M. Chairman and nenbers of the Commttee, | appreciate
this opportunity to appear before you. | want to express
my gratitude for the substantial investnent you have nade
in making this Navy the best Navy the nation has ever seen.

Your Navy is built to take credible conbat power to the far
corners of this earth, taking the sovereignty of the United
States of Anerica anywhere we need to take it and at
anytinme we choose to do so. It is capable of delivering
the options this nation needs to neet the chall enges of
today and it is commtted to the future capabilities the
joint force will need to win throughout the 21st century.

CREDIBLE COMBAT POWER

Joint Decisive

Around the World... Around the Clock

It is a wonderful tinme to be a part of this Navy and a
great privilege to be associated wwth so many nen and wonen
- active and reserve, unifornmed and civilian — commtted to
the service and defense of this nation. | speak for all of
our nmen and wonen in thanking you for your exceptional and
conti nuous support.

| Your Navy Today — Projecting Decisive Joint Power Across
t he d obe

Your Navy's performance in Operations ENDURI NG FREEDOMV
(OEF) and IRAQ FREEDOM (O F) | ast year proved — nore than



anything el se — the value of the conbat readi ness in which
you have invested. |t denonstrated the inportance of the

| at est technol ogy in surveillance, command and control and
persistent attack. It highlighted our ability to exploit

t he vast maneuver space provided by the sea. Most
inportantly, it reaffirnmed the single greatest advantage we
hol d over every potential adversary: the genius of young
Anericans contributing their utnost in their service to
this nation.

Thi s past year, the fleet produced the best readi ness
levels I’ve seen in ny career. W have invested billions
of dollars to training, maintenance, spare parts, ordnance,
flying hours and steam ng days accounts these |ast few
years, and that investnent resulted in the conbat ready
response of nore than half the Navy to operations
wor | dwi de.

Seven aircraft carriers and nine big deck anphi bi ous shi ps
were anong the 164 U.S. Navy ships forward depl oyed | ast
spring in support of OEF and O F and contingencies

worl dwi de. The MIlitary Sealift Command sail ed and
chartered nore than 210 ships and noved 94 percent of the
nation’s joint and conbined capability to the fight. W

al so deployed three Fleet Hospitals, a Hospital Ship, 22 P-
3 aircraft, 25 Naval Coastal Warfare detachnents and we
nmobi | i zed nore than 12,000 reservists.

O F and OEF were the nost joint operations in our history
and they have provided the best possible opportunity to

di ssect, study and anal yze sone of the limting factors and
effects of how we fight. Beyond the nere nunbers, these
operations confirmed that we should continue to pursue the
capabilities that enhance our power projection, our

def ensi ve protection and the operational independence

af forded by the sea.

Wil e we recogni ze that we nust continue to chall enge al

of our assunptions in a variety of scenarios, our |essons

| earned indicate that the capabilities-based investnent
strategies, new war fighting concepts and enabling

technol ogies we are pursuing in our Sea Power 21 vision are
on the right vector. Let ne give you sone exanpl es.

The reach, precision and persistence of our Sea Strike
capability added lethality to ground conbat engagenents in
Af ghani stan and Iraq. The joint surveillance and attack



t echnol ogi es and processes that we have already put in

pl ace forced eneny conbat formations to either disband and
desert or be destroyed in place by precision weapons. Navy
avi ation generated nore than 7000 conbat sorties in support
of OF, sonetines flying joint mssions with |and-based Air
Force tankers nore than 900 mles fromtheir carriers.
Surface conbatants and submarines struck targets throughout
Irag with nore than 800 Tonmahawk m ssiles. The initial

depl oynments of new F/ A-18E/ F Super Hornet squadrons greatly
ext ended our range, payload, and refueling options. And we
will realize nore of these capabilities in the future

t hrough the conversion of the first of four Trident SSBNs
into the SSGN conventional strike and Special Operations
Forces platform

USS HHGA NS (DDG 76) provided early warning and
tracking to joint forces in Kuwait and southern Iraqg to
hel p warn forces and defend against the threat of theater
ballistic mssiles. This tracking-only capability
denonstrated the initial potential of extending Sea Shield
defenses to the joint force. 1In a sign of things to cone,
we advanced our mssile defense capability w th another
successful flight test of our devel opnental sea-based
def ense agai nst short-to-nediumrange ballistic mssiles.
USS LAKE ERIE (CG 70) and USS RUSSELL (DDG 59) conbined to
acquire, track and hit a ballistic test target in space
wth an SM3 mssile in support of the Ballistic Mssile
Defense program This was the fifth success in six tests.

