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Navy Littoral Combat Ship (LCS) Program

Summary

TheLittoral Combat Ship (LCS) isaredatively inexpensive Navy surface combatant equipped
with modular “plug-and-fight” mission packages. The Navy wantsto field aforce of 55 LCSs.
Thefirst two (LCS-1 and LCS-2) were procured in FY 2005 and FY 2006 and were commissioned
into service on November 8, 2008, and January 16, 2010. Another two (LCS-3 and LCS-4) were
procured in FY 2009 and are under construction. Two more were procured in FY 2010, and the
Navy’s proposed FY 2011 budget requested funding to procure another two. Navy plans call for
procuring an additional 16 in FY2012-FY 2015 at arate of four ships per year.

There aretwo very different LCS designs—one devel oped and produced by an industry team led
by Lockheed, and another developed and produced by an industry team led by General Dynamics.
LCS-1 and LCS-3 use the Lockheed design; LCS-2 and LCS-4 use the General Dynamics design.

On September 16, 2009, the Navy announced a proposed acquisition strategy under which the
Navy would hold a competition to pick a single design to which all LCSs procured in FY 2010
and subsequent years would be built (i.e., carry out a design “down sdect”). Thewinner of the
down select would be awarded a contract to build 10 LCSs over thefive-year period FY 2010-
FY 2014, at arate of two ships per year. The Navy would then hold a second competition—open
to all bidders other than the shipyard building the 10 LCSsin FY2010-FY 2014—to select a
second shipyard to build up to five additional LCSs to the same design in FY 2012-FY 2014 (one
ship in FY 2012, and two ships per year in FY 2013-FY 2014). These two shipyards would then
compete for contracts to build LCSs procured in FY 2015 and subsequent years.

Section 121(a) and (b) of the FY2010 defense authorization act (H.R. 2647/P.L. 111-84 of
October 28, 2009) provided the Navy authority to implement this down sdlect strategy. The
Navy’s down select decision was expected to be announced by December 14, 2010, the date when
the two LCS bidders' bid prices would expire.

On November 3, 2010, the Navy notified congressional offices that it was prepared to implement
an alternative dual-award acquisition strategy under which the Navy would forego making a
down select decision and instead award each LCS hidder a 10-ship contract for the six-year
period FY2010-FY 2015, in annual quantities of 1-1-2-2-2-2. The Navy stated that, compared to
the down select strategy, the dual-award strategy would reduce LCS procurement costs by
hundreds of millions of dollars. The Navy needed additional legidative authority from Congress
to implement the dual-award strategy. The Navy stated that if the additional authority were not
granted by December 14, the Navy would proceed to announce its down select decision under the
acquisition strategy announced on September 16, 2009. On December 13, it was reported that the
two LCS bidders, at the Navy's request, had extended the prices in their bids to December 30,
effectively giving Congress until December 30 to decide whether to grant the Navy the authority
needed for the dual-award strategy.

The Navy’'s November 3 proposal of a dual-award strategy posed an issue for Congress of
whether this strategy would be preferable to the down select strategy, and whether Congress
should grant the Navy, by December 30, the additional legislative authority the Navy would need
to implement the dual-award strategy. On December 14, 2010, the Senate Armed Services
Committee held a hearing to review the proposed dual-award strategy. On December 21, 2010,
the Senate and House passed H.R. 3082, a bill that, among other things, funds federal government
operations through March 4, 2011. Section 150 of the bill provides the Navy authority to
implement a dual-award strategy. H.R. 3082 was signed into law as PL. 111-322 of December 22,
2010.
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Introduction

TheLittoral Combat Ship (LCS) isaredatively inexpensive Navy surface combatant equipped
with modular “plug-and-fight” mission packages. The Navy wantsto field aforce of 55 LCSs.
Thefirst two (LCS-1 and LCS-2) were procured in FY 2005 and FY 2006 and were commissioned
into service on November 8, 2008, and January 16, 2010. Another two (LCS-3 and LCS-4) were
procured in FY2009 and are under construction. Two more were procured in FY 2010, and the
Navy’s proposed FY 2011 budget requested funding to procure another two. Navy plans call for
procuring an additional 16 in FY 2012-FY 2015 at arate of four ships per year.

The 20 LCSs procured or scheduled to be procured in the six-year period FY2010-FY 2015 areto
be built under a dual-award acquisition strategy under which the two current LCS builders will
each be awarded contracts to build 10 ships. The Navy proposed the dual-award strategy to
Congress on November 3, 2010. Congress granted the Navy the legislative authority needed to
implement the strategy as part of H.R. 3082/P.L. 111-322 of December 22, 2010, an act that,
among other things, funds federal government operations through March 4, 2011. The dual-award
strategy replaces a different acquisition strategy that the Navy had announced on September 16,
20009.

The LCS program poses a number of potential oversight issues for Congress. Congress's
decisions on the LCS program could affect Navy capabilities and funding requirements, and the
shipbuilding industrial base.

Background

The LCS in General

The LCS program was announced on November 1, 2001." The LCS s ardatively inexpensive
Navy surface combatant that is to be equipped with modular “ plug-and-fight” mission packages,
including unmanned vehicles (UVs). Rather than being a multimission ship like the Navy’s larger
surface combatants, the LCS is to be a focused-mission ship, meaning a ship equipped to perform
one primary mission at any one time. The ship’s mission orientation can be changed by changing
out its mission packages. The basic version of the LCS, without any mission packages, is referred
to asthe LCS sea frame.

TheLCS's primary intended missions are antisubmarine warfare (ASW), mine countermeasures
(MCM), and surface warfare (SUW) against small boats (including so-called “ swarm boats’),
particularly in littoral (i.e., near-shore) waters. The LCS program includes the development and

! On November 1, 2001, the Navy announced that it was |launching a Future Surface Combatant Program aimed at
acquiring afamily of next-generation surface combatants. This new family of surface combatants, the Navy stated,
would include three new classes of ships: a destroyer called the DD(X)—ater redesignated the DDG-1000—for the
precision long-range strike and naval gunfire mission; a cruiser called the CG(X) for the air defense and ballistic
missile mission, and asmaller combatant called the Littoral Combat Ship (LCS) to counter submarines, small surface
attack craft, and minesin heavily contested littora (near-shore) areas. For more on the DDG-1000 program, see CRS
Report RL32109, Navy DDG-51 and DDG-1000 Destroyer Programs. Background and Issues for Congress, by
Ronald O'Rourke. For more on the CG(X) program, see CRS Report RL34179, Navy CG(X) Cruiser Program:
Background for Congress, by Ronald O'Rourke.
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procurement of ASW, MCM, and SUW mission packages for LCS sea frames. TheLCS's
permanently built-in gun gives it some ability to perform the SUW mission even without an SUW
module.

Additional missions for the LCS include peacetime engagement and partnership-building
operations, intelligence, surveillance, and reconnaissance (ISR) operations, maritime intercept
operations, operations to support special operations forces, and homeland defense operations. An
L CS might perform these missions at any time, regardless of its installed mission module,
although an installed mission module might enhance an LCS's ahility to perform some of these
missions.

The LCS displaces about 3,000 tons, making it about the size of a corvette (i.e, alight frigate) or
a Coast Guard cutter. It has a maximum speed of more than 40 knots, compared to something
more than 30 knots for the Navy cruisers and destroyers. The LCS has a shallower draft than
Navy cruisers and destroyers, permitting it to operatein certain coastal waters and visit certain
ports that are not accessible to Navy cruisers and destroyers. The LCS employs automation to
achieve areduced “core’ crew of 40 sailors. Up to 35 or so additional sailors are to operate the
ship’s embarked aircraft and mission packages, making for atotal crew of about 75, compared to
more than 200 for the Navy's frigates and about 300 (or more) for the Navy's current cruisers and
destroyers.

Two Industry Teams, Each with Its Own Design

On May 27, 2004, the Navy awarded contracts to two industry teams—one led by L ockheed
Martin, the other by General Dynamics (GD)—to design two versions of the LCS, with options
for each team to build up to two LCSs each. Thetwo teams' LCS designs are quite different—
Lockheed's design is based on a steel semi-planing monohull, while GD’s design is based on an
aluminum trimaran hull. The two ships also use different built-in combat systems (i.e., different
collections of built-in sensors, computers, software, and tactical displays) that were designed by
each industry team. The Navy states that both LCS designs meet the Key Performance Parameters
(KPPs) for the LCS program.

The Lockheed team built LCS-1 and is building LCS-3 at Marinette Marine of Marinette, WI.
The General Dynamics team built LCS-2 and is building LCS-4 at the Austal USA shipyard of
Mobile, AL.?

Planned Procurement Quantities

The Navy plansto field aforce of 55 LCS sea frames and 64 LCS mission packages (16 ASW, 24
MCM, and 24 SUW). The Navy's planned force of 55 L CSswould account for about 18% of the
Navy’s planned force of 313 ships of all types.®

2 Austa USA was created in 1999 as ajoint venture between Austal Limited of Henderson, Western Australia and
Bender Shipbuilding & Repair Company of Mobile, AL.

3 For more on the Navy' s planned 313-ship fleet, see CRS Report RL32665, Navy Force Structure and Shipbuilding
Plans: Background and Issues for Congress, by Ronald O'Rourke.
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Navy plans call for procuring 20 LCSs in the six-year period FY2010-FY 2015, at arate of two
per year in FY2010 and FY 2011, and four per year in FY 2012-FY 2015. The Navy’s 30-year
(FY2011-FY2040) shipbuilding plan shows three LCSs per year for FY2016-FY 2019, two per
year for FY2020-FY 2024, a 1-2-1-2 pattern for FY2025-FY 2033, and two per year for FY 2034-
FY2040. LCSs scheduled for procurement in the final years of the 30-year plan would be
replacements for LCSs that will have reached the end of their 25-year expected service lives by
that time.

Unit Procurement Cost Cap

L CS sea frames procured in FY 2010 and subsequent years are subject to a unit procurement cost
cap. Thelegislative history of the cost cap is asfollows:

The cost cap was originally established by Section 124 of the FY 2006 defense
authorization act (H.R. 1815/P.L. 109-163 of January 6, 2006). Under this
provision, thefifth and sixth ships in the class were to cost no more than $220
million each, plus adjustments for inflation and other factors.

The cost cap was amended by Section 125 of the FY 2008 defense
authorization act (H.R. 4986/P.L. 110-181 of January 28, 2008). This provision
amended the cost cap to $460 million per ship, with no adjustments for inflation,
and applied the cap to all LCSs procured in FY 2008 and subsequent yesars.

The cost cap was amended again by Section 122 of the FY 2009 defense
authorization act (S. 3001/PL. 110-417 of October 14, 2008). This provision
deferred the implementation of the cost cap by two years, applying it to all LCSs
procured in FY2010 and subsequent years.

The cost cap was amended again by Section 121(c) and (d) of the FY 2010
defense authorization act (H.R. 2647/PL. 111-84 of October 28, 2009). The
provision adjusted the cost cap to $480 million per ship, excluded certain costs
from being counted against the $480 million cap, included provisions for
adjusting that figure over timeto take inflation and other events into account, and
permitted the Secretary of the Navy to waive the cost cap under certain
conditions.*

“ Section 121(d)(1) states that the Secretary of the Navy may waive the cost cap if:

(A) the Secretary provides supporting data and certifiesin writing to the congressiona defense
committees that—

(i) thetotal amount obligated or expended for procurement of the vessel-
(1) isin the best interest of the United States; and

(1) is affordable, within the context of the annual naval vessal construction plan required
by section 231 of title 10, United States Code; and

(i) the total amount obligated or expended for procurement of &t least one other vesse
authorized by subsection (a) has been or is expected to be less than $480,000,000; and

(B) aperiod of not less than 30 days has expired following the date on which such certification and
data are submitted to the congressiona defense committees.

Congressional Research Service 3
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Growth in Sea Frame Procurement Costs

The Navy originally spoke of building LCS sea frames for about $220 million each in constant
FY 2005 dollars. Estimated L CS sea frame unit procurement costs have since more than doubled.
For a detailed discussion of cost growth on LCS sea frames from the FY 2006 budget cycle
through the FY 2009 budget cycle, see Appendix B.

2007 Program Restructuring and Ship Cancellations

The Navy substantially restructured the LCS program in 2007 in response to significant cost
growth and delays in constructing the first LCS sea frames. This restructuring led to the
cancellation of four LCSsthat were funded in FY 2006 and FY 2007. A fifth LCS, funded in
FY 2008, was cancelled in 2008. For details on the 2007 program restructuring and the
cancellation of the five LCSs funded in FY 2006-FY 2008, see Appendix C.

Down Select Acquisition Strategy Announced in September 2009

On September 16, 2009, the Navy announced a proposed acquisition strategy under which the
Navy would hold a competition to pick a single design to which all LCSs procured in FY 2010
and subsequent years would be built (i.e., carry out a design “down sdect”).” The winner of the
down select would be awarded a contract to build 10 LCSs over thefive-year period FY 2010-
FY 2014, at arate of two ships per year. The Navy would then hold a second competition—open
to all bidders other than the shipyard building the 10 LCSsin FY2010-FY 2014—to select a
second shipyard to build up to five additional LCSs to the same design in FY 2012-FY 2014 (one
ship in FY2012, and two ships per year in FY2013-FY 2014). These two shipyards would then
compete for contracts to build LCSs procured in FY 2015 and subsequent years.

Section 121(a) and (b) of the FY 2010 defense authorization act (H.R. 2647/P.L. 111-84 of
October 28, 2009) provided the Navy authority to implement this down sdlect strategy. The

® Prior to the Navy' s announcement of September 16, 2009, the Navy had announced an acquisition strategy for LCSs
to be procured in FY 2009 and FY 2010. Under this acquisition strategy, the Navy bundled together the two LCSs
funded in FY2009 (LCSs 3 and 4) with the three LCSs to be requested for FY 2010 into asingle, five-ship solicitation.
The Navy announced that each LCS industry team would be awarded a contract for one of the FY 2009 ships, and that
the pricesthat the two teams bid for both the FY 2009 ships and the FY 2010 ships would determine the alocation of the
three FY 2010 ships, with the winning team getting two of the FY 2010 ships and the other team getting one FY 2010
ship. This strategy was intended to use the carrot of the third FY' 2010 ship to generate bidding pressure on the two
industry teams for both the FY 2009 ships and the FY 2010 ships.

The Navy stated that the contracts for the two FY 2009 ships would be awarded by the end of January 2009. The first
contract (for Lockheed Martin, to build LCS-3) was awarded March 23, 2009; the second contract (for Genera
Dynamics, to build LCS-4) was awarded May 1, 2009. The delay in the awarding of the contracts past the end-of-
January target date may have been due in part to the challenge the Navy faced in coming to agreement with the industry
teams on prices for the two FY 2009 ships that would permit the three FY2010 ships to be built within the $460 million
LCS unit procurement cost cap. See also Statement of RADM Victor Guillory, U.S. Navy Director of Surface Warfare,
and RADM William E. Landay, 111, Program Executive Officer Ships, and Ms. E. Anne Sandel, Program Executive
Officer Littoral and Mine Warfare, before the Subcommittee on Sespower and Expeditionary Forces of the House
Armed Services Committee [hearing] on the Current Status of the Littoral Combat Ship Program, March 10, 2009, pp.
7-8.
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Navy’s down select decision was expected to be announced by December 14, 2010, the date when
the two LCS bidders’ bid prices would expire.

For additional background information on the down select strategy, see Appendix D.

Dual-Award Acquisition Strategy Announced in November 2010

On November 3, 2010, the Navy notified congressional offices that it was prepared to implement
an alternative dual -award acquisition strategy under which the Navy would forego making a
down select decision and instead award each LCS bidder a 10-ship contract for the six-year
period FY2010-FY 2015, in annual quantities of 1-1-2-2-2-2. The Navy stated that, compared to
the down select strategy, the dual-award strategy would reduce L CS procurement costs by
hundreds of millions of dollars. The Navy needed additional legidlative authority from Congress
to implement the dual-award strategy. The Navy stated that if the additional authority were not
granted by December 14, the Navy would proceed to announce its down select decision under the
acquisition strategy announced on September 16, 2009. On December 13, it was reported that the
two LCS bidders, at the Navy's request, had extended the prices in their bids to December 30,
effectively giving Congress until December 30 to decide whether to grant the Navy the authority
needed for the dual-award strategy.

The Navy’'s November 3 proposal of a dual-award strategy posed an issue for Congress of
whether this strategy would be preferable to the down select strategy, and whether Congress
should grant the Navy, by December 30, the additional legislative authority the Navy would need
to implement the dual-award strategy. On December 14, 2010, the Senate Armed Services
Committee held a hearing to review the proposed dual-award strategy. On December 21, 2010,
the Senate and House passed H.R. 3082, a hill that, among other things, funds federal government
operations through March 4, 2011. Section 150 of the bill provides the Navy authority to
implement a dual-award strategy. H.R. 3082 was signed into law as PL. 111-322 of December 22,
2010.

For additional background information on the dual-award strategy, see Appendix E.

FY2011 Funding Request

The Navy's proposed FY 2011 budget requested $1,231.0 million in procurement funding for the
two L CSs that the Navy wants to procurein FY2011, and $278.4 million in FY 2011 advance
procurement funding for the 11 L CSsthat the Navy wants to procure in FY2012-FY2014. The
Navy's proposed FY 2011 budget also requested $9.8 million in procurement funding to procure
L CS module weapons, $83.0 million in procurement funding for procurement of LCS mission
packages, and $226.3 million in research and development funding for the LCS program.

® The Navy had earlier planned to make the down select decision and award the contract to build the 10 LCSs in the
summer of 2010, but the decision was delayed to aslate as December 14. (Thefinal bids submitted by the two LCS
contractors were submitted on about September 15, and were valid for another 90 days, or until December 14.)
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Issues for Congress

Technical Risk

One potential oversight issue for Congress for the LCS program concerns the amount of technical
risk in the program. The discussion bel ow addresses this issue first with respect to the LCS
seaframe, and then with respect to LCS mission packages.

Seaframe

Regarding technical risk in developing the LCS seaframe, GAO reported the following in March
2010:

Technology Maturity

Seventeen of 19 critical technologies for both LCS designs are mature. For LCS 2, the
trimaran hull and aluminum structure are nearing maturity. The Navy identified watercraft
launch and recovery—essential to complete the LCS antisubmarine warfare and mine
countermeasures missions—asamajor risk to both seaframe designs. Watercraft launch and
recovery systems have not been fully demonstrated for either seaframe. On the LCS 1, the
Navy is conducting dynamic load testing, but integration with the Remote Multi-Mission
Vehicle—a physically stressing system to launch and recover—is not scheduled to occur
until after the ship’s shakedown cruise. For LCS 2, factory testing of the twin boom
extensible cranereveal ed performance and reliability concernsthat werenot fully addressed
prior toinstallation. In addition, program officials report the LCS 2 main propulsion diesel
engines have not completed a required endurance test, in part due to corrosion in each
engine s intake valves. As an interim solution, the Navy has installed new intake valves,
which enabled the ship to compl ete acceptancetrias. LCS 2 has al so experienced pitting and
corrosion initswaterjet tunnels, The Navy hastemporarily fixed theissue and planstomake
weld repairsto pitted areas during a future dry dock availability.

