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Summary

The Navyos procur ement policy IS I n serious
overoptimistic cost estimates, unrealistic projections of technical feasibility, and
inadequate program management have created an unaffordable ship building program,
led the Navy to phase out capable ships for new ships it cannot fund, and threaten the US
Navyods ability to i mplement an effective mar

Key mission areas such as amphibious lift capability and the number of attack
submarines are likely to be affected by funding shortfalls. To compensate for such gaps,
the Navy relies on untested and unbudgeted assumptions about extended service life
cycles for amphibious ships, cruisers, and destroyers.

The problem starts at a conceptual disconnect between strategy andr e al i t y . The Na\
Cooperative Strategy for 21% Century Seapower' is a set of concepts that was not linked

to any clearly defined force plan, modernization plan, program, or budget. Navy

shipbuilding plans are now shaped more as the result of budgetary constraints than as a

response to strategic requirements. They seem to be an expression of wishful thinking

rather than a realistic strategic guideline for naval procurement.

The Navy has revised its average annual cost estimates for the implementation of the 30-
year shipbuilding plan by 44 percent from FY2008 to FY2009 and still falls 7 percent
short of estimates by the Congressional Budget Office. These Navy estimates are a virtual
confession of the disconnect between strategy and reality in shipbuilding and force
planning. Cost overruns, such as estimated $1 billion for the CVN-78 aircraft carrier
jeopardize the entire program. Overoptimistic cost estimates have led Navy officials to
shift funding to the outyears. This will cause a temporary shortfall of carriers and a
breach of US law.

Unrealistic cost estimates and doubts about requirements have led to the cancellation of
the DDG-1000 guided missile destroyer project. After expenditures of over $10 billion,
the program is abandoned at two ships, and the production line of the older Arleigh
Burke-class destroyer will be reopened. A similar fate has struck the Littoral Combat
Ship program, where a threefold cost increase and unrealistic schedules led to the
cancellation of appropriations for the next two ships and to consequential rescheduling of
the program. The discrepancy between plans, strategy, and reality will further produce a
shortfall of nuclear submarines of up to seven boats over twelve years.

This reality-strategy disconnect in the entire shipbuilding program is a case study in
failed leadership on the part of the most senior officers and civilians in the Navy. No
reforms in procurement, changes in program management, cost analysis, and test and
evaluation can begin to compensate for taking hard and realistic decisions at the top, and
holding senior flag officers, senior civilians, and the Secretary of the Navy accountable.
The Navyods s hi p biute bedhanitaple Teaf tfiumphto hopa over
experience. The consequence is a loss of credibility with lawmakers and appropriators
and a fleet underequipped to meet the strategic requirements.
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The next President and Secretary of Defense will inherit a defense program where every
service has failed to contain costs to the point where its planned procurements are
affordable, and where there is a clear tie between its declared strategy and a force plan it
can actually execute. The Navy is no worse in this regard than the other services, a fact
that is all too clear from the work of the Congressional Budget Office and the
Government Accountability Office, and which is described in detail in a CSIS report
called AA Poisoned Chalice?0 avai |l abl e at
http://www.csis.org/media/csis/pubs/080422 fy2009 poisoned chalice.pdf.

It is all too clear, however, that the Navy has failed to link its declared strategy to a

credible force plan, procur ement pl an,

policy is in serious disarray, and is creating situation where the most serious threat to the
US Navy is now the US Navy. Unrealistic force plans, overoptimistic cost estimates,
unrealistic projections of technical feasibility, and inadequate program management have
created an unaffordable ship building program, led the Navy to phase out capable ships

prog

for new ships it cannot fund, and threaten

effective maritime strategy.

Since 1987, the Navybds battle fleet
The pace of shipbuilding has slowed from 20 per year in 1986 to eight or less since 1993.
Cost overruns and cancellations have crushed that number further to five ships in 2007.
The FY 2009 budget request includes seven.”

Some of these force cut s, and many
modernization plans have been shaped by a series of major failures in creating and
implementing workable plans to develop new ships on the basis of realistic forecasts of
cost and technical feasibility, and control cost escalations, technical problems, and
poduction del ays. T h e -Nwhichysliosld poide gabilityi,
continuity, and a blueprint for long-term fleet planning T have instead become a major
threat to its future. Beyond the resulting shortfalls and force cuts, the Department of the
Navy is also losing credibility with decisionmakers and appropriators on Capitol Hill,
further endangering future funds.

This report lays out the discrepancy between plans and reality, identifies the key
processes that c aulsngterd plaandng andaiyiplerhentatidn, fanel
analyzes the strategic implications of these flawed processes.

The Shipbuilding Crisis

For roughly the last decade, Navy force planning has consisted of a series of annual cuts
in the planned size of the Navy and further delays in planned procurement and
modernization T driven by failures in program management and cost containment. After
it reached a Cold War peak I n 1987
decreased. The Navy currently operates 279 battle force ships, which is a far smaller
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http://www.csis.org/media/csis/pubs/080422_fy2009_poisoned_chalice.pdf

number than each of its strategies and plans have called for since the end of the Cold
War.