Qur OF mne warfare efforts cleared 913 nautical mles of
water in the Khor Abd All ah and Unm Qasr wat erways, opening
21 berths in the Um Qasr port and clearing the way for
operations in the littoral areas of the Northern Persian
@Qul f and for humanitarian aid shipnents into Iraq. These
operations included the use of the H gh Speed Vessel X1
(JO NT VENTURE), Navy patrol craft and six unmanned,

aut ononous underwat er vehicles (AUW) directly from our

sci ence and technol ogy (S&T) programin the littoral for
speci al operations and m ne cl earance operations, and gave
us inportant insights into our vision for both future
littoral and m ne warfare concepts and capabilities.

We projected joint conbat forces across the globe with
greater speed and agility than we have ever done in the
past. Along with our nunber one joint partner, the United
States Marine Corps, we put nore than 60,000 conbat-ready
Marines ashore in Kuwait in 30 days. The Navy's Mlitary



Sealift Command delivered nore than 32 mllion square feet
of conbat cargo and nore than one billion gallons of fuel

to the nation's war fighters in Operations Enduring Freedom
and lraqi Freedom W were able to sustain the strategic
and operational flexibility afforded by Sea Basing to
generate a three-axis attack on Iraq from our dispersed
aircraft carriers, surface conbatants and submarines in the
Red Sea, the Mediterranean Sea and the Persian Gulf.

We forged ahead in our shipbuilding investnents. W
awarded three prelimnary design contracts for the Littora
Conmbat Ship (LCS), leading to the construction of the first
LCS in FY0O5. W selected the baseline design for the DD X)
21" Century multi-m ssion destroyer, |aunched SAN ANTONI O
(LPD 17), christened VIRGA NIA (SSN 774) and began
fabrication of MAKIN | SLAND (LHD 8) and LEWS AND CLARK (T-
AKE 1).

In OF, we were able to know nore, decide faster and
act nore decisively than ever before. Qur three-axis,
mul ti-platformattack fromthe Persian Gulf, Red Sea and
Medi terranean Sea - as well as the geonetric increases in
striking power, defensive protection and speed of maneuver
generated by our joint forces - is made possible by the
power of joint command, control, comrunications, conputers,
intelligence, surveillance and reconnai ssance (C'l SR).
Fully eighty percent of targets struck with precision
ordnance were unknown at aircraft [aunch. W devel oped and
install ed CENTRI X and COMN networ ks to enhance joint and
coalition interoperability on all of our deploying ships,
and we al so promul gated the FORCEnet canpai gn pl an,
defining the architecture and standards that will help us
further integrate warriors, sensors, weapons, and
pl at f or ns.

These acconplishnments this past year have taught us nore
about who we are and where we’'re headed. W know that the
conbat power of the truly joint force is much nore than the
sum of the services’ contributions. W understand the

val ue of readiness and the inportance we nmust place on
inproving the fleet’s ability to respond and surge with
deci si ve conbat power. W relearned the |esson that over
flight and basing is not guaranteed; our dom nance of the
maritime domai n and our consequent ability to quickly
deliver an agile conbat force is a pricel ess advantage for
our nation. And we reaffirnmed that our people are now, and
al ways wi Il be, the root of our success.



I1: Your Navy Tonorrow — Accel erati ng Qur Advant ages

Readi ness, advanced technol ogy, dom nance of the maritinme
domai n, and the genius of our people - these are our
asymmetric advantages. They are the core of our Sea Power
21 Navy and we intend to accelerate these advantages over
the comng year. W are in a position to continue to build
upon and recapitalize these strengths, to innovate and
experinment, and to push the envel ope of operational art and
technol ogi cal progress. Qur ability to project persistent,
soverei gn conbat power to the far corners of the earth now
and in the future depends on it.

In last year’s statenent, | discussed principally the

advant ages brought by advanced technol ogy and the vast
maneuver area of the sea in our Sea Power 21 vision

SEA POWER 21

Projecting Global Defensive Assurance...
assure allies, deter adver saries, ensur e access

Sea Shield

Innovation to the Warfighter ...
rapid prototyping, o
concept development, SeaTrial
coordinated experimentation

Preparing the Warfighter ...
theright skills, . .
IR <o viarvion Sea Strike

at theright time Projecting Offensive Power ...