Design and Production M aturity

The Navy could not provide data on completion of basi c and functional drawings—ametric
of design stability—at the start of LCS 1 and LCS 2 construction. The Navy used a
concurrent design-build strategy for the two seaframes, which proved unsuccessful.
Implementation of new design guidelines, delaysin major equipment deliveries, and strong
focus on achieving scheduleand performance goal sresulted in increased construction costs.
LCS 1 and LCS 2 still require design changes as aresult of maturing key systems. At the
sametime, shipbuilders are constructing modul es for the next two ships, LCS3and LCS4.
At fabrication start for each ship, approximately 69 percent (LCS3) and 57 percent (LCS4)
of basic and functional drawings were complete. Starting construction before drawingsare
complete could result in costly out-of- sequence work and rework to incorporate new design
attributes. Incomplete designs at construction also led to weight increases for LCS 1 and
LCS2. According to the Navy, thisweight growth contributed to ahigher than desired center
of gravity on LCS 1 that degraded the stability of that seaframe. Acceptance trials showed
LCS 1 may not meet Navy stability requirementsin a damaged condition. In response, the
Navy added internal and external buoyancy tanks. For L CS 3, the contractor hasincorporated
a design changeto extend the transom by four meters to improve stability.

Congressional Research Service 6
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Other Program Issues

In an effort toimprove affordability in the LCS program, the Navy modified its acquisition
strategy for future seaframes. The new strategy calls for selecting one seaframe design and
awarding one prime contractor and shipyard a fixed-priceincentive contract for construction
of up to 10 ships between fiscal year 2010 and fiscal year 2014. Navy officialsreport that the
earned value management systems (EVMS) in each of the LCS shipyards do not yet meet
Defense Contract Management Agency requirements. Under thetermsof theLCS3andLCS
4 contracts, the shipyards must achieve EVMS certification within 28 monthsfrom the date
of theaward. Until thoserequirementsare met, cost and schedul e datareported by the prime
contractors cannot be considered fully reliable.

Program Office Comments

Accordingtothe Navy, the LCS program continuesto deliver vital capability with therecent
commissioning of LCS 2. The Navy stated that LCS 1 now meets the damage stability
requirement with the addition of external tanks on the rear of the ship. The shipbuilder
incorporated additional stability improvements to the design for LCS 3. In the continuing
effort to ensure the delivery of affordable LCS capability, the Navy said it revised the
acquisition strategy in 2009 to down select toasingledesignin fiscal year 2010 and procure
up to 10 shipsin ablock buy. The winner of this competition will also be responsible for
devel oping atechnical data packageto support competition for a second shipbuilder tobuild
up to 5 shipsin fiscal year 2012-2014. Construction continues on LCS 3 and LCS 4. To
address corrosion of the waterjet tunnels, the Navy tated that electrical isolation of
propul sion shaftsfrom the waterjetsisbeing incorporated and aplan isin placeto renew the
corroded metal in the waterjet intake tunndls.”

Mission Packages

Regarding technical risk in developing the modular mission packages for the LCS, an August
2010 GAO report stated:

Challenges developing mission packages have delayed the timely fielding of promised
capabilities, limiting the ships' utility to the fleet during initia deployments. Until these
challenges are resolved, it will be difficult for the Navy to align seaframe purchases with
mission package procurements and execute planned tests. Key mine countermeasures and
surface warfare systems encountered problemsin operational and other testing that del ayed
their fielding. For example, four of six Non-Line-of-Sight Launch System missilesdid not
hit their intended targetsin recent testing, and the Department of Defense has since cancded
the program. Further, Navy analysis of anti-submarine warfare systems has shown the
planned systemsdo not contribute significantly to the anti-submarine warfaremission. These
combined challengeshaveled to procurement delays for all three mission packages. Misson
package delays have al so di srupted program test schedul es—a situati on exacerbated by early
deployments of initial ships—limiting their availability for operational testing. In addition,
these delays could disrupt program plans for simultaneously acquiring seaframes and
mission packages. Until mission packages are proven, the Navy risksinvesting in afleet of
ships that does not deliver promised capability.®

" Government Accountability Office, Defense Acquisitions]:] Assessments of Salected Weapon Programs, GAO-10-
388SP, March 2010, p. 96.

8 Government Accountability Office, Defense Acquisitions]:] Navy's Ability to Overcome Challenges Facing the
Littoral Combat Ship Wil Determine Eventual Capabilities, GAO-10-523, August 2010, summary page.
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On September 3, 2010, the Navy provided the press with a point paper responding to certain
points made in the August 2010 GAO report.’ The point paper stated in part:

Theorigina LCS Anti-Submarine Warfare (A SW) mission package was cancelled by Navy
two years ago (POM-10)*° when analysis indicated that it did not provide a significant
contribution to counter the ASW threat. [The] Navy immediately began exploring a new
ASW approach for LCS. Thenext generation LCS ASW mission packageiscurrently under
development.

Central to the next ASW mission package will be a ship-deployed variable depth sonar
(VDS) to complement the VDS carried by the [Navy’'s ship-based] MH-60R helicopter.
[The] Navy is purchasing an advanced design modd of a variable depth sonar system for
testing and evaluation in 2012, to develop this future ASW package.™

9 See Cid Standifer, “Navy Pushes Back Against GAO Criticism Of Littord Combat Ship,” Inside the Navy, September
6, 2010.

9 Thisis areference to the Program Objective Memorandum (POM) for the FY 2010 budget submission. The POM is
an interna DOD planning document that guidesthe preparation of a DOD budget submission. POM-10 was devel oped
during 2008, to support the submission to Congress in May 2009 of the proposed FY 2010 defense budget.

™ Undated Navy point paper provided to CRS by Navy Office of Legidative Affairs on September 8, 2010. In response
to apart of the GAO report that discussed theinitial deployment of LCS-1, the point paper stated:

Following the successful completion of Acceptance Trids, the Chief of Naval Operations directed
the OPNAYV staff, United States Fleet Forces Command, and Naval Sea Systems Command to
evaluate the feasibility of deploying USS Freedom (LCS 1) earlier than originally scheduled. The
intent was to employ the unique capahilities of this new class of warship as soon as practical in the
Fleet, to gain real operationa experience and to assess LCS' minimal manning strategy. Early
deployment retained but modified LCS 1'stesting plan.

During her maiden deployment, two years earlier than originally planned, USS Freedom was
outfitted with atailored Surface Warfare Mission Package. She deployed with a Helicopter Sea
Combat Squadron 22 detachment and a U.S. Coast Guard Law Enforcement Detachment. Freedom
successfully conducted four drug seizures, netting more than five tons of cocaine, detained nine
suspected drug smugglers, and disabled two “go-fast” drug vessels.

During deployment, USS Freedom also performed integrated at-sea operations with the USS Carl
Vinson (CVN 70) Carrier Strike Group, performed at-sea maneuvers with the former-USS
Mclnerney (FFG 7), and conducted several theater security cooperation port visitsin Latin
America.

Operations continued over the summer, when USS Freedom participated in the Rim of the Pacific
exercise, returning to homeport on Aug. 10, 2010.

Impact on Testing:

There are no changes to the overall scope of LCS 1 testing as aresult of early deployment. Given
the deployment lasted six months, completion of the LCS 1 test program was extended by
approximately six months. Any delays to the overall post delivery testing plan were offset by the
extensive depth and breadth of knowledge gained during deployment. To accommodate early
deployment, LCS devel opmental testing was re-sequenced. Some testing was accel erated to before
deployment, some testing was accomplished on deployment, and some testing was deferred until
after deployment.

In evaluating options for deploying Freedom earlier than originally scheduled, the Navy |ooked at
severd key factors: ship materiel condition, test plan accel eration, ship sustainment, integrated
support plan, and crew training and certification.

The decision to deploy Freedom early was based on athorough review of the required changesto
the test plan, overseas sustainment plan, and crew certification requirements.

Early deployment brought LCS operational issues to the forefront much sooner than under the

origina schedule, some of which would not have been learned until two years on.

Through this process, Navy “learned by doing.” Every aspect of this ship and program is new, from
(continued...)
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An April 26, 2010, news report stated:

The Littoral Combat Ship program lacks a “timely” test program plan for the mission
packages dated to deploy aboard the vessdls, putting the effort at a“ medium” risk for cost
increases ... according to a new study by the Pentagon’ s acquisition directorate....

“The program has major integration challenges between seaframes and MPsS' [mission
packages],” the study states. “To address thisissue, the program established an Integrated
Product Team ... the team has identified numerous deficiencies and verified corrections
within each seaframe.”*?

A March 2010 GAO report stated:
Technology Maturity

Operation of theMCM, SUW, and ASW packages on the LCS requiresatotal of 22 critical
technologies, including 11 sensors, 6 vehicles, and 5 weapons. Of thesetechnologies, 16 are
mature and have been demonstrated in a realistic environment. In the past year, the Navy
removed three critical technologies from LCS mission modules due to changes in future
ASW packages.

The Navy has accepted delivery of two partialy capable M CM missi on packages, however,
the program has delayed the procurement of the fiscal year 2009-funded package due to
technical issues and the resulting operational test delays. Four MCM systems—the
Unmanned Surface Vehicle (USV), Unmanned Sweep System (USS), Organic Airborneand
Surface Influence Sweep (OASIS), and Rapid Airborne Mine Clearance System
(RAMICS)—havenot yet been demonstrated in arealistic environment, and two others—the
Airborne Laser Mine Detection System (ALMDS) and Remote Minehunting System
(RMS)—cannot meet system requirements. ALMDS has been unable to meet its mine
detection requirements at its maximum depth or its mine detection and classification
requirements at surface depths. RM S demonstrated poor system reliability, availability, and
maintainability in a September 2008 operational assessment, and program officialsreport the
system is currently undergoing a series of tests to try to improve its reliability. Program
officials also reported that the cable used to tow certain airborne MCM systems had to be
redesigned following test failures with two systems.

The Navy accepted delivery of one partially capable SUW mission package in July 2008.
Thispackageincluded two engineering devel opment model sfor the 30 mm gun, but did not
includethe Non-Line-of-Sight Launch System (NLOS-LS) launcher or missiles. Integration
of the gun with LCS 1 was completed in January 2009. The gun module design appears
stable with 100 percent of its drawings released to manufacturing. According to program
officials, NLOS-LS was tested in August 2009, but was unable to fire due to a

(...continued)

the operational concepts, through crew training and certification processes, to the support and
sustainment strategies. Early deployment provided avita opportunity to collect datain red-world
operational scenarios. Thisdatawill be invaluable in the ongoing effort to accomplish the larger
LCSfleet integration strategy.. ..

LCSisakey component of the 21% century Navy. Early deployment of LCS 1 was a tremendous
opportunity to test the ship in area-world environment and begin integrating this essentid ship
into our fleet.

12 7achary M. Peterson, “DOD Report: LCS Program Faces‘ Medium Risk,” Integration Challenges, Inside the Navy,
April 26, 2010. Materid in bracketsasin original.
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malfunctioning sensor and battery connector. The program expects delivery of the second
SUW mission packagein March 2010. It will include the 30 mm gun modul e and theNLOS-
LS launcher, but no missiles.

The Navy accepted delivery of one partially capable ASW mission package in September
2008, but plans to reconfigure the content of future packages before procuring additional
guantities. According to Navy officials, recent warfighting anal yses showed that thebasdine
ASW package did not provide sufficient capability to meet the range of threats. The current
packagewill undergo developmental testing and theresultswill inform future configuration
decisions. Thefirst package underwent end-to-end testing in April 2009 and will undergo
developmental testing in fiscal year 2010. During the 2009 end-to-end test, the Navy found
that the USV and its associated sensorswill requirereliability and interfaceimprovementsto
support sustained undersea warfare.

Other Program Issues

Recent changesto the L CS seaframe acqui sition strategy may necessitatechangestotheL CS
mission module acquisition strategy and testing plans. For example, the new seaframe
strategy calls for the program to select a single design in fiscal year 2010. According to
program officials, thefirst mission moduleswill till betested on both seaframe designs, but
future mission modules could be tested on one or both seaframe designs.

Program Office Comments

The Navy stated that early packages will be delivered with partia capability, with systems
added to the packages asthey reach thelevel of maturity necessary for fielding. Accordingto
the Navy, the USV, USS, OASIS, and RAMICS have not entered production or been
demonstrated in an operational environment. However, ALMDS and RMS have to date
achieved amajority of their key performance requirements. The Navy stated these systems
will beavailablein timeto support planned retirement of legacy MCM forces. According to
the Navy, it has initiated a program to address RMS reliability. The Navy noted that the
program recently declared acritical Nunn-McCurdy cost breach and isunder review by the
Under Secretary of Defense (Acquisition, Technology & Logigtics). Further, theNavy stated
it hasresol ved technical issuesrelated to the helicopter tow cable and the associated systems
are ready to resume testing, while mission package acquisition and testing strategies have
been updated to reflect seaframe acquisition strategy changes™

Combat Survivability

Another potential oversight issue for Congress for the LCS program concerns the combat
survivability of the LCS. A December 2009 report from DOD’s Director of Operational Test and
Evaluation stated:

LCS was designated by the Navy as a Level | survivabhility combatant ship, but neither
design is expected to achieve the degree of shock hardening as required by the CDD
[Capahilities Development Document]. Shock hardening (ability to sustain a level of
operations following an underwater explosive attack) is required for all mission critica
systems, asrequired by alevel 1 survivability requirement. Only afew selected subsystems
will be shock hardened, supporting only mobility to evacuate a threat area following a

13 Government Accountability Office, Defense Acquisitions]:] Assessments of Selected Weapon Programs, GAO-10-
388SP, March 2010, p. 98.
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design-level shock event. Accordingly, the full, traditional rigor of Navy-mandated ship
shock trialsisnot achievable, due to the damage that would be sustained by the ship and its
many non-shock-hardened subsystems.

TheLCSLFT&E[LiveFireTest and Evaluation] program hasbeen hampered by theNavy's
lack of credible modeling and smulation tools for assessing the vulnerabilities of ships
constructed to primarily commercial standards (American Bureau of Shipping Naval Vess
Rules and High Speed Naval Craft Code), particularly aluminum and non-traditiona hull
forms. Legacy LFT& E model s were not devel oped for these non-traditional factors, nor have
they been accredited for such use. These knowledge gaps undermine the credibility of the
modeling and simulation, and increase the amount of surrogate testing required for an
adequate LFT&E program.

The LCSisnot expected to be survivable in ahostile combat environment as evidenced by
the limited shock hardened design and results of full scale testing of representative hull
structures completed in December 2006,

Impact of Cancellation of NLOS-LS Missile System

Another potential oversight issue for Congress for the LCS program concerns the impact on LCS
capabilities of the cancellation of an Army missile program known as the Non-Line of Sight
Launch System (NLOS-LS), which the Navy had planned to use as part of the LCS surface
warfare (SUW) mission package. In May 2010, DOD approved an Army recommendation to
cancel NLOS-LS.™ Prior to the cancellation of NLOS-L S, the Navy planned for LCSs equipped
with SUW mission packages to be nominally armed with three NLOS missile launchers, each
with 15 missiles, for atotal of 45 missiles per ship. The missiles could be used to counter swarm
boats or other surface threats.

At aMay 6, 2010, hearing on Navy shipbuilding programs before the Seapower Subcommittee of
the Senate Armed Services Committee, Senator Jack Reed questioned Sean Stackley, the Navy’s
acquisition executive (i.e., the Assistant Secretary of the Navy [Research, Development and
Acquisition]), and Lieutenant General George Flynn, Deputy Commandant, Combat
Development and Integration, and Commanding General, Marine Corps Combat Development
Command, regarding the impact the cancellation of the NLOS-L S program. For thetext of this
exchange, see Appendix F. The Navy reportedly is assessing potential alternative systems for
fulfilling the NLOS role in the SUW mission package.®®

4 Department of Defense, Director, Operation Test and Evaluation, FY 2009 Annual Report, December 2009, p. 147.

B «Out of Sight,” Defense Daily, May 17, 2010: 3. See dso Kate Brannen, “U.S. Army Asks to Cancel NLOS-LS,”
DefenseNews.com, April 23, 2010; Jason Sherman, “ Army CancelsNLOS-NS, Frees Up Billions For Other
Procurement Needs,” Insdethe Navy, April 26, 2010; Sebastian Sprenger, “NLOS-LS Seen As Effective—But To
Pricey—In Key Army Analysis,” Insde the Navy, May 3, 2010.

16 Zachary M. Peterson, “Navy ‘ Assessing Options' In Lieu Of Army’s Cancellation Of NLOS Missile,” Inside the
Navy, May 3, 2010; Cid Standifer, “Industry Team Leveraging Canceled Programs To Work On Five-Inch Round,”
Insdethe Navy, May 31, 2010; Cid Standifer, “Navy Looks To Replace NLOS In LCS Surface Warfare Mission
Module,” Inside the Navy, June 21, 2010.
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Total Program Acquisition Cost

Another potential oversight issue for Congress for the LCS program concerns the program’s
potential total acquisition (i.e., research and devel opment plus procurement) cost. DOD has not
reported a total estimated acquisition cost for the entire LCS program, including both 55 LCS sea
frames and 64 LCS mission packages. Supporters of the LCS program could argue that
substantial datais available in the Navy’s annual budget submission on annual LCS research and
development and procurement costs for the five-year period covered by the Future Years Defense
Program (FY DP). Skeptics could argue that a major acquisition program like the LCS program
should not proceed to higher annual rates of production until the program’s potential total
acquisition costs is reported and assessed against other defense spending priorities.

Operation and Support (O&S) Cost

Another potential oversight issue for Congress for the LCS program concerns the ship’s operation
and support (O& S) cost. At the request of Senator Jeff Sessions, the Congressional Budget Office
(CBO) analyzed the impact of O& S cost and other types of costs on the total life-cycle costs of
the LCS and (for purpaoses of comparison) four other types of Navy ships. The results of CBO'’s
analysis were released in the form of an April 28, 2010, letter to Senator Sessions.” CBO
estimates in the letter that LCS-1 (the Lockheed Martin LCS design) would have an O& S cost, in
constant FY 2010 dollars, of $41 million to $47 million per year, depending on how often the ship
travels at higher speeds and consequently how much fuel the ship uses each year.”® For an excerpt
from CBO’s letter, seethe earlier section entitled “Weight Given to Procurement Cost vs. Other
Factorsin Request for Proposals (RFP).”

A February 2010 Government Accountability Office (GAO) report stated:

The Navy estimated operating and support costsfor L CS seaframes and mission packagesin
2009, but the estimates do not fully reflect DOD and GA O best practicesfor cost estimating
and may changedueto program uncertainties. GAO' sanalysis of the Navy' s 2009 estimates
showed that the operating and support costs for seaframes and mission packages could total
$84 billion (in constant fiscal year 2009 dollars) through about 2050. However, theNavy did
not follow some best practices for developing an estimate such as (1) analyzing the
likelihood that the costs could be greater than estimated, (2) fully assessing how the estimate
may change as key assumptions change, and (3) requesting an independent estimate and
comparing it with the program estimate. The estimates may also be affected by program
uncertainties, such as potential changesto force structurethat could alter thenumber of ships
and mission packagesrequired. The costs to operate and support aweapon system can total
70 percent of a system’s costs, and the lack of an estimate that fully reflects best practices
could limit decision makers' ability to identify the resources that will be needed over the
long term to support the planned investment in LCSforce structure. With a decision pending
in 2010 on which seaframeto buy for the remainder of the program, decision makers could
lack critical information to assess the full costs of the alternatives.™

7 |_etter dated April 28, 2010, from Douglas W. Elmendorf, Director, CBO, to the Honorable Jeff Sessions, 8 pp. The
full text of theletter isavailable online a http://www.cho.gov/ftpdocs/114xx/doc11431/04-28-Sess onsL etter. pdf.

