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OPENING STATEMENT OF SENATOR JACK REED, CHAIRMAN

Senator REED. The hearing will come to order. Let me welcome
the witnesses this afternoon and my colleagues. We're honored to
have the Honorable Sean Stackley, Assistant Secretary of the Navy
for Research, Development, and Acquisition; Vice Admiral William
H. Hilarides, U.S. Navy, Commander, Navy Sea Systems Com-
mand, Admiral; and Admiral Joseph P. Mulloy, Deputy Chief of
Naval Operations, Integration of Capabilities and Resources.
Thank you, gentlemen.

We are grateful to each of you for your service to the Nation and
your truly professional service to our Navy and to our Nation, but
also we’re grateful for the professional service of the men and
women under your command. Please thank them for us. We also
pay tribute to their families because, obviously, they serve as well.
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I especially want to welcome Admiral Hilarides this afternoon be-
cause I believe this is your first opportunity to appear before the
committee as Commander of the Naval Sea Systems Command.
Welcome, Admiral.

Today our witnesses face huge challenges as they strive to bal-
ance the need to support ongoing operations and sustain readiness
with the need to modernize and keep the technological advantage
that is so critical to military success. These challenges have been
made particularly difficult by the spending caps imposed by the
Budget Control Act, caps that were modestly relieved for fiscal year
2015 in the Bipartisan Budget Act that we enacted in December.
However, these caps are scheduled to resume in fiscal year 2016
and beyond.

These caps already seriously challenge our ability to meet our
national security needs and have already forced all of the military
departments to make painful tradeoffs. Unless modified for the
years after fiscal year 2015, they will threaten our long-term na-
tional security interests.

The Navy continues to face a number of critical issues as it tries
to balance its modernization and procurement needs against the
cost of current operations. Principally complicating these efforts
this year to support current operations throughout the world is the
specter of sequestration. The shipbuilding budget remains at a
level where it will be difficult, if not impossible, to field the Navy
that we believe we need. Sequestration in fiscal year 2016 and
later will only exacerbate the shortfall that we anticipate.

We need to understand how sequestration may complicate the
Navy’s job of maintaining current readiness while building the fleet
of the future. With that in mind, a continuing focus of this sub-
committee has been to see that we improve our acquisition stew-
ardship and thereby ensure that we are getting good value for
every shipbuilding dollar that we spend.

We're pleased at the overall stability and performance and the
Virginia-class submarine production level of two ships a year. I
would note that in a former life Admiral Hilarides was the program
executive officer in charge, of the Virginia-class procurement.
Thank you, sir. We also support the Navy’s current efforts and con-
tinuing efforts to drive cost out of the Ohio replacement program.
The strategic submarines will remain a vital leg of the nuclear
triad for the foreseeable future. Establishing and achieving cost re-
duction goals on these Ohio-class and Virginia-class programs will
yield significant stability to our Navy’s submarine industrial base.

There is one concern, among many, and that is that cuts in the
National Nuclear Security Administration, which is outside the
scope of this committee, in the Department of Energy, may have
consequences for the Ohio replacement schedule. We need to hear
about that this afternoon in terms of the impacts of the DOE budg-
et on your operations.

The aircraft carrier programs are another important area for dis-
cussion as well. We need to hear about the progress the Navy and
the contractors are making to deliver CVN-78 within the cost cap
we modified last year, what progress is being made on reducing the
production costs of the CVN-79 and later carriers.
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In addition, the Navy budget and the Future Years Defense Pro-
gram will retire the USS George Washington rather than execute
the refueling overhaul as planned last year. This would lead to a
permanent reduction of the carrier force structure to 10 carriers
and 9 air wings.

Another topic that we have to address is the Littoral Combat
Ship. Senator McCain delivered a very thoughtful, very eloquent
speech last evening. I was particularly struck by one point he made
was that we designed many of our shipbuilding programs, not just
LCS, with the notion of a permissive environment at sea and that
is rapidly changing. I think in every shipbuilding program we have
to factor that in, and he made that point very thoughtfully last
evening.

Last, we really have to assess where the Navy and the contrac-
tors stand on improving the overall cost, quality, and schedule per-
formance of Navy shipbuilding programs, every shipbuilding pro-
gram. We can always do better.

When the subcommittee has met in the last few years, we've fo-
cused primarily on these programs, particularly programs with
quality control and cost problems. It’s never a pleasant situation.
We received testimony from the Navy that you’re aware of the
problems, you’re dealing with the problems, but we want to hear
today the progress you've made and the progress you have to make
in the future, because every dollar we’re able to save through effi-
ciencies in shipbuilding is a dollar we can use for operations, main-
taining, and maintaining not only the fleet, but to maintain our na-
tional security.

Thank you very much for what you've done. I don’t have to re-
mind everyone or anyone in this room that the fiscal environment
is very difficult as we look forward to try to build the Navy that
the Nation needs. We have to manage these programs in a way
that we have the dollars necessary to build that fleet.

So I look forward to your testimony, and at this point I'd like to
recognize Senator McCain. Senator.

Senator McCAIN. Well, thank you, Mr. Chairman. Thank you for
holding this hearing on the Navy’s shipbuilding program and the
President’s budget request. I look forward to working with you to
ensure that the committee and our Nation have a clear under-
standing of the needs of our naval forces. I want to thank our wit-
nesses and the men and women in the Navy and Marine Corps for
their dedicated public service. I just will highlight a few issues that
I look forward to discussing with the panel.

At a time when the United States and our allies are being chal-
lenged by emerging powers and old rivals alike, insufficient re-
sources and wasteful procurement policies threaten to put our
Navy in a state of decline. Within the shipbuilding program, crit-
ical issues like quality control, cost containment, and survivability
remain elusive. Even identifying operational requirements and
validating ship designs before production, a commonsense practice,
seems beyond the reach of the procurement system.

I trust that our witnesses are prepared to address these issues
today with the committee and outline specific steps under way to
ensure the Navy’s shipbuilding programs are on the right course,
particularly on the issue of cost containment.



4

I'll skip a couple of paragraphs here in my statement and ask
that my full statement be made part of the record.

Recently, Admiral Greenert pointed out the Navy would need a
450-ship fleet in order to meet the needs of combatant com-
manders. Just to sustain a 300-ship fleet, the Navy will need to
buy 10 ships per year with an average service life of 30 years. Last
year’s budget bought eight ships. This year’s budget buys only
seven. The Navy shipbuilding plan does not include enough annual
funding to sustain its goal of a 306-ship fleet.

Because of sequestration, as well as a lack of budget discipline,
the Navy is having to resort to a gimmick under which it is laying
up ships in a reduced operating status for up to 10 years and call-
ing it a phased maintenance plan.

Finally, regarding the Littoral Combat Ship, last week the GAO
released its annual weapons assessment, yet again raising concerns
about this troubled program. I've spoken at length about the LCS,
most recently on the Senate floor just yesterday. I'm glad to see
that the program appears to be getting the level of attention it
needs all the way up to the Secretary of Defense. The Secretary is
now proposing to cap LCS production at 32 ships. But, as outlined
in last year’s NDAA, unless the Navy meets required performance
parameters by 2016 the procurement will end at 24 ships. I take
great interest in this important project and look forward to your
update on the status of the program.

Thank you, Mr. Chairman.

Senator REED. Thank you, Senator McCain.

Does any of my colleagues want to make a brief statement? [No
response.]

Senator REED. If not, we’ll go to the witnesses. Thank you very
much. Secretary Stackley, please.

STATEMENT OF HON. SEAN J. STACKLEY, ASSISTANT SEC-
RETARY OF THE NAVY FOR RESEARCH, DEVELOPMENT, AND
ACQUISITION; ACCOMPANIED BY VADM WILLIAM H.
HILARIDES, USN, COMMANDER, NAVAL SEA SYSTEMS COM-
MAND; AND VADM JOSEPH P. MULLOY, USN, DEPUTY CHIEF
OF NAVAL OPERATIONS, INTEGRATION OF CAPABILITIES
AND RESOURCES [N8]

Mr. STACKLEY. Yes, sir. Thank you, Mr. Chairman. Chairman
Reed, Ranking Member McCain, distinguished members of the sub-
committee: Thank you for the opportunity to appear before you
today to address Navy shipbuilding. Joining me today are the Dep-
uty Chief of Naval Operations for Capabilities and Resources, Vice
Admiral Mulloy, and COMNAVSEA Vice Admiral Willy Hilarides.

With the permission of the subcommittee, I propose to provide
brief opening remarks and submit a separate formal statement for
the record.

Senator REED. All statements will be made part of the record, my
colleagues’ and of the witnesses.

Mr. STACKLEY. Thank you, sir.

Two years ago in testimony before this subcommittee, the Navy
described how we had reshaped our shipbuilding, aviation, weap-
ons, and tactical vehicle plans to reflect the priorities of the new
defense strategy, and Congress strongly supported that year’s 2013
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budget request. In fact, funding was increased for additional ships
and aircraft. However, sequestration more than offset those gains
and the Department of the Navy ended up about $11 billion out of
balance across operations, maintenance, and investment.

Last year we again submitted a budget sized and shaped to pro-
vide the capability, capacity, and readiness required by the defense
strategy. While this committee was particularly supportive of our
request, at the end of the day at the bottom line the Bipartisan
Budget Act reduced the Navy-Marine Corps budget by $6 billion in
2014 and another $15 billion in 2015.

This year’s budget submission is anchored by the BBA in 2015
and, though we exceed the Budget Control Act caps across the Fu-
ture Years Defense Plan, the Navy-Marine Corps request falls $38
billion below the level planned just 1 year ago.

To minimize the impact of this reduced top line, we've leveraged
every tool available to drive down cost. We've tightened require-
ments, maximized competition, and capitalized on multi-year pro-
curements for major weapons systems, and we’ve attacked our cost
of doing business from headquarters billets to service contracts, so
that more of our resources can be dedicated to making warfighting
capability.