Resources to the Warfighter ... responsive, precise, and persistent
optimum resour ce allocation, .
increased productivity, Sea Enter prise

enhanced procurement

Sea Basing

Projecting Oper ational Independence...
joint power from the sea

This year, 1'd like to spend a few nonents on the efforts
we’ ve taken to inprove our other advantages: our readiness
to respond to the nation’s defense needs and the tools
we'll need to ensure the right people for our Sea Power 21
Navy.

Today’ s naval forces and personnel are superbly trained and
wel | provisioned with ordnance, repair parts and supplies.
They are ready earlier — for a longer period of tine - and



they are deploying at a higher state of readi ness than ever
before. In short, the Navy the nation has paid for is
truly ready to acconplish its mssions and it is nore ready
to do so than |I’ve ever seen it in ny career

| mentioned the results; in OF, we surged nore than half
the fleet to fight half a world away. The conbi ned power
of our forward presence forces and those that we were able
to surge overseas hel ped keep our enemes on the run. This
conflict and our analysis of future canpai gn scenarios nake
it apparent that the readi ness of both our forward forces
and the forces that nmust surge forward will be critically
inportant to our future. It is no |onger good enough to be
able to surge just once every ten years or so.

The war on terrorismand the unpredictability of the gl obal
security environnment make this an i mmedi ate inperative.

The nation needs a Navy that can provide honel and def ense
and be both forward and ready to surge forward to deliver
over mat chi ng and deci si ve conbat power whenever and
wherever needed. W are committed to do so.

Wth this in mnd, we |launched the Fl eet Response Pl an
(FRP) this past year. The FRP resets the force in a way
that will allow us to surge about 50 percent nore conbat
power on short notice and at the same tine, potentially
reduce sone of the personnel strain of forward rotations.

In sinplest terns, rather than having only two or three
CSGs forward-depl oyed and properly equi pped at any one tine
- and an ability to surge only a maxi nrum of two nore - the
FRP enabl es us to now consistently deliver six forward

depl oyed or ready to surge Carrier Strike G oups (CSGs)

al rost immedi ately, plus two additional CSGs in the basic
training phase in 90 days or less. This FRP capability is
commonly known as six plus two.

To do this, we have fundanmental ly reconfigured our

enpl oynent policy, fleet naintenance, depl oynent
preparations and fleet manning policies to expand the
operational availability of non-deployed fleet units. W
have shifted the readi ness cycle fromone centered solely
on t he next-schedul ed-depl oynent to one focused on
returning ships to the right |evel of readiness for both
surge and depl oyed operations. The net result is a fleet
that is nore ready, with nore conbat power - nore quickly -
t han was possible in the past.



FRP AND AN EXTENDED CYCLE:
What Does It Yield?

= Increased Surge Capability
= More responsive force

= Fiscally efficient, properly
funded, pre-planned
maintenance

= Progressive and predictive
levels of readiness

[€————— Current Cycle (pre FRP) —————— ¥
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Bottom Line: More ships in an employable status,

sooner in the cycle for alonger period of time!

Qur forward rotations remain critically inportant to our
security, to strengthening alliances and coalitions, and to
the gl obal war on terrorism But it is clear we nmust nake
these rotations with purpose, not just to fill the

cal endar.

For exanple, inplenenting the new Proliferation Security
Initiative to counter weapons of mass destruction as a tool
for terrorists and their sponsors is likely to involve the
use of forward naval forces in maritinme interdiction
Additionally, we plan to be ready to establish Initial

M ssil e Defense operations using forward-depl oyed ARLEI GH
BURKE cl ass guided m ssile destroyers and their AEA S
systens in Long-Range Tracking and Surveillance roles. And
of course, we will continue to provide Conbatant Commanders
with the conbat-credible, rapidly enployable forward forces
required for the nation’ s defense.

But at the sane tine, we recognize that our ability to
rapidly surge significant additional conbat power and
provide a range of joint enploynent options is critically
inportant to the swift and decisive conbat operations that
must be our future. The FRP allows us to do just that.



We have an obligation to accurately assess the readi ness
needs and create the resources necessary to support this
FRP capability. This has also been a major focus this past
year .