18| etter dated April 28, 2010, from Douglas W. Elmendorf, Director, CBO, to the Honorable Jeff Sessions, Table 1 on
page 7.

¥ Government Accountability Office, Littoral Combat Ship[:] Actions Needed to Improve Operating Cost Estimates
and Mitigate Risks in I mplementing New Concepts, GAO-10-257, February 2010, summary page.
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A February 8, 2010, press report stated:

The Navy will draw up total life-cycle cost estimates for both the Lockheed Martin and
General Dynamicsversionsof theLittoral Combat Ship beforethe program goes beforethe
Defense Acquisition Board this year for its Milestone B. review.

The serviceincluded the announcement in aresponse to a Government Accountability Office
report that criticized LCS life-cycle estimates. ™

Operational Concepts

Another potential oversight issue for Congress for the LCS program concerns operational
concepts for using LCSs once they enter service. The February 2010 GAO report cited above also
stated:

The Navy hasmade progressin devel oping operational conceptsfor LCS, but facesrisksin
implementing itsnew conceptsfor personnd, training, and maintenance that arenecessitated
by the small crew size. Specifically, the Navy facesrisksin itsability to identify and assign
personnel given thetime needed to achievetheextensivetraining required. GAO’sanaysis
of asample of LCS positions showed an average of 484 days of training isrequired before
reporting to acrew, significantly morethan for comparable positions on other surface ships.
Moreover, the Navy's maintenance concept relies heavily on distance support, with little
maintenance performed on ship. The Navy acknowledges that there are risks in
implementing its new concepts and has established groups to address how to implement
them. However, these groups have not performed arisk assessment as described in the 2008
National Defense Strategy. The Strategy describes the need to assess and mitigaterisksto
executing future missions and managing personnel, training, and maintenance. If the Navy
cannot implement its concepts as envisioned, it may face operational limitations, have to
reengineer its operational concepts, or have to ater the ship design. Many of the concepts
will remain unproven until 2013 or later, when the Navy will have committed to building
almost half the class. Having athorough risk assessment of the new operational concepts
would provide decision makers with information to link the effectiveness of these new
concepts with decisions on program investment, including the pace of procurement.?*

A report by the Center for Strategic and Budgetary Assessments (CSBA) provides additional
discussion of possible operational concepts for the LCS.%

2 Cid Standifer, “Navy Will Project Operation Costs Of Both LCS Models for DAB Review,” Inside the Navy,
February 8, 2010.

2 Government Accountability Office, Littoral Combat Ship[:] Actions Needed to Improve Operating Cost Estimates
and Mitigate Risks in I mplementing New Concepts, GAO-10-257, February 2010, summary page.

2 Martin M. Murphy, Littoral Combat Ship[:] An Examination of its Possible Concepts of Operation, Washington,
Center for Strategic and Budgetary Assessments, 2010, 71 pp.
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Legislative Activity for FY2011

Legislation to Provide Authority for Dual-Award Strategy

Continuing Appropriations and Surface Transportation Extensions Act, 2011
(H.R. 3082/P.L. 111-322)*

On December 21, 2010, the Senate and House passed H.R. 3082, a bill that, among other things,
funds federal government operations through March 4, 2011. Section 150 of the bill provides the
Navy authority to implement a dual-award strategy. H.R. 3082 was signed into law as PL. 111-
322 of December 22, 2010. Thetext of Section 150 is as follows:

SEC. 150. Subject to the availability of appropriations, the Secretary of the Navy may award
a contract or contracts for up to 20 Littoral Combat Ships (LCS). *
A Bill to Amend the FY2010 Defense Authorization Act (H.R. 6494)

H.R. 6494 would provide legislative authority for the Navy to implement a dual-award
acquisition strategy for the LCS program. The bill was passed by the House on December 15,
2010. Thetext of H.R. 6494 is as follows:

SECTION 1. LITTORAL COMBAT SHIP PROGRAM.

(a) Contract Authority- Subsection (@) of section 121 of the National Defense Authorization
Act for Fiscal Year 2010 (P.L. 111-84; 123 Stat. 2211) is amended—

(1) in paragraph (1)—
(A) by striking “ten Littoral Combat Ships and 15 Littoral Combat Ship ship control and

weapon systems’ and inserting “20 Littoral Combat Ships, including any ship control and
weapon systems the Secretary determines necessary for such ships,’; and

(B) by striking “a contract’ and inserting “one or more contracts'; and

% H.R. 3082 was originaly the FY 2010 military construction, the Department of Veterans Affairs, and related agencies
appropriations bill.

% H.R. 3082 became a continuing resolution that funds federal government operations through March 4, 2011 through
the adoption in the Senate of S.Amdt. 4885, which was proposed on December 19, 2010.
An earlier version of H.R. 3082 in the House was a full-year continuing appropriations bill for FY2011. Section 2314
of thisversion of H.R. 3082 would provide legidative authority for the Navy to implement a dual -award acquisition
strategy for the LCS program. Thetext of Section 2314 was as follows:

SEC. 2314. The Secretary of the Navy may award a contract or contracts for up to 20 Littora

Combat Ships subject to the avail ability of appropriated funds for such purpose.
An earlier version of H.R. 3082 in the Senate was a consolidated appropriations bill for FY2011. Section 8123 of this
version of H.R. 3082 would provide legidative authority for the Navy to implement a dual-award acquisition strategy
for the LCS program. The text of Section 8123 was as follows:

SEC. 8123. Subject to the availability of appropriations, the Secretary of the Navy may award a
contract or contracts for up to 20 Littord Combat Ships (LCS).
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(2) in paragraph (2), by striking “liability to’ and inserting “liability of’.

(b) Technical Data Package- Subsection (b)(2)(A) of such section isamended by striking “a
second shipyard, as soon as practicable’ and inserting “another shipyard to build a design
specification for that Littoral Combat Ship’.

(c) Limitation of Costs- Subsection (c)(1) of such section isamended by striking “awarded to
a contractor selected as part of a procurement’ and inserting “under a contract’.

Senate Amendment 4741(S.Amdt. 4741) to FY2011 Defense Authorization Bill
(S. 3454)

Senate Amendment (S.Amdt. 4741) to the FY 2011 Defense Authorization Bill (S. 3454),
submitted on December 8, 2010, would, among other things, provide legislative authority to the
Navy to implement a dual-award acquisition strategy for the LCS program. Thetext of the first
part of S Amdt. 4741—the part relating to the LCS program—is as follows:

At the end of subtitle C of title | [of S. 3454], add the following:
SEC. 126. ADDITIONAL COMBAT SHIP MATTERS.

(a) Maodificationsto Littoral Combat Ship Program Authority.—Section 121 of the Nationa
Defense Authorization Act for Fiscal Year 2010 (P.L. 111-84; 123 Stat. 2211) isamended—

(2) in subsection (a)—

(A) in paragraph (1)—

(i) by striking ““ten Littora Combat Ships and 15 Littora Combat Ship ship control and
weapon systems” andinserting 20 Littoral Combat Ships(LCS), including ship control and
weapon systems,” ; and

(ii) by striking “"a contract” and inserting ““one or more contracts’; and

(B) in paragraph (2)—

(i) by striking A contract” and inserting " Any contract”; and

(i) by striking ““liability to” and inserting "liability of”;

(2) in subsection (b)—

(A) in paragraph (1), by striking ““a procurement” and inserting ““any contract” ; and

(B) in paragraph (2)—

(i) by striking "aLittora” and inserting “"any Littoral”; and

(i) in subparagraph (A), by striking “a second shipyard, as soon as practicable’ and

inserting ~"another shipyard to build to adesign specification for that Littoral Combat Ship’;
and
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(3) in subsection (c)(1), by striking “awarded to a contractor selected as part of a
procurement” and inserting ~ under any contract”....

Legislation Relating to Other Aspects of Program

Continuing Appropriations and Surface Transportation Extensions Act, 2011
(H.R. 3082/P.L. 111-322)

As mentioned earlier, on December 21, 2010, the Senate and House passed H.R. 3082, a hill that,
among other things, funds federal government operations through March 4, 2011. H.R. 3082 was
signed into law as PL. 111-322 of December 22, 2010. The act generally funds programs at

FY 2010 levels. Table 1 compares FY 2010 funding levels for the LCS program with the FY 2011
budget request for the program.

Table I.FY2010 Funding Compared to FY2011 Funding Request

Millions of dollars, rounded to nearest tenth

FY2011 Funding
FY2010 Funding Request

Shipbuilding and Conversion, Navy (SCN) account, lines 12 and 13

LCS sea frames 1,146.7 1,231.0
(quantity) (2) 2)
LCS sea frames (AP) 0 2784

Weapon Procurement, Navy (WPN account), line 30

LCS module weapons 0 9.8
Other Procurement, Navy (OPN) account, line 29

LCS modules 137.3 83.0
Research, Development, Test & Evaluation, Navy (RDT&EN) account, line 48

LCS 422.7 226.3

Source: Table prepared by CRS based on FY201 | Navy’s budget submission.

Notes: AP is advance procurement for ships to be procured in future years.

Summary of Other Congressional Action on FY2011 Funding Request

Table 2 summarizes congressional action other than H.R. 3082/P.L. 111-322 on the Navy’s
FY 2011 funding request for the LCS program.
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Table 2. Congressional Action Other Than H.R.3082/P.L. 111-322 on FY201I I
Funding Request

Millions of dollars, rounded to nearest tenth

Authorization Appropriation
Request HASC SASC Conf. HAC SAC Conf.

Shipbuilding and Conversion, Navy (SCN) account, lines 12 and 13

LCS sea frames 1,231.0 1,231.0 1,231.0 1,231.0 615.5
(quantity) (2) (2) (2) (2) (1)

LCS sea frames (AP) 278.4 278.4 278.4 2784 2784
Weapon Procurement, Navy (WPN account), line 30

LCS module weapons 9.8 0.9 9.8 not clear 0
Other Procurement, Navy (OPN) account, line 29

LCS modules 83.0 83.0 83.0 not clear 50.0
Research, Development, Test & Evaluation, Navy (RDT&EN) account, line 48

LCS 226.3 305.5 226.3 not clear 199.4

Sources: Table prepared by CRS based on Navy’s FY201 | budget submission, committee reports, the text of S.
3454, the FY201| defense authorization bill, as reported in the Senate, and (for authorization conference) the
joint explanatory statement of the House and Senate Armed Services Committees on H.R. 6523. The joint
explanatory statement includes tables with recommended funding levels for full appropriation accounts, but not
for line items within those accounts. The statement showed no recommended change to the requested total
amount for the SCN account, but recommended changes to the requested total amounts for the WPN, OPN,
and RDT&EN accounts.

Notes: HASC is House Armed Services Committee; SASC is Senate Armed Services Committee; HAC is
House Appropriations Committee; SAC is Senate Appropriations Committee; Conf. is conference report; AP
is advance procurement for ships to be procured in future years.

FY2011 Defense Authorization Bill (H.R. 6523/H.R. 5136/S. 3454)

House (H.R. 5136)

The House Armed Services Committee, in itsreport (H.Rept. 111-491 of May 21, 2010) on the
FY 2011 defense authorization bill (H.R. 5136), recommends approval of the Navy’s FY 2011
procurement and advance procurement funding requests for LCS sea frames (page 73) and LCS
modules (page 81, line 029). The report recommends reducing by $8.9 million the Navy’s

FY 2011 procurement funding request for LCS module weapons due to termination of the NLOS-
LS program (page 68, line 030). The report recommends increasing the Navy's FY 2011 request
for LCS research and development funding by $75.0 million for Navy NLOS-NS devel opment,
and by $4.25 million for axial-flow high-power-density waterjets (page 148).

Thereport states:
Littoral Combat Ship

TheLittoral Combat Ship program hasfaileditsinitial intent to build inexpensive shipswith
modular capability and field them to the fleet at ahigh rate. None of those goals have been
met. The shipsare expensive; the modular capability has not been tested or verified; andin
some casesis still undergoing devel opment; and only two of the shipshave been ddiveredto
the Navy.
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Last year, the committee supported theregquest of the Secretary of the Navy and the Chief of
Naval Operationsto revamp the acquisition strategy for these vessels and to down-select to
one variant of the ship with the award of thefiscal year 2010 two-ship authorization. The
new acquisition strategy is aimed at reducing overall costs by procuring 10 ships in the
Future Y ears Defense Plan using a fixed price incentive contract in fiscal year 2010 with
priced options for 8 additional ships, 2 per year, in fiscal years 2011-15. In addition, the
government would gain all rights to the technical data package required to compete the
winning design to asecond source shipyard which would build 5 additiona ships, for atota
of 15 ships, between fiscal years 2012 and 2015. The committee supported this plan as the
best alternative to provide needed capability to the fleet in the shortest time possible, at the
least cost. The plan was al so proposed to the committee asthe best way to divorcethe prime
contractors from the program and to transition the ship’s installed combat systems to
government furnished equi pment that complimented equipment currently in usein thefleet.

Asof thisreport, the Navy hasreceived the proposal s from the two authorized competitors
and is in the process of source selection leading to contract award. The committee is
cautiously optimistic that, with adown-select to one variant and stability in the construction
schedul e, thistroubled program can begin to fulfill itsoriginal purpose of providing capable
ships, in quantity, at an affordable cost. (Pages 76-77)

Thereport also states:
Littoral Combat Ship Module weapons

The budget reguest contained $9.8 million for Littoral Combat Ship (LCS) Module
Weapons, of which $8.9 million was requested for procurement of 45 non-line-of-sight
launch system (NLOS-LS) missiles.

The committee notesthat the Army hasterminated the NLOS-LS program, and eveniif itis
continued by the Navy, an additional year of devel opment work will berequired. Asaresult,
the committee does not agree with Navy procurement funding for NLOS-LSin fiscal year
2011. Intitlel! of thisreport, the committee recommends an increasein Navy research and
development funding to support continued devel opment work for the NLOS-L Sprogramiif
the Navy determines that isin the best interest of the LCS program.

The committee recommends $0.9 million, a decrease of $8.9 million, for LCS Module
weapons. (Page 69)

Thereport also states:
Navy non-line-of-sight launch system devel opment

The budget request contained $226.3 million in PE 63581N® for Littoral Combat Ship
mission modul e research and devel opment but contained no funds for the non-line-of-sight
launch system (NLOS-LS).

The committee notesthat the Army’ stermination of the NLOS-LS could |leavethe Navy's
Littoral Combat Ship (LCS) without sufficient capability to defeat small boat threats and
unableto provide precision fire support to Marine Corpsforces. The committeeisinformed
that the NLOS-L Swill likely require only one moreyear of research and devel opment work
toachievethreshold requirements. Therefore, in order to take advantage of the$1.5hillionin

% Lineitemsin DOD research and devel opment accounts are called program elements (PEs).
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development funds spent to date, the committee encourages the Navy to complete
devel opment of the NLOS-LS system for use on the LCS. The committee also directs the
Assistant Secretary of the Navy for Research, Development, and Acquisition to provide a
report to the congressional defense committeesby December 15, 2010, on thefeasibility and
utility of the Navy compl eting devel opment of the NLOS-L S. Thereport should includean
analysis of possible unit cost reduction options.

The committee recommends $301.3 million, an increase of $75.0 million, in PE 63581N for
research and development of the NLOS-L S for use on the LCS. (Pages 159-160)

Senate (S. 3454)

The FY 2011 defense authorization hill (S. 3454), asreported by the Senate Armed Services
Committee (S.Rept. 111-201 of June 4, 2010), recommends approval of the Navy’s requests for

FY 2011 procurement and advance procurement funding for L CS sea frames (see page 677, lines

12 and 13, of the printed hill), LCS module weapons (page 675, line 30), LCS modules (page
680, line 29), and L CS research and development (page 732, line 48). The committee’s report

states:

The Littoral Combat Ship (LCS) program has made progress during the past year and the
recent decision to move to a single design should improve affordability. The LCS fleet is
expected to comprise 55 vessels of the Navy' s 313—ship fleet force structure. Even modest
cost growth in this large component of the fleet magnifies the problem of achieving that
objective. The committee notes that the Navy’s acquisition strategy for the LCS program
introduces competition for this class of shipsand istherefore cautiously optimistic that this
program is making progress. (Page 41)

The committee's report also states:

Littoral combat ship report

The committee has concluded that the projected ship decommissioning and construction
schedul e presented in the Navy’ s program described in its “Report to Congress on Annual
Long-Range Plan for Construction of Naval Vessels for FY 2011 could have a negative
effect on some of the Nation’ sNavy bases. Thiswould arise because of agap that will occur
as aresult of small surface combatants being retired years before Littoral Combat Ship
replacementswill arrive.

TheNavy's2010 document *‘ Report on Strategic Plan for Homeporting the Littoral Combat
Ship’’ provided the committee with the Navy's notiona strategic plan for stationing the
Littoral Combat Ship through fiscal year 2020. In order to fully understand the effects of the
Navy's current decommissioning and shipbuilding timeline, the committee directs the
Secretary of the Navy to submit areport to the congressiona defense committeesthat would
providethetimelineand detailed homeport locationsfor the Littoral Combat Shipsthat will
be delivered through 2020. The committee directs the Secretary of the Navy to submit the
reports at the time the President submits hisfiscal year 2012 budget proposal to Congress.

Asthe Navy finalizesits plans, the committee encourages the Navy to expedite delivery of
the Littoral Combat Ship to those Navy bases that need replacement ships to mitigate
capability gapsthat will result from theretirement of smaller surface combatants. (Page 116)
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Final Version (H.R. 6523)

H.R. 6523 does not appear to include any provisions relating specifically to the LCS program.
Thejoint explanatory statement of the House and Senate Armed Services Committees on H.R.
6523 does not discuss the program.

FY2011 DOD Appropriations Bill (S. 3800)

Senate

The Senate Appropriations Committee, in its report (S.Rept. 111-295 of September 16, 2010) on
S. 3800, recommends $615.5 million in procurement funding for the procurement in FY 2011 of
one LCS sea frame—a reduction of $615.5 million and one LCS sea frame from the Navy's
request (page 86, line 12). The committee’s report states:

Littoral Combat Ship[LCY .—Thefiscal year 2011 budget request included $1,230,984,000
for the construction of two LCS shipsand $278,351,000 in advance procurement funding for
future ships. The Committee supportsthe revised acquisition strategy for the LCS program
and the decision to down-select to onevariant in fiscal year 2010. The Committee, however,
isconcerned with the very aggressive construction schedul e proposed in the budget request.
Based on the historical poor cost and schedule performance of the program, including the
current delay in the down-select decision, the Committee is concerned that the proposed
ramp up to construct four ships in fiscal year 2011 is too aggressive and may be
unexecutable. Therefore, the Committee recommends re-phasing the LCS construction
schedul e by reducing the budget request by $615,492,000 and one ship in fiscal year 2011.
The Committee directs the Navy to add one LCS back into the program during the Future
Y ears Defense Plan. (Page 87)

The committee's report also states:

The Secretary of Defense should be applauded for trying to gain greater control over
runaway costs, schedule delays, and requirements creep. However, the Committee remains
frustrated by the lack of proper control in the Defense budget process as exemplified by the
exampleslisted bel ow. The Navy should be commended for reshaping its Littoral Combat
Ship program to down select to one contractor with thegoal of reducing costs. However, the
ensuing delay in thisprogram hasled to a schedul ein which the winning contractor will not
be able to begin constructing the second of two LCS ships requested in fiscal year 2011.
Nonetheless, neither the Navy nor the Defense Department has suggested reducing the
budget request even though more than $600,000,000 will not be required this fiscal year.

