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Mr. Chairman, distinguished members of the Subcommittee, thank you for this opportunity to appear before you to discuss the Department of the Navy’s (DON) role in reforming the acquisition system.  

CURRENT OPERATIONS

We are a Nation at war.  Today your Navy and Marine Corps Team is postured worldwide, fighting the Global War on Terror (GWOT), deterring aggression by would-be foes, preserving freedom of the seas and promoting peace and security.  Our Marines remain committed to the prosecution of the GWOT.  Currently, there are over 35,000 Marines forward deployed in support of Regional Combatant Commanders. The 25,000 Sailors and Marines under the command of I MEF in Al Anbar Province, Iraq and those Marines assigned to transition teams have made significant progress in their efforts to develop capable, credible Iraqi Security Forces.  In setting the conditions for the historic constitutional referendum and national elections, they have also distinguished themselves in places like Fallujah, Ramadi, and the Euphrates River Valley.  In Afghanistan, we have 1,200 Sailors and Marines providing support to the increasingly capable Afghan National Army.  

There are over 10,000 Sailors serving ashore throughout the CENTCOM AOR including more than 4,000 in Iraq, and an additional 2,600 in Kuwait, that includes Contingency Contracting Officers, Logisticians, SEALs, Seabees, military police, explosive ordnance disposal, medical, intelligence, and civil affairs support personnel.  Navy Carrier and Expeditionary Strike Groups continue to deploy in support of GWOT and conduct combat operations in Iraq and Afghanistan.  At the same time, the Navy and Marine Corps Team conducted humanitarian assistance/disaster relief missions such as tsunami relief, Pakistani earthquake, and on our own Gulf Coast after Hurricanes Katrina and Rita.
PREPARED TODAY – PREPARING FOR TOMORROW
While the Navy and Marine Corps Team is engaged in supporting the GWOT, we also have a responsibility to prepare for future conflicts and contingencies.  The Defense Department’s Strategic Planning Guidance directs balanced capabilities for controlling four principal challenges: Traditional, Irregular, Catastrophic, and Disruptive.  Our challenge is to determine the right balance of capabilities that the Navy and Marine Corps Team must provide to meet challenges those across the operational spectrum. 

America’s ability to use international seas and waterways, as both maneuver space and an operating base unconstrained by foreign veto, allows our Naval forces to project combat power into the littoral regions, which contain more than half the world’s population and more than 75 percent of its major urban areas.  Highly mobile and ready for combat, our forward-deployed expeditionary forces are critical instruments of U.S. diplomacy and central components of joint military force packages designed to quickly contain a crisis or defeat an emerging threat. 

The Navy and Marine Corps Team of the future must be capabilities-based and threat-oriented.  The United States needs an agile, adaptable, persistent, lethal, surge-ready force.  The Navy and Marine Corps Team must seek to identify the proper strategic balance of capabilities to ensure we have the agility, speed, flexibility and lethality to respond to any threat from any adversary, whether that threat is conventional or asymmetric in nature.  In order to achieve these capabilities, the Navy and Marine Corps Team must be forward based, forward deployed (on naval shipping), and forward engaged to maintain global presence as addressed in the 2006 Quadrennial Defense Review (QDR) to meet these challenges. 

FY 2006 QUADRENNIAL DEFENSE REVIEW (QDR 06)

QDR 06 developed guidance to achieve the national defense and national military strategies and shape the future force to improve and expand capabilities to address four priorities:

· Defeat Terrorist Extremists;

· Defend the Homeland in Depth;

· Shape the Choices of Countries at Strategic Crossroads and;

· Prevent Hostile State and Non-state Actors from Acquiring or Using Weapons of Mass Destruction.

QDR 06 sets a 20-year course for the Department of Defense and provides an opportunity to continue to reshape the U.S. armed forces to meet current and emerging security responsibilities.  The QDR 06 construct places new emphasis on the unique operational demands associated with homeland defense and the GWOT; shifts focus from optimizing for conflicts in two particular regions to building a portfolio of capabilities with global reach; and serves as a bridge from today’s threat-based force to a future capabilities-based transformational force.