In balancing resources and requirements, we’ve placed a priority
on forward presence, near-term readiness, stability in our ship-
building program, and investment in those future capabilities crit-
ical to our long-term technical superiority. With particular regard
to Navy shipbuilding, we’ve kept on track towards our objective of
the 300-ship Navy. Seven first-of-class ships met major milestones.
Gerald Ford, the first new designed carrier since Nimitz, Zumwalt,
the first new designed destroyer since Arleigh Burke, both launched
this past year, just one week apart.

Amphibious Assault Ship America, the Joint High Speed Vessel
Spearhead, and Mobile Landing Platform Montford Point, delivered
to the fleet. The Littoral Combat Ship Freedom completed her 10-
month maiden deployment. Finally, we laid the keel for the first
Afloat Forward Staging Base, the Puller.

We're on schedule in the accomplishment of design and develop-
ment of the Ohio replacement program, the LHA-8 Amphibious As-
sault Ship, the Flight 3 DDG-51 destroyer, and its air and missile
defense radar.

In total, 43 ships are under construction in shipyards and weap-
ons factories stretching across the country. Most have been com-
petitively awarded and, with the exception of the lead ships of the
Zumwalt and Gerald Ford class, all are fixed price, and program
by program cost and quality are demonstrating steady improve-
ment ship over ship.

Yet, this critical industrial base is fragile and we will need to
work closely with Congress and industry and ultimately rely upon
Congress’ support to keep it whole as we navigate the budget be-
yond the BBA. However, if we are required to return our budget
to BCA levels in 2016, then, even with the priority placed on ship-
building across the board, with the loan exception of our highest
priority program, the Ohio replacement, every ship program will
suffer reductions.
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I would like to briefly describe three critical issues posed by our
budget request. First, the refueling complex overhaul of George
Washington, CVN-73. The Navy has a requirement for 11 aircraft
carriers and Title 10 requires the Navy to retain 11 aircraft car-
riers, and the 2014 President’s budget included funding to com-
mence the CVN-73 RCOH in September 2016. In formulating the
2015 budget, concurrent with conducting the strategic choices man-
agement review, the Department determined that if we are re-
quired to budget to BCA levels we would be compelled to inactivate
two or three aircraft carriers.

The Navy rebalanced the rest of its program, leveraged across-
the-board efficiencies, and accepted risk in other areas in order to
reduce the impact of BCA-level funding to the potential loss of one
carrier only. Yet undetermined is whether we will be required to
budget to BCA levels in 2016 and beyond.

There is sufficient schedule margin at Newport News to delay
the start of the CVN-73 RCOH a full year or more without impact-
ing the start of the following carrier, CVN-74, in her refueling
overhaul. Therefore, the Navy is proceeding under POM-16 guid-
ance to program the CVN-73 refueling complex overhaul, albeit de-
layed, pending a final determination, presumably following Con-
gress’ action on the 2015 budget, regarding out-year budget as-
sumptions.

In all scenarios we have to be mindful of the cost to refuel CVN-
73 plus maintain its air wing manpower and support, approxi-
mately $7 billion across the years 2015 to 2019.

Second, cruiser and LSD modernization. The oldest 11 cruisers,
CG-52 through 62, have been modernized and will deploy with car-
rier battle groups until their end of service, commencing in 2019.
The Navy plans to modernize and extend the service life of the re-
maining 11 cruisers, CG-63 through 73, through an extended
phases modernization program. The elements of the program are
that we will commence in 2015 the planning and material procure-
ment for repair and modernization of hull, mechanical, and elec-
trical systems for all 11 cruisers. The work will be scheduled to en-
sure efficient execution and to the extent practical to provide sta-
bility to the industrial base. Once complete the hull, mechanical,
and electrical phase, these cruisers will be maintained in the mod-
ernization program until completion of their subsequent combat
systems modernization, which will be aligned with the retirement
of the first 11 cruisers.

A similar yet simpler approach is planned for three of the LSD—
41 class ships. This Navy plan is made affordable by drawing down
ship manpower and operating costs during the extended mod-
ernization period, a cost avoidance in excess of $6 billion. It en-
sures we are able to sustain the 12-ship LSD—41/49 class for its full
service life and the critical air defense commander capabilities of
the cruiser force beyond its current service life into the 2040s.

It also retains flexibility, if needed, to accelerate completion of
the modernization pending availability of added funding and train-
ing of additional crews.

Third, the Littoral Combat Ship program. The CNO’s require-
ment for 52 small surface combatants remains solid. The LCS ship-
building program is demonstrating significant cost improvement as
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a result of the block buy. The most recently awarded ship contracts
are less than half the cost of the lead ship in constant year dollars.
Requirements are stable and contract changes since the lead ships
have tracked on the order of 1 percent of the ship’s cost, signifi-
cantly less than other surface combatant ships.

Mission packages are executing in accordance with their ap-
proved test plans, with operational testing of the first increment
surface warfare mission package completing this month; oper-
ational testing of the mine countermeasures and ASW, antisub-
marine warfare, mission packages on track for 2015 and 2016 re-
spectively.

USS Freedom performed her required missions plus supported
humanitarian assistance, disaster relief efforts following Super Ty-
phoon Haiyan during her 10-month deployment and valuable les-
sons from her deployment are being used to shape support strate-
gies for future LCS deployments.

Separately, we are conducting a thorough review of LCS require-
ments, capabilities, and concepts of operation to determine, in ac-
cordance with the Secretary of Defense’s direction, how to increase
the lethality and capabilities of the Navy’s small surface combat-
ants. We will consider a new design, alternative existing designs,
and a modified LCS in this study, and the results are intended to
inform our 2016 budget submission.

In total, as a result of the cumulative impact of the sequestration
in 2013, the Bipartisan Budget Act-level funding in 2014 and 2015,
and the reductions across 2015 through 2019, the Department has
been judicious in controlling costs, reducing procurements, stretch-
ing developments, and delaying modernization. However, these ac-
tions necessarily add cost to our programs, add risk to our indus-
trial base, and add risk to our ability to meet the defense strategic
guidance.

If we are forced to execute at BCA levels in fiscal years 2016 and
beyond, these cuts will go deeper and we fundamentally change our
Navy and Marine Corps and the industrial base we rely upon.

Mr. Chairman, thank you for the opportunity to appear before
you today. We look forward to answering your questions.

[The prepared joint statement of Mr. Stackley, Admiral
Hilarides, and Admiral Mulloy follows:]

Senator REED. Thank you very much, Mr. Secretary.

I've just been informed that there’s a possible procedural vote at
3 p.m., so we will try to work around that in terms of getting our
questions to you and your responses.

Let me begin. We’ve looked over the last several years at a num-
ber of shipbuilding programs, obviously those that have cost over-
run problems or quality problems. One program, not the only one,
but one that we’ve paid attention to, is the LPD-17. Last year, Sec-
retary Stackley, you indicated that you saw some real progress in
terms of cost control and quality increases in that program. Could
you elaborate on that, and are we continuing in that direction?

Mr. STACKLEY. Yes, sir. I'll start this answer and I'll turn it over
the back half to Admiral Hilarides, who is responsible for the Su-
pervisor of Shipbuilding.

The LPD-17 has remained very stable in terms of cost perform-
ance as we complete the last handful of ships. The last two ships
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delivered to the Navy, LPD-25 and 26, very high quality, very sta-
ble, predictable cost performance. In fact, LPD-26 delivered with-
out starred card deficiencies, where a starred card is the highest
level deficiency, and to achieve a zero starred card level at accept-
ance is extraordinary.

The additional challenge that we’ve been able to control is com-
pleting the class. So as we complete production, we’ve been able to
keep costs under control and not see a tail-up at the end of produc-
tion, which is fairly typical of any long-term production run. So sta-
ble, mature designs, fixed price contracts, close collaboration be-
tween the Navy and the shipbuilder to keep costs under control,
quality at delivery.

I think Admiral Hilarides, I'd like him to expand on the efforts
that NAVSEA with the Supervisor have put in place to ensure we
stay on top of the quality of ships.

Senator REED. Admiral.

Admiral HILARIDES. Yes, sir. Senator, as Secretary Stackley said,
the finish quality of the late LPD-17s has been as good as we've
seen across the shipbuilding portfolio. A lot of hard work by the
shipbuilder. My supervisor is fully integrated into that shipbuilding
team to go help them over the initial quality problems we had with
those ships, and are bringing to bear the engineering and contract
oversight resources to go make that program perform well, on cost,
as the quality has improved.

That quality performance, which has continued to improve across
the LPD-17 class, has actually begun to show on the LHA class as
well. America’s in-serve also very, very successful, fit and finish of
that ship extremely good and better than any of the previous ones
we've seen in the last 10 or 15 years. So the commitment of the
supervisor, working closely with the shipyard, has borne fruit and
quality performance is dramatically better.

Senator REED. May I ask you a related question. In our previous
hearings one of the areas of attention, particularly Admiral
McCoy’s attention, was increasing the skill and the ability of the
supervisor and his staff, SUPSHIPS, because they are literally your
people on the docks and in the construction areas. Can you talk
about, are we making continued progress to raise the quality and
the training and the effectiveness of the SUPSHIPS personnel?

Admiral HILARIDES. Yes, Senator. We had made a modest in-
crease in the size of that staff and that increase, although it was
slowed by the events, the hiring freeze and other things that oc-
curred in 2013, that supervisor is now approaching being fully
manned.

Our commitment to train the engineering resources, that is to
push the engineering decisions down to the waterfront, has borne
fruit. That requires that training that you talked about and the full
engagement of my technical staff in Washington with the technical
folks on the deckplate. That training program is going well. Still
plenty of work to do, but the teamwork that has been established,
the improvements in quality and the improvements in schedule ad-
herence are really showing that that investment has turned out
very well. Admiral McCoy is on the right track.

