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Summary

The N a sogui@mment policy is in serious disarray. Unrealistic force plans,
overoptimistic cost estimates, unrealistic projections of technieakibility, and

inadequate program management have created an unaffordable ship building program,

led the Navy to phasaut capable ship®r new ships it cannot fundnd threaten the US

Navyods ability to i mplement an effective mar

Key mission areas such as amphibious lift capability and the number of attack
submarines are likely to be affected by fundamgrtfalls. To compensate for such gaps,

the Navy relies on untested and unbudgeted assumptions about extended service life
cycles for amphibious ships, cruisers, and destroyers.

The problem starts at a conceptual disconnect between strategy and Tehliey. Nav y 6 s
CooperativeStrategy for 2% Century Seapoweiis a set of concepts that was not linked

to any clearly defined force plan, modernization plan, program, or budget. Navy
shipbuilding plans are now shaped more as the result of budgetary cdsdtramas a
response to strategic requirements. They seem to be an expression of wishful thinking
rather than a realistic strategic guideline for naval procurement.

The Congressional Budget Office esti-mates t|
year shipbuilding plan would cost an average $25 billion per year, 30 percent above Navy
estimates. Cost overruns, such as estimated $1 billion for the @Va&ircraft carrier

jeopardize the entire program. Overoptimistic cost estimates have led Navylfficia

shift funding to the outyears. This will cause a temporary shortfall of carriers and a

breach of US law.

Unrealistic cost estimates and doubts about requirements have led to the cancellation of
the DDG 1000 guided missile destroyer project. Aftapenditures of over $10 billion,

the program is abandoned at two ships, and the production line of the older Arleigh
Burke-class destroyer will be reopened. A similar fate has struck the Littoral Combat
Ship program, where a threefold cost increase anealistic schedules led to the
cancellation of appropriations for the next two ships and to consequential rescheduling of
the program. The discrepancy between plans, strategy, and reality will further produce a
shortfall of nuclear submarine$ up to sevetoats over twelvgears.

This realitystrategy disconnect in the entire shipbuilding program is a case study in
failed leadership on the part of the most senior officers and civilians in the Navy. No
reforms in procurement, changes in program manageroest analysis, and test and
evaluation can begin to compensate for taking hard and realistic decisions at the top, and
holding senior flag officers, senior civilians, and the Secretary of the Navy accountable.

The Navyods shi pbiuto bedchantgbleied triumpht of hoper awer
experience. The consequence is a loss of credibility with lawmakers and appropriators
and a fleet underequipped to meet the strategic requirements.
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The next President and Secretary of Defense will inherit a defense program where every
service has failed to contain costs to the point where its planned procurements are
affordable, and where there iclaar tie between its declared strategy and a force plan it
can actually execute. The Navy is no worse in this regard than the other services, a fact
that is all too clear from the work of the Congiesal Budget Office and the
GovernmentAccountability dfice, and which is described in @@ in a CSIS report
calledfiA Poisoned Chalice? avai |l abl e at
http://www.csis.org/media/csis/pubs/080422 fy2009 poisoned_chalice.pd

It is all too clear, however, that the Navy has failed to link its declared strategy to a
credible force plan, procur ement pl an, prog
policy is in serious disarray, and is creating situation where the mostssdrieat to the

US Navy is now the US Navy. Unrealistic force plans, overoptimistic cost estimates,
unrealistic projections of technical feasibility, and inadequate program management have

created an unaffordable ship building program, led the Navy tceph#scapable ships

for new ships it cannot fund, and threaten
effective maritime strategy.

Since 1987, the Navyodés battle fleet has shr
The pace of shipbuilding has slowkdm 20 per year in 1986 to eight or less since 1993.

Cost overruns and cancellations have crushed that number further to five ships in 2007.

The FY 2009 budget request includes sevven.

Some of these force cut s, and p buddny ana f t he
modernization plans have been shaped by a series of major failures in creating and
implementing workable plans to develop new ships on the basis of realistic forecasts of

cost and technical feasibility, and control cost escalations, tethmiohlems, and
production del ays. T h e-- wNiehvslgodld prowidhei statility,i | di n g
continuity, and a blueprint for loAggrm fleet planning have instead become a major

threat to its futureBeyond the resulting shortfalls and forcessute Department of the

Navy is also losing credibility with decisionmakers and appropriators on Capitol Hill,

further endangering future funds.

