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DEPARTMENT OF THE NAVY
OFFICE OF THE CHIEF OF NAVAL OFPERATIONS
2000 NAVY PENTAGON
WASHINGTON DC 20350-2000

INREPLY REFER TO.

12 March 2010

SUBJECT: YOUR FREEDOM OF INFORMATION CASE DON 2010F0294

This responds to your Freedom of Information Act (FOIA)
request dated 16 November 2009. You requested each report
produced for Congress by the Department of the Navy during the
past three years, and which are not posted on the Navy public
internet websites. Your request letter was received 3 December
2009 by the Navy FOIA office and was assigned Case File Number
DON 2010F0294. Your request was received by this office, via
email 25 February 2010.

A search of our records produced the enclosed CD-ROM which
is responsive to your request. It is released to you in its
entirety. The fee for processing your request is $30. You will
be contacted by the Department of the Navy Freedom of
Information Act Policy Branch via separate correspondence to

arrange payment.

If you have any questions concerning this matter, please do
not hesitate to contact Lieutenant Commander Terry McNamara at
(703)695-5753.

. AN
Diregctor,| Department of the Navy
Program Information Center
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Enclosure:
1 CD-ROM containing Navy reports to Congress 2007-2009
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THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON DC 20350-1000

JuL 1 0 2005

The Honorable John Warner

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman;

The Fiscal Year 2007 House Armed Services Committee Report 109-452 directed
that the Secretary of the Navy revalidate the cost estimates for the CVN 21, for the ships
currently programmed in the LHA Replacement program, and for the eight ships of the SAN
ANTONIO Class that follow the lead ship. The committee further directed that the
revalidated cost estimates be submitted for review and approval by the Under Secretary of
Defense for Acquisition, Technology, & Logistics (USD (AT&L)). Finally the committee
directed that no later than July 1, 2006, the Secretary of the Navy submit a report to the
congressional defense committees containing the revalidated cost estimates for these ship
classes including certification by the Secretary that all known and anticipated major
elements of cost have been included in the estimate. I am responding for Secretary Winter.

In February 2004, the Navy issued a policy that directed the inclusion of realistic
pricing for shipbuilding inflation. In prior years, shipbuilding estimates utilized OSD/OMB
indices for projecting inflation costs. Use of the OSD/OMB indices had the effect of under-
predicting the inflation costs experienced in our shipbuilding programs. This shift in policy
was subsequently reflected in the Fiscal Year 2006 President’s Budget.

The Navy has also implemented a policy on program change orders that allows
Program Managers the authority to approve engineering and non-engineering change
proposals that reduce or do not impact contract cost, but reserves shipbuilding program
funds for only those change orders required for safety, contractual defects, unavailable
contractor furnished equipment, documented testing and trial deficiencies, and
statutory/regulatory changes. Further, in recognition of the need to manage requirement
changes/growth, the Navy has instituted capabilities and requirements review processes.
The Naval Capabilities Board and Resources and Requirements Review Boards are chaired
at the highest levels of Navy Leadership with the objective to minimize requirements
changes to shipbuilding programs. This will provide a stable requirements baseline upon
which credible estimates can be developed and maintained.

Specific to the CVN 21 program, the revised cost estimate as reflected in the Fiscal
Year 2006 President’s Budget reflected the above change in inflation prediction policy. The
CVN 21 cost estimate that supported the Milestone B (MS B) decision in April 2004



included realistic inflation predictions. These predictions were based on historical data,
shipbuilder forward pricing projections, and projections of inflation in the shipbuilding
industry for material. Additionally, this estimate was based on a detailed review of the ship
design covering all factors affecting the price of the ship (i.e., inflation, labor and overhead
projections, material, government furnished equipment, shipyard workload, ship design
maturity, etc.). In accordance with the CVN 21 MS B Acquisition Decision Memorandum,
the Navy is subject to follow-on Defense Acquisition Board (DAB) reviews prior to award
of the construction contract.

The LHA Replacement (LHA(R)) program completed both a Navy and OSD Cost
Analysis and Improvement Group cost review as part of the January 2006 MS B review.
The MS B Acquisition Decision Memorandum directed the Navy to fund to the Service cost
position for the LHA 6, adjusted to include additional funding for material escalation and
other changes as reflected in the Fiscal Year 2007 President’s Budget request.

The Fiscal Year 2007 President’s Budget request for the LPD program consists of
LPD 18-21 under a Cost Plus Incentive Fee contract and the recently awarded Fixed Price
Incentive Fee contract for LPD 22-25. The Fiscal Year 2007 President’s Budget request
included additional funding over the Fiscal Year 2006 President’s Budget request for the
LPD 19, 20, and 23 as a result of incorporating lead ship lessons learned and to offset the
increased costs of these ships due to a reduction from 12 to nine in the total number of LPD
Class ships to be constructed. Finally, as the LPD program is currently the only Navy
program building ships at the Northrop Grumman Ship Systems Avondale Facility, there is
risk in the Navy’s ability to predict future overheads and rates associated with work at that
facility. Imposing cost caps without recognition of the potential need for additional funds to
address these items is not an effective method of controlling costs and may in fact result in
further construction delays and additional costs.

The Navy and USD AT&L have revalidated the FY 2007 President’s Budget request
cost estimates for the LPD 18-25, LHA 6, and CVN 78. The OSD CAIG has not yet
conducted formal cost reviews for the CVN 21 Class follow ships.

SM | PBO7 End Cost Known Post Delivery & Outfitting Total
Hurricane Katrina Impact
LPD 18 $1,111.3 $145.0 $51.3 $1,307.6
LPD 19 $1,138.2 $156.0 $79.3 $1,373.5
LPD 20 $1,004.6 $165.0 $48.1 $1,217.7
LPD 21 $1,137.3 $151.0 $48.4 $1,336.7
LPD 22 $1,246.7 $157.0 $51.3 $1,455.0
LPD 23 $1,191.2 $171.0 $56.1 $1,418.3
LPD 24 $1.333.0 $153.0 $60.0 $1,546.0
LPD 25 $1,804.8 $0.0 $61.7 $1,866.5
CVN 78 $10,461.1 $0.0 $212.1 $10,673.2
CVNT9 $9,583.0 $0.0 $2314 $9.814.4
CVN 80 $10,807.0 $0.0 $270.9 $11,077.9
LHA 6 $2,813.6 $97.0 $82.3 $2,992.9




Based upon the above positions, the Navy assesses that all known and anticipated
major elements of cost such as contract values, current projected forward price rate
agreements, labor and material inflation, and workload projections, as well as the lessons
learned impact from the lead ship have been included in the Navy’s cost estimates for these
ships as reflected in the Fiscal Year 2007 President’s Budget request. The Navy and
Northrop Grumman Corporation continue to work through the impacts of Hurricane Katrina.
Given the uncertainties associated with the final impact of Hurricane Katrina on the
Shipbuilding industry, it could take several years to realize the complete impact.

Please let me know if I can be of further assistance. A copy of this letter is also being
provided to Chairmen Hunter, Stevens, and Young.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Carl Levin
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

NLIOM

The Honorable Duncan L. Hunter
Chairman, Committee on

Armed Services
House of Representatives
Washington, DC 20515-6035

Dear Mr. Chairman:

The Fiscal Year 2007 House Armed Services Committee Report 109-452 directed
that the Secretary of the Navy revalidate the cost estimates for the CVN 21, for the ships
currently programmed in the LHA Replacement program, and for the eight ships of the SAN
ANTONIO Class that follow the lead ship. The committee further directed that the
revalidated cost estimates be submitted for review and approval by the Under Secretary of
Defense for Acquisition, Technology, & Logistics (USD (AT&L)). Finally the committee
directed that no later than July 1, 2006, the Secretary of the Navy submit a report to the
congressional defense committees containing the revalidated cost estimates for these ship
classes including certification by the Secretary that all known and anticipated major
elements of cost have been included in the estimate. | am responding for Secretary Winter.

In February 2004, the Navy issued a policy that directed the inclusion of realistic
pricing for shipbuilding inflation. In prior years, shipbuilding estimates utilized OSD/OMB
indices for projecting inflation costs. Use of the OSD/OMB indices had the effect of under-
predicting the inflation costs experienced in our shipbuilding programs. This shift in policy
was subsequently reflected in the Fiscal Year 2006 President’s Budget.

The Navy has also implemented a policy on program change orders that allows
Program Managers the authority to approve engineering and non-engineering change
proposals that reduce or do not impact contract cost, but reserves shipbuilding program
funds for only those change orders required for safety, contractual defects, unavailable
contractor furnished equipment, documented testing and trial deficiencies, and
statutory/regulatory changes. Further, in recognition of the need to manage requirement
changes/growth, the Navy has instituted capabilities and requirements review processes.
The Naval Capabilities Board and Resources and Requirements Review Boards are chaired
at the highest levels of Navy Leadership with the objective to minimize requirements
changes to shipbuilding programs. This will provide a stable requirements baseline upon
which credible estimates can be developed and maintained.

Specific to the CVN 21 program, the revised cost estimate as reflected in the Fiscal
Year 2006 President’s Budget reflected the above change in inflation prediction policy. The
CVN 21 cost estimate that supported the Milestone B (MS B) decision in April 2004



included realistic inflation predictions. These predictions were based on historical data,
shipbuilder forward pricing projections, and projections of inflation in the shipbuilding
industry for material. Additionally, this estimate was based on a detailed review of the ship
design covering all factors affecting the price of the ship (i.e., inflation, labor and overhead
projections, material, government furnished equipment, shipyard workload, ship design
maturity, etc.). In accordance with the CVN 21 MS B Acquisition Decision Memorandum,
the Navy is subject to follow-on Defense Acquisition Board (DAB) reviews prior to award
of the construction contract.

The LHA Replacement (LHA(R)) program completed both a Navy and OSD Cost
Analysis and Improvement Group cost review as part of the January 2006 MS B review.
The MS B Acquisition Decision Memorandum directed the Navy to fund to the Service cost
position for the LHA 6, adjusted to include additional funding for material escalation and
other changes as reflected in the Fiscal Year 2007 President’s Budget request.

The Fiscal Year 2007 President’s Budget request for the LPD program consists of
LPD 18-21 under a Cost Plus Incentive Fee contract and the recently awarded Fixed Price
Incentive Fee contract for LPD 22-25. The Fiscal Year 2007 President’s Budget request
included additional funding over the Fiscal Year 2006 President’s Budget request for the
LPD 19, 20, and 23 as a result of incorporating lead ship lessons learned and to offset the
increased costs of these ships due to a reduction from 12 to nine in the total number of LPD
Class ships to be constructed. Finally, as the LPD program is currently the only Navy
program building ships at the Northrop Grumman Ship Systems Avondale Facility, there is
risk in the Navy’s ability to predict future overheads and rates associated with work at that
facility. Imposing cost caps without recognition of the potential need for additional funds to
address these items is not an effective method of controlling costs and may in fact result in
further construction delays and additional costs.

The Navy and USD AT&L have revalidated the FY 2007 President’s Budget request
cost estimates for the LPD 18-25, LHA 6, and CVN 78. The OSD CAIG has not yet
conducted formal cost reviews for the CVN 21 Class follow ships.

$M | PB0O7 End Cost Known Post Delivery & Outfitting Total
Hurricane Katrina Impact
LPD 18 $1,111.3 $145.0 $51.3 $1,307.6
LPD 19 $1,138.2 $156.0 $79.3 $1,373.5
LPD 20 $1,004.6 $165.0 $48.1 $1,217.7
LPD 21 $1,137.3 $151.0 $48.4 $1,336.7
LPD 22 $1,246.7 $157.0 $51.3 $1,455.0
LPD 23 $1,191.2 $171.0 $56.1 $1,418.3
LPD 24 $1,333.0 $153.0 $60.0 $1,546.0
LPD 25 $1,804.8 $0.0 $61.7 $1,866.5
CVN T8 $10,461.1 $0.0 $212.1 $10,673.2
CVN 79 $9,583.0 $0.0 $231.4 $9.814.4
CVN 80 $10,807.0 $0.0 $270.9 $11,077.9
LHA 6 $2,813.6 $97.0 $82.3 $2,992.9




Based upon the above positions, the Navy assesses that all known and anticipated
major elements of cost such as contract values, current projected forward price rate
agreements, labor and material inflation, and workload projections, as well as the lessons
learned impact from the lead ship have been included in the Navy’s cost estimates for these
ships as reflected in the Fiscal Year 2007 President’s Budget request. The Navy and
Northrop Grumman Corporation continue to work through the impacts of Hurricane Katrina.
Given the uncertainties associated with the final impact of Hurricane Katrina on the
Shipbuilding industry, it could take several years to realize the complete impact.

Please let me know if I can be of further assistance. A copy of this letter is also being
provided to Chairmen Warner, Stevens, and Young.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Ike Skelton
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON DC 20350-1000

JuL 10 2006

The Honorable Ted Stevens
Chairman, Subcommittee on Defense
Committee on Appropriations

United States Senate

Washington, DC 20510-6028

Dear Mr. Chairman:

The Fiscal Year 2007 House Armed Services Committee Report 109-452 directed
that the Secretary of the Navy revalidate the cost estimates for the CVN 21, for the ships
currently programmed in the LHA Replacement program, and for the eight ships of the SAN
ANTONIO Class that follow the lead ship. The committee further directed that the
revalidated cost estimates be submitted for review and approval by the Under Secretary of
Defense for Acquisition, Technology, & Logistics (USD (AT&L)). Finally the committee
directed that no later than July 1, 2006, the Secretary of the Navy submit a report to the
congressional defense committees containing the revalidated cost estimates for these ship
classes including certification by the Secretary that all known and anticipated major
elements of cost have been included in the estimate. I am responding for Secretary Winter.

In February 2004, the Navy issued a policy that directed the inclusion of realistic
pricing for shipbuilding inflation. In prior years, shipbuilding estimates utilized OSD/OMB
indices for projecting inflation costs. Use of the OSD/OMB indices had the effect of under-
predicting the inflation costs experienced in our shipbuilding programs. This shift in policy
was subsequently reflected in the Fiscal Year 2006 President’s Budget.

The Navy has also implemented a policy on program change orders that allows
Program Managers the authority to approve engineering and non-engineering change
proposals that reduce or do not impact contract cost, but reserves shipbuilding program
funds for only those change orders required for safety, contractual defects, unavailable
contractor furnished equipment, documented testing and trial deficiencies, and
statutory/regulatory changes. Further, in recognition of the need to manage requirement
changes/growth, the Navy has instituted capabilities and requirements review processes.
The Naval Capabilities Board and Resources and Requirements Review Boards are chaired
at the highest levels of Navy Leadership with the objective to minimize requirements
changes to shipbuilding programs. This will provide a stable requirements baseline upon
which credible estimates can be developed and maintained.

Specific to the CVN 21 program, the revised cost estimate as reflected in the Fiscal
Year 2006 President’s Budget reflected the above change in inflation prediction policy. The
CVN 21 cost estimate that supported the Milestone B (MS B) decision in April 2004



included realistic inflation predictions. These predictions were based on historical data,
shipbuilder forward pricing projections, and projections of inflation in the shipbuilding
industry for material. Additionally, this estimate was based on a detailed review of the ship
design covering all factors affecting the price of the ship (i.e., inflation, labor and overhead
projections, material, government furnished equipment, shipyard workload, ship design
maturity, etc.). In accordance with the CVN 21 MS B Acquisition Decision Memorandum,
the Navy is subject to follow-on Defense Acquisition Board (DAB) reviews prior to award
of the construction contract.

The LHA Replacement (LHA(R)) program completed both a Navy and OSD Cost
Analysis and Improvement Group cost review as part of the January 2006 MS B review.
The MS B Acquisition Decision Memorandum directed the Navy to fund to the Service cost
position for the LHA 6, adjusted to include additional funding for material escalation and
other changes as reflected in the Fiscal Year 2007 President’s Budget request.

The Fiscal Year 2007 President’s Budget request for the LPD program consists of
LPD 18-21 under a Cost Plus Incentive Fee contract and the recently awarded Fixed Price
Incentive Fee contract for LPD 22-25. The Fiscal Year 2007 President’s Budget request
included additional funding over the Fiscal Year 2006 President’s Budget request for the
LPD 19, 20, and 23 as a result of incorporating lead ship lessons learned and to offset the
increased costs of these ships due to a reduction from 12 to nine in the total number of LPD
Class ships to be constructed. Finally, as the LPD program is currently the only Navy
program building ships at the Northrop Grumman Ship Systems Avondale Facility, there is
risk in the Navy’s ability to predict future overheads and rates associated with work at that
facility. Imposing cost caps without recognition of the potential need for additional funds to
address these items is not an effective method of controlling costs and may in fact result in
further construction delays and additional costs.

