public Law
109-295, $8,000,000 for the Fast Response Cutter (FRC-A) are rescinded:
Provided further, That the Secretary shall submit an expenditure plan to the
Committees on Appropriations of the Senate and the House of Representatives
within 60 days after the date of enactment of this Act for funds made available
for the Integrated Deepwater Program, that: (1) defines activities, milestones,
yearly costs, and life-cycle costs for each procurement of a mgjor asset; (2)
identifieslife-cycle staffing and training needs of Coast Guard project managers
and of procurement and contract staff; (3) includes a certification by the Chief
Human Capital Officer of the Department that current human capital capabilities
are sufficient to execute the plans discussed in the report; (4) identifies
individual project balancesby fiscal year, including planned carryover intofiscal
year 2009 by project; (5) identifiesoperational gapsfor all Deepwater assetsand
an explanation of how funds provided in this Act address the shortfalls between
current operational capabilities and requirements; (6) includes a listing of all
open Government Accountability Office and Office of Inspector General
recommendations related to the program and the status of Coast Guard actions
to addressthe recommendations, including milestonesfor fully addressing them;
(7) includes acertification by the Chief Financial Officer of the Department that
the program has been reviewed and approved in accordance with the investment
management process of the Department, and that the process fulfills all capital
planning and investment control requirements and reviews established by the
Office of Management and Budget, including Circular A-11, part 7; (8) identifies
competition to be conducted in each procurement; (9) includes acertification by
the head of contracting activity for the Coast Guard and the Chief Procurement
Officer of the Department that the plansfor the program comply with the Federal
acquisition rules, requirements, guidelines, and practices, and adescription of the
actions being takento addressareas of non-compliance, therisksassociated with
them along with plans for addressing these risks and the status of their
implementation; (10) identifies the use of independent validation and
verification; and (11) is reviewed by the Government Accountability Office:
Provided further, That the Secretary of Homeland Security shall submit to the
Committees on Appropriations of the Senate and the House of Representatives,
in conjunction with the President’s fiscal year 2009 budget, a review of the
Revised Deepwater Implementation Plan that identifies any changesto the plan
for the fiscal year; an annual performance comparison of Deepwater assets to
pre-Deepwater legacy assets; a status report of legacy assets, a detailed
explanation of how the costs of legacy assets are being accounted for within the
Deepwater program; and the earned val ue management system gold card datafor
each Deepwater asset: Provided further, That the Secretary shall submit to the
Committees on Appropriations of the Senate and the House of Representatives
a comprehensive review of the Revised Deepwater Implementation Plan every
fiveyears, beginning in fiscal year 2011, that includes a complete projection of
the acquisition costs and schedul e for the duration of the plan through fiscal year
2027....
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Section 523 of the hill states:

SEC. 523. Any funds appropriated to United States Coast Guard, ‘ Acquisition,
Construction, and Improvements' in fiscal years 2002, 2003, 2004, 2005, and
2006 for the 110-123 foot patrol boat conversion that are recovered, collected,
or otherwise received as the result of negotiation, mediation, or litigation, shall
be available until expended for the Replacement Patrol Boat (FRC-B) program.

The Senate Appropriations Committee’ s report on S. 1644 (S.Rept. 110-84 of
June 18, 2007) shows recommended funding levels for individual Deepwater
program line items on pages 73-74 (see al so pages 142-143).

The report states:

The recommendation includes $770,079,000 for the Integrated Deepwater
Systems program, $18,000,000 below the request and $275,793,000 below the
fiscal year 2007 level. Consistent with the request, the recommendation includes
a rescission of $48,787,000 from prior year balances for the Offshore Patrol
Cutter. In addition, the Committee rescinds $8,000,000 from prior year bal ances
for the Fast Response Cutter-A, dueto delaysin the development of acomposite
hull. The Committee reduces $5,000,000 from the request for the HC-130H
conversion and sustainment program, and $5,000,000 fromthe HH-60 conversion
program, due to unobligated balances projected to be carried forward into fiscal
year 2009. (Pages 72-73)

The report aso states:
DEEPWATER ACQUISITION PROGRAM

The Committee includes arequirement for the Secretary to submit, within
60 days after the date of enactment of this act, an expenditure plan to the
Committee for the Integrated Deepwater Systems Program, as specified in bill
language. The Committee directsthe Government Accountability Office[GAQ]
to continue its oversight of the Integrated Deepwater Systems program. GAO's
review should focus on: (1) the expenditure plan requirements detailed in the
bill; (2) the status of development and delivery of the major aviation and
maritime assets of the program; and (3) the management and oversight of the
program, specifically the Coast Guard’s transition to the role of lead systems
integrator.

VERTICAL UNMANNED AERIAL VEHICLE

The Committee is concerned that no funding is requested for the vertical
unmanned aerial vehicle [VUAV] in the President’s fiscal year 2008 budget
request for the Coast Guard. The VUAYV isintended to be an integral part of the
enhanced capability provided by the National Security Cutter [NSC], thefirst of
whichis scheduled to be commissioned in fiscal year 2008. Launching fromthe
NSC, the VUAV will greatly expand the surveillance coverage for the cutter.

(Page 75)

The report also states:
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Consistent with the budget request and the need for both increased
oversight andincreased ability to manage multiple maj or acquisition proj ects, the
Committee includes budget authority for Acquisition, Construction, and
Improvements [AC&I] personnel compensation, benefits and related support
within the “Operating Expenses’ [OE] appropriation to address acquisition
personnel shortfalls and ensure good stewardship of major systems acquisition,
such as the Integrated Deepwater Systems Program. By transferring AC&|
funding to the OE appropriation, personnel can be surged to and from AC&I
proj ectswhere needed and provide the flexibility to match competenciesto core
requirements. The Committee is also aware of an effort by the Coast Guard to
conduct an independent workforce assessment of current competencies and
staffing levels, including the need for future staffing requirements. The Coast
Guardisdirected to brief the Committee on theresults of thisassessment nolater
than 45 days after the date of enactment of this act. (Page 69)

The report states:

The Committee notes the Department remains nearly 50 percent below its
desired number of contract specialists. The DHSprocurement budget iscurrently
the third largest of all Federal departments. The Government Accountability
Office[ GAQ] has concluded that DHS agencies have experienced ongoing cost,
schedule, and performance problems with major acquisitions, such asthe Coast
Guard' sIntegrated Deepwater Systems Program. Without adequate staffing and
rigorous oversight — waste, fraud, and abuse of taxpayer dollars will continue.
The Committee includes funding to annualize acquisition positions funded in
fiscal year 2007 and create an acquisition workforce intern program. (Page 17)

In discussing the DHS Secure Border Initiative (SBI) program, the report states
that:

the failures in the Coast Guard's Integrated Deepwater Systems Program have
raised many red flags and require the Congress to approach similarly large
programs with an extra degree of caution. It is imperative that a Government
program of this magnitude be managed and overseen by qualified Federal
Government employees, not contractors out to make a buck off the American
taxpayer. (Page 37)

Integrated Deepwater Program Reform Act (H.R. 2722/S. 924)

House. H.R. 2722 was introduced on June 14, 2007, reported with
amendments by the House Transportation Committee on July 30, and passed by the
House on July 31. Thetext of the bill was subsequently incorporated as Title V1II
(sections 801-808) of H.R. 2830 as reported by the House Homeland Security
Committee (see discussion of H.R. 2830, above).

The House report on H.R. 2722 (H.Rept. 110-270 of July 30, 2007) stated:

Significant problems have been encountered in procurements conducted
under Deepwater, including structural buckling of theeight 110-foot patrol boats
that were lengthened to 123 feet, failure of the first design for the new Fast
Response Cutter, and failure of theinitial design effort of the vertical unmanned
aerial vehicle. Most recently, the Department of Homeland Security’ s Office of
the Inspector General ("OIG’) hasfound that the hull fatiguelife on the National
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Security Cutter ((NSC’), the most expensive asset to be procured under the
Deepwater Program, may not meet contractual requirements. The Coast Guard
does not agree that the NSC will be unable to meet contractual requirements
because its interpretation of contractual requirements differs from the OIG's
interpretation of these requirements. However, the Coast Guard does agree that
there are problems associated with the fatigue life of the hulls of the NSCs and
will utilize a design for the construction of NSC 3 that is different from that
utilized for NSCs 1 and 2.

Numerous studies on Deepwater issued by the OIG, the Government
Accountability Office, and the Defense Acquisitions University have analyzed
problems in the Deepwater contract and shortcomings in the Coast Guard's
management of the contract that have contributed to the problems encountered
in the procurement. Among other factors, these groups have criticized the
issuance of a performance-based contract that lacked clear standards for
assessing performance and that ceded too much authority for technical decisions
from the Coast Guard and to the ICGS contractor. Analysts have also criticized
the lack of in-house management and technical oversight capacity within the
Coast Guard.

On January 30, 2007, the Subcommittee on Coast Guard and Maritime
Transportation held its first oversight hearing of the 110th Congress on the
Deepwater Program. The Subcommittee received testimony from Admiral Thad
Allen, Commandant of the United States Coast Guard; Dr. Leo Mackay,
President of Integrated Coast Guard Systems; and Mr. Phillip Teel, President of
Northrop Grumman Ship Systems.

In his testimony, Admiral Allen stated that the Coast Guard is creating a
new acquisitions directorate to professionalize the management of acquisitions
efforts in the Coast Guard and the management of human capital. The
Commandant also announced that the Coast Guard would serve as the fina
technical authority on acquisitions efforts. Further, he testified that the Coast
Guard would put business practicesinto place intended to guarantee contractor
performance, allow clear assignment of responsibility and accountability, and
address problems that had arisen from contractor self-certification.

Admira Allen indicated that he did not agree with the conclusion of the
OIG claim that the contract for Deepwater required the National Security Cutter
to be built to be underway for at |east 230 days per year. Admiral Allen stated
that the contract requires the ship to be built to be away from its home port for
230 days per year but to be able to serve only 170- to 180-mission days. He
further argued that building a ship to be operating in amission areafor 230 days
per year would require construction of a ship much heavier and more expensive
than the Coast Guard actually needs.

In his testimony, Mr. Teel discussed the changes that are occurring in
techniques for forecasting the fatigue life of vessels and indicated that current
techniques for devel oping such forecasts continue to be refined. In response to
guestions about the NSC, he indicated that he could not be certain when or if a
crack would occur in the NSC.

On March 8, 2007, the Subcommittee on Coast Guard and Maritime
Transportation held a hearing on the Coast Guard’s fiscal year 2008 budget,
including the budget for the Deepwater Program. The Subcommittee received
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testimony from Admiral Thad Allen, the Commandant of the United States Coast
Guard; Master Chief Petty Officer Charles W. Bowen, the Master Chief Petty
Officer of the Coast Guard; Mr. Richard Skinner, the Inspector General of the
Department of Homeland Security; and Mr. Stephen Caldwell of Government
Accountability Office.

Admiral Allen testified that he was uncertain if the Coast Guard could
complete the Deepwater Program within the currently projected $24 hbillion
budget. He further testified regarding the NSC that Northrop Grumman felt they
had met the contractual requirements for the ship but the Coast Guard did not

agree.

Mr. Skinner testified that the Inspector General’ soffice had conducted four
audits of Deepwater over the past two and one-half years and these audits
revealed the dominant influence of expediency over performance quality, flaws
with the terms and conditions of the contract, and that the Coast Guard lacksthe
appropriate number of people and the right mix of expertise to manage the
Deepwater Program. Mr. Skinner indicated that the Coast Guard was moving to
correct all of these problems— but that theimplementation of correctionswould
require achange of culture within the service. He further stated that one of the
most important practices to ensuring the success of performance-based
contracting is continuity in personnel. The appointment of military personnel to
oversee acquisitions is directly contrary to this objective because it ensures
turnover. Further, heindicated that thereisno career pathin the Coast Guard for
military personnel who aspire to manage acquisitions to receive the work
experience and training that they will need to be able to manage any acquisition
program, particularly one as complicated as Deepwater.

Mr. Caldwell testified that there were many areas of uncertainty in the
Deepwater contract that could cause the program to exceed $24 billion in costs,
including continued growth in the costs of individual assets. He also supported
the point that civilians could bring needed continuity to the Deepwater Program.

OnApril 18,2007, the Committeeon Transportation and Infrastructureheld
aninvestigative hearing to examine contractor compliancewith therequirements
of the Deepwater contract, particularly on the 123-foot patrol boat program. The
Committee received testimony from 13 witnesses, including two former
employees of Lockheed Martin, five current or former employees of the Coast
Guard, Admiral Gary Blore, who will head the Coast Guard’ s new acquisitions
directorate, and Vice Admira Paul Sullivan, Commander of the United States
Navy’'s Naval Sea Systems Command.

The Committee heard testimony indicating that the ICGS team installed
non-conforming topsi de equi pment, non-low-smoke cabling, camerasthat did not
provide a 360-degree field of coverage, and non-shielded cabling. Further, the
Committee heard testimony indicating that the Coast Guard may not have
followed all standard procedures in obtaining transient electromagnetic pulse
emanation (TEMPEST’) certifications for the vessels. The Coast Guard
maintains that no data was transmitted over non-TEMPEST standard
communications equi pment.

During the April 18, 2007 hearing, the Committee also examined the
circumstancesregarding the decisionsmade by the Coast Guard to implement the
ICGS proposa to lengthen the hulls of 110-foot patrol boats to 123 feet.
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Specifically, the Committee heard testimony indicating that the Coast Guard
decided to move ahead with the lengthening effort despite warnings from the
United States Navy that the proposed design for the lengthened boat was flawed
and could lead to problems with the hulls. The U.S. Navy was correct and the
boats have subsequently been determined unseaworthy.

Ms. Cathy Martindale, a contracting officer for the Coast Guard, testified
that therewereaninsufficient number of contracting officersassigned to oversee
the major procurement programswithin Deepwater duringitsearly years. Other
witnesses indicated that, at the time of the 123-foot patrol boat program, the
Coast Guard did not have the necessary personnel in placeto effectively manage
contractor performance.

On June 12, 2007, the Subcommittee on Coast Guard and Maritime
Transportation held a hearing to assess changes made in the Coast Guard's
management of Deepwater. The Subcommitteereceivedtestimony from Admiral
Thad Allen, Commandant of the United States Coast Guard; and Mr. Richard
Skinner, the Inspector Genera of the Department of Homeland Security.

Admiral Allen testified that he was in the process of hiring 50 additional
personnel to work in the Deepwater Program management office. He indicated
that the Coast Guard would move the integration functions currently being
performed in the Systems Integration Program Office to Coast Guard
Headquarters as part of the ongoing reorganization. However, he estimated it
would take six to 12 months to accomplish the reorganization.

Admiral Allen testified that the Coast Guard had moved to rescind
acceptance of thedelivery of the 123-foot patrol boats, which have beenremoved
from service due to hull buckling. Admiral Allen further testified that the
American Bureau of Shippingwould classify thenew Fast Response Cutter being
procured directly by the Coast Guard. He stated that changes that the Coast
Guard anticipatesmakinginthehull of NSC 1to strengthenthe hull’ sfatiguelife
will be made at government expense because Northrop Grumman believes that
it has met the requirements of the Deepwater contract.

Inspector General Skinner testified that a transitional period — perhaps
lasting two to three years— will be required before the Coast Guard is ready to
assume the role of lead systems integrator. He further emphasized the need to
ensure continuity on the integrated teams created under Deepwater and stated
that civilianscan bring such continuity tothe program. Inspector General Skinner
testified that heis concerned that the Coast Guard may have difficulty resolving
the structural design and performance issues associated with NSCs 1 and 2 as
well as NSCs 3 through 8. He also stated that he believes that the cost and
operational impact of structural modifications to all of the cutters should be
identified and evaluated fully before the Coast Guard authorizes construction of
any new NSC.

With regard to Section 3 of H.R. 2722 (incorporated as Section 803 of H.R.
2830; see discussion of H.R. 2830 above), the report stated:

The Committee believes that the appointment of a civilian with extensive
professional experience in acquisitions management to head the Deepwater
acquisitions effort will provide the senior-level expertise and technical skills
necessary to effectively and efficiently manage the Deegpwater Program.
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Senate. S. 924 wasintroduced on March 20, 2007, and reported by the Senate
Commerce, Science, and Transportation Committee on May 24, 2007, with an
amendment in the nature of asubstitute. Thetext of thebill asreported by the Senate
Commerce, Science, and Transportation Committee is as follows:
SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

() SHORT TITLE- ThisAct may becited asthe "Integrated Deepwater Program
Reform Act’.

(b) TABLE OF CONTENTS- The table of contents for this Act is as follows:
Sec. 1. Short title; table of contents.

Sec. 2. Procurement structure.

Sec. 3. Analysis of alternatives.

Sec. 4. Certification.

Sec. 5. Contract requirements.

Sec. 6. Improvementsin Coast Guard management.

Sec. 7. Procurement and report requirements.

Sec. 8. GAO review and recommendations.

Sec. 9. Inspector General review of Deepwater program.

Sec. 10. Definitions.

SEC. 2. PROCUREMENT STRUCTURE.

(@) In General-

(1) USE OF LEAD SYSTEMS INTEGRATOR- Except as provided in
subsection (b), the United States Coast Guard may not use a private sector entity
as a lead systems integrator for procurements under, or in support of, the
Integrated Deepwater Program after the date of enactment of this Act.

(2) FULL AND OPEN COMPETITION- The United States Coast Guard shall
utilizefull and open competition for any other procurement for which an outside
contractor isused under, or in support of, the Integrated Deepwater Program after
the date of enactment of this Act.

(b) Exceptions-

(1) COMPLETION OF PROCUREMENT BY LEAD SYSTEMS

INTEGRATOR- Notwithstanding subsection (@), the Coast Guard may use a
private sector entity as alead systems integrator —
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(A) to complete any delivery order or task order that was issued to the lead
systems integrator on or before the date of enactment of this Act without any
change in the quantity of assets or the specific type of assets covered by the
order;

(B) for procurements of —
(i) the HC-130J and the C41SR, and

(i) National Security Cuttersor Maritime Patrol Aircraft under contract or order
for construction as of the date of enactment of this Act,

if the requirements of subsection (c) are met with respect to such procurements;
and

(C) for the procurement of additional National Security Cutters or Maritime
Patrol Aircraft if the Commandant determines, after conducting the analysis of
aternatives required by section 3, that —

(i) the justifications of FAR 6.3 are met;

(i) the procurement and the use of a private sector entity as a lead systems
integrator for the procurement isin the best interest of the Federal government;
and

(iii) the requirements of subsection (c) aremet with respect to such procurement.

(2) AWARDSTOTIER 1 SUBCONTRACTORS:- The Coast Guard may award
to any Tier 1 subcontractor or subcontractor below the Tier 1 level any
procurement that it could award to alead systemsintegrator under paragraph (1).

(3) REPORT ON DECISION-MAKING PROCESS- If the Coast Guard
determines under paragraph (1) that it will use a private sector lead systems
integrator for a procurement, the Commandant shall transmit a report to the
Senate Committee on Commerce, Science, and Transportation and the House of
Representatives Committee on Transportation and Infrastructure notifying the
Committees of its determination and explaining the rationale for the
determination.

(c) LIMITATION ON LEAD SYSTEMS INTEGRATORS- Neither an entity
performing lead systems integrator functions for a procurement under, or in
support of, theIntegrated Deepwater Program, nor aTier 1 subcontractor, for any
procurement described in subparagraph (B) or (C) of subsection (b)(1) may have
afinancial interest in asubcontractor below thetier 1 subcontractor level unless

(1) the entity was sel ected by the Coast Guard through full and open competition
for such procurement;

(2) the procurement was awarded by the lead systems integrator or a
subcontractor through full and open competition;
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(3) the procurement was awarded by a subcontractor through a process over
whichthelead systemsintegrator or aTier 1 subcontractor exercised no control;
or

(4) the Commandant has determined that the justifications of FAR 6.3 are met.
SEC. 3. ANALYSISOF ALTERNATIVES.

(@ IN GENERAL- Except with respect to a procurement described in
subparagraph (A) or (B) of section 2(b)(1) of this Act, or a procurement for
which arequest for proposal sconsistent with the FAR has been issued before the
date of enactment of this Act, no procurement may be awarded under the
Integrated Deepwater Program until an analysis of alternatives has been
conducted under this section.

(b) INDEPENDENT ANALYSIS- As soon as possible, but no later than 120
days after the date of enactment of this Act, the Commandant shall execute a
contract for an analysis of alternatives with a Federally Funded Research and
Development Center, an appropriate entity of the Department of Defense, or a
similar independent third party entity that has appropriate acquisition expertise
for independent analysisof all of the proposed procurements under, or in support
of, the Integrated Deepwater Program, including procurements described in
section 2(b)(1)(B), and for any future major changes of such procurements. The
Commandant may not contract under this subsection for such an analysis with
any entity that has a substantial financial interest in any part of the Integrated
Deepwater Program as of the date of enactment of this Act or in any alternative
being considered.

(c) ANALY SIS The analysis of alternatives provided pursuant to the contract
under subsection (b) for procurements and feasible aternatives shall include —

(1) an examination of capability, interoperability, and other advantages and
disadvantages,

(2) an evaluation of whether different quantitiesof specific assets could meet the
Coast Guard's overall performance needs;

(3) adiscussion of key assumptions and variables, and sensitivity to changesin
such assumptions and variables;

(4) an assessment of technology risk and maturity;
(5) an evaluation of safety and performance records; and
(6) acaculation of costs, including life-cycle costs.

(d) REPORT TO CONGRESS- As soon as possible after an analysis of
alternatives has been completed, the Commandant shall develop a plan for the
procurements addressed in the analysis, as well as procurements described in
subsection (a) for which no analysisof alternativesisrequired, and shall transmit
a report describing the plan, and the schedule and costs for delivery of such
procurements to the Senate Committee on Commerce, Science, and
Transportation and the House of Representatives Committee on Transportation
and Infrastructure.
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SEC. 4. CERTIFICATION.

(a) IN GENERAL- After the date of enactment of this Act, a contract, delivery
order, or task order exceeding $10,000,000 for procurement under, or in support
of, the Coast Guard’ sIntegrated Deepwater Program may not be executed by the
Coast Guard until the Commandant certifies that —

(1) appropriate market research has been conducted prior to technology
devel opment to reduce duplication of existing technology and products;

(2) the technol ogy has been demonstrated to the maximum extent practicablein
arelevant environment;

(3) the technol ogy demonstrates a high likelihood of accomplishing itsintended
mission;

(4) the technology is affordable when considering the per unit cost and the total
procurement cost in the context of thetotal resources available during the period
covered by the Integrated Deepwater Program;

(5) the technol ogy is affordable when considering the ability of the Coast Guard
toaccomplishitsmissionsusing alternatives, based on demonstrated technol ogy,
design, and knowledge;

(6) funding isavailableto execute the contract, delivery order, or task order; and

(7) thetechnology complieswith all relevant policies, regulations, and directives
of the Coast Guard.

(b) LIMITATION- Nothing in this section shall prevent the Coast Guard from
executing contracts or issuing deliver orders or task orders, for research and
devel opment or technol ogy demonstrationsunder, or in support of , the Integrated
Deepwater Program.

(c) REPORT TO CONGRESS- The Commandant shall transmit a copy of each
certification required under subsection (a) to the Senate Committee on
Commerce, Science, and Transportation and the House of Representatives
Committee on Transportation and Infrastructure within 30 days after the
completion of the certification.

SEC. 5. CONTRACT REQUIREMENTS.

The Commandant shall ensurethat any contract, delivery order, or task order for
procurement under, or in support of, the Integrated Deepwater Program executed
by the Coast Guard —

(1) addressestherecommendationsrel ated to award fee determination and award
term evaluation made by the Government Accountability Office in its March,
2004, report entitled Coast Guard’s Deepwater Program Needs Increased
Attention to Management and Contractor Oversight, GA0O-04-380, and any
subsequent Government A ccountability Office recommendationsrel evant to the
contract termsissued before March 1, 2007, including the recommendation that
any award or incentive fee be tied to program outcomes;
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(2) providesthat certification of any Integrated Deepwater Program procurement
for performance, safety, and other relevant factors determined by the
Commandant will be conducted by an independent third party;
(3) does not include —
(A) for any contract extending the existing Integrated Deepwater Program
contract termthat expiresin June, 2007, minimum requirementsfor the purchase
of agiven or determinable number of specific assets,

(B) provisionsthat commit the Coast Guard without expresswritten approval by
the Coast Guard:;

(C) any provision allowing for equitable adjustment that differsfrom the Federal
Acquisition Regulations;

(4) for any contract extending the existing Integrated Deepwater Program
contract term that expires in June, 2007, is reviewed by, and addresses
recommendations made by, the Under Secretary of Defense for Acquisition,
Technology, and Logistics through the Defense Acquisition University in its
Quick Look Study dated February 5, 2007; and

(5) mests the requirements of the Systems Acquisition Manual.

SEC. 6. IMPROVEMENTS IN COAST GUARD MANAGEMENT.

(a) IN GENERAL - Assoon as practicable after the date of enactment of thisAct,
the Commandant shall take action to ensure that —

(1) the measures contained in the Coast Guard’s report entitled Coast Guard:
Blue Print for Acquisition Reform are implemented fully;

(2) any additional measures for improved management recommended by the
Defense Acquisition University in its Quick Look Study of the United States
Coast Guard Deepwater Program, dated February 5, 2007, are implemented;

(3) integrated product teams, and all higher-level teams that oversee integrated
product teams, are chaired by Coast Guard personnel; and

(4) the Assistant Commandant for Engineering and L ogisticsisdesignated asthe
Technical Authority for all design, engineering, and technical decisionsfor the
Integrated Deepwater Program.

(b) TRANSFER-

(1) IN GENERAL- Section 93(a) of title 14, United States Code, is amended —
(A) by striking “and’ after the semicolon in paragraph (23);

(B) by striking “appropriate.” in paragraph (24) and inserting “appropriate; and’;
and

(C) by adding at the end thereof the following:
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*(25) notwithstanding any other provision of law, inany fiscal year transfer funds
made availablefor personnel, compensation, and benefitsfromthe appropriation
account "Acquisition, Construction, and Improvement’ to the appropriation
account "Operating Expenses’ for personnel compensation and benefits and
related costs necessary to execute new or existing procurements of the Coast
Guard.’.

(2) NOTIFICATION- Within 30 days after making a transfer under section
93(a)(25) of title 14, United States Code, the Commandant shall notify the Senate
Committee on Commerce, Science, Transportationand Infrastructure, the Senate
Committee on Appropriations, the House Committee on Transportation and
Infrastructure, and the House Committee on Appropriations.

SEC. 7. PROCUREMENT AND REPORT REQUIREMENTS.