Force Plans versus Shipbuilding Plans

The Navyds current force | evels al sp are we
submitted its annual 30-year shipbuilding plan in February 2008, as part of the proposed
Fiscal Year 2009 Budget. This plan is summarized in Figure 1 below, and is supposed to
support and maintain the 313-ship fleet plan which was first presented to the Congress in
2006. Although the number of ships is not by itself a meaningful benchmark for gauging
the Navyodos future force posture and capabild@
faces. The Congressional Research Service T and virtually all outside experts T believes
that the current shipbuilding plan fAidoes not
clements of the313-s hi p fl eet consis’tently over the | or

According to a CRS study published in April 2008, key mission areas such as amphibious

lift capability and the number of attack submarines are likely to be affected by funding

shortfalls.* Furthermore, the FY 2009 30-year shipbuilding plan is based on new

assumptions about extended service life cycles for amphibious ships, cruisers, and

destroyers, and does not seem to correct for the systemic problems in Navy procurement

efforts and cost containment, documented by the Government Accountability Office and

the Congressional Budget Office. Thus,the CRSf i nds t hat fetappears Navy no
to have a clearly identifiable, announced strategy for generating the funds needed to

implement the 30-y e ar °pCBQ alsd criticizes flawed budgeting processes and
unrealistic estimates. The | att esofFduref f er r ou
Years Defense Program costs (FYDP 2009-2013).°



Figure 1: Navy FY2009 30-Year Shipbuilding Plan
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CVN = aircraft carriers; SC = surface combatants (i.e. cruisers and destroyers); LCS = Littoral Combat
Ships; SSN = attack submarines; SSGN = cruise missile submarines; SSBN = ballistic missile submarines;
AWS = amphibious warfare ships; CLF = combat logistics force (i.e. resupply) ships; MPF(F) = Maritime

Prepositioning Force (Future) ships; Supt = support ships.

Source: CRS, Navy Force Structure and Shipbuilding Plan: Background and Issues for Congy@ss

April 2008.

It also is far from clear that the present ship building program T or other key aspects of
N a vuserfest plansrlike its air modernization efforts, procurement of advanced
munitions, and procurement of sophisticated C4ISR systems -- are tied to its declared

t he

strategy.

The StrategyReality Discomect
In October 2007 the Navy issued a Cooperative Strategy for 21% Century Seapower.’
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Reviews, this document was not really a strategy. It was rather a set of concepts that was
not linked to any clearly defined force plan, modernization plan, program, or budget. A
strategy that cannot be implemented or resourced is not a strategy, but rather a critical

ces



failure in leadership and management. It is nothing more that a statement of hopes and
good intentions without credibility.

Thi s Asteradtidgagyy di sconnect o seems to be part.
building. The development of the new strategy only started in April 2006, two months

after the 313-ship plan was first presented to Congress. In a reversal of the logical order,

the shipbuilding plan was not shaped according to the maritime strategy I which does not

seem to have been concerned with providing credible plans for ship building or any other

practical aspect of its implementation..

Second, the Navy did not address key planning and management issues in setting forth a

strategy to create an affordable force. It did not set forth a strategy to create more realistic

plans, budgets, and cost estimates or delays in production T all of which have long

jeopardized the implementation of itsy long-term procurement and shipbuilding plans. As

GAO and CBO studies have consistently found
for procurement are unrealistic. Projects, such as the Littoral Combat Ships (LCS) have

almost tripled in cost since their initial estimate and other programs, such as the DDG-

1000 Destroyer, might be cancelled altogether due to increasing budgetary pressures.

An Unworkable 30-Year Shipbuilding Plan

The current 30-year shipbuilding plan has been unstable, and has been altered
substantially since its inception in 2006. The third revision of the plan for FY2009
continues that trend. Although the total number of planned ships remains roughly the
same, the composition of the planned fleet changes considerably. As a result, the 30-year
plan isndét much of a plan after all, given i



Figure 2: Changes to Shipbuilding Plan FY07-FY09
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According to the FY2009 plan, the Navy would reach the number of 313 ships in 2019.
However, the changes in the fleet composition introduced since the Navy originally
stated its goals in 2007, entail significant shortfalls. The next chart shows the scale of
these shortfalls. For example, the 2007 shipbuilding plan also set forth a requirement of
88 guided-missile destroyers. The FY2008 plan, however, only called for the
procurement of 73 destroyers, a shortfall of 15. This shortfall was reduced by increasing
the production rate of DDG(X)s to three per year. To meet the originally stated
requirement, the Navy also extended the service life of the existing DDG-51 destroyers

from 35 to 40 years.

N a9Jyné 2008,/p.i s c a |
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Table 1: Equipment Shortfalls

Shortfalls entailed by the FY2009 shipbuilding plan compared to the

Navyos stated requirements in 20

Vessel type FY2009 Stated Shortfall  Period over which
plan requirement shortfall would

occur

Attack submarines 41 48 7 2028-2030

Guided-missile 0 4 4 After 2028

submarines

Ballistic-missile 12 14 2 After 2030

submarines

LPD-17 amphibious 9 10 1 Throughout 30-year

transport docks planning period

T-AKE logistics ships 1 3 2 Throughout 30-year

planning period

Maritime Strategy and 30-Year Shipbuilding Plan

Figures 1 and 2 show that Navy shipbuilding plans are now shaped more as the result of

budgetary constraints than as a response to strategic requirements. Even so, they still

seem to be more an expression of wishful thinking than a realistic strategic guideline for

naval procurement. This will both exacerbate the Nav y 6 s fi-seéalitegydi sconn
and its credibility problems with Congress and the industry. Ironically, however,
credibility is supposed to be a key aspect o

AuU. S. maritime forces wi | dentrdied forovdadadeplayedt er i zed by r e
task forces with the combat power to limit regional conflict, deter major power war, and

should deterrence fail, win our Nationdés wars as
Credible combat power will be continuously postured in the Western Pacific and the

Arabian Gulf/Indian Ocean to protect out vital interests, assure our friends and allies of

our continuing commitment to regional security, and deter and dissuade potential

adversaries and peer competitors. 0

Correcting this failure requires the Navy to face the need for cost containment; to give
priority to make its procurement and force plans both practical and affordable; and to
tying all flag rank and senior civilian promotion and retention to actual success in
meeting these goals. It is not enough to announce a strategy that talks in general terms

about regional and gl obal deterrence, and i
€ the maintenance of a power ful fleet, e |
abii ty to overcome barriers to access, and o
capability. o The force to i mplement each ke
credible, and the Navyods track recoryd must |

1ts actual success.



For exampl e, one of six key tasks in
most i mportant challenges to the Navy

nations operating submarines, both advanced diesel-el ect ri ¢ and nucl

it is all too clear that the Navy may not be able to fund and execute its planned
capabilities to counter this threat.

