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Navy Littoral Combat Ship (LCS) Program

Summary

TheLittoral Combat Ship (LCS) isaredatively inexpensive Navy surface combatant that is to be
equipped with modular “plug-and-fight” mission packages. The basic version of the LCS, without
any mission packages, isreferred to as the LCS sea frame. The Navy wants to procure a total of
55 LCSs.

There are currently two LCS designs—one designed and produced by an industry team led by
Lockheed, and one designed and produced by an industry team led by General Dynamics. The
first ship in the program—LCS-1, funded in FY 2005 and built to the Lockheed design—was
commissioned into service on November 8, 2008. The second ship in the program—LCS-2,
funded in FY2006 and built to the General Dynamics design—is to be delivered to the Navy later
this year. LCS-3 (being built to the L ockheed design) and LCS-4 (being built to the General
Dynamics design) were funded in FY 2009 at a combined cost of $1,020 million and are under
construction. The Navy’s proposed FY 2010 budget, submitted in May 2009, requested $1,380
million for the procurement of three more L CSs—an average of $460 million per ship, which is
the unit procurement cost cap for LCSs procured in FY 2010 and subsequent years.

On September 16, 2009, the Navy announced a proposed new strategy for acquiring LCSs
procured in FY 2010 and subsequent years. Under the Navy’s proposed strategy, the Navy would
reduce the number of LCSsto be procured in FY 2010 from three to two, and would hold a price-
based competition to pick a single design to which all LCSs procured in FY 2010 and subsequent
years would be built. (The process of selecting the single design for all future production is called
adown select.) The winner of the down seect would be awarded a contract to build 10 LCSs over
the five-year period FY2010-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-FY2014—to select a second shipyard to build up to five additional LCSsto the same
design in FY2012-FY 2014 (one ship in FY 2012, and two ships per year in FY2013-FY 2014).
These two shipyards would then compete for contracts to build LCSs procured in FY2015 and
subsequent years.

FY 2010 defense authorization bill (H.R. 2647/S. 1390): The conferencereport (H.Rept. 111-
288 of October 7, 2009) on H.R. 2647 contains three provisions relating directly to the LCS
program: Section 121 provides the Navy the contracting authority to implement the LCS
acquisition strategy that the Navy announced on September 16, 2009, and amends the L CS unit
procurement cost cap. Section 122 requires the LCS program to be treated as a major defense
acquisition program (MDAP) for purposes of program management and oversight. Section 123
requires areport on the Navy's plan for homeporting L CSs.

FY 2010 Department of Defense appropriations bill (H.R. 3326): The House Appropriations
Committee, initsreport (H.Rept. 111-230 of July 24, 2009) on H.R. 3326, recommends procuring
four LCSsin FY2010—one more than the Navy's request—at an average cost of $540 million
each. The Senate Appropriations Committee, in its report (S.Rept. 111-74 of September 10, 2009)
on H.R. 3326, recommends procuring two LCSs in FY 2010—one |ess than the Navy’s request—
at an average cost of $540 million each.
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Introduction

TheLittoral Combat Ship (LCS) isaredatively inexpensive Navy surface combatant that is to be
equipped with modular “plug-and-fight” mission packages. The basic version of the LCS, without
any mission packages, isreferred to asthe LCS sea frame. The Navy wants to procure a total of
55 LCSs. The Navy's planned force of 55 L CSs accounts for about 18% of its planned fleet of
313 ships of all types.*

The Navy substantially restructured the LCS program in 2007 in response to significant cost
growth and construction delays in the program.

There are currently two LCS designs—one designed and produced by an industry team led by
Lockheed, and one designed and produced by an industry team led by General Dynamics. The
first ship in the program—LCS-1, funded in FY 2005 and built to the Lockheed design—was
commissioned into service on November 8, 2008. The second ship in the program—LCS-2,
funded in FY2006 and built to the General Dynamics design—is to be delivered to the Navy later
this year. LCS-3 (being built to the L ockheed design) and LCS-4 (being built to the General
Dynamics design) were funded in FY 2009 at a combined cost of $1,020 million and are under
construction.