The Navy and USD AT&L have revalidated the FY 2007 President’s Budget request
cost estimates for the LPD 18-25, LHA 6, and CVN 78. The OSD CAIG has not yet
conducted formal cost reviews for the CVN 21 Class follow ships.

$SM | PB07 End Cost Known Post Delivery & Outfitting Total
Hurricane Katrina Impact
LPD 18 $1,111.3 $145.0 $51.3 $1,307.6
LPD 19 $1,138.2 $156.0 §79.3 $1,373.5
LPD 20 $1,004.6 $165.0 $48.1 $1,217.7
LPD 21 $1,137.3 $151.0 $48.4 $1,336.7
LPD 22 $1,246.7 $157.0 $51.3 $1,455.0
LPD 23 $1,191.2 $171.0 $56.1 $1,418.3
LPD 24 $1,333.0 $153.0 $60.0 $1,546.0
LPD 25 $1,804.8 $0.0 $61.7 $1,866.5
CVN 78 $10,461.1 $0.0 $212.1 $£10,673.2
CVN 79 $9,583.0 $0.0 $231.4 $9814.4
CVN 80 $10,807.0 $0.0 $270.9 $11,077.9
LHA 6 $2,813.6 $97.0 $82.3 $2,992.9




Based upon the above positions, the Navy assesses that all known and anticipated
major elements of cost such as contract values, current projected forward price rate
agreements, labor and material inflation, and workload projections, as well as the lessons
learned impact from the lead ship have been included in the Navy's cost estimates for these
ships as reflected in the Fiscal Year 2007 President’s Budget request. The Navy and
Northrop Grumman Corporation continue to work through the impacts of Hurricane Katrina.
Given the uncertainties associated with the final impact of Hurricane Katrina on the
Shipbuilding industry, it could take several years to realize the complete impact.

Please let me know if I can be of further assistance. A copy of this letter is also being
provided to Chairmen Hunter, Warner, and Young.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Daniel K. Inouye
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON DC 20350-1000

JuL 1 0 2006

The Honorable C. W. Bill Young
Chairman, Subcommittee on Defense
Committee on Appropriations

House of Representatives
Washington, DC 20515-6018

Dear Mr. Chairman:

The Fiscal Year 2007 House Armed Services Committee Report 109-452 directed
that the Secretary of the Navy revalidate the cost estimates for the CVN 21, for the ships
currently programmed in the LHA Replacement program, and for the eight ships of the SAN
ANTONIO Class that follow the lead ship. The committee further directed that the
revalidated cost estimates be submitted for review and approval by the Under Secretary of
Defense for Acquisition, Technology, & Logistics (USD (AT&L)). Finally the committee
directed that no later than July 1, 2006, the Secretary of the Navy submit a report to the
congressional defense committees containing the revalidated cost estimates for these ship
classes including certification by the Secretary that all known and anticipated major
elements of cost have been included in the estimate. | am responding for Secretary Winter.

In February 2004, the Navy issued a policy that directed the inclusion of realistic
pricing for shipbuilding inflation. In prior years, shipbuilding estimates utilized OSD/OMB
indices for projecting inflation costs. Use of the OSD/OMB indices had the effect of under-
predicting the inflation costs experienced in our shipbuilding programs. This shift in policy
was subsequently reflected in the Fiscal Year 2006 President’s Budget.

The Navy has also implemented a policy on program change orders that allows
Program Managers the authority to approve engineering and non-engineering change
proposals that reduce or do not impact contract cost, but reserves shipbuilding program
funds for only those change orders required for safety, contractual defects, unavailable
contractor furnished equipment, documented testing and trial deficiencies, and
statutory/regulatory changes. Further, in recognition of the need to manage requirement
changes/growth, the Navy has instituted capabilities and requirements review processes.
The Naval Capabilities Board and Resources and Requirements Review Boards are chaired
at the highest levels of Navy Leadership with the objective to minimize requirements
changes to shipbuilding programs. This will provide a stable requirements baseline upon
which credible estimates can be developed and maintained.

Specific to the CVN 21 program, the revised cost estimate as reflected in the Fiscal
Year 2006 President’s Budget reflected the above change in inflation prediction policy. The
CVN 21 cost estimate that supported the Milestone B (MS B) decision in April 2004



included realistic inflation predictions. These predictions were based on historical data,
shipbuilder forward pricing projections, and projections of inflation in the shipbuilding
industry for material. Additionally, this estimate was based on a detailed review of the ship
design covering all factors affecting the price of the ship (i.e., inflation, labor and overhead
projections, material, government furnished equipment, shipyard workload, ship design
maturity, etc.). In accordance with the CVN 21 MS B Acquisition Decision Memorandum,
the Navy is subject to follow-on Defense Acquisition Board (DAB) reviews prior to award
of the construction contract.

The LHA Replacement (LHA(R)) program completed both a Navy and OSD Cost
Analysis and Improvement Group cost review as part of the January 2006 MS B review.
The MS B Acquisition Decision Memorandum directed the Navy to fund to the Service cost
position for the LHA 6, adjusted to include additional funding for material escalation and
other changes as reflected in the Fiscal Year 2007 President’s Budget request.

The Fiscal Year 2007 President’s Budget request for the LPD program consists of
LPD 18-21 under a Cost Plus Incentive Fee contract and the recently awarded Fixed Price
Incentive Fee contract for LPD 22-25. The Fiscal Year 2007 President’s Budget request
included additional funding over the Fiscal Year 2006 President’s Budget request for the
LPD 19, 20, and 23 as a result of incorporating lead ship lessons learned and to offset the
increased costs of these ships due to a reduction from 12 to nine in the total number of LPD
Class ships to be constructed. Finally, as the LPD program is currently the only Navy
program building ships at the Northrop Grumman Ship Systems Avondale Facility, there is
risk in the Navy’s ability to predict future overheads and rates associated with work at that
facility. Imposing cost caps without recognition of the potential need for additional funds to
address these items is not an effective method of controlling costs and may in fact result in
further construction delays and additional costs.

The Navy and USD AT&L have revalidated the FY 2007 President’s Budget request
cost estimates for the LPD 18-25, LHA 6, and CVN 78. The OSD CAIG has not yet
conducted formal cost reviews for the CVN 21 Class follow ships.

SM | PB0O7 End Cost Known Post Delivery & Outfitting Total
Hurricane Katrina Impact
LPD 18 $1,111.3 $145.0 $51.3 $1,307.6
LPD 19 $1,138.2 $156.0 $79.3 $1,373.5
LPD 20 $1,004.6 $165.0 $48.1 $1,217.7
LPD 21 $1,1373 $151.0 $48.4 $1,336.7
LPD 22 $1,246.7 $157.0 $51.3 $1,455.0
LPD 23 $1,191.2 $171.0 $56.1 $1,418.3
LPD 24 $1,333.0 $153.0 $60.0 $1,546.0
LPD 25 $1,804.8 $0.0 $61.7 $1,866.5
CVN 78 $10,461.1 $0.0 $212.1 $10,673.2
CVNT9 $9,583.0 $0.0 $2314 $9,814.4
CVN 80 $10,807.0 $0.0 $270.9 $11,077.9
LHA 6 $2,813.6 $97.0 $82.3 $2,992.9




Based upon the above positions, the Navy assesses that all known and anticipated
major elements of cost such as contract values, current projected forward price rate
agreements, labor and material inflation, and workload projections, as well as the lessons
learned impact from the lead ship have been included in the Navy’s cost estimates for these
ships as reflected in the Fiscal Year 2007 President’s Budget request. The Navy and
Northrop Grumman Corporation continue to work through the impacts of Hurricane Katrina.
Given the uncertainties associated with the final impact of Hurricane Katrina on the
Shipbuilding industry, it could take several years to realize the complete impact.

Please let me know if I can be of further assistance. A copy of this letter is also being
provided to Chairmen Hunter, Warner, and Stevens.

Sincerely,
Delores M. Etter
Copy to:

The Honorable John P. Murtha
Ranking Minority Member
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REPORT ON NAVY’S FLEET RESPONSE PLAN IN
COMPLIANCE WITH SECTION 341 OF FISCAL YEAR 2007
NATIONAL DEFENSE AUTHORIZATION ACT

Requirement:
Not later than December |, 2006, the Secretary of the Navy shall submit to the Committee on

Armed Services of the Senate and the Committee on Armed Services of the House of

Representatives a report on the program of the Navy referred to as the Fleet Response Plan. The
report shall include the following:

(1) A directive that provides guidance for the conduct of the Plan and standardizes terms and
defimitions.

{2) Performance measures for evaluation of the Plan.

(3) Costs and resources needed to achieve objectives of the Plan, including any incremental
effect on the Navy Operation and Maintenance budget.

(4) Operational tests, exercises, war games, experiments, and deployments used to test
performance.

(5) A collection and synthesis of lessons learned from the implementation of the Plan as of
the date on which the report is submitted.

(6) Evaluation of each of the following with respect to each ship participating in the Plan:
(A) Combat readiness, including training requirements.

(B) Ship material condition, including trending data for mission degrading casualty reports
rated as C3 or C4.

(C) Professional development training requirements accomplished during a deployment
and at home station.

(D) Crew retention statistics.
(7) Any proposed changes to the Surface Force Training Manual.

(8) The amount of funding required to effectively implement the operation and maintenance
requirements of the Plan by ship class.



(9) Any recommendatioss of the Secretary of the Navy with respect to expanding the Plan to
rclude Expediticnury Strike Groups,

In additioa, the Secretary of iie Navy may not expand the implementation of the Fleet
Respuoase Plan beyonid the Carrier Strike Croups until the date that is six months after the date on
which ihe Secretary of the Navy submits the report to Congress.



Executive Summary:

The Fleet Response Plan is the operational framework for Carrier Strike Groups that
capitalizes on the Navy’s investments in its readiness accounts. It leverages its force provider
capabilities to meet Combatant Commander force requirements for traditional roles, such as
forward presence, while providing an available surge capability for emerging missions. It is a
deliberate process that ensures continuous availability of trained, ready Navy forces. It does not
change training requirements, operational capabilities, or amount of maintenance, nor has it
impacted training accomplishment or reenlistment rates; overall, its implementation has been
cost-neutral to the Operations and Maintenance Budget.

Expanding the Fleet Response Plan beyond Carrier Strike Groups to all deployable Navy
Forces will enable the Navy to provide a more agile. flexible, and scalable surge capability,

cnabling quicker response to unexpected threats, humanitarian disasters, and contingency
operations.

Discussion:

The responses to the questions found in the Fiscal Year (FY) 2007 National Defense
Authorization Act, Section 341, are provided below.

1. Fleet Response Plan directive.

The Navy’s existing directive that sets policy and establishes responsibility for the execution
of the Fleet Response Plan, Chief of Naval Operations (OPNAV) Instruction 3000.15, dated
August 31, 2006, is included as enclosure |. This instruction states that the Fleet Response Plan
is applicable to all active and reserve deployable units. As required by Section 341, the
Secretary of the Navy will not expand implementation of Fleet Response Plan beyond Carrier
Strike Grroups (CSGs) until six months after the submission of this report.

2. Performance measures for evaluation of the Fieet Response Plan.

The Navy is currently using two measures of performance for the Fleet Response Plan and is
continuing to develop and refine additional ways to fully measure the effects of the Fleet
Response Plan's impacts. These measures of performance include: a. the ability to meet the
adjudicated Combatant Commanders’ requests for forces; b. the availability of surge ready forces
to meet Operational Plan requirements while meeting Personnel Tempo of Operations
(PERSTEMPO) limits specified by the CNO.

a. Combatant Commander's Request for Forces. The Navy is meeting an increasing and
more complex demand for forces. From the late 1990°s through 2003, the Navy provided Carrier
Strike Groups to Combatant Commanders allocated on a yearly average presence level in
accordance with the Secretary of Defense’s 1998 Global Naval Forces Presence Policy. In 2005,
the demand for Carrier Strike Groups increased above the traditional steady-state average. The
requirement also grew in complexity, with more stringently defined times, durations and force



levels. Having the Fleet Response Plan construct in place has allowed the Navy to meet this
complex demand signal.

b. Surge Force Availability. Since the implementation of the Fieet Response Plan, the
availability of Carrier Strike Groups ready to deploy (as referred to under the Fleet Response
Plan definitions as “Major Combat Operations (MCO) Surge Ready” and “MCO Ready™) has
nearly doubled. Moreover, the readiness of all Carrier Strike Groups is closely tracked, with
their readiness ratings reported weekly to the Chief of Naval Operations (CNO).

¢. The PERSTEMPO Program is a deliberate process to balance support of national
objectives with reasonable operating conditions for our Sailors. The PERSTEMPO Program
requires all units to report current and projected operational employments to both the Type and
Fleet Commanders, and has several limitations on how ofien a unit can be away from its home

port. If'a unit is projected to exceed these limits, a report to the CNO is required to be made, and
the CNO must authorize the unit(s) to exceed the limitations.

3. Costs and resources needed to achieve objectives of the Fleet Response Plan.

Implementation and execution of the Fleet Response Plan has been cost neutral to the Navy’s
Operation and Maintenance budget due to offsetting impacts to ships’ operations and
maintenance budgets. When the Fleet Response Plan was implemented, the Navy increased the
nominal deployment cycle 24 months to 27 months. As a result, over a ship's service life, there
will be fewer major maintenance availabilities. To maintain ships’ material condition without
extending the resulting maintenance availabilities, more funding was invested in continuous
maintenance, where shipyard personnel perform maintenance without the ship’s physical
presence in a shipyard. The net result of rebalancing the maintenance requirements between
maintenance availabilities and continuous maintenance yielded a neutral impact to the
Operations and Maintenance budget. It should be noted that the FRP provides surge capability.
Should that capability be called for through actual surging of forces, there would be increased
operations and maintenance costs beyond what was programmed due to increased steaming and

tlying operations and the associated increase in maintenance requirements resulting from
increased operations.

4. Operational tests, exercises, war games, experiments, and deployments used to test
performance.

The Navy has used, and will continue to use a variety of events, to include deployments and
war games, to evaluate the effectiveness of the Fleet Response Plan. This past year, we
maintained the Fleet Response Plan’s readiness to consistently deliver forward-deployed or
ready-to-surge Carrier Strike Groups almost immediately (within 30 days), plus additional
Carrier Strike Groups in 90 days or less. The Fleet Response Plan allows us to surge 50 percent
more combat power on short notice to deal with future global contingencies than in the past. For
ecxample, the Navy was able to maintain the JOHN C STENNIS Carrier Strike Group in a “ready
for war” state for 418 of the 509 days of its most recent readiness cycle, which included
deployed operations.



The Navy demonstrated the Fleet Response Plan’s capability in a surge exercise, SUMMER
PULSE "04, deploying seven Carrier Strike Groups across five theaters for three months. The
Navy also surged USS BATAAN, BOXER, and KEARSARGE to enable Marine Corps
deployments to support ongoing operations in Iraq. This surge capability is maintained across
the Fleet 365 days per year. To support this level of operational availability, the Navy has been
evaluating and improving our maintenance processes and organizations

5. Lessons learned from implementation of the Fleet Response Plan.

The Navy collects and maintains lessons learned in the Navy Lessons Learned (NLL) data
base at the Naval Warfare Development Center and utilizes relevant lessons to incrementally
improve the training that occurs in each of the Fleet Response Plan phases. Individual units
report lessons leamed through the NLL system based on assigned missions (e.g., Maritime
Secunty. Global War on Terror, Anti-piracy). Post-deployment briefings are also used to convey
relevant operational issues encountered during the execution of various missions; changes to the
training process often occur from these exchanges.

One particular lesson leamed was determined after initial indications of successfully
generating greater CSG readiness for no increase in cost; it was to match the planned Aircraft
Carrier maintenance cycle to the actual realized cycle time. This notional increase resuited in

several more months of planned surge capability and made individual cycle start and stop dates
more predictable.