(Pege7)

The committee’s report recommends approving the Navy’s request for $278.4 million in advance
procurement funding for LCSsto be procured in future years (page 86, line 13).

The committee’s report recommends denying the Navy’s request for $9.8 million in procurement
funding for the procurement of L CS weapon modules due to the termination of the NLOS-LS
program (page 82, line 30).

The committee’s report recommends reducing by $32.9 million the Navy’s request for
procurement funding for the procurement of LCS modules due to unjustified growth in
production engineering ($6 million reduction), mission package computer environment units
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requested ahead of need ($2.3 million reduction), unjustified growth in consulting services ($2
million reduction), and AN/AQS-20A minehunting sonar equipment requested ahead of need
($22.7 million reduction) (page 95, line 29).

The committee's report recommends reducing the Navy’s request for research and devel opment
funding for the LCS program by a net total of $26.9 million, including a reduction of $15.4
million due to the termination of the NLOS-L S program, a reduction of $15.0 million dueto
savings from “accelerated DT” (which might be areference to accel erated developmental
testing), and an increase of $3.5 million for LCS axial flow high power density waterjets (page
150, line 48).
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Appendix A. Summary of Congressional Action in
FY2005-FY2010

This appendix presents a summary of congressional action on the LCS program in FY 2005-
FY2010.

FY2005

In FY2005, Congress approved the Navy’s plan to fund the construction of the first two LCS sea
frames using research and development funds rather than shipbuilding funds, funded the first
construction cost of thefirst LCS (LCS-1), required the second LCS (LCS-2) to be built (when
funded in FY2006) to a different design from thefirst, prohibited the Navy from requesting funds
in FY2006 to build athird LCS, and required all LCSs built after the lead ships of each designto
be funded in the SCN account rather than the Navy’s research and devel opment account.

FY2006

In FY2006, Congress funded the procurement of LCSs 2, 3, and 4. (The Navy requested one LCS
for FY 2006, consistent with Congress's FY 2005 action. Congress funded that ship and provided
funding for two additional ships.) Congressin FY 2006 also established a unit procurement cost
limit on the fifth and sixth LCS sea frames of $220 million per ship, plus adjustments for inflation
and other factors (Section 124 of the FY 2006 defense authorization bill [H.R. 1815/PL. 109-163]
of January 6, 2006), required an annual report on LCS mission packages and made procurement
of more than four LCSs contingent on the Navy certifying that there exists a stable design for the
LCS.

FY2007

In FY2007, Congress funded the procurement of LCSs 5 and 6. (The Navy canceled these two
shipsin 2007 before they were placed under contract for construction.)

FY2008

In FY2008, Congress accepted the Navy’s cancellation of LCSs 3 through 6; funded the
procurement one additional LCS in FY 2008 (which the Navy called LCS-5);? significantly
reduced the Navy’s FY 2008 funding request for the LCS program; amended the LCS sea frame
unit procurement cost cap to $460 million per ship for LCSs procured in FY 2008 and subsequent
years (Section 125 of the conference report [H.Rept. 110-477 of December 6, 2007] on H.R.
1585, the FY 2008 defense authorization bill, which was enacted as H.R. 4986/P.L. 110-181 of

% The Navy apparently called this ship LCS-5 because the original LCS-5 and LCS-6 were canceled by the Navy
before they were replaced under contract, leaving LCS-4 aslast LCS under contract to have been canceled. In spite of
its designation, LCS-5 would have been the third LCSin the restructured LCS program, and was the seventh to have
been funded by Congress.
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January 28, 2008); and required the Navy to use fixed-price-type contracts for the construction of
LCSs procured in FY 2008 and subsequent years.

The Navy in 2007 requested that Congress amend the existing unit procurement cost cap for the
fifth and sixth ships to $460 million, plus adjustments for inflation and other factors. Congress
amended the cost cap to $460 million, but applied it not only to the fifth and sixth LCSs, but to all
LCSs procured in FY2008 and subsequent years. The use of fixed-price contracts for future LCSs
was something that the Navy had stated an intention to do as part of its plan for restructuring the
LCS program.

FY2009

In FY2009, Congress delayed the implementation of the LCS sea frame unit procurement cost
cap by two years, to ships procured in FY 2010 and subsequent years (Section 122 of the FY 2009
defense authorization act [S. 3001/PL. 110-417 of October 14, 2008]); rescinded $337 millionin
FY 2008 shipbuilding funds for the LCS program, effectively canceling the funding for the LCS
procured in FY 2008 (Section 8042 of the FY 2009 defense appropriations act [Division C of H.R.
2638/PL. 110-329 of September 30, 2008]); and funded the procurement of two LCSs at a cost of
$1,020 million.

FY2010

In FY 2010 Congress funded the procurement of two LCSs at a cost of $1,080 million and
rescinded $66 million in FY2009 Other Procurement, Navy (OPN) funding for LCS mission
modules. Section 121 of the FY 2010 defense authorization act (H.R. 2647/PL. 111-84 of October
28, 2009) granted the Navy contracting and other authority to implement the LCS acquisition
strategy that the Navy announced on September 16, 2009, and amended the LCS unit
procurement cost cap. Section 122 of the act requires the LCS program to be treated as a major
defense acquisition program (MDAP) for purposes of program management and oversight.
Section 123 of the act required areport on the Navy’s plan for homeporting LCSs.
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Appendix B. Cost Growth on LCS Sea Frames
Through FY2010

This appendix presents details on cost growth on LCS sea frames from the FY 2006 budget cycle
through the FY 2010 budget cycle.

2006
The proposed FY 2007 Navy budget, submitted in February 2006, showed that:

e theestimatefor thefirst LCS had increased from $215.5 million in the FY 2005
budget and $212.5 million in the FY 2006 budget to $274.5 million in the
FY 2007 budget—an increase of about 27% from the FY 2005 figure and about
29% form the FY 2006 figure,

e theestimatefor the second LCS increased from $213.7 million in the FY 2005
budget and $256.5 million in the FY 2006 budget to $278.1 million—an increase
of about 30% from the FY 2005 figure and about 8% from the FY 2006 figure;
and

o theestimate for follow-on ships scheduled for FY 2009-FY 2011, whenthe LCS
program was to have reached a planned maximum annual procurement rate of six
ships per year, had increased from $223.3 million in the FY2006 budget to $298
million—an increase of about 33%.

The Navy stated in early 2006 that the cost increase from the FY 2006 budget to the FY 2007
budget was due mostly to the fact that LCS procurement costs in the FY 2006 budget did not
include items that are traditionally included in the so-called end cost—the total budgeted
procurement cost—of a Navy shipbuilding program, such as Navy program-management costs,
an allowance for changes, and escalation (inflation). The absence of these costs from the FY 2006
L CS budget submission raised certain potential oversight issues for Congress.”’

% These oversight issues included the following:

—Why were these costs excluded? Was this a budget-preparation oversight? If so, how could such an oversight occur,
given the many people involved in Navy budget preparation and review, and why did it occur on the LCS program but
not other programs? Was anyone held accountabl e for this oversight, and if so, how? If thiswas not an oversight, then
what was the reason?

—Did the Navy believe there was no substantial risk of penalty for submitting to Congress a budget presentation for a
shipbuilding program that, for whatever reason, significantly underestimated procurement costs?

—Do LCS procurement costsin the budget now include all coststhat, under traditional budgeting practices, should be
included? If not, what other costs are till unacknowledged?

—Have personnel or other resources from other Navy programs been used for the LCS program in any way? If so, have
the costs of these personnel or other resources been fully charged to the LCS program and fully reflected in LCS
program costs shown in the budget?
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2007

On January 11, 2007, the Navy reported that LCS-1 was experiencing “ considerable cost
overruns.” The Navy subsequently stated that the estimated shipyard construction cost of LCS-1
had grown to $350 million to $375 million. This suggested that the end cost of LCS-1—which
also includes costs for things such as Navy program-management costs and an allowance for
changes—could bein excess of $400 million. The Navy did not publicly provide a precise cost
overrun figurefor LCS 2, but it stated that the cost overrun on LCSs 1 and 2 was somewhere
between 50% and 75%, depending on the basdine that is used to measure the overrun.

The Government Accountability Office (GAO) testified in July 2007 that according to its own
analysis of Navy data, the combined cost of LCSs 1 and 2 had increased from $472 million to
$1,075 million—an increase of 128%.”® CBO testified in July 2007 that:

Several months ago, press reports indicated that the cost could well exceed $400 million
each for thefirst two LCS sea frames. Recently, the Navy requested that the cost cap for the
fifth and sixth seaframes beraised to $460 million, which suggeststhat the Navy' sestimate
of the acquisition cost for thefirst two LCSs would be around $600 million apiece....

Asof thiswriting, the Navy has not publicly released an estimatefor the LCS program that
incorporates the most recent cost growth, other than itsrequest to raise the cost caps for the
fifth and sixth ships. CBO estimatesthat with that growth included, thefirst two LCSswould
cost about $630 million each, excluding misson modules but including outfitting,
postdelivery, and various nonrecurring costs associated with thefirst ships of the class. As
the program advances, with a settled design and higher annual rates of production, the
average cost per shipis likely to decline. Excluding mission modules, the 55 LCSs in the
Navy's plan would cost an average of $450 million each, CBO estimates.”

2008

The proposed FY 2009 budget, submitted in February 2008, showed that the estimated end costs
of LCS-1 and LCS-2 had increased to $531 million and $507 million, respectively (or to $631
million and $636 million, respectively, when OF/DP and FST MSSIT costs areincluded, or to
$606 million and $582 million, respectively, when OF/DP costs are included, but FST MSSIT
costs are not included).

2009

The proposed FY 2010 budget, submitted in May 2009, showed that the estimated end costs of
LCS-1 and LCS-2 had increased to $537 million and $575 million, respectively (or to $637
million and $704 million, respectively, when OF/DP and FST MSSIT costs areincluded, or to

% Defense Acquisitions]:] Realistic Business Cases Needed to Execute Navy Shipbuilding Programs, Statement of Paull
L. Francis, Director, Acquisition and Sourcing Management Team, Testimony Before the Subcommittee on Seapower
and Expeditionary Forces, Committee on Armed Services, House of Representatives, July 24, 2007 (GAO-07-943T),
pp. 4 and 22.

2 gtatement of J. Michael Gilmore, Assistant Director for National Security, and Eric J. Labs, Senior Analyst, [on] The
Navy's 2008 Shipbuilding Plan and Key Ship Programs, before the Subcommittee on Seapower and Expeditionary
Forces Committee on Armed Services U.S. House of Representatives, July 24, 2007, p. 18.
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$612 million and $650 million, respectively, when OF/DP costs are included, but FST MSSIT

costs are not included). CBO reported on June 9, 2008, that:

2010

Historical experienceindicatesthat cost growth in the LCS program islikely. In particular,
using thelead ship of the FFG-7 Oliver Hazard Perry class frigate as an anal ogy, historical
cost-to-weight relationshi psindicate that the Navy’ s original cost target for the LCS of $260
millionin 2009 dollars (or $220 million in 2005 dollars) was optimistic. Thefirst FFG-7 cost
about $670 million in 2009 dollars to build, or about $250 million per thousand tons,
including combat systems. Applying that metric to the LCS program suggests that the lead
shipswould cost about $600 million apiece, including the cost of one mission module. Thus,
in this case, the use of a historical cost-to-weight relationship produces an estimate that is
less than the actual costs of the first LCSs to date but substantially more than the Navy’s
original estimate.

Based on actual coststhe Navy hasincurred for the LCS program, CBO estimates that the
first two LCSscould cost about $700 million each, including outfitting and postdedlivery and
various nonrecurring costs associated with first ships of a class but excluding mission
modules. However, as of May 1, 2008, LCS-1 was 83 percent complete and LCS-2 was 68
percent complete. Thus, additional cost growth ispossible, and CBO' sestimatereflectsthat
cost risk.

Overall, CBO egtimates that the LCSsin the Navy's plan would cost about $550 million
each, on average, excluding mission modules. That estimate assumes that the Navy would
select one of the two existing designsand make no changes. Asthe program advanced witha
settled design and higher annual rates of production, average ship costs would probably
decline. If the Navy decided to make changesto that design, however, the costs of building
future ships could be higher than CBO now estimates.*

The proposed FY 2010 budget, submitted in February 2010, showed that the estimated end cost of

LCS-1 remained unchanged from the previous year at $537 million, and that the estimated end
cost of LCS-2 had increased to $607 million. These two figures become $656 million and $736

million, respectively, when OF/DP and FST MSSIT costs are included, or $631 million and $682
million, respectively, when OF/DP costs are included, but FST MSSIT costs are not included. The

Navy’s FY 2011 budget submission states that OF/DP and FST MSSIT costs are non-end cost
items, and that FSD M SSIT costs for LCS-1 and LCS-2 “are not true construction costs and are

[instead] costs associated with design completion.”*

Reasons for Cost Growth

Various reasons have been cited for cost growth in the LCS program, including the following:

% Congressional Budget Office, Resource Implications of the Navy's Fiscal Year 2009 Shipbuilding Plan, June 8,

2008, pp. 26-27.

% Source: Department of Navy, Department of the Navy Fiscal Year (FY) 2011 Budget Estimates, February 2010,

Justification of Estimates, Research, Development, Test & Evaluation, Navy, Budget Activity 4, Exhibit R-2A, RDT& E

Project Justification, PE 0603581N: Littora Combat Ship (LCS), pages 34-35 of 46 (pdf pages 552-553 of 1054).
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e Unrealistically low original estimate. Some observers bdieve that the original
cost estimate of $220 million for the LCS sea frame was unredlistically low. If so,
a potential follow-on question would be whether the L CS represents a case of
“low-balling’—using an unrealistically low cost estimate in the early stages of a
proposed weapon program to help the program win approval and become an
established procurement effort.

e Impact of Naval Vessel Rules (NVR). Navy and industry officials have
attributed some of the cost growth to the impact of applying new Naval Vessel
Rules (NVR)—essentially, new rules specifying the construction standards for
the ship—to the LCS program. The NVR issued for the LCS program
incorporated, among other things, an increase in the survivability standard (the
ability to withstand damage) to which LCSs were to be built.** Building the ship
to ahigher survivability standard represented a change in requirements for the
ship that led to many design changes, including changes that made ship more
rugged and more complex in terms of its damage-control systems. In addition,
Navy and industry officials have testified, the timing of the issuing of NVR
created a situation of concurrency between design and constructionin the LCS
program, meaning that the ship was being designed at the same time that the
shipyard was attempting to build it—a situation long known to be a potential
cause of cost growth. This concurrency, Navy officials testified, was a
consequence of the compressed construction schedule for the LCS program,
whichinturn reflected an urgency about getting LCSs into the fleet to meet
critical mission demands.

o Improperly manufactured reduction gear. Navy and industry officials testified
that cost growth on LCS-1 was partly due to a main reduction gear® that was
incorrectly manufactured and had to be replaced, forcing a reordering of the
construction sequence for the various major sections of the ship.

e Increased costs for materials. Some observers have attributed part of the cost
growth in the program to higher-than-estimated costs for steel and other materials
that are used in building the ships.

e Emphasis on meeting schedule combined with cost-plus contract. Some
portion of cost growth on LCS-1 has been attributed to a combination of a Navy
emphasis on meeting the ship’s aggressive construction schedule and the Navy's
use of a cost-plus contract to build the ship.*

%2 The LCS was earlier conceived as a ship that would be built to a survivability standard that would be sufficient, in
the event of significant battle damage, to save the ship’s crew, but not necessarily the ship. The survivahility standard
for the LCS was increased as part of theissuing of NVR to one that would be sufficient to save not only the ship’s
crew, but the ship as well. (Other U.S. Navy combat ships are built to a still-higher survivability standard that is
sufficient not only to save the crew and the ship, but to permit the ship to keep fighting even though it has sustained
damage.)

3 A ship’sreduction gear is alarge, heavy gear that reduces the high-speed revol utions of the ship’s turbine enginesto
the lower-speed revolutions of its propellers.

% The Senate Armed Services Committee, as part of its discussion of the LCS program in its report (S.Rept. 110-77 of
June 5, 2007) on the FY 2008 defense authorization hill (S. 1547), stated:

Reviewing this LCS situation will undoubtedly result in a new set of “lessons learned” that the

acquisition community will dutifully try to implement. However, the committee has previously

expressed concerns about the LCS concept and the LCS acquisition strategy. The LCS situation
(continued...)
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e Shipyard Perfor mance. Shipyard performance and supervision of the LCS
shipyards by the LCS team leaders and the Navy has been cited as another cause
of cost growth.®

July 2007 GAO Testimony
GAO tetified in July 2007 that:

We havefrequently reported on the wisdom of using asolid, executabl e businesscasebefore
committing resources to anew product devel opment effort....

A sound business case would establish and resource a knowledge-based approach at the
outset of a program. We would define such a business case as firm requirements, mature
technol ogies, and an acquisition strategy that provides sufficient timeand money for design
activities before construction start. The business case is the essential first step in any
acquisition program that sets the stage for the remaining stages of a program, namely the
business or contracting arrangements and actual execution or performance. If the business
case is not sound, the contract will not correct the problem and execution will be subpar.
Thisdoesnot mean that all potential problems can be eliminated and perfection achieved, but
rather that sound business cases can get the Navy better shipbuilding outcomes and better
return on investment. If any one element of the business case is weak, problems can be
expected in construction. The need to meet schedule is one of the main reasons why
programs cannot execute their business cases. This pattern was clearly evident in both the
LPD 17 [amphibious ship] and LCS programs. In both cases, the program pushed ahead with
production even when design problems arose or key eguipment was not available when
needed. Short cuts, such as doing technology devel opment concurrently with design and
construction, aretaken to meet schedule. In theend, problems occur that cannot be resolved
within compressed, optimistic schedules. Ultimately, when a schedule is set that cannot
accommodate program scope, delivering aninitial capability isdelayed and higher costsare
incurred....

What happenswhen the elements of asolid business case arenot present? Unfortunatdy, the
results have been al too visible in the LPD 17 and the LCS. Ship construction in these
programs has been hampered throughout by design instability and program management
challengesthat can betraced back to flawed business cases. The Navy moved forward with
ambitious schedules for constructing LPD 17 and LCS despite significant challenges in
stabilizing the designsfor these ships. Asaresult, construction work has been performed out
of sequence and significant rework has been required, disrupting the optimal construction
sequence and application of lessons learned for follow-on vessels in these programs....