The shipbuilding plan envisions growing the fleet from 279 ships to 313 ships within the
next decade, with ships that incorporate new capabilities to meet such strategic
imperatives. A new aircraft carrier is to be purchased every four or five years, submarine
production will double in 2011, and until 2019, the Navy plans to purchase 52 Littoral
Combat Ships. The LCS are particularly important in providing new strategic capabilities
through speed and flexible mission module space They can accomplish missions
including anti-submarine warfare, mine countermeasures, anti-surface warfare,
intelligence, surveillance and reconnaissance, homeland defense, maritime intercept,
special operations, and logistics.

Yet, all the key components of the fleet plan now seem likely to suffer from the past
pattern of cost overruns, delays, and other difficulties in production, jeopardizing not
only the shipbuilding plan but also the strategic maritime posture. The most important
budgetary components of the plan are discussed below.

Unaffordable Shipbuilding Costs in e 20092013 FYDP

The revision of | ast year 0s s2B)ptd thda | di ng
acquisition of 47 shi ps i n the actual pl an, compared

cost, however, decreased by only $1 billion from $75 billion to $74 billion.” The drop in
the number of ships was heavily shaped by the restructuring of the Littoral Combat Ship
(LCS) program. Yet, budget experts still warn that billions of additional dollars needed to
finance the Navydés pl an.

More New Ships than the Navy Can Afford

To sustain the 313-ship fleet, the Navy would need to buy an average of 10 ships a year
at a typical lifespan of 30 years per ship. In practice, since 1993, the Navy has never
bought more than eight ships in a single year since 1993. Plans to go even higher and

buy 12-13 shi ps per year between 2012 and

budget plans.

The figure below shows a sharp increase in the number of ships purchased from seven to
twelve between 2009 and 2012. However, there is only a moderate real increase in
procurement outlays from $39 billion to $43 billion over the same period. Meanwhile,

procur ement funds face increasing pressure

10

Nav
per

pr

t

2018

(
(0]


http://en.wikipedia.org/wiki/Anti-submarine_warfare
http://en.wikipedia.org/wiki/Intelligence_%28information_gathering%29
http://en.wikipedia.org/wiki/Surveillance
http://en.wikipedia.org/wiki/Reconnaissance
http://en.wikipedia.org/wiki/Logistics

budget of $6 billion between 2009 and 2012, while the Navy must pay increasing
maintenance costs incurred by the lifecycle extension of older ships, such as the Arleigh
Burke class destroyers.

Figure 3: Evolution of Procurement Outlays and Shipbuilding
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Ships procured 17 14 16 19 20 17 15 19 15 11 11
Navy Outlays for Procurement 36,428 41,156 42,804 44,435 46,689 47,728 45,701 50,117 47,716 48,101 43544
Navy Outlays Total 134,290 144,767 146,655 166,826 170,752 170,321 171,399 175,660 165,503 163,885 152,250
93 94 95 96 97 98 99 0 1 2 3
Ships procured 7 4 4 5 4 5 5 6 6 6 5
Navy Outlays for Procurement 39,883 34,595 29,534 24,133 22,553 22,304 22,276 25,092 26,555 28,209 28692
Navy Outlays Total 144,900 127,633 124,744 113,977 114,246 106,357 106,029 113,617 113,980 121,157 135365
4 5 6 7 8 9 10 11 12 13
Ships procured 7 8 4 5 4 7 8 8 12 12
Navy Outlays for Procurement 30,821 30,787 32,056 34,281 37,140 39,049 39,966 41,765 42,896 43,954
Navy Outlays Total 140,789 141,049 143,207 146,625 145,139 150,977 146,312 146,233 145,252 143,923

Sources: CRS, Navy Force Structure and Shipbuilding Plan: Background and Issues for Congyéss

April 2008; and Office of the Undersecretary of Defense, National Defense Budget Estimates for the

FY 2009 Budget (GreenbookYables 6-17 and 6-23, February 2008.
Numbers in the CRS report for the years 2009-2013 are projections.
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The funds needed to fill the gap are even less likely to materialize than in past years. The
entire defense budget is already under heavy pressure, and other services have major
spending requirements, especially the heavily deployed Army. DoD has already
requested permission to transfer money from the Navy and Air Force personnel accounts
to the Army in the form of loans, should the outstanding FY2008 supplemental war funds
not be appropriated until June 2008."°

A Growing Congressional Backlash

This is why some members of Congress alread
AThe current shipbshipgi hgeetlt ansf puréhéalgtlds
Taylor (D-MS), chairman of the House Armed Services Subcommittee on Seapower, and

Rep. Duncan Hunter (R-CA), the ranking minority member in the same committee finds

the shipbuildingprogram fiin shambl esbo.

Hunter introduced a bill on 14 May 2008 to amend the FY2009 defense authorization
bill, adding funds for an extra amphibious ship, making down payments on two Virginia-
class attack submarines, and creating the possibility of buying more F/A-18 to fill a
shortage in jet fighters. Further, the committee opened the door to buy more Arleigh
Burke-class destroyers at the cost of pushing back funding for a third DDG 1000
destroyer in the Navyods FY2009 budget.

It is also why independent expert reviews find a continuingfi st r-aeealgyty di sconn:e
The Congressional Budget Office (CB O) has conducted a review
esti mates t hat s h ar p legtimateb.i GBO estirsates fthatahen t h e N &
execution of the Navyodés current 30 year shi
billion per year. This would double the annual amount the Navy has spent on

shipbuilding since 2003. In 2007, CBO estimatedt he Navy 6s shicpsBui | di ng
through the 2009-2013 FYDP to be 35 percent higher than those of the Navy. The Navy

has since had to admit that it was largely wrong, and the CBO was largely right. Its

revised estimates of the cost to implement the 30-year shipbuilding plan in 2008 fall only

seven percent short of CBO estimates. Compared to the FY2008 30-year plan, the

FY2009 plan represents a cost increase of 44 percent in r e a | t er ms in the
estimated annual shipbuilding costs. The types and quantities to be procured with this

budget remains roughly the same T except for a major policy reversal regarding the

procurement of the guided missile destroyer DDG-1000.