This report lays out the discrepancy between plans and reality, identifies the key
processes that cause disaay 1 n t hterm planwing @rsl implenregtation, and
analyzes the strategic implications of these flawed processes.

The Shipbuilding Crisis

For roughly the last decade, Navy force planning has consisted of a series of annual cuts

in the plannd size of the Navy and further delays in planned procurement and
modernizatiori driven by failures in program management and cost containment. After

it reached a Cold War peak I n 1987 of 568
decreased. The Navy currBnoperates 279 battle force ships, which is a far smaller


http://www.csis.org/media/csis/pubs/080422_fy2009_poisoned_chalice.pdf

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

Force Plans versus Shipbuilding Plans

The Navyds current force | ergneplaps. Bhé Nawy ar e we
submitted its annual 3@ear shipbuilding plan in February 2008, as part of the proposed

Fiscal Year 2009 Budget. This plan is summarized in Figure 1 below, and is supposed to

support and maintain the 35Bip fleet plan which was firpresented to the Congress in

2006. Although the number of ships is not by itself a meaningful benchmark for gauging

the Navyodos future force posture and capabild@
faces. The Congressional Research Sefiviaadvirtually all outside experts believes

that the current shipbuilding plan fAidoes not
elementsofthe318 hi p fl eet consis’tently over the | or

According to a CRS study published in April 2088y mission areas such as amphibious

lift capability and the number of attack submarines are likely to be affected by funding
shortfalls? Furthermore, the FY 2009 3@ar shipbuilding plan is based on new
assumptions about extended service life cycles for dnqis ships, cruisers, and
destroyers, and does not seem to correct for the systemic problems in Navy procurement
efforts and cost containment, documented by the Government Accountability Office and

the Congressional Budget Office. Thus, the GAO findsthait he Navy no | onge
to have a clearly identifiable, announced strategy for generating the funds needed to
implement the 39 e ar >pCBQ alsb.criticizes flawed budgeting processes and
unrealistic estimates. The latter differ roughly 30 pertento m CBOG6s esti mat es
Years Defense Program costs (FYDP 22033)°



Figure 1: Navy FY2009 30Year Shipbuilding Plan
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CVN = aircraft carriersSC = surface combatants (i.eruisers and destroyerd)CS = Littoral Combat
Ships;SSN= attack submarine§SGN= cruise missile submarineSSBN= ballistic missile submarines;
AWS = amphibious warfare ship€LF = combat logistics force (i.e. resupply) ship?F(F) = Maritime
Prepositioning Force (Future) shif8ypt = support ships.

Source: CRS, Navy Force Structure and Shipbuilding Plan: Background and Issues for Congrexs
April 2008.

It also is far from clear that the present ship building program other key aspectsf
t he Navyds procurement plans | ike its air mc
munitions, and procurement sbphisticated C4ISR systems are tied to its declared
strategy.

The StrategyReality Discomect

In October 2007 the Navy issuedCooperative Strategy for 2LTentury Seapower.

Like the strategies of the other services
Reviews, this document was not really a strategy. It was rather a set of concepts that was

not linked to any clearly defed force plan, modernization plan, program, or budget. A
strategy that cannot be implemented or resourced is not a strategy, but rather a critical
failure in leadership and management. It is nothing more that a statement of hopes and
good intentions witbut credibility.



This neseabteygydi sconnecto seems to be part.i
building. The development of the new strategy only started in April 2006, two months

after the 313%hip plan was first presented to Congress. In arsa¥ of the logical order,

the shipbuilding plan was not shaped according to the maritime stiatelggh does not

seem to have been concerned with providing credible plans for ship building or any other
practical aspect of its implementation..