Senator REED. So just quickly, you're satisfied you have the suffi-
cient number of personnel and that they are adequately trained
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and they also have the cooperation and collaboration with the con-
tractors to get the job done?

Admiral HILARIDES. Yes, sir, I am.

Senator REED. Secretary——

Mr. STACKLEY. I'm going to just expand on that a bit.

Senator REED. Please.

Mr. STACKLEY. That’s been a long-term effort to get that work
force in place. All of our manpower accounts are under great pres-
sure right now. In all the budget deliberations in terms of the im-
pacts of budget drawdowns, we are having to hold our ground to
not go in reverse in terms of what we knew we had to do and did
to get the eyes on site at the supervisors of shipbuilding.

Senator REED. One of my impressions is that this, the value of
these individuals, wasn’t truly appreciated until we had the over-
runs and the inefficiencies and the problems, and then we recog-
nized we’ve got to have these people on the waterfront with the
ability and training. And the pressure between putting people on
the waterfront supervising contracts and putting people in the air
flying aircraft or undersea driving ships is acute when they're
building; is that fair?

Admiral HILARIDES. That’s very fair, sir.

Senator REED. Quickly, the Ohio-class replacement. There is an
implication from the fallout of both sequestration and the Budget
Control Act on the National Nuclear Security Administration,
which plays a role in the development of the nuclear power plant.
There’s the suggestion that there could be as much as a six-month
delay because of issues involving the nuclear power plant. Can you
provide us any insights into this potential delay, any way we can
resolve it, and does this require attention—it does require attention
of the Navy, but also from the NNSA?

Mr. STACKLEY. Yes, sir. The total shortfall that we are struggling
with right now is about $150 million associated with NNSA. The
six-month impact—that’s Admiral Richardson’s assessment in
terms of what that shortfall as it hits his requirements for develop-
ment the reactor plant for the Ohio replacement, that’s up front.
And a six-month delay up front you cannot recover downstream.

So we're trying to draw the line here on this issue, working with
NNSA, making Congress aware. Inside the Pentagon, it’s got the
high-level attention from the Nuclear Council inside of DOD. But
we don’t have a solution today. So today we’re staring at this com-
ing our way. We do not have a solution. Our ability to try to miti-
gate that 6-month potential impact if the funding doesn’t arrive is
going to be very limited, and what that places at risk is the follow-
on schedule for the Ohio replacement.

Frankly, we’re sitting here in 2014 deliberating on the 2015
budget for a boat that is required to be on patrol in 2031. This is
simply the first stage of what will be a year upon year effort to try
to keep that program’s funding whole.

Senator REED. And this is a key factor in keeping the cost of the
program well within the envelope you've laid out?

Mr. STACKLEY. Yes, sir.

Senator REED. Thank you very much.

Senator McCain.

Senator McCAIN. Thank you, Mr. Chairman.
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I thank the witnesses. Secretary Stackley, the cost of the Gerald
R. Ford was $12 billion, is that correct?

Mr. STACKLEY. Actually, sir, the cost cap and the budget and the
estimate at completion are all $12.8 billion.

Senator McCAIN. 12.8. And that's—is that a $2.8 billion cost
overrun?

Mr. STACKLEY. The cost cap that was established in 2006 for the
Gerald R. Ford was $10.5 billion in 2006 dollars.

Senator McCAIN. So it’s a $2.3 billion cost overrun?

Mr. STACKLEY. Yes, sir.

Senator McCAIN. Have we ever figured out what caused all of
that?

Mr. STACKLEY. Yes, sir, we can give you a very detailed break-
down, starting——

Senator MCCAIN. Maybe for the record you could provide us with
a readout as to what caused that.

[The information referred to follows:]

[SUBCOMMITTEE INSERT]

CSlle;?lator McCAIN. Now, what’s going to be the cost of the Ken-
nedy?

Mr. STACKLEY. The Kennedy’s budget and cost cap are set at
$11.498 billion.

Senator MCCAIN. Are we going to make that number?

Mr. STACKLEY. Yes, sir. We are totally committed to doing better
than that number.

Senator MCCAIN. And the Enterprise?

Mr. STACKLEY. The Enterprise, she’s not—she’s just starting to
show in the budget, so right now all we have is the cost cap associ-
ated with the Enterprise, which is equal to the John F. Kennedy’s
plus inflation.

Senator McCAIN. I'd appreciate very much in writing exactly
what took place that caused this horrendous overrun

Mr. STACKLEY. We'll give you a detailed breakout, Senator.

Senator MCCAIN.—of the Gerald R. Ford. We just can’t have
that. It’s not acceptable. Also, how, when it’s the only game in
town, how we are able to keep costs under control when there is
clearly no competition nor any prospect of it.

The General Accountability Office—Secretary Stackley, are you
familiar with the GAO report released yesterday or just recently?
The title of it is “Additional Testing and Improved Weight Manage-
ment Needed Prior to Further Investments.” According to the GAO:
“Several Seventh Fleet officials told us they thought the LCS in
general might be better suited to operations in the smaller Persian
Gulf. The Pacific Commander, Admiral Locklear, said that the LCS
is only ’partially effective’ in fulfilling his operational require-
ments.”

Have you seen that GAO report?

Mr. STACKLEY. Yes, I have, sir.

Senator McCAIN. Have you had a chance to examine it and have
a response to it?

Mr. STACKLEY. Yes, sir. I've gone through it in fairly good detail
and each issue that they've brought up we’ve gotten down to the
base of to determine is it correct, is it incomplete information
they’re working with, is it an issue that we’re already working on.
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In specific, you mentioned two items in particular. Referring to
Seventh Fleet officials and whether the LCS is better suited to the
Gulf or to the Pacific, I can’t trace that down because I don’t know
who the Seventh Fleet officials were. My dialogue has been with
COMNAVSURFOR in terms of the Commander, Naval Surface
Forces, in terms of the LCS and its applicability to all regions
where it should be called upon to operate in, and there has been
no reluctance, no concern in that regard.

Now, that said——

Senator MCCAIN. Could I just interrupt——

Mr. STACKLEY. Yes, sir.

Senator MCCAIN.—if you don’t mind. Admiral Locklear told the
committee that the LCS is only partially effective in fulfilling his
operational requirements. So that wasn’t an anonymous official.

Mr. STACKLEY. In terms of Admiral Locklear’s testimony, I
watched and reviewed that and, frankly, his comments I will say
are very similar to Commander, U.S. Fleet Forces Command. When
they look at our naval force structure and they consider the fact
that we are below 300 ships today, they are concerned with the bal-
ance between small surface combatants, large surface combatants,
and submarines. They have not addressed a shortfall in terms of
the LCS requirements. Their concern has been with the overall
force structure.

Senator MCCAIN. Why do you think, then, that the Secretary of
D(ejfse;lse directed the Secretary of the Navy to reduce the buy of
LCS?

Mr. STACKLEY. The specific direction that we got was to not put
any additional ships on contract beyond 32 until we have com-
pleted a study to take a look at increasing the lethality of our small
surface combatants and basically return with the results of testing
on the program. We’ve been directed to look at three different al-
ternatives: new ship design, existing alternative ships, and poten-
tially modifying the LCS.

Senator MCCAIN. Modifying the LCS, after 12 years.

By the way, I read the Secretary of Defense’s full statement. I
think you left out a couple of phrases in there. Maybe my staff has
his full statement, but he said a lot more than that in ordering the
reduction in the acquisition, the numbers acquisition.

The GAO report basically says we haven’t got the mission mod-
ules completed and a couple of them won’t be done for several
years; is that correct?

Mr. STACKLEY. We have three mission packages that are in test-
ing right now. The surface warfare mission package, the first incre-
ment completes her testing this month and it’s in very solid shape.
The second mission package is mine countermeasures mission
package, which starts her developmental testing this year, going
into operational testing next year. The elements of the mine coun-
termeasure mission——

Senator MCCAIN. Operational that next year——

Mr. STACKLEY. Yes, sir.

Senator McCain:—with completion of that testing when?

Mr. STACKLEY. August 2015.

So the individual elements of the mine

Senator MCCAIN. And the third?
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Mr. STACKLEY. I'm sorry. The third mission package is the anti-
submarine warfare mission package, which goes into operational
testing in June 2016.

Senator MCCAIN. To be completed?

Mr. STACKLEY. It’s about a 1-month period for operational test-
ing. So it would be the summer of 2016.

Senator MCCAIN. It was I believe 2002 when we embarked on the
effort to acquire a Littoral Combat Ship?

Mr. STACKLEY. 2005 is when the first two ships were awarded.
2002 (\ivould have been when the design and developments were
started.

Senator McCAIN. I see, so now we’re looking at 2016 or 2017 by
the time the ship is operationally capable?

Mr. STACKLEY. The first ships are going to be deploying with the
surface warfare mission package. The Freedom went with the sur-
face warfare mission package. Fort Worth deploys later this year
with a surface warfare mission package. Frankly, I will tell you
that the priority is placed on the mine countermeasures mission
package because that’s where we have the greatest warfighting ca-
pability gap, and so we’re doing everything we can to ensure that
that operational testing stays on track.

Senator MCCAIN. Well, again, Secretary, I appreciate your testi-
mony, but I would like to quote you what the Secretary of Defense
said: “The LCS was designed to perform certain missions, such as
minesweeping and antisubmarine warfare, in a relatively permis-
sive environment. But we need to closely examine whether the LCS
has the independent protection and firepower to operate and sur-
vive against a more advanced military adversary and emerging
new technologies, especially in the Asia Pacific.”

I think that puts a little bit different slant on, frankly, on why
the Secretary decided to reduce the buy of the LCS, because we
still don’t know if it is capable in a nonpermissive environment, rel-
atively permissive environment. That’s what the Secretary of De-
fense says.

So I think your answer, frankly, was a little incomplete to my
question.

Mr. STACKLEY. Can I provide a more complete response, sir?

Senator MCCAIN. Please.