Readi ness is a conplex process. It is nuch nore than a
count of our end strength, our ordnance and spares, and the
nunber of hours and days spent training. It is the product
of our ability to deliver the required effects needed to
acconplish the mssion. W know too that readi ness at any
cost is unacceptable; as | eaders we nust achi eve and
deliver the right readiness at the right cost.

The I ntegrated Readi ness Capability Assessnment (I RCA) was
devel oped for the FYO5 budget to nore carefully exam ne our
readi ness processes. Starting with our new FRP operating
construct, we took a hard | ook at everything that we needed
to have on hand and what we needed to do to deliver the
requi red conbat readiness for the nation s needs.

INTEGRATED READINESS
CAPABILITY ASSESSMENT

* Process
— Map modeling
process
— Identify opportunities
for mitigation
— Assess level of risk
* Process Change
* Management Initiatives
* Transformational

FRP capability used as the yardstick for all assessments

The | RCA assessnent hel ped us understand the collective
contributions of all the conponents of readiness,
accurately define the requirenments, align the proper
fundi ng and provide a bal anced investnent to the right
accounts. It inproved our visibility into the true
requi renents and it gave us a nethodol ogy to assess and



under st and bot h accept abl e and unacceptabl e risks to our
current readi ness investnents.

The end result is this: we have carefully defined the
readi ness requirenent. W have identified areas where we
can stream ine or cease activities that do not add to
readi ness. And we have requested the funds our comranders
need to create the right readiness for FY0O5. | ask for
your support of this year’s current readi ness request as
we’ ve re-defined these processes and al ready taken
acceptable risks. W w Il deliver the right readi ness at
the right cost to the nation.

These i nprovenents to our operational availability of
forces and the associ ated readi ness elenents will not be
made on the backs of our people.

W have a smart, talented cadre of professionals who have
chosen a lifestyle of service. Qur ability to challenge
them wi th neani ngful, satisfying work that lets them nmake a
difference is part of our covenant wth them as | eaders.

A new operating concept |ike the Fleet Response Plan could
not be nmade if we still had the kind of manpower-intensive
m ndset to problem solving we had even five years ago. But
t oday, thanks to your sustained investnent in science and
t echnol ogy anong others, we have already realized sone of
t he advancenents in information technol ogy, sinulators,
human systemintegration, enterprise resource planning,
web- enabl ed technical assistance and ship and aircraft

mai nt enance practices that can reduce the anmount of |abor

i ntensive functions, the training and the technical work
required to ensure our readiness.

These advances speak to our |arger vision for our Sea Power
21 Navy and its Sea Warrior initiative. Qur people are
today’s capital assets. Wthout them all the advanced
weaponry in the world would sit dormant. But at the sane
time, it is the effects they deliver that are the true
measure of their contribution to readi ness and capability.

We have long had a force stove-piped into active and
reserves, uniforned and civilian, sea and shore, and
enlisted and officer conponents, all with work driven
largely by the limts of industrial age mlitary
capabilities, personnel practices, technology and the
organi zati onal nodels of the day.



In today’s era, when we have whol e corporations bought or
sold just to capture the intellectual capital of an

organi zati on, we recogni ze that our human resource strategy
must capture the talents and efforts of our capital as
well. Qur vision for the future is a nore truly integrated
wor kf orce wholly commtted to m ssion acconplishnent. This
must include a total force approach that can functionally
assess m ssions, manpower, technol ogy and training and
produce an enterprise-w de resource strategy.

The principles of this strategy are clear. W w | capture
the work that contributes to m ssion acconplishnent. W

wi |l define enterprise-wi de standards. W w il |everage
technol ogy to both enhance and capitalize on the growth and
devel opment of our people. W w il streanline

organi zational layers. W wll instill conpetition. And
we w il incentivize the talents and behavi ors needed to
acconplish the m ssion.

There is still much to study and di scuss as we devel op our
total force approach in the nonths and years ahead, but we
can already see that the application of these principles
wi Il help us nore accurately define our manpower

requi renent and lead us to a smaller workforce in the
future.

The benefits are enornous. Qur people will be powerfully
noti vated and better educated and nore experienced in the
comng years. They will be properly equipped to nmaintain,
operate and manage the hi gher technol ogy equi pnents that
are our future. Qur conbat capabilities will continue to
gr ow.