MEETING WARFIGHTER NEEDS

To meet the needs of the warfighter, we are developing a vast array of weapons systems.  We are doing everything in our power to make these systems as capable as possible at the most economical cost to the taxpayer.  Clearly, many of our systems under development utilize cutting edge technologies that are expensive.  However, we are also pursuing a variety of initiatives to stabilize program volatility.    

REFORMING THE ACQUISITION SYSTEM
We are committed to simplifying the acquisition system, streamlining the bureaucratic decision making process and promoting innovation.  The Department continues to take advantage of numerous acquisition reforms to shorten cycle times, leverage commercial products and capabilities, optimize human systems integration and improve the quality of equipment being provided to our warfighters.  We leverage international involvement in our acquisition programs to reduce our research and development costs and gain economies in production.  The Department also seeks to improve its internal business practices and integrate commercial ideas.  By improving these practices, we expect to be able to shift more dollars into combat capability and quality of service.  

We must ensure that requirements have matured, design alternatives are fully examined, and realistic cost, schedule and risk assessments have been prepared before the Department commits large expenditures.  Collaboration among the requirements, budgeting and acquisition communities must be accentuated early in the program formulation stage and throughout program execution to ensure a realistic balance.   Furthermore, development programs must incorporate risk reduction efforts commensurate with the existing technology maturity levels.  

We have tended to be too optimistic in our out-year projections, this results in major acquisition programs initiated with an unrealistic plan for out-year resources.  Consequently, the program must later be re-evaluated, often leading to unit cost increases and schedule slips.  Out-year requirements must be planned consistently with realistic budget limits established and hard decisions made up front.  The Chief of Naval Operations’ establishment of the Naval Capabilities Board, along with effective utilization of change control processes, is an excellent step toward establishing requirements stability.  My office is working closely with the Chief of Naval Operations and the Commandant of the Marine Corps to ensure a high degree of synergy among the requirements, acquisition, and programming communities. 

We need to have the courage, discipline and integrity to establish realistic target costs for our new acquisition programs, fund to those targets, and deliver to those targets.  Unrealistic targets, under funded programs, and poor contract performance all result in unanticipated consequences and execution-year bills that cause us to make unnecessary trade-offs that could otherwise have been mitigated.  This program volatility ultimately undermines our ability to recapitalize.  We must develop contract strategies that focus greater attention on cost and schedule, and that tie incentives to critical path events that are truly vital to successful program completion. 

We must make wider use of spiral development, so systems are delivered with a baseline capability that reflects mature technology, enabling rapid deployment at reduced risk and lower cost.  Under spiral development, upgrades and capability improvements are introduced incrementally as future enabling technologies mature. 

It can be frustrating to have promising technologies not result in fielded systems for our men and women.  One of the initiatives that I have watched over the last few years that I think is doing an excellent job is the Advanced Concept Technology Demonstration (ACTD) program, which gets prototypes into operational units and has service buy-in.  While it is a very good program, it is not sufficient; there is still much more to be done.  

The Navy acquisition team uses continuous improvement techniques, such as Lean Six Sigma, to better understand and reform the very complex acquisition process.  We have improved our periodic reporting techniques using web-based tools that are aligned with OSD’s business modernization objectives.  We have commissioned independent and internal analyses of our policies and procedures.  And we have actively supported the Defense Acquisition Performance Assessment (DAPA), Defense Science Board (DSB), Center for Strategic & International Studies (CSIS), and Quadrennial Defense Review (QDR) assessments of the DoD acquisition system.   

The following are examples of programs where our efforts to reform the acquisition system are proving their worth.

DDG 1000 Class Destroyer

DDG 1000 Class destroyer is the centerpiece of a surface combatant family of ships that will deliver a broad range of capabilities.  It is already providing the baseline for spiral development of technology and engineering to support a range of future ship Classes such as, LHA(R) and CVN-21.  This advanced multi-mission destroyer will bring revolutionary improvements to precise time-critical strike and joint fires capabilities for our Expeditionary and Carrier Strike Groups of the future.  It expands the battlespace by over 400%; has the radar cross section of a fishing boat; and is as quiet as a LOS ANGELES Class submarine.  DDG 1000 will also enable the transformation of our operations ashore.  Its on-demand, persistent, time-critical strike revolutionizes our joint fire support and ground maneuver concepts of operation so that our strike fighter aircraft are freed for more difficult targets at greater ranges.  DDG 1000 will provide credible forward presence while operating independently or as an integral part of naval, joint, or combined expeditionary forces.