As an additional lesson learned, a need exists to update the current PERSTEMPO instruction
and associated measure of performance. The current PERSTEMPO instruction was developed in
1985 in the context of the Cold War. But the security environment has changed since then.
Since its initial response to the events of 9/11, the Navy has compiled a number of lessons
leamed in this area and is working to apply it to its deploying forces. Under the current
PERSTEMPO program, the Navy has had to either extend or deploy earlier its forces to meet
more complex demand requirements. As an example, in 2005 the Navy executed a 26% increase
in deployed force presence to meet the needs of the Combatant Commanders. These changes
were often made on short notice and created instability in Sailors' lives. In an effort to increase
operational availability of naval forces and meet increasingly complex Combatant Commanders'
demand for forces, unit deployability and employability has been reviewed with significant
consideration placed upon how employment affects Sailors and their families. The effort
focused on balancing the operational availability of units while preserving operational readiness
and Sailor’s quality of life. As a result of the review, updated deployment policies, revised
applicable definitions, and codified deployment metrics are being staffed. The Navy will brief
the Congress on the new PERSTEMPO instruction when it has completed staffing.

6. Evaluation of ship performance participating in the Fleet Response Plan.
There have been two Carrier Strike Groups to date that have completed the entire Fleet

Response Plan cycle. For the purpose of this report, data and analysis reported below were
derived from these Carrier Strike Groups.
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a. Combat readiness, including training requirements.

Fleet Response Plan implementation has not changed training requirements; rather, it
provides for a graduated readiness capability, achieving higher readiness earlier in the cycle.
Each ship operating under the Fleet Response Plan has completed all scheduled training and

certification exercises, achieving the level of combat readiness designed into each Fleet
Response Plan phase.

b. Ship material condition, including trending data for mission degrading casualty reports
rated as (3 or C4.

There was no statistically significant impact to each ship’s material condition as a result

of Fleet Response Plan implementation. Detailed graphical averages, trending and analysis are
included in appendix A.

¢. Professional development training requirements accomplished during a deployment
and at home station.

For all Navy Type Commanders (Air, Surface and Sub-Surface), there has been no
decrease in the percentage of required training accomplished through formal home station
schools. Two Type Commanders have reported increasing trends in home station school
accomplishment rates. An example for Commander, Naval Air Forces units is included in
appendix B. Moreover, the Navy has accelerated Distance Support and afloat Integrated
Leaming Environment capabilities to each ship to enable its Sea Warrior initiative,
supplementing traditional deployed education opportunities such as basic skills improvement
classes, Program for Afloat College Education (PACE) courses, and in-rate training.

d. Crew retention.

To date, there are no statistically significant indications that the Fleet Response Plan
negatively affects retention. Detailed statistical graphs are included in appendix C.

7. Proposed changes to the Surface Force Training Manual.

There are no proposed changes to the Surface Force Training Manual related to
implementation of the Fleet Response Plan. Training requirements have not changed; only the
phases in which they are to be completed have changed. The same training events are still
required for accomplishment to the same level of competence as they were prior to Fleet
Response Plan implementation. Moreover, sustainment of capabilities through training has been
factored into the Fleet Response Plan to maintain unit and group proficiency.

8. Funding required to effectively implement the operation and maintenance
requirements of the Fleet Response Plan by ship class.

Current Navy operation and maintenance requirements are sufficient to effectively implement
the Fleet Response Plan due to its cosi-ucutral natare as described earlier. Actually surging



forces will lead to increased operations and maintenance costs to the extent that surge operations
cause an increase in overall steaming operations. The average operations and maintenance costs
per Fiscal Year for each ship class (in constant year FY-07 dollars) are as follows:

CVN: $104.4 M per ship per year.
SSN: $ 26.7 M per ship per year.
CG:  $ 19.7 M per ship per year.
DDG: § 12.7 M per ship per year.
FFG: $ 7.5 M per ship per year.

Note: These figures constitute normal investment levels, not differential costs associated with the
Fleet Response Plan.

9. Recommendations.

The Navy desires to expand the Fleet Response Plan, to include Expeditionary Strike Groups,
as well as all other deployable Navy assets that use a time-phased readiness approach to develop
operational capabilities. Experience to date indicates the Fleet Response Plan approach is a
viable and appropriate response to meeting global Navy force demands. Accordingly, the Navy

is making plans to expand the Fleet Response Plan beyond Carrier Strike Groups and will inform
the Congress appropriately as these plans are finalized.

Conclusion:

I'he current security environment has created new demands for Navy forces, from individual
units to strike groups, requiring a more agile and flexible capability to respond to Combatant
Commander’s requirements. The Fleet Response Plan delivers the desired surge capability that
supports the Navy's ability to respond to unexpected threats, humanitarian disasters, and
contingency operations while supporting the needs of the Combatant Commanders to maintain a
global forward presence. It is a cost-neutral solution to providing increased availability of
deployable Carrier Strike Groups. Based on the results to date, the Navy is formulating plans to

expand the Fleet Response Plan beyond Carrier Strike Groups, and will inform the Congress as
these plans are finalized.



APPENDIX A

CASREP DATA FOR CSGS COMPLETING FRP CYCLE

NIMITZ Class Aircraft Carriers (CVNs). Figure (1) depicts the average number of active C3
and C4 Casualty Reports (CASREPs) from January 01 — July 06 for the CVN 68 Class of ships
as compared to the combined average number of active C3 and C4 CASREDP:s for the USS
NIMITZ (CVN 68) and USS HARRY S. TRUMAN (CVN 75). Relative to the class average,
the two ships experienced higher numbers of CASREPs before May 2003, and lower numbers of

CASREPs after May 2003. This data supports the hypothesis of no adverse impact to ship
matenal condition.

Figure (1) - CVN C3 & C4 CASREPs
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TICONDEROGA Class Cruisers (GGs). Figure (2) depicts the average number of active C3
and C4 Casualty Reports (CASREPs) from January 01 — July 06 for the TICONDEROGA Class
of ships as compared to the combined average number of active C3 and C4 CASREDP:s for the
two CGs, USS PRINCETON (CG 59) and USS MONTEREY (CG 61), assigned to the two
CSGs of interest. Relative to the class average, the two ships experienced fewer numbers of

CASREPs before May 2003, and even fewer numbers of CASREPs after May 2003. This data
supports the hypothesis of no adverse impact to ship material condition.

Figurs (2) - CG C3 & C4 CABREPs
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ARLEIG Class Guided Missil tr ‘ . Figure (3) depicts the average
number of active C3 and C4 Casualty Reports (CASREPs) from January 01 - July 06 for the
ARLEIGH BURKE Class of ships as compared to the combined average number of active C3
and C4 CASREPs for the four DDGs, USS BARRY (DDG 52), USS HIGGINS (DDG 76), USS
MASON (DDG 87), and USS CHAFEE (DDG 90), assigned to the two CSGs of interest. While
the CASREDP data depicted by the fitted curves shows a higher average number of CASREPs for
the four ships when compared to the average DDG class curve, the trend was occurring well
before May 2003, and shows no significant change after May 2003. In addition, the data shows a
trend that is approaching the class average both before May 2003 and after May 2003. This data
supports the hypothesis of no adverse impact to ship material condition.

Figurs (3) - DDG C3 & C4 CASREPs
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APPENDIX B

FORMAL SCHOOL TRAINING COMPLETION DATA FOR NAVY
AIR FORCES UNITS

_ I;iclow 15 data from a report on “'A Statistical Analysis of Formal School Requirements”
nitiated by Commander, Naval Air Forces Staff. It does not extend back before the
implementation of FRP, but it does show a significant increasing trend in the percentage of

personnel in aviation units, including those in Carrier Air Wings, that have completed formal
shore based schools for the billets they occupy.

Flect Response Plan (FRP) Training Impact: A Statistical Analysis of
Formal School Requirements

The tollowing Figures are populated with the NTMPS Formal Schools Requirements
completion percentages for all units used in this analysis. The graphical interpretation of this
data provides the basis all conclusions and inferences made in the analysis.

NTMPS Graduates Onboard Data

For the 184 units under Commander, Naval Air Forces, the total monthly percentages of
Graduates Onboard was obtained from the NTMPS database. See Figures | and 2 below.

Figure . Percentage of Required Graduates on Board CNAP Units.
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 Figure 2. Percentage of Required Graduates on Board CNAL Units..
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Graphical nterpretation of the Data

As Figures | and 2 clearly demonstrate, formal school completions, as measured by
Graduates Onboard, were apparently not impacted by FRP. In fact, the analysis strongly

suggests that training accomplishments have actually increased steadily over the analysis time
period.

since 2004,




APPENDIX C

RETENTION STATISTICS FROM UNITS COMPLETING AN
ENTIRE FRP CYCLE

This section contains overall retention averages for the surface units of those CSGs that
finished a complete FRP cycle ending in FY-06. Figures 1 -- 3 show the reenlistment rates by
zone averaged over the FRP cycle and compares them to their respective fleet average for that
type ship. Figures 4 - 9 provide a more detailed view of CVN retention, since their manpower
(and therefore retention) is more significant in number than other units of a CSG. As indicated
in the graphs (and the explanatory note below), there are no statistically significant indications
that the Fleet Response Plan negatively affects retention.

Figure 1. Zone A reenlistment rates for FRP cycle for designated units.
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Note: Both USS HIGGINS and USS PRINCETON averages for Zone A reenlistments were
below their respective Fleet averages. Analysis for USS HIGGINS found that it started the FRP
cycle near its Fleet average, declined significantly during the period, and then finished the cycle
back near its Fleet average. The USS PRINCETON started the FRP cycle significantly below its
Flect average then increased and stabilized at a level above its depicted averags for the last half
of the FRP cycle.
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ZONE B REENLISTMENT

Figure 2. Zone B reenlistment rates for FRP cycle for designated units.
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ZONE C REENLISTMENT
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Figure 3. Zone C reenlistment rates for FRP cycle for designated units.
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Nimitz Zone A vs All PACFLT CVs
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Nimitz Zone B vs All PACFLT CVs
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Nimitz Zone C vs All PACTFLT CVs
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THE SECRETARY OF THE NAVY
WASHINGTON, D.C. 20350-1000

November 29. 2006

The Honorable John Warner

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman:

Section 341 of the FY 2007 National Defense Authorization Act, Public Law 109-

364, directed the Secretary of the Navy to provide a report addressing the Navy's Fleet
Response Plan.

Enclosed is the requested information on the U.S. Navy's Fleet Response Plan that

is used to govern the readiness cycle of Navy units. Also enclosed is a copy of the Navy
Instruction that defines the phases of a readiness cycle.

A similar letter has been sent to Chairman Hunter. As always, if I can be of further
assistance, please let me know.

Sﬁ p
% LM
Donald C. Winter

Enclosure: (1) Report on Navy's Fleet Response Plan
(2) OPNAVINST 3000.15

Copy to:
The Honorable Carl Levin









THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON DC 20350-1000

JAN 3 1 2007

The Honorable Carl Levin

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman;

Section 1015 of the FY 2007 Defense Authorization Act, Public Law 109-364,
requested the Secretary of the Navy submit a report describing the options available for
future lease arrangement with respect to the Guam Shipyard in Santa Rita, Guam.

The report requested several important and detailed matters be addressed,
including: an evaluation of the performance of the lessee and operators of the Guam
Shipyard; an evaluation of options with respect to the Guam Shipyard lease; options for
new use arrangements; input from at least three contractors on the viability of operations
based on the projected workload for FYs 2008 through 2013; and the Secretary’s
recommendations with respect to continuation of the existing Guam Shipyard lease and
which option the Secretary recommends for FY 2008.

On December 12, 2006 I provided you a letter indicating that we were still

collecting the contractor data. The data has now been collected and incorporated into the
enclosed report.

Please let me know if I can be of further assistance. A copy of this letter is also
being provided to Chairman Skelton.

Sincerely,
Delores M. Etter

Enclosure

Copy to:
The Honorable John S. McCain
Rnnking Minnri‘ry Member



THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON DC 20350-1000

JAN 3 1 2007

The Honorable Ike Skelton

Chairman, Committee on
Armed Services

House of Representatives

Washington, DC 20515-6035

Dear Mr. Chairman:

Section 1015 of the FY 2007 Defense Authorization Act, Public Law 109-364,
requested the Secretary of the Navy submit a report describing the options available for
future lease arrangement with respect to the Guam Shipyard in Santa Rita, Guam.

The report requested several imporiant and detailed matters be addressed,
including: an evaluation of the performance of the lessee and operators of the Guam
Shipyard; an evaluation of options with respect to the Guam Shipyard lease; options for
new use arrangements; input from at least three contractors on the viability of operations
based on the projected workload for FYs 2008 through 2013; and the Secretary’s
recommendations with respect to continuation of the existing Guam Shipyard lease and
which option the Secretary recommends for FY 2008.

On December 12, 2006 I provided you a letter indicating that we were still
collecting the contractor data. The data has now been collected and incorporated into the

enclosed report.

Please let me know if I can be of further assistance. A copy of this letter is also
being provided to Chairman Levin.

Sincerely,
M v EUE:L)\
Delores M. Etter
Enclosure
Copy to:

The Honorable Duncan L. Hunter
Rankino Minarity Member
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January 2007



REQUIREMENT

Section 1015 of the Fiscal Year 2007 Defense Authorization Act directed the Secretary of
the Navy to submit a report describing the options available with respect to the Guam
Shipyard in Santa Rita, Guam. The required report shall include the following:

1. An evaluation of the performance of the entities that, as of the date of the
enactment of this Act, are the lessee and operators of the Guam Shipyard under the terms
of the lease in effect on the date of the enactment of this Act.

2. An evaluation of each of the following options with respect to the Guam
Shipyard lease:

(a) Terminating the remairing term of the lease and issuing a new 25 year
lease with the same entity.

(b) Terminating the remairing term of the lease with respect to the
approximately 73 acres within the Guam Shipyard that are required for mission
requirements and leaving the remaining term of the lease in effect with respect to the
approximately 27 acres within the facility that are not required for mission requirements.

(c) Terminating the remaining term of the lease and negotiating a new use
arrangement with a different lessee or operator. The new use arrangement options shall
include:

¢ Government-owned and government-operated facility.

e Government-owned and contractor-operated facility

e Government-leased property for contractor-owned and contractor-

operated facility.

3. In evaluating the options, the Secretary of the Navy shall include an evaluation
of each of the following:

(a) The anticipated future military vessel repair and workload on Guam in
relation to the 2006 Quadrennial Defense Review, issued on February 6, 2006, pursuant
to Section 118 of Title 10, United States Code.

(b) The anticipated military vessel repair and workload attributable to
vessels comprising the Maritime Prepositioning Ship Squadron Three.

(c) The anticipated military vessel repair and workload due to a change in
Section 7310 of Title 10, United States Code that would designate Guam as a United
States homeport facility.

(d) The expected workload if the submarine tender, USS FRANK CABLE
(AS 40), is decommissioned.

(e) The estimuted reacquisition costs of transferred Governirient property.

(f) Costs to improve floating dry dock mooring certification and required
nuclear certification for the floating dry dock designated as AFDB-8 to conduct the
following maintenance:

e Dry docking selected restricted availabilities and mid-term availability

for attack submarines.



¢ Dry docking phased maintenance availabilities for amphibious vessels,
including amphibious «ssault ships, dock landing ships, and
amphibious transport dock ships.

¢ Dry docking phased maintenance availabilities for surface combatants

including cruisers, destroyers and frigates.

(g) Commercial opportunities for development to expand commercial ship
repair and general industrial services, given anti-terrorism force protection requirements
at the current facility.

(h) Estimates from three contractors for the maintenance and repair costs
associated with executing a multiship, multioption contract that would generate a
minimum 60,000 manday commitment for the Department of the Navy and Military
Sealift Command vessels.

(1) A projection of the maintenance and repair costs associated with
executing a minimum 60,000 mandays fo: the Department of the Navy and Military
Sealift Command vessels as a Governmer:t-owned and Government-operated Navy ship
repair facility.

4. In evaluating the options, the Secretary of the Navy shall seek input from at
least three contractors on the viability of operations based on the projected workload
Fiscal Years 2008 through 2013.

5. The Secretary of the Navy shall include in the report recommendations with
respect to continuation of the existing Guam Shipyard lease based on evaluations
conducted and the option that the Secretary recommends for Fiscal Year 2008.