We nust be conmmtted to building a Navy that maxim zes the
capability of its people while mnimzing the total nunber
in the manpower account. Manpower is never free; in fact,
manpower we do not truly need limts both the true
potential of our people and the investnents needed to
transform our conbat capability for the future.

Qur devel opi ng human resource strategy will likely require
changes in the way we recruit, assess, train and nanage the
wor kf orce. Sea Warrior of course, is crucial here. Last
year’s authorization of the National Security Personnel
System (NSPS) is very inportant to such an effort as well.
The NSPS Act authorized a nore flexible civilian personnel

10



managenent systemthat allows DoD to be a nore conpetitive
and progressive enployer at a tinme when our national
security demands a highly responsive systemof civilian
personnel managenent. The | egislation also ensures that
nmerit systenms principles govern changes in personnel
managenent, whi stleblowers are protected, discrimnation
and nepotismremain illegal, and veterans’ preference is
protected. This wll facilitate the kind of conpetition
and performance we need for the future. The Navy has
volunteered to be in the first wave of conversions to NSPS
in 2004.

Most inportantly, | believe we will also need these kinds
of flexible authorities and incentive tools to shape the
career paths and our skills mx in a way that lets us
conpete for the right talent in uniform not just within
the Navy, but with all the nation’s enployers as well.

In the nonths ahead, | will continue to discuss with you
our devel opi ng human resource strategy and the kinds of
authorities we'll need to deliver on it.

We are beginning to realize the powerful war fighting
capabilities of Sea Power 21. Qur culture of readiness and
our commitnent to devel oping a 21%" Century workforce will
hel p us enploy those transformational capabilities to

achi eve unprecedented maritinme power.

[11. Qur FYO5 Budget Request

Thi s past year our Navy’s budget request continued our
effort to sustain our current readi ness gains, deepen the
growt h and devel opnent of our people and invest in our
transfornmati onal Sea Power 21 vision while harvesting the
efficiencies needed to fund and support these three
critical priorities.

This year we intend to:

Deliver the right readiness at the right cost to
support the war on terror and the nation’s war
fighting needs,

Shape the 21°%' century workforce and deepen the growth
and devel opnent of our people,
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Accel erate our investnment in Sea Power 21 to
recapitalize and transformour force and inprove its
ability to operate as an effective conponent of our
joint war fighting team

At the sane tinme, we will continue to pursue the Sea
Enterprise inprovenents that make us a nore effective Navy
in both FYO5 and beyond. Qur Navy budget request for FYO5
and the future supports this intent and incl udes:

Ni ne (9) new construction ships in FYO5, including
construction of the first transformational destroyer
(DD( X)) and the Littoral Conbat Ship (LCS), the
accel eration of a SAN ANTONI O C ass Anphi bi ous Transport
Dock O ass ship from FY06 to FYO5, and one SSBN conversion
and refueling. Qur request this year includes the
fol |l ow ng shi ps:

3 ARLEI GH BURKE Cl ass Gui ded M ssile Destroyers (DDG
1 VIRG NI A O ass submari ne ( SSN)

1 SAN ANTONI O C ass Anphi bi ous Transport Dock (LPD)

2 Lews and Cark Cass Dry Cargo and Amunition
shi ps (T- AKE)

0 1 21° Century Destroyer (DD(X))

o 1 Littoral Conbat Ship (LCS), and

0 1 SSBN conversion/refueling

(o} elNolNe]

The i nvestnent plan across the future year’s defense plan
(FYDP) also includes three Maritime Prepositioned Force
(Future) (MPF (F)) ships and advanced procurenent for an
MPF (F) aviation variant. Wile our build rate dips to six
ships in FYO6, this is a reflection of a shift in focus to
t he next generation surface conbatants and sea basing
capabilities. W have al so assessed the risks and divested
several assets that have high operating costs and limted
technol ogi cal growth capacity for our transformational
future; this includes deconm ssioning two coastal mne
hunter ships, and the accel erated deconm ssi oning of the
remai ni ng SPRUANCE- cl ass destroyers, SACRAMENTO O ass Fast
Conbat Store Ships and the first five TI CONDEROGA- cl ass
guided mssile cruisers in the future year’s plan.