DDG 1000 has made tremendous progress in technological maturity. For example, the ten critical Engineering Development Models (EDMs) provide high confidence in our ability to build the two lead ships.  We did change the power generator motor originally selected due to technical immaturity.  Since the award of the DDG 1000 Design Agent contract in April 2002, the DDG 1000 program has conducted extensive land-based and/or at-sea testing of the EDMs.  As a result of these efforts, the DDG 1000 program has demonstrated fundamental capabilities prior to ship construction contract award, completed necessary testing to support a successful ship Critical Design Review this past fall, and is on track to mature systems in time for ship installation.  This level of technological maturity was a key factor in OSD’s granting Milestone B approval in November 2005.  

The Fiscal Year 2007 Budget request includes $794M in RDT&E, N for continued software development and $2.6B in SCN for the first increment of the first and second DDG 1000.  While the funding strategy for these ships is unique, the reasons for supporting a dual lead ship approach are compelling.  

Based on Congressional direction that prohibits a sole shipbuilder, the Navy has consulted with industry, the Defense Department, and Congress to chart our way forward for the DDG 1000 program.  Our key objectives are:

· Acquire the DDG 1000 Class destroyers in as cost effective a manner as possible;

· Create pressures to control and reduce cost;

· Acquire these ships on a timeline that meets the warfighters needs;

· Lower overall risk in the program;

· Treat each of our industry partners fairly; and

· Preserve a viable industrial capability for complex surface combatants.   

In order to accomplish these objectives, the Navy has creatively defined a new way ahead: “Dual Lead Ships”.  This effort tries to create a strong, mutually dependent partnership between the shipyards and the Navy to reduce cost and improve collaboration.  Importantly, the Navy’s new strategy fully addresses industry’s key issues and responds to Congressional concerns. 

The key features of the Dual Lead Ship acquisition strategy are:

· Sole source lead ship detail design and construction contracts with the shipbuilders;
· Equal split of common detail design with each yard doing their respective production design;

· Shipyards procure electronics, ordnance, and IPS from system developers as contractor furnished equipment;

· Funding phased to synchronize start of fabrication dates in both shipyards;

· Importantly, the shipyards are mutually dependent on each other to urgently and cooperatively complete the DDG 1000 detail design;

· Transition to production of systems culminating in Production Readiness Reviews;

· Complete software releases and provide to shipyards as Government furnished information, thus avoiding incremental pass through costs; and

· Keep open the option for allocated procurement or various competitions starting in Fiscal Year 2009.
Navy is confident that the Dual Lead Ship strategy is the acquisition approach that will motivate cooperative and collaborative completion of detail design.  Further, being able to benchmark the lead ships against each other provides an unprecedented pressure and opportunity to control cost on the lead ships.  Finally, because each builder will have completed significant construction on sections of the ships and will have completed detail design, the Navy will have information and options for future acquisition strategy decisions.

Multi-mission Maritime Aircraft (MMA)/P-3C

The Multi-mission Aircraft program is an example of the Navy’s use of spiral development to help control program volatility.  The future for the Navy's maritime patrol force includes plans for sustainment, modernization, and re-capitalization of the force.  Results of the P-3 Service Life Assessment Program (SLAP) have revealed the need for an aggressive approach to P-3 airframe sustainment.  Key elements of the sustainment plan are strict management of requirements and flight hour use, special structural inspections to keep the aircraft safely flying, and increased use of simulators to satisfy training requirements.  The Fiscal Year 2007 Budget request includes $86.9M for Special Structural Inspections (SSI) and Special Structural Inspections - Kits (SSI-K), which will allow for airframe sustainment to support the CNO’s P-3 Fleet Response Plan.  As the sustainment plan progresses, the inventory may be reduced down from a current state of 164 P-3Cs, to a number approaching 130 aircraft by Fiscal Year 2010.  The Fiscal Year 2007 Budget request also reflects a modernization budget of $54.1M for continued USQ-78B acoustic processor procurement, installation, and the acoustic portion of the ASW Maritime Improvement Program (AMIP) technical refresh (TR) program to replace USQ-78B obsolete components; integrate open architecture technology and commonality; and leverage common surface, subsurface and Sound Surveillance System (SOSUS) acoustic technology and algorithms.  We are working on plans for further mission system modernization to allow us to continue meeting COCOM requirements.  To recapitalize these critical aircraft, the Navy is developing the P-8A MMA, a 737 commercial derivative aircraft.  This past year the program conducted the System Functional Review and the Preliminary Design Review.  The Fiscal Year 2007 Budget requests $1,131.7M for continuation of MMA System Development and Demonstration (SDD).  Program objectives for 2007 include completion of the Critical Design Review and continued build of the first three flight test aircraft and systems integration labs.  Our comprehensive and balanced approach has allowed for re-capitalization of these critical assets.  