EXECUTIVE SUMMARY

The 1995 Defense Base Closure and Realignment Commission Report recommended the
closure of the Naval Ship Repair Facility Guam as a fully functional ship repair facility.
The Report recommended that if Military Sealift Command (MSC) ships remain in Guam,
that a private sector ship repair capability should be developed. To assist in developing a
private sector ship repair capability the Department of the Navy leased the property of the
former Ship Repair Facility, Guam to the Guam Economic Development and Commerce
Authority (GEDCA) (formerly Guam Economic Development Authority) which
subsequently subleased the property to Guam Shipyard Inc. (GSY) for use in operating a
ship repair facility and related industrial services. The majority of the work conducted by
GSY is maintenance on MSC ships. The work has been awarded to GSY on a non-
competitive basis since 1998.

Although the U.5: Navy continues to value the prosence of a selective ship depot
maintenance capability on Guam, it is our preference such capability be supported
through the competitive acquisition of Navy ship maintenance work by GSY.



1. Evaluation of Guam Shipyard Performance

There are two performance aspects that require evaluation, lease contract performance
and ship maintenance contract performance. Lease performance by GEDCA has been
substandard, requiring the Navy to serve several notices of breach of performance. In

general, GSY ship maintenance performance has been of comparable quality to other U.S.
based shipyards.

a. Lease Performance

Under the Defense Base Closure and Realignment Act of 1990, P.L. 101-510, the Ship
Repair Facility (SRF), Guam was closed on September 30, 1997. The Secretary of the
Navy, pursuant to 10 U.S.C. § 2667 (f) (1), determined that a lease agreement between
the United States of America and GEDCA would “facilitate State and local economic
development efforts pending final disposition of the real and personal property and ...

pursuant to 10 U.S.C. § 2667 (f) (2), has determined that a public interest will be served
as a result of this lease.”"

Comprised of a portion of the former SRF Guam consisting of approximately 100 acres,
certain U.S. owned related personal property remaining on the leased premises, and

certain U.S. owned utility systems within the leased premises were transferred to
GEDCA.

The term of the current lease is for a period of ten years, beginning on October 1, 1997.

If for any reason the U.S. is unable to dispose of all or portions of the leased premises by
conveyance of fee title prior to the ten-year anniversary of the term beginning date, the
GEDCA will have the option to extend the lease for an additional five years for those
portions of the leased premises for which fee title has not been conveyed. The GEDCA
must provide written notice at least ninety days prior to the expiration of the original term.

In lieu of rent, GEDCA is to provide all security and safety protection and
maintenance/repair services for the leased premises as specified in Sections 3 and 13 of
the lease agreement. GEDCA is also required to apply all revenue received from
subleasing the leased premises first to reimburse the U.S. for the caretaker site office
costs incurred by the U.S. in connection with the administration of the lease and
afterwards to reimburse itself for the costs of marketing of the leased premises, property
management, facilities maintenance and repair, and Navy approved improvements to the
property.

Overall the Navy judges the lease performance by GEDCA and sub-lessee GSY as sub-
standard for the reasons outlined below:

! Interim Lease Agreement between Department of the Navy and Guam Economic Development Authority
at the Former Ship Repair Facility, Guam, Navy Identification No. N627429yRP00090



While the Navy has not pursued a default or other claim of damages against either
GEDCA or GSY, GEDCA, as the party in privity with the U.S., was officially notified by
Naval Facilities Engineering Command, Pacific Division of three breaches of
performance in 2004 and four breaches of performance in 2006. Issues of noncompliance
with lease terms that have been raised with GEDCA include:

* In 2004, GEDCA was notified of possible breaches for failure to obtain Navy
approval for certain subleases (§4) of the property. GEDCA leased a portion
of the property to TYCO, LTD which encumbered the typhoon mooring
system on Wharf Q, an important strategic asset used to secure military
vessels and GSY dry docks during a typhoon. GEDCA leased a building to
Marine World, Inc., a commercial venture in Tumon, for use as a marine life
support facility.

* GEDCA and GSY have been niotified on seven occasions of breach of
performance due to a failure to maintain the property, specifically the
dumping and open storage of debris and rubbish materials that present a
potential hazard to adjacent Nzvy facilities and personnel during severe
weather or typhoon conditions. The open dumping of trash and debris also
presents unknown environmental hazards. To date, GEDCA and GSY have
failed to cure this breach and have declined to remove and manage the debris
in accordance with the Navy’s direction.

Additionally, visual inspection indicates that many of the facilities are in a substandard
and deteriorated condition. Further, concerns have been raised regarding whether
revenues GEDCA has received from subleasing the property have been expended in
accordance with lease requirements. The Navy has received a final audit report dated
January 18, 2007, from the Defense Contract Audit Agency audit of GEDCA'’s revenues
and expenditures. This audit report is being reviewed by the Navy and further action is
pending completion of that review.

Finally, GEDCA’s sublease with GSY has also been substandard. GEDCA presented
GSY a Notice of Default Under Sublease Agreement on February 4, 2005 for failure to
comply with the following requirements: submission of audited financial statements for
Fiscal Years 2001, 2002, 2003, and 2004; proof of insurance; payment for utility services
provided by U.S. Navy Public Works Cer:ter; and relocation of the floating drydock
AFDM-8. GEDCA terminated the sublease agreement with GSY on February 18, 2005
(the sublease was reinstated on February {6, 2006).



b. Maintenance Contract Performance

The two primary Navy customers acquiring services from GSY are MSC and
Corimander, Submarine Forces Pacific (SUBPAC). Since FY 1998, MSC, in support of
PACFLT, has issued Class Justification and Approvals (J&As) for other than full and
open competition to authorize award of non-competitive contracts for ship repair to GSY.
The initial two year Class J& A was issued for three reasons:

e Take action consistent with the 1995 BRAC recommendations.

* Provide start-up work to allow GSY to become a viable shipyard.

* Recognize the strategic value of sustaining some degree of ship depot

maintenance capability in this Western Pacific U.S. territory.

It was Navy’s intention that the sole sourcing of work to GSY would be an interim
measure for the period necessary for GSY to develop a commercial base for depot repair
work in Guam. Given the fact GSY has operated under this sole-source approach for
eight years, it is the Navy’s assessment that sufficient time has expired to allow GSY to
develop a commercial repair base. Although no such base has materialized to date,
Section 1014 of the Fiscal Year 2007 Defense Authorization Act redefined Navy ship
homeporting and has therefore created an expanded opportunity for GSY to
competitively bid for more Navy ship repair work. Given this change, Navy considers
the sole sourcing of work to GSY no longer necessary nor appropriate. GSY should now
have the experience and capability to competitively bid for ship maintenance work, and
in doing so, sustain sufficient capability to meet the Navy’s desire for a facility capable
of selective ship depot maintenance in Guam (primarily hull, mechanical, electrical and
weight handling equipment repair).

GSY retains expertise in Hull, Mechanical and Electrical (HM&E) work. Execution of
this type of work by GSY is adequate and of comparable quality to other U.S. based
shipyards. As a result of the nature of the legacy equipment and design of the current
MSC ships operating out of Guam (T-AFS & T-AE), MSC is able to tailor the contracted
repair packages to match the skills resident at GSY. These older ships are very HM&E
intensive. Within the next five years, the current ships operating out of Guam will be
replaced with T-AKEs. T-AKE:s are built to commercial standards and are more
technologically advanced than current MSC ships. These ships are all metric, have an
advanced degaussing system and high voltage electric system throughout the ship. GSY
has discussed with MSC the technical expertise required to maintain this new T-AKE
ship class.

The T-AKE requires drydocking once every five years vice the requirement of twice
every five years for the current ships. This lengthened docking interval is expected to
result in a commensurate reduction in MEC depot maintenance workload in Guam as
these ships are introduced.

SUBPAC utilized GSY to conduct 65% of the USS FRANK CABLE (AS 40) FY 2004
Docking Planned Maintenance Availability (DPMA). The quality of the completed work
by GSY was excellent. During 2005, GSY provided docking, undocking and shore



services to USS SAN FRANCISCO (SSN 711) after her grounding to enable Pearl
Harbor Naval Shipyard and Intermediate Maintenance Facility personnel to accomplish
necessary repairs to allow safe transit to the Continental United States (CONUS).

2. Evaluation of Guam Shipyard Lease Options

a. Terminate remaining term of lease and issuance of new 25 year lease with same
entity.

NOT RECOMMENDED. Issuance of a 25 year lease is not judged to be in the best
interest of the U.S. Navy at this time. A clear picture of the future force structure
requirements in Guam has not yet been finalized.

The relocation of USMC Expeditionary Force components and headquarters to Guam and
expansion of waterfront capabilities and shore side facilities is anticipated, but not yet
finalized. Issuance of a new 25 year lease with the same footprint would restrict the U.S.
Navy from the most efficient utilization of scarce real estate on the island.

b. Termination of remaining term of the lease with respect to approximately 73 acres
within the Guam Shipyard that are required for mission requirements and leaving the
remaining terms of the lease in effect with respect to the approximately 27 acres within
the Facility that are not required for mission requirements.

RECOMMENDED WITH COMMENT. A reduced footprint would be beneficial to the
U.S. Navy to allow longer lead time to plan potential expansion of waterfront capabilities
and facilities to support embarkation operations and accommodation of additional
transient ships. Negotiations with GEDCA would be required to reduce the current
footprint.

¢. Termination of the remaining term of the lease and negotiating a new use
arrangement with a different lessee or operator.

NOT RECOMMENDED. For the reasons previously stated, it would be premature to
negotiate a new use arrangement with a different lessee or operator until the future site
utilization requirement for Guam is finalized. Having said that, the following initial
assessment of the alternatives outlined are provided:

- Government-owned and government-operated facility: In the Defense Base
Closure and Realignment Commission 1995 Report to the President, the Secretary of
Defense recommended closure of SRF Guam on the basis that sufficient capacity existed
in DoD’s remaining organic ship depot maintenance facilities to meet Navy needs for
such fucilities. That assessment remains valid.

- Government-owned and contracto-operated facility: Negotiating a new use
arrangement with a different lessee or operator is not judged to be in the best interest of
the U.S. Navy at this time. A clear picturz of the future force structure requirements in
Guam has not yet been finalized. Negotiation of a new use arrangement prior to final




determination of force structure requirements would restrict the U.S. Navy from the most
efficient utilization of scarce real estate on the island.

- Government-leased property for contractor-owned and contractor-operated
facility: Due to the physical location of the former SRF, disposal of the land and physical
property that comprised SRF is not in the best interest of the U.S. Government as it
would essentially “carve out” a section of an integrated waterfront, therefore restricting

the Navy from the most efficient utilization of that waterfront as future requirements
dictate.

3. Evaluation of Workload.

a. Anticipated future military vessel repair and workload on Guam in relation to the
2006 Quadrennial Defense Review (QDE).

The QDR Report states that “the Fleet will have a greater presence in the Pacific Ocean,
consistent with the global shift of trade and transport. Accordingly, the Navy plans to
adjust its force posture and basing to provide at least six operationally available and
sustainable carriers and 60% of its submarines in the Pacific to support engagement,

presence and deterrence”?.

Assignments of depot availabilities are made in accordance with the following Navy
Availability Assignment Business Rules:

e Schedule maintenance in ship’s h¢meport when possible (PERSTEMPO/Quality
of Life). OPNAVINST 4700.7K requires any availability assigned to the private
sector that is less than six months in duration be executed in the ship’s homeport
provided adequate competition, capacity and capability exists;

Optimize critical skill usage; and
e Load public shipyards first to efficiently use organic capacity.

Increased naval presence in the Pacific will result in additional U.S. Navy port visits to
Guam. However, per the Naval Supervisory Activity list, no additional vessels are
currently scheduled to be homeported in Guam,; therefore, no additional scheduled depot
workload is likely to be programmed for Guam. The additional port visits may increase
the amount of voyage repairs conducted in Guam; however, the majority of such voyage
repair workload would be expected to be within the capability and capacity of the USS
FRANK CABLE (AS 40) Repair Department.

? Quadrennial Defense Review Report, February 6, 2006



b. Anticipated military vessel repair and workload attributable to vessels comprising
Maritime Prepositioning Ship Squadron Three.

There is no anticipated repair or depot workload attributable to vessels comprising the
Maritime Prepositioning Ship Squadron Three (MPS 3) planned to be accomplished in
Guam. The ships assigned to MPS 3 will continue to conduct periodic overhaul or repair
availabilities in CONUS which are scheduled to coincide with routine periodic
downloads and maintenance of their cargc, also done CONUS.

c. Anticipated military vessel repair and vorkload due to a change in Section 7310 of
Title 10, United States Code that would designate Guam as a United States homeport
Sacility.

Designating Guam as a U.S. homeport facility is not anticipated to change the vessel
repair workload associated with U.S. Navy ships. No additional ships beyond the current
submarines and tender are scheduled for a homeport change to Guam. Potential voyage
repairs are addressed in paragraph 3a above.

MSC ships are also subject to this statute. The Navy does not designate homeports for
MSC vessels. As a matter of policy, these ships are considered “homeported in the U.S.”
for purposes of Section 7310 of Title 10 U.S.C. unless the ship will remain deployed
overseas for a period exceeding two years. The five MSC ships operating out of Guam
currently utilize GSY for planned and unplanned maintenance. No change in MSC force
structure is anticipated in this area. Therefore, no increase in MSC ship repair workload
in Guam is anticipated due to the change in Section 7310 of Title 10, United States Code.

d. The expected workload if the submarine tender, USS FRANK CABLE (AS 40), is
decommissioned.

The overall impact of decommissioning USS FRANK CABLE (AS 40) would be a net
reduction of workload for GSY. FRANK CABLE is scheduled for a pier-side availability
every 30 months. Approximately 65% of the work in these availabilities has been non-
competitively assigned to GSY for accomplishment. If FRANK CABLE is
decommissioned, this work would be lost to GSY.

e. The estimated reacquisition costs of transferred Government property.

‘The Navy has no interest in reacquiring Class 3 and 4 propeities (e.g., worker’s tools)
currently in use by GSY due to equipment obsolescence. The only pieces of property that
fall into Class 1 or 2 that was not retained by the Government are the floating drydocks
(AFDB-8, AFDM-8). GSY currently holds the title to these drydocks. They were
declared excess by the Navy and that condition has not changed.



J. Cost to improve floating dry dock mooring certification and required nuclear

certification for the floating dry dock designated as AFDB-8 to conduct the following
maintenance:

Dry docking selected restricted availabilities and mid term availability for attack
submarines.

Dry docking phased maintenance availabilities for amphibious vessels,

including amphibious assault ships, dock landing ships, and amphibious transport
dock ships.

Dry docking phased maintenance availabilities for surface combatants
including cruisers, destroyers and frigates.

The Navy certifies drydocks to dock U.S. Navy ships in accordance with MIL-STD-
1625(C). AFDB-8 is not certified to drydock U.S. Navy ships. The drydock meets all
requirements to obtain Navy certification except for the mooring system. The mooring
system design must be adequate to withstand the most severe weather that the facility is
likely to encounter with a maximum ship in dock. GSY’s rough order of magnitude
estimated cost to upgrade the mooring system for AFDB-8 to comply with MIL-STD-
1625(C) is between $8M and $10M.

Nuclear maintenance beyond the capability or capacity of ships force shall be assigned
only to nuclear capable shipyards or nuclear capable intermediate maintenance activities
and performed following the requirements established by the Director of Naval Nuclear
Propulsion Program. U.S. Navy nuclear powered warships should only be routinely
drydocked in facilities owned and operated by either the U.S. Navy or an activity
authorized to perform nuclear work. GSY is not certified to perform nuclear work nor is
this capability anticipated to be required from GSY. Adequate capacity currently exists
to perform nuclear work within the existirig four naval shipyards and two nuclear capable
private shipyards

Submarine certification for unrestricted operations is maintained by accomplishment of
prescribed and required maintenance of the submarine safety (SUBSAFE) material
condition. Activities authorized to perform SUBSAFE work are designated in NAVSEA
NOTICE 5000. GSY is not certified to perform SUBSAFE work nor is this capability
anticipated to be required from GSY as discussed in paragraph 3d above.

Drydocking phased maintenance availability assignments are made in accordance with
the criteria outlined in paragraph 3a above. No additional vessels are scheduled to be
homeported in Guam, therefore, no additional scheduled depot workload is programmed
nor anticipated for Guam.



g. Commercial opportunities for development to expand commercial ship repair and
general industrial services.