Procurenment of 104 new aircraft in FYO5, including the
F/ A-18 E/F Super Hornet, the MH 60 R'S Seahawk and
Kni ght hawk Mul ti-m ssion Conbat Helicopter, the T-45
Goshawk training aircraft and the Mari ne Corps MW-22 Osprey
anong others. W continue to maxim ze the return on

12



procurenent dollars through the use of multi-year
procurenent (MYP) contracts for established aircraft
prograns |ike the Super Hornet and we have increased our
research and devel opnent investnent this year in the Joint
Strike Fighter (JSF), the EA-18G Airborne Electronic Attack
(AEA) aircraft and the broad area anti-submarine, anti-
surface, maritinme and littoral intelligence, surveill ance
and reconnai ssance (I SR) capable Multi-m ssion Maritinme
Aircraft (MA).

| nvestnment in transformational unmanned underwat er
vehicles (UW) |ike the Long-Term M ne Reconnai ssance
System and unmanned avi ation vehicles (UAV) such as the
Broad Area Maritime Surveillance UAV and the Joint —
Unmanned Conbat Air System The budget al so requests
funding for experinental hull fornms like the X-Craft, and
ot her advanced technol ogi es including the Joint Aerial
Common Sensor (JACS).

A 3.5 percent basic pay raise, and a reduction in average
out - of - pocket housing costs from 3.5 percent to zero,
allowing Sailors and their famlies nore of an opportunity
to owmn their own honmes and have nore of a stake in their
comuni ties;

| nvest nent in housing and Public-Private Ventures that
will help elimnate inadequate barracks and fam |y housing
by FYO7 and enabl e us to house shipboard Sailors ashore
when their vessel is in honeport by FYO0S;

Readi ness i nvestnent that supports the Fleet Response
Plan (FRP), including sustained funding for ship and
aircraft operations, aviation depot nmaintenance, and
preci sion guided nmunitions. This includes inprovenents in
shi p mai ntenance and training scheduling to nmaxi m ze surge
capabilities.

A. Delivering the R ght Readi ness at the Ri ght Cost

To me, the “right readiness” is the return on your
investnment in the Navy. Readiness is the catalyst that

bri ngs conbat power to bear whenever it is needed.

Achi evi ng readi ness at any cost however is not good for the
nation. This year’s request accurately defines our

readi ness needs, assesses the risks to our investnent and -
as requested - will deliver the resources necessary for

| eaders in the Navy to create the required readi ness.
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Ship Operations and Flying Hours requests funds for ship
oper ati ons OPTEMPO of 51.0 days per quarter for our
depl oyed forces and 24 days per quarter for our non-
depl oyed forces. W have properly funded the flying hour
account to support the appropriate |evels of readi ness and
| onger enployability requirenents of the FRP. This |evel
of steam ng and flying hours will enable our ships and air
W ngs to achieve the required readi ness over the |onger
peri ods defined by the Fleet Response Plan, and as a
result, it will inprove our ability to surge in crisis and
sustai n readi ness during depl oynent.

Ship and Avi ati on Mai ntenance. W have nmade significant
i nprovenents these |ast few years by reducing major ship
depot mai nt enance backl ogs and aircraft depot-level repair
back orders; inproving aircraft engi ne spares; adding ship
depot availabilities; ranping up ordnance and spare parts
production; maintaining steady “m ssion capable” rates in
depl oyed aircraft; fully funding aviation initial
outfitting; and investing in reliability inprovenents.

Qur FYO5 request continues to inprove the availability of
non-depl oyed aircraft and neets our 100 percent depl oyed
airframe goals. Qur ship maintenance request continues to
‘buy-down’ the annual deferred maintenance backl og and
sustains our overall ship maintenance requirenent. W are
maki ng great strides in inproving the visibility and cost
ef fecti veness of our ship depot naintenance program
reduci ng the nunber of changes in work package pl anni ng and
usi ng our continuous mai ntenance practi ces when changes
must be made.