Mr. STACKLEY. Yes, sir. The LCS is designed to what’s referred
to as level 1 survivability, and it has a self-defense capability that
gives it the ability to defend against certain air threats. The Sec-
retary of Defense’s concern is that when you look at the increasing
threat environment in the Pacific, we need to take a look at raising
that level of lethality on that platform. That’s exactly what we're
going about doing.

Senator MCCAIN. Again, I say with respect, he says “We must di-
rect future shipbuilding resources toward platforms that can oper-
ate in every region and along the full spectrum of conflict”—again
bringing into question whether the LCS is capable of performing all
of those missions.

But my time has long expired. I thank you, Mr. Chairman.

Senator REED. Thank you, Senator McCain.

We have a vote pending now. We’re more than halfway through
it. There’s two basic options, a short recess where we all vote or
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I could recognize Senator King and then Senator Sessions could fol-
low. Do you have any preference? Senator King?

Senator KING. I suggest we have a brief recess and we all go.

Senator REED. A recess and then we will—with the wisdom of
the panel, we will recess briefly and return, and ask you gentlemen
to stay. The committee stands in recess until the call of the Chair.

[Recess from 3:08 p.m. to 3:22 p.m.]

Senator REED. I'd like to call the hearing to order again and rec-
ognize Senator Wicker. Senator Wicker.

Senator WICKER. Thank you, Mr. Chairman.

Secretary Stackley, let me ask you about the LPD-26. The sub-
committee has had numerous hearings in the past on the perform-
ance and quality of ships entering our Navy fleet. As the USS John
P. Murtha nears completion and delivery, what is your assessment
today of the quality and performance of the LPD-17 class ship?

Mr. STACKLEY. Yes, sir. Thanks for the question. It’s consistent
with my earlier response with Senator Reed that the quality on the
LPD’s has steadily improved to the point that the recently deliv-
ered ships are of the highest quality. The focus right now is push-
ing that quality control upstream in the process, because the deliv-
ered quality is good, the practices are there; the more we can push
that upstream the better the cost will improve along with that.

Senator WICKER. Well, that’s good to hear.

Let me then ask you about requirements. Are you aware of the
letter regarding amphibious ship shortfalls that was signed by a
group of 20 retired Marine Corps generals, including former Com-
mandant General Conway and former Commander of the Central
Command General Mattis?

Mr. STACKLEY. Yes, sir, I am.

Senator WICKER. Consistent with that letter from our retired Ma-
rine Corps generals, General Amos, Commandant Amos, and Admi-
ral Greenert testified last month that they would need 50-plus am-
phibious ships to meet the current needs of the combatant com-
manders. Now, the LPD-17 program was originally planned for 12
warships, but was reduced to 11 vessels due to budget constraints.

Do we need that twelfth LPD to support your mission?

Mr. STACKLEY. Let me walk you through this, sir. The total lift
requirement for the amphibious force is a total of 38 amphibs.
About four years ago the CNO and Commandant agreed that they
would accept a shortfall to the 38 amphibs, based on budget con-
straints, and the risk that’s associated with it, and that we would
build to a 33-ship amphibious force, 11 big decks, 11 LPD-17s, and
11 LSD—41/49 or their replacement.

So call it the unconstrained requirement for two marine expedi-
tionary brigade lift is 38 ships. The budget-constrained require-
ment 1s 33. Today we're at 30, and we get back up to 33 total in
about the 2018 timeframe, although we don’t get to the mix of 11—
11-11 until 2024.

Senator WICKER. Okay. And so what risk are we accepting based
on those numbers?

Mr. STACKLEY. The risk between the 38 and the 33-ship number,
what that means is that in a major combat operation that’s involv-
ing the amphibious force some amount of its gear—and it would be
prioritized—would have to be delivered in a follow-on echelon. It
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would not be there with the immediate assault force. So that would
become a matter of prioritizing which gear is in the assault echelon
and which gear comes behind in the follow-on echelon.

Senator WICKER. And how serious is that?

Mr. STACKLEY. I can’t speak for the Commandant. I would say
that it if was very serious he wouldn’t have agreed to the 33-ship
substitute for the 38-ship requirement. It’s of concern, but the
Commandant would not have signed up for something that he
couldn’t ultimately accept. I think it was a matter of just recog-
nizing where we are with the budget and drawing a hard line so
that it doesn’t continue to erode regarding the total amphibious
force.

Senator WICKER. What do you say to these 20 distinguished Ma-
rine Corps generals who signed the letter concerning the amphib-
ious ship shortfalls?

Mr. STACKLEY. Sir, I have to point towards a letter that was co-
signed by the Commandant and the CNO in terms of the require-
ment that’s handed to the Department to fulfil. So we have a long-
standing requirement for a total Marine Corps lift. We’re short on
that. The Commandant and the CNO agreed to a lesser number
with acceptable risk. We're building to that.

I'll go back to the comments that the CNO and the Commandant
both made: We need more ships. The CNO’s comment about a 450-
ship force, that would be the total number of ships to answer all
the demands by the combatant commanders. The notion of a 50-
ship amphibious ship force, I think that’s less about the require-
ment to support major combat operations and it’s more in recogni-
tion of the fact that the versatility of those amphibs makes them
a workhorse in the fleet. So there’s always going to be high demand
for that type of capability.

Senator WICKER. Thank you.

Thank you, Mr. Chairman.

Senator REED. Thank you, Senator Wicker.

I will take my second round now until my colleagues rejoin us.

Admiral Mulloy—and this was alluded to in Senator McCain’s
comments—for years the goal in ship size for the fleet, 313 ships,
last year adjusted down to 306 ships. This year the Navy has
changed the definition of a “ship” which will be included in the
goal. So can you briefly describe what you’re counting, what you're
not counting, and how does this affect the 306-ship goal?

Admiral MULLOY. Yes, sir. Really there are 2 separate items
here, is that the 306 goal is based upon what’s called a force struc-
ture assessment, which is actually made of 9 separate parts, which
we total to 906. That requires when we do a study on that, and I’ll
talk about it in a minute, it is 11 aircraft carriers, 48 fast attack
submarines, 88 large combatants, 52 small combatants, and you
work your way down to auxiliaries.

That total is 306, but it’s actually nine separate adds of types of
ships. That is done by analysis of what was the build and then
they actually take what’s called the global employment of the force,
joint force states, and COCOM demands. We actually go visit the
combatant commanders and ask them what ships for the various
missions. You have COM plans, you have theater security coopera-
tion plans, you have low-intensity conflict, a wide variety of items.
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After you get that combatant commanders, you go back, pull that
together, and that then becomes that force structure assessment.

The ship counting rules were merely a change, a change to look
at what do we have now and what are they fulfilling. We don’t
have 52 small surface combatants. We are building the Littoral
Combat Ship for that. What we have now are minesweepers, many
of them in the Middle East. We have put 10 patrol combatant
ships, PCs, in the Middle East, 10 of the 13.

So the effort was we have ships that—historically it was if you
couldn’t what we call self-deploy, you had to be lifted on a ship
there, if you're in the United States of America you didn’t count;
when you were forward you did. So that’s why the minesweepers
counted, but the PC’s were left off that calculus.

So we went back and said: Okay, 3 minesweepers in San Diego
don’t count, but the 10 PC’s forward do. So we said those are not
equivalents to, they don’t affect the 52 count, they’re all going to
decommission by 2020, which the 306 was a 2020 number.

The other ones that were added was the high-speed ferry that we
have purchased from MARAD and we’re going out with to be able
to move Marines around the Pacific. It completes a theater security
cooperation goal, not a warfighting goal, and the two hospital
ships.

The CNO and SECNAV met and said, the hospital ships have a
wartime mission, they're rated, they’re on what’s called the time-
phased deployment plan, TPDP, they should flow to support com-
bat, but they also deploy routinely now each year to support mis-
sions around the world, once again under the defense strategy.

So it was made up of counting deployed ships that don’t deploy,
so you have the MCMs and the PCs, you have the hospital ships,
and you have the one ferry, and that made up the new counting
rules. We looked at changing the counting rules last year. It’s a
SECNAYV instruction. It was merely to allocate. But it really has
nothing to do with the 306.

Senator REED. Well, thank you, but I must say that when you
count deployed ships that don’t deploy you get into something; you
have to really work your mind around to appreciate that. Also,
when you mentioned accounting it opens up a vast array of com-
plex rules that sometimes reflect reality.

I appreciate your answer, but I think we’re going to continue to
draw some attention to these issues. Thank you very much.

Secretary Stackley, going back to the LCS, it is a block buy. You
have favorable pricing fiscal year 2011 through 2015 based upon
two ships from each yard. Yet, as I see the budget only three ships
are going to be acquired this year in your proposed budget. How
do you do that and still get the affordable pricing?

Mr. STACKLEY. Yes, sir. Losing the last ship of the block buy in
2015 and moving it into 2016 was another one of the casualties of
the drop in the budget. What we are going to do—we have not en-
gaged industry yet—is we're going to sit down with the two ship-
builders associated with the LCS program and we’re going to look
at production schedules, the vendor base, and performance on the
program, and effectively look to extend the pricing, the pricing vali-
dation date for that last ship, between the two shipbuilders.
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In terms of what we anticipate as impact, I see zero impact in
the shipyard based on the production schedules. The concern is re-
garding the vendor base. So we have to take a hard look at the se-
quence in which they’re ordering material for that last ship and try
to ensure that we don’t incur—there will be some cost impact. This
isn’t going to go to zero. But to minimize any cost impact associ-
ated with delays to ordering material.

Senator REED. Thank you.

Let me ask a final question for the record, and that is that—
we've talked about specific shipbuilding programs, the carrier pro-
gram, the LCS program. For the record, could you give us sort of
a status report on all the shipbuilding, major shipbuilding pro-
grams, in terms of how well they’re performing, in terms of both
cost and quality and delivery time, which I think are the three key
variables? If you can think of more helpful information, please in-
clude that also. But that’s something I think would be terribly use-
ful to the committee as we go forward, sort of a status report.