Secondthe Navy did not address key planning and management issues in setting forth a
strategy to create an affordable force. It did not set forth a strategy to create more realistic
plans, budgets, and cost estimates or delays in productah of which havelong

jeopardized the implementation of itsy letegm procurement and shipbuilding plans. As

GAO and CBO studies have consistently found
for procurement are unrealistic. Projects, such as the Littoral Combat (8@} have

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

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

An Unworkable 30-Year Shipbuilding Plan

The current 3@ear shipbuilding plan has been unstable, and has been altered
substantially since its inception in 2006. The third revision of the plan for FY2009
continues that trend. Although thetdl number of planned ships remains roughly the

same, the composition of the planned fleet changes considerably. As a resulydiae 30

plan isndét much of a plan after all, given i



Figure 2: Changes to Shipbuilding Plan FYO7FY09
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According to the FY2009 plan, the Navy would redod number of 313 ships in 2019.
However, the changes in the fleet composition introduced since the Navy originally
stated its goals in 2007, entail significant shortfalls. The next chart shows these scale of
these shortfalls. For example, the 2007 shigimg plan also set forth a requirement of

88 guidedmissile destroyers. The FY2008 plan, however, only called for the
procurement of 73 destroyers, a shortfall of 15. This shortfall was reduced by increasing
the production rate of DDG(X)s to three perageTo meet the originally stated
requirement, the Navy also extended the service life of the existing-BIDd&stroyers

from 35 to 40 years.

Il mplications

of

t he

N a%Jun& 8008 p. s c a |

Yea



Table 1. Equipment Shortfalls

Shortfalls entailed by the FY2009 shipbuilding pan compared to the

Navyodos stated requirements in 2

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

occur

Attack submarines 41 48 7 20282030

Guided-missile 0 4 4 After 2028

submarines

Ballistic-missile 12 14 2 After 2030

submarines

LPD-17 amphibious 9 10 1 Throughout 36year

transport docks planning period

T-AKE logistics ships 1 3 2 Throughout 36year

planning period

Maritime Strategy and 30-Year Shipbuilding Plan

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

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

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

naval procurement. This willdot h ex acer bat e -tbal NAwydbsdonm
and its credibility problems with Congress and the industry. Ironically, however,
credibility is supposed to be a key aspect o

AuU. S. mar i ti me f aedbyeegionally ¢cohcenbtrated, dohwatdptoyed e r i

task forces with the combat power to limit regional conflict, deter major power war, and

should deterrence fail, win our Nationb6s wars as
Credible combat power will beoatinuously postured in the Western Pacific and the

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

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

adversaries and peer competitofs 0

Correcting this failure requires the Navy to face the need for cost containment; to give

priority to make its procurement and force plans both practical and affordable; and to

tying all flag rank and senior civilian promotion and retention to actuacess in

meeting these goals. It is not enough to announce a strategy that talks in general terms
about regional and gl obal deterrence, and i
€ the maintenance of a power peed, enfluraece,t , e |
ability to overcome barriers to access, an
capability. o The force to i mplement each ke
credible, and the Navyodos tredekshipisgjuwgedily must |
its actual success.



For exampl e, one of six key tasks in the Nav
most i mportant challenges to the Navy in pert
nations operating submarinesth advanced diesell ect ri ¢ and nucl ear p
it is all too clear that the Navy may not be able to fund and execute its planned
capabilities to counter this threat.

The shipbuilding plan envisions growing the fleet from 279 ships to 313 wsitlps the

next decade, with ships that incorporate new capabilities to meet such strategic
imperatives. A new aircraft carrier is to be purchased every four or five years, submarine
production will double in 2011, anghtil 2019,the Navy plans to purchas2 Littoral
Combat Ships. The LCS are particularly important in providing new strategic capabilities
through speed and flexible mission module space They can accomplish missions
including antisubmarine warfare mine countermeasures, astirface warfare,
intelligence surveillanceand reconnaissancehomeland defense, maritime intercept,
special operations, arogistics

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

Unaffordable Shipbuilding Costs in e 20092013 FYDP

The revision of | ast year 0s s20i3p to thel di ng C
acquisition of 47 ships in the actual pl an,
cost, however, decreased by only $1 billion from $75 billion to $74 billibne drop in

the number of ships was heavily shaped by the restructuring of the Littmwabdal Ship

(LCS) program. Yet, budget experts still warn that billions of additional dollars needed to
finance the Navydés pl an.

More New Ships than the Navy Can Afford

To sustain the 3%8hip fleet, the Navy would need to buy an average of 10 shipara y

at a typical lifespan of 30 years per ship. In practice, since 1993, the Navy has never
bought more than eight ships in a single year since 1993. Plans to go even higher and
buy 1213 ships per year between 2012 and 2018 are also inconsistent wiNhatlrey 6 s
budget plans.