(...continued)

may be more a case of “lessonslost.” Long ago, we knew that we should not rushto sign a
construction contract before we have solidified requirements. We aso knew that the contractors
will respond to incentives, and that if the incentives are focused on maintaining schedules and not
on controlling cost, cost growth on a cost-plus contract should surprise no one. After the fact,
everyone appears ready to agree that the original ship construction schedul e for the lead ship was
overly aggressive. (Page 98)

% See Katherine Mclntire Peters, “Navy's Top Officer Sees Lessons In Shipbuilding Program Failures,”

Gover mentExecutive.com, September 24, 2008; Christopher J. Castelli, “ Audit Exposes Failed Management of
Troubled Littora Warship,” Insdethe Navy, February 4, 2008; Christopher J. Castdlli, “ Audit Reveds Both LCS and
Industry Teams Violated Management Rules,” Inside the Pentagon, July 10, 2008 (reprinted in essentially identica
form, with the same headline, in the July 14, 2008, issue of sister publication Inside the Navy).
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In the LCS program, design ingtability resulted from a flawed business case as well as
changesto Navy requirements. From the outset, the Navy sought to concurrently design and
construct two lead shipsin the LCS program in an effort to rapidly meet pressing needsin
the mine countermeasures, antisubmarine warfare, and surface warfare mission areas. The
Navy believed it could manage this approach, even with little margin for error, because it
considered each L CSto be an adaptation of an existing high-speed ferry design. It hassince
been redlized that transforming a high-speed ferry into a capable, networked, survivable
warship was quite a complex venture. Implementation of new Naval Vessal Rules (design
guiddines) further complicated the Navy’ sconcurrent design-build strategy for LCS. These
rules required program officials to redesign major elements of each LCS design to meet
enhanced survivability requirements, even after construction had begun on the first ship.
Whilethese requirements changesimproved therobustness of L CS designs, they contributed
to out of sequence work and rework on the lead ships. The Navy failed to fully account for
these changes when establishing its $220 million cost target and 2-year construction cycle
for thelead ships.

Complicating LCS construction was a compressed and aggressive schedule. When design
standards were clarified with the issuance of Naval Vessel Rules and major equipment
deliveries were delayed (e.g., main reduction gears), adjustments to the schedul e were not
made. Instead, with thefirst LCS, the Navy and shipbuilder continued to focus on achieving
the planned schedul e, accepting the higher costs associated with out of sequence work and
rework. This approach enabled the Navy to achieve its planned launch date for the first
Littoral Combat Ship, but required it to sacrifice its desired level of outfitting. Program
officialsreport that schedul e pressuresa so drovelow outfitting level son the second Littora
Combat Ship design aswell, although rework requirementshave been lessintensiveto date.
However, because remaining work on thefirst two shipswill now have to be compl eted out-
of-sequence, theinitial schedule gainsmost likely will be offset by increased labor hoursto
finish these ships.

Thedifficultiesand costs discussed above relate to the LCS seaframe only. Thisprogramis
uniquein that the ship’s mission equipment is being devel oped and funded separately from
the seaframe. The Navy faces additional challenges integrating mission packages with the
ships, which could further increase costs and delay delivery of new antisubmarinewarfare,
mine countermeasures, and surface warfare capabilitiesto thefleet. These mission packages
arerequired to meet aweight requirement of 180 metrictonsor lessand require 35 personnd
or lessto operatethem. However, the Navy estimatesthat the mine countermeasuresmission
package may require an additional 13 metric tons of weight and seven more operator
personnel in order to deploy the full level of promised capability. Because neither of the
competing ship designs can accommodate these increases, the Navy may be forced to
reevaluateits planned capabilities for LCS.*®

% Defense Acquisitions]:] Realistic Business Cases Needed to Execute Navy Shipbuilding Programs, Statement of Paull
L. Francis, Director, Acquisition and Sourcing Management Team, Testimony Before the Subcommittee on Seapower

and Expeditionary Forces, Committee on Armed Services, House of Representatives, July 24, 2007 (GAO-07-943T),

pp. 8-11.
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Appendix C. 2007 Program Restructuring and Ship
Cancellations

The Navy substantially restructured the LCS program in 2007 in response to significant cost
growth and delays in constructing thefirst LCS sea frames. This restructuring led to the
cancellation of four LCSsthat were funded in FY 2006 and FY 2007. A fifth LCS, funded in

FY 2008, was cancelled in 2008. This appendix presents the details of the program restructuring
and ship cancellations.

2007 Program Restructuring

March 2007 Navy Restructuring Plan

In response to significant cost growth and schedule delays in the building of thefirst LCSs that
first cameto light in January 2007 (see next section), the Navy in March 2007 announced a plan
for restructuring the LCS program that:

e canceled thetwo LCSs funded in FY2007 and redirected the funding for those
two ships to pay for cost overruns on earlier LCSs;

e announced an intention to lift a 90-day stop-work order that the Navy had placed
on LCS-3 in January 2007—provided that the Navy reached an agreement with
the Lockheed-led industry team by April 12, 2007, to restructure the contract for
building LCSs 1 and 3 from a cost-plus type contract into a fixed price incentive
(FPI)-type contract—or terminate construction of LCS-3 if an agreement on a
restructured contract could not be reached with the Lockheed team by April 12,
2007,

e announced an intention to seek to restructure the contract with the General
Dynamics-led industry team for building LCSs 2 and 4 into an FPI-type
contract—if LCSs 2 and 4 experienced cost growth comparableto that of LCSs 1
and 3—and, if such arestructuring were sought, terminate construction of LCS-4
if an agreement on arestructured contract for LCS-2 and LCS-4 could not be
reached;

¢ reduced the number of LCSsrequested for FY2008 from threeto two (for the
same requested FY 2008 procurement funding of $910.5 million), and the number
to be requested for FY 2009 from six to three; and

e announced an intention to conduct an operational evaluation to select a favored
design for the LCS that would be procured in FY 2010 and subsequent years, and
to conduct a full and open follow-on competition among bidders for theright to
build that design.*

%7 Source: Navy briefing to CRS and Congressional Budget Office (CBO) on Navy's proposed LCS program
restructuring plan, March 21, 2007.
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April 2007 Termination of LCS-3

On April 12, 2007, the Navy announced that it had not reached an agreement with Lockheed on a
restructured FPI-type contract for LCS-1 and LCS-3, and consequently was terminating
construction of LCS-3.% (The Navy subsequently began referring to the ship as having been
partialy terminated—a reference to the fact that Lockheed was allowed to continue procuring
certain components for LCS-3, so that a complete set of these components would be on hand to
beincorporated into the next LCS built to the Lockheed design.) (The designation LCS-3 is now
being reused to refer to one of thetwo LCSs procured in FY 2009.)

November 2007 Termination of LCS-4

In late September 2007, it was reported that the Navy on September 19 had sent a letter to
General Dynamics to initiate negotiations on restructuring the contract for building LCSs 2 and 4
into an FPI-type contract. The negotiations reportedly were to be completed by October 19,
2007—30 days from September 19.% On November 1, 2007, the Navy announced that it had not
reached an agreement with General Dynamics on a restructured FPI-type contract for LCS-2 and
L CS-4, and consequently was terminating construction of LCS-4.”° (The designation LCS-4 is
now being reused to refer to one of the two LCSs procured in FY 2009.)

Cancellation of Prior-Year Ships

Table C-1 below summarizes the status of the nine LCSs funded by Congress from FY 2005
through FY 2009. As shown in the table, of the nine ships, five were later canceled, leaving four
shipsin place through FY2009—LCSs 1 and 2, and the two LCSs funded in FY2009. Ship
designations LCS-3 and LCS-4 are being reused as the designations for the two ships funded in
FY2009.

% Department of Defense News Release No. 422-07, April 12, 2007, “Navy Terminates Littoral Combat Ship 3.”

% Geoff Fein, “Navy Seeking To Negotiate FPI Contract With General Dynamics,” Defense Daily, September 24,
2007; Geoff Fein, “Navy, Generd Dynamics Meet To Discuss New LCS Fixed Price Structure,” Defense Daily,
September 27, 2007; Tony Capaccio, “General Dynamics Urged To Take Fixed Price On Warship Contract,”
Bloomberg News, September 28, 2007; Jason Sherman, “Navy, General Dynamics Discuss Fixed-Price Contract For
LCS,” Insde the Navy, October 1, 2007.

4 Department of Defense News Release No. 1269-07, November 1, 2007, “Navy Terminates Littoral Combat Ship
(LCS 4) Contract.”
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Table C-1.Status of LCSs Funded in FY2005-FY2009

Ships FY Navy hull
funded | funded designation Status
st 2005 LCS-1 Commiissioned into service on November 8, 2008.
2nd LCS-2 Commiissioned into service on January 16, 2010.
3rd LCS-3 Canceled by Navy in April 2007 after being placed under
h hi LCS.3 contract due to inability to come to agreement with contractor
2006 (not the Sal;T;Toiv;P as " | on revised (fixed-price) contract terms for LCSs | and 3.
4th LCS-4 Canceled by Navy in November 2007 after being placed under
h hi LCS-4 contract due to inability to come to agreement with contractor
(not the Sall(leos\‘rv;P as “7 | on revised (fixed-price) contract terms for LCSs 2 and 4.
5th none Canceled by Navy in March 2007 before being placed under
ship canceled before being | contract as part of Navy’s rogram restructuring; funds
hip led before being p f Navy’s LCS prog g; fund
2007 placed under contract) reapplied to cover other program costs.
6th none Canceled by Navy in March 2007 before being placed under
(ship canceled before being | contract as part of Navy’s LCS program restructuring; funds
placed under contract) reapplied to cover other program costs.
7th LCS-5 Canceled by Navy following Congress’s decision in
(for a while, at least, September 2008, as part of its action on the FY2009 defense
2008 although the ship was appropriations bill, to rescind the funding for the ship.
canceled before being
placed under contract)
8th LCS-3 Funded in FY2009 and Under Construction. Contract to
h hi LCS-3 build the ship awarded to Lockheed Martin on March 23, 2009.
(n;t ¢ e:c;amsis (;P as t' - Ship is currently under construction.
above; the ship designation
is being reused)
2009
9th LCS-4 Funded in FY2009 and Under Construction. Contract to

(not the same ship as LCS-4
above; the ship designation
is being reused)

build the ship awarded to General Dynamics on May |, 2009.
Ship is currently under construction.

Source: Prepared by CRS.
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Appendix D. Down Select Acquisition Strategy
Announced in September 2009

This appendix presents additional background information on the down select acquisition strategy
announced by the Navy on September 16, 2009.

DOD and Navy Background Information

A September 16, 2009, Department of Defense (DOD) news release on the proposed down sel ect
strategy stated:

The Navy announced today it will down select between thetwo Littoral Combat Ship (LCS)
designsin fiscal 2010. The current LCS seaframe construction solicitation [for the FY 2010
LCSs] will be cancelled and anew solicitation will beissued. At down select, asingleprime
contractor and shipyard will be awarded a fixed price incentive contract for up to 10 ships
with two shipsin fiscal 2010 and options through fiscal 2014. This decision was reached
after careful review of thefiscal 2010 industry bids, consideration of total program cogts, and
ongoing discussions with Congress.

“This change to increase competition isrequired so we can build the LCS at an affordable
price,” said Ray Mabus, secretary of the Navy. “LCSisvital to our Navy’sfuture. It must
succeed.”

“Both ships meet our operationa requirements and we need LCS now to meet the
warfighters needs,” said Adm. Gary Roughead, chief of naval operations. “Down selecting
now will improve affordability and will allow us to build LCS at a redlistic cost and not
compromise critical warfighting capabilities.”

The Navy cancelled the solicitation to procure up to three LCS Flight O+ shipsin fiscal 2010
dueto affordability. Based on proposal sreceived this summer, it wasnot possibleto execute
the LCS program under the current acquisition strategy and given the expectation of
constrained budgets. The new LCS acquisition strategy improves affordability by
competitively awarding a larger number of ships across several years to one source. The
Navy will accomplish thisgoal by issuing anew fixed priceincentive solicitation for adown
select to one of the two designs beginning in fiscal 2010.

Both industry teamswill have the opportunity to submit proposals for the fiscal 2010 ships
under the new solicitation. The selected industry team will deliver a quality technical data
package, alowing the Navy to open competition for a second sourcefor the selected design
beginning in fiscal 2012. Thewinner of the down select will be awarded acontract for up to
10 shipsfrom fiscal 2010 through fiscal 2014, and also provide combat systems for up to
five additiona ships provided by a second source. Ddivery of LCS 2, along with
construction of LCS 3 and LCS 4 will not be affected by the decision. This plan ensuresthe
best value for the Navy, continues to fill critical warfighting gaps, reduces program
ownership costs, and meetsthe spirit and intent of the Weapons System Acquisition Reform
Act of 20009....

TheNavy remains committed to the L CS program and the requirement for 55 of these ships
to provide combatant commanders with the capability to defeat anti-access threatsin the
littorals, including fast surface craft, quiet submarines and various types of mines. The
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Navy’ sacquisition strategy will be guided by cost and performance of the respectivedesigns
aswell as options for sustaining competition throughout the life of the program.**

A September 16, 2009, e-mail from the Navy to CRS provided additional information on the
proposed down select strategy, stating:

The Navy remains committed to a 55 ship LCS program and intendsto procure these ships
through an acquisition strategy that leverages competition, fixed price contracting and
stability in order to meet our overarching objectives of performance and affordability.

In the best interest of the Government, the Navy cancelled the solicitation to procure up to
three LCS Flight 0+ shipsin FY 10 due to affordability.

Based on proposals received in Augudt, the Navy had no reasonable basis to find that the
LCS Program would be executable going forward under the current acquisition grategy,
given the expectation of constrained budgets.

In the near future, and working closaly with Congress, the Navy will issue a new FY 10
solicitation which downsel ects between the two existing designs and callsfor building two
shipsin FY 10 and provides optionsfor two additiona shipsper year from FY 11to FY 14 for
atotal of ten ships. Theintent isfor all of these shipsto be built in one shipyard, which will
benefit from astable order quantity, training and production efficienciesto drivecostsdown.
Both industry teams will have the opportunity to submit proposalsfor the FY 10 shipsunder
the new solicitation.

To sustain competition throughout the life of the program and in conjunction with the
downselect, the Navy will develop acomplete Technical DataPackagewhich will beusedto
open competition for asecond source of the selected design in FY 12, awarding oneshipwith
options for up to four additiona shipsthrough FY 14, to anew shipbuilder.

Our FY 10 solicitation will call for the primeto build an additional five combat systemstobe
delivered as government-furnished equipment for this second source shipyard. Separating
the ship and combat systems procurement will enable bringing the LCS combat system into
the broader Navy's open architecture plan.

In short, this strategy callsfor two shipbuildersin continuous competition for asingleLCS
seaframe design, and a government-provided combat system.

The revised strategy meets the full spirit and intent of the Weapon Systems Acquisition
Reform Act of 2009 by increasing Government oversight, employing fixed price contract
types, maximizing competition, leveraging open architecture, using Economic Order
Quantity and Block Buy strategies, and ensuring future competition for shipbuilding as
enabled by devel opment of a Technical Data Packageto solicit shipsfromasecond shipyard.

We aso continue to work closely with Congress on the Navy's LCS procurement
intentions....

The Navy intendsto continuewith construction and delivery of LCS 3 and LCS4, ultimately
for use as deployable assets. We will continue to explore al avenues to ensure thisis an
affordable program.*?

“1 Department of Defense, “Littoral Combat Ship Down Select Announced,” News Release 722-09, September 16,
2009, available online at http://www.defenselink.mil/rel eases/rel ease.aspx el easei d=12984.
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The Navy briefed CRS and CBO about the proposed down select strategy on September 22, 20009.
Points made by the Navy in the briefing included the following:

The bids from the two industry teams for the three L CSs requested in the FY 2010
budget (which were submitted to the Navy in late July or early August 2009*)
were above the LCS unit procurement cost cap in “all scenarios.”

Negotiations with the industry teams were deemed by the Navy to be not likely to
result in award prices for the FY 2010 ships that were acceptable to the Navy.

The Navy judged that the current LCS teaming arrangements “ considerably
influenced costs” in the FY 2010 bids.

The Navy judged that it cannot afford more than a two-ship award in FY2010
within the amount of funding ($1,380 million) requested for LCS sea frame
procurement in FY 2010.

In response to the above points, the Navy decided to seek a new acquisition
strategy for LCSs procured in FY 2010 and subsequent years that would make the
L CS program affordable by leveraging competition, providing stability to LCS
shipyards and suppliers, producing LCSs at efficient rates, giving industry
incentives to make investments that would reduce LCS production costs, and
increase commonality in the resulting LCS fledt.

Under the Navy's proposed strategy, the winner of the LCS down select would be
awarded a contract to build two ships procured in FY 2010, with options to build
two more ships per year in FY2011-FY 2014. The contract would be a block-buy
contract augmented with Economic Order Quantity (EOQ) authority, so asto
permit up-front batch purchases of long leadtime components, aswould be the
case under a multiyear procurement (MY P) contract. Unlike an MY P contract,
however, the block buy contract would not include a termination liability.

The winner of the down select would deliver to the Navy atechnical data
package that would permit another shipyard to build the winning LCS design.

The Navy would hold a second competition to select a second LCS bidder. This
competition would be open to all firms other than the shipyard that is building the
10 LCSsin FY2010-FY2014. The winner of this second competition would be
awarded a contract to build up to five LCSs in FY2012-FY 2014 (one ship in

FY 2012, and two ships per year in FY2013-FY 2014).

The Navy would maintain competition between the two shipyards for LCSs
procured in FY 2015 and subsequent years.

The prime contactor on the team that wins the LCS down sdlect (i.e., Lockheed
or General Dynamics) would provide the combat systems for all the LCSsto be

(...continued)

“2 Email from Navy Office of Legislative Affairsto CRS, entitled “LCS Way Ahead,” September 16, 2009.

“ Seg, for example, Christopher P. Cavas, “LCS Bids Submitted to U.S. Navy,” DefenseNews.com, August 3, 2009,
which states: “Lockheed Martin announced its proposal was sent to the Navy on July 31, and rival Genera Dynamics

confirmed its plans were sent in by the Aug. 3 deadline.” See also Bettina H. Chavanne, “Lockheed Submits First LCS
Proposal Under Cost Cap Regulations,” Aerospace Daily & Defense Report, August 4, 2009: 5.
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procured in FY 2010-FY 2014—the 10 that would be built by thefirst shipyard,
and the others that would be built by the second shipyard.

e Thestructure of the industry team that wins the down select would be altered,
with the prime contractor on the team being separated from the shipyard (i.e., the
shipyard building the 10 LCSs in FY 2010-FY 2014). The separation, which
would occur some time between FY 2010 and FY 2014, would be intended in part
to prevent an organizational conflict of interest on the part of the prime contractor
as it provides combat systems to the two shipyards building LCSs.

e Thecurrent combat system used on the selected L CS design will be modified
over timeto a configuration that increases its commonality with one or more of
the Navy's existing surface ship combat systems.

e The Navy intends to complete the construction and delivery of LCS-3 and LCS-
4.

e TheNavy beieves that the proposed acquisition strategy does the following:
maximize the use of competition in awarding contracts for LCSs procured in
FY 2010-FY 2014; provide an opportunity for achieving EOQ savings with
vendors; provide stability and efficient production quantities to the shipyards and
vendors; provide an opportunity to move to a common combat system for the
L CSfleet; and provide the lowest-possible total ownership cost for the Navy for
the resulting LCSfledt, in large part because the fleet would consist primarily of
asingle LCS design with a single logistics support system. The Navy also
believes the proposed strategy is consistent with the spirit and intent of the
Weapon Systems Acquisition Reform Act of 2009 (S. 454/P.L. 111-23 of May 22,
2009).