Continuous Process Improvement 

The Navy and Marine Corps Team continues to implement several Continuous Process Improvement (CPI) initiatives consistent with the goals of the President's Management Agenda that enable realignment of resources in order to increase our output and re-capitalize our force.  The cornerstone of our CPI effort is the education and increased use of industry proven Lean, Six Sigma, and Theory of Constraints efficiency methodologies in our day-to-day operations.  Our industrial activities including back office support, Fleet leadership and our acquisition community are aggressively continuing the journey of institutionalizing closed-loop CPI practices. 

Lean efficiency events that concentrate on increasing velocity and productivity in our Supply and Aviation Intermediate Maintenance Departments (AIMD) were continued and completed on the USS HARRY TRUMAN (CVN 75), USS THEODORE ROOSEVELT (CVN-71) and USS GEORGE WASHINGTON (CVN-73).  The outcomes of these events are impressive from operational and resourcing perspectives.  Reductions in supply wait times and maintenance turn-around-times exceeded 50 percent.  Expanding these efforts throughout the fleet will allow us to improve our afloat processes and influence our future manning requirements on CVN 21 Class carriers.  Our planning, logistics, and maintenance activities are receiving intense Lean and Six Sigma training and improvement workshops to date have yielded significant and measurable improvements.  Our Naval Sea Systems Enterprise  (Task Force Lean) and Naval Aviation Enterprise (AIRSpeed) continue to yield excellent results. Our other Systems Commands, Program Executive Officers, and Direct Reporting Program Managers have also embraced the rollout and implementation of CPI.  To date we have certified over 5,000 Black Belts, Green Belts, and Champions and have conducted over 2,800 projects and rapid improvement, or “Kaizen” events.  These efforts have resulted in significant improvement in cycle time, elimination of waste and non-value added processes, improved productivity, and cost reductions. Additionally, our transactional-based Lean Six Sigma events have yielded noteworthy improvements by reducing average flow times, improving first pass yields and eliminating non-value added process steps. 

Navy Enterprise Resource Planning
Another pillar of continuous improvement is the shaping of our business operating systems.  Our Navy Enterprise Resource Planning (ERP) program entered into the SDD phase in September 2004, and is expected to initially deploy in Fiscal Year 2007.  The core of this is the System Application and Processes (SAP) software.  Supply, Maintenance, Business Operations and Financial communities will use this integrated software that incorporates commercial best practices.  In addition to increasing productivity, the system provides real time information, total asset visibility, compliance with the Chief Financial Officer's Act, and serves as a forcing function for the integration or retiring of over 250 legacy, standalone systems.
SUMMARY

Your Navy-Marine Corps Team is a forward deployed, rotational and a surge-ready force.  Our mission remains bringing the fight to our enemies.  The increasing dependence of our world on the seas, coupled with growing uncertainty of other nations’ ability or desire to ensure access in a future conflict, will continue to drive the need for Naval forces and the capability to project decisive joint power by access through the seas.  The increased emphasis on the littorals and the global nature of the terrorist threat will demand the ability to strike where and when required, with the maritime domain serving as the key enabler for U.S. military forces and our partners.

Accordingly, we will execute the GWOT while transforming for the future fight.  To succeed, we must control program volatility.  I have made program volatility stabilization one of my strategic objectives.  We are in the process of developing a comprehensive set of actionable initiatives designed to reduce acquisition volatility within the next three years.  I look forward to working with you, and the other Congressional Defense Committees, to accomplish this vision. 
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