Accordingly, the latest Navy estimates for the implementation of the shipbuilding plan in
FY2009 are further proof of the severe disconnect between strategy and reality in
shipbuilding and f or ce Igebtastinmtesreagne clokdtd hough t
reality, the shipbuilding plan is as much threatened as before. Naval experts from the
Congressional Research Service judged the 0
i mpl ementing the plan €é so | arge that t he |
identifiable, announced strategy for generating the funds needed to implement the 30-
year plan, at least not without significantly reducing funding for other Navy programs or

12



increasing the Navyds programmed budget i n

year %0

Unrealistic Cost and Program Assumptions

The Navy has not provided the details explaining the difference, and there is little

evidence it is taking a more realistic approach to force and procurement costing than in

the past. For example, the 2006 Nav'y Shi pbui l ding plan assumed
obligational authority would not increase more than the rate of inflation. The necessary

funds were to be raised by internal budgetary shifts. The Navy assumed that: "

1 Funding for operation and maintenance i n t he Serviceds account would n
overall rate of inflation;

1 Funding for research and development i which hit a historical high of about $20 billion in 2006 T
would fall by $5 billion or $rboftheBOlydariplann é and not

1 Any increase in pay and benefits for Navy personnel beyond the general rate of inflation would be
of fset by reductions in the number of personnel é;

1 Ongoing ship programs would experience no cost growth and that the cost of prospective new
ships would meet strict cost targets.

None of these four assumptions seem reali st
work of the GAO, CBO, and CRS.

Figure 4: CBO Estimate of Shipbuilding Costs

Estimates of Annual Spending for New-Ship Construction
Under the Navy's 2008 and 2009 Shipbuilding Plans

(Billions of 2007 dallars)

The Navy's 2008 and 200% Estimates

35
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Comparison of the Navy's and CBO's Estimates
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Source: Congressional Budget Office based on data from the Department of the Mavy.

2038

Motes: This figure is displayed in 2007 dollars because the cost estimates provided by the Navy in

both the 2008 and 2009 shipbuilding plans are expressed in 2007 dollars.

In the first panel, the amounts indicated for the Navy's costs under the 2008 plan include the
cost of ballistic missile submarines. All other amounts in both panels exclude the cost of
ballistic submarines.

a. Anerrorin the Mavy's estimate of the costs of new-ship construction caused those costs to be
overstated by about 10 percent in the graphic displayed in the Navy's 2009 shipbuilding plan.

Source: CBO,Resource I mplications of the
12.
The CBO also estimates the Navyob6s

N a9vJyné 2008,p.i s c a |

t ot al

(in 2009 dollars) per year through the 2009-2013 FYDP. In 2009, funding would be $14
billion and then climb to $18 billion by 2013. This estimate surpasses the annual

spending between 2003 and 2008 of $13 billion by 25 percent. The CBO estimates that

the annual shipbuilding costs in the FYDP through 2013 could be as high as $21 billion,
or 30 percent above Navy estimates.

The difference in Navy and CBO estimates is greatest for the purchase of DDG-1000
Zumwalt class destroyers. The Navy estimates the total of seven ships at $16.4 billion,

wher

eas

CB OO0 s bl Thenldferace of $12.3%121i8n.colild jeopardize

the execution of the plans. Alternatively, it could mean cancelling 20 Littoral Combat

Ships.
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Table 2: Navy Cost Targets Compared to CBO Estimates

Navy Cost Targets and Cost Estimates vs. CBO Estimates of Costs of
Major New Ships (FY09 $US billions)

Average per-Ship Cost over the 2009-2038
Period
Navyos Ave Navyobds CBObs Eest
Ship Cost Target Estimate Under Its
Under Its 2007 and 2009 Plan

2008 Plans
CVN-78 Gerald R. Ford Class 10.5 10.3 11.2
Aircraft Carriers
DDG-1000 Zumwalt Class 2.4 2.5 3.6
Destroyers
CG(X) Cruisers 3.0 33 4.2
DDG(X) Destroyers 1.6 1.8 2.6
Improved Virginia Class Attack 2.4 6.1 6.1
Submarines
SSBN(X) Ballistic Missile 3.4 n.a. 6.4
Submarines
Amphibious Ships 1.6 2.9 3.2

Source: CBO,Resource I mplications of the NaWyné208mp.i sc al Yea
19.

CBObs estimates are generally based on hisaorical roe
types of ships; they also incorporate the higher inflation that the naval shipbuilding industry has

experienced (compared with inflation in other Department of Defense procurement programs).

Programs in Disarray

The Nayvy éalitysliscon@dt leq@nyes clearer from a review of the problems in
some of its major programs.

CVN-78 Aircraft Carrier

The CVN-78 is the first of the Gerald R. Ford class aircraft carriers that are replacing the
Nimitz class carriers. The Ford-class incorporates several improvements, such as a
substantially higher number of sorties per day, and a reduction of several hundred sailors
to operate the ship. The latter feature also entails significantly smaller life-cycle operating
and support costs.

The Navy estimates the CVN-7 8 6 s tot al acquisition cost,
development and procurement, at over $13.7 billion. Both GAO and CBO believe the
actual acquisition costs wil/l be substanti

a
CVN 78 will likely exceed the budget , 0 | argely due to optim
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insufficient cost surveillance by the Navy. '* In July 2007, CBO estimated cost overruns
of $1 billion or more."