Mr. STACKLEY. Yes, sir. I'll watch my time on this. I'm just going
to start at the top of the list and work my way—

Senator REED. No, no. If you want to take this for the record.

Mr. STACKLEY. Oh, okay.

Senator REED. Because I——

Mr. STACKLEY. Why don’t I send a letter to the committee just
giving you a walk-through.

Senator REED. Exactly.

Mr. STACKLEY. Yes, sir.

Senator REED. And you can spend the time. You can have con-
sistent measures program by program, so that you can give us sort
of red, yellow—green, yellow, red. We’ve got green programs, we've
got yellow programs, and we've got some red ones. We want to
know what the red ones are and the green ones.

Mr. STACKLEY. Yes, sir.

Senator REED. And everybody can’t be yellow.

[The information referred to follows:]

[SUBCOMMITTEE INSERT]

Mr. STACKLEY. We've got some green ones, sir.

Senator REED. Senator Sessions.

Senator SESSIONS. Thank you, Mr. Chairman. Thank you for the
leadership of this committee and the leadership you’re providing in
the Senate. You do a great job and it’s an honor to work with you.

Senator McCain made some criticisms and analyzed areas of con-
cern that he had with the Littoral Combat Ship. Let me ask you
a few questions. Secretary Hagel’s decision basically affirmed the
production of 32 ships, and then he said we’ve got to have an eval-
uation after that. The program will stop, which I wish he hadn’t
said, but he said it will stop, but there would be an evaluation after
that as to where we would go and whether or not this ship is prov-
ing itself and what capabilities could be added to it or whether we
needed a new ship, something of that.

Wasn’t that the essence of what Secretary Hagel said?

Mr. STACKLEY. Sir, the only thing I have to work with here is
the memo that he signed out to the Secretary of the Navy, which
did not say that the program will stop. He said the program will
not contract beyond 32 ships.
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Senator SESSIONS. You're correct, that’s right.

Mr. STACKLEY. And conduct a study, small surface combatant
study, to inform the 2016 budget, budget build, and to look at a
new design and an existing alternative design or a modified LCS
to address his concerns regarding lethality and survivability of our
small surface combatants.

Senator SESSIONS. Well, that Rear Admiral Thomas Rowden, Di-
rector of Naval Surface Warfare, said recently: “Today LCS is the
most cost effective solution to address the enduring littoral capa-
bility gaps. We remain under the congressionally-mandated cost
cap.”

We have a chart. I'll just show it to you. But let’s follow this and
examine the cost. This represents our analysis, really CRS, Mr.
Ron O’Rourke’s, numbers on the ship. These are fiscal year 2014
numbers, which make fiscal year 2005, the first year, look worse
than it was. That’s more money than we actually spent at the time.
But it’s gone from 650 to 750 and then commenced a downward
trend since that time.

It seems to me, having been in the shipyard in Alabama, that
this ship, it almost looks like an automobile plant in the sense that
the ship moves through in one of the most modern, maybe the most
modern, shipyard in the world. By the time it hits the water, it’s
completely outfitted, with little work needing to be done while the
ship’s out on the water. And the costs continue to fall.

Would you explain to us how you see the production capability
and comment on the fact that at 32 ships it seems to me that the
cost would be about as low as we would ever see it and the errors
should be all worked out of the system by then and we are really
receiving a very fine ship with little error and at the lowest pos-
sible price.

Mr. STACKLEY. Yes, sir. Well, the key factors were, first, design
stability. You see all the costs on the front end of the program.
That was largely attributed to the fact that there were significant
design changes on each lead ship right out of the blocks, driven by
our demand for increased survivability. We changed the specifica-
tions to increase the survivability of the LCS class right about the
time that we awarded those first ships.

Senator SESSIONS. Mr. Chairman, Secretary Stackley, as I recall
the initial estimate was about $290 million or something a ship,
the base ship, almost as a commercial ship.

Mr. STACKLEY. Yes, sir.

Senator SESSIONS. And then when the Navy added to that it
went up to about 350. It went up from there. But is that the kind
of thing you have to work your way through every time you start
a new class of ships?

Mr. STACKLEY. That’s the kind of thing we did work our way
through here. A change to the requirement—effectively, a change
to the design and the specifications at the same time we started
construction on the lead ships, which by itself has significant chal-
lenges, and that drove the cost on the first of class.

We locked down the requirements. We stabilized the design. At
the same time, both shipbuilders invested heavily in their facilities.
Then we provided through the block buy a long period of stable
procurement, so then they could also work with their vendor base
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and then come up with a hiring plan to provide the skilled work-
force that they need, so that you can see the type of learning and
cost improvement that you've got on your curve there right now.

Senator SESSIONS. Now, what is the congressional cost cap? Con-
gress when the price was high put a cost cap on it. Do you remem-
ber W};en that was? And what is the cost cap, and are you under
it now?

Mr. STACKLEY. I think the cost cap was set in, the current cost
cap, in 2010. I don’t even look at that cost cap any more because
we're nowhere near it. We're nowhere near it. The cost cap was set
in 2010 with an allowance to account for escalation, and what’s
happened is our costs have been going down while the cost cap
would incrementally increase associated with inflation. It’s not
even a factor in terms of our decisionmaking.

Senator SESSIONS. You don’t look at it because you’re so far
below it?

Mr. STACKLEY. Exactly.

Senator SESSIONS. Would altering this production rate, could
that have costs for the Navy if the assembly line is broken or there
are significant delays?

Mr. STACKLEY. That statement is true of all of our shipbuilders
right now. We have several programs that are in stable production
flow and they are all at risk of reduced production quantities,
which will have a cost impact. So in the case of LCS the ship-
builders basically tuned their facilities to about a two ship per year
rate. And as you can see, in the Future Years Defense Plan that
drops down to about a two to three ship per year. When you split
it out over the builders, it’s about a one and a half ship per year
rate.

So that reduced rate is going to have some cost impact when we
look at future contracts.

Senator SESSIONS. I believe the Navy had stated that the ship for
survivability purposes meets or exceeds the same standards in
those elements of survivability and recovery for the frigate. I be-
lieve the frigate has about 215 sailors to operate that ship, is that
right, Admiral?

Admiral HILARIDES. Yes, sir.

Senator SESSIONS. And that this ship would come in at 50, 60 or
so sailors to operate this highly modern ship. But is its surviv-
ability, Admiral, consistent with the frigate’s survivability?

Admiral HILARIDES. I'll go ahead. I think the CNO covered in his
testimony very well that the elements of survivability include sus-
ceptibility, that is how easy it is to hit the ship, vulnerability, its
self-defense capabilities, and then the recoverability part, which is
what a lot of people think of as survivability. The recoverability of
the ship with an aluminum hull and thinner skin is almost by defi-
nition slightly less. But the modularity and the ability to go modify
the mission package to bring susceptibility down dependent upon
the threat scenario balances out, and I would say that, yes, it is
of a roughly equal survivability to the frigate.

Senator SESSIONS. My time is up. I would just add for the record
that Congress asked the Navy and the Navy is seeking and has
sought to develop a faster, more cost-effective ship utilizing smaller
crews and less fuel, with a lot of flexibility and a substantial mis-
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sion bay and capabilities that we may not even know today a ship
like that may need to have in the future.

This ship, the bugs are coming out of it, the cost is dropping, and
we're below what the cost cap said significantly. And the Navy re-
mains committed to it. It’s a joint requirement of 52 ships, fully ap-
proved through the normal, tough combatting competitive system
of the Navy.

So I guess I would say, you gentlemen, youre going to be chal-
lenged. Senator McCain is going to challenge you, as you know he
will, and we all should. And I respect that. But I do think this is
an extraordinary ship, very cost-effective, and I believe it has capa-
bilities we may not even know we need now, that we will have in
the future.

Thank you.

Senator REED. Senator, I've had two rounds. If you'd like to ask
additional questions that you have, it’s completely appropriate. We
are waiting, I think, on some of our colleagues who are returning.
I have a couple other comments I could make, but if you have addi-
tional questions, please, take this time.

Senator SESSIONS. With regard to deployment of the ship, it
would normally be deployed with another, other ships, who may
have—as an aircraft carrier is vulnerable, they are deployed with
other ships and other air cover and protection. In hostile zones,
wouldn’t this ship also be deployed in concert with other ships that
would help provide protection?

Mr. STACKLEY. Absolutely, sir. In my opening remarks I said we
were looking at three things: requirements, capabilities, and con-
cepts of operations. Under all circumstances, the Littoral Combat
Ship, like most of our fleet, will be operating as part of a larger
group. While the Littoral Combat Ship is designed for its own self-
protection, it does rely upon Aegis destroyers and cruisers to pro-
vide the larger air cover over the theater area.

We are not inclined to send ships in alone and unafraid in a hos-
tile environment. So whether it’s an LCS or other ships of the bat-
tle group, we operate as a force, and that concept of operations is
an important part of what Admiral Hilarides was referring to when
he described the CNO’s characterization of survivability.

So when you think about the ships that the LCS is replacing,
mine countermeasures ships, patrol craft, the current FFG-7 class,
the LCS has a far more robust degree of survivability and self-de-
fense than those ships. The mine countermeasures ship today has
zero self-defense, zero. So when you think about a mine counter-
measures mission being performed by a Littoral Combat Ship, she
is far, far more survivable than the ships she is replacing.

Senator SESSIONS. Thank you.

I guess TI'll just comment and may ask for the record. Mr.
Stackley, I respect you and I think all of us on the committee do.
I think the Nation should be thankful for having you at this very
tough job that you have. And the Navy will be facing some tough
choices. We just went through the military, the Army’s, downsizing
of its members. Over 100,000 they’re talking about, well over
100,000.