(a) SELECTED ACQUISITION REPORTS- The Commandant shall submit to
the Senate Committee on Commerce, Science, and Transportation and the House
of Representatives Committee on Transportation and Infrastructurereportsonthe
Integrated Deepwater Program that contain the same type of information with
respect to that Program, to the greatest extent practicable, as the Secretary of
Defense is required to provide to the Congress under section 2432 of title 10,
United States Code, with respect to major defense procurement programs.

(b) UNIT COST REPORTS- Each Coast Guard program manager under the
Coast Guard’ sIntegrated Deepwater Program shall provideto the Commandant,
or the Commandant’s designee, reports on the unit cost of assets acquired or
modified that are under the management or control of the Coast Guard program
manager on the same basis and containing the same information, to the greatest
extent practicable, asisrequired to beincluded in the reports aprogram manager
is required to provide to the service procurement executive designated by the
Secretary of Defense under section 2433 of title 10, United States Code, with
respect to a major defense procurement program.

(c) REPORTING ON COST OVERRUNSAND DELAY S-Within 30 daysafter
the Commandant becomes aware of alikely cost overrun or scheduled delay, the
Commandant shall transmit a report to the Senate Committee on Commerce,
Science, and Transportation and the House of Representatives Committee on
Transportation and Infrastructure that includes —

(1) adescription of the known or anticipated cost overrun;
(2) adetailed explanation for such overruns;

(3) a detailed description of the Coast Guard's plans for responding to such
overrun and preventing additional overruns; and

(4) adescription of any significant delays in procurement schedules.

(d) PATROL BOAT REPORT- Not later than 90 days after the date of enactment
of this Act the Commandant shall submit to the Committee on Commerce,
Science, and Transportation of the Senate and the Committee on Transportation
and Infrastructure of the House of Representatives a report on how the Coast
Guard plans to manage the annual readiness gap of lost time for 110-foot patrol
boatsfromfiscal year 2008 through fiscal year 2014. Thereport shall include—
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(1) asummary of the patrol hoursthat will be lost due to delaysin replacing the
110-foot cutters and reduced capabilities of the 110-foot cutters that have been
converted;

(2) an identification of assets that may be used to alleviate the annual readiness
gap of lost time for such patrol boats;

(3) aprojection of the remaining operational lifespan of the 110-foot patrol boat
fleet;

(4) a description of how extending through fiscal year 2014 the transfer
agreement between the Coast Guard and the United States Navy for 5 Cyclone
class 179-foot patrol coastal shipswould effect the annual readiness gap of lost
time for 110-foot patrol boats; and

(5) an estimate of the cost to extend the operational lifespan of the 110-foot
patrol boat fleet for each of fiscal years 2008 through 2014.

SEC. 8. GAO REVIEW AND RECOMMENDATIONS.

(8 AWARD FEE AND AWARD TERM CRITERIA- The Coast Guard shall
consult with the Comptroller General nolater than June 1, 2007 to ensurethat the
Government Accountability Office’s recommendations, in its March, 2004,
report entitled Coast Guard' s Deepwater Program Needs Increased Attention to
Management and Contractor Oversight, GAO-04-380, and any subsequent
Government Accountability Office recommendations issued before March 1,
2007, with respect to award fee and award term criteriawill be addressed to the
maximum extent practicable in any contract, delivery order, or task order or
extension of the existing contract for procurement under or in support of the
Integrated Deepwater Program entered into after the date of enactment of this
Act.

(b) OTHER RECOMMENDATIONS- The Commandant shall ensure that all
other recommendations in that report, and any subsequent recommendations
issued before March 1, 2007, are implemented to the maximum extent
practicable by the Coast Guard within 1 year after the date of enactment of this
Act. The Commandant shall report to the Senate Committee on Commerce,
Science, and Transportation and the House of Representatives Committee on
Transportation and Infrastructure onthe Coast Guard’ sprogressinimplementing
such recommendations.

(c) GAO REPORTS ON IMPLEMENTATION- Beginning 6 months after the
date of enactment of this Act, the Comptroller General shall submit an annual
report to the Senate Committee on Commerce, Science, and Transportation and
theHouse of Representatives Committeeon Transportation and Infrastructureon
the Coast Guard's progress in implementing the provisions of this Act, the
Government Accountability Office’s recommendations, in its March, 2004,
report entitled Coast Guard’ s Deepwater Program Needs Increased Attention to
Management and Contractor Oversight, GAO-04-380, and any subsequent
Government Accountability Office recommendations issued before March 1,
2007.

SEC. 9. INSPECTOR GENERAL REVIEW OF DEEPWATER PROGRAM.
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Not later than 240 days after the date of the enactment of this Act, the Inspector
General of the Department of Homeland Security shall submit to the Secretary,
and to Congress, a report on the acquisition of assets under the Deepwater
program. The report shall include —

(1) adescription of each decision, if any, of the Coast Guard or Integrated Coast
Guard Systemsrel ating to the acquisition of assets under the Deepwater program
that directly or indirectly resulted in cost overruns or program cost increasesto
the United States,

(2) an assessment whether any decision covered by paragraph (1) violated the
terms of the contract of Integrated Coast Guard Systems for the Deepwater
program;

(3) an assessment of how much program costs under the Deepwater program
have increased as aresult of any such decision; and

(4) an assessment of whether the Coast Guard or Integrated Coast Guard Systems
is responsible for the payment of any cost overruns associated with any such
decision.

SEC. 10. DEFINITIONS.
In this Act:

(1) COMMANDANT- Theterm "Commandant’ means the Commandant of the
United States Coast Guard.

(2) INTEGRATED DEEPWATER PROGRAM - ThetermIntegrated Deepwater
Program’ means the Integrated Deepwater Systems Program described by the
Coast Guard in its Report to Congress on Revised Deepwater Implementation
Plan, dated March 25, 2005, including any subsequent modifications, revisions,
or restatements of the Program.

(3 PROCUREMENT- The term “procurement’ includes development,
production, sustainment, modification, conversion, and missionization.

The Senate Commerce, Science, and Transportation Committee' sreport on S.
924 (S.Rept. 110-72 of May 24, 2007) stated:

Problems with the Deepwater program, many of which have been
documented in reports from the DHS IG and the GAO, have raised serious
concerns about specific acquisitions under the program, as well as more
fundamental problemswith the program asawhole. The GAOissued areportin
March 2004, citing significant risks with the use of the LS| contracting model,
and recommended changes to address three broad areas of concern: (1)
improving program management; (2) strengthening contractor accountability; and
(3) promoting cost control through greater competition among potential
subcontractors. A report of the GAO in January 2006 detail ed problemswith the
design of one of the three major new vessel assets to be acquired, the Fast
Response Cutter (FRC), that led the Coast Guard to issue a stop-work order to
ICGS. On November 30, 2006, the Coast Guard announced the decision to
suspend all operations of the eight 110-foot patrol boats that had been converted
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to 123-foot patrol boats, dueto structural damage and safety concerns. A report
of the DHS IG issued on January 23, 2007, found that the largest new vessel to
be delivered under the contract, the National Security Cutter (NSC), would not
meet the Coast Guard's performance requirements and had design flaws that
could result in significant additional costs. Another report from the DHS IG
dated February 9, 2007, found that ICGS failed to install low-smoke cable and
other elements of the command, control, communications, computers,
intelligence, surveillance, and reconnai ssance (C41SR) system on the converted
123-foot vessels, as required by the contract specifications.

The DAU, housed within the Department of Defense (DOD), released a
study on February 5, 2007, which found problemswith nearly every aspect of the
Deepwater program, including the implementation of the “system-of-systems’
approach; the LS| contractual arrangement; and Coast Guard management,
workforceand organi zational structure, financial management, andlogistics. The
report encompasses many specific recommendations on al fronts, including
improvements to acquisition strategy, contract structure, and management.

The Coast Guard has started to take steps to respond to these
recommendations; however, many specific details of reforms remain unclear.
The Coast Guard is currently negotiating with ICGS on anew contract, possibly
for the full 43-month period of the next award term, to replace the existing
contract which expires in June 2007. Although the Coast Guard has stated that
it is making changes to the contract to address Congressional concerns,
significant uncertainty remains.

The report aso stated:

The bill would [among other things] require an analysis of alternatives by
an independent third party expert of all proposed Deepwater assets, other than
those already under contract or which the LS| is allowed to complete, or those
being competed. This analysis would include additional NSCs and MPAs, and
any major future changes to the Deepwater acquisitions program. It also would
requireaplan fromthe Coast Guard outlining how the agency will moveforward
with the program, including revised cost and schedule information.

An analysis of aternatives is routinely used for magjor changes to DOD
contracts. The rationale for undertaking such a review for the Deepwater
program is two-fold. First, various concerns with proposed Deepwater assets,
including the NSC, have been identified. Second, since problems with the
program surfaced, the Coast Guard has made many significant changes to what
it plans to procure. For example, the Coast Guard has decided to alter its plans
for three of the four planned major vessel components. It has halted the
conversion of its 110-foot patrol boats to 123-foot vessels, stopped work on the
original Fast Response Cutter and is rethinking whether to build a
newly-designed vessel for its Offshore Patrol Cutter or to purchase a different
vessel. It also has put on hold the devel opment of the Vertical Unmanned Aerial
Vehicle (VUAYV), after Bell Helicopter, the company making the VUAV,
encountered problemsin the asset’ sdevelopment. The VUAV wasto bea force
multiplier’ used in combination with the NSCs and was a factor in the decision
to purchase only eight NSCs to replace the twelve Hamilton Class 378-foot
cutters. Given thissituation, an analysis of alternatives for proposed Deepwater
assetsiswarranted to ensure that the Coast Guard will procure the mix of assets
that best meetsits needs.
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Deepwater Accountability Act (S. 889)

Thsbill wasintroduced on March 15, 2007. Section 1 providesashort titlefor
the bill. The remaining sections of the bill are asfollows:

SEC. 2. IMPROVEMENT OF ACQUISITION UNDER THE DEEPWATER
PROGRAM OF THE COAST GUARD.

(a) Competition Requirements for Future Acquisitions-

(1) REQUIREMENT- The Secretary of Homeland Security shall, upon reaching
the end of the period of performance currently under contract with Integrated
Coast Guard Systems in June 2007 under the Deepwater program of the Coast
Guard, acquire the completion, delivery, and acceptance of all assets under that
contract through new contracts solicited under the full and open competition
requirements of section 6.1 of the Federal Acquisition Regulation.

(2) PROHIBITION ON USE OF LEAD SYSTEMS INTEGRATOR- The
Secretary shall not utilize the services of alead systemsintegrator in any manner
toacquirethecompletion, delivery, or acceptance of assetsunder thissubsection.

(b) Exception-

(1) IN GENERAL- Notwithstanding subsection (a), the Secretary may enter into
anew contract with Integrated Coast Guard Systemsfor thecompletion, delivery,
and acceptance of assets for which construction has commenced, but not been
completed, under the contract referred to in that subsection as of the date of the
enactment of this Act if the Secretary certifies that —

(A) the completion, delivery, and acceptance of such assets under a contract
other than with Integrated Coast Guard Systems would pose an immediate or
near-term risk to the national security interests of the United States; or

(B) the cost of the completion, delivery, and acceptance of such assets under a
contract with other than Integrated Coast Guard Systems would exceed the cost
of the completion, delivery, and acceptance of such assets under a contract with
Integrated Coast Guard Systems.

(2) REPORTSTO CONGRESS- If the Secretary determinesunder paragraph (1)
to acquire the completion, delivery, and acceptance of assets under a contract
with Integrated Coast Guard Systems, the Secretary shall, not later than 180 days
after the date of such determination and every 180 days thereafter until the
completion, delivery, and acceptance of such assets, submit to Congress areport
on the current construction status of such assets.

(c) Report on Proposed Acquisition to Acquire Completion, Delivery, and
Acceptance of Assets- Not later than 30 days after the date of the enactment of
this Act, the Secretary shall submit to Congress a report on the acquisition of
assets under the Deepwater program. The report shall set forth the following:

(1) A list of each asset under the Deepwater program that has not been
completed, delivered, and accepted as of the date of such report.
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(2) A list of each such asset of which the Secretary proposes to acquire
completion, delivery, and acceptance under contracts entered into under
subsection (a).

(3) A list of each such asset of which the Secretary proposes to acquire
completion, delivery, and acceptance under a contract under subsection (b) with
Integrated Coast Guard Systems.

(d) Inspector General Review of Deepwater Program- Not later than 180 days
after the date of the enactment of this Act, the Inspector General of the
Department of Homeland Security shall submit to the Secretary, andto Congress,
areport on the acquisition of assets under the Deepwater program. The report
shall include —

(1) adescription of each decision, if any, of the Coast Guard or Integrated Coast
Guard Systemsrel ating to the acquisition of assetsunder the Deepwater program
that directly or indirectly resulted in cost overruns or program cost increases to
the United States,

(2) an assessment whether any decision covered by paragraph (1) violated the
terms of the contract of Integrated Coast Guard Systems for the Deepwater
program;

(3) an assessment of how much program costs under the Deepwater program
have increased as aresult of any such decision;

(4) an assessment of whether the Coast Guard or Integrated Coast Guard Systems
is responsible for the payment of any cost overruns associated with any such
decision.

(e) Definitions- In this section:

(1) Theterm ‘asset’ means any product to be acquired under the contract of the
Coast Guard for the Deepwater program referred to in subsection (&), including
vessels, fixed-wingaircraft, and rotary-wingaircraft, and any component thereof.

(2) The term ‘Integrated Coast Guard Systems means the joint venture,
commonly referred to as ‘ Integrated Coast Guard Systems' or ‘ICGS’ between
Lockheed Martin Corporation and Northrop Grumman Corporation for the
purposes of completing and delivering assets to the Coast Guard under the
Deepwater program.

FY2007 Emergency Supplemental Appropriations Act (H.R.
2206/P.L. 110-28)

As Agreed to or Passed by House and Senate. H.R. 2206 was
introduced inthe House on May 8, 2007, passed by the House and Senate on May 10
and May 17, 2007, respectively, and signed into law by the President on May 25,
2007, asP.L. 110-28.

H.R. 2206/P.L. 110-28 is effectively the successor to H.R. 1591 (see below),
whichwasvetoed by the President. Astherewasno report accompanyingH.R. 2206,
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report language accompanying H.R. 1591 that is reprinted below can be viewed as
applying to analogous provisions of H.R. 2206.

Section 6402. Section 6402 of H.R. 2206 states:

SEC. 6402. (a) IN GENERAL - Any contract, subcontract, task or delivery order
described in subsection (b) shall contain the following:

(1) A requirement for a technica review of al designs, design changes, and
engineering change proposals, and a requirement to specifically address all
engineering concerns identified in the review before the obligation of further
funds may occur.

(2) A requirement that the Coast Guard maintain technical warrant holder
authority, or the equivalent, for mgjor assets.

(3) A requirement that no procurement subject to subsection (b) for lead asset
production or the implementation of amajor design change shall be entered into
unless an independent third party with no financial interest in the development,
construction, or modification of any component of the asset, selected by the
Commandant, determines that such action is advisable.

(4) A requirement for independent life-cycle cost estimates of lead assets and
major design and engineering changes.

(5) A requirement for the measurement of contractor and subcontractor
performance based on the status of al work performed. For contracts under the
Integrated Deepwater Systems program, such requirement shall include a
provision that links award fees to successful acquisition outcomes (which shall
be defined in terms of cost, schedule, and performance).

(6) A requirement that the Commandant of the Coast Guard assign an appropriate
officer or employee of the Coast Guard to act as chair of each integrated product
team and higher-level team assigned to the oversight of each integrated product
team.

(7) A requirement that the Commandant of the Coast Guard may not award or
issue any contract, task or delivery order, letter contract modification thereof, or
other similar contract, for the acquisition or modification of an asset under a
procurement subject to subsection (b) unlessthe Coast Guard and the contractor
concerned have formally agreed to all terms and conditions or the head of
contracting activity for the Coast Guard determinesthat acompelling need exists
for the award or issue of such instrument.

(b) CONTRACTS, SUBCONTRACTS, TASK AND DELIVERY ORDERS
COVERED- Subsection (a) appliesto —

(1) any major procurement contract, first-tier subcontract, delivery or task order
entered into by the Coast Guard;

(2) any first-tier subcontract entered into under such a contract; and

(3) any task or delivery order issued pursuant to such a contract or subcontract.
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(c) EXPENDITURE OF DEEPWATER FUNDS- Of thefunds availablefor the
Integrated Deepwater Systems program, $650,000,000 may not be obligated until
the Committees on Appropriations of the Senate and the House of
Representatives receive an expenditure plan directly from the Coast Guard that

(1) defines activities, milestones, yearly costs, and life-cycle costs for each
procurement of a major asset;

(2) identifies life-cycle staffing and training needs of Coast Guard project
managers and of procurement and contract staff;

(3) identifies competition to be conducted in each procurement;

(4) describes procurement plans that do not rely on a single industry entity or
contract;

(5) contains very limited indefinite delivery/indefinite quantity contracts and
explains the need for any indefinite delivery/indefinite quantity contracts;

(6) complieswith all applicable acquisition rules, requirements, and guidelines,
and incorporates the best systems acquisition management practices of the
Federal Government;

(7) complies with the capital planning and investment control requirements
established by the Office of Management and Budget, including circular A-11,
part 7;

(8) includesacertification by the head of contracting activity for the Coast Guard
and the Chief Procurement Officer of the Department of Homeland Security that
the Coast Guard has established sufficient controls and procedures and has
sufficient staffing to comply with all contracting requirements, and that any
conflicts of interest have been sufficiently addressed;

(9) includes a description of the process used to act upon deviations from the
contractually specified performance requirements and clearly explains the
actions taken on such deviations;

(20) includes a certification that the Assistant Commandant of the Coast Guard
for Engineering and Logistics is designated as the technical authority for all
engineering, design, and logistics decisions pertaining to the Integrated
Deepwater Systems program; and

(11) identifies progress in complying with the requirements of subsection (a).

(d) REPORTS- (1) Not later than 30 days after the date of enactment of thisAct,
the Commandant of the Coast Guard shall submit to the Committees on
Appropriations of the Senate and the House of Representatives; the Committee
on Commerce, Science and Transportation of the Senate; and the Committee on
Transportation and Infrastructure of the House of Representatives: (i) areport on
the resources (including training, staff, and expertise) required by the Coast
Guard to provide appropriate management and oversight of the Integrated
Deepwater Systems program; and (ii) a report on how the Coast Guard will
utilizefull and open competition for any contract that providesfor theacquisition
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or modification of assets under, or in support of, the Integrated Deepwater
Systems program, entered into after the date of enactment of this Act.

(2) Within 30 days following the submission of the expenditure plan required
under subsection (c), the Government Accountability Officeshall review theplan
and brief the Committees on Appropriations of the Senate and the House of
Representatives on its findings.

Section 6404(b)(1). Section 6404(b)(1) appropriates $30 million in
additional appropriationsto mitigate the Coast Guard’ s patrol boat operational gap.

Section 6405. Section 6405 states:

SEC. 6405. (a) IN GENERAL- With respect to contracts entered into after July
1, 2007, and except as provided in subsection (b), no entity performing lead
system integrator functions in the acquisition of a major system by the
Department of Homeland Security may have any direct financial interest in the
development or construction of any individual system or element of any system
of systems.

(b) EXCEPTION- An entity described in subsection (a) may have a direct
financial interest in the development or construction of an individual system or
element of a system of systemsif —

(1) the Secretary of Homeland Security certifies to the Committees on
Appropriations of the Senate and the House of Representatives, the Committee
on Homeland Security of the House of Representatives, the Committee on
Transportation and Infrastructure of the House of Representatives, the
Committee on Homeland Security and Governmental Affairs of the Senate, and
the Committee on Commerce, Science and Transportation of the Senate that —

(A) the entity was selected by the Department of Homeland Security as a
contractor to develop or construct the system or element concerned through the
use of competitive procedures; and

(B) the Department took appropriate stepsto prevent any organizational conflict
of interest in the selection process; or

(2) the entity was selected by a subcontractor to serve as a lower-tier
subcontractor, through a process over which the entity exercised no control.

(c) CONSTRUCTION- Nothingin this section shall be construed to preclude an
entity described in subsection (@) from performing work necessary to integrate
two or more individual systems or elements of a system of systems with each
other.

(d) REGULATIONS UPDATE- Not later than July 1, 2007, the Secretary of
Homeland Security shall update the acquisition regul ations of the Department of
Homeland Security in order to specify fully in such regulations the matters with
respect to lead system integrators set forth in this section. Included in such
regulationsshall be: (1) aprecise and comprehensive definition of theterm* lead
system integrator’, modeled after that used by the Department of Defense; and
(2) a specification of various types of contracts and fee structures that are
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appropriate for use by lead system integrators in the production, fielding, and
sustainment of complex systems.

FY2007 Emergency Supplemental Appropriations Act (H.R.
1591) (vetoed)

H.R. 1591 was vetoed by the President on May 1, 2007 and failed of passagein
House over the veto on May 2, 2007. H.R. 2206 (see above) is effectively the
successor to H.R. 1591.

House. Sections 4403 and 4404 of the House-passed version of H.R. 1591
state:

SEC. 4403. (a) IN GENERAL - Any contract, subcontract, or task order described
in subsection (b) shall contain the following:

(1) A requirement for a technical review of all designs, design changes, and
engineering change proposals, and a requirement to specifically address all
engineering concerns identified in the review before the obligation of further
funds may occur.

(2) A requirement that the Coast Guard maintain technical warrant holder
authority, or the equivalent, for major assets.

(3) A requirement for independent cost estimates of major changes.

(4) A requirement for measurement of contractor and subcontractor performance
based on the status of all work performed.

(b) CONTRACTS, SUBCONTRACTS, AND TASK ORDERS COVERED-
Subsection (a) appliesto —

(1) any major procurement contract entered into by the Coast Guard,

(2) any subcontract entered into under such a contract; and

(3) any task order issued pursuant to such a contract or subcontract.

(c) PLAN FOR EXPENDITURE OF DEEPWATER FUNDS- The funds
appropriated in Public Law 109-295 for the Integrated Deepwater Systems
program may not be obligated until the Committees on Appropriations of the
Senate and the House of Representatives receive and approve a plan for
expenditure that —

(1) defines activities, milestones, yearly costs, and lifecycle costs for each
procurement of amajor asset, including an independent cost estimate for each;

(2) identifies lifecycle staffing and training needs of Coast Guard project
managers and of procurement and contract staff;

(3) identifies all Integrated Product Teams that are not chaired by Coast Guard
personnel and explains why the Coast Guard does not chair;
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(4) identifies competition to be conducted in each procurement;
(5) does not rely on asingle industry entity or contract;

(6) contains very limited indefinite delivery/indefinite quantity contracts and
explains the need for any indefinite delivery/indefinite quantity contracts,

(7) complieswith all applicable acquisition rules, requirements, and guidelines,
and incorporates the best systems acquisition management practices of the
Federal Government;

(8) complies with the capital planning and investment control requirements
established by the Office of Management and Budget, including circular A-11,
part 7;

(9) includes a certification by the Chief Procurement Officer of the Department
of Homeland Security that the Coast Guard has established sufficient controls
and proceduresto comply with all contracting requirementsand that any apparent
conflicts of interest have been sufficiently addressed;

(20) includes a description of the process used to act upon deviations from the
contractually specified performance requirements and clearly explains the
actions taken on such deviations; and

(11) isreviewed by the Government Accountability Office.

SEC. 4404. (a) IN GENERAL - With respect to contracts entered into after May
1, 2007, and except as provided in subsection (b), no entity performing lead
system integrator functions in the acquisition of a maor system by the
Department of Homeland Security may have any direct financial interest in the
development or construction of any individual system or element of any system
of systems.

(b) EXCEPTION- An entity described in subsection (a) may have a direct
financial interest in the development or construction of an individual system or
element of a system of systemsif —

(1) the Secretary of Homeland Security certifies to the Committees on
Appropriations of the Senate and the House of Representatives and the House
Committee on Homeland Security that —

(A) the entity was selected by the Department of Homeland Security as a
contractor to develop or construct the system or element concerned through the
use of competitive procedures; and

(B) the Department took appropriate stepsto prevent any organizational conflict
of interest in the selection process; or

(2) the entity was selected by a subcontractor to serve as a lower-tier
subcontractor, through a process over which the entity exercised no control.

(c) CONSTRUCTION- Nothing in this section shall be construed to preclude an
entity described in subsection (a) from performing work necessary to integrate
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two or more individual systems or elements of a system of systems with each
other.

(d) REGULATIONS UPDATE- Not later than May 1, 2007, the Secretary of
Homeland Security shall update the acquisition regulations of the Department of
Homeland Security in order to specify fully in such regulations the matterswith
respect to lead system integrators set forth in this section. Included in such
regulations shall be (1) aprecise and comprehensive definition of theterm * lead
system integrator’, modeled after that used by the Department of Defense, and
(2) a specification of various types of contracts and fee structures that are
appropriate for use by lead system integrators in the production, fielding, and
sustainment of complex systems.

With regard to these two sections, the House report on the bill (H.Rept. 110-060
of March 20, 2007) states:

TheCommitteeincludesaprovision[Section 4403] tightening Coast Guard
procurement practices. Numerous studies, including one by the Defense
AcquisitionUniversity, have recommended changesto Coast Guard procurement
procedures and contracting practices in order to control costs and procure
equipment that works. The most recent failure in procurement resulted in eight
Coast Guard cutters that are currently grounded due to hull buckling problems.
In order to ensure that Coast Guard quickly reforms its major procurement
systems, the Committee hasincluded bill language mandating: technical reviews
of design and design changes; independent cost estimates of major changes; and
Coast Guard maintaining technical warrant holder equivalent authority and
measuring contractor performance on all work performed. In addition, the
provision requires arobust expenditure plan that is reviewed by the Government
Accountability Office for Coast Guard’'s Deepwater program before any 2007
Deepwater funding is obligated.

The Committeeincludesaprovision [ Section 4404] limiting the use of lead
systemintegrator contracts, similar to requirementsin law for the Department of
Defense.

Senate. Section 3402 of the Senate-passed version of H.R. 1591 states:

SEC. 3402. INTEGRATED DEEPWATERSY STEM. (a) COMPETITION FOR
ACQUISITION AND MODIFICATION OF ASSETS

(1) IN GENERAL- The Commandant of the Coast Guard shall utilize full and
open competition for any contract entered into after the date of enactment of this
Act that provides for the acquisition or modification of assets under, or in
support of, the Integrated Deepwater System Program of the Coast Guard.

(2) EXCEPTIONS- Paragraph (1) shall not apply to the following:

(A) The acquisition or modification of the following asset classes for which
assets of the class and related systems and components under the Integrated
Deepwater System are under a contract for production:

(i) National Security Cuitter;
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(if) Maritime Patrol Aircraft;

(iii) Deepwater Command, Control, Communications, Computer, Intelligence,
Surveillance, and Reconnaissance (C4ISR) System; and

(iv) HC-130J Fleet Introduction.