Further cost and schedule overruns are likely due to the immaturity of key technologies.
In January 2008, only five of fifteen critical technologies were mature, according to a
GAO report.'® Many technologies will not be operationally tested before production
starts. Some are not critical to the performance of CVN-78, but three critical technologies
T the electromagnetic aircraft launch system (EMALS), the advanced arresting gear, and
the dual band radar T present a high programmatic risk.

The EMALS is already 15 months behind schedule and the Navy is considering
authorizing production of the generators prior to completing initial testing. Should
eventual tests show that the generators do not work as intended, after production has
started, costs could rise significantly. GA
on EMALS is drivinginef f i ci enci es in'design devel opment.

The entire carrier program also faces considerable budgetary pressure. Section 121 of the

FY 2007 defense authorization act granted the Navy the authority to use four year

incremental funding for the Ford class carriers. Figure 5 shows a sharp increase in FY

2008-2009, to over $4 billion in FY 2009, and the same trend for FY 2012-2013. The

Navy ship procurement plan only foresees the acquisition of seven ships in FY 2009'® but

in FY 2012-2013, the CVN program has to compete with 11 other ship procurement
programs in the Navy, while the Navyods ove
increasing in real terms.
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Figure 5: Aircraft Carrier Funding FY1997-FY2013
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Source: CRS, Navy Ford (CVN78) Class (CVN21) Aircraft Carrier Program: Background and Issues
for Congress7 April 2008, p. 2.

Production delays could also have major impact in increasing costs. 10 USC 5062(b)
requires the Navy to maintain a fleet of at least 11 aircraft carriers. Between the
decommissioning of the USS Enterprise in 2012 and the commissioning of its
replacement in 2015, there will be a 33-month period where the Navy only has 10 aircraft
carriers. The Navy has requested an amendment to the law in 2007 but Congress did not
respond. Congress has stil]l not acted on a r

The Navy testified that Al e] xtending ENTERP
technical risk, challenge our manpower and industrial bases, and require significant

resource expenditure; with only minor gain for the warfighter in carrier operational
availability and significant oppo'tThenity co
expenditures concerned would come primarily in the form of operation and maintenance

costs. The Navy estimates that a total amount of $2.2 billion would be necessary to

extend the Enterprise for a maximum of one more 7-month deployment.20 These costs are

not figured in tgpointhe Navyds budget at an

Total costs for the aircraft carrier program might also increase in ways that shift excess
costs to other accounts, such as O&M for the extension of an older ship, diffusing the
total procurement costs and accountability for the Ford class CVN program. In addition,
section 122 of P.L. 109-364 establishes a procurement cap for CVN-78 of $10.5 billion,
plus adjustments for inflation or other factors. Should the Navy not be able to roll off
additional costs, the spending cap may further delay the procurement plan.
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DDG-1000Guided Missile Destroyer

The Navy must modernize its surface combatants, especially its destroyers and cruisers,

to meet the requirements of a 313-ship fleet. Due to the accelerated rate of retirements of

such warships after 202 O , the Navyds FY2007 shipbuilding
about 26 cruisers and destroyers after 2020. The Navy developed the DDG-1000

Zumwalt-class guided missile destroyer to fill this gap, which resulted largely from the

retirement of Arleigh A. Burke-class destroyers. Two of the ships were purchased in

FY2007 and the acquisition of one ship each year from 2009 until 2013 was authorized.

The Navyodés FY2009 budget suggests that the
billion and each of the following five at $2.2 billion. This represents a $200 million per
ship increase over the servi’cebs 2008 esti ma

A CBO estimate shows significant discrepancies in cost estimates and estimation

methods. It prices the two lead ships at $5 billion apiece and the next five DDG-1000s at

an average of $3.6 billion each.”” To gauge the costs of the DDG-1000 lead ships, CBO

used a per-ton-of-lightship-d i s pl ac e ment cost similar t o t
predecessor, the DDG-51.

The Navy challenged that measure on the basis of the fact that the DDG-51 had a number
of design and other problems in its early construction phase. The Navy estimated that the
DDG-1000 would encounter the same cost increases that were due to design and
construction difficulties.

The Navyds estimate seems to have been wish
cost escalation in Navy shipbuilding. Three different classes of ships, the amphibious

multi-mission LPD-17, the nuclear attack submarine SSN-775, and the Littoral Combat

Ship programs show cost increases of 80 percent, 25 percent, and 100 percent,

respectively.” These increases are primarily caused by changes in requirements, design

and construction difficulties.

Moreover, a GAO study identified 12 DDG-1 000 key technol ogies, fi
not demonstrate full maturity Thempdgiah after
incorporates ten major new technologies in the ship, whereas the average number of such

technologies in surface combatant ships lies traditionally between three and four. This

further supported CBO finding that the DDG-1000 program is likely to experience further

cost increases.

In any case, the Navy now seems to have growing doubts about whether the DDG-1000

meets the requirements, and increased budgetary pressure from competing shipbuilding

programs put the DDG-1 000 programbés continuation in |
more than cost. The Navy seems to have made a critical error in ship design, and to have
omitted the capabilityt o use the Navyoés more advanced mi
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SM-3, and SM-6).” The Navy leadership has decided to cancel the procurement plans for
further Zumwalt-class destroyers. This decision still awaits executive approval from the
Office of the Secretary of Defense (OSD) and will need to be funded in the FY2010
budget. Congress may also decide to change the proposed FY2009 budget regarding this
matter. Congress is divided in its opinion. The Senate authorized the requested $2.5
billion for funding a third ship whereas the House of Representatives eliminated the title
from its version of the FY2009 defense authorization bill. In any case, the Navy is
obligated to defend the proposed budget for FY2009 including funds for the construction
of a third DDG-1000.*°

The House Armed Services Committee has suggested cancelling the program to purchase

more ships of the Arleigh Burke class. Given the history of 62 DDG-51 that have been

built already, the CBO estimates every additional ship of this type would be around $300

million cheaper than a third DDG-1000. Any such plan, however, needs to be approved

by the OSD, and would sharply affect t he |1
changes in the budget may not occur until FY 2011, since the Navy and OSD will only

meet to discuss the DDG-1000 after the submission of the Navy budget proposal for FY

2010 is due.