Shore Installations. Qur Facilities Sustainnent,
Restorati on and Moderni zation (SRM programremai ns focused
on inproving readiness and quality of service for our
Sailors. Wile our FYO5 MIlitary Construction and
Sustai nnent programreflects difficult but necessary trade-
of fs between shore infrastructure and fl eet
recapitalization, the mgjority of the SRMtrends are very
good. Facilities sustainnment has increased in FY0O5. CQur
budget request keeps us on a course to achieve the DoD goal
of a 67-year recapitalization rate by FY08, achi eve DoN
goals to elimnate inadequate fam |y and bachel or housi ng
by FYO7 and provi des Honmeport Ashore Bachel or Housi ng by
FYO8. We are exploring innovative solutions to provide
safe, efficient installations for our service nenbers,
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i ncl udi ng design-build inprovenents, and BRAC | and sal es
via the GSA Internet. Additionally, with the establishnment
of Navy Installations Command, we have inproved our
capability to manage our dispersed facility operations,
conserve val uabl e resources, establish enterprise-w de
standards and continue to inprove our facility

i nfrastructure.

Preci sion Guided Miunitions receive continued investnent
in our FYO5 request with enphasis on increasing the Joint
Stand- O f Weapon (JSOW baseline variant, Joint Direct
Attack Munition (JDAM, Tactical Tomahawk (TACTOM, and
Laser-Qui ded Bonb (LGB) inventory levels, while the JSON
penetrator variant enters full-rate production. W have
al so entered into a Coomon Mssile programw th the U S
Arny to replace the aging inventory of TON Mverick and
Hellfire mssiles. Joint partnerships with the Air Force
and Arny in several of our nunitions prograns continue to
hel p us optim ze both our inventories and precious research
and devel opnent investnments and will remain a focus for us
in the future.

Trai ni ng Readi ness. W continue to make significant
strides in this critical area. In FY04, the Congress
supported two inportant progranms to advance our training
readi ness. First, you endorsed the Training Resource
Strategy (TRS), to provide nore conplex threat scenarios
and to inprove the overall realismand val ue of our
training. Additionally, you funded the Tactical Training
Theat er Assessnment and Pl anning Programto provide for a
conprehensi ve training range sustai nnent plan. Qur FYO05
budget continues this work. W are working to nake the
Joint National Training Capability a reality. W have
established a single office to direct policy and managenent
oversight for all Navy ranges as well as serve as the
resource sponsor for all training ranges, target
devel opment and procurenent, and the Navy portion of the
Maj or Range Test Facility Base (MRTFB).

Envi ronmental Readiness. 1In the |ast two years, Congress
has provided significant |egislative relief from
encroachnment and environnental requirenents by anmending the
Endangered Species Act, the Mgratory Bird Treaty Act and
the Marine Mammal Protection Act. These anmendnents help to
bal ance environnmental stewardships and realistic mlitary
training. W wll continue to focus the use of our ranges
on mlitary training, and remain commtted to our
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envi ronnent al obligations through integrated natural
resource managenent plans. W wll nmake every effort to
protect marine mammals while ensuring our Sailors are
properly trained and our transformational systens are
properly tested. W |ook forward to denonstrating our
ongoi ng comm tnent to environmental stewardship.

B. Shaping the 21%" Century Wrkforce

At the heart of everything good in our Navy today is this:
we are winning the battle for people. Hi gher quality
recruits, historic retention rates, innovative incentive
pay pilots, reduced attrition, conpetitive reenlistnents
and detailing, and outstanding | eadership in the ranks has
made this the highest quality workforce the Navy has ever
seen.

In 2003 specifically, we exceeded all of our aggregate
retention goals for the third straight year; our recruiters
reached their quotas for the 28'" consecutive nmonth; we
reduced attrition another 10 percent from FYO2 | evel s; and,
t hrough deconm ssi oni ng ol der, manpower-i ntensive

pl atforns, inproving training and enpl oynent processes, and
nmore efficient infrastructure organi zation, we have reduced
gaps at sea to less than 1,000, down from 18, 000 gaps j ust
Si X years ago.

PERSONNEL STABILITY

Reenlistment Statistics

BFY9O EFYOO BFYO1 MFYO2 BFYO3

100% - Target - 86%
80% - Target - 73%
Target - 56%

60% -
40% -
20% A

0% -

Reenlistment Rate

Zone A (<6) Zone B (6-10) Zone C (10-14)

HIGHEST RETENTION IN MY LIFETIME

(12-month average rates through September of each FY)

These acconplishments will help us devel op the 21° Century
wor kforce we’ll need for our Sea Power 21 Navy. As our
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Navy becones nore high tech, so nmust our workforce. CQur
people will be a nore educated and experienced group of
professionals in the com ng years, and we nust properly
enploy their talents. W wll| spend whatever it takes to
equi p and enabl e these outstandi ng Anericans, but we do not
want to spend one extra penny for manpower we do not need.