(B) The modification of any legacy asset class under the Integrated Deepwater
System Program being performed by a Coast Guard entity.

(b) CHAIR OF PRODUCT AND OVERSIGHT TEAMS- The Commandant of
the Coast Guard shall assign an appropriate officer or employee of the Coast
Guard to act as chair of each of the following:

(1) Each integrated product team under the Integrated Deepwater System
Program.

(2) Each higher-level team assigned to the oversight of a product team referred
toin paragraph (1).

(c) LIFE-CY CLE COST ESTIMATE- The Commandant of the Coast Guard may
not enter into acontract for |ead asset production under the Integrated Deepwater
System Program until the Commandant obtains an independent estimate of
life-cycle costs of the asset concerned.

(d) REVIEW OF ACQUISITIONS AND MAJOR DESIGN CHANGES-

(1) IN GENERAL- With the exception of assets covered under (a)(2) of this
section, the Commandant of the Coast Guard may not carry out an action
described in paragraph (2) unless an independent third party with no financial
interest in the development, construction, or modification of any component of
the Integrated Deepwater System Program, selected by the Commandant for
purposes of the subsection, determines that such action is advisable.

(2) COVERED ACTIONS- The actions described in the paragraph are as
follows:

(A) The acquisition or modification of an asset under the Integrated Deepwater
System Program.

(B) The implementation of a major design change for an asset under the
Integrated Deepwater System Program.

() LINKING OF AWARD FEES TO SUCCESSFUL ACQUISITION
OUTCOMES- The Commandant of the Coast Guard shall require that all
contracts under the Integrated Deepwater System Program that provide award
feeslink such feesto successful acquisition outcomes (which shall be definedin
terms of cost, schedule, and performance).

(f) CONTRACTUAL AGREEMENTS

(1) IN GENERAL - The Commandant of the Coast Guard may not award or issue
any contract, task or delivery order, letter contract modification thereof, or other
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similar contract, for the acquisition or modification of an asset under the
Integrated Deepwater System Program unlessthe Coast Guard and the contractor
concerned have formally agreed to all terms and conditions.

(2) EXCEPTION- A contract, task or delivery order, | etter contract, modification
thereof, or other similar contract described in paragraph (1) may be awarded or
issued if the head of contracting activity of the Coast Guard determines that a
compelling need exists for the award or issue of such instrument.

(g) DESIGNATION OF TECHNICAL AUTHORITY - The Commandant of the
Coast Guard shall designate the Assistant Commandant of the Coast Guard for
Engineering and L ogistics asthe technical authority for all engineering, design,
and logistics decisions pertaining to the Integrated Deepwater System Program.

() REPORT ON PERSONNEL REQUIRED FOR ACQUISITION
MANAGEMENT- Not later than 30 days after the date of the enactment of this
Act, the Commandant of the Coast Guard shall submit to the Committees on
Appropriations of the Senate and the House of Representatives; the Committee
on Commerce, Science and Transportation of the Senate; and the Committee on
Transportation and Infrastructure of the House of Representativesareport onthe
resources (including training, staff, and expertise) required by the Coast Guard
to provide appropriate management and oversight of the Integrated Deepwater
System Program.

(i) COMPTROLLER GENERAL REPORT ON PROGRESS- Not |ater than 60
days after the date of enactment of this Act, the Comptroller General of the
United States shall submit to the Committees on Appropriations of the Senate
and the House of Representatives; the Committee on Commerce, Science and
Transportation of the Senate; and the Committee on Transportation and
Infrastructure of the House of Representatives areport describing and assessing
the progress of the Coast Guard in complying with the requirements of this
section.

Conference. The conference report (H.Rept. 110-107) on H.R. 1591 was
submitted on April 24, 2007.

Section 4402. Section 4402 of the conference report states:

SEC. 4402. (a) IN GENERAL. — Any contract, subcontract, task or delivery
order described in subsection (b) shall contain the following:

(1) A requirement for a technical review of all designs, design changes, and
engineering change proposals, and a requirement to specifically address all
engineering concerns identified in the review before the obligation of further
funds may occur.

(2) A requirement that the Coast Guard maintain technical warrant holder
authority, or the equivalent, for mgjor assets.

(3) A requirement that no procurement subject to subsection (b) for lead asset
production or theimplementation of amajor design change shall be entered into
unless an independent third party with no financial interest in the development,
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construction, or modification of any component of the asset, selected by the
Commandant, determines that such action is advisable.

(4) A requirement for independent life-cycle cost estimates of lead assets and
major design and engineering changes.

(5 A requirement for the measurement of contractor and subcontractor
performance based on the status of all work performed. For contracts under the
Integrated Deepwater Systems program, such requirement shall include a
provision that links award fees to successful acquisition outcomes (which shall
be defined in terms of cost, schedule, and performance).

(6) A requirement that the Commandant of the Coast Guard assign an appropriate
officer or employee of the Coast Guard to act as chair of each integrated product
team and higher-level team assigned to the oversight of each integrated product
team.

(7) A requirement that the Commandant of the Coast Guard may not award or
issue any contract, task or delivery order, |etter contract modification thereof, or
other similar contract, for the acquisition or modification of an asset under a
procurement subject to subsection (b) unlessthe Coast Guard and the contractor
concerned have formally agreed to all terms and conditions or the head of
contracting activity for the Coast Guard determinesthat acompelling need exists
for the award or issue of such instrument.

(b) CONTRACTS, SUBCONTRACTS, TASK AND DELIVERY ORDERS
COVERED. — Subsection (a) appliesto —

(1) any major procurement contract, first-tier subcontract, delivery or task order
entered into by the Coast Guard;

(2) any first-tier subcontract entered into under such a contract;
(3) any task or delivery order issued pursuant to such a contract or subcontract.

(c) EXPENDITURE OF DEEPWATER FUNDS. — Of the funds available for
the Integrated Deepwater Systems program, $650,000,000 may not be obligated
until the Committees on Appropriations of the Senate and the House of
Representatives receive an expenditure plan directly from the Coast Guard that

(1) defines activities, milestones, yearly costs, and life-cycle costs for each
procurement of amajor asset, including an independent cost estimate for each;

(2) identifies life-cycle staffing and training needs of Coast Guard project
managers and of procurement and contract staff;

(3) identifies competition to be conducted in each procurement;

(4) describes procurement plans that do not rely on a single industry entity or
contract;
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(5) contains very limited indefinite delivery/indefinite quantity contracts and
explains the need for any indefinite delivery/indefinite quantity contracts;

(6) complieswith all applicable acquisition rules, requirements, and guidelines,
and incorporates the best systems acquisition management practices of the
Federal Government;

(7) complies with the capital planning and investment control requirements
established by the Office of Management and Budget, includingcircular A — 11,
part 7;

(8) includesacertification by the head of contracting activity for the Coast Guard
and the Chief Procurement Officer of the Department of Homeland Security that
the Coast Guard has established sufficient controls and procedures and has
sufficient staffing to comply with all contracting requirements, and that any
conflicts of interest have been sufficiently addressed;

(9) includes a description of the process used to act upon deviations from the
contractually specified performance requirements and clearly explains the
actions taken on such deviations;

(20) includes a certification that the Assistant Commandant of the Coast Guard
for Engineering and Logistics is designated as the technical authority for all
engineering, design, and logistics decisions pertaining to the Integrated
Deepwater Systems program; and

(11) identifies progress in complying with the requirements of subsection (a).

(d) REPORTS. — (1) Not later than 30 days after the date of enactment of this
Act, the Commandant of the Coast Guard shall submit to the Committees on
Appropriations of the Senate and the House of Representatives; the Committee
on Commerce, Science and Transportation of the Senate; and the Committee on
Transportation and Infrastructure of the House of Representatives: (i) areport
on the resources (including training, staff, and expertise) required by the Coast
Guard to provide appropriate management and oversight of the Integrated
Deepwater Systems program; and (ii) a report on how the Coast Guard will
utilizefull and open competitionfor any contract that providesfor theacquisition
or modification of assets under, or in support of, the Integrated Deepwater
Systems program, entered into after the date of enactment of this Act; and (2)
within 30 days foll owing the submission of the expenditure plan required under
subsection (c), the Government Accountability Office shall review the plan and
brief the Committees on Appropriations of the Senate and the House of
Representatives on its findings.

Section 4404(b)(1). Section4404(b)(1) of the conferencereport appropriates
$30 million in additional appropriationsto procure four new coastal patrol boats so
as to mitigate the Coast Guard's patrol boat operational gap. In discussing this
appropriation, the conference report states:

to address an urgent operational need, the conferees provide $30,000,000 for
Coast Guard“ Acquisition, Construction, and Improvements’ to hel p mitigatethe
patrol boat operational gap. No additional appropriation was included in either
the House or Senate bills. The Coast Guard is currently operating 25,000 hours,
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or twenty-five percent, short of its needed patrol boat mission hours. This*“gap”
means that undocumented migrants, drugs, and other unlawful activity are less
likely to beintercepted by the Coast Guard. Funding provided in thissectionis
to be used to acquire four new Coastal Patrol Boats, as was requested by the
Department of Homeland Security via official correspondence on March 11,
2007. This includes the production, warranty, training, spares, outfitting and
project management costs for all four patrol boats. The Coast Guard has
indicated these new Coastal Patrol Boats will partially relieve the burden on
existing 110" patrol boats until a replacement patrol boat can be placed in
service. Currently, Florida-based 110’ patrol boats average more than 5,500
mission hoursannually which can be performed by thesmaller 87’ Coastal Patrol
Boats operating out of thethree primary Floridaports of Tampa, Miami and Key
West. Thiswill allow the 110’ patrol boats currently operating in these areas to
beutilized farther south where undocumented migrant traffic and drug smuggling
are more prevalent.

Section 4405. Section 4405 of the conference report states:

SEC. 4405. (a) IN GENERAL. — With respect to contracts entered into after
June 1, 2007, and except as provided in subsection (b), no entity performing lead
system integrator functions in the acquisition of a major system by the
Department of Homeland Security may have any direct financial interest in the
development or construction of any individual system or element of any system
of systems.

(b) EXCEPTION. — An entity described in subsection (a) may have a direct
financial interest in the development or construction of an individual system or
element of a system of systemsif —

(1) the Secretary of Homeland Security certifies to the Committees on
Appropriations of the Senate and the House of Representatives, the Committee
on Homeland Security of the House of Representatives, the Committee on
Transportation and Infrastructure of the House of Representatives, the
Committee on Homeland Security and Governmental Affairs of the Senate, and
the Committee on Commerce, Science and Transportation of the Senate that —

(A) the entity was selected by the Department of Homeland Security as a
contractor to develop or construct the system or element concerned through the
use of competitive procedures; and (B) the Department took appropriate stepsto
prevent any organizational conflict of interest in the sel ection process; or (2) the
entity was selected by a subcontractor to serve as a lower-tier subcontractor,
through a process over which the entity exercised no control.

(c) CONSTRUCTION. — Nothing in this section shall be construed to preclude
an entity described insubsection (a) from performingwork necessary tointegrate
two or more individual systems or elements of a system of systems with each
other.

(d) REGULATIONS UPDATE. — Not later than June 1, 2007, the Secretary of
Homeland Security shall update the acquisition regulations of the Department of
Homeland Security in order to specify fully in such regulations the matterswith
respect to lead system integrators set forth in this section. Included in such
regulations shall be (1) a precise and comprehensive definition of theterm“lead
system integrator,” modeled after that used by the Department of Defense, and
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(2) a specification of various types of contracts and fee structures that are
appropriate for use by lead system integrators in the production, fielding, and
sustainment of complex systems.
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Appendix A. DHS IG Testimony and Reports

June 12, 2007, Testimony

AtaJune 12, 2007 hearing beforethe Coast Guard and Maritime Transportation
subcommittee of the House Transportation and Infrastructure Committee, the DHS
|G testified in part:

My testimony today will address the many ongoing challenges and risks
associated with the Deepwater Program and the efforts being taken by the Coast
Guard to improve the management and oversight over this very important and
complex acquisition initiative. | also will address the actions and challenges
associated with the Coast Guard’'s decision to reorganize its acquisition
workforce as outlined in its Blueprint for Acquisition Reform.

| want to note that Admiral Allen and his staff have been very responsive
to our audit recommendations as well as to our continuous requests for
Deepwater-related briefings and document requests.  Further, they are
implementing sweeping changesto their management of major acquisitionsthat,
when fully-implemented, should mitigate many of the cost, schedule, and
performance risks identified with the Deepwater Program. My staff continues
to monitor the effectiveness of these corrective actions and to identify emerging
risks before they become full-blown problems.

Aspart of thiseffort, werecently issued ascorecard summarizing the status
of the Deepwater acquisition program, and we continue to closely monitor the
situation through regular progress briefings supplemented by one-on-one
interviews with Coast Guard officials. These efforts will allow us to keep
up-to-date with Coast Guard’s efforts to reorganize, expand, and improve the
performance of itsacquisition management systemin general and the Deepwater
Programin particular. Weplanto produce an annual scorecard onthe Deepwater
acquisition program, as well as on other key management challenges that exist
throughout the Department of Homeland Security....

Deepwater Program Management and Oversight

We previously identified several common themesand risksin our audits of
assets and information technology systems being acquired under the Deepwater
contract. These include the dominant influence of expediency, unfavorable
contract terms and conditions, poorly defined performance regquirements, and
inadequate management and technical oversight. These deficienciescontributed
to schedule delays, cost increases, and asset designs that did not meet minimum

Deepwater performance requirements.

Systems Integrator Approach — The Coast Guard’ s decision to outsource
program management to the systems integrator fully empowered the contractor
with authority to make day-to-day decisionsregarding all aspectsof the contract.
According to the Coast Guard, its acquisition workforce did not have the
requisitetraining, experience, and certificationto manage an acquisitionthesize,
scope, and complexity of the Deepwater Program. Further, the Coast Guard was
reluctant to exercise a sufficient degree of authority to influence the design and
production of itsown assets. Asaresult, ICGS assumed full technical authority
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over al asset design and configuration decisions while the Coast Guard's
technical role was limited to that of an expert “advisor.”

Furthermore, thereisno contractual requirement that the Systems|ntegrator
accept or act upon the Coast Guard' s technical advice, regardless of its proven
validity. Thereareal sono contract provisionsensuring government i nvolvement
into subcontract management and “make or buy” decisions. The Systems
Integrator decides who is the source of the supply. The effectiveness of the
contractor-led Integrated Product teams (IPTs), which were originally intended
to be the vehicle for managing the Deepwater Program and resolving Coast
Guard’'s technical concerns, has been called into question by the General
Accountability Office and my office.

Contractor Accountability — Our reviews have raised concerns about the
definition and clarity of operational requirements, contract requirements,
performance specifications, and contractual obligations. For example, in our
National Security Cutter (NSC) report, wereported that the Coast Guard and the
American Bureau of Shipping jointly devel oped standardsthat would governthe
design, construction, and certification of all cuttersacquired under the Deepwater
Program. These standards were intended to ensure that competing industry
teams developed proposals that met the Coast Guard's unique performance
requirements. Prior to the Phase 2 contract award, the Coast Guard provided
these design standards to the competing industry teams. Based on industry
feedback, the Coast Guard converted the majority of the standards (85% of the
1,175 standards) to guidance and permitted theindustry teamsto select their own
alternative standards without a contractual mechanism in place to ensure that
those alternative standards met or exceeded the original guidance standards. The
competing teams were allowed to select cutter design criteria.

Additionally, the Deepwater contract gave the Systems Integrator the
authority to make all asset design and configuration decisions necessary to meet
system performance requirements. This allowed ICGS to deviate significantly
from a set of cutter design standards originally developed to support the Coast
Guard's unique mission requirements, and permitted ICGS to self-certify
compliancewiththosedesign standards. Asaresult, the Coast Guard gave ICGS
wide latitude to develop and validate the design of its Deepwater cutters,
including the NSC.

Deepwater Performance Requirements Are lll-Defined — Vague contract
terms and conditions have also compromised the Coast Guard’ s ability to hold
the contractor accountable by making possible competing interpretations of key
performance requirements. For example, the performance specifications
associated with upgrading the information systems on the Coast Guard's 123’
patrol boat fleet did not have a clearly defined expected level of performance.
Also, inour review of the Helicopter Interdiction Tactical Squadron (HITRON)
lease, we determined that vague contract performancerequirementsinhibited the
Coast Guard' sability to assess contractor performance. In another example, the
performance specificationsfor the NSC were not clearly defined, which resulted
in disagreements, both within the Coast Guard and between the Coast Guard and
ICGS, regarding the intent behind the cutter performance requirements.

Deepwater Cost Increases — The cost of NSCs 1 and 2 are expected to
increase well beyond the current $775 million estimate, as this figure does not
includea$302 million Request for Equitable Adjustment (REA) submitted tothe
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Coast Guard by ICGS on November 21, 2005. The REA represents ICGS's
repricing of all work associated with the production and deployment of NSCs 1
and 2, which was caused by adjustments to the cutters’ respective
implementation schedules as of January 31, 2005. The Coast Guard and ICGS
are currently engaged in negotiations over the final cost of thisREA. ICGS has
also indicated its intention to submit additional REAs for adjusted work
schedules affecting future NSCs, including the additional cost of delays caused
by Hurricane Katrina.

Additionally, the $775 million cost estimate for NSCs 1 and 2 does not
include the cost of structural modificationsto be made to mitigate known design
deficiencies. The cost of these modifications and the cost of future REAs could
add hundreds of millionsof dollarsto thetotal NSC acquisition cost. Weremain
concerned that these and other cost increases within the Deepwater Program
could result in the Coast Guard acquiring fewer and less capable NSCs, FRCs,
and Offshore Patrol Cutters (OPCs) under the Deepwater contract.

Impact on Coast Guard Operational Capabilities-Short and Long Term

The problems with the Deepwater Program are also affecting the Coast
Guard's ability to perform Homeland Security and legacy missions. For
example, while the re-engining of the HH-65B helicopters resulted in aircraft
with significantly improved capabilities, the program has experienced schedule
delays and cost increases. As a result, the 84th HH-65C was delivered during
May 2007, 11 months beyond the Commandant’ s original July 2006 deadline.
Extending the delivery schedule exposed HH-65B aircrews to risk due to the
increased rate of which in-flight loss of power mishaps were occurring.

There are also problems with Coast Guard’s acquisition of the Vertica
Unmanned Aeria Vehicle (VUAV). VUAV s have the potential to provide the
Coast Guard's flight deck equipped cutters with expanded air surveillance,
detection, classification, and identification capabilities. Currently, the VUAV
acquisition is over budget and more than 12 months behind schedule. On May
8, 2007, the Coast Guard issued a second 90-day stop work order and the
Commandant recently testified that the VUAV was under review by Coast
Guard' s Research and Devel opment Center. Thereview is expected to provide
recommendations for the way ahead with the VUAV.

Not having VUAV capability would significantly reduce the long-range
surveillance capability of the NSC and the Offshore Patrol Cutter (OPC) from
58,000 square nautical miles with the VUAV to that of the Coast Guard's
Hamilton class high endurance cutters (13,500 square nautical miles). This
represents a 76% reduction in Deepwater surveillance capability. The Coast
Guard's Revised Deepwater Implementation Plan of 2005 called for the
acquisition of 45 VUAVs at atotal cost of approximately $500 million. As of
March 31, 2007, the Coast Guard had obligated $114 million (77%) of the $148
million allocated to the project for FY 2007, with very little to show for it.
According to the Coast Guard estimates, it would take an additional $50 million
and 18 months to deliver the first two VUAV systems. However, the Coast
Guard’'s FY 2008 budget submission does not include VUAYV funding through
FY 2012.

Another issue that will affect the operational capability of the NSC isthe
delay associated with the system devel opment and installation of the helicopter
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Aircraft Ship Integrated Secure and Traverse (ASIST) system modifications to
theHH-65C fleet. Thepurposeof the ASIST systemistoimprovetheefficiency
and saf ety associated with the landing and stowage of helicoptersto be deployed
from the NSC and OPC. According to the Coast Guard, it will take 18 to 24
months and $7.5 million to complete the non-recurring engineering for system
integration, followed by theinstallation of the system aboard two HH-65Cs. To
date, the funding for developing and installing the ASIST has not been made
available to the Coast Guard’s Aviation Repair and Supply Center which is
responsible for the installing the system aboard the HH-65C. As aresult, the
Coast Guard may have difficulty testing the interoperability of the ship systems
with the HH-65 helicopters when the NSC undergoes builder seatrias (fall of
2007) and operational test and evaluation trials (fall of 2008).

The increased cost, schedule delays, and structural design problems
associated with the 123’ patrol boat and FRC are also affecting the Coast
Guard' s ability to closeits maritime patrol boat operational hour and capability
gap. Thisisparticularly trueinthe Key West area of operations where the eight
123" patrol boats had originally been stationed. To its credit, the Coast Guard
isdoing what it can to mitigate the problem by extending an agreement with the
U.S. Navy to continue the operation of three of the five 179" “Cyclone” class
patrol boats currently on loan to the Coast Guard from FY 2009 through FY
2011. The Coast Guard is aso extending the operational capability of the
110-foot Island Class fleet through service life extension programs, shifting
assets (87" patrol boats and buoy tenders) from other districts to the South
Florida area, and multi-crewing eight 110s already located in South Florida
While the increased operations tempo will help in the short-term, it has aripple
effect in that it increases the workload of personnel and assets assigned to take
the place of 87" patrol boats and buoy tenders sent to South Florida. It also
increases the wear and tear onthe 87’ and 110’ patrol boats. Further, the use of
multiple crews is a double-edged sword insofar as the increased operational
capability comes at the expense of vessel maintenance and crew training. Over
time, this could lead to an increase in the number of engineering casualties and
crew accidents that could negatively affect the operational readiness of the 87’
and 110’ patrol boat fleets. For thesereasons, we expect the maritime patrol boat
gap, which the Coast Guard has reported to be in excess of 20,000 hours, to
increase rather than decrease until the service life extensions on thellQ' patrol
boats are completed and a significant number of FRCs are constructed and
deployed. Thisis not expected to occur before FY 2013.

Recent OI G Reports

Over the past 2 years, my office has issued reports on various assets being
acquired under the Deepwater contract including:

— Thereengining of the HH-65B helicopter fleet;

— Theacquisition and implementation of Deepwater C4ISR systems;
— Theacquisition of the national security cutter; and

— The modernization of the 110'/123’ patrol boat fleet.

We identified serious cost, schedule, performance, and management
oversight issues with each of the aforementioned Deepwater projects.
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Re-engining of the HH-65B — We reviewed the Coast Guard's HH-65
Dol phin helicopter re-engining project. The review was initiated in response to
concerns that the re-engining requirements specified for the HH-65 helicopter
were not sufficient for the needs of the Coast Guard over the Deepwater project
timeframe. Specifically, the HH-65 was experiencing a sharp increase in the
number of in-flight loss of power mishaps that jeopardized the safety of HH-65
flight crews. We also identified concerns that the ICGS proposal did not meet
the Commandant’ s mandate to have 84 HH-65s re-engined by July 2006.

Our review of the HH-65 re-engining project determined that the
replacement of the HH-65 engines with the Ariel 2C2 engine would resolve the
safety and reliability issuesthat had plagued the HH-65 fleet for much of the past
decade. Our report also determined that it would be timelier and more
cost-effectiveto havethere-engining performed at the Coast Guard Aircraft and
Repair Supply Center rather thanto haveresponsibility for there-engining placed
under the auspices of ICGS. The Coast Guard’'s Assistant Commandant for
Operations made a similar recommendation in May 2004.

The Coast Guard did not concur with any of our HH-65 recommendations.
Coast Guard officials said that ICGS minimized the operational, legal, cost, and
contract performance risks associated with the re-engining. The Coast Guard
also said it believed that it received significant benefits from the current ICGS
contract that far outweighed the benefits of having Coast Guard aviation manage
the project. We did not and do not believe that these benefits have been
demonstrated. To date, 84 re-engined HH-65s have been delivered to the Coast
Guard.*® The remaining 11 HH-65 helicopters are to be delivered to the Coast
Guard by the end of FY 2007. As of March 31, 2007, the Coast Guard had
obligated $324 million (94.4%) of the $343 million funded for the project of
which at least $46 million (16%) in administrative expense and fees are
estimated to have been paid to ICGS and L ockheed Martin.

C4ISR Systems Review — We also reviewed the Coast Guard' s effortsto
design and implement C4ISR systems to support the Deepwater Program. We
determined that the Coast Guard had limited influence over contractor decisions
on meeting information technology requirements. The lack of discipline in
change management processes provided little assurance that the requirements
remain up-to-date or effective in meeting program goals. Certification and
accreditation of Deepwater C4ISR equipment was difficult to obtain, placing
systems security and operations at risk. Further, although the Deepwater
Program had established information technology testing procedures, the
contractor did not follow them consistently to ensure the C4I SR systems and the
assets on which they are installed performed effectively.

Recently, the Coast Guard provided an update regarding the progressbeing
made to implement the recommendations contained in our report on C4ISR
systems. Initsresponse, the Coast Guard stated that the language contained in
the Deepwater contract, including the contract’s “award term” criteria, will be
revised to further clarify contractor responsibilities for developing Deepwater

C4ISR systems.

% The testimony has a footnote at this point that states: “ Seventy-two of the 84 HH-65s
re-engined to date (86%) were modified in-house by the Coast Guard’ s Aircraft Repair and
Supply Center (ARSC).”
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NSC Review. Wealso conducted areview of the Coast Guard’ sacquisition
of the NSC to determine the extent to which the cutter will meet the cost,
schedule, and performance requirements contained in the Deepwater contract.
We determined that the NSC costs have significantly increased and, asdesigned
and constructed, will not meet performance specifications described in the
original Deepwater contract. Specifically, the NSC's hull structure provides
insufficient fatigue strength to achieve a 30-year service life under Caribbean
(General Atlantic) and Gulf of Alaska (North Pacific) sea conditions. To
mitigate the effects of these deficiencies, the Coast Guard has advised usthat it
intends to modify the NSC's design to meet the service and fatigue life
requirements specified in the contract. However, this decision was made after
the Coast Guard authorized production of two of the eight being procured.

NSC 1 was christened on November 11, 2006, and final delivery to the
Coast Guard is scheduled for January 2008. NSC 2 is under construction and
scheduled for delivery during the summer of 2009. As of March 31, 2007, the
Coast Guard had obligated $769.6 million (50.6%) of the $1,519.7 million
funded for the project.