Cancellation of the DDG-1000 program entails a widening gap in surface combatants and
freezes the program funding and acquisition at two ships. Reopening the production line
of the DDG-51 while cancelling the planned procurement of one DDG-1000 per year
between 2009 and 2013 could widen the gap in surface combatants by up to 5 ships.

To counteract such a development, the Navy assumes a service life extension of the
existing Arleigh Burke-class destroyers to 40 years, an increase of 5 years. However,
such an extension is questionable. Although the Arleigh Burke-class DDG-51 are among

the worldés most sophisticated tshilyds, fitte
year old Stout was found unfit for combat in recent material inspections.”” Maintenance

officer consider the destroyer an old ship, even though it has served only a third of its

expected service life.

Even if t he Navy 0 seasiblg it eill sntaib ansignjficaet gise &aam i s f
mai ntenance costs that is not figured in to

the Navy is currently planning for the DDG-51 is projected to cost an average of $100
million per ship. Based on historical experience, CBO expects that the DDG-5 1 6 s c omb a't
systems may have to be upgraded twice and would cost more than $200 million.*®

In addition, Undersecretary of Defense for Acquisition, Technology and Logistics, John

Young, stated in a letter to Representative Taylor, dated 2 July 2008, that restarting the

DDG51 program would fApose risk to the shipl
c o s’tStll, additional DDG-51s could be purchased at a significantly lower unit cost

than the DDG-1000s. According to CBO, more than two DDG-51s could be purchased at

the cost of one DDG-1000, as Table 3 below illustrates.
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Table 3: DDG-1000 vs. DDG-51

CBO Estimates of Costs for Procuring DDG-1000s or DDG-51s (in constant FY09
USS billions)

09 10 11 12 13 Total

DDG-1000 (one per year) 3.7 3.8 3.6 3.7 3.6 18.5
DDG-51
One per year 0.4° 22 23 23 24 9.6
Two per year 04* 37 38 39 39 157
Three per year 0.4° 5.1 52 53 54 214
DDG-1000 (Navy estimate) 2.5 2.5 2.2 2.3 2.0 114

Source: Table reproduced from statement of Eric J. Labs, CBO Senior Analyst, before the
Committee on Armed Services, United States House of representatives, Subcommittee on Seapower
and Expeditionary Forces. In CRS, Navy DDG-1000 and DDG-51 Destroyer Programs, RL 32109,
updated 8 August 2008, p. 18.

*The Navy has announced that it would end the production of the DDG-1000 and resume production of the
DDG-51 in 2010. The amount of $400 million in FY09 is an assumptive cost for the restart of the DDG-51
production.

The main r eas on -threihits destroyér pre&cureMeant\poli®y Seembl to
be a change in requirements based on what is reported a new threat assessment. The Navy
now stresses the need for ballistic missile defense, air defense, and blue-water anti-
submarine warfare capabilities at the detriment of naval surface fire support. Thus, it

finds the DDG-51 fibetter Sui-1@@o0 ttham méeet iDMG t he

requirements for destroyers to be procured over the next several years >’ &When
development of the DDG-1000 began in the early 1990s, the system was intended for 21°*
century warfare with an emphasis on naval surface fire support and littoral operations.
This multi-mission requirement evidently will also serve as the basis fo r t he
planned next generation cruiser CG(X) and incorporate a multitude of new technologies
that would be used in future ships.

The fire support capability of the DDG-1000 seems to have fallen out of favor with the
Navy officials who testified before Congress that it has more than enough capacity to
provide fire support ashore as a result of aircraft-delivered precision-guided munitions

and Tomahawk cruise missiles. The pri mary threat s, accordi

assessment, emanate from ballistic missiles, anti-ship cruise missiles, and modern non-
nuclear-powered submarines in blue water. A modification package for the DDG-1000,

Navyods

to better counter these threats was' judged

The Navyods demg thei DDG-1000 fprogiant at mwo ahips has major
implications for naval budgeting, development of future ships, strategic force planning,
but also on the shipbuilding industrial base. The Navy has not yet produced a

20

n

f



comprehensive study that would allow a thorough assessment of the restart of the DDG-
51 program, addressing all of these issues. It is unclear which additional capabilities, such
as missile-launch tubes or an improved radar, would be included in the new DDG-51.
Neither has the Navy clarified whether the hull design of the DDG-1000 will still be used
for the production of the new CG(X) cruiser, as originally envisioned. Thus, current cost
estimates, as reproduced in Table 3, provide little confidence for making any such
decision.

Itisalsofarfr om ¢l ear how the Navy could possibly
DDG-1 00006s mi s s i |Eeen tdoagh thendscBion ro éhadt greduction of the

DDG-1000 and to restart production of the Arleigh Burke class ship is said to be based on

changed requirements, the main driver behind the decision really seems to be the

unaffordable cost of the DDG-1000 program. The Navydés failure to def
and manage a complex procurement program has pushed the program beyond affordable

dimensions. Although Navy officials testified that affordability was not a factor behind

its new destroyer procurement policy, it appearedt 0 b e pi v o tsahangeioh t he Na
mi nd that the fiproduction costs of DDG 51s
DDG51 <c¢l ass shipbuilding are wel/l understood
ship is fAquantifiableo.

If, as the Navy claims, the decision is really based on a new threat assessment and the
excess capacity of guided missile systems, this raises serious questi ons about t
strategic planning. Guided-missile capacity is not a factor that changes overnight and
must be the result of careful strategic force planning. The threat to the Navy has not
changed in a way that requires significantly less guided-missile capacity. Neither the
2006 Quadrennial Defense Review, nor the 2006 30-year shipbuilding plan make any
allusion to an imminent change in such strategic requirements. It is difficult to believe
that the past two years have brought such drastic changes that warrant a policy turn-
around affecting strategic capabilities. It is also unclear why the new threat assessment
has come at this point in time, just after the FY2009 budget request has been submitted to
congressional approval. As mentioned above, the submitted request includes $2.5 billion
for the production of a third DDG-1000, which the Navy is obliged to defend.