Regarding the Navy's ability to sustain a competition between two LCS builders for LCS
construction contracts years from now, when the annual L CS procurement rate is projected to
drop to 1.5 ships per year (i.e, al-2-1-2 pattern), Undersecretary of the Navy Robert Work
reportedly stated:

“We are going to be able to compete those. We will be able to compete three [ships] every
two yearsand one of the yardswill win two and oneyard will win one. Sometimes, we'll do
afive multi-year [procurement contract]. We have all sorts of flexibility in here,” hesaid.*

Potential Oversight Questions for Congress

Prior to the Navy’s November 3, 2010, proposal for a dual-award acquisition strategy, the
proposed down select strategy posed several potential oversight questions for Congress, including
the following:

e Didthetiming of the Navy’s September 2009 announcement of the strategy—
very latein the congressional process for reviewing, marking up, and finalizing
action on the FY 2010 defense budget—provide Congress with sufficient time to

4 Geoff Fein, “Official: Navy OK With Either LCS, New Acquisition Plan Adds Flexibility In Out Years,” Defense
Daily, February 18, 2010: 3.

Congressional Research Service 36



Navy Littoral Combat Ship (LCS) Program

adequately review the proposal prior to finalizing its action on the FY 2010
defense budget?

o DoestheNavy’s proposed strategy allow the Navy enough time to adequately
evaluate the operational characteristics of thetwo LCS designs before sdlecting
one of those designs for all future production?

o DoestheNavy’'s proposed method for conducting the L CS down select—the
Request for Proposals (RFP)—appropriately balance procurement cost against
other criteria, such as life-cycle operation and support (O& S) cost and ship

capability?

o What risks would the Navy faceif the shipyard that wins the competition to build
the 10 LCSsin FY2010-FY 2014 cannot build them within the contracted cost?

e How does the Navy plan to evolve the combat system on the winning LCS design
to a configuration that has greater commonality with one or more existing Navy
surface ship combat systems?

o What arethe Navy’s longer-term plans regarding the two “orphan” LCSs that are
built to the design that is not chosen in the down select?

o \What potential alternatives arethereto this acquisition strategy?
Each of these questions is discussed briefly bel ow.

Enough Time for Adequate Congressional Review of Navy Proposal?

One potential issue for Congress concerning the proposed down select strategy was whether the
timing of the Navy’s September 2009 announcement of the strategy—very latein the
congressional process for reviewing, marking up, and finalizing action on the FY 2010 defense
budget—provided Congress with sufficient time to adequately review the proposal prior to
finalizing its action on the FY 2010 defense budget. The announcement of the Navy’s proposed
acquisition strategy on September 16, 2009, came

e after the defense committees of Congress had held their hearings to review the
FY 2010 budget submission;

o after the FY2010 defense authorization bill (H.R. 2647/S. 1390) and the
Department of Defense (DOD) appropriations bill (H.R. 3326) had been reported
in the House and Senate;

e after both the House and Senate had amended and passed their versions of the
FY 2010 defense authorization bill, setting the stage for the conference on that
bill; and

e after the House had passed its version of the FY 2010 DOD appropriations bill.

Thetiming of the Navy’s announcement was a byproduct of the fact that the Navy was not able to
see and evaluate the industry bids for the three LCSs that the Navy had originally requested for
FY 2010 until August 2009. The September 16, 2009, announcement date may have been the
earliest possible announcement date, given the time the Navy needed to consider the situation
created by the bids, evaluate potential courses of action, and select the proposed acquisition
strategy.
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Although the Navy might not have been able to present the proposed down select strategy to
Congress any sooner than September 16, the timing of the Navy’s announcement nevertheless put
Congress in the position of being asked to approve a major proposal for the LCS program—a
proposal that would determine the basic shape of the acquisition strategy for the program for
many years into the future—with little or no opportunity for formal congressional review and
consideration through hearings and committee markup activities.

A shortage of time for formal congressional review and consideration would be a potential
oversight issue for Congress for any large weapon acquisition program, but this might have been
especially the case for the LCS program, because it was not be the first time that the Navy put
Congress in the position of having to make a significant decision about the LCS program with
little or no opportunity for formal congressional review and consideration. As discussed in
previous CRS reporting on the LCS program, aroughly similar situation occurred in the summer
of 2002, after Congress had completed its budget-review hearings on the proposed FY 2003
budget, when the Navy submitted a late request for the research and development funding that
effectively started the LCS program.®

% Theissue of whether Congress was given sufficient time to review and consider the merits of the LCS programiniits
early stages was di scussed through multiple editions of past CRS reports covering the LCS program. The discussion in
those reports raised the question of whether “Navy officials adopted arapid acquisition strategy for the LCS program in
part to limit the amount of time available to Congress to assess the merits of the LCS program and thereby effectively
rush Congress into approving the start of LCS procurement before Congress fully understands the detail s of the
program.” The discussion continued:

With regard to the possibility of rushing Congress into a quick decision on LCS procurement, it can
be noted that announcing the LCS program in November 2001 and subsequently proposing to start
procurement in FY 2005 resulted in a situation of Congress having only three annual budget-review
seasons to learn about the new LCS program, assess its merits against other competing DOD
priorities, and make a decision on whether to gpprove the start of procurement. These three annua
budget-review seasons would occur in 2002, 2003, and 2004, when Congress would review the
Navy's proposed FY 2003, FY 2004, and FY 2005 budgets, respectively. Congress' opportunity to
conduct athorough review of the LCS program in the first two of these three years, moreover, may
have been hampered:

e 2002 budget-review season (for FY 2003 budget). The Navy’'s original FY 2003 budget
reguest, submitted to Congressin February 2002, contained no apparent funding for
development of the LCS. In addition, the Navy in early 2002 had not yet announced that it
intended to employ arapid acquisition strategy for the LCS program. As aresult, in the early
months of 2002, there may have been little reason within Congressto view the LCS program
as asignificant FY 2003 budget-review issue. In the middle of 2002, the Navy submitted an
amended request asking for $33 million in FY 2003 devel opment funding for the LCS
program. Navy officials explained that they did not decide until the middle of 2002 that they
wanted to pursue arapid acquisition strategy for the LCS program, and consequently did not
realize until then that there was a need to request $33 million in FY2003 funding for the
program. By the middle of 2002, however, the House and Senate Armed Services committees
had already held their spring FY 2003 budget-review hearings and marked up their respective
versions of the FY 2003 defense authorization bill. These two committees thus did not have an
opportunity to use the spring 2002 budget-review season to review in detail the Navy's
accelerated acquisition plan for the LCS program or the supporting request for $33 millionin
funding.

e 2003 budget-review season (for FY 2004 budget). To support amore informed review of the
LCS program during the spring 2003 budget-review season, the conferees on the FY 2003
defense authorization bill included a provision (Section 218) requiring the Navy to submit a
detailed report on severa aspects of the LCS program, including its acquisition strategy. In
response to this legislation, the Navy in February 2003 submitted areport of eight pagesin
length, including atitle page and a first page devoted mostly to arestatement of Section 218's
reguirement for the report. The House and Senate Armed Services committees, in their reports

(continued...)
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Supporters of the idea of approving the Navy’s proposed down select strategy as part of
Congress's work to finalize action on the FY 2010 defense budget could argue one or more of the
following:

Thetiming of the Navy’s proposal, though not convenient for Congress,
nevertheless represented a good-faith effort by the Navy to present the proposal
to Congress at the earliest possible date. The Navy conducted multiple briefings
with congressional offices starting in September 2009 to explain the proposed

strategy.

The LCS program needed to be put on a more stable long-term path as soon as
possible, and if Congress did not approve the proposal as part of itswork in
finalizing action on the FY 2010 defense budget, another year would pass before
the LCS program could be put on a stable path approved by Congress.

Although cost growth and construction problems with the LCS program can be
viewed as a consequence of past attempts to move ahead too quickly onthe LCS
program, the Navy’s acquisition strategy does not risk repeating this experience,
becauseit does not represent another attempt to move ahead on the program at an
imprudent speed. To the contrary, the strategy seeks to reduce execution risks by
limiting LCS procurement to a maximum of four ships per year and providing a
stable planning environment for LCS shipyards and suppliers.

If the proposed strategy were not approved by Congress as part of its action on
the FY 2010 budget, the LCSs procured in FY 2010 would be more expensive to
procure, since they would not benefit from economies of scale that would come
from awarding the FY 2010 ships as part of a contract that also includes LCSsto
be procured in FY2011-FY 2014.

Supporters of the idea of deferring a decision on the Navy's proposed down select strategy until
the FY2011 budget cycle could argue one or more of the following:

Navy briefings to Congress on the proposed strategy starting in September 2009,
though helpful, were not sufficient for Congress to fully understand the features
and potential implications of the Navy's proposed acquisition strategy—much
less the relative merits of potential alternatives to that strategy.

Therisks of making a quick decision on the Navy's propased acquisition
strategy, with little time for formal congressional review and consideration, are
underscored by the history of the LCS program, which includes substantial cost
growth and construction problems that can be viewed as the consequence of past

(...continued)

on the FY 2004 defense authorization bill, have expressed dissati sfaction with the
thoroughness of the report as a response to the requirements of Section 218. (For details, see
the “Legislative Activity” section of thisreport.) It is thus not clear whether the defense
authorization committees were able to conduct their spring 2003 budget-review hearings on
the FY 2004 budget with as much information about the LCS program as they might have
preferred.

(See, for example, CRS Report RL 32109, Navy DD(X), CG(X), and LCS Ship Acquisition Programs: Oversight Issues
and Options for Congress, by Ronald O’ Rourke, updated July 29, 2005, pp. CRS-59 to CRS-60. This discussion was
carried through multiple updates of CRS reports covering the LCS program.)
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attempts to move ahead quickly on the program, without more-extensive
congressional review and consideration.

e Thedesireto avoid paying ardatively high cost for LCSs procured in FY 2010,
though real, should not have been a controlling factor in this situation (i.e.,
should not have been “thetail that wags the dog”). Paying a higher cost for LCSs
procured in FY 2010, though not optimal, would be an investment to buy time for
Congressto morefully review and consider the merits of both the Navy’s
proposal and potential alternatives to it. Problems avoided through a full
congressional review and consideration of the Navy’s proposal and potential
alternatives during the FY 2011 budget cycle could eventually save the Navy alot
more money than the Navy hopes to save on the LCSs procured in FY 2010 by
procuring them as part of a contract that also includes LCSsto be procured in
FY2011-FY2014.

e Approving the Navy's proposed acquisition strategy at a late juncturein the
annual congressional process for reviewing and marking up the defense budget
would set an undesirable precedent from Congress's standpoint regarding late
submissions to Congress of significant proposals for large defense acquisition
programs, and encourage DOD to do the same with other large weapon
acquisition programs in the future in the hopes of stampeding Congress into
making quick decisions on major proposals for those programs.

Enough Time to Evaluate the Two Designs’ Operational Characteristics?

Another potential issue for Congress concerning the Navy’s down select strategy was whether the
strategy allowed the Navy enough time to adequately evaluate the operational characteristics of
the two L CS designs before sd ecting one of those designs for all future production. Potential
oversight questions for Congress included the following:

e Since LCS-1 as of September 2009 had been in commissioned service for less
than a year, and LCS-2 as of that date had not yet been delivered to the Navy,
how firm was the basis for the Navy's determination that both LCS designs meet
the Navy's operational requirements for LCS?

e By the summer of 2010—when the Navy plans to award a contract to the winner
of the down sdect—the Navy will have had only a limited time to evaluate the
operational characteristics of LCS-1 and LCS-2 through fleet exercises and usein
actual Navy deployments. Will the Navy at that point have a sufficient
understanding of the two designs' operational characteristics to appropriately
treat the operational characteristics of the two designs in the down select?

The Navy and its supporters could argue that the Navy has chosen a preferred design for other
new Navy ships (such as the DDG-1000 destroyer) on the basis of paper designs only, and
consequently that the Navy would have a firmer basis for performing the LCS down select than it
has had on other shipbuilding programs. They can argue that the Navy has a good understanding
of the basic differences between the ships—that the Lockheed design, for example, may have
better features for supporting small boat operations (which are used for certain LCS missions),
while the General Dynamics design may have better features for supporting helicopter and
unmanned aerial vehicle (UAV) operations (which are used for certain LCS missions).
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Skeptics could argue that the Navy in the past has talked about performing an extensive
operational review of each design prior to settling on an acquisition strategy for follow-on ships
in the program, and that the innovative nature of the LCS—a modular ship with plug-and-fight
mission packages and a small crew—increases the risks associated with selecting asingle LCS
design before performing such an extensive operational review. Skeptics could argue that the
Navy is depriving itself of the opportunity to better understand, through exercises and real-world
deployments, the implications for overall fleet operations of building all LCSsto one design or
the other before performing the down select.

Weight Given to Procurement Cost vs. Other Factors in Request for Proposals
(RFP)

Another potential issue for Congress concerning the Navy’s down select strategy concerned the
criteria that the Navy will usefor selecting a winning design in the down select. Some observers,
particularly supporters of the General Dynamics LCS design, argued that the Navy’s proposed
method for evaluating the two LCS designs in the LCS down select—set forth in the Request for
Proposals (RFP) for the down select—focused too much on procurement cost and not enough on
other factors, particularly life-cyclefuel cost, other components of life-cycle operating and
support (O& S) cost, and ship capability. Other observers, particularly supporters of the L ockheed
LCS design, argued (as did the Navy) that the Navy’'s proposed method for conducting the LCS
down select adequately took into account factors other than procurement cost. The issue was
viewed as having the potential for leading to a protest of the Navy’s down select decision by the
firm that is not selected.®

Regarding therole of life-cycle operation and support (O& S) cost in the Navy’s down sdect
decision, a February 2010 GAO report stated:

The Navy estimated operating and support costsfor L CS seaframes and mission packagesin
2009, but the estimates do not fully reflect DOD and GA O best practicesfor cost estimating
and may changedueto program uncertainties. GAO' sanalysis of the Navy' s 2009 estimates
showed that the operating and support costs for seaframes and mission packages could total

$84 billion (in constant fiscal year 2009 dollars) through about 2050. However, theNavy did
not follow some best practices for developing an estimate such as (1) analyzing the
likelihood that the costs could be greater than estimated, (2) fully assessing how the estimate
may change as key assumptions change, and (3) requesting an independent estimate and
comparing it with the program estimate. The estimates may also be affected by program
uncertainties, such as potential changesto force structurethat could alter thenumber of ships
and mission packagesrequired. The costs to operate and support aweapon system can total

70 percent of a system’s costs, and the lack of an estimate that fully reflects best practices

“6 For examples of articles discussing thisissue, see Sean Reilly, “Loser To Fight In LCS Ded 7" Mobile (AL) Press-
Register, March 28, 2010: 1; Cid Standifer, “Austal USA, GD Officids Criticize Navy's RFP CriteriaFor LCS
Award,” Inside the Navy, March 29, 2010; Zachary M. Peterson, “Navy LCS Proposal Request Seeks ‘ Qualitative’
Total Ownership Cost Figures,” Inside the Navy, March 22, 2010; Emelie Rutherford, “Navy Stands By LCS Due Date
As Hill Backers Of Each Bidder Swap Barbs,” Defense Daily, March 18, 2010: 2-3; Geoff Fein, “ Genera Dynamics’
LCS Burns Less Fuel At Higher Speeds, Navy Documents Show,” Defense Daily, March 2, 2010: 1-2; Geoff Fein,

“ Sessions Presses Navy Over Fairness of LCS RFP Evaluation,” Defense Daily, March 1, 2010: 6-7; Geoff Fein, “USS
Independence [LCS-2] Is The More Fud Efficient of Two LCS Variants, Austal Officid Says,” Defense Daily,
February 24, 2010: 2-3; Geoff Fein, “LCS RFP: Greater Emphasis Placed On Ship Price, Less On Life-Cycle Cost,”
Defense Daily, January 29, 2010: 5-7; Christopher P. Cavas, “RFP for LCS: Cost Main Factor in Winning Bid,”
NavyTimes.com, January 28, 2010.

Congressional Research Service 41



Navy Littoral Combat Ship (LCS) Program

could limit decision makers' ability to identify the resources that will be needed over the
long term to support the planned investment in LCSforce structure. With adecision pending
in 2010 on which seaframeto buy for the remainder of the program, decision makers could
lack critical information to assess the full costs of the alternatives.*’

A February 8, 2010, press report stated that “the Navy will draw up total life-cycle cost estimates
for both the Lockheed Martin and General Dynamics versions of the Littoral Combat Ship before
the program goes before the Defense Acquisition Board this year for its Milestone B. review. The
service included the announcement in a response to a Government Accountability Office report
that criticized LCS life-cycle estimates.”®

At the request of Senator Jeff Sessions, the CBO analyzed the impact of O& S cost and other
types of costs on the total life-cycle costs of the LCS and (for purposes of comparison) four other
types of Navy ships. Theresults of CBO's analysis were released in the form of an April 28,
2010, letter to Senator Sessions. The letter states:

CBO projected thelife-cycle cost of the LCS-1 under three different assumptions about the
average annual amount of fuel the ship will use over its 25-year life: low, moderate, and
high. In al three scenarios, procurement costs dominate the life-cycle cost of the LCS-1,
ranging from 58 percent to 66 percent of thetotal.... Personnel costs make up 14 percent to
16 percent of the LCS-1' stotal life-cycle cost in the various scenarios, and fue costsaccount
for 8 percent to 18 percent.

Thelow-fuel case assumesthat the LCS-1 generally operates at relatively low speeds—10
knotsor less 90 percent of thetimeit isunder way and 30 knots or more only about 3 percent
of thetime. That speed profileisbased in part on how the Navy operated the LCS-1 between
March 2009 and March 2010. In that scenario, operation and support coststotal 33 percent of
the ship’slife-cycle cost: 16 percent for personnel costs, 8 percent for fuel costs (assuming
that the ship consumes 25,000 barrelsof fuel per year), and 9 percent for other O& Scods.. ..

The moderate-fuel case—which CBO considers the most likely of the three scenarios—
assumes that the LCS-1 operates at 30 or more knots for about 5 percent of thetime, at 14
knotsto 16 knots 42 percent of the time (arange that might be typical when the ship was
traveling from itshome port to adeployment location), and at lessthan 12 knotsfor therest
of itstime under way. In that scenario, O& S costs total 34 percent of the ship’'slife-cycle
cost: 15 percent for personnel, 11 percent for fuel, and 8 percent for other O& S costs. The
moderate speed profile would result in fuel usage of about 35,000 barrels per year, dightly
less than the 37,600 barrelsthat the Navy assumed in formulating its 2011 budget request.
By comparison, the[Navy’' 5| FFG-7 classfrigates consumed about 31,000 barrel sof fue per
ship in 2009.