We recommended that the Coast Guard ensure the NSC is capable of
fulfilling all performance requirements outlined in the Deepwater contract and
improve the level of Coast Guard technical oversight and accountability. The
Coast Guard has gone on record, including testimony before Congress, on its
agreement with our audit recommendations and the need for change. It has also
identified aggressive actions to address the concerns identified in our report.
However, the Coast Guard’ swritten responses to our report excluded important
detailsof itscorrectiveactions. For example, the Coast Guard’ s90-day response
to our NSC report did not include a detailed plan with timelines, reporting
requirements, milestones, responsible parties, and cost estimates for the
structural modifications. In addition, the response did not specify whether the
Engineering Change Proposals, prepared by the Coast Guard and ICGS to
address the structural design and performance issues associated with the NSC,
would be fully evaluated by an independent, qualified third party, such as U.S.
Navy’s Surface Warfare Center - Carderock Division.

We are also concerned that the Coast Guard may have difficulty resolving
the structural design and performanceissues associated with NSCs 1 and 2. For
example, the Coast Guard stated that it plans to go ahead with construction of
NSCs 3 through 8 before it determines the extent and cost of the structural
modifications needed to enable NSCs 1 and 2 meet the fatigue life and
performance requirements outlined in the Deepwater contract. Consequently,
there is a possibility that the required changes to all eight NSCs could be cost
prohibitive or result in areduction in operational capability. The number, type,
scope, and cost of all structural modifications to be madeto NSCs 1 and 2 need
to beidentified and evaluated before the Coast Guard authorizes construction of
NSCs 3 through 8.

110'/123 OIG Hotline Allegation — In response to an OIG Hotline
allegation, wereviewed certain deliverables under the Coast Guard’ s110'/123'
Island Class patrol boats (123 patrol boats). We determined that low-smoke
cabling was not installed and that there were numerous instances where the
contractor installed C4ISR equipment aboard the 123’ patrol boats and
short-range prosecutors that did not meet the design standards set forth in the
Deepwater contract.
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We raised many concerns about the Coast Guard’ s program and technical
oversight of the Deepwater contractor responsible for the 110 /123 Patrol boat
Modernization Project. For example, the contractor purchased and installed
hundreds of non-low-smoke cables prior to the Coast Guard's approval of the
Request for Deviation. Ineffect, the Coast Guard accepted delivery and operated
four 123’ patrol boats without knowing the extent of the hazards associated with
the use of the non-low-smoke cabling. The contractor also purchased and
installed hundreds of C41SR topside components aboard the 123’ patrol boats
and short range prosecutors knowing that they either did not meet contract
performance requirements, or compliance with the requirements had not been
verified.  For these reasons, we are concerned that similar performance issues
could affect the operational effectiveness of C4ISR system upgrades recently
installed aboard its legacy fleet of cutters.

We recommended that the Coast Guard investigate and address the
low-smoke cabling and environmental issues associated with the equipment
installation, and take steps to prevent similar technical oversight issues from
affecting the remaining assets to be modernized, upgraded, or acquired through
the Deepwater Program. The Coast Guard concurred with our recommendations,
and said it isin the process of implementing corrective measures. Subsequent
to our review, and for reasons unrelated to the issues identified during our
inquiry, the 123’ patrol boat fleet has been withdrawn from service and will be
formally decommissioned.

Coast Guard’'s“Way Forward” — Blueprint for Acquisition Reform

The Coast Guard recognizesthat urgent and immediate changes are needed
to meet the management challengesfacing its Deepwater Program. Aspart of its
endeavors to improve the Deepwater Program, the Coast Guard recently issued
its Blueprint for Acquisition Reform (Blueprint), which catalogues many of the
aforementioned challenges and risks that have impeded the efficient execution
of the Deepwater contract. According to the Coast Guard, implementing this
Blueprint will enhanceitsability to execute asset-based, “traditional” acquisition
projects, effectively use a governmental or commercial entity as a systems
integrator for complex acquisitions, and execute minor acquisitions contractsfor
goods and services.

According to the Coast Guard, the Blueprint outlines its plans for
reorganizingand rebuildingitsacquisitionworkforce. Specifically, theBlueprint
calsfor:

— Consolidation of al Coast Guard acquisition functions under one
directorate;

— Reassertion of the Coast Guard’ s technical authority;
— Use of independent, third-party assessments; and,
— Redefinition of the contract terms and conditions.

While the Blueprint contains anumber of key initiatives, the Coast Guard
should adopt measures of performance or desired outcomesthat would enableit
to assessthe progressbeing made. Theseincludethe specific numbersand types
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of acquisition professionals needed, when they are scheduled to arrive onboard,
andthefinancial cost associated with therealignment, reorganization, retraining,
and rebuilding of its acquisition workforce.

The Coast Guard is beginning to take aggressive action to resolve some of
the management oversight issues identified in our reports. For example, it is
significantly increasing staffing levels at headquarters and at its Program
Management Review Office in Pascagoula, Mississippi, to enable them to
increaseitsscrutiny of contractor requestsfor deviation and waiversto the NSC.
To improve the effectiveness of the Deepwater IPTs, the Coast Guard is
assuming the role of IPT chairs, and the IPT charters are being reviewed to
determine where changes need to be made. The Coast Guard is also expanding
its acquisition training and certification process, and working with the
Department of Defenseto ensurethat technical support staff, program managers,
and contracting officers have the requisite skills, education, and experience to
manage complex acquisitions.

The Coast Guard will stand up its Acquisitions Directorate on July 13,
2007. Should all go as planned, the Coast Guard's efforts to reorganize and
expand the level of technical and management oversight over the Deepwater
Programwill be fully implemented during FY 2010. In the meantime, the Coast
Guard is planning to move ahead with the second phase of the Deepwater
contract with Award Term |, which will entail the estimated expenditure of more
than $3 billion over a 43-month period starting during June 2007.

Conclusion

We are encouraged that the Coast Guard recogni zes these challenges and
is beginning to take aggressive action to strengthen program management and
oversight — such as technical authority designation; use of independent,
third-party assessments; consolidation of acquisition activities under one
directorate; and redefinition of the contract terms and conditions, including
award fee criteria. Furthermore, the Coast Guard is beginning to implement its
plan to increase its staffing for the Deepwater Program, and to reinvigorate its
acquisition training and certification processes to ensure that staff has the
requisite skills and education to manage the program.

These steps should improve the Coast Guard’s ability to oversee major
acquisitions. However, the Coast Guard's system-of-systems approach will
requirethe highest level sof planning and coordination to mitigate cost overruns,
schedule delays, asset performance shortcomings, or potential operational gaps
due to delays in asset acquisition. Most importantly, there is considerable risk
associated with the Coast Guard assuming the lead systemsintegrator roleat this
time without having fully implemented its Blueprint for Acquisition Reform. In
particular, the Deepwater Program needsto overcomeitshuman capital gap. The
Coast Guard needs to exercise caution and take a slower or phased approach to
assuming the systems integrator role.

In conclusion, we remain committed to the oversight of the Deepwater
Program and other major acquisitions within the department. We will continue
to work with the Coast Guard to identify milestones and due dates to assess the
most appropriate cycle for reporting the program’'s progress. When
fully-implemented, the Coast Guard’ sstepsshould significantly increaseitslevel
of management oversight over the air, surface, and C4ISR assets that are
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acquired or modernized under the Deepwater Program. We look forward to
working closely with the Coast Guard to continue the improvement of the
efficiency, effectiveness, and economy of the Deepwater Program.

January 2007 Report on NSC
A January 2007 DHS IG report on the NSC effort states in part:

The NSC, as designed and constructed, will not meet performance
specifications described in the original Deepwater contract. Specifically, dueto
design deficiencies, the NSC'’ sstructure providesinsufficient fatigue strength to
be deployed underway for 230 days per year over its 30-year operational service
life under Caribbean (General Atlantic) and Gulf of Alaska (North Pacific) sea
conditions. Coast Guard technical expertsbelievethe NSC’ sdesign deficiencies
will aso increase the cutter’ s maintenance costs and reduce its service life. To
mitigate the effects of these deficiencies, the Coast Guard intends to modify the
NSC’ sdesign to support an operational profile of 170 to 180 daysunderway per
year in the North Pacific region, lower than the 230-day performance standard
required by the Deepwater contract.

The NSC'’s design and performance deficiencies are fundamentally the
result of the Coast Guard’ sfailureto exercisetechnical oversight over thedesign
and construction of its Deepwater assets. The Coast Guard’ s technical experts
first identified and presented their concerns about the NSC’ s structural designto
senior Deepwater Program management in December 2002, but this did not
dissuade the Coast Guard from authorizing production of the NSC in June 2004
or from awarding ICGS a contract extension in May 2006.

Since the Deepwater contract was signed in June 2002, the combined cost
of NSCs 1 and 2 hasincreased from $517 million to approximately $775 million,
resulting primarily from design changes necessary to meet post 9/11 mission
regquirements and other government costs not included in the original contract
price. The $775 million estimate does not include coststo correct or mitigate the
NSC's structural design deficiencies, additional labor and materials costs
resulting from the effects of Hurricane Katrina, and the final cost of a $302
million Request for Equitable Adjustment (REA) that the Coast Guard is
currently negotiating with ICGS....

Finally, we encountered resistance from the Coast Guard and ICGSin our
effort to evaluate the structural design and performance issues associated with
the NSC. The impediments we experienced in obtaining access to personnel,
information, and documentation associated with the NSC acquisition are
unacceptable in light of the statutory mandates of our office; the severity of the
NSC design and performance deficiencies; the importance of the NSC to the
Coast Guard’ snational security and Deepwater missions; and the expenditure of
billions of taxpayer dollars that are being invested in this critical acquisition.

3 Statement of Richard L. Skinner, Inspector General, U.S. Department of Homeland
Security, Before the Committee on Transportation and Infrastructure, Subcommittee on
Coast Guard and Maritime Transportation, U.S. House of Representatives, “ Deepwater:
120-Day Update,” June 12, 2007, pp. 2-10.
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We are making five recommendations to the Coast Guard, and one to the
Department’s Chief Procurement Officer and Office of General Counsel. Our
recommendations are intended to: (1) ensure the National Security Cutter is
capable of fulfilling all performance requirements outlined in the Deepwater
contract; (2) improve the level of Coast Guard technical oversight and
accountability; and (3) ensure Office of Inspector General accessto al records,
personnel, and contractors of the department during all current and future audits
and inspections.*

The report aso stated:

The Deepwater contract givesthe Systems Integrator the authority to make
al asset design and configuration decisions necessary to meet system
performance requirements. Thiscondition allowed ICGSto deviate significantly
from a set of cutter design standards originally developed to support the Coast
Guard's unigue mission requirements, and ICGS was further permitted to
self-certify compliance with those design standards. Asaresult, the Coast Guard
gave ICGS wide latitude to develop and validate the design of its Deepwater
cutters, including the NSC.

Conversely, the Coast Guard chose to limit the technical oversight role of
the Systems Directorate on Deepwater to providing “expertise and credible
advicein core integrated engineering and logistics competencies.”... However,
the Deepwater contract does not require that ICGS or its subcontractors accept
or act upon the advice of the Coast Guard’ s designated technical experts. Asa
result of this relationship, the Coast Guard is limited in its ability to exercise
technical oversight over its assets acquired under the Deepwater contract. This,
inour opinion, isthe primary factor contributing to theinclusion of the structural
deficiencies that currently compromise the NSC' s operational viability.

In contrast to the Coast Guard' s approach, the U.S. Navy retains technical
authority and accountability over the design and construction of itsshipsthrough
the institution of Technical Warrant Holder (TWH) authority....

TWHSs ensure that the technical aspects of Navy asset designs are given
independent consideration by providing technical authority that is separate from
program authority for cost, schedule, and performance. Navy surface asset
Program Managersyield to TWH decisions on technical issues and must secure
TWH approval for design changes. Effortsof the Coast Guard’ stechnical experts
to resolve their long-standing concerns with the NSC design were thwarted
because they lack asimilar degree of authority on Deepwater.*

The report also stated that the Coast Guard and the American Bureau of
Shipping (ABS):

initially specified a certifying agent for each standard to ensure that all cutters
would be objectively evaluated for compliance. However, the Coast Guard

%2 Department of Homeland Security, Office of Inspector General, Acquisition of the
National Security Cutter, OIG -07-23, January 2007. Thereport is available online at
[http://www.dhs.gov/xoig/assetsmgmtrpts/OI1G_07-23 _Jan07.pdf].

# |bid., pp. 12-13.
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ultimately alowed the competing industry teams to determine the certifying
entity for any non-ABS standards it selected and, to the extent that it was
permitted, |CGS el ected to self-certify compliance with these standards.20 This
decisionto permit contractor self-certification contrastssharply with theintended
role of an independent certifying authority, as articulated in the Deepwater
contract...

U.S. Navy and classification community subject matter experts expressed
similar opinions, that, “self-certification is no certification.” By allowing
contractor self-certification, the Coast Guard eliminated yet another oversight
tool for ensuring that cutter designs developed under the Deepwater Program
would meet both contractual and Deepwater mission performancerequirements.®

The report also stated that:

the Coast Guard’ s acquisition management capacity lacks the appropriate work
force, business processes, and management controls for executing a major
acquisition programsuch asthe Integrated Deepwater System. Key positionsare
till being identified and filled. The Coast Guard is still trying to come from
behind and create the organi zation needed to manage the program. That iswhy
we believe the Coast Guard needs to proceed with caution as it moves forward
with the implementation of the Integrated Deepwater System initiative.
Expediency and urgency should not drive the acquisition; instead, the Coast
Guard needsto ensurethat it hasthe capacity to manage such aninitiative. Then,
and only then, can it provide assurances that it is being a good steward of the
taxpayers dollar. Also, the Coast Guard needs to ensure performance
management systems and processes are in place and functioning. The design
flaws of the NSC, aswell as the problems that the Coast Guard has experienced
with the System Integrator’s design of the Fast Response Cutters and the
123-Cuitters, clearly demonstrate that improvements are needed. The Coast
Guard needs to build the management and oversight capacity that will allow it
to acquirethe needsto build a performance management system that will ensure:
— Transparency — a clear roadmap on how the systems integrator plans to
meet the Coast Guard’ s deepwater objectives.

— Visihility — aclear, open line of communicationswith all stakeholders on
the progress of theinitiative.

— Accountability — the means to determine, on areal time basis, what is
working and what is not working.

— Oversight — including not only by the Coast Guard'stechnical and
program management offices, but also by the OIG and the Congress.®

February 2007 Report on 110-Foot Modernization

The February 2007 DHS IG report on the 110-foot patrol boat modernization
program states in part:

OnFebruary 10, 2006, our officereceivedaHotlineComplaint alleging that
the Coast Guard's 123-foot Island Class Patrol Boats (123 cutter) and
short-range prosecutor (prosecutor) contai ned safety and security vulnerabilities.

* Ipid., p. 14.
* |bid., pp. 35-36. Underlining asin the original.
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The 123" cutter is a modification of the 110" Island Class patrol boat and was
phased into service as part of the Deepwater project. The original Deepwater
plan projected the conversion of forty-nine 110’ patrol boats into 123’ patrol
boats as a bridging strategy to meet patrol boat needs until the new Fast
Response Cutter was introduced. The prosecutor isa24’ 6” small boat that can
be deployed from the National Security Cutter, Fast Response Cutter, and
OffshorePatrol Cutter. Therevised Deepwater Implementation Plan callsfor the
acquisition of 91 prosecutors. The complaint said that these vulnerabilitieswere
the result of the contractor’'s failure to comply with Command, Control,
Communications, Computer, Intelligence, Surveillance, and Reconnaissance
(C41SR) design requirements asdefined in the Deepwater contract. Specifically,
the complainant alleged that:

— Thesafety of the 123 cutter’s crew was compromised by the contractor’s
failureto utilize low smoke cabling;

— The contractor knowingly installed aboard the 123’ cutter and prosecutor
external C4l SR equipment that did not meet specific environmental requirements
outlined in the Deepwater contract;

— The cable installed during the upgrade to the cutter’s C4ISR system
represented a security vulnerability; and,

— The video surveillance system installed aboard the 123" cutter does not
meet the cutter’ s physical security reguirements.

Finally, the complainant provided information detailing his attempts, over
a2 Yz year period, to compel the contractor to comply with Deepwater contract
requirements....

Aspects of the C41SR equipment installed aboard the 123’ cutters do not
meet the design standards set forth in the Deepwater contract. Specifically, two
of thefour areasof concern identified by the complai nant were substantiated and
aretheresult of the contractor not complying withthedesign standardsidentified
inthe Deepwater contract. For example, the contractor did not install low smoke
cabling aboard the 123’ cutter, despite a Deepwater contract requirement that
stated, “all shipboard cable added as a result of the modification to the vessel
shall be low smoke.” The intent of this requirement was to eliminate the
polyvinyl chloride jacket encasing the cables, which for years produced toxic
fumes and dense smoke during shipboard fire. Additionaly, the contractor
installed C4l SR topside equipment aboard both the 123’ cuttersand prosecutors,
which either did not comply or was not tested to ensure compliancewith specific
environmental performance requirements outlined in the Deepwater contract.

The remaining two areas of concern identified by the complainant werein
technical compliancewith the Deepwater contract and deemed acceptableby the
Coast Guard. Specifically, while the type of cabling installed during the C4I1SR
system upgrade to the 123’ cutter was not high-grade braided cable; the type of
cable used met the Coast Guard’ s minimum-security standardsasrequired by the
Deepwater contract. Concerningtheinstallation of thevideo surveillance system,
while the system did not provide 360 degrees of coverage, it met minimum
contract requirements.*®

% Department of Homeland Security, Office of Inspector General, 110'/123' Maritime
Patrol Boat Modernization Project, OIG -07-27, January 2007. The report is available
online at

(continued...)
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December 2006 Report on DHS Management Challenges
A December 2006 DHSIG report on major DHS management challenges stated:

USCG has also encountered a number of challenges in executing its
Deepwater Acquisition program despite the expenditure of more than $3 billion
over four years. Thisis particularly true within the Deepwater surface and air
domains. For example, the 110-foot patrol boat conversion project wascurtailed
at eight cutters due to design, construction, performance, and cost concerns.
Further, strict operational restrictions have been imposed on these cutters until
additional structural analysescan be completed. Inresponseto these challenges,
USCG accelerated plans to design, construct, and deploy the composite Fast
Response Cutter (FRC) by more than 10 years as areplacement for the 110-foot
patrol boat. However, an independent analysis confirmed that the FRC design
is outside patrol boat design parameters, i.e., too heavy, too overpowered, and
not streamlined enough to reduce resistance. These concerns led to USCG's
April 2006 decision to suspend work on the FRC until these issues could be
resolved or an alternative commercial off-the-shelf design identified. In the
Deepwater air domain, the HH-65C helicopter7 and unmanned aerial vehicle
(VUAV) acquisitions have encountered schedule delays and cost increases.
These Deepwater design, construction, performance, scheduling, and cost issues
are expected to present significant challenges to USCG's Deepwater Program
during FY 2007.*

August 2006 Report on Deepwater IT

An August 2006 report by the DHS Inspector General (IG) onthe Coast Guard’s
acquisition of information technology (IT) for the Deepwater program stated:

We audited the Coast Guard’ s efforts to design and implement command,
control, communications, computers, intelligence, surveillance, and
reconnaissance (C4ISR) systems to support the Integrated Deepwater System
program. Asaresult of our audit, we determined that the Coast Guard' s efforts
to develop its Deepwater C41SR systems could be improved. Although Coast
Guard officialsareinvolved in high-level Deepwater IT requirementsdefinition
processes, they have limited influence over contractor decisionstoward meeting
these requirements. A lack of discipline in requirements change management
processes provides little assurance that the requirements remain up-to-date or
effectivein meeting program goals. Certification and accreditation of Deepwater
C4ISR equipment has been difficult to achieve, placing systems security and
operations at risk. Further, although the Deepwater program has established IT
testing procedures, the contractor has not followed them consistently to ensure
that C4ISR systems and the assets on which they are installed perform
effectively.

% (...continued)
[http://www.dhs.gov/xoig/assetsmgmtrpts/OIlG_07-27_Feb07.pdf].

37 U.S. Department of Homeland Security, Office of Inspector General, Major Management
Challenges Facing the Department of Homeland Security (Excerptsfromthe FY 2006 DHS
Performance and Accountability Report), December 2006. (OIG-07-12) p. 6.
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Additionally, the Coast Guard faces several challenges to implementing
effectively its Deepwater C4ISR systems. Due to limited oversight as well as
unclear contract requirements, the agency cannot ensure that the contractor is
making the best decisions toward accomplishing Deepwater IT goals.
Insufficient C4l SR funding hasrestricted accomplishingthe* system-of-systems”
objectivesthat are considered fundamental to Deepwater asset interoperability.
Inadequate training and guidance hinder users from realizing the full potential
of the C4ISR upgrades. Instituting effective mechanismsfor maintaining C4I1SR
equipment have been equally challenging.®

A December 2006 DHS IG report on magjor DHS management challenges
reiterated these points.*

% U.S. Department of Homeland Security, Office of Inspector General. | mprovements
Needed in the U.S. Coast Guard's Acquisition and Implementation of Deepwater
Infor mation Technol ogy Systems, August 2006. (Officeof Information Technology, Ol G-06-
55) p. 1.

% U.S. Department of Homeland Security, Office of Inspector General, Major Management
Challenges Facing the Department of Homeland Security (Excer ptsfromthe FY 2006 DHS
Performance and Accountability Report), December 2006. (OIG-07-12) p. 13.
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Appendix B. GAO Report and Testimony

June 2007 Report

In June 2007, GAO issued areport on the Deepwater program that is based on
aMay 2007 briefing GA O provided to the Homeland Security subcommittees of the
House and Senate Appropriations Committees. The report states:

Summary

Five years into the Deepwater contract, some assets have been delivered
and are undergoing planned improvements or initial testing, but several other
assets have encountered significant problems. For example, engine upgrades to
the HH-65 helicopters are well underway, the first two Maritime Patrol Aircraft
have been delivered, and eight Short-Range Prosecutor cutter-based small patrol
boats have been delivered according to schedule. In contrast, other Deepwater
assets have experienced problems, which have created a number of challenges
for the Coast Guard in terms of delivery delays and loss of operational
capabilities. The Vertica Takeoff and Landing Unmanned Aerial Vehicle
(VUAV) has experienced delays as the Coast Guard assesses alternatives; the
123-foot patrol boats experienced structural problems and were eventually
removed fromservice; and the Fast Response Cutter (FRC), whichwastoreplace
the Coast Guard’ slegacy patrol boat fleet, experienced design problems and the
Coast Guard suspended al work. Further, theNational Security Cutter (NSC) has
structural problemswith the first two hullsthat, if not corrected, will reduce the
fatigue lives of these vessels. To address these and other challenges, the Coast
Guardistakingavariety of actions, such asrelying moreheavily onlegacy assets
to help address patrol hour shortages, making plans to purchase off-the-shelf
assets to expedite delivery, and planning corrective structural modifications.

Over the past several years, we have expressed concerns and made
recommendationsregarding the Coast Guard’ sability to manage and overseethe
Deepwater program. Our concerns have centered on three main areas:

e Program management: The Coast Guard had not effectively
implemented key components (e.g., integrated product teams)
needed to manage the program and oversee the system integrator.

e Contractor accountability: The Coast Guard had not effectively
measured contractor performance against Deepwater program
goals.

e Cost control: Control of future coststhrough competition remained
arisk because of weak oversight of subcontractor decisionsrelated
to competition.

These concerns were exacerbated by staffing shortfalls and poor
communication and collaborati on between Deepwater and contractor personnel.
Since 2004, the Coast Guard has taken some actions in response to these
concerns and recommendations. However, challenges, such as inadequate
staffing levels and undefined roles between the Coast Guard and contractor
regarding maintenance and logistics support, remain. The Coast Guard recently
decided to becomemoreinvolvedin program management. It plansto assumethe
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lead role as system integrator while continuing to use the prime contractor to
perform certain functions. Furthermore, it has decided to take other steps,
including (1) changing the leadership and decision-making authority of
integrated product teams, (2) using third parties to independently review asset
development and major modifications, (3) reaffirming the role of the Coast
Guard' schief engineer asthetechnical authority for all acquisition projects, and
(4) reorganizing Deepwater program acquisition functions within the Coast
Guard organi zation to ensure sufficient staff with the requisite acquisition skills
and abilitiesare in place.

Concluding Observations

Whilethere has been progress with the design, acquisition, and delivery of
some Deepwater assets, problems with other assets raise questions about the
Coast Guard's ability to maintain an approach that fully integrates and
synchronizestheretirement of legacy assetswith theintroduction of new assets.
As problems are encountered and asset delivery schedules dlip, the overal
operational capabilitiesof new Deepwater assetsand the systemasawholecould
be reduced, particularly in the short term.

The proactive program management actions the Coast Guard recently
announced could help get the Deepwater program on track. However, how the
planned actions are implemented is important. Further, while the Coast Guard
plans to assume more direct responsibility for Deepwater management, until it
has sufficient staff with the requisite skills and abilities to execute new and
expanding responsibilities, the Deepwater program will remain at risk in terms
of getting what is needed, on time, and at afair price.*

March 8, 2007, and February 14, 2007, Testimony

AtaMarch 8, 2007, hearing on the Coast Guard’ s proposed FY 2008 budget beforethe
Coast Guard and Maritime Transportation subcommittee of the House Transportation and
Infrastructure Committee, and at a February 14, 2007, hearing on the Deepwater program
before the Oceans, Atmosphere, Fisheries, and Coast Guard subcommittee of the Senate
Commerce, Science and Transportation Committee, GAO provided its views on the
Deepwater program. At the March 8, 2007, hearing, GAO testified in part:

Summary

In 2001, we described the Deepwater program as*“risky” dueto the unique,
untried acquisition strategy for a project of this magnitude within the Coast
Guard. The Coast Guard used a system-of-systems approach to replace
deteriorating assets with a single, integrated package of aircraft, vessels, and
unmanned aerial vehiclesto be linked through systems that provide command,
control, communications, computer, intelligence, surveillance, and
reconnaissance (C41SR), and supporting logistics. In a system-of-systems, the
delivery of Deepwater assets are interdependent, thus schedule slippages and
uncertainties associated with potential changesin the design and capabilities of
any one asset increases the overall risk that the Coast Guard might not meet its

“0 Government Accountability Office, Coast Guard[:] Challenges Affecting Deepwater
Asset Depl oyment and Management and Effortsto Address Them, GAO-07-874, June 2007,
pp. 3-5.
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expanded homeland security missions within given budget parameters and
milestone dates. The Coast Guard also used a systems integrator — which can
givethe contractor extensive involvement in requirements devel opment, design,
and source selection of major system and subsystem subcontractors. The
Deepwater program is aso a performance-based acquisition, meaning that it is
structured around the results to be achieved rather than the manner in which the
work is performed. If performance-based acquisitions are not appropriately
planned and structured, there is an increased risk that the government may
receive products or services that are over cost estimates, delivered late, and of
unacceptable quality.