In short, the new threat assessment seems to reflect budgetary reality, once again
reversing the sequence of strategy, planning, and shipbuilding that would lead to an
optimal employment of resources. Once again, the greatest threat to the Navy is now that
Navy strategy is based on the illusory affordability of conceptual plans rather than real
world costs, shipbuilding capabilities, and the actual threats to the fleet.

It may, however, be concerns over the industrial base that are responsible fort he Navyds
most recent shift in destroyer procurement policy. Navy Secretary Donald Winter is
reported to have taken this position.”” The new plans include the purchase of a third
DDG-1000 and the reprogramming of some funds to purchase spare parts for the DDG-
51, enough to justify restarting the production line of the Arleigh Burke-class ships.
Indeed, Gener al Dynami cs 0 yald am Mhine is licayity depéndenkos s hi p
the Zumwalt contract. In a letter to Senator Susan Collins from Maine, Deputy Defense
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Secretary Gordon England sai d: AThi s
and continue the development of advanced surface ship technologies such as radar

pl an

systems, stealth, magnetic and acod'stic

Although such plans have yet to be clarified and evaluated, another fundamental change
of mind regarding the procurement of a strategic asset of the fleet can hardly be
associated with stability. Bad decisions that are driven by politics may well end in doing
still more damage to an industrial base that has been hurt by so many similar mistakes
and ship cancellations in the past.

Littoral Combat Ship

The Littoral Combat Ship (LCS) was originally designed as a low-cost ship purchased in
great numbers to execute a core mission of the Navy. It is a relatively small combatant
developed in response to the asymmetric threats like the attack on the USS Cole bombing
in 1997. The LCS is designed to be employed in coastal combat missions neutralizing
hostile submarines, surface warships, mines and terrorist speedboats, thus clearing the
way for larger combat ships operating offshore and supporting combat ashore.

Profound shortcomings in the acquisitions system and efforts to deliver the program too
quickly have led to significant delays and cost increases. The cost of the LCS -- two of
which are requested in the FY 2009 budget -- has already risen from $220 million to over
$600 million.*® Delivery of the two lead ships has also been rescheduled by 18 months.
As a consequence of delays, cost overruns, and engineering problems, the Navy has
cancelled construction of the third and fourth LCS and rescheduled the construction of
the remaining seaframes. Funds previously appropriated to the construction of the fifth
and sixth LCS are now being used to pay for the overruns of the two lead ships, a GAO
report states.’® It also has limited press coverage and severely restricted visits by the
media and independent analysts.>’

According to Navy Secretary Donald C. Winter, the Navy stays committed to building 55
ships, even at over $500 million apiece. However, restructuring the LCS procurement
plan will delay the completion of the acquisition program until 2019, compared to 2016

in the Navyodés 2007 and 2008 plans. The

long. The Navy plans no significant increase in its procurement budget and a decrease in
its overall budget until 2012. Yet, ship procurement is supposed to accelerate from seven
ships in 2009 to twelve ships total in 2012.*
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Figure 6: LCS Procurement until 2019
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Source: CRS, Navy Force Structure ad Shipbuilding Plan: Background and Issues for Congre2s8
April 2008, p. 5.

Figure 7: LCS Cost Growth FY05-FY09
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The Navy is trying to secure a fixed-price contract with the shipbuilders, but such a
contract will be difficult to reach with either Lockheed Martin or General Dynamics,
given the frequent designandreq ui r ement changes. According t
significant engineering changes affecting nc¢
far due to the Navyodés mistalculations regard

Much, however, will also depend on the future price. The total cost overrun since the
initial cost estimate for the entire fleet of 55 littoral combat ships estimate would reach
over $17 billion by 2019. This cost escalation i and the massive instability in the ship
configuration and program i are anot h e r symbol of trdalzy Navyos

Y

di sconnect . 0

The probl ems i n the LCS program are due i
transformational plans. The Navy sought to implement a plan that envisioned only half

the development time compared to traditional shipbuilding plans. Moreover, the pressure

was transferred into a competition between the contractors who tried to outperform each

ot her regarding devel opment time to secure
frequent requirement changes, this virtually forced the contractors to redesign and build

the ship at the same time, increasing the cost and extending the timeline.

Development and production costs have nearly tripled because of a development process
driven by unrealistic requirements. The Navy now, however, has revised the LCS
capability development document to reduce the speed and endurance range requirements
for the ship, according to a GAO report.** It is questionable whether a crucial component
of the Navy fleet that comes at a cost three times its initial estimate and with reduced key
capabilities, such as endurance and speed, can fulfill the strategic requirements it was
designed for.

The GAO concludes that ithe Navy continues
L C S". Adter 600 engineering changes, over three years of delay, two cancelled ships out

of the first four planned, and three times the initial cost of the lead ships, it is hard to see

any strategy, let alone fiscal planning, behind the LSC acquisition program.

Submarnes

The US Navy maintains a fleet comprising three types of submarines. All submarines are
nuclear powered, but not all nuclear armed. Attack submarines (SSN) constitute the
largest element of the fleet, next to ballistic missile submarines (SSBN) and a number of
converted SSBNs carrying Tomahawk cruise missiles (SSGN).

Although the strategic second-strike capability of SSBNs for classic cold-war deterrence
has decreased in importance, submarines still perform essential tasks, such as: **

1 Covert intelligence, surveillance and reconnaissance (ISR)

1 Covert insertion and recovery of SOF
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1 Covert strikes against land targets with Tomahawk missiles (SSGN)

9 Covert offensive and defensive min warfare

 Anti-submarine warfare

1  Anti-surface ship warfare

The number of SSN submarines has followed the general declining trend in the size of
the fleet from a peak at 98 boats at the end of FY 1987 to 53 attack submarines.