The Navy’s proposed FY 2010 budget, submitted in May 2009, requested $1,380 million for the
procurement of three more LCSs—an average of $460 million per ship, which is the unit
procurement cost cap for LCSs procured in FY 2010 and subsequent years.

On September 16, 2009, the Navy announced a proposed new strategy for acquiring LCSs
procured in FY 2010 and subsequent years. Under the Navy’s proposed strategy, the Navy would
reduce the number of LCSsto be procured in FY2010 from three to two, and would hold a price-
based competition to pick a single design to which all LCSs procured in FY 2010 and subsequent
years would be built. (The process of selecting the single design for all future production is called
adown select.) The winner of the down sdlect would be awarded a contract to build 10 LCSs over
the five-year period FY2010-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 LCSs in
FY2010-FY 2014—to select a second shipyard to build up to five additional LCSs to the same
design in FY2012-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 FY2015 and
subsequent years.

The Navy’s proposed acquisition strategy poses several potential oversight questions for
Congress, including whether the timing of the Navy’s proposal provides Congress with sufficient
timeto adequately review the proposal prior to finalizing its action on the FY 2010 defense
budget.

Theissue for Congress is whether to approve, reject, or modify the Navy's plans for the LCS
program, including the number of LCSsto procured in FY 2010 and the Navy’s newly proposed
strategy for acquiring LCSs procured in FY 2010 and subsequent years. Decisions that Congress

! 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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makes on this issue could affect future Navy capabilities and funding requirements, and the
shipbuilding industrial base.

Background

The LCS in General

Ship Missions and Design

The LCS program was announced on November 1, 2001.> The LCS is 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 equipped to perform one primary
mission at any onetime. The ship’s mission orientation is to be changed by changing out its
mission packages. The basic version of the LCS, without any mission packages, is referred to as
the 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
procurement of ASW, MCM, and SUW mission packages for LCS sea frames. Additional
missions for the LCS include intelligence, surveillance, and reconnaissance (ISR), maritime
intercept operations, support of special operations forces, and homeland defense.

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 the
Navy cruisers and destroyers, permitting it to operate in 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

2 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)—Iater 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, Oversight Issues, and Options for Congress, by Ronald O'Rourke.
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for each team to build up to two LCSs each. Thetwo teams' LCS designs are quite different—
Lockheed's design is based on a semi-planing steel monohull, while GD’s design in based on an
aluminum trimaran hull. The two ships also use different combat systems (i.e., different
collections of built-in sensors, computers, software, and tactical displays) that were designed by
each industry team. The L ockheed team was assigned L CS-1 and (the subsequently canceled)
LCS-3, whilethe GD team was assigned LCS-2 and (the subsequently canceled) LCS-4. (The
designations LCS-3 and LCS-4 are now being reused by the Navy to refer to two other LCSs—
thetwo LCSs funded in FY2009. The LCS-3 and LCS-4 that were funded in FY2009 are not the
same ships as the LCS-3 and LCS-4 that the Navy cancelled.®) Lockheed announced plans to
build its LCSs at Marinette Marine of Marinette, WI, and Bollinger Shipyards of Lockport, LA,
with LCS-1 being built by Marinette and L CS-3 to have been built by Bollinger. GD announced
plans to build its LCSs at the Austal USA shipyard of Mobile, AL.*

Planned Procurement Quantities and Program Funding

The Navy plans to procure atotal of 55 LCS sea frames and 64 LCS mission packages (16 ASW,
24 MCM, and 24 SUW). Earlier Navy plans anticipated procuring between 90 and 110 mission
packages for a 55-ship fleet.

The Administration’s proposed FY 2010 defense budget, which was submitted to Congressin
early May, was not accompanied by a Future Years Defense Plan (FYDP) for the period FY 2010-
FY 2015 or a 30-year Navy shipbuilding plan for the period FY 2010-FY 2039. The
Administration’s FY 2010 budget submission consequently does not include information on
planned annual LCS procurement quantities for fiscal years after FY2010. Navy budget
submissions for previous years have showed the annual L CS procurement rate increasing over
timeto a sustained rate of five or six ships per year. As discussed bel ow, however, the proposed
new acquisition strategy for L CSs announced by the Navy on September 16, 2009, appears to
contemplate building no more than four LCSs per yesr.