In 2004 and in subsequent assessments in 2005 and 2006, we reported
concerns about the Deepwater program related to three main areas — program
management, contractor accountability, and cost control. The Coast Guard's
ability to effectively manage the program has been chalenged by staffing
shortfallsand poor communi cation and coll aboration among Deepwater program
staff, contractors, and field personnel who operate and maintain the assets.
Despite documented problems in schedule, performance, cost control, and
contract admini stration, measuresfor hol ding the contractor accountableresulted
in an award fee of $4 million (of the maximum $4.6 million) for the first year.
Through the first 4 years of the Deepwater contract, the systems integrator
received award fees that ranged from 87 percent to 92 percent of the total
possible award fee (scoresthat ranged from “ very good” to “excellent” based on
Coast Guard criteria), for a total of over $16 million. Further, the program’s
ability to control Deepwater costsis uncertain given the Coast Guard’s lack of
detailed information on the contractor’ s competition decisions. While the Coast
Guard has taken some actions to improve program outcomes, our assessment of
the program and its efforts to address our recommendations continues, and we
plan to report on our findings later this year.

Of the 10 classes of upgraded or new Deepwater aircraft and vessels, the
delivery record for first-in-class assets (that is, the first of multiple aircraft or
vesselsto be delivered within each class) ismixed. Specifically, 7 of the 10 asset
classes are on or ahead of schedule. Among these, five first-in-class assets have
been delivered on or ahead of schedule; and two others remain on schedul e but
their planned delivery dates are in 2009 or beyond. Three Deepwater asset
classesare currently behind schedule dueto various problemsrel ated to designs,
technology, or funding. For example, the Fast Response Cutter (a new vessel),
which had been scheduled for first-in-class delivery in 2007, has been delayed
by at least 2 years in part because work on its design was suspended until
technical problems related to its hull and other issues can be addressed. The
Vertica Unmanned Aerial Vehicle (a new aircraft), which had also been
scheduled for delivery in 2007, has been delayed by 6 years due to evolving
technol ogical devel opments, among other things. In addition, the Offshore Patrol
Cutter, which had a planned delivery date in 2010, has now been delayed by 5
years.

The Coast Guard isfacing operational challenges because of performance
and design problems with Deepwater patrol boats. Specifically, the conversion
of legacy 110-foot patrol boatsto upgraded 123-foot patrol boatswas stopped at
eight hulls (rather than the entire fleet of 49) dueto deck cracking, hull buckling,
and shaft alignment problems. These patrol boat conversion problemsultimately
led the Coast Guard to suspend all normal operations of the eight converted
123-foot patrol boats on November 30, 2006. The Coast Guard isnow exploring
optionsto addresstheresulting short-term operational gaps. Therehaveal so been
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design problems with the new Fast Response Cutter (FRC), intended to replace
al 110-foot and 123-foot patrol boats. In February 2006, the Coast Guard
suspended design work on the FRC dueto design risks, such asexcessiveweight
and horsepower reguirements.2 According to the Coast Guard, it has decided to
acquire two classes of FRCs in an effort to not delay delivery of the FRCs
further. One classisto be based on an adapted design from apatrol boat already
onthemarket and another classisto beredesigned to addressthe problemsinthe
original FRC design plans. Aswith the 123-foot patrol boats, the Coast Guardis
looking at options to address these long-term operational gaps....

Deepwater Indicative of Broader, Systematic Acquisition Challenges

Some of the problemsthe Coast Guard is experiencing with the Deepwater
program are similar to problems we have reported on in other complex,
developmental systems. These problems stem from:

e Program requirements that are set at unrealistic levels, then
changed frequently as recognition sets in that they cannot be
achieved. As aresult, too much time passes; threats may change;
and/or members of the user and acquisition communities may
simply changetheir minds. Theresulting programinstability causes
cost escalation, schedule delays, fewer quantities, and reduced
contractor accountability.

e Program decisions to move into design and production without
adequate standards or knowledge.

e Contracts, especialy service contracts, that often do not have
measures in place at the outset in order to control costs and
facilitate accountability.

e Contractsthat typically do not accurately reflect the complexity of
projects or appropriately allocate risk between the contractors and
the taxpayers.

e Agency acquisition workforcesthat are challenged because of size,
skills, insufficient knowledge, and succession planning.

e Incentive and award fees that are often paid based on contractor
efforts versus positive results, such as cost, quality, and schedule.

e |nadequate government oversight that results in little to no
accountability for recurring and systemic problems.

Preliminary Observations on Deepwater Program Management, Contractor
Accountability, and Cost Control

Sincetheinception of the Degpwater program, we have expressed concerns
about the risks involved with the Coast Guard' s system-of-systems acquisition
approach and the Coast Guard’ sability to manage and oversee the program. Our
concerns have centered on three main areas. program management, contractor
accountability, and cost control through competition. We have made a number
of recommendations to improve the program — most of which the Coast Guard
has agreed with and is working to address. However, while actions are under
way, a project of this magnitude will likely continue to experience other
problems as more becomes known.

Program Management

In 2004, we reported that the Coast Guard had not effectively implemented
key components needed to manage and oversee the systems integrator.
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Specifically, we reported at that time and subsequently on issues related to
integrated product teams (IPT), the Coast Guard’ s human capital strategy, and
communication with field personne (individuals responsible for operating and
maintaining the assets). Our preliminary observations on the Coast Guard's
progress in improving these program management areas, based on our ongoing
work, follow.

Integrated Product Teams

In 2004, wefound that IPTs, the Coast Guard’ s primary tool for managing
the Deepwater program and overseeing the contractor, had not been effectivedue
to changing membership, understaffing, insufficient training, lack of authority
for decision making, and inadequate communication. We recommended the
Coast Guardtakeactionsto address| PT effectiveness. Wesubsequently reported
that IPT decision-making was to a large extent stovepiped, and some teams
lacked adequate authority to make decisionswithintheir realm of responsibility.8
Coast Guard officials stated that they believed collaboration among the
subcontractors was problematic and that the systems integrator wielded little
influence to compel decisions among them. For example, proposed design
changes to assets under construction were submitted as two separate proposals
from both subcontractors rather than one coherent plan. More recently, Coast
Guard performancemonitorsreported thisapproach complicated thegovernment
review of design changes because the two proposals often carried overlapping
work items, thereby forcing the Coast Guard to act as the systems integrator in
those situations. Although some efforts have been made to improve the
effectiveness of the IPTs— such as providing them with more timely charters
and entry-level training — our preliminary observations are that more
improvements are needed.

Degspite changes to the metrics, the Coast Guard's ability to assess IPT
performance continues to be problematic. Former assessments of IPT
effectiveness simply focused on measures such as frequency of meetings,
attendance, and training. As aresult, IPTs received positive assessments while
the assets under their realm of responsibility — such as the National Security
Cutter — were experiencing problems. While the Coast Guard's new IPT
measurements include outcome-based metrics, such as cost and schedule
performance of assets, Deepwater’s overall program management quarterly
reports, which are prepared by Coast Guard in collaboration with ICGS, show
that the connection between IPT performance and program results continuesto
be misaligned. For example, the first quarterly report to incorporate the new
measurements, covering the period October to December 2006, indicatesthat the
IPTs performance for all domains is “on-schedule or non-problematic” even
while some assets’ cost or schedule performance is rated “behind schedule or
problematic.” Further, even though the Deepwater program is addressing
fundamental problems surrounding the 123-foot patrol boat and FRC, IPTs no
longer exist for these assets. In some cases, Coast Guard officials stated they
have established work groups outside of the existing IPT structure to address
identified issues and problems related to assets, such as the NSC.

Human Capital

We also reported in 2004 that the Coast Guard had not adequately staffed
itsprogram management function for Deepwater. Althoughits Deepwater human
capital plan set a goal of a 95 percent or higher “fill rate” annualy for both
military and civilian personnel, funded positions were below this goal. We
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recommended that the Coast Guard follow the procedures in its Deepwater
human capital planto ensurethat adequate staffing wasin placeand that turnover
of Coast Guard military personnel was proactively addressed. The Coast Guard
subsequently revised its Deepwater human capital plan in February 2005 to
emphasi zeworkforce planning, including determining needed knowl edge, skills,
and abilities and developing ways to leverage ingtitutional knowledge as staff
rotate out of the program. We reported in 2005 that the Coast Guard al so took
some short-term steps to improve Deepwater program staffing, such as hiring
contractors to assist with program support functions, shifting some positions
from military to civilian to mitigate turnover risk, and identifying hard-to-fill
positions and devel oping recruitment plans specifically for them.

However, more recently we have learned that while the Coast Guard has
revised ahuman capital plan, key human capital management objectivesoutlined
in the revised plan have not been fully implemented. Thus, key human capital
management objectives outlined in the revised plan have not been accomplished
and the staffing level s needed to accomplish the known workload have not been
achieved. In one example, amanager cited the need for five additional staff per
asset under his domain to satisfy the current workload in a timely manner:
contracting officer’ stechnical representative, scheduler, cost estimator, analyst,
and configuration manager. Further, aFebruary 2007 independent analysisfound
that the Coast Guard does not possess a sufficient number of acquisition
personnel or the right level of experience needed to manage the Deepwater
program.11 The Coast Guard has identified an acquisition structure
re-organization that includes human capital as one component of the reform.

Communication with Operations and Maintenance Personnel

In 2004, we found that the Coast Guard had not adequately communicated
to operations and maintenance personnel in field locations about decisions on
how the new and old assets were to be integrated during the transition and
whether Coast Guard or systems integrator personnel — or both — would be
responsible for maintenance. We recommended that the Coast Guard provide
timely information and training on the transition to Deepwater assets. In 2006,
we reported that the Coast Guard had taken some steps to improve
communications between Deepwater program and field personnel, including
having field personnel as members on some IPTs. However, we continued to
express concerns that field personnel were not receiving important information
regarding training, maintenance, and integration of new Deepwater assets.

During our ongoing work, the field personnel involved in operating and
maintaining the assets and Deepwater program staff we interviewed expressed
continued concern that maintenance and logistics plans had not been finalized.
Anocther official commented that there continues to be alack of clarity defining
roles and responsibilities between the Coast Guard and systems integrator for
maintenance and logistics. Coast Guard officials stated in fall 2006 that the
systems integrator was contractually responsible for devel oping key documents
related to plans for the maintenance and logistics for the NSC and Maritime
Patrol Aircraft. However, Deepwater program officials stated that because the
Coast Guard was not satisfied with thelevel of detail provided in early drafts of
these plans, it was simultaneously developing “interim” plans that it could rely
on while the systems integrator continued to develop its own versions.
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Concerns Remain with Holding Systems Integrator Accountable

Our 2004 review revedled that the Coast Guard had not developed
guantifiable metrics to hold the systems integrator accountable for its ongoing
performance. For example, the process by which the Coast Guard assessed
performance to make the award fee determination after the first year of the
contract lacked rigor. At that time, we also found that the Coast Guard had not
yet begun to measure contractor performance against Deepwater contract
reguirements — the information it would need by June 2006 to decide whether
to extend the systemsintegrator’ s contract award term by up to another 5 years.
Additionally, we noted that the Coast Guard needed to establish asolid baseline
against which to measure progressin lowering total ownership cost — one of the
threeoverarching goal sof the Deepwater program. Furthermore, the Coast Guard
had not developed criteriafor potential adjustments to the baseline.

Award Fee Criteria

In 2004 we found the first annual award fee determination was based
largely on unsupported cal cul ations. Despite documented problemsin schedule,
performance, cost control, and contract administration throughout thefirst year,
the program executive officer awarded the contractor an overall rating of 87
percent, which fell in the “very good” range as reported by the Coast Guard
award feedetermining official. Thisrating resulted in an award fee of $4 million
of the maximum $4.6 million. The Coast Guard continued to report design, cost,
schedule, and delivery problems, and evaluation of the systems integrator’'s
performance continued to result in award feesthat ranged from 87 percent to 92
percent of the total possible award fee (with 92 percent falling into the
“excellent” range), or $3.5 to $4.8 million annually, for a total of over $16
million the first 4 years on the contract.

The Coast Guard continues to refine the award fee criteria under which it
assesses the systems integrator’ s performance. The current award fee criteria
demonstrate the Coast Guard’s effort to use both aobjective and subjective
measures and to movetoward clarity and specificity with the criteriabeing used.
For example, the criteria include 24 specific milestone activities and dates to
whichthe systemsintegrator will be held accountablefor schedule management.
However, we recently observed two changesto the criteriathat could affect the
Coast Guard' sability to hold the contractor accountable. First, the current award
fee criteriano longer contain measures that specifically address IPTs, despite a
recommendation we made in 2004 that the Coast Guard hold the systems
integrator accountable for IPT effectiveness. The Coast Guard had agreed with
this recommendation and, aswe reported in 2005, it had incorporated award fee
metrics tied to the systems integrator’ s management of Deepwater, including
administration, management commitment, collaboration, training, and
empowerment of the IPTs. Second, a new criterion to assess both schedule and
cost management statesthat the Coast Guard will not takeinto account milestone
or cost impacts determined by the government to be factors beyond the systems
integrator’s control. However, a Coast Guard official stated that there are no
formal written guidelines that define what factors are to be considered as being
beyond the systems integrator’ s control, what process the Coast Guard is going
to use to make this determination, or who is ultimately responsible for making
those determinations.
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Award Term Evaluation

TheDeepwater programmanagement planincluded threeoverarchinggoals
of the Deepwater program: increased operational effectiveness, lower total
ownership cost, and customer satisfaction to be used for determining whether to
extend the contract period of performance, known as the award term decision.
Wereported in 2004 that the Coast Guard had not begun to measure the systems
integrator’ s performance in these three areas, even though the information was
essential to determining whether to extend the contract after thefirst 5 years.12
We also reported that the models the Coast Guard was using to measure
operational performance lacked the fidelity to capture whether improvements
may be dueto Coast Guard or contractor actions, and program officialsnoted the
difficulty of holding the contractor accountable for operational effectiveness
before Deepwater assets are delivered. We made a recommendation to Coast
Guard to address these issues.

According to a Coast Guard official, the Coast Guard evaluated the
contractor subjectively for the first award term period in May 2006, using
operational effectiveness, total ownership costs, and customer satisfaction asthe
criteria. The result was a new award term period of 43 of a possible 60 months.
To measure the system’s operational effectiveness, the Coast Guard has
devel oped model sto simulate the effect of the Deepwater assets' capabilitieson
its ability to meet its missions and to measure the “presence” of those assets.
However, in its assessment of the contractor, the Coast Guard assumed full
operational capability of assets and communications and did not account for
actual asset operating data. Furthermore, the models still lacked the fidelity to
capture whether operational improvements are attributable to Coast Guard or
contractor actions. Asaresult the contractor received credit for factorsthat may
have been beyond its control — although no formal process existed for
approving such factors. Total ownership cost was difficult to measure, thus the
contractor wasgiven aneutral score, accordingto Coast Guard officials. Finally,
the contractor was rated “marginal” in customer satisfaction.

The Coast Guard hasmodified the award term eval uation criteriato be used
to determine whether to grant a further contract extension after the 43-month
period ends in January 2011. The new criteria incorporate more objective
measures.

o Whilethethreeoverall Deepwater program objectives (operational
effectiveness, total ownership costs, and customer satisfaction)
carried aweight of 100 percent under thefirst award term decision,
they will represent only about a third of the total weight for the
second award term decision. Thecriteriaincludeitemssuch asnew
operational effectiveness measures that will include an evaluation
of asset-level key performance parameters, such as endurance,
operating range, and detection range.

e The new award term criteria have de-emphasized measurement of
total ownership cost, concentratinginstead on cost control. Program
officials noted the difficulty of estimating ownership costsfar into
the future, while cost control can be measured objectively using
actual costs and earned value data. In 2004, we recommended that
the Coast Guard establish atotal ownership cost baselinethat could
be used to periodically measure whether the Deepwater
system-of-systems acquisition approach is providing the
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government with increased efficiencies compared to what it would
have cost without this approach. Our recommendation was
consistent with the cost baseline criteriaset forth in the Deepwater
program management plan. The Coast Guard agreed with the
recommendation at the time, but subsequently told us it does not
plan to implement it.

Establishing Criteria and Documenting Changes to the Baseline

Establishing asolid baseline against which to measure progressinlowering
total ownership cost is critical to holding the contractor accountable. The Coast
Guard' soriginal plan, set forthinthe Deepwater program management plan, was
to establish asitsbaselinethe dollar value of replacing assetsunder atraditional,
asset-by-asset approach asthe* upper limit for total ownership cost.” In practice,
the Coast Guard decided to use the systemsintegrator’ s estimated cost of $70.97
billion plus 10 percent (in fiscal year 2002 dollars) for the system-of-systems
approach as the baseline. In 2004, we recommended that the Coast Guard
establish criteriato determine when the total ownership cost baseline should be
adjusted and ensure that the reasons for any changes are documented.

Since then, the Coast Guard established a process that would require DHS
approval for adjustments to the total ownership cost baseline. The Deepwater
Program Executive Officer maintains authority to approve baseline revisions at
the asset or domain level. However, depending on the severity of the change,
these changes are also subject to review and approval by DHS. In November
2005, the Coast Guard increased thetotal ownership cost baseline against which
the contractor will be evaluated to $304 billion. Deepwater officials stated that
the adjustment was the result of incorporating the new homeland security
mission requirements and revising dollar estimates to a current year basis.
Although the Coast Guard is required to provide information to DHS on causal
factors and propose corrective action for abaseline breach of 8 percent or more,
the 8 percent threshol d has not been breached because the threshold is measured
against total program costs and not on an asset basis. For example, the decision
to stop the conversion of the 49 110-foot patrol boats after 8 hullsdid not exceed
the threshold; nor did the damages and schedule delay to the NSC attributed to
Hurricane Katrina. During our ongoing work, Coast Guard officials
acknowledged that only a catastrophic event would ever trigger a threshold
breach. According to a Coast Guard official, DHS approval is pending on
shifting the baseline agai nst which the systemsintegrator is measured to an asset
basis.

Limited Knowledge of Cost Control Achieved Through Competition

Our 2004 report also had recommendations rel ated to cost control through
the use of competition. We reported that, although competition among
subcontractors was a key mechanism for controlling costs, the Coast Guard had
neither measured the extent of competition among the suppliers of Deepwater
assets nor held the systems integrator accountable for taking steps to achieve
competition. As the two first-tier subcontractors to the systems integrator,
Lockheed Martin and Northrop Grumman have sole responsibility for
determining whether to provide the Deepwater assets themselves or hold
competitions— decisionscommonly referred to as* makeor buy.” Wenoted that
the Coast Guard' s hands-off approach to make-or-buy decisions and its failure
to assess the extent of competition raised questions about whether the
government would be able to control Deepwater program costs.
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The Coast Guard hastaken stepsto establish areporting requirement for the
systemsintegrator to provideinformation on competition on asemi-annual basis.
The systems integrator is to provide detailed plans, policies, and procedures
necessary to ensure proper monitoring, reporting, and control of its
subcontractors. Further, reports are to include total procurement activity, the
value of competitive procurements, and the subcontractors name and addresses.
The systems integrator provided the first competition report in October 2006.
However, becausethe report did not include thelevel of detail required by Coast
Guard guidelines, a Coast Guard official deemed that the extent of competition
could not bevalidated by theinformation provided and arequest was madeto the
systems integrator for more information. We will continue to assess the Coast
Guard's efforts to hold the systems integrator accountable for ensuring an
adequate degree of competition....

Performance and Design Problems Creating Operational Challenges

In addition to the overall management problems, there have been problems
with the performance and design of Deepwater patrol boats and its replacement
vessel, the FRC, that pose significant operational challengesfor the Coast Guard.

Performance Problems with the Converted 123-foot Patrol Boats

Between January 2001 and November 2006, numerous eventsled up to the
failure of the Coast Guard's bridging strategy to convert the legacy 110-foot
patrol boats into 123-foot patrol boats. In January 2001, an independent study
found that the 110-foot patrol boats based in south Floridaand Puerto Rico were
experiencing severe hull corrosion and that their structural integrity was
deteriorating rapidly. To addresstheseissues, the Coast Guard’ s original (2002)
Deepwater plan included astrategy to convert all 49 of the 110-foot patrol boats
into 123-foot patrol boats and to strengthen the hulls. Also, the plan was to
provideadditional capabilities, suchassternlaunchand recovery capabilitiesand
enhanced C4ISR. While Coast Guard originally planned to convert all 49 of its
110-foot patrol boatsto 123-foot patrol boats, it halted the patrol boat conversion
program after 8 boats because of continued deck cracking, hull buckling, and the
inability of these converted patrol boats to meet post-September 11, 2001
mission requirements. The Commandant then decided to remove these 8
converted boats from service on November 30, 2006 because of operational and
safety concerns.

The Coast Guard is taking actions to mitigate the operational impacts
resultingfromtheremoval of the 123-foot patrol boatsfromservice. Specificaly,
in recent testimony, the Commandant of the Coast Guard stated that Coast Guard
has taken the following actions:

e multi-crewing certain 110-foot patrol boats with crews from the
123-foot patrol boats that have been removed from service so that
patrol hours for these vessels can be increased;

e deploying other Coast Guard vesselsto assist in missionsformerly
performed by the 123-foot patrol boats; and

e securing permissionfromtheU.S. Navy to continue using 179-foot
cutters on loan from the Navy for an additional 5 years (these were
originally to be returned to the Navy in 2008) to supplement the
Coast Guard’s patrol craft.
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Design Problems with the Fast Response Cuitter

The FRC — which was intended as a long-term replacement for the legacy
110-foot patrol boats — has experienced design problems that have operational
implications. Aswe recently reported, the Coast Guard suspended design work
on the FRC due to design risks such as excessive weight and horsepower
requirements. Specifically, beginning in January 2005, Coast Guard engineers
raised concerns about the viability of the FRC design (which involved building
the FRC'’s hull, decks, and bulkheads out of composite materials rather than
steel). Then, in February 2006, the Coast Guard suspended FRC design work
after an independent design review by third-party consultants demonstrated,
among other things, that the FRC would be far heavier and less efficient than a
typical patrol boat of similar length, in part, because it would need four engines
to meet Coast Guard speed requirements.

To address the design problems and schedule delays that have occurred
with the FRC, the Coast Guard is proceeding with a “dual-path approach” for
acquiring new patrol boats. The first component of the dual-path approach isto
have the Deepwater systems integrator purchase a commercia off-the-shelf
patrol boat design that can be adapted for Coast Guard use. The purpose of
designing thefirst class of FRCsbased on an adaptation of apatrol boat already
onthe market isto expedite delivery. According to Coast Guard officials, unlike
the original plans, this FRC class is not expected to meet all performance
requirements originally specified, but isintended asaway to field an FRC more
quickly than would otherwise occur and that can, therefore, serve as an interim
replacement for the deteriorating fleet of 110-foot patrol boats.

The second component of the dual-path approach would be to completely
redesign an FRC to address the problems in the origina FRC design plans.
However, due to continuing questions about the feasibility of its planned
composite hull, the Coast Guard has delayed adecision about its devel opment or
acquisition until it receives results from a business case analysis comparing the
use of composite versus steel hulls., as well as a study by DHS's Science and
Technology Directorate on composite hull technology. Until recently, the Coast
Guard anticipated delivery of theredesigned FRCin2010. However, thedecision
to not request funding for this redesigned FRC in fiscal year 2008, and to await
the results of both studies before moving forward, will likely further delay
delivery of theredesigned FRC. Inregard to the suspension of FRC design work,
as of our June 2006 report, Coast Guard officials had not yet determined how
changesin the design and delivery date for the FRC would affect the operations
of the overall system-of-systems approach.**

4 Government Accountability Office, Coast Guard[:] Satus of Efforts to Improve
Deepwater Program Management and Address Operational Challenges, Satement of
Sephen L. Caldwell, Acting Director Homeland Security and Justice Issues, Testimony
Before the Subcommittee on Coast Guard and Maritime Transportation, Committee on
Transportation and Infrastructure, House of Representatives, GAO-07-575T, March 8,
2007. Seealso Government Accountability Office, Coast Guard[:] Coast Guard Effortsto
Improve Management and Address Operational Challenges in the Deepwater Program,
Satement of Stephen L. Caldwell, Acting Director Homeland Security and Justice I ssues,
Testimony Befor e the Subcommittee on Oceans, Atmosphere, Fisheries, and Coast Guard,
Committee on Commerce, Science and Transportation, U.S. Senate, GAO-07-460T,
February 14, 2007.
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Appendix C. DAU Quick Look Study, February 2007

The executive summary of the DAU “quick look” study on the Deepwater program?*
states:

The Defense Acquisition University (DAU) conducted a “quick look™ study of the United
States Coast Guard (USCG) Deepwater Program (DW) in October and November 2006
to provide findings and recommendations to the Program Executive Officer (PEQ)
Integrated Deepwater System (IDS) for improvement of program performance. The
study team reviewed program documentation and conducted interviews with government
and industry officials and staff. Preliminary findings and recommendations were
developed for the purpose of discussions with the PEO IDS and other USCG officials.

This report is a synthesis of the study team’s review and ensuing discussions with USCG
officials, including the USCG Agency Acquisition Executive (AAE). The team
experienced an extraordinary high level of cooperation and candor throughout the study
and during the follow-on discussions. The study team has reviewed a USCG plan titled a
Blue Print for Acquisition Reform that is comprehensive and responsive to the human
ccapital, organization, process and governance related findings and recommendations in
this report. The objective of the “Blue Print” is to establish the USCG as a model of
acquisition excellence in a mid-sized agency.

The USCG has consistently demonstrated the ability to successfully acquire and sustain
systems of moderate complexity and scope. The Integrated Deepwater System is an
acquisition program of significantly greater scope and complexity. The need to quickly
recapitalize the USCG with a portfolio of new capabilities led to the Systems of Systems
(So0S) acquisition strategy. The SoS strategy, however, required increased numbers of
acquisition personnel, significantly greater depth of major systems acquisition
management experience, and increased integration of USCG resources, oversight and
governance.

The significant events of 9/11 and realignment of the USCG under the Department of
Homeland Security (DHS) further increased the scope and complexity of USCG maritime
security missions. The extent of the changes needed in USCG acquisition competencies,
numbers of personnel, organizational structure, management, oversight, governance and
decision making are now recognized and addressed in the Blue Print for Acquisition
Reform. The sustained commitment of the Commandant and other USCG leadership will
be required to meet the challenge of a reform of this magnitude, concurrent with the
procurement of Deepwater, other new capabilities and sustainment of current capabilities.