Figure 8: FY09 30-Year Submarine Procurement
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Source: CRS, Navy Attack Submarine ProcuremeniR1.32418, 22 May 2008, p. 2.

Two shipyards build the most recent Virginia-class attack submarines. The procurement
program began in 1990. DoD originally projected an increase in the procurement rate to
two boats per year starting in FY 2002. The purchase of a second boat per year, however,
had to be pushed back until FY2011 in the FY09 shipbuilding plan.

Thi s
imposed unit cost reduction plan. The plan is supposed to reduce the procurement costs
by $400 million (in FY2005 dollars) per boat. It is to be achieved through economies of

del ay has

been

dri ven i

n

part

_by

scal e, changes in the boatds design,
According to Navy estimates, the cost reduction goal cannot be fully implemented before
the FY2012 procurement.

Delays in the procurement of Virginia Class submarines will result in a shortfall of up to
seven boats and twelve years. Starting in FY2020, the Navy will no longer be able to
maintain the required SSN fleet of 48 boats. The SSGN fleet will cease to exist when the
four boats retire in FY2028. No replacements are planned for these boats.
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Figure 9: SSN Force Level 2009-
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Source: CRS, Navy Attack Submarine ProcuremeniR1.32418, 22 May 2008, p. 9.

To address the shortfall the Navy suggests a range of options including a reduction of
requirements, shortening of the production time, extension of service life, and an
extension of deployment periods. None of these options, nor the combination of all of
them, could eliminate the shortfall. Moreover, they are based on mere assumptions about
their feasibility.

Conclusions

The Navy is no worse than the Army, Air Force, Marine Corps, and Defense Agencies in
failing to create strategies with real-world force plans, modernization plans, other
programs, and budgets. There has been, and is, a fundamental failure of leadership in the
Department of Defense in creating affordable, real world modernization plans, in cost
containment, and in ensuring that the US has a stable and practical link between its
strategy and the forces it can afford.

The reality-s t r at egy di sconnect in the d&avageds ship
study in failed leadership on the part of the most senior officers and civilians in the Navy.
No reforms in procurement, changes in program management, cost analysis, and test and
evaluation can begin to compensate for taking hard and realistic decisions at the top, and
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holding senior flag officers, senior civilians, and the Secretary of the Navy accountable.
The act that this same lesson applies to the Secretary of Defense, the Army, Air Force,
and Marine Corps also is scarcely an excuse.

Part of the problem comes from fundamentally unrealistic approaches to the entire
process of force transformation and what is sometimes called the revolution in military
affairs. In retrospect, one wonders if trying to rush forward to use technology to try to
solve all military problems on the basis of requirements tailored more to the legacy of the
Cold War than an era of irregular warfare did not do the entire process of US force
planning more harm than good.

Any strategy and set of mission priorities, however, requires demanding, objective
realism in every aspect of force planning and program execution. Planning and
management cannot succeed on the basis of optimism and the will to succeed. They
require ruthless realism in forecasting costs and what technology can do, demanding
management at every level, and planning for failure as well as success.

The Navyo6s shi phbiute bedharitaple Teaf tfiumphtos hopa over
experience. Cutting development time in half and redesigning while building a ship
seems impracticable and only incurs delays and increased costs. Yet, Navy officials
adamantly adhere to this illusion in their planning and cost estimation. The consequence
is a loss of credibility with lawmakers and appropriators and a fleet underequipped to
meet the strategic requirements.

The costs already are high enough to make the US Navy the greatest single peacetime
threat to the US Navy. Current shipbuilding plans and practices will produce significant
shortfalls of aircraft carriers, surface combatants, and submarines. Ships are needed

provide key capabilities for the Navy®b6s

will soon render the two year-old strategy paper futile. The alarming conclusion must be
that the current budgetary reality is incompatible with the strategy. This not only raises
questions about the allocation of funds and the procurement processes. But the strategy
itself is questionable by holding on to a particular number of ships. It is increasingly
unclear whether the strategy is driving the shipbuilding plan or vice versa.

Aside from reducing the numbers of planned ships or delaying their funding, the
cancellation of an entire program shifts the focus away from numbers to a more
qualitative and fundamental question. What are these ships being built for? And, what is
the implication for the future force posture if an entire planned system - such as the
DDG-1000 T cannot be acquired?

Finally, decisions about the acquisition of such large and complex systems create
consider abl e rippl e effects throughout

extending the service life of older ships to compensate for the delays in the procurement
of new ships are not thoroughly vetted. They are not based on reliable feasibility studies
and cannot predict the additional maintenance costs for older ships. Previously, the Navy
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retired older ships earlier than scheduled precisely to avoid increasing maintenance costs.
Thus, such service life extension plans may come at a much higher cost than anticipated.

Building fewer ships might actually come at a higher cost. The industrial shipbuilding
base is designed to support a larger fleet than can be afforded today. Maintaining or
closing excess supply capacities will incur large costs on the industrial base that are not
figured in to the Navy budgets.

Solving these problems cannot come from improved cost analysis, contracting
procedures, program management, technology estimates, test and evaluation,
configuration control, or cost containment exercises T although the Navy clearly needs to
make further improvements in each of these areas. It can only come if the senior
leadership takes responsibility for the outcome, and is held personally accountable in
terms of promotion and retention. These are problems that must be solved from the top
down, and not through procedural changes or from the bottom up.

More generally, another basic reform is needed throughout the Department of Defense.
No service strategy or document like the Quadrennial Defense Review should be
conceptual in character. The Department needs strategies and programs that are directly
coupled to force plans, modernization plans, costed programs, and affordable and
sustainable budgets. The Office of the Secretary has failed to meet this objective or to
demand it from the Joint Chiefs and individual services. It is unclear that any major
service effort can be fixed until this aspect of the entire Department is fixed.
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