Table 1 shows LCS acquisition (i.e., research and devel opment plus procurement) funding for
FY 2007 through FY2010. Thefiguresin the table reflect reprogramming of prior-year program
funding undertaken as part of the Navy’s 2007 restructuring of the LCS program. In addition to
the funding shown in the table, the LCS program also received about $1.7 billion in acquisition
funding between FY 2003 and FY2006.

Table |.LCS Program Acquisition Funding, FY2007-FY2013

(millions of dollars; figures rounded to nearest million)

Budget accounta FYO07 FYO08 FY09 FYI10
RDT&EN 664 309 368 361
SCN 93 0b 1017 1380
APN 37 37 50 78

3 For details, see Table B-1.

4 Austal USA was created in 1999 as ajoint venture between Austal Limited of Henderson, Western Australia and
Bender Shipbuilding & Repair Company of Mobile, AL. The GD LCS team also includes GD/BIW as prime contractor
to provide program management and planning, provide technica management, and to serve as “LCS system production
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Budget accounta FYO07 FYO08 FY09 FYI10
WPN 0 0 3 0
OPN 79 0 74 137
TOTAL 873 347 1511 1955

Source: Navy FY2010 budget submission and (for FY2007) FY2009 budget submission. Figures may not add due
to rounding. The program also received about $1.7 billion in acquisition funding between FY2003 and FY2006.

a. RDT&EN = Research, Development, Test, and Evaluation, Navy account; SCN = Shipbuilding and
Conversion, Navy account; APN = Aircraft Procurement, Navy account; WPN = Weapons Procurement,
Navy account; OPN = Other Procurement, Navy account.

b.  $337 million in FY2008 SCN funding was rescinded by Congress as part of its action on the FY2009 budget.

With Congress’s permission, the Navy procured the first and second L CSs through the Navy’s
research and development account. Subsequent LCSs are being procured in the traditional
manner, through the Navy’s ship-procurement account, called the Shipbuilding and Conversion,
Navy (SCN) account. The Navy is procuring LCS mission packages through the Other
Procurement, Navy (OPN) account.

Unit Procurement Cost Cap and Total Acquisition Cost

L CS sea frames procured in FY 2010 and subsequent years are subject to a unit procurement cost
cap of $460 million. The legislative history of the cost cap is as follows:

e Thecost 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.

e Thecost cap was amended by Section 125 of the FY 2008 defense authorization
act (H.R. 4986/PL. 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 FY2008 and subsequent years.

e Thecost 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 FY 2010 and subsequent years.

The Navy has not provided an estimated total acquisition (i.e., development plus procurement)
cost for the LCS program. CRS estimates that the L CS program (including mission packages)
might have a total acquisition cost of roughly $29.4 billion. This estimate includes $2.5 billion in
research and devel opment costs (including the construction of first two LCS sea frames and the
procurement of the first four mission packages), procurement of 53 additional LCS sea frames at
a cost of $460 million each, and procurement of 60 additional mission packages procured at an
average cost of about $42.3 million each.” This estimate does not include costs for LCS-related

® The Navy reportedly wants to procure 24 mine warfare mission packages at an average cost of $68 million each, 16
antisubmarine warfare packages at an average cost of $42.3 million each, and 24 surface warfare packages a an
average cost of $16.7 million each. (Emelie Rutherford, Littoral Combat Ship Mission Packages Range In Costs,
Features,” Inside the Navy, September 3, 2007; for similar figures, see Christopher P. Cavas, “First LCS Mission
(continued...)
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aircraft procurement or weapon procurement, such as those shown in the APN and WPN rows of
Table 1.

