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Summary

The Deepwater program is a 20- to 25-year acquisition effort to replace or
modernize 93 aging Coast Guard ships and 207 aging Coast Guard aircraft. The Coast
Guard' sproposed FY 2006 budget requests $966 million for the program. OnMarch 25,
2005, the Coast Guard submitted to Congress a revised implementation plan for the
program. Some Members of Congress have criticized the plan on several grounds. On
May 17, 2005, the House passed, 424-1, H.R. 2360, the FY2006 Department of
Homeland Security (DHS) appropriationsbill. The bill reduces the Deepwater funding
request to $500 million. This report will be updated as events warrant.

Background*

Introduction. The Coast Guard Deepwater program, known formally as the
Integrated Deepwater Systems (IDS) program, is a project to replace and modernize the
Coast Guard’ saging fleet of deepwater-capable cutters, patrol boatsand aircraft. Itisthe
largest and most complex acquisition program in Coast Guard history. The issue for
Congress iswhether to approve, reject, or modify the Administration’ s funding requests
and overall approach for the program. Congress decisions on this issue could affect
Coast Guard capabilities, Coast Guard funding requirements, and the U.S. shipbuilding
and aircraft industry.

Deepwater Missions. The Coast Guard performs a variety of missions in the
deepwater environment (which generally means waters more than 50 miles from shore),
including the following: drug interdiction, alien migrant interdiction, fisheries
enforcement, search and rescue, the International Ice Patrol in northern waters; overseas
maritimeintercept (sanctions-enforcement) operations, overseasport security and defense,
overseas peacetime military engagement; general defense operationsin conjunction with
the Navy; marine pollution law enforcement, enforcement of lightering (i.e., at-seacargo-
transfer) zones, and overseas inspection of foreign vessels entering U.S. ports.

! For additional background information on the Deepwater program, see the program'’s Internet
page at [http://www.uscg.mil/deepwater/].
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Legacy Deepwater-Capable Assets. The Coast Guard’s “legacy” assets for
performing deepwater missions include 93 aging cutters and patrol boats and 207 aging
aircraft. Many of these ships and aircraft are expensive to operate (in part because the
cuttersrequirelargecrews), increasingly expensiveto maintain, technol ogically obsol ete,
and in some cases poorly suited for performing today’ s deepwater missions.

Deepwater Program Competition and Contract Award. OnJune 25, 2002,
the Coast Guard announced that Integrated Coast Guard Systems (ICGS) — an industry
team led by Lockheed Martin and Northrop Grumman’s Ship Systems division — was
the winner of the Deepwater competition. |GCS was awarded a $16.95-billion, 20-year
contract. The contract may be extended up to 30 years, which would increase its value
beyond $17 billion.

Systems to Be Procured or Modernized. On March 25, 2005, the Coast
Guard submitted to Congress arevised implementation plan for the Deepwater program.
The revised implementation plan includes the acquisition or modernization over a 20- to
25-year period of the following ships and aircraft:

Ships, boats, and surface craft:

e 6 to 8 new National Security Cutters, or NSCs (also called Large
Maritime Security Cutters, or WMSLs), displacing about 4,000 tonseach
(i.e., ships analogous to today’ s high-endurance cutters);

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

e 431058 new Fast Response Cutters (FRCs) displacing 200 tons each;

e 31to33Long Rangelnterceptor (LRI) craft displacing 15 tonseach; and

e 74t091 Short Range Prosecutor (SRP) craft displacing 9 tons each.

Aircraft:

e 22 modernized HC-130H/J Long Range Search (LRS) aircraft;

e 20t0 36 new HC-235 MediumRange Search (MRS) aircraft, also known
as Maritime Patrol Aircraft (MPA), based on based on the European
Aeronautic Defence and Space Company (EADS) CASA HC-235
Persuader MPA aircraft design;

e 42 modernized HH-60J Medium Range Recovery (MRR) helicopters;

e 95 reengined and modernized HH-65C Multi-Mission Cutter
Helicopters (MCHYS);

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

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

Estimated Total Acquisition Cost and FY2006 Funding Request. The
Coast Guard estimates the total acquisition cost of the Deepwater program under the
revised implementation plan at $19 billion to $24 billion over 20 to 25 years. The Coast
Guard's proposed FY 2006 budget requests $966 million for the program.
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Issues for Congress