Overarching findings and recommendations:

® The SoS strategy for recapitalization of the USCG had the potential to optimize
the acquisition of capabilities to meet a diverse portfolio of USCG missions and
minimize total ownership cost. A rigorous pre-acquisition study phase and full
and open competition resulted in award of a contract to Integrated Coast Guard

“2 Defense Acquisition University, Quick Look Study, United States Coast Guard Degpwater
Program, February 2007.
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Systems (ICGS), a joint venture involving operating units of Northrop Grumman
(NG) and Lockheed Martin (LM). The significant events of 9/11 and expanded
USCG missions arising from alignment under (DHS), challenged execution of the
DW acquisition strategy and the results have not been as planned. Primary causes
include:

o Requirements changes that were necessary to accommodate increased
missions, many after the completion of key systems engineering
milestones

Funding at levels below the contract negotiated with ICGS

o Contract structure that is inappropriate to the environment of changing
missions and requirements, and major systems integration

o Industry emphasis on work sharing among the joint venture partners that
has minimized the use of other US industry and existing USCG support
infrastructure

o Insufficient numbers of USCG acquisition personnel and insufficient
experience in major systems acquisition

o Lack of a management model and processes sufficient for the management
and oversight of the major systems acquisition environment of DW

These causes have significantly increased the risk of procuring the DW
capabilities required for USCG missions within the estimate of $24 billion. De-
scoping of requirements or adjustment to the budget is needed. The study team
recommends changes in acquisition strategy, contract structure and
management. In addition, changes in USCG governance, organization,
processes and acquisition workforce are recommended (and specifically
addressed in the Blue Print for Acquisition Reform.

The USCG does not now possess sufficient numbers of acquisition personnel or
the level of major systems acquisition experience needed to manage the DW and
other USCG acquisition programs. Major systems acquisition competency areas
that are in the greatest need of infusion of experience are program management,
contracting, and financial management (including earned value management and
cost estimating). A package of interrelated actions including reorganization,
additional acquisition personnel, training, and recruitment of acquisition
professionals across the spectrum of acquisition competencies is urgently needed.
Reorganization, for example, is necessary, but it will not be, of itself, sufficient
alone. The study team recommends a combination of human capital
initiatives: recruitment of personnel with significant major systems
acquisition experience; training and mentoring of existing personnel; and
establishment of policies and processes that place acquisition excellence and
the development of business competencies at a level equivalent to the value
the USCG places on operational excellence and experience.

A combination of factors, including requirements changes, funding at levels
inconsistent with the negotiated contract, and insufficient numbers and experience
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of acquisition personnel, have resulted in the use of Undefinitized Contract
Actions (UCAs) at an inappropriately high level. At one point, the level exceeded
one billion dollars. The study team recommends expedited negotiation of
UCAs to eliminate the backlog and to increase pressure on the contractor to
manage costs. A rigorous review and approval process for future UCAs is
also recommended.

° An integrated logistics support strategy that is inclusive of capabilities being
procured through DW and other USCG programs is needed The limited level of
integration of DW and the engineering and logistics support infrastructure of
USCG has inhibited logistics planning. The level and apportionment of
appropriations for DW has required the USCG, at times, to decide between
procurement of urgently needed capabilities and the initial support for those
capabilities. Flexibility to reallocate funds during execution has been limited by a
restrictive below threshold reprogramming authority (as compared to the
Department of Defense (DoD)). The roles and responsibilities of ICGS as
compared to the existing USCG support infrastructure need to be rationalized, and
business case analysis adopted as a practice. The study team recommends a
combination of actions: develop a policy to rationalize the role of systems
integrators and USCG organic capabilities; an integrated support strategy
reflecting DW and other USCG acquisition programs; a legislative initiative
(coordinated with DHS) to provide greater flexibility in the reprogramming
of funds during execution; and actions to ensure adequate logistics support of
the introduction of the Maritime Patrol Aircraft (MPA) and the first
National Security Cutter (NSC).

e Significant improvements in major systems financial management processes and
workforce experience are needed. Factors such as the significant number of
requirements changes, funding at levels below those planned, and insufficient
numbers and experience of acquisition personnel have made it difficult to
maintain an authoritative DW life cycle cost estimate. The study team also noted
that independent cost estimates are not routinely developed in the USCG.

Drawing upon its DoD experience, the study team believes that government and
industry are incentivized to underestimate the cost of new systems and their
support. The business of defense is serious and there are numerous incentives to
be optimistic when scoping and estimating the cost of new capabilities. As a
balance, major systems acquisition management processes have developed,
including independent cost estimates. The study team recommends immediate
action to update the DW cost estimate, an independent cost estimate of the
program, and policy to require independent cost estimates of major changes.
Until then, there should be low confidence that the DW program will be acquired
and supported within the current budget.

During the study and follow-on discussions with USCG officials, the team noted
significant actions being taken to improve the performance of DW and other USCG
acquisition programs and support. Actions resulting from the Commandant’s written
orders are now codified in an integrated plan to reform USCG acquisition. With respect
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to Deepwater, actions taken subsequent to the study team’s preliminary findings and
recommendations include:-

The Commandant and AAE have initiated discussions with the Chief Executive
Officers of NG and LM to examine the government/industry relationship with the
aim of reframing the contractual relationship in the light of lessons learned over
the last five years

PEQ IDS has initiated actions to improve acquisition and logistics planning and
execution, including reduction of the backlog of UCAs

Alternative acquisition plans have been developed and forwarded to the
Department of Homeland Security (DHS) to accelerate the acquisition of selected
critical operational capabilities

In collaboration with the Assistant Commandant for Acquisition, the PEO has
defined a structure and plan to integrate acquisition functions of DW and other
USCG acquisition programs (consistent with the Blue Print for Acquisition
Reform)

The PEO has collaborated with the Acquisition Directorate to conduct business
case analyses to support DW decisions

The PEO has identified initial increases in acquisition workforce to DHS

The PEO has expanded the involvement of CG-4 engineering and logistics
professionals involved in DW, in collaboration with the Assistant Commandant,
Logistics and Engineering

The PEO has collaborated with the Assistant Commandant for Command,
Control, Communications, Computers and Information Technology (C4-IT) to
review and ensure alignment of DW C4ISR to the USCG C4-IT architecture and
DW C4ISR affordability
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Appendix D. Coast Guard Testimony

June 12, 2007, Testimony

At a June 12, 2007, hearing before the Coast Guard and Maritime Transportation
subcommittee of the House Transportation and Infrastructure Committee, the Commandant
of the Coast Guard testified in part:

Forward Momentum

As part of our discussion about the progress we' re making in Deepwater,
I'd like to take a moment to highlight some significant recent milestones we've
achieved.

When | appeared before you in January | acknowledged the recent arrival
inthe U.S. of thefirst new HC-144A CASA Maritime Patrol Aircraft. We have
since seen the second aircraft arrive and anticipate the third to follow shortly.
Thefirst two aircraft are currently undergoing installation and testing of mission
sensor and communications pallets at the Coast Guard Aviation Repair & Supply
Center in Elizabeth City, N.C. The fourth and fifth aircraft are under
construction. Additionally, we awarded contracts for the sixth, seventh and
eighth aircraft with acost savings of $900,000 per aircraft, compared to the cost
of the first five. Meanwhile, the first of six new, more capable HC-130J long
range search aircraft is undergoing upgrade modifications and the existing fleet
of HC-130H aircraft is being modernized as part of the Deepwater program.

In fact, a recently upgraded HC-130H, stationed in Clearwater, Fla,
recently demonstrated the capabilities of newly-installed Deepwater equipment.
On the night of April 11, 2007, Coast guard crews were called on to rescue the
crew of an overturned vessel, the Paradox. Using the new DF-430 multi-mission
direction finder, the crew aboard an HC-130H was able to locate the Paradox’ s
radio beacon and follow the signal to the stricken boat. Oncetheaircrew located
thevessel, an HH-60J helicopter was vectored to pick up the stranded passengers
and crew. It’ssignificant to note that aircrews flying alegacy HU-25 Guardian
in previous sorties had been unable to detect the radio beacon. The new
equipment installed on the HC-130H provided greater sensor capahility, at a
greater range, and made that rescue possible.

Thesefixed-wing projectsarealarge portion of the Degpwater program and
have been extremely successful in terms of both schedule and cost. | am very
satisfied with these projectsand | ook forward to theimmenseval uethese aircraft
will bring to our fleet.

The conversion of our HH-65 Dol phin helicopters has al so been extremely
successful. In March we marked a major milestone when all Coast Guard air
stations with the HH-65 began flying the Deepwater-upgraded “C” model. The
re-engining of thesehelicoptersprovides40 percent morelift capability, allowing
flight crews to lift more weight, stay aloft almost twice aslong, and hoist twice
as many survivors asthe “B” model during rescue operations. We just reached
another milestoneinthisproject when wedelivered the 84th re-engined HH-65C
to thefleet on May 16-on cost and more than amonth ahead of schedule. Infact,
as of May 31, 86 aircraft have been delivered on cost and ahead of schedule.
These helicopters have aready proven their value as they support search and
rescue missions around the fleet, including a daring high-altitude rescue of an
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injured 64-year-old man in Washington State just last month. That mountain
hoist, at 7,000 feet, was the highest altitude rescue ever achieved by the Coast
Guard and was made possible by the greater lift capacity of Deepwater-upgraded
engines.

In addition to the successful re-engining of these HH-65C helicopters, we
are also upgrading our HH-60 fleet under the Deepwater program. The first
airframe began the conversion process in January 2007 and is expected to
complete conversion to the HH-60T prototype later thismonth. The conversion
will replace 1970 s-era equipment and sensors with updated technology to
provide increased capabilities for the wide range of missions the helicopter is
expected to perform. Specifically, these aircraft are being outfitted with anew
state-of-the-art cockpit with high-tech equipment, enhanced radar and optical
sensors, upgraded engines, and an airborne use of force packageto provide more
firepower and protection from small arms fire.

Another important milestone was achieved this spring under the
Deepwater-funded Mission Effectiveness Project (M EP) for legacy cutters. This
project is designed to provide maintenance and upgrades to improve reliability
and enable legacy cuttersto remain in service until replaced by new Deepwater
cutters. On April 26, 2007, the cutter Tybee, thefirst 110-foot Island Classpatrol
boat to complete the year-long MEP, re-entered the fleet after avery successful
refurbishment process.

This spring also saw some exciting progress in our C4ISR (command,
control, communications, computers, intelligence, surveillance, and
reconnaissance) projects. In March, we opened our new shipboard systems
training facility at the Coast Guard Training Center in Petaluma, Calif. This
facility is equipped with state-of-the-art simulators, radars and electronics
equipment to train Coast Guard crews assigned to new Deepwater cutters. And,
the facility is being used to train both Coast Guard and U.S. Navy personnel on
common C4ISR systems.

Deepwater upgrades to legacy cutters are also contributing to mission
success. In March 2007, Sherman executed the largest drug bust in the Coast
Guard's history — 19.5 metric tons of cocaine. Using its newly-installed
Automated Identification System (AlS), the Sherman was able to identify the
suspect vessel, Gatun, while sorting dozens of other vessels near the busy
approaches to the Panama Canal. Deepwater C41SR upgrades also allowed the
Sherman to remain covert whiletracking the Gatun from 17 milesaway, over the
horizon. And, during the execution of the bust, the cutter was able to
simultaneously communicate critical information via SIPRNET, upload and
receivelargefiles, and receive unclassified messagetraffic. Ironically, theU.S.
Navy has had these toolsfor decades. 1t’s only through the Deepwater program
that they are now available for use on our Coast Guard assets.

Unified Acquisition

These successes notwithstanding, any acquisition of thissizewill continue
to face challenges. As we move forward we must position ourselves to
successfully manage those challenges, rather than let the challenges manage us.
In January | told you we needed to make someimportant changes. We are doing
just that.
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Four months ago we talked about how acquisition success is dependant
upon the proper organizational structure and alignment within our acquisition
community. At that time we were aready plotting a course to achieve that
alignment. Sincethen, we havetaken concrete stepsto bring together previously
disconnected entitieswithin our acquisition community to gain Synergiesamong
expertsin critical fields.

In April, the first elements of an all-new, consolidated acquisition
directorate began coming together, organizationally and geographically. The
initial operation of this new directorate will begin officially on July 13. Aspart
of thisconsolidation, the Acquisition Directorate, the Deepwater Program Office,
the Office of Procurement Management, the Office of Research, Development,
and Technical Management, the Research and Development Center, and the
Head Contracting Authority are being brought together under oneroof, led by an
assistant commandant for acquisition. This meansthat wewill be better ableto
allocate our contracting and acquisition professional's and resourcesto focus on
excellence in program management and execution. We expect this to create
efficiencies and more consistent and coherent processes, leading ultimately to a
more effective acquisition organization when it reaches full staffing and
capability in 2009. Aswe transition to 2009, we are undertaking major efforts
toanayzeworkforcerequirements, fill critical positionsand ensurethat program
managers and contracting officers are appropriately trained and certified
following the course charted in our Blueprint for Acquisition Reform.

We've aso redefined the role of the Coast Guard's chief engineer as the
lead technical authority for all designs and design changesand to the operational
community for definition of asset performance requirements. This means that
proj ect and program managers, aswell as associated contracting and acquisition
professionals, have adirect link back to our technical and operational expertsto
ensurethat designs meet requirementsand will enablemission execution. We're
also further defining the role of the Coast Guard’ s chief information officer as
the technical expert for al C41SR systems and equipment.

One of our goasthrough all of thisisto make the Coast Guard amodel for
mid-size federal agency acquisition and procurement organizations. The new
acquisition organization will align with the Department of Homeland Security’s
procurement organization, improve the efficiency of our human capital, provide
opportunitiesfor enhanced professional devel opment and succession, and ensure
the success of our acquisition managers. The bottom lineis: this consolidation
will enablethe Coast Guard to perform more effective program management and
provide more effective oversight by bringing together the expertise,
collaboration, coordination, and synergies formerly divided between two
directorates.

Thisnewly aligned acquisition organi zation isenabling the Coast Guard to
take many of the steps that this Subcommittee, the Government Accountability
Office (GAQ), the DHS Office of Inspector General (OIG), the Defense
Acquisition University (DAU), and others have recommended. As I've said
before, we benefit from the oversight these organizations provide and we are
prudently implementing recommendations where appropriate to ensure greater
acquisition success in the future.

One challenge the Coast Guard isfacing, however, isthe excessive burden
placed on our limited staff in compl eting required, but often duplicative, external
reports. Thesereports, whilecritical to preserving transparency withinthe major
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systemsacquisition process, often requiretheredirection of effort fromimportant
program management functions. | would like to work with you to develop
consolidated acquisition oversight reports, thereby reducing the often redundant
nature of these varied reports aswell as providing you with the information you
need. Consolidated reportswill better servethe Coast Guard, you, the Congress,
and the Nation.

Asl committed to youin January, transparency to our stakeholdersremains
one of my top priorities. | was pleased to note the DHS OIG's recent
acknowledgment of my staff’ s positive cooperation with its efforts. That level
of cooperation will be the rule under my watch.

Better Business Practices

When | appeared beforeyou in January | described afrank meeting I’ d had
with the Chief Executive Officers of Northrop Grumman and L ockheed Martin
wherewe discussed how to set Deepwater on acoursefor future success. At that
meeting, we agreed to meet regularly to ensurethat real change wasachieved and
that issues could be effectively resolved.

| subsequently reached agreement with industry on six fundamental
management principles that we have already begun implementing. These
principleswill ensurethe government’ sinterestsare fully and fairly achievedin
acquiring and fielding assets and capabilities being developed and produced
under the Integrated Deepwater System. These principles will guide us as we
seek to obtain the best value for the government through robust competition and
vigilant contract oversight and management.

Working together with industry, the Coast Guard will make the following
six fundamental changes to improve Deepwater program management:

— The Coast Guard will assume the lead role as systems integrator for all
Deepwater asset acquisitions, aswell asother major acquisitions as appropriate.

— TheCoast Guard will takefull responsibility for |eading management of all
life cycle logistics functions within Deepwater.

— The Coast Guard will expand therole of the American Bureau of Shipping
(or other third-parties as appropriate) for Deepwater vessels.

— The Coast Guard will work collaboratively with ICGS to identify and
implement an expeditious resolution to al outstanding issues regarding thefirst
two National Security Cutters.

— The Coast Guard will consider placing contract responsibilities for
continued production of an asset class (on acase-by-case basis) directly withthe
prime vendor consistent with competition requirementsif: (1) such isdeemed to
be in the best interest of the government and (2) only after we verify lead asset
performance compared with established mission regquirements.

— Finally, I will meet no less than quarterly with my counterparts from
industry until any and all Deepwater program issues are fully resolved.

Last month we met again, this time in Pascagoula, Miss., and also toured
together the National Security Cutter. During this meeting, we focused on
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devel oping arobust integrated schedul e and on reaching an agreement for NSC' s
#1-#3 through the consolidated contracting action.

These changes in program management and oversight going forward will
change the course of Deepwater. By redefining our roles and responsibilities,
redefining our relationships with our industry partners, and redefining how we
assessthesuccessof government and industry management and performance, the
Deepwater program of tomorrow will be fundamentally better than the
Deepwater program of today.

Asanother example of steps taken to strengthen government management
and oversight of the Deepwater program, to better position the Coast Guard to
fully oversee the contractor and to effectively adjudicate technical concernswe
have mandated that all Integrated Product Teams (IPT) be chaired by an officer
or employee of the Coast Guard. That change happened in March 2007.
Previously, our IPTs were chaired by representatives from Integrated Coast
Guard Systems (ICGS). Additionally, al IPT chartershave been re-examinedto
determinewhere other changesmight be madeif needed. Coast Guard leadership
of IPTs means we are better able to resolve non-major technical concerns or,
where concerns persit, raise them to appropriate management and contracting
levels for adjudication.

Change within Deepwater and our acquisition community required us to
take a hard look at our workforce needs moving forward. Deepwater was
initially envisioned and developed as a way to acquire needed assets while
maintaining minimal government program management staff. Five years later,
we know that method didn’t deliver the results we wanted. So, to support the
Coast Guard taking on more appropriate program and contract management
responsibilities, we are keenly focused on building out our workforceto achieve
required bench depth in such professional areas as program management,
systems engineering, cost estimating, and contracting. | appreciate the support
this Subcommittee has provided with this. Asadirect result of that support, and
with special authorities approved by DHS, we are creating a corps of
professionals with required experience to compliment our existing dedicated
contracting and acquisition staffs.

In April | announced that the Coast Guard will assume the lead role as
systems integrator for the entire Deepwater program-arole previously held by
ICGS. | want to be clear that this transition will not happen in an instant. But,
as we continue to expand organic capabilities and expertise, we'll gradually
phase out the role of a private-sector lead systems integrator. Critical to this
effort is the staffing flexibility afforded to me by a consolidated personnel
account, which provides the ability to put the right people in the right job.
Currently, all salaries, benefits, and support for the military and civilian
personnel who administer Acquisition, Construction and Improvement (AC&I)
contractsarefunded by the AC& | appropriation, whereas 97 percent of the Coast
Guard' s personnel is funded from the Operating Expenses (OE) appropriation.
Consolidating these will allow the Coast Guard to maximize efficiencies and
leverage potential synergies in acquisition oversight, as well as increase the
Coast Guard’'s ahility to surge personnel to AC&I-related positions as
appropriated project funding levels fluctuate.

As the system integrator, we may still need or choose to utilize ICGS, or
any other private or government entity - such as NAVSEA or NAVAIR - to
perform specific management, engineering and system integration functionsfor
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whichthey arebest suited. | have personally met with the Secretary of the Navy,
Chief of Naval Operations and the Commander of the Naval Sea Systems
Command. We have an outstanding working relationship.

As the Coast Guard continues to shoulder additional systems integrator
responsibilities we will examine changing workforce requirements. In fact, we
have commissioned an independent, third-party assessment, to be completed this
fall, to examine our current and future human capital needs under the new
acquisitiondirectorate. Wewill focusfutureplanning, recruitment, retentionand
training efforts based on the findings of that assessment.

Added program management staff has also allowed us to establish
proceduresfor more effectively responding to contractor requestsfor deviations
and waivers. The very nature of a request for deviation or waiver demands
intense government scrutiny of the request and consideration of any possible
consequences to mission execution and crew safety. To enable this type of
timely action, we' ve devel oped anew review processfor thesetypesof requests.
Under this process, and before any request is approved, that request must be
reviewed in detail by aboard of technical experts and contracting officers based
on pre-determined guidelines. Under this procedure, the entire request for
deviation or waiver processwill bethoroughly documented, fromthe submission
of the request by the contractor through the expert review to the decision of the
Coast Guard regarding whether to grant therequest. Thiswill help to ensurethat
each asset system meets or exceeds performance requirements.

We' vealso determined that the Coast Guard will use the American Bureau
of Shipping (ABS) to certify that Deepwater vessels meet High Speed Naval
Craft (HSNC) and Naval Vessel rulesas appropriate. Infact, we'retaking steps
now to ensure that this certification isincluded in the acquisition of the B-Class
Fast Response Cutter, currently in the Request for Proposal process. By
establishing acertification expectation for thisand future vessels, we can ensure
that equipment and assets meet requirements and that standards are enforced
consistently and independently.

We continued to reaffirm our commitment to third-party reviews as tools
of effective program management. Our recently commissioned assessment of
human capital needsis only one such review that will enable informed program
management decisions. In January, | al so noted the comprehensive business case
analysisand technol ogy readiness assessments conducted for the composite-hull
Fast Response Cutter design (also called FRC A-Class).

Based on findingsin that review, we have taken a step back and refocused
our immediate patrol boat efforts toward our “parent craft” replacement patrol
boat (FRC B-Class). In January, we had anticipated receiving adesign proposal
for the replacement patrol boat from ICGS by the end of March. But, in
mid-March, after being briefed by ICGS on its progress, we determined that it
wasinthe best interest of the government to procure the FRC B-Class outside of
the ICGS construct. A number of considerations led to this determination, one
of which was the importance of full and open competition in the procurement.

WEe' re a so conducting an independent review of the Deepwater program’s
Vertical Launch and Recovery Unmanned Aerial Vehicle (VUAV) through our
Research and Development Center (R& D) and the Center for Naval Analysis.
Thefirst phase of thismulti-phased review examined thetechnol ogy required for
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both the Eagle Eye (targeted for the Deepwater program) and the Fire Scout
(being developed for the U.S. Navy). It found that the technology needed for
either platformisnot mature enough to warrant full-rate production. Thesecond
phase of the R&D study is examining alternate methods of achieving the
surveillance and reconnaissance capabilities required from the VUAV. We will
make a determination about future procurement of a UAV in Deepwater based
on those findings. And we will continue to monitor DHS and DoD efforts for
potential opportunitiesto align in the future.

We're a'so currently negotiating the modified Deepwater contract for the
first award term. While the new award term does establish ICGS as a possible
sole-source option, it does not obligate the government nor guarantee award of
any work to ICGS. This new contract will be a change in direction
demonstrating the Coast Guard is in charge of the Deepwater program and is
making all decisions. The scope of the new award term contract is fully
one-third less than the original base contract. The Coast Guard isgoingtobea
smart buyer, only moving forward on a product line after a first article asset
success.

Under the new award term, each contract task or delivery order will be
negotiated and awarded based on best valuefor the government. The new award
term of 43-months begins June 25, 2007, with afocus on the first 18 months of
theterm. After that 18-month period, we'll review contractor performance and
determine whether to award any additional delivery task orders from that point
forward. We've also strengthened award term criteria, making them more
objective and placing the focus of determination more appropriately on cost
control, operational effectiveness, competition, program management and
execution, and logistics.

Addressing the Past

I’d like to take just a moment to address past challenges that continue to
merit our attention and require further resolution.

First: the question of our 123-foot patrol boats. On April 17, 2007 |
announced my decision to permanently decommission these eight cutters dueto
ongoing structural issues following their extension from 110-foot boats. Since
last fall when | suspended the 123s from service, we have had a team of legal,
engineering, and contracting experts reviewing documents and designs to
recommend possible actions to recoup government costs incurred as aresult of
the loss of these hulls. Multiple studies and extensive analysis conducted by
Coast Guard engineersand third-party naval architectsand marineengineersover
the last several months collectively establish that the failures were directly
related to ICGS design flaws for the 123" conversion effort. On May 17, 2007
weissued aletter to ICGS in accordance with Federal Acquisition Regulations
(FAR) revoking acceptance of al eight cutters due to hull buckling and shaft
alignment issues. We have not yet determined the amount of damages due the
government from ICGS but will provide a payment letter to ICGS once that
determination ismade. Additionally, we anticipate being ableto recoup residual
value from significant equipment on the cutters, such as the eight Short Range
Prosecutors, 16 Paxman engines and other equi pment.

Recent statements in testimony before this Subcommittee and in the press
suggest that the Coast Guard’ s handling of classified information is suspect or
worse. | want to state for the record that to the best of my knowledge there was
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no compromise of classified information related to the 123-foot patrol boats. All
TEMPEST requirements were met following Department of Defense processes
andwithindependent verification and validation fromthe U.S. Navy’ sSpaceand
Naval Warfare Systems Command (SPAWAR). These processes have been
devel oped toidentify and addresspotential vulnerabilitiesprior to asystembeing
authorized to handle any classified information, and we used these processes
effectively to do just that. Our nation’s secure information posture is
aggressively overseen by the National Security Agency, the DefenseInformation
Systems Agency, the Joint Task Force for Global Network Operations and the
Director of National Intelligence. Our partnership with each of these entitiesis
a great source of pride for the Coast Guard and had any of these agencies
detected a compromise we would have been informed. With regard to the
National Security Cutter, theonly differencein thetesting processisthat wewill
addressit earlier in the ship’ sconstruction and delivery process based on lessons
learned.

Moving to the National Security Cutter, under the recommendation from
our technical authority we've identified an engineering solution to address
fatigue concerns with the hull. We are 100 percent confident that this
engineering solution will eliminate fatigue concerns. Asl discussed in January,
the issue here has always been a question of fatigue life over the course of the
cutter’ s 30-year servicelife. | want to reiterate: there has never been aquestion
of safety related to the ship’s structure, nor have we ever anticipated any
operational restrictions. We simply felt, after analysis of the design, that some
modifications were needed to ensure the fatigue life reached 30 years. These
modificationswill beretrofitted to thefirst and second NSC. Thedesign fix for
the remaining six NSCs will be incorporated during initial construction.

We're also actively working with industry on a consolidated contracting
action to resolve all outstanding contract issues related to the National Security
Cutter. Thisincludes industry’s Request for Equitable Adjustment (REA) and
post-9/11 design changes to the NSCs. | assure you that during these
negotiations we are taking avery hard look at whether an REA iswarranted and
what limits should be placed on it. This includes demanding that industry
provide very precise justifications for each aspect of its requests. The Coast
Guard' s shipbuilding team is better prepared than ever before to successfully
handleacontracting issueof thissize. Theobjectiveof the consolidated contract
action is to contractually agree to the final cost of the first three NSCs and to
place NSC 3 on contract in order to continue this vital production line. Any
break in production of aproject with thislevel of complexity drives cost higher.