Opportunity for commercial ship repair arid general industrial services is addressed in the
lease agreement between Navy and GEDCA. The Navy is not in a position to comment
further on the commercial opportunities for development.

h. Contractor Estimates for the maintenance and repair costs associated with
executing a multiship, multioption contract that would generate a minimum 60,000

manday commitment for the Department of the Navy and Military Sealift Command
vessels.

A Sources Sought Announcement was issued seeking potential sources that would be
interested in performing maintenance and repair work onboard both Military Sealift
Command and U.S. Navy ships in Guam. Interested sources were requested to submit a
rough estimate of the costs associated with executing a multiship, multioption contract
that would generate a minimum 60,000 manday commitment per year, for fiscal years

2008 through 2013. Results of the Sources Sought Announcement are summarized in
paragraph 4 below.

Since 1998, with the exception of 2004 and the FRANK CABLE Drydocking Phased
Maintenance Availability, the average depot mandays executed by GSY are 34,000.

For Fiscal Year 2008, using an average manday rate from the potential sources, the

estimated maintenance and repair cost associated with executing 60,000 mandays is
$23.6M.

i. A projection of the maintenance and repair costs associated with executing a
minimum 60,000 mandays for the Depariment of the Navy and Military Sealift
Command vessels as a Government owsied and Government operated Navy ship repair

Jacility.

Although the Navy does not currently operate a non-nuclear ship depot maintenance
facility, the costs of such a facility can be approximated by using comparable commercial
sector manday rates. On that basis, the projected maintenance and repair costs associated
with executing 60,000 mandays by a Govirnment owned and Government operated Navy
ship repair facility is approximately $26.3M per year.

4. Contractor Input

As noted above in paragraph 3h, a Sources Sought Notice was issued seeking potential

sources who would be interested in performing maintenance and repair work onboard
both Militery Sealift Commend and LES, Navy ships in Guany
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Sixteen (16) responses were received. Responses were received from both large and
small businesses; the incumbent, one Native American Corporation, comp:nies with
extensive ship repair experience, and those with limited ship repair experience, major
shipyards, smaller shipyards, and holders of Naval Sea Systems Command (NAVSEA)
issued Master Ship Repair Agreements and Agreements for Boat Repair.

Using the data from the Sources Sought Announcement for Fiscal Year 2008, the
estimated annual cost ranged from a low of $10.8M to a high of $42.1M. Based on an
average manday rate from the potential sources, the estimated maintenance and repair
cost associated with executing 60,000 mandays is $23.6M.

Therefore, compared to the estimated cost for a Government owned and Government
operated Navy ship repair facility of $26.3M per year, it is reasonable to assume that a
negotiated contract would be more cost effective.

5. Recommendation for the continuance of existing Guam Shipyard lease

Lease alternatives were assessed in paragraph 2 above. The Navy’s recommendation is to
allow the current ten year lease term to run to expiration on October 1, 2007 and to open
negotiations with GEDCA to terminate the five year term renewal option on the lease or
alternatively to allow the five year option to run but negotiate a reduction in the current
footprint to 23 acres. If negotiations are unsuccessful, the current lease should be
allowed to run to expiration or be terminated for cause if grounds for such exist in
accordance with the current lease provisicns.

CONCLUSION

Although the U.S. Navy continues to value the presence of a facility capable of
accomplishing selective ship depot maintenance (primarily hull, mechanical, electrical
and weight handling equipment repair) on Guam, such capability should be supported
through the competitive acquisition of Navy ship maintenance work by GSY. The
current lease should be allowed to expire as scheduled unless terminated earlier for cause
if grounds for such exist pursuant to the terms of the lease.
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THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

DEC 1 ¢ 2008

The Honorable Duncan L. Hunter
Chairman, Committee on

Armed Services
House of Representatives
Washington, DC 20515-6035

Dear Mr. Chairman:

Section 1015 of the FY 2007 Defense Authorization Act, Public Law 109-364,
requested the Secretary of the Navy submit a report describing the options available for
future lease arrangement with respect to the Guam Shipyard in Santa Rita, Guam.

The report requested several important and complex matters be addressed,
including: an evaluation of the performance of the lessee and operators of the Guam
Shipyard; an evaluation of options with respect to the Guam Shipyard lease; options for
new use arrangements; input from at least three contractors on the viability of operations
based on the projected workload for FYs 2008 through 2013; and the Secretary’s
recommendations with respect to continuation of the existing Guam Shipyard lease and
which option the Secretary recommends for FY 2008.

In order to seek input from at least three contractors, the Military Sealift
Command (MSC) issued a Sources Sought Announcement to gather information on
potential sources who would be interested in performing maintenance and repair work
onboard both MSC and U.S. Navy ships in Guam. The closing response date for this
market survey is December 21, 2006. The contractor’s information is needed to be able
to provide a recommendation based on all the facts. Therefore, the Navy will submit the
complete report by January 31, 2007.

Please let me know if I can be of further assistance. A copy of this letter is also
being provided to Chairman Warner.

Sincerely,

R ¥ Wiy Tk SN

Delores M. Etter

Copy to:
The Honorable Ike Skelton
Ranking Minority Member









THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

DEC 1 2 2006

The Honorable John Warner

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman;

Section 1015 of the FY 2007 Defense Authorization Act, Public Law 109-364,
requested the Secretary of the Navy submit a report describing the options available for
future lease arrangement with respect to the Guam Shipyard in Santa Rita, Guam.

The report requested several important and complex matters be addressed,
including: an evaluation of the performance of the lessee and operators of the Guam
Shipyard; an evaluation of options with respect to the Guam Shipyard lease; options for
new use arrangements; input from at least three contractors on the viability of operations
based on the projected workload for FYs 2008 through 2013; and the Secretary’s
recommendations with respect to continuation of the existing Guam Shipyard lease and
which option the Secretary recommends for FY 2008.

In order to seek input from at least three contractors, the Military Sealift
Command (MSC) issued a Sources Sought Announcement to gather information on
potential sources who would be interested in performing maintenance and repair work
onboard both MSC and U.S. Navy ships in Guam. The closing response date for this
market survey is December 21, 2006. The contractor’s information is needed to be able
to provide a recommendation based on all the facts. Therefore, the Navy will submit the
complete report by January 31, 2007.

Please let me know if I can be of further assistance. A copy of this letter is also
being provided to Chairman Hunter.

Sincerely,

Delores M. Etter

Copy to:
The Honorable Carl Levin
Ranking Minority Member
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1.0 REQUIREMENT

The FY 2007 Senate Armed Services Committee Report 109-254 directed the Secretary
of the Navy to submit to the congressional defense committees, not later than 30 days
prior to lead ship contract(s) award, a report on the competition plan for DDG 1000
follow ship procurement. The report is to include the range of possible outcomes for
awarding follow ships, the Navy's estimated cost for the respective ships, the estimated
cost benefit provided by competition, the basis for determining contract award, and the
type of contract planned for the award. The report shall also address potential impact of
follow ship awards on the lead ship costs or schedules, including an assessment of
workload impacts at the respective shipyards.

2.0 EXECUTIVE SUMMARY

In response to the Congressional requirement, this report provides a status of the DDG
1000 follow ship procurement strategy. The Navy established a senior working group in
early 2006 to review the strategy. This ongoing effort is considering several complex and
critical contractual, financial and programmatic issues — all highly interdependent. This
working group solicited and received input from the shipbuilders on various options in
May/June 2006.

While the Navy remains sensitive to the importance of maintaining the unique skills and
knowledge at the surface combatant shipyards to ensure both (Bath Iron Works, Bath ME
and Northrop Grumman Ship Systems, Ingalls Division, Pascagoula, MS) remain viable,
a competitive acquisition strategy can be used to procure the DDG 1000 follow ships and
the future surface combatant ships (i.e. CG(X)) in the desired quantities without a
“winner take all” competition option. It is important for the Navy to have acquisition
options for these future surface combatants in order to solicit competitive bids for best
market prices, utilize innovative approaches and gain the benefit of other ideas resulting
from both collaborative design and competitive production environments. The dual
shipyard acquisition strategy provides significant benefits to both the Navy and the
industrial base and is critical to maintaining long term surface combatant program
affordability.

3.0 BACKGROUND

The DDG 1000 is the center piece of the Navy's surface combatant acquisition program
to support the 21* century warfighting requirements. The multi-mission DDG 1000
Destroyer (ZUMWALT Class) is currently a seven-ship program with two split-funded
ships budgeted in FY 2007/08 and one ship budgeted in each year between FY 2009-
2013 (see Table 1).

Congress approved the President’s Budget request of $2,568M for FY 2007. The FY
2007 Budget is in addition to $1,010M of previous years Advance Procurement funding
(FY 2005 - FY 2006). To complete construction of the two FY 2007 DDG 1000 Class
ships, subsequent year funding is required in FY 2008 and will be addressed during the
FY 2008 President’s Budget development process.



Table 1: PBO7 Ship Build Plan

Dual
(Lead) Follow Ships
Ships
Program 2007 2008 2009 2010 2011 2012 2013
DDG 1000 2 0 1 1 1 1 1

The DDG 1000 dual lead ship acquisition strategy was approved via a Milestone B
decision on November 23, 2005 by the DAE, Under Secretary of Defense, Acquisition
Technology & Logistics (USD (AT&L)), allowing the program to enter the System
Development and Demonstration Phase. The Milestone B Acquisition Decision
Memorandum allowed the Navy to award detail design contracts, and directed the
program to return for a program review with the DAE prior to exercising contract options
for ship construction. ASN (RD&A) approved a Class Justification and Approval for this
acquisition on February 16, 2006 pursuant to the authority of 10 U.S.C. 2304(c)(3),
which provided for other than full and open competition when necessary to award a
contract to a particular source to achieve industrial mobilization. The program awarded
the detail design contracts to Northrop Grumman Ship Systems and General Dynamics
Bath Iron Works in August 2006. The detail design contracts are structured in
accordance with the acquisition plan and program schedule as supported by the FY 2007
President’s Budget request. The involvement of both shipbuilders in the detail design
process will increase their understanding of the basic design, enabling significant
producibility improvements and a more stable design.

In accordance with the Milestone B decision, the DDG 1000 Program completed a review
by the Defense Acquisition Board (DAB) on October 4, 2006, and received approval to
continue with contract negotiations for construction of the two lead ships of the
ZUMWALT Class. The Navy intends to award the ship construction contracts during the
second quarter of FY 2007. Start of major fabrication at the two shipyards is planned to
begin in summer 2008. This synchronizes the start of fabrication, providing the Navy an
opportunity to establish a basis for competition for the follow ships currently budgeted in
FY 2009 and out. The Navy is confident this strategy will promote cooperative and
collaborative completion of detail design, and will give the Navy information and options
for future acquisition strategy decisions.

4.0 COMPETITION PLAN FOR DDG 1000 FOLLOW SHIP PROCUREMENT

The Navy is committed to a dual lead ship acquisition strategy and recognizes the
importance of sustaining two surface combatant shipbuilders. The dual lead ship
acquisition strategy is designed to maintain competitive surface combatant shipbuilding
industrial base that will provide affordable ships that meet the current and future needs of
the Navy. These two shipbuilders (Northrop Grumman Ship Systems (NGSS) and
General Dynamics Bath Iron Works (BIW)) are both highly qualified, highly capable
shipyards. They have exhibited the financial strength, resources (plant facilities and
manpower), capacity, experience, skills, and the overall viability to successfully construct




DDG 1000 ships. Maintaining the unique shipbuilding skills and knowledge at the
surface combatant shipyards provides a means of ensuring the best value to the Navy in
current and future procurements.

The Navy is committed to seeing that both shipbuilders remain viable to ensure that a
competitive acquisition strategy can be used to procure the FY 2009-2013 DDG 1000
follow ships and future surface combatant ships (i.e., CG(X)) in the desired quantities. It
is important for the Navy to have choices for these future surface combatants in order to
solicit competitive bids, execute innovative production approaches and gain the benefit of
other ideas resulting from a competitive environment. The dual shipyard acquisition
strategy provides significant benefits to both the Navy and the industrial base and is the
primary rationale for maintaining program affordability.

4.1 Range of Possible Outcomes:

The Navy established a senior-level working group in early 2006 to review the follow
ships acquisition strategy to address contractual, financial and programmatic concerns.
The objective is to provide for a stable, competitive industrial base to support future
shipbuilding and Mission Systems Equipment (MSE) procurements. This working group
solicited and received input from the shipbuilders in May/June 2006.

The ongoing review takes into consideration several factors including the current and
future workload at each surface combatant shipyard and how such workload impacts the
industrial base. The lead ship construction workshare agreements currently being
negotiated will impact the overall shipyard workloads. It is the Navy’s desire to
minimize shipyard workforce fluctuations and maintain stability at each shipyard by
providing a firm business base. The timely award of DDG 1000 lead ships and
subsequent follow ships is instrumental in providing sufficient industrial base workload
stability.

Before establishing a contracting strategy for follow ships, the Navy is assessing and
analyzing recent shipyard cost and schedule performance for ships currently under
construction at both shipyards. The Navy will assess shipbuilder progress towards major
milestones, cost and schedule variances and assess impacts of new producibility
initiatives on performance. As a result of Hurricane Katrina, uncertainty remains
concerning how NGSS will distribute the future workload between Avondale and Ingalls.
Additional time is required for the Navy to adequately assess these workload impacts.

As an ACAT 1D Program, the DDG 1000 acquisition strategy needs to be approved
through the DAE. At the recent DAE review (October 2006), the Navy presented the
following potential alternatives for follow ship procurement:
« two ship competition in FY 2009; three ship competition in FY 2011
« three ship competition in FY 2009; two ship competition in FY 2012
+ single solicitation for a four ship Profit Related to Offers (PRO) with option for
FY 2013 ship.



While the selection of a specific acquisition strategy may not be limited to these
alternatives, they are representative of the most likely scenarios. All three alternatives
could be executed as annual plus option contract awards in FY 2009. Subsequent
contract awards would be candidates for Multi-year procurements (MYPs). All three
alternatives could be implemented using a dual source limited competition strategy, or a
PRO contracting strategy, to maintain competitive pricing pressure without resorting to a
“winner take all” strategy. In the dual source limited competition strategy, each shipyard
receives at least one ship, with the competition to establish who receives the larger share
of workload. In the PRO strategy, the contractors compete for their target profit based
upon their offers. These approaches are discussed in more detail in Section 4.4.

4.2 Navy’s Estimated Cost for the Respective Ships:
Respective ship cost estimates will be updated with submission of the FY 2008

President’s Budget request. The Navy is committed to meet the Congressional cost goal
established for the dual lead ships ($6.582B) and the cost cap ($2.3B) for the g ship.
The Navy intends to incorporate the GAO recommendations identified in their report
“Improved Practices Could Help Minimize Cost Growth in Navy Shipbuilding Programs’
to ensure realistic prices for ship construction contracts and early recognition of cost
issues are achieved. In particular, the Navy will ensure that:

: ]

- pricing for construction of the lead ship is negotiated separately from the pricing
of detail design

- pricing of follow ships is separate from pricing of lead ships

- shipbuilders are required to submit monthly cost performance reports

- shipbuilders are required to prepare variance analysis reports that identify root
causes of reported variances, associated mitigation efforts, and future cost
impacts.

Historically, new classes of ships (i.e., DDG 1000 Class) that incorporate new designs
and new technologies create uncertainties in the cost. Therefore, the Navy has separated
the negotiation of the lead ships from the follow ships. The Navy will also have initial
return cost performance from the lead ships before negotiations begin on the follow ships.
The Navy will make use of knowledge gained during detail design and construction to
negotiate prices for follow ships.

Innovative strategies have been created to reduce overall acquisition costs to achieve the
dual lead ships cost goal and the 5t ship cost cap. The Navy and the DDG 1000 industry
team are using a thorough design-to-cost process to pursue every opportunity to reduce
cost on DDG 1000 without reducing critical mission performance. The DDG 1000
Design/Build Strategy process integrates the efforts early in the design process of all
stakeholders to minimize work content, simplify design and standardize material and
manufacturing processes. A key enabler of this strategy is the program’s use of a
Collaboration Center which maximizes design cooperation, communication and
partnership by co-locating the Navy with the program’s five prime contractors. The
Design/Build Strategy also leverages the use of the CATIA V5 Computer-Aided Design
tool, which provides three dimensional visibility early in the design process. The DDG



1000 Program’s use of a single integrated data environment used by all designers further
facilitates design integration by providing an authoritative central repository for all
program data.