I'm having a little difficulty understanding. People talk about the
sequester. Well, we’ve already hit the bottom of the cuts. The budg-
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et’s supposed to be flat the next couple of years and then grow at
2.5 percent a year for the next six years, I believe, or seven, which
is about $13 billion a year for the defense budget increases.

It seems to me you have a difficult time right now with flat budg-
ets and you still haven’t fully achieved the savings. Steps you take
now to save money may only save money several years out in the
future.

So it seems to me your budget situation would be better five
years from now if nothing changes than it is right now, instead of
worse.

Mr. STACKLEY. Actually, sir, as you're aware, the budget that we
submitted across the Future Years Defense Plan is about $115 bil-
lion above BCA levels.

Senator SESSIONS. Well, that’s your submission. The law of the
United States of America is the Budget Control Act, as modified by
Ryan-Murray, which helped this year and next year some.

Mr. STACKLEY. Yes, sir. The BBA, the Bipartisan Budget Act, is
above what the BCA would have placed us at. When we looked at
if we dropped back down to the BCA levels through the fiscal
yearDP and we look at what that does to our ability to provide for
the Nation’s security, we determined that that’s not adequate.
Therefore we laid in a budget, constrained as best as we could, as
close to the BCA level as we could, but it’s $115 billion above that,
and that defines what we believe to be the budget necessary to op-
erate, maintain, support, and recapitalize the force to meet the na-
tional defense strategy.

Senator SESSIONS. Well, the Budget Control Act reduced the
growth of spending from a growth of $10 trillion to a growth of $8
trillion over 10 years. Now, I just had in my office the Legal Serv-
ices Corporation, the National Institutes of Health, both of which
feel they can’t sustain our budget either. So we’re going to have to
challenge you to do the best you can, and I think—I will just say
this. If we have to find money, we’re going to have to find more
money for the Defense Department. It’s a core function of govern-
ment.

But don’t think this is going to be easy to achieve, because when
Congress makes a commitment to limit its spending, it needs to
stay there.

Mr. STACKLEY. Yes, sir. Sir, there’s absolutely no complacency.
One of the things that we are doing our best at 1s trying to inform
Congress as best as possible what the difference is between the
budget we’ve submitted and what would happen if we dropped
down to the BCA levels and what impact that has on our ability
to provide for the Nation’s defense.

Senator SESSIONS. I look forward to working with you on that.

Thank you, Mr. Chairman.

Senator REED. Thank you, Senator Sessions.

Before I recognize Senator King, Mr. Secretary, you made ref-
erence to a memo or a letter from Secretary Hagel with respect to
LCS. Could we have a copy for the record? That would help us, if
that’s possible.

Mr. STACKLEY. I will do my best. I'll go back to the system and
get it to you.

[The information referred to follows:]
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Senator REED. Thank you very much.

Senator King, please.

Senator KING. Gentlemen, thank you very much for joining us.
I'm looking forward to welcoming Secretary Stackley and Admiral
to Maine on Saturday for the commissioning of the Zumuwalt.

Secretary Stackley, at the posture hearing last month Admiral
Greenert showed us this chart, which I'm sure you’re familiar with,
which indicates that if the sequester returns in 2016 as it’s cur-
rently scheduled to do, basically there would be three less DDGs,
four less support ships, the George Washington would be retired
with a carrier air wing.

I guess I have a specific question. If the sequester returns in
2016, does that affect the 10-ship DDG contract that was just final-
ized?

Mr. STACKLEY. Sir, let me say everything is hypothetical, correct?

Senator KING. Right.

Mr. STACKLEY. What the CNO provided in that chart is, early on
in the process in the build of the 2015 budget—and I mentioned
the strategic choices management review, and we looked at going
down to the BCA levels. That chart reflects one of the standing sce-
narios that we looked at if we had to stay at the BCA. Did that
scenario make its way through the budget process where we had
all the debate that needs to take place, and we racked and stacked
and visited priorities and things of that nature? No. But is that a
potential outcome? Yes.

With regards to the specific question of if we go down to the BCA
levels will that impact the 10-ship multi-year?

Senator KING. In 2016.

Mr. STACKLEY. Yes, sir, and I'm going to—that’s an unanswer-
able question right now, except for I will tell you that shipbuilding
is a top priority for the Secretary of the Navy. The DDG-51 is an
extremely strong-performing program, and when it comes time to
making those decisions if we have to budget at the BCA level,
those two factors are going to weigh very heavily in that decision.

Senator KING. Thank you. I appreciate that. I assume that’s as
far as you can go, given the knowledge of the situation.

Mr. STACKLEY. Anything beyond that would just be projecting de-
cisions that haven’t been made.

Senator KING. Another question involving destroyers. Does the
President’s budget request and the 5-year plan provide for the
funding of all three of the DDG-1000s?

Mr. STACKLEY. Yes, sir. The DDG-1000s were previously appro-
priated. There’s additional funding in the budget request. It’s tied
to, when the program was truncated that drove costs up in the pro-
gram and so there was a cost to completion line that was laid in.
So we request the funding in the year of need and that’s what you
see in the budget.

Senator KING. But that’s part of the—but that budget request is
the one that exceeds the caps in the out years, 2016, starting in
2016. The budget request as I understand it, the President’s budget
request, is for more money than is within the current sequester
plus caps.
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Mr. STACKLEY. Yes, sir. So in the Future Years Defense Plan
2016 and out, the total budget request is above the BCA level, yes,
sir. That does not infer that the DDG-1000 funding that’s laid out
in those years is above the BCA level.

Senator KING. Let me ask a more general question about the
shipbuilding industrial base. What’s your assessment of the overall
health of the shipbuilding industrial base? Where are the risks,
and not only of the major shipbuilders, of course which I have an
interest in, but also the supply chain?

Mr. STACKLEY. I'm very concerned with it. All testimony, DON
posture hearings, has been to the effect of we don’t have enough
ships, the budget is putting pressure on our shipbuilding account.
You look at the industrial base today and I will tell you that half
of our shipyards are one contract away from going out of business.
So it’s extremely fragile.

Senator KING. And if that’s the case, by the way, that means
there are an awful lot of companies that most of us haven’t heard
of who may be one contract away from going out of business.

Mr. STACKLEY. Of the vendor base, we have great insight into the
health and welfare of the shipyards, the shipbuilders. It gets more
difficult the further away—the further you get away from that first
tier and delve down into the vendor base, yes, sir.

Senator KING. This is not only an economic concern. This is a na-
tional security concern, is it not?

Mr. STACKLEY. Absolutely. Without our strategic industrial base
we don’t have a Navy. So we have to be very mindful of the deci-
sions that we make in our formulation of our budget. There’s cur-
rent readiness and there’s future readiness. We need the industrial
base in both halves of that debate.

Senator KING. Turning to the Ohio replacement, which I under-
stand is a very high priority, I understand the Navy is analyzing
something called a joint cross-class block buy contract for the Ohio-
class and Virginia-class submarines. Can you explain what this
concept means and to what extent you think it could produce sav-
ings compared to doing separate contracts for the two classes?

Mr. STACKLEY. It’s very—it’s very preliminary to be talking about
how we buy the Ohio replacement, because that’s a 2021 boat. The
advanced procurement’s in 2019. We’re at the point in time on that
program where we have to start making decisions between the two
boat builders so they can start to invest in facilities that will be
needed to support the construction of the Ohio program.

So as we approach those decision points, we’re looking at the cur-
rent Virginia-class construction program, looking at existing facili-
ties. We're looking at where they currently have strengths in the
way they divide the construction of the Virginia’s, and that be-
i:)onrlles a baseline for determining how the Ohio replacement will be

uilt.

But we have made no decisions yet in that regard.

Senator KING. A broader question. If sequester returns without
any modification in 2016—and Senator Sessions is right that 2016
is essentially flat, based upon these two years, and then there are
increases built into the assumptions that go out into the out
years—can you reach your goal of a 306-ship Navy without some
relief from sequester, at least in 2016?
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Mr. STACKLEY. The reality is that it takes about on average four
to five years from when you put a ship under contract to when it’s
delivered. So there’s a lot of energy in the system right now. By
that I mean, I described we have 43 ships that are currently under
construction. So in the near years those ships will continue to de-
liver. We'll stay on our current plan for decommissionings. So you’ll
continue to see an increase in our ship count in the near years.

Sequestration is going to start to impact the 2020s, and that’s
where you're going to start to see significant dropoff in our ship
count in terms of the total force. That is compounded when you
overlay on top of that the funding requirements for the Ohio re-
placement plan.

Senator KING. So you get hit in the jaw in 2016, but you don’t
feel it until 20207

Mr. STACKLEY. Yes, sir.

Senator KING. Thank you. Thank you very much.

Thank you, gentlemen.

Senator REED. Thank you, Senator King.

Senator Kaine, please, in order of appearance, Senator Kaine.

Senator KAINE. Great. Thank you, Mr. Chairman, and thank you
all for your testimony.

Secretary Stackley, I want to talk to you about the opening com-
ments that you made about the carrier, because I'm just trying to
work through and make sure I understand this fully from having
now sat through a number of hearings about it.

From all the testimony I have heard from Secretary Hagel to
Secretary Mabus to others who have appeared before the com-
mittee, it seems like the following is all a consensus position: It is
the policy, desire, military policy, desire, of the White House and
the DOD to have 11 carriers at least. It is a statutory requirement
that we have an 11-carrier Navy. If we get sequester relief we are
committed to having an 11-carrier Navy. Those things have all
been said.

But in looking at the budget numbers, we were puzzled, and
there’s been a lot of questions on this committee about it, because
the budget if we grant sequester relief to the Department does not
clearly identify the funds for the carrier, even though the President
in his 2014 budget and Congress in our 2014 NDAA and appropria-
tions bill put about $245 million into the refueling of the George
Washington.

So I guess we're trying to get to the point of understanding what
exactly is the position of the Navy on this, particularly on the
budgetary side. Your opening testimony suggested we know that
it’s a requirement, we think it’s a good idea, we are proposing be-
cause of budgetary challenges to delay that refueling. Do I follow
you right?