The Coast Guard’'s shipbuilding programs are facing the same
well-documented challenges that the U.S. Navy is experiencing. A diminishing
industrial base along with continuing Hurricane Katrina impacts are real cost
drivers. In spite of these challenges, the first NSC, CGC Bertholf, continues to
make impressive progress. As an example, we recently lit off the electrical
generatorson board. Thisisatremendous milestone aswedriveour teamtotake
the Bertholf to seathisyear. The Bertholf, isthe best “first-in-class’ cutter ever
built for the Coast Guard. The Chairman and | toured her recently. If any onthis
Subcommittee doubt the ability of this ship to meet our requirementsfor mission
execution and crew safety, | invite you to join me for a walk of her decks
yourselves.
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Next Six Months

The next six months will show some very significant progress and the
realization of tremendous milestones for the Coast Guard and Deepwater.

In the next few weeks we' Il release the Request for Proposal (RFP) for the
replacement patrol boat (FRC B-Class). We anticipate that the contract for this
cutter will be awarded in the second quarter of FY 2008, following full and open
competition, with lead ship delivery in FY 2010.

As | mentioned earlier, later this month we'll finalize negotiations and
award the contract for the first award term. This contract will establish even
more rigorous evaluation criteria and will hold the contractor accountable for
work performed under the contract.

On July 13 we'll stand up the newly aligned acquisition directorate under
the command of an assistant commandant for acquisition. Rear Admiral Gary
Blore, who has superbly led Deepwater through thisyear of change, will assume
the role as Chief Acquisition Officer and assistant commandant for acquisition
for the Coast Guard. The Program Executive Officer for Deepwater will be
retained within the new organization; | have asked Rear Admiral Ron Rabago,
an engineer, former commanding officer of the Coast Guard Y ard and technical
expert on naval engineering issues, to take the helm there.

And we anticipate we'll finish our negotiations in July as part of the
consolidated contract action for outstanding issues with the National Security
Cutter. Thiswill allow usto moveforward, confident of cost and with the ability
to negotiate and award contracts for future hulls.

We expect to accept the first fully mission-ready HC-130J this fall
following a very successful missionization process that began last December.®

May 17, 2007, Testimony

At a May 17, 2007, joint hearing before the Border, Maritime, and Global
Counterterrorism subcommittee and the Management, Investigations, and Oversight
subcommittee of the House Homeland Security Committee, the Coast Guard testified in
part:

Past as Prologue

Before | discuss the current state of Deepwater and the program’s way
ahead, | ask you to bear with me briefly to consider how we got here. By the mid
1990s, most of our ships and aircraft were approaching the end of their service
lives. Our cutter fleet wasthen, and remains, one of the oldest among theworld' s
naval fleets. Some of our cutters are old enough to be eligible for Social
Security! In light of alooming aviation and surface fleet block obsolescence, it

3 Department of Homeland Security, U.S. Coast Guard, Statement of Admiral Thad W.
Allen, Commandant, on Deepwater: 120-Days L ater, Before the Subcommittee on Coast
Guad & Maritime Transportation, Committee on Transportation & Infrastructure, U.S.
House of Representatives, June 12, 2007: pp. 2-11.
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wasn’t sensible to attempt piecemeal, one-for-one replacement of each class of
assets. We also didn’t have the capacity in the late 1990’ s to manage that many
projectsin parallel.

Because of these anticipated challenges, we knew an innovative approach
was required. And because maritime threats were evolvingin the post-Cold War
environment in which Deepwater was conceived, we knew expectations for
maritime security were changing aswell, so our asset mix would need to support
these dynamic regquirements. We determined, therefore, that it would be most
cost effective and efficient to acquire a wholly-integrated system of ships,
aircraft, sensors and communications systems, or, as it is commonly called, a
“system of systems’. Theideais based on the concept that the whole is greater
than the sum of its parts; all elements combine to generate greater capabilities
acrossthe entire system. Given that, our goal isnot to replace ships, aircraft, and
sensors with more ships, aircraft, and sensors, but to provide the Coast Guard
with the functional capabilities required to safely achieve mission success.

This wholly-integrated acquisition strategy called for progressive
modernization, conversion and recapitalization using a mix of new and legacy
assets, replacing those that are obsolete, while upgrading existing ones until a
new fleet is acquired. This complex strategy, and the fact that the Coast Guard
had not built a ship the size of the National Security Cutter for more than three
decades, drove our decision to engage the services of a commercial systems
integrator with proven technical expertise in the acquisition of large systems.
Following arigorous, multipleyear selection process, theresult was our contract
with Integrated Coast Guard Systems (ICGS), ajoint venture of L ockheed Martin
and Northrop Grumman.

Adding to the program’s complexity was adoption of an innovative
performance-based acquisition strategy. Compared to moretraditional methods,
performance-based acquisitionisdesigned to promoteinnovation and spread risk
more evenly between government and industry.

Following nearly ten yearsof planning, beginningin 1993, the Coast Guard
moved toward contract award believing that we had addressed many of the
concernslikely toarisefromthistransformational acquisitionstrategy. However,
like most Americans, we never expected the larger challenge that lay ahead for
the Coast Guard and the nation in the wake of the terrorist attacks of September
11, 2001. Following the Service's transfer to the Department of Homeland
Security in March 2003, we conducted a Performance Gap Analysis, drafted a
new Mission Needs Statement, and developed a revised, post-September 11th
Implementation Plan to ensure Deepwater capabilities would support new
mission sets assigned to the Coast Guard. All of these steps were carried out in
full consultation with the Administration and Congress. As Deepwater
requirements were expanded in the post-September 11" environment, the
program’ s timeline expanded and its overall projected cost increased from $17
to $24 hillion.

Wherewe are Today in Deepwater

Last month, | completed my first year at the helm of the largest acquisition
program in Coast Guard history. Five yearsinto this 25 year acquisition we' ve
achieved many successes, but also faced daunting challenges — and indeed
learned some lessons the hard way — but | assure you that education has not
been wasted. Asaresult of those lessons|earned and with the full support of the
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Commandant and the Department of Homeland Security (DHS), we are taking
aggressive action every day to strengthen program management and execution
and to ensure past mistakes will not be repeated.

While acknowledging that we need to learn from past mistakes, we also
need to leverage off the positive experience of significant recent
accomplishments. Deepwater assets are in the fleet today, contributing to the
successful execution of an array of Coast Guard missions.

Phase 1 of our three-phase conversion of our workhorse helicopter, the
HHB5, is on schedule. As of the end of March, al air stations with HH-65
Dolphin helicopters are now flying the “C” model with new Turbomeca Arriel
2C2 engines and upgraded gearboxes, installed as part of our legacy asset
modernization program. With a40 percent power increaseand greater reliability,
the HH-65C hasre-established itself asthe deployable mainstay of our helicopter
fleet and played an invaluable part during the Coast Guard's response to
HurricaneKatrina. And, just last July, ahiker inthe Olympic National Forest fell
down the side of a mountain and owes his life to a daring rescue by a
well-trained Coast Guard aircrew, flying a newly delivered HH-65C helicopter
— recently re-engined as part of the Deepwater program. That rescue would not
have been possible without Deepwater.

We have also recently marked crucial shore-based facility milestones.
During a ribbon cutting ceremony on March 14, a new Deepwater training
facility was dedicated at the Coast Guard’ straining center in Petaluma, CA. The
facility houseshigh-tech shipboard operation s mul atorsand state-of -the-art radar
and electronics systems and will provide critica command, control,
communications, computers, intelligence, surveillance, and reconnaissance
(C4ISR) training for Coast Guard and U.S. Navy crews. And, the Coast Guard
Communications Area Master Station Atlantic (CAMSLANT) in Chesapeake,
VA is being remodeled and upgraded to support Deepwater’s interoperable
systems. Specifically, the 22-year old building is being outfitted with High
Frequency Automatic Link Establishment (HF-ALE) systems, Automatic
Identification Systems (AlS), and a Global Positioning System/Differentia
Global Positioning System (GPS/DGPS). Thisnew Deepwater-funded equi pment
will allow CAMSLANT to execute its core mission to maintain and deploy
contingency communications and provide command and control support for
disaster recovery, special operations, and other emergencies.

Also in late March, the crew of CGC SHERMAN made use of
Deepwater-enhanced command and control capabilitieswhile seizing morethan
42,000 tons of cocaine fromthe Motor Vessel GATUN off the coast of Panama.
SHERMAN's commanding officer noted that this largest bust in Coast Guard
history would not have been possible before the service's high- and
medium-endurance cutters were equipped with Deepwater-provided upgraded
tracking capabilities and the ability to communicate securely over great
distances, which was provided by Deepwater.

On April 26, 2007, the first 110-foot Island Class patrol boat to enter the
Deepwater-funded Mission EffectivenessProject (MEP) — CGC TY BEE—was
returned to the fleet following a very successful year-long MEP process. This
proj ect includes refurbishing and replacing aging and obsol ete equipment on the
shipsand isimproving operational effectivenessacrossthefleet. Thegoa of the
MEP is to maintain effective missions for legacy cutters and patrol boats until
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those vessels can be replaced by new and more capable Deepwater assets such
as the Offshore Patrol Cutter (OPC) and the Fast Response Cutter (FRC).

Thisisan exciting time, with two National Security Cutters (NSC) under
construction in Mississippi and HC-144A maritime patrol aircraft Nos. 1 and 2
— thefirst new aviation assets acquired under Deepwater — being missionized
at the Aviation Repair & Supply Center in North Carolina. Aircraft No. 3 is
expected to be delivered for missionization later this year and Nos. 4 and 5 are
already in production. Aircraft Nos. 4 and 5 were contracted for in January 2007
at acost of approx. $34.89 million per aircraft. Earlier thismonth, we put aircraft
Nos. 6 thru 8 on contract, at a price of approx. $33.99 million per aircraft. This
isacost reduction of almost $900,000 per aircraft between Nos. 4 and 5 and Nos.
6 thru 8. These are but afew examples of the program’s progress and results.

Thesemilestonesand successesjust begintoillustratethetremendousneed
for Deepwater. As Deepwater’ s system of assets continue to be delivered, we'll
meet or exceed not just capability requirements, but patrol and response capacity
needs aswell....

Room for Reflection

Asl indicated earlier, we arecommitted to benefiting fromlessons|earned.
Obviously, one areawherewe are very disappointed isthe 123-foot patrol boats.
Based on initial budget constraints, the conversion of these cutters was planned
as a bridging strategy until we could deliver the more capable Fast Response
Cutter (FRC). The decision to proceed with these conversions was based on
consideration of limited resources, a growing gap in patrol boat hours, and
identified risk associated with the conversion design. At thetime, the conversion
was seen as the lowest risk option given available resources and operationa
reguirements.

But, early hull deformation led the Coast Guard to re-examine the plan for
the 123-foot patrol boats and halt conversionsin May 2005 at just eight hulls,
instead of 46 as originaly planned. When repeated efforts to repair the hulls
proved unsuccessful and even moresignificant structural problemssurfaced, last
November Admiral Allen suspended operation of the cutters until a
comprehensive engineering solution was identified. When a feasible solution
couldn’t befound, the Commandant announced hisdecision last month that these
eight cutters will be permanently decommissioned. As the Program Executive
Officer for Deepwater, | have worked with the Commandant, DHS OIG, GAO,
and thisCongressto ensurethat adequate managerial and oversight changeshave
been madein thisacquisition programto prevent fal sestarts, such asthe 123-foot
patrol boat program, from being repeated.

I’d also like to take just a moment to discuss the National Security Cutter
(NSC). The Inspector General reported his findings earlier this year from an
audit of the NSC earlier this year. That report highlighted concerns with our
approach to potential fatigue structural integrity issues with the NSC hull. The
issue here, which we have communicated to the DHS OIG and which we have
been actively addressing for several years, is a question of fatigue life over the
course of the cutter’s 30-year service life.

| want to be very clear that there has never been a question of crew or ship
safety related to the ship's structure, nor have we ever anticipated any
operational restrictionsrelated toitsdesign. Asyou arewell aware, we drive our
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ships hard, so service and fatigue life of new cuttersis of critical concern to us.
An early Coast Guard review of the design of the NSC indicated that the ship
might experiencefatigue-level stressessooner than anticipated. Becausewewant
to ensure that all of our ships meet the service and fatigue life requirements our
missions demand, we areimplementing changes and enhancementsto the design
of the NSC.

Some have wondered why we didn’t suspend construction of thefirst NSC
when we learned of these concerns. The Coast Guard's decision to continue
production of the NSC reflects more than ssimply the naval engineering
perspective. It also encompasses considerations of cost, schedule, and
performance. After extensive research and deliberation and with all of these
considerationsin mind, the Coast Guard decided that the need for enhancements
to NSC No. 1 could be effectively addressed by later retrofits and did not justify
the schedule and cost risk associated with stopping the production line. These
kinds of issues are not unusual in production of a first-in-class vessel, and |
believe the decision to move forward was prudent. We will fix NSC No. 1 and
2 during post-delivery availabilities and design the fix into future hulls
production. In fact, through ongoing meetings and negotiations between the
Coast Guard and CEOs from Northrop Grumman and Lockheed Martin, we' ve
recently reached agreement on the engineering solution to resolve all fatigue
concerns with NSCs No. 3-8.

Moving Beyond

As the Deepwater program has evolved, we have reinvigorated our
workforce planning process and continue the effort to increase staff to the
appropriate level to allow effective government oversight and ability of the
government to perform asthe system integrator. | appreciate Congress acting to
authorize additional billets for this endeavor. As adirect result of these efforts,
the Coast Guard will have 52 full-time government personnel at our Gulf Coast
PMRO by the end of this fiscal year. The Navy’'s Supervisor of Shipbuilding
Office (SUPSHIP) also assigned 12 people to our PMRO in Pascagoula, Miss.,
where they are supporting construction of the NSC at Northrop Grumman Ship
Systems. During a trip to Pascagoula last month, | had a chance to visit with
many of these acquisition and technical professionals and | am confident their
active oversight of contractor performance during NSC construction will pay
dividends.

Obtaining more appropriate staffing levels also means the Coast Guard is
able to better respond to contractor requests for deviation and waivers. These
requests demand intense scrutiny from the government prior to any action being
taken; to facilitate this, we've developed a new Class | Engineering Change
Proposal (ECP)/Reqguest for Deviation (RFD)/Request for Waiver (RFW) review
process, arecommendation of our DHS OIG. This processrequiresthat, prior to
implementation; each ECP/RFD/RFW is reviewed in detail by a board of
technical experts and contracting officers, based on pre-determined guidelines.
It also mandates thorough documentation of each contractor request, the formal
review process, and decision of the Coast Guard in regard to each request. This
will facilitate timely and consistent handling of each ECP/RFD/RFW.

The Coast Guard will use the American Bureau of Shipping (ABS) to
certify Deepwater equipment and vessels according to High Speed Naval Craft
(HSNC) and Naval Vessdl rules as appropriate. Specifically, the Coast Guardis
working with industry to maximize the use of HSNC standards for our patrol
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boatsand smaller surface assetsand Naval Vessel rulesfor the National Security
Cutter and Offshore Patrol Cutter. By implementing this certification
expectation, we can ensurethat equipment and assets meet requirements and that
standardsare enforced consistently. Thereisagrowing market today for external
rules and standards bodies, and we'll use those rules and bodies to assist with
certification in the future. But, the government needs to be the final arbiter of
those standards.

L eading Change

The lessons we have are being applied across the program. In fact, these
lessons are improving acquisition management throughout the Coast Guard.

Therole of the Coast Guard’ stechnical authority has been reaffirmed and
the dynamic relationship between the technical authority and acquisition
programs has been strengthened. This means that for all vessel designs and
design changes, the Coast Guard will not proceed with contract award or contract
changes without agreement from the technical authority. Fatigue enhancements
to the National Security Cutter are an illustration of this constructive
relationship. While contractors follow direction from program and contracting
officers, those officers don't give direction until first consulting and reaching
agreement with the Coast Guard technical authority.

We are also improving the effectiveness of our Integrated Product Teams
(IPTs). Theseteams can serve auseful function by enabling regular oversight of
the contractor and by providing an avenue for resolution of non-major technical
concerns or, where concerns persist, an avenue for them to be raised to program
managers and contracting officers. Our IPTs were previously chaired by
Integrated Coast Guard Systems (ICGS) and haven’'t always functioned as
envisioned. That needed to change. So, based on direction to all program
managers, each IPT is now led by a government employee and IPT charters are
being examined to determine if/where additional changes should be made.

The complexity of the Deepwater program and the diverse missions of
planned assetsmakesdesign review acrucial el ement of the successful execution
of thisprogram. To ensure that designs and assets will meet Coast Guard needs,
we haveincreased our use of independent, third-party review and analysisfor al
new starts or substantial design changes. Inherent in thisinitiative is arenewed
commitment to utilize full business case analyses for al new acquisition
decisionstoinstill confidence that we are building and buying theright toolsfor
our Coast Guard men and women and at best value for taxpayers.

Of particular note, we recently contracted with the Defense Acquisition
University (DAU) toconduct a“ quick-look” review of Deepwater to examinethe
program’'s key management and technical processes, performance-based
acquisition strategy, organizational structure and our contract with ICGS. The
Coast Guard' s Research and Development Center has al so completed a study of
the planned Deepwater V ertical-Launch Unmanned Aeria Vehicle; inhestudy’s
second phase, we are re-examining the way ahead for unmanned vehicles based
on recommendations from that analysis. And, we've initiated an independent
review of workload and workforce management issues. Based on findings and
recommendations from these and other independent reviews, we will make
“course corrections’ where needed in order to guarantee successful execution of
the Deepwater program.
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Our ongoing and positive relationship with the Naval Seaand Air Systems
Commandshave provided the Coast Guard withval uabl ethird party assessments.
It isthe preference of the Coast Guard that future third party assessments be kept
within the government whenever possible. Specifically, NAV SEA’s Carderock
Surface Warfare Center has provided us with valuable design reviews and
recommendations. As funding allows, we will continue this exchange to the
maximum extent possible.

Our partnerships and cooperative relationships with the U.S. Navy and
others extend beyond third party assessments. The Coast Guard is leveraging
sound principles of systems engineering and integration to derive high levels of
sub-system and component commonality, improveinteroperability withtheU.S.
Navy and other agencies, and achieve significant cost avoidances and savings.
This approach conforms with and directly supports the National Fleet Policy.

As the Program Executive Officer of Deepwater, | have a formalized
collaborative partnership with my Navy counterpartsin order toidentify common
systems, technologies and processes for improved interoperability. By
incorporating common and interoperable Navy systems into Deepwater assets,
the Coast Guard has also avoided paying unnecessary Costs.

As examples, the National Security Cutter (NSC) and Off-Shore Patrol
Cutter (OPC) will use 75 percent of the Navy’s AEGIS Command and Decision
System. Deepwater assets also will incorporate Navy Type/Navy Owned
systems, including the 57mm deck gun, sel ected for major Deepwater cuttersand
the Navy’s Littoral Combat Ship and DD(X) programs. The Operation Center
Consolesonthe NSC use 70 percent of the design of the Navy’ s Display Systems
(AN/UY Q-70). And, by using more than 23,000 lines of software code fromthe
Navy’'s Antisubmarine Warfare Improvement Program (AIP) in the CASA
MaritimePatrol Aircraft’scommand and control systems, wearemaximizingthe
use of mission systemsthat are installed on more than 95 percent of theworld's
maritime surveillance aircraft. The CASA Maritime Patrol Aircraft will utilize
more than 50 percent of the functionality of the Navy’'s P-3 Aircraft
Improvement Program system. For example, the U.S. Navy and Coast Guard
personnel routinely train side-by-side at the Coast Guard’s training facility in
Petaluma, California

A Consolidated Coast Guard Acquisition Director ate

One of the most significant changes we are making in the Coast Guard’s
acquisition community is bringing together all acquisition-related activities —
traditional programs as well as system-of-system, policy, and research and
development — under one organization. Consolidating our acquisition efforts
will provide immediate benefits, including better alocation of human capital
assets (such as contracting officers and acquisition professionals) along with an
integrated “ product line” approach to our management of acquisitions, thereby
allowing projects to be handled by knowledgeable and experienced personnel
with the same linkages to the technical authorities.

Defense Acquisition University’s (DAU) Quick Look study report of the
Deepwater program concluded that our recently developed Blueprint for
Acquisition Reform plan, which outlinesmany of the change management efforts
related here, “is comprehensive and responsive to the human capital,
organization, process and governance related findings and recommendations.”
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Along with our analysisto right-size staffing levels, we have reinvigorated
our acquisition training and certification process to ensure that technical and
support staff, program managersand contracting officershavetherequisiteskills
and education needed to manage complex acquisitions. Our desired end stateis
to become the model for mid-sized federal agency acquisition and procurement,
in full aignment with the Department of Homeland Security acquisition
objectives.

Other Insights

Someinsights gained over the past year and during the program’ sfirst five
years, may not be asintuitive as the need to increase staffing or refine oversight
processes. In that vein — and this has particular relevance to the 123-foot patrol
boats — we must consider the ever-present tension between the trend in
government agencies to seek to purchase Commercia Off-the-Shelf (COTS)
equipment and the sometimes conflicting requirement to certify that equi pment
tofederal agency standards. Often, these competing desires cannot bereconciled
without making trade-offs from one or the other. The fact is, while COTS
equipment is often less expensive, easier to buy and more available, it seldom
meetsthe sometimes very long list of federal agency performance requirements.
The practical impact is that contracting officers and program managers are | eft
trying to balance affordability, schedule and risk in meeting contract
reguirements.

Therequirement on the 123-foot patrol boatsfor low-smoke cablingisone
example of thischallenge. When this safety-rel ated requirement i s pitted against
the competing requirement to use COT Sequipment in onboard systems, program
and contracting officers must consider trade-offs. If COTS equipment contains
pre-fabricated circuitry that utilizes non-low smoke cables, the cost to modify
that equipment can be very steep — not to mention schedule impacts from such
modifications. Often, COTS equipment may even have components that meet
certification standards but that lack manufacturer testing datato the needed level
of specificity. Program and contracting officers must thus seek to balance
performance, cost, and schedul e factors and make decisions based on perceived
risk. The federal government needs to balance using COTS equipment and
certifying that equipment to all federal agency standards, in order to best serve
the public.

We've also learned a great deal about performance-based contracts,
especially asthey relateto complex acquisitionslike aCoast Guard cutter. When
Deepwater was developed it was envisioned as a purely performance-based
acquisition. Thethought wasthat we' d simply lay out performancerequirements
of our assets and then allow industry the freedom to design and build assets that
met those requirements. What we' vefound isthat this approach doesn’t work in
our complex system acquisition.

While there may be some elements of performance-based acquisition that
we would wish to retain, we have concluded that our Deepwater ship contracts
should be much more specification-based. That means the government has a
responsibility to establish specifications, including certification requirements,
and to not change them mid-stream without good cause. Requirements are
dynamic and the need for detailed specification and constant collaboration and
oversight from the government is intense. Based on this realization, we're
working with industry to redefine future procedures and contract devel opment
to ensure more adequate, detailed specification and oversight. In fact, Admiral
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Allenrecently signed ajoint | etter of strategic intent with the CEOs of L ockheed
Martin and Northrop Grumman to encourage further alignment as we move
toward the new award term.

Thisleadsmeto afinal, critical point— onewhich perhaps seems obvious
on the face of it, but which has been brought home to me in more ways over the
last 12 months than | can enumerate. The contract is the key to a successful
acquisition. It's while the contract is being developed and negotiated that the
government maintainsthe greatest influence in the acquisition process. Granted,
the government must aways be heavily involved in contractor oversight to
ensure that assets are designed, constructed and delivered to meet requirements.
But, thoserequirementsand specifications must be clearly established within the
contract document. In fact, while the contract is the key to a successful
acquisition — stable requirements are a key to a successful contract. It is
absolutely essential that the contract be precise. Specifications must be clear.
Requirements must be documented. Construction parameters must be defined.
Expectations must be understood. And swift and appropriate action must be
taken to enforce contracts when contractor performance falls short of our
expectations.

In Summary

All of the program management changes | have described are positioning
the Coast Guard to take on more responsibility as the system integrator for the
Deepwater program, and to be sound and effective stewards, regardless of who
theintegrator is. In conclusion, | want to assure you we are listening to concerns
of the Inspector General, the Government Accountability Office, Congress, and
this committee, and are benefiting from their recommendations. We've learned
from our past and are making changes to successfully step out into the future.
Open and honest dialogue between the Coast Guard and our stakeholders is
essential and we'll continue to advise you of challenges and successes, and to
make additional changes where needed.

Thisisan exciting time for the Coast Guard and for Deepwater. Our past
challenges have made us stronger today. All one has to do is look at the
operational capabilitiesalready being provided to thefleet to seethe tremendous
impact Deepwater is making. From the Coast Guard's record drug seizure in
Marchto theenhanced rescue and response capabilitiesdemonstrated in Olympic
National Forest and during our response to Hurricane Katrina,
Deepwater-upgraded assets are contributing to overall mission success.
Deepwater is helping to build a21st Century Coast Guard. The capabilitiesand
capacity we are delivering will better enable the service to push out and secure
our maritime borders and protect Americans all along our shores.

Together, we're going to deliver those capabilities. We are making the
changes necessary to propel the program to ultimate success and provide the
critical cutters, aircraft and sensors needed to meet our dynamic mission
requirements. We are all anxious for positive results. We are on the path to
change and | am confident that it is the correct path.*

44 Department of Homeland Security, U.S. Coast Guard, Statement of Rear Admiral Gary
T. Blore and Captain Steven Baynes on Deepwater: Charting a Course For Safer Waters,
Before the Committee on Homeland Security, U.S. House of Representatives,

(continued...)
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Appendix E. NGSS Testimony
May 17, 2007, Testimony

At a May 17, 2007, joint hearing before the Border, Maritime, and Global
Counterterrorism subcommittee and the Management, Investigations, and Oversight
subcommittee of the House Homeland Security Committee, Northrop Grumman Ship
Systems (NGSS), one of the two firms involved in the joint venture that isthe LSI for the
Deepwater program, testified in part:

The Coast Guard’ scurrent 110 foot patrol boatswerebuilt inthe 1980sand
early 1990s by Bollinger Shipyards, Inc. These boats have seen extensive duty
in support of the Coast Guard mission to save lives, interdict aliens and seize
drugs. ICGSand itsteammate, Halter Bollinger Joint VVenture (HBJV), proposed
to convert the 110 foot boats to 123 foot boats as an interim measure to improve
the capability of thisvessel until its FRC replacement entered operationin 2018.

ICGS proposed the conversion concept as a means to provide the Coast
Guard with the capability to continue to meet its mission objectives while
remaining within the confines of program funding requirements. Deepwater
competitorswere required to propose a“ system of systems” solution that did not
exceed the funding limitation of $500 million per year. With new assets such as
the National Security Cutter (NSC), Maritime Patrol Aircraft (MPA) and the
Vertical Unmanned Air Vehicle (VUAV) being developed early in the program,
it was not possible to design, devel op and construct new patrol boats at program
inception while keeping within annual funding limitations.