The Design/Build Strategy has developed several products and manufacturing processes
which will result in a producible and more efficient design. Through a Parts
Standardization initiative, the DDG 1000 Program has reduced by 25 percent the use of
general material items and catalogued them in a Common Parts Catalog saving the
program millions of dollars by reducing the number of parts. The program employs a
single buyer approach for the procurement of all Class Common Equipment ensuring a
common design and reduced costs through larger lot buys. Both shipbuilders have
collaboratively developed Craft Memoranda of Understanding to design, share and
document common manufacturing preferences and agree to standardize manufacturing
practices in 89 different areas covering all shipbuilding trades. By integrating craftsmen
early in the design process, both of these initiatives will reduce manufacturing costs and
optimize product quality. Finally, the Mission System Integrator is incrementally
delivering mission systems design information to the shipbuilders.

In order to prove out the Design/Build Strategy, each shipbuilder is accelerating the
design and manufacture of a main machinery block. This unique initiative will also
validate that each shipbuilder can manufacture using the other shipbuilder’s design. Each
shipbuilder will manufacture a machinery block to the extent that it demonstrates detail
design processes, material procurement manufacturing processes, and craft labor costs
and quality. The Navy will closely manage each shipbuilder’s cost, schedule and quality
performance throughout this initiative and aggressively apply “lessons learned” to the
overall Design/Build process.

There are numerous examples of producibility initiatives that have been incorporated into
the DDG 1000 design. Increased deck heights allow for straighter pipe runs and
increased access for shipyard craftsmen to pull cable and install pipe and ventilation
ducting. The design features the use of multiple modular system-level components such
as Electronic Modular Enclosures, Advanced Gun System magazines, Equipment “rafts”
and a modular Anchor and Steering system. This approach provides for off-ship
construction and test and “turn-key” integration within the ship construction process
resulting in reduced costs and increased quality. The DDG 1000 design replaces miles of
tin ventilation ducting with a flexible, lighter-weight fabric design that reduces weight
and cost but also greatly improves shipboard quality-of-life. Weld joint designs and
welding procedures have been optimized for high productivity and enhanced survivability
for manufacturing large marine structures like the Peripheral Vertical Launch System.
The composite deckhouse is joined with the rest of the steel ship by a producible and
cost-effective adhesive bond which projects to significantly reduce both manufacturing
cost and ship weight.

The Navy has been successful in removing significant costs from the DDG 1000 dual
lead ships and follow ships without reducing critical mission performance. These
initiatives (described in this section: “Navy’s Estimated Cost for the Respective Ships™)



will help the DDG 1000 Program meet the cost goal established for the dual lead ships
and the Congressional cost cap associated with the 5" ship.

4.3 Estimated Cost Benefit Provided By Competition:

Competition fosters an atmosphere of creativity and innovation, and encourages the
development of new processes to improve performance, reduce costs, and construct ships
in a more effective manner. Both shipyards that construct surface combatants have
invested significantly to upgrade facilities. BIW constructed a Land Level Transfer
Facility (LLTF) and NGSS modernized their panel line and other facilities to improve
productivity and remain competitive. These investments, in each shipyard’s respective
facility, have had a positive effect in reducing the labor-hours and ultimately the cost
required to construct ships.

The Navy will prepare cost comparisons for each of the competition options that are
ultimately considered. These cost comparisons will in part be based on the results of the
dual lead ships negotiations and awards. However, the DDG 51 Program offers an
analogy for the successful use of PRO. The DDG 51 Program office used competition
between shipyards, executing multiple acquisition strategies to control cost over the
course of the shipbuilding program. The FY 1985-1993 ships were awarded in a
traditional “compete for work™ strategy. In FY 1994, the Navy solicited pricing from
both shipbuilders to construct two of the three ships appropriated for that year. However,
the Navy concluded the prices bid by each shipyard would lead to unprofitable contracts
for the shipbuilders. After numerous alternatives were considered, the Navy opted to
combine the procurement of the three FY 1994 DDG 51s with the three FY 1995 DDG
51s and equally allocate three DDG 51s to each shipbuilder at negotiated prices. The
downward pressure on cost to the Government due to competition was lost under this
“negotiated allocation™ strategy. A study sponsored by ASN(RD&A) on DDG 51
Program Acquisition recommended that the Navy explore contracting strategies that
reduced the price to the government and retained the benefits of competitive forces on FY
1996/1997 ships. The PRO acquisition strategy was determined to be the approach to
meet these challenges.

The PRO concept is a competitive allocation procurement strategy tailored to a dual
source production program. Under PRO, contractors compete for a target profit based on
their offer. The lowest cost bidder is awarded a contract at its proposed target cost and
receives a higher target profit percentage (this profit percentage is specified in the
Request for Proposal (RFP)). The losing bidder is awarded a contract at its proposed
target cost, but the loser’s target profit is set to a lower percentage than the winner’s. The
losing profit percentage is a function of the difference between the losing bid and the
winning bid; the bigger the difference between the bids, the lower the loser’s target profit.
The formula for deriving the loser’s target profit is specified in the RFP. With the PRO
concept used to award the FY 1996 and FY 1997 ships, the DDG 51 Program realized a
savings of approximately $264M across all six ships.

Two shipyards provide the Navy with increased procurement flexibility by offering
greater choice, particularly with respect to future ships. There have been numerous
studies that have demonstrated that the cost of initiating competitive sourcing is more



than offset by lower bids and savings from competition inspired improvements in
technology, manufacturing processes, procurement, and business practices.

4.4 Basis for Determining Contract Award:
The basis for award for the ultimately selected acquisition strategy, including for the

three representative options discussed in Section 4.1 of this report, will be best value to
the Navy. The two most likely competitive strategies for contract award for follow ship
acquisition are a dual source limited competition strategy and a PRO strategy. Other
strategies may also be considered during acquisition strategy deliberations.

Under the dual source limited competition strategy, each shipyard receives at least one
ship. A competition is held to establish the winner who will receive a larger share of the
workload. Dual source limited competition strategy has had the drawback of forcing the
winning shipyard to submit a lower bid. This results in the “winning” yard receiving a
minimal return, while the “losing” yard might receive a better return by submitting higher
bids. This strategy provides low cost to the Navy but with lower costs come an increased
risk of loss contracts. As a result, the Navy has concerns that this strategy may curtail
contractors’ capital expenditures as a result of small profit percentages (especially at the
winning yard) impacting future productivity improvements. In addition, this competitive
approach may not provide sufficient consideration to workload at the surface combatant
shipyards.

The second strategy is a competitive, dual source allocation of work. Each shipbuilder
receives one half of the total requirement of ships. Competitive pressure is maintained
through a PRO procurement strategy. PRO is a competitive allocation procurement
strategy tailored to a dual source production program. Under the PRO concept, the
contractors compete for a target profit based on their offer. The winner (lowest bid)
receives greater profit percentage than the loser (highest bid). This strategy has been
successfully implemented on other surface combatant programs. PRO has resulted in
higher prices to the Navy than traditional compete for work acquisition strategies, but has
enabled the shipbuilders to bid reasonable costs, to earn a profit, and be guaranteed
workshare that provides industrial base stability.

4.5 Type of Contract Planned for the Award:
Regardless of acquisition strategy, it is the Navy’s current desire to award the DDG 1000

Class follow ships via a Fixed Price Incentive contract with shareline provisions. These
contracts will have a cost ceiling and the primary cost incentive to the shipbuilder to
execute within established contract cost parameters is the shareline provision. The
shareline provision has historically been a very strong cost incentive for the shipbuilders
and provides equitable risk between the government/contractor. The Navy will
investigate the use of award fees as incentive in follow contracts as well. The purpose of
the award fee is to provide additional incentive to the shipbuilder to achieve performance
that benefits the Navy. The award fee provision provides timely and material feedback
and 1s intended to focus the shipbuilder on technical and management performance and
reward them for performance above acceptable levels. The Navy will also ensure that the
contracts contain milestone based incentives to ensure financial returns are tied to



measurable progress consistent with commitments agreed to in production plans. The
terms and conditions used in the follow ship contracts will have the primary and over-
riding objective to establish cost control, maintain schedule integrity, and provide
sufficient workload to maintain the industrial base.

4.6 Potential Impact of Follow Ship Awards on the Lead Ship Costs or Schedules

A consistent and steady procurement rate in a competitive environment allows the
industry to size itself in the most cost-effective manner. Fluctuation in workload impacts
the ability of shipyards to build ships at their optimum efficiency. Without the workload
associated with the follow ships, the surface combatant shipyards fixed overhead would
be spread over a reduced number of ships. This would drive up overhead rates and the
costs of all ships under construction (including the DDG 1000 dual lead ships). The
shipyards would also attempt to stretch out DDG 1000 lead ship production schedules to
bridge the gap until CG(X) construction begins (this would exacerbate the overhead issue
and further drive up lead ship costs). This effort would be undertaken to avoid the costly
process of laying off employees in the short term and rehiring as future work becomes
available. This instability in the workforce creates inefficiencies and is likely to happen
if the follow ships are not awarded. It is not feasible to assume that the shipyards would
be able to bridge the construction gap between the DDG 1000 lead ships and the CG(X)
Program.

5.0 SUMMARY

The DDG 1000 Program is committed to maintaining two shipbuilders and to ensure
competition, thereby maximizing long-term cost reductions by incentivizing shipbuilders
to invest in capital improvements, while maintaining quality and schedule. Competition
will be the primary instrument used by the Navy to meet the Congressional goals and cost
caps established on DDG 1000 Class ships. Further study and analyses must be
conducted before the basis for determining contract award and the type of contract to be
used can be finalized. Upon completion of a thorough review, the Navy will determine
the best, most cost effective contract strategy to implement on the DDG 1000 Class
follow ships. The goal of the contract strategy will be to maintain the industrial base;
provide workload stability; retain competitive pressures; achieve realistic profits for the
shipbuilders; and aggressively pursue cost reduction initiatives to ensure cost caps are
met.



FOR OFFICIAL USE ONLY









THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 0 4 2007

The Honorable John P. Murtha
Chairman, Subcommittee on Defense
Committee on Appropriations

House of Representatives
Washington, DC 20515-6018

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees, not later than 30
days prior to lead ship contract(s) award, a report on the competition plan for DDG 1000
follow ship procurement.

The Navy remains sensitive to the importance of maintaining the unique skills,
knowledge, and capabilities at both of the shipyards producing the DDG 1000 Class —
General Dynamics Bath [ron Works in Bath, Maine, and Northrop Grumman Ship Systems
in Pascagoula, Mississippi. The Navy also believes it is highly desirable and possible to
employ a competitive acquisition strategy for the DDG 1000 follow ships without resorting
to a “winner take all” competition. Competition maintains pressure to achieve best market
prices, encourages industry capital investment, and fosters innovation. The enclosed report
describes potential competitive strategies under consideration.

Please let me know if [ can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Skelton, and Levin.

Sincerely,
Delores M. Etter
Enclosure
Copy to:

The Honorable C. W. Bill Young
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 0 4 2007

The Honorable Daniel K. [nouye
Chairman, Subcommittee on Defense
Committee on Appropriations

United States Senate

Washington, DC 20510-6028

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees, not later than 30
days prior to lead ship contract(s) award, a report on the competition plan for DDG 1000
follow ship procurement,

The Navy remains sensitive to the importance of maintaining the unique skills,
knowledge, and capabilities at both of the shipyards producing the DDG 1000 Class
General Dynamics Bath Iron Works in Bath, Maine, and Northrop Grumman Ship Systems
in Pascagoula, Mississippt. The Navy also believes it is highly desirable and possible to
employ a competitive acquisition strategy for the DDG 1000 follow ships without resorting
to a “winner take all” competition. Competition maintains pressure to achieve best market
prices, encourages industry capital investment, and fosters innovation. The enclosed report
describes potential competitive strategies under consideration. )

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Levin, Skelton, and Murtha.

Sincerely,
Delores M. Etter
Enclosure
Copy to:

The Honorable Ted Stevens
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 0 4 2007

The Honorable Ike Skelton

Chairman, Committee on
Armed Services

House of Representatives

Washington, DC 20515-6035

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees, not later than 30
days prior to lead ship contract(s) award, a report on the competition plan for DDG 1000
follow ship procurement.

The Navy remains sensitive to the importance of maintaining the unique skills,
knowledge, and capabilities at both of the shipyards producing the DDG 1000 Class —
General Dynamics Bath Iron Works 1in Bath, Maine, and Northrop Grumman Ship Systems
in Pascagoula, Mississippi. The Navy also believes it is highly desirable and possible to
employ a competitive acquisition strategy for the DDG 1000 follow ships without resorting
to a “winner take all” competition. Competition maintains pressure to achieve best market
prices, encourages industry capital investment, and fosters innovation. The enclosed report
describes potential competitive strategies under consideration.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Levin, and Murtha.

Sincerely,
Delores M. Etter
Enclosure
Copy to:

The Honorable Duncan L. Hunter
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 0 4 2007

The Honorable Carl Levin

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees, not later than 30
days prior to lead ship contract(s) award, a report on the competition plan for DDG 1000
follow ship procurement.

The Navy remains sensitive to the importance of maintaining the unique skills,
knowledge, and capabilities at both of the shipyards producing the DDG 1000 Class —
General Dynamics Bath Iron Works in Bath, Maine, and Northrop Grumman Ship Systems
in Pascagoula, Mississippi. The Navy also believes it is highly desirable and possible to
employ a competitive acquisition strategy for the DDG 1000 follow ships without resorting
to a “winner take all” competition. Competition maintains pressure to achieve best market
prices, encourages industry capital investment, and fosters innovation. The enclosed report
describes potential competitive strategies under consideration.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Skelton, and Murtha.

Sincerely,
Delores M. Etter
Enclosure
Copy to:

The Honorable John S. McCain
Ranking Minority Member









THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

APR 3 0 2007

The Honorable Carl Levin

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

In my letter of January 30, 2007, I advised that the Navy intended to submit this
report no later than May 4, 2007. On March 15, the Navy announced its recommended
way ahead for the LLCS program. With the approval of the Office of the Secretary of
Defense (OSD) and of the Congress, the Navy is recommending deferral of procurement
in FY 2007 and use of those funds to complete the construction of [.CS 1, 2, and 4, and a
reduced procurement of existing designs in FY 2008 and 2009. The Navy intends to
down select to a single sea frame design in FY 2009 following developmental and
operational testing of the two lead ships and consideration of other relevant factors. The
Navy intends to conduct a full and open competition for production of the Navy design in
FY 2010.

The Navy will require approval of its revised acquisition strategy from OSD prior
to Milestone B, which is tentatively planned for the fourth quarter of FY 2007.
Solicitation for FY 2008 procurement will occur after Milestone B approval. As such,
the Navy intends to submit this report prior to seeking Milestone B approval.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Skelton, and Murtha.

Sincerely,
Delores M. Etter
Copy to:

The Honorable John S. McCain
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

APR 3 0 2007

The Honorable lke Skelton

Chairman, Committee on
Armed Services

House of Representatives

Washington, DC 20515-6035

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

In my letter of January 30, 2007, I advised that the Navy intended to submit this
report no later than May 4, 2007. On March 15, the Navy announced its recommended
way ahead for the LCS program. With the approval of the Office of the Secretary of
Defense (OSD) and of the Congress, the Navy is recommending deferral of procurement
in FY 2007 and use of those funds to complete the construction of LCS 1, 2, and 4, and a
reduced procurement of existing designs in FY 2008 and 2009. The Navy intends to
down select to a single sea frame design in FY 2009 following developmental and
operational testing of the two lead ships and consideration of other relevant factors. The
Navy intends to conduct a full and open competition for production of the Navy design in
FY 2010.

The Navy will require approval of its revised acquisition strategy from OSD prior
to Milestone B, which is tentatively planned for the fourth quarter of FY 2007.
Solicitation for FY 2008 procurement will occur after Milestone B approval. As such,
the Navy intends to submit this report prior to seeking Milestone B approval.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Levin, and Murtha.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Duncan L. Hunter
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

APR 3 0 2007

The Honorable Daniel K. Inouye
Chairman, Subcommittee on Defense
Committee on Appropriations

United States Senate

Washington, DC 20510-6028

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

[n my letter of January 30, 2007, I advised that the Navy intended to submit this
report no later than May 4, 2007. On March 15, the Navy announced its recommended
way ahead for the LCS program. With the approval of the Office of the Secretary of
Defense (OSD) and of the Congress, the Navy is recommending deferral of procurement
in FY 2007 and use of those funds to complete the construction of LCS 1, 2, and 4, and a
reduced procurement of existing designs in FY 2008 and 2009. The Navy intends to
down select to a single sea frame design in FY 2009 following developmental and
operational testing of the two lead ships and consideration of other relevant factors. The
Navy intends to conduct a full and open competition for production of the Navy design in
FY 2010.