Program Scope and Schedule. Onepotential issuefor Congressiswhether the
Coast Guard’'s March 2005 revised implementation plan, which is intended to reflect a
post-9/11 analysisof future Coast Guard mission requirements (aswell asmoreup-to-date
data on how quickly legacy Coast Guard assets are wearing out), is adequate in terms of
program scope and schedule. A 2004 RAND Corporation report recommended
substantially increasing the number of numbersof cuttersand aircraft to beacquired under
the program.? Other observers have argued that the origina Deepwater program’s 20- to
22-year acquisition schedulewaseconomically inefficient and too | eisurely to meet urgent
post-9/11 mission needs, and expressed interest in theideaof compressing the Deepwater
acquisition period to asfew as 10 years.®* Some Members of Congress have criticized the
revised implementation plan on the grounds that it does not provide sufficient
transparency, accountability, or predictability; that it increases funding to be spent on
modernizing legacy assets at the expense of acquiring new assets; and that it stretchesthe
program out to as much as 25 years rather than compressing it to something lessthan 20.*

Program Management. The Government Accountability Office (GAQ) hason
multiple occasions expressed concerns about the Coast Guard' s ability to manage the
Deepwater program, in part because of the potential risks to the government of the
Deepwater acquisition strategy, under which anindustry team (i.e., ICGS) actsasthelead
integrator for theentire project.®> A November 2004 report by the DHS Inspector General

2 John Birkler, et al., TheU.S. Coast Guard's Deepwater Force Modernization Plan: Can It Be
Accelerated? WIll It Meet Changing Security Needs? RAND, National Security Research
Division, MG-114, 2004.

% Coast Guard officials indicated that funding the Deepwater program in FY 2005 at a level of
$1.1 billion would permit the Deepwater program to return to a20-year scheduleendingin 2022.
Continuingtofund the program at $1.1 billion per year, they indicated, would permit the program
to be completed in 14 years (i.e., by 2016). Section 888(1) of H.R. 5005/P.L. 107-296 directed
DHS to report to Congress on the idea of compressing the Deepwater program 20 years to 10
years. On March 12, 2003, the Coast Guard submitted the report, which concluded that
compressing the Deepwater acquisition period to 10 years was feasible, that it would increase
Deepwater acquisition costs over the five-year period FY 2005-FY 2011 by about $4.7 billionin
then-year dollars but reduce total Deepwater acquisition costs over the long run from $16.022
billion inthen-year dollarsto $11.473 billion in then-year dollars. (U.S. Coast Guard, Report to
Congress on the Feasibility of Accelerating the Integrated Deepwater System, 2003.)

“ See, for example, Kathy A. Gambrell, “ Lawmakers Fault Changes In Coast Guard Acquisition
Program,” GovExec.com, Mar. 30, 2005; Calvin Biesecker, “Collins, Lieberman Blast Revised
Deepwater Plan,” Defense Daily, Mar. 30, 2005; Caitlin Harrington, “ Senators Drop Anchor on
Coast Guard's Fleet Rebuilding Pace,” CQ Homeland Security, Mar. 28, 2005; Dave Ahearn,
“Coallins, Lieberman Flail DHS For Weak Support of Deepwater Program,” Defense Today
Instant Update, Mar. 28, 2005.

®> See Government Accountability Office, COAST GUARD] :] Preliminary Observations on the
Condition of Deepwater Legacy Assetsand Acquisition Management Challenges, GAO-05-307T,
Apr. 20, 2005; Government Accountability Office, Coast Guard[:] Observations on Agency
Prioritiesin Fiscal Year 2006 Budget Request, GAO-05-364T, Mar. 2005; General Accounting
Office, Contract Management: Coast Guard’s Deepwater Program Needs Increased Attention
to Management and Contractor Oversight, GAO-04-380, Mar. 2004; and General Accounting

(continued...)
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also expressed concern for the program, particularly with regard to plans for maintaining
legacy deepwater-capable assets until they are replaced by new assets.’

Industrial Base. Accelerating and expanding procurement of NSCsand OPCsis
an option for bolstering the industrial base that builds surface combatants for the Navy.’