Mr. STACKLEY. Let me clarify. We know it’s a requirement. It’s
more than a good idea. It is a hard-core requirement for 11 car-
riers. I described that when we started formulating this budget and
we looked at the results of the SCMR and we were planning
around BCA levels, we were looking at losing two to three carriers,
and we fought to getting that down to being minus one.

In the end, we ended up coming across with a budget that goes
above BCA levels. At that last stage, we didn’t try to shoehorn the
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carrier back in. There was also a fair degree of uncertainty over
whether or not ultimately we’d be seeing congressional support for
anything above BCA levels in the out years.

So what you have heard from Secretary Mabus and I believe also
from Secretary Hagel is a commitment that if we get—if we are
confident in budgets in 2016 and beyond being above the BCA
level, the carrier will be in there. And in fact we’re building our
POM with that guidance today.

I'll ask Admiral Mulloy if he wants to—

Senator KAINE. Please, Admiral.

Admiral MULLOY. Yes, sir. As we’re now working with OSD, they
are looking at the total Department of Defense assets and assum-
ing, as Mr. Stackley said, the DOD number was $115 billion over
the FYDP, the Navy is about 30-something billion of that. If that
115 appears for DOD and there’s Navy money, then we would go
back and rerack and stack. What those trades would be made be-
tween us and all the services is not done yet. But the commitment
was if the 115 is there in 2016, then the Navy would have the
funds and we would make the funds available to keep the carrier.

But once again, it comes back to being a balance of force. If I
get—if I go to the BCA level and I have 11 aircraft carriers, what
am I not going to have for support ships? What submarines won’t
I have? What airplanes will I not have to be flying off the aircraft
carrier? Those all are built in shorter time. So you have to have
a balance in what you do and that’s my primary focus.

Senator KAINE. Let me walk through the two forks in this deci-
sion path that we’re on. We give you a budget above the BCA level
or we don’t. So on the we give you the budget above the BCA
level—and I'm certainly going to do everything I can to suggest
that we should; I was glad that we were able to provide BCA relief
in fiscal year 2014 and 2015 as members of the Budget Committee.
That was a good thing and I want to do it for 2016 and out.

It sounds like, give us that relief—and you’re only asking for es-
sentially relief from about half the sequester. You would absorb the
other half over the entire length of the sequester. But the word to
us has been, give us a signal and give us a signal in an appropriate
time so that we can rerack and stack, as you say, and find a way
to meet the 11-carrier requirement.

The timing of the signal is potentially a challenge, because since
we did a two-year budget we're not likely to do another one until
March or April of calendar year 2015, which would be in the 2016
fiscal year—I'm sorry, that would be in the 2015 fiscal year. But
my understanding is, based on your own budget schedules, you're
going to be presenting material to the White House for their work
on 2015 and 2016 budgets by the fall. So we will likely not be send-
ing you a signal with a budget, a 2016 budget, until the spring.

So what kind of signal are you looking for and why isn’t the ac-
tion of Congress in putting $245 million into procurement for this
particular item in the fiscal year 2014 omnibus—that’s a pretty
good signal and we just did that about 2 months ago. What kind
of signal are you looking for to reshuffle to make sure that we are
providing for that eleventh carrier? 1

Mr. STACKLEY. I'm going to give you an inexact answer, sir, be-
cause—here are the tools that Congress has. One, we have public
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hearings. Two, you have the NDAA. And a third thing would be ac-
tion on the budget itself dealing with the BCA and other tools.

We are leaning forward. We are leaning forward in terms of
building our POM to put that carrier back in there. The signal, I
don’t know how clear a signal we'’re discussing here. But when the
budget is at OSD at the end of this year and we have the 2015
NDAA and the 2015 appropriations bill in our hands and all other
public record and discourse has taken place between the Depart-
ment and the Congress, then at the Secretary level I believe they
will determine whether or not we have the signal to send the car-
rier with the budget in 2016.

Senator KAINE. Let me ask one other thing about a signal. My
understanding is we have appropriated $245 million in fiscal year
2014 for the refueling, and the Navy’s order is to only use $63 mil-
lion of that this year and not use the remainder of the $245 mil-
lion; is that correct?

Mr. STACKLEY. That’s correct. So here’s where we are. 245, of
which the first phase of the refueling overhaul is a lot like the first
phase of a defueling activity.

Senator KAINE. Right. You need to spend the money regardless
of which path you’re going.

Mr. STACKLEY. Exactly. It’s planning, it’s opening them up, and
it’s starting to pull the fuel. So the $63 million is to support those
mutual activities. In the near term, hopefully we’ll be seeing de-
fense bill markups and that might be sufficient signal to go ahead
and start the work on the balance of the $245 million.

But I will tell you that, given where we are today, we’re not
going to recover the schedule back to the original start date of Sep-
tember 2016. We will probably be able to improve upon it as op-
posed to losing a full year if we go down that path. But we’re al-
ready eating into that schedule today.

So that would be a measured first step, but the ultimate, which
is the $7 billion associated with the carrier and the air wing and
manpower—that measured first step isn’t a leap into the balance
of the funding requirement for that RCOH.

Senator KAINE. And even if we don’t grant relief, additional relief
from the BCA, there still is an 11-carrier statutory requirement.

Mr. STACKLEY. There’s a law in place.

Senator KAINE. Yes.

Mr. STACKLEY. Yes, sir.

Senator KAINE. All right, thank you.

Thank you, Mr. Chairman.

Senator REED. Thank you, Senator Kaine.

Senator Blumenthal, please.

Senator BLUMENTHAL. Thanks, Mr. Chairman, and thanks for
holding this hearing. Thank you for being here and for your service
to our Nation.

Mr. Secretary, I understood from your earlier testimony that the
Ohio-class program has about a $150 million gap on the nuclear re-
actor development and that that funding is going to be sought from
alternative sources, specifically the Department of Energy. Can you
expand a little bit on that?

Mr. STACKLEY. Let me clarify. For our nuclear programs, the
Navy has the responsibility for the boat, the weapons systems, and



26

propulsion plant. But the NNSA under the DOE has responsibil-
ities associated with the reactor plant itself. Just like the Depart-
ment of Defense, they have—they’re dealing with their budget
shortfalls, and they’ve allocated I believe the number is about $150
million towards their efforts in support of the Ohio replacement.
That does have a direct impact on our schedules near-term, long-
term.

Between the Department of Defense, DOE, and, frankly, the Con-
gress because we're bringing this to you, we have to resolve this
shortfall or we are losing schedule on the program.

Senator BLUMENTHAL. To be precise, the shortfall is $150 mil-
lion?

Mr. STACKLEY. Let me get back to you.

Joe, do you know?

Admiral MULLOY. Sir, the $150 million is across a number of pro-
grams, and we’ll get the exact specifics. One part of it involves the
reactor core itself for the Ohio replacement. The other components
Naval Reactors was able to protect because it was a general 151.
There are some other areas in nuclear training and other areas
that don’t directly affect the Navy.

But we'll get you a breakdown via Naval Reactors. But there is
a component that directly affects the core development for the Ohio
replacement and I don’t remember the number, but it’s not the 150.
It’'s somewhere in the $20 to $50 million range that affects the
Ohio replacement.

[The information referred to follows:]

[SUBCOMMITTEE INSERT]

Senator BLUMENTHAL. So forgive me for seeming overly sim-
plistic. That seems like a drop in the bucket compared to the over-
all commitment to the entire program.

Admiral MULLOY. Yes, sir, but once again it comes back to being
this is in his Department of Energy budget, not the Navy side. So
there’s three lines of operation in the Navy side—propulsion plant,
missile compartment, total submarine. Naval Reactors and
NAVSEA work on the propulsion plant, but when it comes to the
actual reactor core design that’s under the Department of Energy
hat that Naval Reactors has. So it is under their budget. So it was
not even the Defense Committee provided this mark. It is on the—
I think it’s the Energy and Water, Energy-Water Subcommittee
mark against DOE and NNSA. And in the mix of that budget, com-
ponents fell on weapons and other areas.

We have been attempting with OMB and DOE to say, this is an
impact. They’re saying, we're losing money on all of our programs.

Senator BLUMENTHAL. Isn’t this point a weakness in the author-
ization or appropriation process, to potentially put the entire Ohio
replacement class, Ohio-class replacement program, at risk because
of this anomaly or idiosyncrasy in budgeting?

Admiral MurLLoy. Well, sir, it also goes all the way back to the
Atomic Energy Act of 1947——

Senator BLUMENTHAL. I understand that it has its origins in a
whole bunch of history and procedure and so forth.

Admiral MuLLoY. Right.
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Senator BLUMENTHAL. I'm looking at it from the taxpayers’
standpoint, and I'm assuming you’d agree we need the Ohio-class
replacement.

Admiral MULLOY. Yes, sir.

Senator BLUMENTHAL. We need it on time and hopefully under
budget, as our submarine-building program has done. And I'm not
meaning to put you in defense of a procedure that is anomalous
and maybe irrational, but that may be something we need to
change.

Admiral MuLLoy. Well, sir, I'd have to really get Admiral Rich-
ardson to come back and talk to you. But there’s many—there’s
interstitials of this entire budget. This is a problem for us. That’s
why I've gone to OMB and OSD Comptroller myself and we’ve gone
to the Secretary of Energy, the Secretary of the Navy has. So
there’s discussion going on about how can we recover it, but it’s not
a matter as simple as—I can’t as the Navy budget officer write
them a check, under fiduciary law of the United States of America.
We need to have them try to solve that.

But there’s many other consequences where DOE has been able
to lead and keep reactor plants long-term going along with nuclear
fuel. It’'s a very intertwined area. So we need to be careful about
fixing one thing that could have tremendously unintended con-
sequences across the full spectrum of our relationship with the nu-
clear industry, sir.