The Navy will require approval of its revised acquisition strategy from OSD prior
to Milestone B, which is tentatively planned for the fourth quarter of FY 2007.
Solicitation for FY 2008 procurement will occur after Milestone B approval. As such,
the Navy intends to submit this report prior to seeking Milestone B approval.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Levin, Skelton, and Murtha.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Ted Stevens
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

APR 3 0 2007

The Honorable John P. Murtha
Chairman, Subcommittee on Defense
Committee on Appropriations

House of Representatives
Washington, DC 20515-6018

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

In my letter of January 30, 2007, I advised that the Navy intended to submit this
report no later than May 4, 2007. On March 15, the Navy announced its recommended
way ahead for the LLCS program. With the approval of the Office of the Secretary of
Defense (OSD) and of the Congress, the Navy is recommending deferral of procurement
in FY 2007 and use of those funds to complete the construction of L.CS 1, 2, and 4, and a
reduced procurement of existing designs in FY 2008 and 2009. The Navy intends to
down select to a single sea frame design in FY 2009 following developmental and
operational testing of the two lead ships and consideration of other relevant factors. The

Navy intends to conduct a full and open competition for production of the Navy design in
FY 2010.

The Navy will require approval of its revised acquisition strategy from OSD prior
to Milestone B, which is tentatively planned for the fourth quarter of FY 2007.
Solicitation for FY 2008 procurement will occur after Milestone B approval. As such,
the Navy intends to submit this report prior to seeking Milestone B approval.

Please let me know if [ can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Skelton, and Levin.

Sincerely,
Delores M. Etter
Copy to:

The Honorable C. W. Bill Young
Ranking Minority Member









THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 3 0 2007

The Honorable Carl Levin

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman;

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

The report is to identify several very important and detailed matters, including the
competition plan, the flight strategy, and the cost containment strategy for the program; a
clear representation of all research and development and procurement costs for the total
program; and an assessment of added life cycle costs associated with operation and
support for two dissimilar Flight 0 LCS designs.

In my letter of November 16, 2006, I advised that the Navy intended to submit this
report in conjunction with the FY 2008 President’s Budget request. Subsequently, the
Navy has determined that there are significant cost overruns on the LCS 1 contract with
Lockheed Martin (LM). On January 12, 2007, the Navy issued a 90-day stop-work order
on LM’s second LCS ship (LCS 3) while examining the root causes of the cost growth
and determining an appropriate course of action. This review will include examination of
acquisition strategy options for the FY 2007 and follow ships. As such, the Navy now
intends to submit this report no later than May 4, 2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Skelton, and Murtha.

Sincerely,
Delores M. Etter
Copy to:

The Honorable John S. McCain
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 3 0 209”

The Honorable Ike Skelton

Chairman, Committee on
Armed Services

House of Representatives

Washington, DC 20515-6035

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

The report is to identify several very important and detailed matters, including the
competition plan, the flight strategy, and the cost containment strategy for the program; a
clear representation of all research and development and procurement costs for the total
program; and an assessment of added life cycle costs associated with operation and
support for two dissimilar Flight 0 LCS designs.

In my letter of November 16, 2006, I advised that the Navy intended to submit this
report in conjunction with the FY 2008 President’s Budget request. Subsequently, the
Navy has determined that there are significant cost overruns on the LCS 1 contract with
Lockheed Martin (LM). On January 12, 2007, the Navy issued a 90-day stop-work order
on LM’s second LCS ship (LCS 3) while examining the root causes of the cost growth
and determining an appropriate course of action. This review will include examination of
acquisition strategy options for the FY 2007 and follow ships. As such, the Navy now
intends to submiit this report no later than May 4, 2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Levin, and Murtha.

Sincerely,

g;&m.ﬁba«

Delores M. Etter

Copy to:
The Honorable Duncan L., Hunter
Ranking Minority Memiber



THE ASSISTANT SECRETARY OF THE NAVY

Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 3 0 2007

The Honorable Daniel K. Inouye
Chairman, Subcommittee on Defense
Committee on Appropriations

United States Senate

Washington, DC 20510-6028

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

The report is to identify several very important and detailed matters, including the
competition plan, the flight strategy, and the cost containment strategy for the program; a
clear representation of all research and development and procurement costs for the total
program; and an assessment of added life cycle costs associated with operation and
support for two dissimilar Flight 0 LCS designs.

In my letter of November 16, 2006, I advised that the Navy intended to submit this
report in conjunction with the FY 2008 President’s Budget request. Subsequently, the
Navy has determined that there are significant cost overruns on the LCS 1 contract with
Lockheed Martin (LM). On January 12, 2007, the Navy issued a 90-day stop-work order
on LM’s second LCS ship (LCS 3) while examining the root causes of the cost growth
and determining an appropriate course of action. This review will include examination of
acquisition strategy options for the FY 2007 and follow ships. As such, the Navy now
intends to subuuit this report no later than May 4, 2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Levin, Skelton, and Murtha.

Sincerely,

Delores M. Etter

Copy to:
The Honorable Ted Stevens
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
Research Development and Acquisition
1000 Navy Pentagon
Washington DC 20350-1000

JAN 3 0 7197

The Honorable John P. Murtha
Chairman, Subcommittee on Defense
Committee on Appropriations

House of Representatives
Washington, DC 20515-6018

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees a report outlining
the acquisition strategy for the Littoral Combat Ship (LCS) program.

The report is to identify several very important and detailed matters, including the
competition plan, the flight strategy, and the cost containment strategy for the program; a
clear representation of all research and development and procurement costs for the total
program; and an assessment of added life cycle costs associated with operation and
support for two dissimilar Flight 0 LCS designs.

In my letter of November 16, 2006, I advised that the Navy intended to submit this
report in conjunction with the FY 2008 President’s Budget request. Subsequently, the
Navy has determined that there are significant cost overruns on the LCS 1 contract with
Lockheed Martin (LM). On January 12, 2007, the Navy issued a 90-day stop-work order
on LM’s second LCS ship (LCS 3) while examining the root causes of the cost growth
and determining an appropriate course of action. This review will include examination of
acquisition strategy options for the FY 2007 and follow ships. As such, the Navy now
intends to submit this report no later than May 4, 2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Inouye, Skelton, and Levin.

Sincerely,
Wl EEPN
Delores M. Etter
Copy to:

The Honorable C. W. Bill Young
Ranking Minority Member









THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON, D.C. 20350-1000

NOV 1 6 2006

The Honorable John Warner

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees no later than
December 1, 2006 a report outlining the acquisition strategy for the Littoral Combat Ship
(LCS) program.

The report identifies several very important and detailed matters to be addressed
by the Navy, including the competition plan, the flight strategy, and the cost containment
strategy for the program; a clear representation of all research and development and
procurement costs for the total program; and an assessment of added life cycle costs
associated with operation and support for two dissimilar Flight 0 LCS designs.

The Navy is continuing the detailed analysis required to complete this report, and
will not be able to submit the report by December 1, 2006. The Navy intends to submit
this report in conjunction with the FY 2008 President’s Budget request on February 5,
2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Stevens, Hunter, and Young.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Carl Levin
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON, D.C. 20350-1000

NOV 1 6 2006

The Honorable Duncan L. Hunter
Chairman, Committee on

Armed Services
House of Representatives
Washington, DC 20515-6035

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees no later than
December 1, 2006 a report outlining the acquisition strategy for the Littoral Combat Ship
(LCS) program.

The report identifies several very important and detailed matters to be addressed
by the Navy, including the competition plan, the flight strategy, and the cost containment
strategy for the program; a clear representation of all research and development and
procurement costs for the total program; and an assessment of added life cycle costs
associated with operation and support for two dissimilar Flight 0 LCS designs.

The Navy is continuing the detailed analysis required to complete this report, and
will not be able to submit the report by December 1, 2006. The Navy intends to submit
this report in conjunction with the FY 2008 President’s Budget request on February 5,
2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Stevens, Warner, and Young.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Ike Skelton
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON, D.C. 20350-1000

NOV 1 6 2006

The Honorable Ted Stevens
Chairman, Subcommittee on Defense
Committee on Appropriations
United States Senate

Washington, DC 20510-6028

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees no later than
December 1, 2006 a report outlining the acquisition strategy for the Littoral Combat Ship
(LCS) program.

The report identifies several very important and detailed matters to be addressed
by the Navy, including the competition plan, the flight strategy, and the cost containment
strategy for the program; a clear representation of all research and development and
procurement costs for the total program; and an assessment of added life cycle costs
associated with operation and support for two dissimilar Flight 0 LCS designs.

The Navy is continuing the detailed analysis required to complete this report, and
will not be able to submit the report by December 1, 2006. The Navy intends to submit
this report in conjunction with the FY 2008 President’s Budget request on February 3,
2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Warner, Hunter, and Young.

Sincerely,
Delores M. Etter
Copy to:

The Honorable Daniel K. Inouye
Ranking Minority Member



THE ASSISTANT SECRETARY OF THE NAVY
(Research, Development and Acquisition)
WASHINGTON, D.C. 20350-1000

NOV 1 6 2006

The Honorable C. W. Bill Young
Chairman, Subcommittee on Defense
Committee on Appropriations

House of Representatives
Washington, DC 20515-6018

Dear Mr. Chairman:

The FY 2007 Senate Armed Services Committee Report 109-254 requested the
Secretary of the Navy submit to the Congressional Defense Committees no later than
December 1, 2006 a report outlining the acquisition strategy for the Littoral Combat Ship
(LCS) program.

The report identifies several very important and detailed matters to be addressed
by the Navy, including the competition plan, the flight strategy, and the cost containment
strategy for the program; a clear representation of all research and development and
procurement costs for the total program; and an assessment of added life cycle costs
associated with operation and support for two dissimilar Flight O LCS designs.

The Navy is continuing the detailed analysis required to complete this report, and
will not be able to submit the report by December 1, 2006. The Navy intends to submit
this report in conjunction with the FY 2008 President’s Budget request on February 5,
2007.

Please let me know if I can be of further assistance. A similar letter is also being
provided to Chairmen Stevens, Hunter, and Warner.

Sincerely,
Delores M. Etter
Copy to:

The Honorable John P. Murtha
Ranking Minority Member









THE SECRETARY OF THE NAVY
WASHINGTON, D.C. 20350-1000

February 2, 2007

The Honorable Daniel K. Inouye
Chairman, Subcommittee on Defense
Committee on Appropriations

United States Senate

Washington, DC 20510-6028

Dear Mr. Chairman:

Under Section 231 of Title 10, United States Code, the Secretary of Defense is
required to submit with the Defense Budget an annual long-range plan for the
construction of Naval vessels and certification that both the budget for that fiscal year and
the Future Years Defense Program provide for funding the Navy’s long-range
construction plan. The enclosed long-range plan provides a detailed program for the
construction of combatant and support vessels over the next 30 fiscal years.

In the FY 2008 Annual Long-Range Shipbuilding Report, there has been no
change in FY 2008 procurement plans since the FY 2007 report was submitted. The
changes made within the Future Years Defense Program have been minimal and focused
on fact-of-life requirements. This report reflects the Navy’s continuing effort to improve
the overall affordability and feasibility of its shipbuilding plan.

There is an ongoing investigation regarding cost overruns in the Littoral Combat
Ship (LCS) program. At this time, I do not believe that the status of the L.CS program
necessarily will have a material impact on the ability to sustain the naval vessel force
structure specified in the FY 2008 annual plan. I expect to have more insight into LCS
within the next two months.

A similar letter has been sent to Chairmen Levin, Skelton, and Murtha. As
always, if I can be of further assistance, please let me know.

Sincerely,

I e

Donald C. Winter

Enclosure

Copy:
The Honorable Ted Stevens
Ranking Minority Member



THE SECRETARY OF THE NAVY
WASHINGTON, D.C. 20350-1000

February 2, 2007

The Honorable Carl Levin

Chairman, Committee on
Armed Services

United States Senate

Washington, DC 20510-6050

Dear Mr. Chairman:

Under Section 231 of Title 10, United States Code, the Secretary of Defense is
required to submit with the Defense Budget an annual long-range plan for the
construction of Naval vessels and certification that both the budget for that fiscal year and
the Future Years Defense Program provide for funding the Navy’s long-range
construction plan. The enclosed long-range plan provides a detailed program for the
construction of combatant and support vessels over the next 30 fiscal years.

In the FY 2008 Annual Long-Range Shipbuilding Report, there has been no
change in FY 2008 procurement plans since the FY 2007 report was submitted. The
changes made within the Future Years Defense Program have been minimal and focused
on fact-of-life requirements. This report reflects the Navy’s continuing effort to improve
the overall affordability and feasibility of its shipbuilding plan.

There 1s an ongoing investigation regarding cost overruns in the Littoral Combat
Ship (LCS) program. At this time, I do not believe that the status of the LCS program
necessarily will have a material impact on the ability to sustain the naval vessel force
structure specified in the FY 2008 annual plan. I expect to have more insight into LCS
within the next two months.

A sumilar letter has been sent to Chairmen Skelton, Inouye, and Murtha. As
always, if I can be of further assistance, please let me know.

Sincerely,

Y

Donald C. Winter

Enclosure

Copy:
The Honorable John S. McCain
Ranking Minority Member



THE SECRETARY OF THE NAVY
WASHINGTON, D.C. 20350-1000

February 2, 2007

The Honorable John P. Murtha
Chairman, Subcommittee on Defense
Committee on Appropriations

House of Representatives
Washington, DC 20515-6018

Dear Mr. Chairman:

Under Section 231 of Title 10, United States Code, the Secretary of Defense is
required to submit with the Defense Budget an annual long-range plan for the
construction of Naval vessels and certification that both the budget for that fiscal year and
the Future Years Defense Program provide for funding the Navy’s long-range
construction plan. The enclosed long-range plan provides a detailed program for the
construction of combatant and support vessels over the next 30 fiscal years.

In the FY 2008 Annual Long-Range Shipbuilding Report, there has been no
change in FY 2008 procurement plans since the FY 2007 report was submitted. The
changes made within the Future Years Defense Program have been minimal and focused
on fact-of-life requirements. This report reflects the Navy’s continuing effort to improve
the overall affordability and feasibility of its shipbuilding plan.

There is an ongoing investigation regarding cost overruns in the Littoral Combat
Ship (LCS) program. At this time, I do not believe that the status of the LCS program
necessarily will have a material impact on the ability to sustain the naval vessel force
structure specified in the FY 2008 annual plan. I expect to have more insight into LCS
within the next two months.

A similar letter has been sent to Chairmen Levin, Skelton, and Inouye. As always
if I can be of further assistance, please let me know.

?

Sincerely,
Donald C. Winter
Enclosure
Copy:

The Honorable C.W. Bill Young
Ranking Minority Member



THE SECRETARY OF THE NAVY
WASHINGTON, D.C. 20350-1000

February 2, 2007

The Honorable Ike Skelton

Chairman, Committee on
Armed Services

House of Representatives

Washington, DC 20515-6035
Dear Mr. Chairman:

Under Section 231 of Title 10, United States Code, the Secretary of Defense is
required to submit with the Defense Budget an annual long-range plan for the
construction of Naval vessels and certification that both the budget for that fiscal year and
the Future Years Defense Program provide for funding the Navy’s long-range
construction plan. The enclosed long-range plan provides a detailed program for the
construction of combatant and support vessels over the next 30 fiscal years.

In the FY 2008 Annual Long-Range Shipbuilding Report, there has been no
change in FY 2008 procurement plans since the FY 2007 report was submitted. The
changes made within the Future Years Defense Program have been minimal and focused
on fact-of-life requirements. This report reflects the Navy’s continuing effort to improve
the overall affordability and feasibility of its shipbuilding plan.