Cost Growth on LCS Sea Frames

The Navy originally spoke of building LCS sea frames for about $220 million each in constant
FY 2005 dollars. Estimated L CS sea frame procurement costs have since grown substantially
abovethat figure. The estimate for LCS-1 has grown from $215.5 million in the FY 2005 budget
to $537 million in the FY2010 budget. The estimate for LCS-2 has grown from $213.7 millionin
the FY 2005 budget to $575 million in the FY 2010 budget. Subsequent L CSs are expected to cost
lessthan LCS-1 and LCS-2.

The figures of $537 million and $575 million in the previous paragraph are end-cost figures. End
cost is the figure often reported as the total procurement cost of a Navy ship. It isafairly
comprehensive figurefor a ship’s procurement cost, but it does exclude certain cost e ements. The
FY 2010 budget submission states that when additional costs for outfitting and post delivery
(OF/PD) and for “final system design/mission systems and ship integration team” (FSD/MSSIT)
areincluded, thetotal estimated procurement costs of LCS-1 and LCS-2 become $637 million
and $704 million, respectively.

The Navy stated in 2008 that although FSD/MSSIT costs are shown in budget-justification
documents as part of the total estimated procurement costs of LCS-1 and LCS-2, thework in
question is normally funded from a shipbuilding program’s general research and devel opment
funds, rather than from funds used to pay for the construction of individual shipsin the program.
The Navy stated that in the case of the LCS program, these costs are shown as part of the total
procurement costs of LCS-1 and L CS-2 because this is where there wasroom in the LCS
program’s line-item funding breakdown to accommodate these costs.® Removing these costs from
thetotal procurement costs of LCS-1 and LCS-2 would lead to adjusted total procurement costs
of $612 million and $650 million, respectively, for the two ships.

For a detailed discussion of cost growth on LCS sea frames, see Appendix A.

Acquisition Strategy

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 FY2006-FY 2008, see Appendix B.

(...continued)
Package Ready For Delivery,” DefenseNews.com, August 29, 2007.)
® Source: Navy briefing to CRS and CBO on the LCS program, May 2, 2008.
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Strategy for FY2009 and FY2010 Ships Prior to September 16, 2009

Prior to the Navy’s announcement of September 16, 2009, the Navy had announced an acquisition
strategy for LCSsto be procured in FY2009 and FY2010. 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 a single, 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 prices that
the two teams bid for both the FY 2009 ships and the FY 2010 ships would determine the
allocation 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 General 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 FY 2010 ships to be built within the $460
million LCS unit procurement cost cap.’

"At aMarch 10, 2009, hearing on the LCS program, the Navy stated the following regarding the acquisition strategy for
LCSs procured in FY 2009 and FY2010:

In October 2008, the Undersecretary of Defense for Acquisition, Technology and Logistics
(USD(AT&L)) approved arevised acquisition strategy for LCS to cover procurement of the FY
2009 and FY 2010 ships. The updated acquisition strategy combines the FY 2009 procurement and
FY 2010 optionsin order to maximize competitive pressure on pricing as a key element of cost
control. Increasing the quantity solicited by adding the FY 2010 ships to the FY 2009 solicitation as
options will also enable industry to better establish longer term supplier relationships and offer the
potentia for discounting to the prime contractors and subcontractors. FY 2010 ship options will be
a competition for quantity....

As aresult of congressiona direction contained in the FY 2009 Defense Appropriations Act, the
Navy amended the LCS seaframe construction solicitation to delete the FY 2008 ship. This
amended solicitation continues the competition between the two incumbent industry teams. The
Navy may award one ship to each industry team in FY 2009 and intends to hold a competition for
the FY 2010 option ships soon after award of the FY 2009 contracts. Affordability remains akey
tenet of the LCS program as the Navy works with industry to provide this capability for the lowest
cost.