Thehigh-fuel case assumesthat the LCS-1 operates at 30 or more knotsfor about 20 percent
of itstimeunder way, an assumption based partly on aspeed profile devel oped by the Naval
Sea Systems Command for the LCS program. In that scenario, O& S costs represent about 40
percent of the ship’ slife-cycle cost—morethan in the other scenariosfor theLCS-1 but less
than for any of the other types of ships considered in thisanaysis. Personnel costs make up
14 percent of the life-cycle total; fuel costs, 18 percent; and other O& S costs, 8 percent.

4" Government Accountability Office, Littoral Combat Ship[:] Actions Needed to Improve Operating Cost Estimates
and Mitigate Risks in I mplementing New Concepts, GAO-10-257, February 2010, summary page.

“8 Cid Standifer, “Navy Will Project Operation Costs Of Both LCS Models for DAB Review,” Inside the Navy,
February 8, 2010.
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Projected fuel usage in this scenario is about 67,000 barrds per year. That estimate is
unlikely to be exceeded in actual practice: It istwicethe historical average for frigates and
about 80 percent of the amount used by the Navy's destroyers (which do not have the
capability to speed at 40 knots, as the littoral combat ship does, but are three times larger
than the LCS-1).%°

At aMay 6, 2010, hearing on Navy shipbuilding programs before the Seapower Subcommittee of
the Senate Armed Services Committee, Senator Sessions questioned Sean Stackley, the Navy’s
acquisition executive (i.e., the Assistant Secretary of the Navy [Research, Development and
Acquisition]), regarding the role of fud costs in the Navy’s evaluation of thetwo LCS designs.

Potential Risks If First Shipyard Cannot Build Ships Within Cost

Another potential issue for Congress concerning the Navy’s down select strategy concerned the
potential risks the Navy would faceif the shipyard that wins the competition to build the 10 LCSs
in FY2010-FY 2014 cannot build them within the contracted cost. The competition between the
two existing LCS industry teams to be the winner of the down select could be intense enough to
encourage the teams to bid unrealistically low prices for the contract to build the 10 ships.

The Navy and its supporters could argue that the Navy’s plan to award a fixed-price contract to
the winner of the down sdlect would shift the cost risk on the 10 ships from the government to the
shipyard. They could also argue that the Navy plansto carefully evaluate the bid prices submitted
by the two industry teams for the down select to ensure that they arerealistic, and that the
existence of the second L CS shipyard would provide the Navy with an ability to continue
building LCSs if production at thefirst yard were disrupted due to financial issues.

Skeptics could argue that even with a fixed-price contract, the Navy's proposed strategy poses
cost risks for the government, because a shipyard could submit an unrealistically low bid so asto
win the down sdlect, and then recover its losses on those 10 ships by rolling the losses into prices
for downstream ships in the program. Alternatively, the shipyard could present the Navy with the
prospect of going out of business and disrupting the LCS production effort unless the Navy were
to provide a financial bailout to cover the yard's losses on the 10 ships. Skeptics could argue that
Navy decisions dating back to the 1970s to award multi-ship construction contracts to shipyards
that had not yet built many ships of the kind in question sometimes led to less-than-satisfactory
program outcomes, including substantial financial bailouts.

Increasing LCS Combat System Commonality with Other Combat Systems

Another potential issue for Congress regarding the Navy’s down select strategy concerned the
Navy’s plan to evolve the combat system on the winning LCS design to a configuration that has
greater commonality with one or more existing Navy surface ship combat systems. The Navy in
its September 16, 2009, announcement did not provide many details on this part of its proposed
acquisition strategy, making it difficult to evaluate the potential costs and risks of this part of the
strategy against potential alternatives, including an alternative (which Navy officials have
discussed in the past) of designing a new LCS combat system that would, from the outset, be
highly common with one or more existing Navy surface ship combat systems.

“9 Letter dated April 28, 2010, from Douglas W. Elmendorf, Director, CBO, to the Honorable Jeff Sessions, pp. 3-5.
The letter isavailable online a http://www.cbo.gov/ftpdocs/114xx/doc11431/04-28-Sess onsLetter. pdf.
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Navy’s Longer-Term Plans Regarding Two “Orphan” Ships

Another potential issue for Congress concerning the Navy’s down select strategy concerned the
Navy’s longer-term plans regarding the two “ orphan” LCSs built to the design that was not
selected in the down select. The Navy stated that it planned to keep these two shipsin the fleet
because they will be capable ships and the Navy has an urgent need for LCSs. Thesetwo LCSs,
however, will have unique logistic support needs, potentially making them relatively expensiveto
operate and support. At some point, as larger numbers of LCSs enter service, the costs of
operating and supporting these two ships may begin to outweigh the increasingly marginal
addition they make to total LCS fleet capabilities. Potential alternatives to keeping the shipsin the
active-duty fleet as deployable assets include selling them to foreign buyers, converting them into
research and development platforms, shifting them to the Naval Reserve Force (where they would
be operated by crews consisting partially of reservists), or decommissioning them and placing
them into preservation (i.e., “mothball”) status as potential mobilization assets. Potential
guestions for Congress included the following:

o Doesthe Navy intend to keep the two orphan LCSs in the active-duty fleet as
deployable assets for a full 25-year servicelife?

o If s0, how would bethe life-cycle operation and support (O& S) costs of these
two ships compare to those of the other LCSs? In light of these O& S costs,
would it be cost effective to keep these two ships in the active-duty fleet as
deployable assets for a full 25-year service life, particularly as large numbers of
LCSs enter service?

¢ If the Navy does not intend to keep the two orphan LCSs in the active-duty fleet
as deployable assets for afull 25-year service life, when does the Navy anticipate
removing them from such service, and what does the Navy anticipate doing with
them afterward?

Potential Alternatives to Navy’s September 2009 Strategy

Another potential issue for Congress concerning the Navy’s down select strategy concerned
potential alternatives to that strategy. A variety of alternatives can be generated by changing one
or more e ements of the Navy’s proposed strategy. One alternative would be a strategy that would
keep both LCS designs in production, at least for the time being. Such a strategy might involve
the following:

e theuseof block-buy contracts with augmented EOQ authority, as under the
Navy’s proposed acquisition strategy, to continue producing both LCS designs,
so as to provide stability to shipyards and suppliers involved in producing both
LCS designs;

o theuseof Profit Related to Offer (PRO) bidding between the builders of the two
LCS designs, so asto generate competitive pressure between them and thereby
restrain LCS production costs; and

% Under PRO hidding, the two shipyards would compete not for LCS quantities (because each shipyard would know
that it was going to build a certain number of LCSs over the term of their block-buy contracts), but rather for profit,
with the lowest bidder receiving the higher profit margin. PRO bidding has been used in other defense acquisition
programs where bidders do not compete for quantity. The Navy, for example, began using PRO bidding in the DDG-51
(continued...)
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designing a new LCS combat system that would have a high degree of
commonality with one or more existing Navy surface ship combat systems and
be provided as government-furnished equipment (GFE) for use on both LCS
designs—an idea that was considered by the Navy at an earlier point in the

program,

The Navy’s November 3, 2010, proposal for a dual-award LCS acquisition strategy is broadly
similar to the notional dual-award approach outlined above. This notional dual-award approach
has been presented in this CRS report as an option for Congress since September 27, 2009, when
the report was updated to incorporate the Navy’s September 16, 2009, announcement of its
proposed down select strategy. The discussion below concerns the notional dual-award approach
outlined above.

Supporters of an alternative like the one outlined above could argue that it would

provide stability to LCS shipyards and suppliers;
use competition to restrain LCS production costs;

permit the Navy to receive a full return on the investment the Navy made in
creating both LCS designs;

reduce the life-cycle operation and support costs associated with building two
LCS designs by equipping all LCSs with a common combat system;

allow the Navy to design an LCS combat system that is, from the outset, highly
common with one or more of the Navy’s existing surface ship combat systems;

achieve a maximum LCS procurement rate of four ships per year starting in
FY 2011 (two years earlier than under the Navy’s proposal), thus permitting more
LCSsto enter service with the Navy sooner;

build both LCS designs in substantial numbers, thereby avoiding a situation of
having a small nhumber of orphan LCS ships that could have potentially high
operation and support costs;

preserve a potential to neck down to a single LCS design at some point in the
future, while permitting the Navy in the meantime to more fully evaluate the
operational characteristics of the two designs in real-world deployments; and

increase the potential for achieving foreign sales of LCSs (which can reduce
production costs for LCSs made for the U.S. Navy) by offering potential foreign
buyers two LCS designs with active production lines.

Supporters of the Navy’s proposed acquisition strategy could argue that an alternative like the one
outlined above would, compared to the Navy's proposed strategy

achieve lower economies of scalein LCS production costs by splitting
production of LCS components between two designs;

(...continued)
destroyer program it in the 1990s.

Congressional Research Service 45



Navy Littoral Combat Ship (LCS) Program

e achieve, at the outset of series production of LCSs, less bidding pressure on
shipyards, and thus higher LCS production costs, than would be achieved under
the Navy's proposed strategy of using a price-based competition to select asingle
design for all future LCS production;

e missout on the opportunity to restrain LCS costs by using the level of efficiency
achieved in building an LCS design at one shipyard as a directly applicable
benchmark for gauging the level of efficiency achieved by the other shipyard in
building the same LCS design;

e increase Navy LCS program-management costs and the burden on Navy
program-management capabilities by requiring the Navy to continue managing
the construction of two very different LCS designs,

e achieve lower economies of scalein LCS operation and support costs because the
two LCS designs would still differ in their basic hull, mechanical, and electrical
(HM&E) systems, requiring the Navy to maintain two separate HM & E logistics
support systems,

e receiveonly alimited return on the investment the Navy made in developing the
two current LCS combat systems (since LCSs in the long run would not use
either one), and require the Navy to incur the costs and the technical risks
associated with designing a completely new LCS combat system,

e requirethe Navy to build some number of LCSs with their current combat
systems—which are different from one another and from other Navy surface ship
combat systems—while awaiting the development of the new LCS combat
system, and then incur the costs associated with backfitting these earlier LCSs
with the new system when it becomes available;

e sendtoindustry asignal that is undesirable from the government’s perspective
that if the Navy or other parts or DOD begin producing two designs for a new
kind of weapon system, the Navy or DOD would be reluctant to neck production
down to a single design at some point, even if government bdieves that doing so
would reduce program costs while still meeting operational objectives; and

e miss out on the opportunity that would be present under the Navy's proposed
acquisition strategy to increase the potential for achieving foreign sales of LCSs
by offering potential foreign buyers an LCS design that, through U.S. production,
enjoys significant economies of scale for both production and operation and
support.

Congressional Research Service 46



Navy Littoral Combat Ship (LCS) Program

Appendix E. Dual-Award Acquisition Strategy
Announced in November 2010

This appendix presents additional background information on the dual-award acquisition strategy
announced by the Navy on November 3, 2009.

November 4, 2010, Navy Point Paper

A November 4, 2010, Navy point paper on the dual-award strategy proposed on November 3,
2010, stated the following (thisis the full text of the point paper):>

Littoral Combat Ship Proposed Revised Acquisition
Dual Ten Ship Awards

e In summe 2009 Navy received bids for three FY10 ships from Lockheed
Martin/Marinette Maring/Bollinger and General Dynamics Bath Iron Works/Austa
USA industry teams. These bids did not reflect competitive pricing and well exceeded
the Congressional Cost Cap. In order to reverse cost trends on the program, the
acquisition strategy was revised to the current down select strategy.

e TheNavy'sLittora Combat Ship acquisition strategy to down select toasingle design
hasresulted in ahighly effective competition between theindustry bidders. Navyison
the path to down select in accordance with the terms of the current solicitation.

e Theindustry responseto the competitive acquisition strategy hasresulted inhasresulted
in reduction in cost for the LCS shipsrelative to the previous bids. These competitive
bids, coupled with Navy's desires to increase ship procurement rates to support
operationa requirements, has created an opportunity to award each bidder afixed price
ten-ship block buy — a total of 20 shipsfrom Fiscal Year 2010 to Fiscal Year 2015. A
comparison between the two strategies of which ships are included in a down
select/second source versus dua 10 ship block buy appears in the table below.

e Thecurrent NDAA [national defense authorization act] language permits the Navy to
procure up to 10 shipsin ablock buy. In order to execute adual ten ship award, Navy
believes Congressional authorization isrequired.

e If Congressional support for this approach is granted, Navy will work with industry to
revise the ship procurement schedules within current proposal pricing (FY10 —FY 15
vice FY10 — FY 14).

e Navyiscontinuing on the path to down sel ect and absent authorization, we will proceed
to down select by mid-December 2010.

e Therearenumerous benefitsto thisapproach including stabilizing theLCSprogramand
theindustrial base with award of 20 ships; increasing ship procurement rate to support

*! Source: Navy point paper on proposed alternative LCS acquisition strategy dated November 4, 2010.
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operationa requirements; sustaining competition through the program; and enhancing
Foreign Military Sales opportunities.

e The Navy intends to procure the Technical Data Package for both designs and if
necessary a second sourcefor either or both designs coul d be brought into the program.

e Either approach will ensure the Navy procures affordably priced ships.

FY10 FY11 FY12 FY13 FY14 FY15 TOTAL

Winner 2 2 2 A
Downselect Second Source 1 2 2 19
TOTAL 2 2 3 4 4 4
Contractor A 1
Dual Award Contractor B 1 1 2 2 2 2 20
TOTAL 2

Near-Term Issue for Congress

The Navy’s proposed dual-award strategy posed a near-term issue for Congress of whether this
strategy would be preferable to the down select strategy, and whether Congress should grant the
Navy, by December 30, the additional |egislative authority the Navy would need to implement the
dual-award strategy.

December 14 Senate Armed Services Committee Hearing

On December 14, 2010, the Senate Armed Services Committee held a hearing to review the
Navy’s proposed dual-award strategy. The witnesses at the hearing included Navy leaders and
representatives from the Congressional Budget Office (CBO), GAO, and CRS. The committee's
web page for the hearing™ contains links to the prepared statements of the GAO and CRS
witnesses, and states that the Navy and CBO witnesses did not submit their prepared statements
in eectronic form. (The CBO witness asked in his opening remarks that CBO’s December 10,
2010, letter report on the relative costs of the down select and dual-award strategies™ be entered
into the record for the hearing. CBO's letter report is available from the CBO website) The
committee’s web page for the hearing also contains a link to the transcript of the hearing.

Some General Observations

General abservations that could be made on the Navy’s proposed dual-award strategy included
but are not limited to the following:

*2 http://armed-servi ces.senate.gov/testimony.cfmawit_id=9812&id=4897.

%3 Congressional Budget Office, |etter report to Senator John McCain on LCS acquisition strategies dated December 10,
2010, 7 pp.
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e Thedual-award strategy would avoid, at least for now, the possibility of a
contract protest being filed against a Navy down select decision.

e Although the dual-award strategy includes the possibility of the Navy at some
point bringing a second source into the program for either or both LCS designs,
the dual-award strategy does not include the guaranteed opportunity present in
the down select strategy for shipyards not currently involved in building LCSs to
compete for the right to become the second LCS builder.

e TheNavy's November 4, 2010, point paper on the dual-award strategy does not
outline the Navy’s intentions regarding the currently different combat systems
(i.e, the built-in collections of sensors, weapons, displays, and software) on the
two LCS designs.

e The dual-award strategy would require each LCS contractor to build 10 ships
over aperiod of six years (FY2010-FY 2015) rather than five years (FY 2010-
FY2014), but at the same price that was bid for the five-year schedule. In
addition, LCSs built under the dual-award strategy would incorporate combat
systems that would be built by combat system manufacturers in smaller annual
guantities than would be the case under the down select strategy, possibly
increasing the costs of these combat systems. Factors such as these could, at the
margin, alter the profitability for each contractor of building its respective group
of 10 ships.

It could also be noted that the Navy’s proposed dual-award strategy is broadly similar to a
notional dual-award approach that has been presented in this CRS report as an option for
Congress (see Appendix D) since September 27, 2009, when the report was updated to
incorporate the Navy’s September 16, 2009, announcement of its proposed down select strategy.

Potential Oversight Questions for Congress

Potential oversight questions for Congress in assessing whether the proposed dual-award strategy
would be preferable to the down select strategy, and whether to grant the Navy, by December 30,
the additional |legislative authority the Navy would need to implement a dual-award strategy,
included but were not limited to the following:

o Didthetiming of the Navy’s proposal provide Congress with enough timeto
adequately assess the relative merits of the down select strategy and the dual-
award strategy? Given that the contractors submitted their bids by about
September 15, could the Navy have natified Congress of the proposed dual-
award strategy sooner than November 3, giving Congress more time to seek
information on and evaluate the proposal ? Should the Navy have asked the
contractors to extend their bid prices for another, say, 30 or 60 or 90 days beyond
the original December 14 expiration date, so asto provide moretimefor
congressional review of the Navy’s proposal 7' (As mentioned earlier, on

5 A December 6, 2010, press report states: “ Lockheed official's have indicated that they could extend the pricingin
their proposal for a short while beyond Dec. 14, to alow time for Congress to approve the change. Lockheed Chief
Financial Officer Bruce Tanner told an investment conference last week that Lockheed could extend the pricesit
offered for aday or two, but not indefinitely.... Analysts said they expected both companies to show some flexibility
on the expiration of their pricing, given that each firm stood to win a contract valued at around $5 hillion.” (Andrea
(continued...)
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December 13, it was reported that the two LCS bidders, at the Navy's request,
had extended the prices in their bids for 16 days, to December 30. At the
December 14 hearing, Navy witnesses expressed strong doubts about the
willingness of the bidders to extend their bid prices for any significant additional
amount of time, since agreements with their parts suppliers and other
arrangements on which the bids are based would no longer be valid.)

e What role, if any, did a desire by the Navy to avoid a potential contract protest
against the Navy’s down select decision play in the Navy’'s decision to propose
the alternate dual-award strategy? For example, how concerned, if at all, was the
Navy that the announcement of an LCS down select decision might lead to a
contract protest and controversy somewhat like what has been experienced in the
Air Force's KC-X aerial refudling tanker acquisition program?> A December 13,
2010, pressreport on the LCS program stated: “One high-level Navy source
recently said that without the dual-ship approach, ‘there is 100 percent chance of
aprotest.’”

o What arethe potential relative costs of the down select and dual-award
acquisition strategies, including development costs, procurement costs, and life-
cycle operation and support (O& S) costs? Did the Navy fully and accurately
estimated these costs—including potential costs for developing, procuring, and
installing a common combat system for both LCS designs—and reported all
these potential costs to Congress?

o What arethe potential relative risks of the down sdect and dual-award
acquisition strategies, including devel opment risks, production cost risks,
production schedulerisks, and life-cycle O& Srisks? Did the Navy fully and
accuratdy estimated these risks, and reported all these potential risks to
Congress?

o What arethe Navy’s intentions, under the proposed dual-award acquisition
strategy, regarding the currently different combat systems on thetwo LCS
designs? Does the Navy intend to leave them unchanged, adopt one of the
combat systems as the common system for both designs, or develop a new
combat system for both designs? If the Navy intends to pursue the second or third
of these paths, what is the Navy's plan (including schedule) for doing so? If the
Navy does not have a definite plan regarding the combat systems for the ships,
how well can the potential costs and risks of the dual-award strategy be estimated
and compared to those of the down select strategy?

o What arethe potential industrial-base impacts of the dual-award strategy,
including impacts on the two L CS contractors, on shipyards that could, under the

(...continued)

Shalal-Esa, “U.S. Navy Hopeful Congress Will Approve Ship Buys,” Reuters.com, December 6, 2010.) Another
December 6, 2010, press report that was posted online on December 3, 2010, stated: “ Theoretically, Lockheed Martin
and Austal could likely agree to extend the price deadline, but the Navy has not asked them to do so yet, [Navy
spokeswoman Captain Cate] Mueller said.” (Cid Standifer, “ Stand-Alone Bill May Be Needed To Approve LCS Dud
Block Buy Plan,” Inside the Navy, December 6, 2010.)