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

1C


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

budget of $6 billion between 2009 and 2012, while the Navy must pay increasing
maintenance costs incurred by the lifecycle extension of older shigisasuhe Arleigh
Burke class destroyers.
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Figure 3: Evolution of Procurement Outlays and Shipbuilding
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Navy Outla ys for Procurement 36,428 41,156 42,804 44,435 46,689 47,728 45,701 50,117 47,716 48,101 43544
Navy Outlays Total 134,290 144,767 146,655 166,826 170,752 170,321 171,399 175,660 165,503 163,885 152,250
93 94 95 96 97 98 99 0 1 2 3
Ships pr ocured 7 4 4 5 4 5 5 6 6 6 5
Navy Outlays for Procurement 39,883 34,505 29,534 24,133 22,553 22,304 22,276 25,092 26,555 28,209 28692
Navy Outlays Total 144,900 127,633 124,744 113,977 114,246 106,357 106,029 113,617 113,980 121,157 135365
4 5 6 7 8 9 10 11 12 13
Ships procured 7 8 4 5 4 7 8 8 12 12
Navy Outlays for Procurement 30,821 30,787 32,056 34,281 37,140 39,049 39,966 41,765 42,896 43,954
Navy Outlays Total 140,789 141,049 143,207 146,625 145,139 150,977 146,312 146,233 145,252 143,923

Sources: CRS, Navy Force Structure and Shipbuilding Plan: Background and Issues for Congress
April 2008; and Office of the Undersecretary of DefenselNational Defense Budget Estimates for the
FY 2009 Budget (GreenbookYables 617 and 623, February 2008.

Numbers in the CRS report for the years 2@093 are projections.
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The funds needed to fill the gap are even less likely to materialize than in past years. The
entire defense budget is already under heavy pressure, and other deavieemajor
spending requirements, especially the heavily deployed Army. DoD has already
requested permission to transfer money from the Navy and Air Force personnel accounts
to the Army in the form of loans, should the outstanding FY2008 supplementairvazr f

not be appropriated until June 208.

A Growing Congressional Backlash

This is why some members of Congress alread
AThe current shipbshipgi hgeet ansf puréhéaBgtlds
Taylor (D-MS), chairman of the House Armed Services Subcommittee on Seapower, and
Rep. Duncan Hunter RA), the ranking minority member in the same committee finds
the shipbuildingrogram Ain shambleso.

Hunter introduced a bill on 14 May 2008 to amend tN®09 defense authorization
bill, adding funds for an extra amphibious ship, making down payments on two \Arginia
class attack submarines, and creating the possibility of buying mord&ta fill a
shortage in jet fighters. Further, the committee opeheddoor to buy more Arleigh
Burke-class destroyers at the cost of pushing back funding for a third DDG 1000
destroyer in the Navyods FY2009 budget.

It is also why independenkpert reviews find a continuingst r-aealgiyty di sconne
The Congresso n a | Budget Of fice (CBO) has conduct
estimat es t hat s h ar p legtimates. {CB@ estimatésr tlmammthet h e N &
execution of the Navyodés current 30 year shi
billion per year. Thiswould double the annual amount the Navy has spent on
shipbuilding since 2003. CBO estimates of t|
20092013 FYDP are 30 percent higher than those of the Navy.

Unrealistic Cost and Program Assumptions

The Navy hasnot provided the details explaining the difference, and there is little

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

the past. For exampl e, the 2008 Navy Shipbu
obligational authority would not increase more than the rate of inflation. The necessary

funds were to be raised by internal budgetary shifts. The Navy assumé&d that:

f Funding for operation and maintenance in the Ser
overall rate of inflation;

1 Funding for research and developmeénthich hit a historical high of about $20 billion in 2006
would fall by $5 billion or $6 bi lytdaiptam; é and not

1 Anyincrease in pay and benefits fdavy personnel beyond the general rate of inflation would be
of fset by reductions in the number of personnel é;

13



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

Noneoft hese four assumptions seem realistic,
work of the GAO, CBO, and CRS.

Figure 4. CBO Estimate of Shipbuilding Costs
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