The FY 2009 and FY 2010 awards will be fixed-price incentive contracts, with the Navy
anticipating that each LCS prime contractor receives one shipin FY 2009. The Navy remains
committed to effective cost control and has modified contracting strategies and management
practices to provide program stability. The FY 2009 and FY 2010 shipswill be designated as Flight
0+ and will include only existing approved engineering changes al ong with improvements to
construction or fabrication procedures. The Navy will incorporate further lessons learned from LCS
1 and 2 seatriasinto the FY 2009 and FY 2010 ships prior to production. Any such changes will
be limited to those essential for safety, operability or affordability. Furthermore, the RFP requests
that the proposals for the FY 2010 option ships include aternative prices for both a full-up ship and
separately priced contract line item numbers (CLINS) for a core seaframe (only systems for safe
operation at sea), core combat system and individua combat systems and equipments (such asthe
gun or radar). This allows us the opportunity to manage the integration of the combat systems
separately if that proved to be more affordable.

In the interim prior to FY 2009 contract awards, both industry teams were authorized and funded to

pursue limited design and construction efforts while source sel ection proceeded. The scope of these

efforts was carefully coordinated with prime contractors with an eye on preserving critical
(continued...)
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Proposed Acquisition Strategy Announced on September 16, 2009

On September 16, 2009, the Navy announced a proposed new strategy for acquiring LCSs
procured in FY 2010 and subsequent years. Under the Navy’s proposed strategy, the Navy would
reduce the number of LCSsto be procured in FY2010 from three to two, and would hold a price-
based competition to pick a single design to which all LCSs procured in FY 2010 and subsequent
years would be built. (The process of selecting the single design for all future production is called
adown select.) The winner of the down seect would be awarded a contract to build 10 LCSs over
the five-year period FY2010-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-FY2014—to select a second shipyard to build up to five additional LCSsto the same
design in FY2012-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 FY2015 and
subsequent years.

A September 16, 2009, Department of Defense (DOD) news release on the proposal stated:

The Navy announced today it will down sel ect 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 costs, 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 technica data

(...continued)

shipbuilding skills or to improve production process engineering. Once the FY 2009 ships are
awarded, these sustaining efforts will be subsumed in the shipbuilding contracts

(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 Seapower and Expeditionary Forces of the House Armed Services Committee [hearing] on
the Current Status of the Littora Combat Ship Program, March 10, 2009, pp. 7-8.)
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package, alowing the Navy to open competition for asecond source for the sel ected design
beginning in fiscal 2012. Thewinner of thedown select will be awarded a contract for up to
10 ships from fiscal 2010 through fiscal 2014, and also provide combat systems for up to
five additiona ships provided by a second source. Delivery 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 critica warfighting gaps, reduces program
ownership costs, and meetsthe spirit and intent of the Weapons System Acquisition Reform
Act of 20009....

The Navy remains committed to the LCS program and therequirement for 55 of these ships
to provide combatant commanders with the capability to defeat anti-access threats in the
littorals, including fast surface craft, quiet submarines and various types of mines. The
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 new strategy, stating:

The Navy remains committed to a 55 ship LCS program and intends to 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 FHight 0+ shipsin FY 10 due to affordability.

Based on proposals received in August, the Navy had no reasonable basis to find that the
LCS Program would be executable going forward under the current acquisition srategy,
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 additional 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 teamswill havethe 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 DataPackage which will beusedto
open competition for asecond source of the selected design in FY 12, awarding oneshipwith
options for up to four additional 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 sourceshipyard. Separating the
ship and combat systems procurement will enable bringing the LCS combat system intothe
broader Navy’s open architecture plan.

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

8 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 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 also 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.’

Under the Navy's proposed strategy, the Navy would award the contract to build the 10 LCSsin
the second or third quarter of FY2010.%°

The Navy briefed CRS and the Congressional Budget Office (CBO) about the proposed new
acquisition strategy on September 22, 2009. Points made by the Navy in the briefing included the
following:

e Thebids from the two industry teams for the three LCSs 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.”

e 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.