% For more on the KC-X program, see CRS Report RL34398, Air Force KC-X Tanker Aircraft Program: Background
and I ssues for Congress, by Jeremiah Gertler.

%6 Chri stopher P. Cavas, “Deadline Looms For U.S. Navy's LCS,” Defense News, December 13, 2010: 1.
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down select strategy, bid for the right to become the second LCS builder, and on
combat system manufacturers?

o What impact, if any, might the Navy’s proposal to shift from its down select
strategy to the dual-award strategy have on the ability of the Department of
Defense (DOD) to implement down select strategies for other acquisition
programs? For example, will the Navy’s proposal to shift to the dual-award
strategy cause contractors bidding for other acquisition programs to treat with
increased skepticism stated DOD intentions to carry out down selects? If so,
could that reduce the benefits of competition that DOD might hopeto achieve
through the use of down select strategies?

Enough Time for Adequate Congressional Review of Navy
Proposal?

Regarding whether the timing of the Navy’s proposal provides Congress with enough timeto
adequately assess the relative merits of the down select strategy and the dual-award strategy, it
can be noted that this was the third time in the history of the LCS program that the Navy
presented Congress with an important choice about the future of the LCS program late in the
congressional budget-review cycle, after Congress had completed its spring budget-review
hearings and some of its committee markups. Thefirst instance was in mid-2002, when the Navy
submitted an amended request to Congress for FY 2003 funding to get the LCS program started
using a rapid acquisition strategy.> The second was in September 2009, when the Navy
announced its proposed down sdect strategy for the LCS program (see the discussion of thisissue
in following section on the down select strategy).

Inlight of the third instance—the Navy’s proposal of November 3, 2010, for using a dual-award
strategy rather than a down select strategy—a potential issue for Congress are the implications for
the LCS program and congressional oversight of defense acquisition programs in general of
proceeding with the LCS program in part on the basis of policies originally presented as
proposals to Congress late in the congressional budget-review cycle, after Congress had
completed its spring budget-review hearings and some of its committee markups. The Navy’s
November 3, 2010, notification to Congress of the proposed dual-award strategy, combined with
arequest by the Navy that Congress act on that proposal by December 30, provided relatively
little time for Congress to collect cost and other information from the Navy (including
information that Navy might not offer in initial briefings to individual congressional offices), for
Congressto solicit cost and other information from independent sources such as CBO and GAO,

" The Navy's origina FY 2003 budget request, submitted to Congressin February 2002, contained no apparent funding
for devel opment of the LCS. In addition, the Navy in early 2002 had not yet announced that it intended to employ a
rapid acquisition strategy for the LCS program. As aresult, in the early months of 2002, there may have been little
reason within Congress to view the LCS program as a significant FY 2003 budget-review issue. In the middle of 2002,
the Navy submitted an amended request asking for $33 million in FY 2003 devel opment funding for the LCS program.
Navy officials explained that they did not decide until the middle of 2002 that they wanted to pursue a rapid acquisition
strategy for the LCS program, and consequently did not realize until then that there was a need to request $33 millionin
FY 2003 funding for the program. By the middle of 2002, however, the House and Senate Armed Services committees
had already held their spring FY 2003 budget-review hearings and marked up their respective versions of the FY 2003
defense authorization bill. These two committees thus did not have an opportunity to use the spring 2002 budget-review
season to review in detail the Navy' s accelerated acquisition plan for the LCS program or the supporting request for
$33 million in funding.
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for CBO and GAO to develop such information and provide it to Congress, for Congress to hold
hearings at which all this information might be discussed in a group setting, with multiple parties
present, and for congressional offices to then form their evaluations of the Navy’s proposal.

Relative Costs

Regarding the relative costs of the down select and dual-award acquisition strategies, there were
at least three significant cost e ements to consider: ship procurement costs; costs for possibly
modifying the combat systems on LCSs so asto achieve more commonality in combat system
equipment among all LCSs, and between LCSs and other Navy ships; and operational and
support (O& S) costs.

Ship Procurement Costs

Regarding ship procurement costs, the Navy estimated that procuring LCSs under the dual-award
strategy would cost $1 billion less through FY2016 (and $600 million less through FY2015) than
procuring them under the down select strategy. The Navy stated that the $1 billion in savings
through FY 2016 transates to $910 million in net present value terms. CBO, in contrast, estimates
in its December 10, 2010, letter report that procuring LCSs under the dual-award strategy would
cost $740 million more through FY2015) than procuring them under the down select strategy.
CBO's |etter report included several cautionary statements about its estimates relating to limits on
the information available to CBO in developing its estimates. The Navy and CBO estimates of
ship procurement costs through FY 2015 are summarized in Table E-1.

Table E-1.Navy and CBO Estimates of Ship Procurement Costs Through FY2015
Under Down Select and Dual-Award Strategies

For the period FY2010-FY2015, in current (i.e., then-year) dollars

Acquisition approaches Estimated Cost

Navy estimate

19-ship down-select plan 10,400 million
20-ship dual-award plan 9,800 million
Difference between two plans Dual-award plan costs $600 million less

CBO estimate

|9-ship down-select plan 11,080 million
20-ship dual-award plan 11,820 million
Difference between two plans Dual-award plan costs $740 million more

Source: Table prepared by CRS based on data presented in Congressional Budget Office, letter report to
Senator John McCain on LCS acquisition strategies dated December 10, 2010, Table 2 on page 5.

At the December 14 hearing, the Navy witnesses defended the Navy’s estimate, stating that it was
based on actual bid data from thetwo LCS bidders, and that CBO’s estimate did not reflect full
exposureto this bid data, because the data is proprietary and being closely held by the Navy
pending a potential announcement by the Navy of a down select decision (if the dual-award
strategy is not pursued).
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Under the down select strategy, shipyards competing to become the second L CS builder could
include yards that currently build other ships for the Navy, such as, possibly, General Dynamics
Bath Iron Works (GD/BIW) of Bath, ME, Northrop Grumman'’s Ingalls shipyard of Pascagoula,
MS, or General Dynamics' National Steel and Shipbuilding Company (NASSCO) of San Diego,
CA. If such ayard wereto be selected under the down select strategy to become the second LCS
builder, it could reduce the cost of other Navy ships being built at that yard by more fully
spreading the fixed overhead costs of that yard. The Navy and CBO estimates in Table E-1 do not
account for possible changes in the costs of other Navy ships that might be occur as a
consequence of changes in the spreading of shipyard fixed overhead costs.

Combat System Modification Costs

Any savings the dual-award strategy might realize relative to the down select strategy in terms of
costs for procuring LCSs could be offset by potential additional costs under the dual-award
strategy for modifying the combat systems on L CSs so as to achieve more commonality in
combat system equipment among all LCSs, and between LCSs and other Navy ships. Prior to its
September 2009 announcement of its proposed down select strategy, Navy officials on some
occasions had spoken about the possibility of modifying the combat systems of one or both LCS
designs so as to achieve more commonality in combat system equipment among all LCSs, and
between LCSs and other Navy ships. *®

A November 29, 2010, press report stated that “the Navy intends to keep separate the combat
systems of the L ockheed and Austal USA versions of the Littoral Combat Ships for its dual buy
strategy, but will ‘ procure the tech data package to allow for consideration of [a] common combat
system in the future,” according to Navy spokeswoman Capt. Cate Mudller.” Thereport also
quoted an industry official as saying that the Navy is likely “still strategizing as to how they're
going to single up on a combat system.”

At the December 14 hearing, the Navy stated the following regarding the issue of potential
combat system modification costs:

The current [LCS] acquisition strategy doesnot call for the changeout of the[LCS] combat
system.

L et me describe some characterigtics of the combat system. Asit wasmentioned earlier, the
total cost for the [LCS] combat system ison the order of about $70 million. When wethink
of the combat system, we break it down into a couple key components— weapons, sensors,
and command and control [akacommand and decision, or C and D] system. We haveinfact,
on the weapons side of the combat system, commonality [between the two LCS designg].
Both ships' 57-millimeter Boforsguns, both shipswe' relookingat RAM—CRAM [sic: RAM
or SEARAM] weapons systems. So the weapon system is already common both between
them and a so with other shipsin theinventory.

8 See, for example, Christopher P. Cavas, “Two LCS Designs, One Big Dilemma,” Defense News, December 13,
2010: 22.

% Andrew Burt, “Navy Open To Combining Combat Systems On Boath Littoral Combat Ships,” Inside the Navy,
November 29, 2010. Materia in brackets asin original. The Austal USA version of the LCSisthe version devel oped
by the General Dynamics-led LCS industry team.
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Now, on the sensor side, we have contemplated moving towards a common sensor, and
inside of this solicitation the Navy asked for priced bidsfor anew sensor to consider for the
future. In total, the cost for bringing a new sensor—that’ s both common for LCS and with
the rest of the flest—is about $20 million nonrecurring and about $2 million a ship
difference.

So weapons are common. If the Navy chose to go to a common system for performance
reasons, the cost impact would be about $20 million nonrecurring and a couple million
dollarsa ship.

Then onthe Cand D side, which islargely the software system and displays and processors,
the Navy does not have adriveright now to go towards common C and D for thisclassether
in the down-select or dual-award. It is something that we could consider in the future.®®

Life-Cycle Operation and Support (O&S) Costs

Any savings the dual-award strategy might realize relative to the down select strategy in terms of
costs for procuring LCSs could also be offset by potential additional life-cycle operation and
support (O& S) costs of operating significant numbers of two different LCS designs. A December
8, 2010, GAO report states: “ According to the Navy, [estimated savingsin LCS procurement
costs under the dual-award strategy] would be offset, in part, by an additional $842 millionin
total ownership costs, which the Navy equates to a net present value of $295 million.”® The
Navy confirmed this figure at the December 14 hearing, and stated that this estimate was
carefully prepared and consistent with past Navy analyses on this question.

GAOQ’'s December 8 report states:

Navy officials expressed confidence that their cost estimate supporting the dual award
provides detail s on the coststo operate and support both designs. However, sincelittleactua
LCSoperating and support dataareavailableto date, the Navy’ s estimatesfor thesecostsare
currently based on data from other shipsand could change asactua cost data become more
available. These estimates are al so based on new operational conceptsfor personnd, training,
and maintenancethat have not been fully devel oped, tested, and implemented. For example,
the Navy hasnot yet implemented a comprehensivetraining plan, and it is possiblethat the
plan could cost more or less than the training costs currently accounted for by the Navy. ¢

CBO’s December 10 letter report states:

Operating and maintaining two types of shipswould probably be more expensive, however.
The Navy has stated that the differences in costs are smal (and more than offset by
procurement savings), but there is considerable uncertainty about how to estimate those
differences because the Navy does not yet have much experiencein operating such ships.®®

® Transcript of spoken testimony of Sean J. Stackley, Assistant Secretary of Navy for Research, Devel opment, and
Acquisition.

& Government Accountability Office, Navy' s Proposed Dual Award Acquisition Srategy for the Littoral Combat Ship
Program, GAO-11-249R, December 8, 2010, Table 1 on page 3.

2 Government Accountability Office, Navy' s Proposed Dual Award Acquisition Srategy for the Littoral Combat Ship
Program, GAO-11-249R, December 8, 2010, p. 6.

8 Congressional Budget Office, |etter report to Senator John McCain on LCS acquisition strategies dated December 10,
2010, p. 3.
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Resulting Net Costs

Using the above information, it appears that the Navy estimates that, compared to the down select
strategy, the dual award strategy might save a net total of $615 million (net present value) through
FY 2016 (or $305 million through FY2015). This figure includes $910 million (net present value)
in savings through FY 2016 ($600 million through FY 2015) in ship procurement costs, less $295
million (net present value) in additional ship O& S costs. This figure does not account for possible
changes in the costs of other Navy ships that might be occur as a consequence of changesin the
spreading of shipyard fixed overhead costs. The estimated net savings of $615 million (net
present value) through FY 2016 ($305 million through FY 2015) would be reduced by any LCS
combat system modification costs. Navy testimony at the December 14 hearing suggests that
combat system modification costs might range from zero (no modifications) to a few tens of
millions of dollars (changing the radar on the ships).

Using CBO's estimate rather than the Navy's estimate for relative ship procurement costs (see
Table E-1) would make the dual-award strategy more expensive than the down sdlect strategy. As
mentioned earlier, the Navy witnesses at the December 14 hearing defended the Navy's estimate
of ship procurement costs, stating that it was based on actual bid data from thetwo LCS bidders,
and that CBO's estimate did not reflect full exposure to this bid data, because the data is
proprietary and being closely held by the Navy pending a potential announcement by the Navy of
adown select decision (if the dual-award strategy is not pursued).

Relative Risks

Regarding the potential relative risks of the down select and dual-award acquisition strategies, the
December 8 GAO report states that *a second ship design and source provided under the dual
award strategy could provide the Navy an additional hedge against risk, should one design prove
problematic.”® It might also be argued that the dual-award strategy avoids the construction risks
present under the down select strategy of having LCSs built by a shipyard that has not previously
built LCSs.

On the other hand, it might be argued that managing the construction of two very different LCS
designs could place increased demands on overall Navy program management capacities and on
the Navy's Supervisor of Shipbuilding (SUPSHIP) capabilities for on-site monitoring of the
construction of Navy ships—factors that might increase the chances of program-management
challenges in the LCS program or of the Navy not detecting in atimely manner construction-
quality problems that might occur in one or both LCS designs.®

5 Government Accountability Office, Navy' s Proposed Dual Award Acquisition Srategy for the Littoral Combat Ship
Program, GAO-11-249R, December 8, 2010, p. 4.

® Limits on Navy SUPSHIP capacities may have been afactor in the delayed discovery by the Navy of construction
quality problems on Navy San Antonio (LPD-17) class amphibious ships. For adiscussion of LPD-17 class
construction quality problems, CRS Report RL34476, Navy LPD-17 Amphibious Ship Procurement: Background,
Issues, and Options for Congress, by Ronald O'Rourke.
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Appendix F. May 2010 Navy Testimony Regarding
Impact of NLOS-LS Cancellation

At aMay 6, 2010, hearing on Navy shipbuilding programs before the Seapower Subcommittee of
the Senate Armed Services Committee, Senator Jack Reed questioned Sean Stackley, the Navy’s
acquisition executive (i.e., the Assistant Secretary of the Navy [Research, Development and
Acquisition]), and Lieutenant General George Flynn, Deputy Commandant, Combat
Development and Integration, and Commanding General, Marine Corps Combat Development
Command, regarding the impact the cancellation of the NLOS-LS program. The following is text
of the exchange:

SENATOR REED:

Let me ask aquestion, then yield to Senator Wicker. And | might have one more question,
but going back to the decision about the DDG- 51 versus the DDG-1000. The DDG-1000
was devel oped with the principal mission of closefiresupport for forcible entry, principally
the Marine Corps.

Then the Navy made the decision that they could do that by other means, and the more
pressing need was missile defense, which the DDG- 51 seems more capable. Part of that
decision, | understand, isthethought that essentialy the Navy could adopt an Army system,
the non- line of sight launch system, NLOS. But now it appears that the Army is getting
ready to abandon the devel opment of that system, forcing you to have no system or to adopt
the cost of that system, rather than bootstrapping on the Army.

So, I'mjust, Admiral Blake, if NLOS is canceled, which it appears closeto be, what's your
backup plan? But more importantly, I'd like everyone to comment on this general topic.
What are we going to do to ensure close fire support for forcible entry of Marines?

BLAKE:

Wadll, g, first of all, for the NLOS program, the NLOS was looked at from the Navy
perspective to go on the LCS. It was going to be a part of the surface package, the surface
modular package [for the LCS]. It was going to go on there.

And it was going to be used—one of the missionsit was going to be used for was for the
swarming boat issue. What we are doing right now is because of the Army’ s announcement
that they are potentially looking at terminating the program, we have been—we are going
back and evaluating for that particular module.

If, in fact that program isterminated and it is decided that the Navy would not go down that
path, then what would we have to do in order to meet the key performance parameters for
that particular module on the LCS.

REED:

Thank you. That helpsto clarify.

Can | assumethen, Secretary Stackley, to my comment, that the cl ose fire support would be

provided not by a destroyer, but by the LCS? Is that correct, the operationa concept, Mr.
Secretary?
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STACKLEY:

No, sir. There’ sanaval surfacefirst support capability. That requirement ismet by what is
caled atriad. First, there sorganic artillery, thereisair, then there snaval surfacefires. So
that triad isintended to meet the overarching or capstone requirement.

And we look at—you started with the DDG-1000 with the advanced con [sic: gun] system
[the DDG-1000’s 155 mm Advanced Gun System] to [help meet] the overall requirement,
and welook at other surface ships, basically [the] five-inch 54[caliber gun], basically which
iscommon tothe DDG-51 and the [CG-47 class] cruiser. Andwith the NLOS, welooked at
a capability that the LCS could further contribute to that [naval surface fire support]
campaign problem.

REED:

General Flynn, sinceyour Marinesare going to haveto maketheforceful entry, you havethe
last word on the whol e topic and NLOS, too.

FLYNN:

Sir, over a year ago we agreed that the solution, and this was at the same time we were
examining the DDG-1000, we agreed to look for ajoint analysis of alternatives [AOA] to
determinetheway ahead for naval surfacefires. A key part of that had, as Secretary Stackley
said, isour belief in thetriad, that no single leg of the triad can meet all the demands of it.
And we see naval surfacefires as providing volume and accuracy as akey part of that triad.

Aspart of thejoint AOA, welooked at 71 alternatives, and we came down to the six most
promising. One of them wasthe NLOS system. If it proved promising, it would haveto have
an extended range, but that was one of the alternatives. And that was one of the areasthat we
were also looking to capitalize on the Navy' s building of the LCS platform.

If NLOS proves not to be effective, then the only other option that’ s available right now is
the development of the five-inch round, the extended range round for extended use off the
DDG-81 and higher class[destroyer] hull forms. And that really needsto beupon 12-ish (ph)
[sic: aPOM-12 issue],*® because right now thereisno [new] naval surfacefire [capability],
with the exception of the DDG-1000 in the program of record. The next promising or viable
thing seems to be the extended five-inch range [shell]. And that would meet the
requirement.®’

® The Program Objective Memorandum, or POM, is an interna DOD document used to devel op DOD’ s proposed
budget. POM-12 isthe POM for the proposed FY 2012 budget that DOD will submit to Congressin February 2011.

® Source: Transcript of hearing.
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