Senator BLUMENTHAL. Thank you.

Moving to helicopters, I understand, Secretary Stackley, that the
Navy—again, I'm going to put it in probably oversimplified terms—
is considering declining to order or buy about 29 UH-60M aircraft;
is that correct?

Mr. STACKLEY. That’s approximately correct. H-60 aircraft the
Navy buys off of the Army multi-year contract. Part of this is tied
to the same issue associated with the aircraft carrier. If we're down
a carrier, if we're down an air wing, then there’s some number of
helicopters that are affected by it.

So our last year’s procurement in that multi-year is 2016 and
today the budget reflects zero Navy aircraft in 2016. So it would
be a reduction of 29.

Senator BLUMENTHAL. Have you considered what the cost will be
in adding to the ultimate procurement expense involved?

Mr. STACKLEY. We're reviewing that right now. There are esti-
mates today that range from various factors to the Navy’s share of
an ultimate production shutdown, to termination liability for any
material that was procured earlier on that’s associated with the
multi-year, to unit cost impacts to the Army aircraft. I've had a
first round with the NAVAIRSYSCOM as well as the PEO and I've
sent them back with a lot of analysis that I need to back up the
numbers.

Senator BLUMENTHAL. Even with the changes that you describe
in the aircraft carrier, won’t there still be a need for the 11 frigates
to have helicopters?

Mr. STACKLEY. Our inventory for H-60s, if you pull the carrier
out of equation our inventory for H-60s is very healthy right now.

Joe, do you want to add to that?
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Admiral MULLOY. Sir, we're going to have to analyze that in light
of the cruisers, the LCS discussion, and the carrier. Once again,
the commitment is if we go down in 2016 and we’re appropriated
above that level, we will finish the plan of record, which was the
helicopter buy, the carrier, and all the other ships. If we are not
at that position, then we would have to come back in a 2016 se-
quester plan to figure out what is the total size of the Navy and
where the helicopters go.

So theyre all intertwined in this whole discussion of the 2016
and out laydown of the size of the Navy and these various plat-
forms. But we are taking advantage of a tremendous price buying
on this Army—one, to buy a lot of helicopters. But it was clear that
the Navy would still always have shutdown costs. What it was, we
are taking into account what the liability is of buying less than we
initially thought.

But I've been the budget officer for 4% years before I became
this job, and I have dealt with the largest budget the Navy’s ever
had and I'm dealing with the single largest dropdown in a short
period even compared to the 1990s when I worked in the Budget
Office before it was back in the fleet again. These are dramatic
times and we’re weighing off the cost, as I work with Mr. Stackley,
of hard decisions versus what will be the size of the Navy and what
do we have to retain.

Senator BLUMENTHAL. Do you have any idea when you’ll finish
this analysis?

Admiral MuLLOY. This will be part of the 2016 budget, sir.

Senator BLUMENTHAL. Thank you.

Senator REED. I had the opportunity of a second round. So did
Senator Sessions. I would invite any of my colleagues to take a sec-
ond round or additional questions. Senator King, please.

Senator KING. Secretary Stackley, I certainly don’t want to make
extra work for you, but something that—I'm sure you’re thinking
uh-oh. I think something that would be really helpful to this com-
mittee, because this is complex and these decisions are all inter-
related and very difficult. But we're dealing with our colleagues on
the issue of the sequester and the effect of what happens in 2016
and then 2017 and on out.

To the extent you are able, if you can tell us what that means
in terms of ships that would be very helpful. In other words, in-
stead of us just saying to our colleagues it’ll affect the shipbuilding
budget, it would be—this was scary, but helpful. And you indicated
that there’s been additional analysis done. But I think it would be
very helpful to the committee if we could say, okay, if we have the
full sequester as currently scheduled here is what we would have
to cut back; if we have a partial relief from the sequester, say half,
here’s what we could do.

It would help us to put a real face on the sequester in terms of
discussing it with our colleagues and what the impacts would be.
I realize it’s somewhat speculative, but if you could give us your
best analysis right now, here’s what would happen starting in 2016
and this is where we would have to go to reduce, to reduce these
expenditures.

The President’s budget is fine. We would all like to see that in-
crease. But I don’t know if that’s going to happen. I want to play
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center field for the Red Sox, too. I'm not sure that’s going to hap-
pen. So we really have to have alternatives of what the concrete
effl'ec;c‘ would be of different levels of sequester relief, including zero
relief.

Mr. STACKLEY. Yes, sir. Let me bracket the problem a bit. We'll
just start with three cases. The first is the budget that we’ve sub-
mitted, second is the BCA, and then the third case pivots around
the Ohio replacement program. There’s been discussion with Con-
gress in various hearings and things about the significance of that
single program on the shipbuilding budget from about the 2020
through 2035 period, and there’s discussion of what if that was
partially funded from some other source. So I'm not suggesting that
that’s the outcome, but that’s one of the scenarios that we looked
at.

In the base case, if you look at historically where we’ve been over
the last handful of years, we have invested about $13 billion a year
into new ship construction. The budget that we've submitted sup-
ports the 306-ship Navy. We get there about the end of the decade.
Then, even in the period of the Ohio replacement, in the long-term
view, which is beyond the budget, where we assume additional in-
creases to our budget for shipbuilding, then we sustain a 300-plus
ship Navy throughout that period.

If you then constrain that to BCA level and say, well, we’re going
to keep it at the BCA level and then escalate it on out beyond and
no additional relief associated with the Ohio replacement program,
then that 300-plus type of force, you look out in the out years—not
in the 2020s, because we start with a large force. But over time,
as you decommission and as your ship count draws down, at the
end of the 30-year period youre down to about a 240-ship Navy.

So it would be a gradual reduction from today we’re in the 280s.
We're at 289 by the current method of ship counting. We get up
to 300-plus by the end of the decade, and then in 2016, as we de-
scribed earlier, the budget reduction’s impact upon the new con-
struction and the numbers—if you keep the numbers capped at
about that $13 billion number associated with and then lay in the
BCA, you go down to 240.

If in fact during the period of the Ohio replacement there was
some other strategic fund that covered the cost of the Ohio replace-
ment or there was some relief to the top line for shipbuilding, well,
then we’re in much better shape. Then we’re in the 280s range in
terms of a long-term force structure.

So that tends to bracket the discussion. Now, let’s lay a couple
other factors in. The Ohio replacement program under all cir-
cumstances that’s going to be a top priority. We have a reasonable
estimate right now for what that program’s going to cost. We know
when it’s going to be laid in. So whatever you assume for your top
line, that’s the first layer of bricks, the carriers.

Carriers, one carrier every 5 years nominally to support the car-
rier force structure, that’s about a $2 billion plus bill. So you can
lay that in.

Virginia-class submarines. When we look at requirements in
terms of force structure, we know already that we’re going to have
a shortfall. Under all scenarios we're going to have a shortfall of
submarines in the back end of the 2020s. We need to sustain about
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a one and a half Virginia per year rate long-term to maintain a 48-
boat force.

So in terms of priorities, you're going to see a priority laid in for
Virginia. Now, we'’re not going to be able to sustain a two Virginia
per year rate under any circumstance with the Ohio replacement
program. So that’s going to be throttled some, but that would be
the next tier you start to see in. That’s where it gets very difficult,
because now you’re looking at surface combatants, you're looking at
the amphibious force that we've already discussed in terms of our
current shortfall to amphibious lift.

The bottom line is that at BCA level through the 2023 period and
then you start to—you assume that the Navy’s going to fund the
full, which is the baseline assumption, the Navy’s going to fund the
full cost of the Ohio replacement construction. We're looking at
four, plus or minus, additional ships per year other than——

Senator KiNG. Of all types.

Mr. STACKLEY. Of all types.

—than the Ohio replacement and the carrier, the carrier every
][5) years, during that 15-year window. That’s what drives your num-

ers.

Now, to get into the specifics in terms of how many destroyers,
which year, when would the next big deck be, you can move those
things around with assumptions. But when you just grasp what
that means—Ohio replacement, carrier every 5 years, and then
four, plus or minus, ships per year elsewise—you are entirely re-
shaping our Navy’s force structure, and with that what the Navy
can do for the Nation.

Senator KING. Thank you. It’s sobering and straightforward. I
appreciate that.

Senator REED. Thank you very much, Senator King. Thank you
to my colleagues.

I want to first cite the witnesses for their very insightful and
very articulate testimony, and for your incredible service to the Na-
tion. Thank you so much.

I think Senator King raised a very important question and your
response was very helpful. If you have the ability to generate the
scenarios—I assume, like every organization, you’ll have a plan A,
a plan B, and a plan C. So whenever that might be ready for prime
time, you could share it with us.

A final point and just the impression that I've had, and I think
it reflects something Senator McCain said, is that there’s always
the debate whether budgets drive strategy or strategy drives budg-
ets. We spent the whole afternoon talking about budgets, basically,
not strategy, not threats, not the future. But I think we have to
recognize, and Senator McCain suggested this, that we might be at
an inflection point, because the permissive environment that has
been the assumption of a lot of our shipbuilding and platforms of
all varieties, that we can go anywhere and do anything because the
other folks don’t have the technology and there’s a huge gap, that
is rapidly changing. And that has huge strategic implications.
That’s another factor you have to build into your discussions.

But I think it is interesting to note that this whole conversation
this afternoon has been dominated by budgets, not by emerging
threats, strategies, new technologies, et cetera. We have to remem-
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ber that, too. In fact, my sense is it’s becoming more of an issue
each day rather than less of an issue.

But let me suggest that the hearing record will remain open
until April 16th, next Wednesday. If there are additional state-
ments for the record, please submit them. My colleagues, if we
have written questions, we’ll get them to you before the 16th or on
or about. We’'d ask for your prompt response.

If there are no further comments or questions, I would thank the
witnesses and the hearing is adjourned.

[Whereupon, at 4:23 p.m., the subcommittee adjourned.]