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

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

e Inresponseto 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
LCS 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 L CS production costs, and
increase commonality in the resulting LCS fleet.

e Under the Navy's proposed new strategy, the winner of the LCS down select
would be awarded a contract to build two ships procured in FY 2010, with options

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

10 7achary M. Peterson, “Navy Opts to Choose Single Littoral Combat Ship Design in FY-10,” InsideDefense.com
(DefenseAlert — Daily News), September 16, 2009 (similar articles were published in the September 17, 2009, edition
of Inside the Pentagon and the September 21, 2009, edition of Inside the Navy); Geoff Fein, “New LCS Plan Will
Require Industry To Choose Between Being Prime or Shipbuilder,” Defense Daily, September 18, 2009: 1-2;
Christopher P. Cavas, “Will LCS Changes Fix Problems?’ Defense News, Sewptember 21, 2009: 1, 8.

! 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 General Dynamics
confirmed its plans were sent in by the Aug. 3 deadline.” See also Bettina H. Chavanne, “ Lockheed Submits First LS
Proposal Under Cost Cap Regulations,” Aerospace Daily & Defense Report, August 4, 2009: 5.
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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 as to permit up-front batch purchases of long |eadtime components, as would
be the case under a multiyear procurement (MY P) contract. Unlikean MY P
contract, however, the block buy contract would not include a termination
liability.

e Thewinner of the down select would deliver to the Navy a technical data
package that would permit another shipyard to build the winning LCS design.

e The Navy would hold a second competition to seect 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).

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

e 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 LCSs to be
procured in FY 2010-FY 2014—the 10 that would be built by the first 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 The current combat system used on the selected LCS 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 TheNavy intends to complete the construction and delivery of LCS-3 and LCS-
4.

e TheNavy bdieves that the proposed acquisition strategy does the following:
maximize the use of competition in awarding contracts for LCSs procured in
FY2010-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
LCS fleet; and provide the lowest-possible total ownership cost for the Navy for
theresulting LCS fleet, 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).

Implicit in the Navy’'s proposed acquisition strategy is that procurement of LCSs, at least for the
next several years, would be limited to a total of four ships per year—a reduction from eventual
peak rate of five or six ships per year that were anticipated by the Navy in long-range
shipbuilding plans included in Navy budget submissions for FY2009 and prior years.
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Alsoimplicit in the Navy’s plan is that two LCSs (either LCSs 1 and 3 or LCSs 2 and 4) would be
built to a different configuration from all other LCSs, and consequently in terms of their logistic
support needs as well, and in this sense would become what some observersrefer to as* orphan
ships” within the overall fleet.

Issues for Congress

Proposed Acquisition Strategy Announced on September 16, 2009

The Navy’s proposed acquisition strategy for LCSs procured in FY 2010 and subsequent years
poses several potential oversight questions for Congress, including the following:

e Doesthetiming of the Navy’s proposal—very late in the congressional process
for reviewing, marking up, and finalizing action on the FY 2010 defense
budget—provide Congress with sufficient time to adequately review the proposal
prior to finalizing its action on the FY 2010 defense budget?

e DoestheNavy’'s proposed strategy allow the Navy enough time to adequately
evaluate the operational characteristics of the two LCS designs before selecting
one of those designs for all future production?

e What risks would the Navy faceif the shipyard that wins the competition to build
the 10 LCSsin FY 2010-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?

e What arethe Navy’s longer-term plans regarding the two “orphan” LCSs?
e What potential alternatives are there to the Navy’s proposed acquisition strategy?

Each of these questions is discussed briefly below.

Enough Time for Adequate Congressional Review of Navy Proposal?

One potential issuefor Congress concerning the Navy’s proposed acquisition strategy is whether
the timing of the Navy’s proposal—very late in the congressional process for reviewing, marking
up, and finalizing action on the FY 2010 defense budget—provides 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;

e after the FY 2010 defense authorization bill (H.R. 2647/S. 1390) and the 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
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e after the House had passed its version of the FY2010 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 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 newly proposed acquisition strategy.

Although the Navy might not have been able to present the proposed strategy to Congress any
sooner than September 16, the timing of the Navy’s announcement nevertheless puts Congressin
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 be
especially the case for the LCS program, because it would not be the first time that the Navy has
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 