Legislative Activity in 2005

H.R. 2360, FY2006 DHS Appropriations Bill. On May 17, 2005, the House
passed, 424-1, H.R. 2360, the FY2006 DHS appropriations bill. The bill reduces the
Deepwater funding request to $500 million, a$466-million reduction. Thereport onthe
bill (H.Rept. 109-79 of May 13, 2005) states:

The Committee is wholly disappointed in the Coast Guard's management of this
program and its utter disregard for the legislative direction included in P.L. 108-334,
intended to clarify the program’ stotal cost, acquisition timeline, and implementation
schedule. Sincethe Coast Guard hasfailed to submit an updated plan that sufficiently
justifies the entire Deepwater program, the Committee is providing an appropriation
consistent with the original and previously approved, 20-year plan. While the
Committee remains supportive of the replacement of the Coast Guard’ saging cutters
and aircraft, it is not confident in the Deepwater programmatic model as means to
achieve thisgoal at this point in time.

The Deepwater program was intended to be a departure from “traditional’ capital
acquisition and a move towards a more holistic, more integrated, and more efficient
process of recapitalization. In theory, the Deepwater concept is a very logical
approach for the Coast Guard — an operational, armed service whose current cutters
and aircraft are collectively reaching the end of their service lives at approximately
the same time. However, two events have stressed this program and moved it away
from its theoretical, network-based approach: (1) the events of September 11, 2001,
and theresulting mission focusupon homel and security and counter terrorism, and (2)
the increasingly rapid failure of legacy assets such as the HH-65 helicopters and
110-foot patrol boats.... Recognizing that Deepwater was at a crossroads and despite
ostensible reluctance by the Coast Guard, the Committee required the service to
re-baseline the entire program in the fiscal year 2005 appropriations bill (P.L.
108-334). Theintent of the re-baselining requirement was not only to gather amore
firm understanding of the total cost and implementation plan of the Deepwater
program, but also to align the program’s maodifications with the new and enhanced
mission capabilities required of the Coast Guard in the post-9/11 environment. The
Coast Guard's failure to comply with this legislative directive suggests not only a
fundamental disregard for the Committee and Congress, but aso bringsinto question

® (...continued)
Office, Coast Guard: Deepwater Program Acquisition Schedule Update Needed, GAO-04-695,
June 2004.

¢ Department of Homeland Security, Office of Inspector General, Major Management
Challenges Facing The Department of Homeland Security, Washington, 2004, p. 18.

" For additional discussion of this issue, see CRS Report RS21059, Navy DD(X) and CG(X)
Programs. Background and Issues for Congress, by Ronald O'Rourke and CRS Report
RL 32109, Navy DD(X), CG(X), and LCS Ship Acquisition Programs; Oversight Issues and
Options for Congress, by Ronald O’ Rourke.
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how the Coast Guard itself is ableto manage its own future. The Committee believes
thisre-baselining to be both crucial in terms of Congressional oversight and essential
interms of the Coast Guard’ s acquisition management and operational planning. The
fact that the Coast Guard was over two months late in submitting are-baselining and
that its content was totally insufficient and not in compliance with the specified
Congressional requirements, prohibits the Committee from considering such an
expansive request for this program for fiscal year 2006. In fact, the lack of
responsiveness by the Coast Guard prohibitsthe Committee from considering amajor
departure from the previously approved plan and associated funding structure and
compel sthe Committeeto take aggressive action to properly oversight this costly and
sprawling program. To date, the Committee has yet to receive a report that fully
satisfies the re-baselining requirements of P.L. 108-334. The Coast Guard has spent
considerable time and effort attempting to rationalize a flawed and incomplete
re-baseline plan, rather than adhering to the Congressional mandate and updating the
previously submitted and approved 20-year plan or providing any justificationfor why
such are-baseline cannot be done.

The current state of the Deepwater program includes a myriad of gquestions
ranging from an absence of acogent policy on the future of the Coast Guard' s patrol
boats to alack of adefinitive maritime patrol aircraft solution to an alarmingly high
increase in legacy asset sustainment.... The uncertainty surrounding [the 110-foot
Island Class patrol boats and the HH-65 helicopter engine replacements] — arguably
the most heavily used operational assetsin the Coast Guard’s fleet — typifieswhy a
functional Deepwater solution is needed now....