There is an ongoing investigation regarding cost overruns in the Littoral Combat
Ship (LCS) program. At this time, I do not believe that the status of the L.CS program
necessarily will have a material impact on the ability to sustain the naval vessel force
structure specified in the FY 2008 annual plan. I expect to have more insight into L.CS
within the next two months.

A similar letter has been sent to Chairmen Levin, Inouye, and Murtha. As always
if I can be of further assistance, please let me know.
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Sincerely,
Donald C. Winter

Enclosure

Copy:
The Honorable Duncan L. Hunter
Ranking Minority Member
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Annual Long-Range Plan for Construction of Naval Vessels for FY 2008

I. Reporting Requirement

This report is submitted in accordance with Chapter 9, Section 231 of Title 10 United States Code, which
requires the Secretary of Defense to submit with the Defense Budget, an annual long-range plan for the
construction of naval vessels that includes the following:

(@) ANNUAL NAVAL VESSEL CONSTRUCTION PLAN AND CERTIFICATION - The
Secretary of Defense shall include with the defense budget materials for a fiscal year:

(1) A plan for the construction of combatant and support vessels for the Navy developed in
accordance with this section; and

(2) A certification by the Secretary that both the budget for that fiscal year and the future-
years defense program provide for funding of the construction of naval vessels at a level
that is sufficient for the procurement of the vessels provided for in the plan.

(b) ANNUAL NAVAL VESSEL CONSTRUCTION PLAN - Each such naval vessel construction
plan shall contain the following:

(1) A detailed program for the construction of combatant and support vessels for the Navy
over the next 30 fiscal years.

(2) A description of the necessary naval vessel force structure to meet the requirements of
the national security strategy of the United States or the most recent Quadrennial Defense
Review (QDR).

(3) The estimated levels of annual funding necessary to carry out the program, together
with a discussion of the procurement strategies on which such estimated levels of annual
funding are based.

(c¢) ASSESSMENT WHEN VESSEL CONSTRUCTION BUDGET IS INSUFFICIENT TO
MEET APPLICABLE REQUIREMENTS - If the budget for a fiscal year provides for funding of
the construction of naval vessels at a level that is not sufficient to sustain the naval vessel force
structure specified in the naval vessel construction plan for that fiscal year under subsection (a),
the Secretary shall include an assessment that describes and discusses the risks associated with the
reduced force structure of naval vessels that will result from funding naval vessel construction at
such a level.

I1. Submission of the Report

In the FY 2007 report, the Chief of Naval Operations presented the Navy’s requirements for a force of
about 313 ships and indicated that the submission of this report for the FY 2008 President’s Budget would
include a more complete assessment of the long-range shipbuilding plan necessary to support this effort.
In the current report, the Navy has laid out a plan that fully addresses the long-term build rates, fiscal
constraints, industrial base capacity, Global War on Terrorism (GWOT) and other evolving requirements
that impact the plan and have provided an executable “way ahead” to achieve the long-term goals of this
structure. The 313-ship force is designed to field the necessary capabilities to meet a FY 2020 threat.
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The Chief of Naval Operations has focused on both the stability and affordability of the Navy’s long-
range shipbuilding plan. The Navy’s commitment to provide a stable shipbuilding profile is reflected in
the commitment to the individual ship build rates and specific classes included in the near-term of the
FY 2007 plan. Consequently, there have been no changes in the Navy’s force structure requirements in
this FY 2008 report. As stated in last year’s plan, the Navy has looked very hard at the out-year
requirements with a view toward providing industry with an executable plan upon which they can rely in
making their plans for modernizing their facilities and improving their production processes. Therefore,
slight adjustments have been made in long-range procurement plans to balance requirements with
affordability and industrial base stability. The Navy’s FY 2008 report reflects the rigorous analysis of the
challenges the nation faces, the sets of capabilities needed to meet them, and the risk that can be
reasonably assumed.

I11. Background

Because of the complex configuration and size of naval vessels, design time can range from two to seven
or more years; similarly, construction time can also span several years; and acquisition costs can be
substantial. Given the capital investment required, principal naval vessels are procured at relatively low
rates and a naval vessel’s expected service life is comparatively long: 25 years for smaller ships and up to
40-50 years for ballistic missile submarines and nuclear-powered aircraft carriers. As a result, 30-40
years are required to make a substantial change in the Navy’s force structure. With this in mind, the Navy
uses a planning approach that incorporates three specific phases reflecting the appropriate focus for each
time period. These phases are:

Near-Term: This period includes the current budget year and future years defense plan (FYDP). During
this phase, the Navy endeavors to minimize adjustments to the plan to balance the mix of ships, unit cost,
and resources available in the budget, while addressing industrial and vendor base concerns. Given
known requirements and quantities, the cost estimates are reasonably accurate. No changes have been
made for FY 2008 procurements since submission of the FY 2007 report.

Mid-Term: This period is beyond the FYDP out to approximately 10 to 15 years. Requirements are
based on Defense-wide planning scenarios and incorporate intelligence assessments of future threats and

operating environments. Cost estimates are representative based on delivering ship classes started in the
near-term.

Far-Term: This period begins 15 or more years in the future. Because the requirements are not clear,
the number and type of ships are estimated based on Joint and internal Navy analytical efforts. Cost
estimates in this period are notional due to uncertainties in operational requirements, quantities, business
conditions, and other uncertainties associated with the shipbuilding industry.

This comprehensive long-range shipbuilding plan seeks to ensure the Navy’s force structure meets its
operational requirements in terms of capability and capacity. The plan also addresses overall force
affordability and industrial base stability. The three aspects of the Navy’s plan - requirements, cost, and
stability are key and provide the demand signal to industry. The Navy is attempting to address all three
elements in providing a reliable and executable long-range plan for the nation’s shipbuilding industrial
base.



IV. Force Structure Requirement
A. Quadrennial Defense Review

The FY 2006 Quadrennial Defense Review (QDR 06) developed operational guidance for the national
defense and national military strategies and for shaping the future force to improve capabilities and
expand capacity to address four priorities:

e Defeat Terrorist Extremists
e Defending the Homeland in Depth
e Shaping the Choices of Countries at Strategic Crossroads

e Preventing Hostile State and Non-state Actors from Acquiring or Using Weapons of Mass
Destruction (WMD)

QDR 06 sets a twenty-year course for the Department of Defense and provides an opportunity to continue
to reshape the U.S. armed forces to meet current and emerging security challenges. The QDR 06
construct places continued emphasis on the unique operational demands associated with homeland
defense and the GWOT. It shifts the focus from optimizing for conflicts in two particular regions to
building a joint portfolio of capabilities with global reach and serves as a bridge from today’s threat-based
force to a future capabilities-based transformational force. It is important to note that while the QDR 06
directs a transition of force posture from global or major regional conflicts to those of the more diverse
GWOT missions, it also reflects the necessity to maintain the ability to counter major regional conflicts.
With this in mind, the Navy’s FY 2008 shipbuilding plan continues to pursue the major investments
necessary to sustain its aircraft carriers, submarines and surface combatants required for this level of
conflict, while also introducing a long-term strategy for LCS, JHSV and MPF(F) shipping assets that are
more suited to the long-war the Nation is currently prosecuting.

B. Force Structure

The future Navy will enhance its seaborne capability with global speed and persistence provided by
forward deployed forces supplemented by rapidly deployable forces through the Fleet Response Plan
(FRP). To maximize return on investment, the Navy that fights the GWOT and executes Maritime
Security Operations will be complementary to the Navy required to fight and win in any Major Combat
Operation (MCO). This capabilities-based, threat-oriented Navy can be disaggregated and distributed
world wide to support Combatant Commander GWOT demands. The resulting distributed and netted
force, working in conjunction with our joint and maritime partners, will provide both actionable
intelligence through persistent Maritime Domain Awareness, and the ability to take action where and
when a threat is identified. The same force can rapidly aggregate to provide the strength needed to defeat
any potential adversary in an MCO. The ships contained in this 30-year shipbuilding plan will sustain
operations in forward areas longer, be able to respond more quickly to emerging contingencies, and

generate more sorties and simultaneous attacks against greater numbers of multiple targets and with
greater affect than the current fleet.

Force structure requirements were developed and validated through detailed joint campaign and mission
level analysis, then optimized through innovative sourcing initiatives (e.g., FRP, multi-crewing, and a
global maritime posture that effectively increases presence capacity and decreases response time). The
Navy's ship force requirement of 313 naval vessels as reflected in Table 1 represents a target level of
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capability and capacity necessary to meet the projected warfighting requirements for the FY 2020 time
period and is compliant with the QDR 06 and Strategic Planning Guidance.

Table 1. Future Naval Force Structure

Type/Class Required
Aircraft Carriers 11
Surface Combatants 88
Littoral Combat Ships 55
Attack Submarines 48
Cruise Missile Submarines 4
Ballistic Missile Submarines 14
Expeditionary Warfare Ships 31
Combat Logistics Force 30
Maritime Prepositioning Force (Future) 12
Support Vessels 20
Total Naval Force 313

Note:

Future combat operations may require us to revisit many of the decisions reflected in this report, inciuding those associated with amphibious lift. As the Navy embarks on production
of the Maritime Prepositioning Force in this FYDP, the Navy will continue to analyze the utility of these ships in terms of their contribution to, and ability to substitute for, the assault
echelon forces in the Navy’s future battle-force inventory. The current force represents the best balance between these forces available today. However, changing world events and
resulting operational risk associated with the various force structure elements that make up these two components of overall lift will be analyzed to ensure the Navy is not taking
excessive risk in lift capability and capacity. While there needs to be a balance between expeditionary and prepositioning ships for meeting the overall lift requirement, future reports
may adjust the level of support in one or both of these solutions. Any adjustments made in these capabilities will have to be accommodated in light of the resources available and
could require the Navy to commit additional funding to this effort in order to support the overall balance of our shipbuilding program.

V. Naval Vessel Construction Plan

The near-term plan as shown in Table 2 displays the Department of the Navy (DoN) new ship
construction procurement and funding plans for FY 2008 and the future years defense plan (FYDP) as
reflected in the FY 2008 President's Budget submission.

Table 2. FY 2008-2013 Shipbuilding Budget

Near Term FY 2008 Plan and FYDP Total
TY $M Qty FY (08-13)
Ship Type FY08 Qty [FY09 Qty [FYI0 Qty [FY11 Qty |FY12 Qty [FY13 Qty $M Qty
CVN 21" 2848 1] 447 1,620 465 3540 1| 3715 16659 2
SSN 774 2499 1) 3393 1] 3658 1| 3689 1| 4753 2| 4957 2 22949 8
DDG 51° 78 78
DDG 1000 2,954 2463 1] 2501 1] 2265 1| 2370 1] 2065 1 14618 5
CGX) 323 1 3064 | 6.299 2
LPD 17 1399 1 103 1,502 1
LHA(R)' 1377 1377
Lcs* 910 3] 1767 6] 1761 6] 1803 6] 1856 6| 1609 5 9707 32
T-AKE-CLF' 456 1 456 1
IMPF(F)- T-AKE® 481 1 504 1 523 1 1,508 3
MPF(F)-LMSR® 104 986 | 983 1 999 | 3072 3
MPF(F)- LHA(R) "** 1099 1] 1,343 1133 1 3575 2
MPF(F)- MLP® 1055 1 880 ! 925 | 2860 3
T-ATF 55 1 55 1
JCC(X) 2229 | 2229 1
JHSV’ 175 1 174 1 182 1 531 3
Total New Construction 12522 7] 14011 1] 12303 12] 15368 13] 15747 12] 17524 12 87475 67

Notes:
I Navy assumes split funding for large capital ships (aircraft carriers and amphibious ships), and a one-time authority for DDG 1000 dual lead ships (FY07/FY08). FY 2008

CVN 21 funding represents Ist increment of split funding for FY 2008 carrier. FY 2008 DDG 1000 funding represents 2nd increment of split funding for the FY 2007 ships.
FY 2008 LHA(R) funding represents 2nd increment of split funding for FY 2007 ship.

2. Increase in funding in FY 2009 - FY 2011 is due to start of Multi-Year Procurement/Economic Order Quantity buy in FY 2009 that includes 2 SSNs per year in FY 2012 and
FY 2013 supporting advance procurement.

3. Last year of DDG 51 funding in FY 2008 and LPD 17 funding in FY 2009 represent respective program closeout costs.

4. Does not include LCS mission modules, which are funded in Other Procurement, Navy (OPN).

5. Funded in National Defense Sealift Fund (NDSF).

6.

FY 2011 funding represents 2nd increment of split funding for the FY 2010 ship. FY 2013 funding represents Ist increment of split funding for the FY 2014 ship; remaining
funds will be budgeted in FY 2014.

7. The JHSV Program is a joint program procuring 5 Army (lead ship in FY 2008) and 3 Navy ships in FY 2009-2011.

5



V1. Long-Range Naval Vessel Construction Plan

The long-range naval vessel construction plan shown in Table 3 displays the projected procurements over
the next 30 years. The ship procurements shown are planned to achieve the force capability outlined
earlier in this report. Minor adjustments have been made from the FY 2007 long-range procurement plans
in the interest of balancing capability requirements with affordability.

Table 3. FY 2008-2037 Long-Range Naval Vessel Construction Plan

Near Term Mid Term Far Term

FYQB8] FY09] FY1Of FY14{ FY12] FY13JFY14] FY15] FY16] FY17{ FY18] FY19§ FY20| FY21§ FY22] FY23] FY24 [ FY25] FY26] FY27 | FY28] FY29] FY30] FY31§ FY32] FY33F FY34] FY35] FY36} FY37,
Aircraft Carrier 1 1 1 1 1 1 1
Eurf_aceCombmm 1 1 1 2 1 2 2 2 2 2 2 2 2 1 2 3 3 3 3 3 3 3 3 3 3 3 3 3
Littoral Combat Ships 3 6 6] 6 & 5161615 1 2 314 8 6 [ §
[Attack Submarines 1 1 1 1 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2 1 2 1 2 1 2 1 2 1
Ballistic Missiie i 1 1 IR RN NN RN
Expediion a[!WadaleShips 1 1 1 1 1 1 2 1 1 2 1 1 2 1 1 1 1
[Combat Logistics Force 1 1 2 2 2 2 2 2 2
Maritime P tioning Force {Future) 2 3 3 1 2
S Vessels 1 1 1 1 1 1 2 1 1 2 2 3 2 1 1 1 1
‘otal New Construction Plan 7121312112110 1211 [ & 5 9 8 1100wty 10] 7 7 9 9 9 | 104 8 | 13]12] 117110

With this FY 2008 report, the Navy continues to move toward steady rate production for each of its ship
classes. Stable production rates are reflected in the procurement plans for aircraft carriers, attack
submarines, ballistic missile submarines and large-deck amphibious ships. Others, such as guided missile
destroyers, will achieve a steady rate of production as legacy platforms are retired in the far-term. Plans
for the recapitalization of the OHIO Class submarines that have been converted to SSGN have been
deferred until the ships are fully operational and their war fighting utility has been tested.

VII. 30-Year Naval Force Size

The 30-year shipbuilding construction plan presented above results in the ship inventory shown in Table 4
below. The 313-ship force represents a target level of capability and capacity based on a FY 2020 threat
assessment. The total inventory of battle force ships and numbers of each type of ship will vary from
year to year above and below the 313-ship force target as a result of the complex interaction between
retirements, recapitalization, capability, affordability, design and construction time, and industrial base
capacity. The Navy continuously evaluates the threat and evolving security environment to determine the
necessary forces to meet the challenge.

Table 4. FY 2008-2037 Naval Battle Force Inventory

Near Term Mid Term Far Tem
i R RN R RS R RN RE D RN ED GRER R EA A A RAEA RS AR PR E R EA R R A R RE
[ncrat Casrier nfuluwjpunluwlololnjujuinpelejelelele]lelelefrelefe]jelrelelelele]lw
Surtace Combatant Wi mlim] o] 9] B8] |2|9]8]|%]s]|xw]u]lu|]s|w|oja]sis]w|lnin|sln]aln
Litoral Combat Ships 4] ]9yl nle | ujofss s |sjs s nfs ] sis] s[5 s] s[5 S]{s5]%]n]%
[Atlack Submaries Rin|eie|s|s]alales|lvlsle]o]lov]jes]lslosluajalelolo]jo]lslulselalo]lnln
[Cruiss Missle Submarines 4 afa e a b al el e b et el e e el el
Baistc Missile Submarines Hlutuiwlulufujulu]luluiun]l