Bollinger had designed and built the origina 110 foot boats and was very
familiar with their construction. Bollinger was awarded a contract for 16 110’
Island classboatsin August 1984 and another contract for 33 more boatsin 1986.
The design of the 110" Island class was approximately 20 years old and was
based on an existing patrol boat devel oped by aBritish firm, Vosper Thornycroft
(UK) Ltd. The 110’ Island Class boats were commissioned between November
1985 and 1992. Notably, after thefirst boats cameinto service, it wasdiscovered
that the 110s suffered from hull problems when operated in heavy seas. As a
correctional measure, heavier bow plating was added to hulls 17 through 49
during construction and additional stiffeners were retrofitted to earlier hulls.

Under the proposed Deepwater conversion plan, HBJV added a 13 foot
extension to the 110’, which was similar to the 9 foot extension they had
successfully added to the Cyclone patrol boats starting in 2000. This extension
accommodated a stern ramp for the launch and recovery of a small boat, used
primarily to support boarding and rescue operations. In addition, the conversion
installed animproved pilot house, enhanced C4I SR capabilities, and extensively
improved habitability and maintenance. During the conversion process HBJV
identified and renewed hull plating in areas where an ultrasonic thickness
inspection indicated that the existing plating was deteriorated.

44 (...continued)
Subcommittees on Management, Investigations, and Oversight and Border, Maritime and
Global Counterterrorism, May 17, 2007, pp. 2-11.
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At thetime the proposal was submitted, some general knowledge about the
condition of the 110s was available, and ICGS believed that replacement of the
hull plating would adequately address and offset their deteriorated condition.
Thisisconsistent with the findings of the Coast Guard’ s 110" WPB ServiceLife
Extension Board, published in March 2002, which recommended a program of
systematic hull repairs, predominantly in documented problem areas, to address
the hull deterioration problems that were impacting the operational availability
of the 110s.

As s typical of ship construction projects, periodic reviews of the 123’
conversion design were held. Prior to each review, the contractors submitted
numerous design documents, including engineering data, cal cul ationsand model
test results, to the Coast Guard for its review and comment. Coast Guard
comments were received in conjunction with each of the three primary design
reviews, all of which included Coast Guard, NGSS, ICGS and HBJV
representatives.

The first such review was the Preliminary Design Review (PDR). The
Preliminary Design Review was not a contract requirement, but was conducted
by ICGS as part of the 110’ to 123" design process. As part of the PDR process,
approximately 43 contract-required dataitems (CDRL ), including 23 drawings
and 14 analyseswere delivered to the Coast Guard for consideration and review.
During PDR, the Coast Guard was provided with an overview of procurement,
model testing procedures and schedule, as well as the planned hull/structure
inspection process, which included blasting the hull to the main deck, ultrasonic
and visual inspection, as well as bulkhead Ultra Sonic Testing allowance. The
Coast Guard represented 23 of the 46 attendees at PDR.

The next phase wasthe Critical Design Review (CDR). In connection with
CDR, the Coast Guard reviewed 47 design deliverables. In addition to 123’
conversiondesigninformation and drawings, CDR presentationsincluded design
tests such as model basin testing for bare hull resistance, propeller and open
water cavitation, self propulsion, planar motion maneuvering and coursekeeping,
numerical simulationsof turning circleand course keeping, and seakeeping. The
Coast Guard represented 34 of the 75 in attendance at CDR.

CDR was followed by a Production Readiness Review (PRR). During the
PRR, the production process, procedures and state of the design to convert the
110" vessel into a 123 were presented. Following the PRR, ICGS received
notification from the Coast Guard that “ICGS had presented a comprehensive
assessment of the state of the design devel opment and readinessfor production.”
The Coast Guard did not identify any risks associated with hull deformation or
buckling. Four days later the USCG delivered Matagorda to Bollinger at
Lockport, Louisianafor conversion.

In addition to these various reviews with the Coast Guard, during the
conversion of thefirst vessel, the Matagorda, the American Bureau of Shipping
(ABS) examined the design of the hull extension and new deckhouse and
monitored key elements of the work being performed. The Coast Guard had a
Program Management Resident Office on site at Bollinger to oversee the 123’
conversions. At the completion of each conversion and as part of the acceptance
process, the Coast Guard established an INSURV board to examine the
performance of the converted cutter and make a formal recommendation of
acceptance. At the conclusion of the Matagorda work, ABS issued a letter of
approval for the conversion work and expressed no reservations with the
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feasibility of the conversion. Based on al of thesereviewsand actions, the Coast
Guard accepted delivery of the Matagorda. This same process was applied to
each of the other seven patrol boats delivered to and accepted by the Coast
Guard.

The Performance Specification requirement callsfor the 123 to be capable
of unrestricted operation up through seastate 3, or seas averaging approximately
four feet or less. Coast Guard operation restrictionsareimposed beginning at sea
state four, or seas less than eight feet, where the boats are to be able to sustain
limited operations, altering course or reducing speed as required to maintain a
ride which does not damage the boat or its machinery or overly fatigue the crew.
The Performance Specification requires the 123’ to be able to survive sea state
5, or seas averaging between eight and 13 feet, maneuvering as necessary to
minimize damage or injury to the crew, and then be capable of returning to port
under its own power once the seas have subsided.

In September of 2004, after all 8 hulls had entered the conversion program
and thefirst 4 hulls had been delivered, the Matagorda was forced to conduct a
high speed transit to avoid Hurricane Ivan. Thisoperational necessity forced the
Coast Guard to transit in a sea state and speed where the cutter was operating
near or above the design limits of the 123" conversion. Upon arrival at their
destination, the crew discovered buckling of the side shell and main deck on the
starboard side near midship. An engineering tiger teamwasformed consi sting of
Coast Guard and NGSS personnel. This team was dispatched to investigate the
problem where it was discovered that the Matagorda had an inherent
workmanship issue in the baseline 110’ that existed prior to the conversion and
contributedtothehull buckling. Specifically, ahidden, unwel ded al uminumdeck
stringer wasdiscoveredimmediately beneath the areawherethefailure occurred.
Other boats were examined, and this unwelded stringer was also found on one
additional hull undergoing conversion. When modeled using finite element
analysis, the stressesin the panelswhich failed on Matagordawere significantly
higher than the stresses shown when the model was run with this stringer intact.
Based on this finding, the team believed this to be the primary cause of the
buckling on Matagorda, and repairs were made accordingly.

In addition, a reconstruction of the engineering analysis of the 123’
structure was conducted. Based on this, it was aso discovered that an early
calculation overstated the strength margin for the boat. A revised calculation
using a common, agreed to set of assumptions by a Coast Guard, Northrop
Grumman and Bollinger engineering team showed the 123" would still meet the
required operations defined in the Performance Specification.

In an effort to further improve the structural integrity on the 123s, three
stiffener bandswere installed; one at the upper edge of the side shell, one below
this one and another on the edge of the main deck to increase the overal
structural  strength. While the finite element analysis and conventiona
calculations both agreed that the original hull, with the stringer under the deck
intact, should be sufficient throughout the operating range of the 123, these
additional stiffenerswere considered to provide an added margin of strength.

By March, 2005, 6 of the 123s had received the structural upgrade and had
been delivered. Certain operational restrictions imposed on these boats by the
Coast Guard following repairs to the Matagorda had been lifted. Then, during a
transit from Key West to Savannah, Georgia, the Nunivak experienced hull
deformation in an area aft of the new reinforcing straps. This deformation
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occurred in adifferent areafrom that of the Matagorda. Further, thiswas not an
area which had indicated potential for high stresses under any conditions
modeled in the earlier finite element analysis.

An outside engineering firm, Designers and Planners, was engaged by the
Coast Guard to perform amore detailed finite element analysis of the 123’ hull,
which showed that the overall hull structure design was adequate under all
expected operating conditions up to the worst operating condition modeled. The
analyses were not able to replicate the deformation seen on Nunivak. A more
detailed look at specific regions on the hull showed an area with high potential
for localized buckling in a section of the side shell where the original 110" hull
had been constructed of exceptionally thinfour-pound plate. Despitethisfinding,
no actual failures had ever been experienced in thisareaon 110' or 123’ patrol
boats. Asaprecaution, thisthin plate wasreplaced with heavier plating on those
cutters undergoing the Post Delivery Maintenance Availability, with plans to
eventually upgrade al the boats. Lastly, a metallurgical analysis of the deck
material determined that the particular grade of aluminum used on the 110sis
prone to corrosion and cracking in elevated heat and marine conditions. We
provided that information as input to the testing and analysis that was being
conducted by the USCG.

In July 2005, then Coast Guard Commandant Admiral Collins written
testimony before Congress outlined the twofold reason for stopping the
conversion process asfollows: “ Asthefirst eight 110’ to 123’ conversionswere
conducted, the Coast Guard found that the 110" WPB hullswerein much worse
condition than anticipated. This extended the conversion timeline and would
haveincreased projected costsfor conversions after thefirst eight (thefirst eight
werenegotiated under afirm-fixed-price contract). Anoperational analysisof the
123 WPBs also identified high risks in meeting mission needs, particularly in
the post-9/11 environment.” Based onthedeteriorated condition of the 110" hulls
and post 9/11 requirements, the Coast Guard accelerated FRC design and
construction by ten years to meet the shortfall in patrol boat hours.

On April 13, 2007, Admiral Allen decided to decommission the eight 123
patrol boats converted under the Deepwater Program. To date the problems
associated with the 123" conversion include buckling or hull deformation and
shaft alignment problems. In addition to the actions previously described,
additional and substantial work has been (and continuesto be) doneto determine
cause or causes. |n addition to the repairs and reviews of structural calculations,
the review process has continued by conducting two independent finite element
analyses, modeling both the original and the upgraded hull, and completing
metallurgical testing that reveal ed anissuein the main deck which existson both
the 123s and across the legacy 110 fleet. Extensive strain gage testing has been
conducted on a 123 hull to validate the finite element model and to identify
potential problem areas which the model may not show. The parent craft
designer, Vosper Thornycroft, was engaged by the Coast Guard to eval uate the
123" hull and provide recommendations. Data has been collected on shaft
alignment and mai ntenance procedures both during the conversion and since, so
that the procedures for checking and correcting alignment can be validated for
boththe 110’ and the 123’ . Elementsof the 123’ design, including the propellers
and the SRP stern-launch system are being reexamined and validated.

We are committed and determined to identify the root cause of the
structural problems. Reviewsand analyses of available dataonthe 110" and 123’
patrol boats continuein an effort to better understand the cause or causes of both
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hull buckling and shaft alignment problems. Until these efforts are complete, it
is premature to speculate on the final cause.

| want to assure the Subcommittees that Northrop Grumman will continue
towork with the Coast Guard to addressits mission requirements throughout the
life of the Deepwater Program.*®

“ Statement for the Record, Mr. James E. Anton, Vice President Degpwater Program,
Northrop Grumman Ship Systems (NGSS), Testimony Before: The House Maritime and
Global Counter-Terrorism Subcommittee And The House Management, Investigationsand
Oversight Subcommittee, May 17, 2007, pp. 2-5.
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Appendix F. Lockheed Martin Testimony
May 17, 2007, Testimony

At a May 17, 2007, joint hearing before the Border, Maritime, and Global
Counterterrorism subcommittee and the Management, Investigations, and Oversight
subcommittee of the House Homeland Security Committee, Lockheed Martin, one of the
two firmsinvolved in the joint venture that isthe L SI for the Deepwater program, testified
in part:

The Deepwater Program

The Deepwater program began in 1997 as competing teams were
established to develop proposed solutions for bidding the program. In fact,
proposals were submitted to the government less than two weeks after 9/11.
Since then, the Deepwater program has successfully accomplished a number of
changes. Most significant were those resulting from the dramatically increased
Coast Guard operating tempo and new capability requirementsin the post-9/11
environment. Anexcellent exampleisthe HH-65 helicoptersaslegacy equi pment
began to wear out far more rapidly than had been projected. While the plan
always included re-engining of this equipment, the original plan was to be
accomplished over a longer time period. Nevertheless, the team was able to
process the urgent requirement for re-engining and most of the fleet has already
been upgraded and returned to service. It is this inherent flexibility that will
facilitate our workingwith the new acquisition organi zati on planned by the Coast
Guard.

Lockheed Martin is primarily responsible for four Deepwater domains:
system engineering & integration, C4ISR (the command and control network),
logistics and aviation (refurbishment of existing assets and production of new
assets). Implementation of the Deegpwater system-wide command and control
network, C4ISR (command and control, computers, communications,
intelligence, surveillance and reconnai ssance), isimportant asthisisthe network
‘glue’ that permits various assets including ships, aircraft and shore stations to
work together to moreeffectively and efficiently achieveacommon purpose. Use
and reuse of commercia-off-the-shelf, government-off-the-shelf and fielded
maritime systemsarebeing maximized for commonality andinteroperability. The
application of off-the-shelf software permits the Deepwater program to take
advantage of the rapid changes in the commercial marketplace and the
investments which commercial firms make in their ‘best of class' technologies.
This will facilitate Coast Guard interoperability with civil and international
systems, a key consideration given their mission mix. The National Security
Cutter isusing 75 percent of the U.S. Navy's open architecture command and
decision system. The command and control system for the maritime patrol
aircraft employs more than 50 percent of the functionality of the Navy's P-3
Anti-Surface Warfare |mprovement Program. The operations center consoleson
the National Security Cutter utilize more than 70 percent of the design of the
Navy’'s UYQ-70 display systems. Use and reuse of available software and
systemsisthe key to commonality. In addition, this approach takes advantage of
the work undertaken with the Navy to establish the best human system interface
including workspace ergonomics, viewing characteristics, input devices and
overall system architecture.
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The common architecture deployed across multiple types of assets allows
for commonality of equipment and software systems and supportability of the
entire Deepwater system. In general, the Deepwater C4ISR architecture ensures
an ‘open systems’ approach for design and implementation, providing a true
web-enabled infrastructure. The Deepwater architecture adapts to technology
insertion and enables the progression to future Coast Guard-wide C4ISR
architectures. In ports and coastal areas, one of Deepwater’s most significant
capability enhancements will be its robust C4ISR system. This fundamental
building block will improve the Coast Guard’s ability to maintain maritime
domain awareness focused on meeting the needs of decision makers engaged in
operationsat sea, ashore, andintheair. The network-wide systemwill ensurethe
Coast Guard possesses and maintains seamless interoperability with the forces
and agencies of the Department of Homeland Security, the Department of
Defense, and other federal and regional agencies— atrueforce multiplier inthe
fullest sense.

I would like to specifically address concerns about competition as
Deepwater continues to perform well in this area. The Federal Acquisition
Regulations stipul ate that acontractor isresponsible for awarding and managing
subcontracts as well as determining whether to make or buy particular itemsto
ensure the lowest overall cost and technical risk to the government. The
applicable regulations also require competition to be assessed regularly via
formal government-conducted purchasing system reviews. These government
audits evaluate the degree of price competition obtained and the treatment of
affiliates.

Lockheed Martin is currently subcontracting with nearly 350 suppliersin
28 states. More than 200 of these are small or small disadvantaged businesses.
In the period from September 2003 through December 2006, L ockheed Martin
placed more than $606 million of orders with these suppliers. Competitive
procurementsin accordance with our government-approved procurement system
total 43 percent of the subcontracts awarded. To assure price reasonablenessto
the government, the Competition in Contracting Act of 1984 excepts from the
otherwise applicable requirement for competition follow-on procurements for
continued development, production or highly specialized services, unique
supplies or services available from only one source, or an unusual and
compelling urgency that precludes full and open competition. When these are
appropriately applied to each subcontract, the qualified percentage is raised to
94 percent of the subcontracts awarded.

Infact, of every $100 of Deepwater funding obligated to the prime contract:

e $27 is used by Lockheed Martin for engineering and
program management

e $37 is subcontracted by Lockheed Martin to third-party
suppliers for goods and services

e $36 is used by other Deepwater partners (ICGS, Northrop
Grumman and Northrop Grumman’ s third-party suppliers)

We continually search for the most appropriate products, services and
technology to assure best value to the Coast Guard customer. We have
participated in six Innovation & Industry Days acrossthe country and have more
than 3,000 prospective supplier-product applicationsin our purchasing database.
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L ockheed Martin Deepwater Program Progress

Working with our Coast Guard customer, Lockheed Martin has enabled
deployment of more than 80 upgraded HH-65 helicopters featuring more
powerful engines; delivered two new HC-144A maritime patrol aircraft with six
more in various stages of contracting and construction; progressed through
developmental test and evaluation of the HC-144A electronic mission system;
commenced mission system and sensor installation on all six J-model HC-130
long range search aircraft; and sustained service of the eight MH-68A armed
helicopters comprising the Coast Guard' s helicopter interdiction squadron.

We have upgraded command and control systems aboard all of the Coast
Guard’ s39 medium- and high-endurancecuttersresultinginsignificant increases
of illicit drug seizures. An important program milestone was recently achieved.
The Coast Guard issued full authority to operate the Deepwater command and
control system at its district command center in Miami. This system provides
enhanced mission planning tools and facilitates rapid exchange of information
through acommon operating picture among Coast Guard commands, cuttersand
aircraft. The systemis now being installed in San Juan, Puerto Rico, soon to be
followed at mgjor Coast Guard commands in Massachusetts, Virginia, Alaska,
Washington, Hawaii, Californiaand Louisiana.

The Deepwater program is delivering and is making areal difference —
impacting drug seizures, migrant interdictions and lives saved. In Washington,
earlier this year, the Coast Guard performed a rescue utilizing an HH-65C
helicopter under conditions that would have been impossible for the aircraft it
replaced. This month, the cutter Sherman utilized its Deepwater-installed
electronicsto passively track aship of interest, to board her without alerting her,
and to coordinate the seizure of arecord 21 tons of cocaine, with a street value
of $300M, via secure satellite communications.

Recent customer statements show how well the upgrades, equipment and
new capabilities are being received:

» HH-65 Helicopter Re-Engining - “ Restoring thiskind of reliability and stability
toour HH-65fleetisacrucial milestoneinimproving readiness. Thefactthatit's
being accomplished ahead of schedul ereflectsatrueteam effort by industry and
our engineers, acquirers and operators.” Coast Guard Chief of Aviation Forces

e Legacy Cutter C4ISR Upgrades — “The Deepwater Upgrade
provides vastly improved communications and interoperability. In
the past year this ship has operated from above the Arctic Circleto
well below the equator. We have enjoyed 24/7 rea time links to
operational commanders and data base management regardl ess of
our physical location. The upgrades have proven to be tough,
dependable, and easily maintained.” Commanding Officer of the
USCGC Morgenthau

e National Security Cutter C4ISR Training Center - “The contrast
between our tools of 1983, and the tools of the future shipslikethe
BERTHOLF is significant. | remember analog radar, message
traffic by teletype, paper charts and maneuvering boards, Polaroid
cameras, and slow criminal history checks by EPIC. No cell
phones, no email — imagine that. | remember a true sense of
independent operations. We were proud, but probably not as
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effective as we might have been if we had the tools of today. By
contrast, our new National Security cutters will train ... on
computerized digital sensors, radar and charts, live sharabledigital
video, message traffic by PC, voice communications with anyone,
clear or secure, and real time criminal histories and intelligence
checks. They will benefit from a sense of connectedness and
systemic information sharing making their days at sea safer and
more efficient. The Coast Guard will have increased Maritime
Domain Awareness to identify threats, and a Common Operating
Picture to act when necessary — all to protect our coastlines and
our citizens.” Commanding Officer Coast Guard Training Center

o MaritimePatrol Aircraft - “Today’ sdelivery of thefirst MRSMPA
isacritical milestone in our ongoing effortsto acquire and deliver
more capable and interoperable assets and systems to our Coast
Guard crews. When thisaircraft and otherslikeit enter operational
service, they will help to narrow our existing gaps in maritime
surveillance in many important ways.” Deepwater Program
Executive Officer

Deepwater C4ISR isthe enabler for theintegrated system and is the major
contributor to improved performance. It permits the Coast Guard to operate
effectively with DoD, DHS, state and local government agencies. C4ISR
provides coordinated tactics, multi-agency interoperability and common
situational awareness necessary to achieve mission success. These capabilities
are needed for al Deepwater assets including ships, aircraft, and shore site
command centers.

Commitment to Congress and the Coast Guard

We have deep respect for Congressional oversight and are committed to
achieving our very best for our nation and the Coast Guard. We have continually
sought to improve on thisprogram. In particular, we are attentiveto the concerns
that have been raised by the DHS Inspector General, the Government
Accountability Office and Members of this and other Committees with Coast
Guard oversight responsibilities. As such, we are continuing to improve
engineering and program management processes to better meet the needs of the
Coast Guard customer.

| would like to take this opportunity to address the concerns raised by the
DHS Inspector General. We have carefully reviewed each of the findings, and,
where appropriate, have made improvements to Deepwater program processes
to avoid past mistakes being repeated. | address each of the issues raised by the
DHS Inspector General.

L ow Smoke Cables

During a Lockheed Martin review of 123-foot Patrol Boat C4ISR
specifications, it was determined that 85 out of approximately 490 cables per
ship could not be confirmed as having low-smoke properties. Many of these 85
“cables’ are not large electrical cables. They are small cables such as those
linking personal computers to printers. Others were small cableslocated inside
commercial egquipment, purchased as a result of the mandate to use as much
commercial product as possible. The remainder of the 85 cables extend outside
onto the mast or deck, and pose no threat to the boat or its personnel. Consistent
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with other military programs, a collaborative analysis of the non-low smoke
cables determined that their use did not pose an undue safety risk. During the
process of certifying the 123-foot patrol boat C4ISR design to the cutter
certification matrix, the Coast Guard recommended submission of a‘ request for
relief’ from the low smoke requirement for specific cables. The program
proceeded to make progress with a reasonable expectation that the request for
waiver would be approved. Asthe Inspector General determined, approval of the
request for waiver was secured after four 123-foot patrol boats had been
delivered. Collaboratively, with our Coast Guard customer, we have established
additional process controls to help avoid a future recurrence of such a
documentation issue.

C41 SR Environmental Requirements

A Lockheed Martin engineering review in mid-2005 identified a potential
issue regarding C41SR environmental requirements. We immediately informed
the Coast Guard of this issue, and a joint Coast Guard and Lockheed Martin
working group was established to resolve this issue. Rather than embark on a
costly and continuous certification test process, Lockheed Martin engineers
eval uated each of the components and the associated environmental performance
information. Wherepossible, L ockheed M artin obtai ned ruggedi zed components,
such asade-icing capability for the FLIR sensor. After thejoint working group’s
consideration of the mission criticality of each component, its specification
compliance, and its function aboard the boat, a request for waiver was jointly
determined the best choice given customer imperatives and objectives. This
approach permitted reconciliation of the program’'s acquisition strategy to
maximize the use of ruggedized off-the-shelf commercial and government
equipment with a multitude of military standards incorporated into the
regquirements. By submission of a contractor requested waiver, the Coast Guard
was afforded the ultimate decision as to a course of action. Much like the
findings regarding low-smoke cabling, the Inspector General recommended that
the Coast Guard develop and implement a plan to improve the process for
reviewing and adjudicating contractor requests for deviations and waivers to
ensure that all requests are resolved and fully documented prior to
implementation. We are actively supporting implementation of this and other
Coast Guard program oversight process improvements.

TEMPEST

Next, inresponseto concernsregarding C41SR TEMPEST capabilities, we
note that the government determined that the installed C4ISR system is not a
security vulnerability. In fact, an independent third-party, the U.S. Navy Space
and Naval Warfare Systems Center (SPAWAR), performed a visual inspection
and instrumented testing. All identified discrepancies were resolved to the
customer’s satisfaction and the 123-foot patrol boat C4ISR system was
subsequently approved by the Coast Guard to operate in a classified
environment. Lockheed Martin engineers chose a particular type of cable that
wasfully shielded and securely mounted to preclude compromising emissionsas
well as potential shielding degradation over time. Furthermore, SPAWAR
determined that the system did not have compromising emissions and it was
approved by the Coast Guard to operate in a classified environment. Based on
input from the Coast Guard, the C4ISR system on the 123-foot patrol boat
operated effectively and securely during the time the patrol boats were
operational and washighly regarded by their crews. The capabilities provided by
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the C4ISR system enabled the crews to develop new and highly-effective
operational techniques for intercepting drug traffickers and illegal immigrants.

Beforethe February 2007 report of the Inspector General, weimproved the
C4ISR design process for the National Security Cutter. Electronic equipment
cabinets have been designed with improved electro-magnetic interference,
cryptographic system configuration and cable shielding. Classified network
designswereprovidedtothe certified TEMPEST test authority prior to customer
design reviews to facilitate risk mitigation early in the design. Representatives
of industry, the customer and an independent reviewer, Craig Ocean Systems,
participated in a number of technical interchange meetings to review current
designs and make changes prior to equipment production efforts. During cabinet
production, integration and test, periodic technical interchange meetings were
conducted with the customer to review all emergent TEMPEST issues and
correct the associated documentation. Prior to system testing, the customer
conducted a final design review with government experts to identify potential
issues and make any necessary design changes. We believe the approach of
mitigating potential problems before customer visual and instrumented testing
isessential. Close customer involvement, including early reviews of the design
documentation and delivery scheduleswill continueto assurethat Congressional
and customer interests are best served.

Surveillance Cameras

Finally, asthe Inspector General found, the camera system on the 123-foot
patrol boats fully complies with the video surveillance system requirements. It
was designed as part of an overlapping seriesof measures, including sentriesand
an intruder detection system. Lockheed Martin did not consider it prudent to
unilaterally increase costs by providing functionality that the customer did not
want or need.

The Way Ahead

We agree with the Coast Guard that the oversight has provided important
recommendationsfor improvementsto the Deepwater program. We areworking
with the Coast Guard as they have already begun to take the necessary steps to
ensure successful execution of the Deepwater program. Our goal isto provide
more capability to the Coast Guard sooner. We are dedicated to analyzing and
recommending approaches for maximizing the value delivered to the Coast
Guard, in accordance with the customer’s view of value, not that of industry.
This requires the best talent from each corporation. Lockheed Martin will
continue to work closely with Coast Guard personnel to assure constant
communications and improved working relationships. The strategic policy
changes that have occurred since 9/11 must be factored into problem solving.
The Coast Guard and the Department of Homeland Security have needsthat can
be satisfied by the Deepwater program and its approach to value delivery. The
way forward will be challenging, but given the capabilities of the participants
and the strategic imperative to better outfit our Coast Guard so the safety and
security of our nation is improved, the Deepwater program is eminently
achievable.*

% Testimony of Fred P. Moosally, President, Lockheed Martin Maritime Systems and
Sensors, to The House Committee on Homeland Security Subcommittee on Border,
(continued...)



CRS-132

% (...continued)
Maritime and Globa Counterterrorism, May 17, 2007, pp. 1-6.