The Coast Guard has expressed reservati ons about submitting arevised baseline
for the Deepwater program. Thereport that was submitted amountsto only afive-year
plan along with estimated ranges of total program cost and the total number of assets.
The Coast Guard has stated within this plan that it is uncertain as to the total number
of assets that will be needed because of the untested potential of C4I1SR systems as
well as uncertainty of future funding. The Committee fails to understand how the
Coast Guard can so directly state that it will meet all required performance
regquirements while, at the same time, providing only ranges of cost and asset totals.
The Committee also fails to understand why there is such a degree of uncertainty
about how new C4ISR systems will translate into performance capability, given the
Coast Guard's operational experience and partnership with the Deepwater prime
integrator. In fact, the Committee believes that one of the primary tenets of the
Deepwater contract was to leverage the knowledge base of industry’s best and
brightest to formulate a robust, technically sophisticated 20-year plan. Given the
significant role and payment structure of the prime integrator within the Deepwater
program, the Committee believes the Coast Guard has a technically proficient
resource from which to project firm estimates for the entire span of the Deepwater
program. Sincethe Coast Guard had previously submitted afull, 20-year planwiththe
original Deepwater proposal, the Committee believes it is more than reasonable to
require arevised and comprehensive plan that is predicated upon the new, post-9/11
environment.

The confluence of issues surrounding Deepwater has made fiscal year 2006 the
tipping point for this program. Therefore, the Committee requires a completely
revised Deepwater implementation plan that includes: a comprehensive acquisition
timeline for the entire Deepwater program based upon the revised mission needs
statement that is compared against the original Deepwater timeline; an exhaustive
asset-by-asset breakdown of the entire program, aligned with the comprehensive
acquisitiontimelineand revised mission statement that clearly showsthedetailsof the
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phase-out of legacy assets and the phase-in of new, replacement assets; an aggregate
total cost and timeline of the entire program that aligns with the acquisition timeline
and asset-by-asset breakdown; therevised, post-9/11 mission needsstatement (MNS);
adetailed progress report of the C41SR equipment upgrades that have been installed
on currently operational Deepwater assets and a complete, aggregate timeline for
when such equipment will beinstalled on all legacy Deepwater assets; and a detailed
projection of the remaining operational lifespan of every type of legacy cutter and
aircraft. The Committee believes this report to be essential to the fiscal year 2007
appropriations process, just as the previously requested re-baselining request was
inextricably linked to the fiscal year 2006 appropriation. The Committee restricts
$50,000,000 of funds available for obligation until a revised Deepwater
implementation plan, which fully complies with the outlined statutory requirements,
has been received. ...

The Committeeisextremely concerned about the operational statusand rapidly
increasing maintenance costs of Deepwater legacy assets.... The Committee requires
the Coast Guard to submit alegacy asset report not later than January 16, 2006, that
describes the remaining operational life span of each and every one of its legacy
cutters and aircraft that are part of the Deepwater program....

The 110-foot Island Class patrol boats serve as amajor operational component
for the Coast Guard and are often referred to as the “workhorse’ of the cutter fleet.
However, the servicelife of these assetsisrapidly diminishing dueto significant hull
erosion and C4ISR obsolescence. To address this issue, the Coast Guard and its
Deepwater programintegrator designed a110-to-123 conversion program.... Through
thecourse of thefirst hull conversion onthe USCGC MATAGORDA, it wasreveaed
that therewasfar greater hull damagethan originally estimated. Sincethe completion
of theMATAGORDA conversion, the Coast Guard and itspatrol boat contractor have
experienced repeated delays in this program and encountered significant hull
degradation on subsequent cutters. The Coast Guard has effectively halted the
conversion program by not obligating $83,999,942 in funds appropriated for this
purpose. While the Coast Guard has sped up the development and long-lead items
associated with the FRC and the conversion program idles, there appears to be a
significant capability gap emerging due to the absence of a definitive patrol boat
solution. This is further complicated by the fact that six 110-foot patrol boats are
operating overseas in support of the Globa War on Terrorism with no clear
expectation of when they might return to domestic operations. To bridge this
capability gap, the Coast Guard has pointed to the recent acquisition of five, 179-foot
Cyclone Class patrol boats from the Navy and further emphasized the rapid
development of the FRC. The Committee is completely dissatisfied by this course of
action and is extremely concerned about the Coast Guard’s ability to execute its
missions without an effective patrol boat fleet.... the Coast Guard is approaching a
prolonged period where aging 110s will either not be refurbished to the extent
required or not be replaced by anewer, more capable asset. The Committee findsthis
situation unacceptable and believes immediate action is necessary to avoid any loss
in the Coast Guard’ s operational capability or in our nation’s maritime security. To
provide immediate action, the Committee includes a provision (Section 526)
rescinding unobligated fundsin the amount of $83,999,942 that were appropriated for
the 110-t0-123 conversions in fiscal years 2004 and 2005, and re-appropriating the
fundstowardsthe purchase of new Island Class patrol boats or the major maintenance
availability of currently operating 110s....