As part of that effort, we continue to pursue the kind of
new t echnol ogi es and conpetitive personnel policies that
will streamine both conbat and non-conbat personnel
positions, inprove the two-way integration of active and
reserve m ssions, and reduce the Navy’'s total manpower
structure. To that end, we are proposing a FYO5 Navy end
strength reduction of 7,900 personnel.

NAVY PERSONNEL

75000 SR8,

| | PB04
L | gy 70
| | /
370,000 : ‘ V

357,200 357,400

FY04 FYO05 FY06 FYO7 FYo08 FYO09

Properly Priced and Sized for the Future

W w il use existing authorities and our Performto Serve
programto preserve the specialties, skill sets and
expertise needed to continue the proper bal ancing of the
force.

We intend to build on the growth and devel opnent nonment um
of the last three record-breaking years. W are fully
commtted to ensuring every Sailor has the opportunity and
resources to successfully conpete. Qur goal remains
attracting, developing, and retaining the nost highly
skill ed and educated workforce of warriors we have ever
had, to lead the 21°" century Navy.
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As | testified |ast year, Sea Warrior is designed to
enhance the assessnent, assignnment, training and educati on
of our Sailors.

SEA WARRIOR

Education

and Training Sea Warrior

Human
Resource

Enhanced assessment, assignment, training and
education of our people

Qur FYO5 budget request includes the follow ng tools we
need to enhance m ssion acconplishnment and prof essi onal
gr owt h:

| nnovati ve personnel enploynment practices are being
i npl enented throughout the fleet. Optinmal manning
experinments in USS BOXER (LHD-4), USS MLIUS (DDG 69) and
USS MBI LE BAY (CG 53) produced revol utionary shi pboard
wat ch standi ng practices, while reducing overall manning
requi renents and allowing Sailors to focus on their core
responsibilities. The fleet is inplenmenting best practices
fromthese experinents to change Ship Manni ng Docunents in
their respective classes. Optinmal nmanning neans optima
enpl oynent for our Sail ors.

We have our fourth crew aboard USS FLETCHER (DD 992) and
our third crew aboard USS HI GG NS (DDG 76) in our ongoing
Sea Swap initiative. This has saved mllions of dollars in
transit fuel costs and increased our forward presence

wi t hout | engt heni ng depl oynent tines for our Sailors.
FLETCHER and HHGA NS will return to San Diego this year
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after a period of forward depl oyed operations of 22 nonths
and 17 nonths respectively. W wll continue to assess
their condition and deep mai ntenance needs to devel op and
apply lessons learned to future Sea Swap initiatives.

Sel ective Reenlistnent Bonus (SRB). Targeted bonuses
such as SRB are critical to our ability to conpete for our
highly trained and tal ented workforce both within the Navy
and with enpl oyers across the nation as well. Proper
fundi ng, adequate roomfor growh and the flexible
authorities needed to target the right skills against the
right market forces are inportant to the shape of the
wor kforce. This programspecifically targets retention
bonuses against the nost critical skills we need for our
future. W ask for your continued support and full funding
of this program

Performto Serve (PTS). Last year, we introduced PTS to
align our Navy personnel inventory and skill sets through a
centrally managed reenlistnment programand instil
conpetition in the retention process. The pilot program
has proven so successful in steering Sailors in overmanned
ratings into skill areas where they are nost needed that
t he program has been expanded. Mre than 2,400 Sail ors
have been steered to undermanned ratings and approved for
reenlistnment since the program began | ast February and we
will continue this effort in 2005.

Assi gnnment Incentive Pay (AIP) is a financial incentive
designed to attract qualified Sailors to a select group of
difficult to fill duty stations. AIP allows Sailors to bid
for additional nonetary conpensation in return for service
in these locations. An integral part of our Sea Warrior
effort, AIP will enhance conbat readi ness by permtting
mar ket forces to efficiently distribute Sailors where they
are nost needed. Since the pilot program began |ast June,
nore than 1,100 Al P bids have been processed resulting in
238 Sailors receiving bonuses for duty in these demandi ng
billets. W ask for continued support of this initiative.

Professional MIlitary Education (PME). W are taking a
nor e conprehensi ve approach to the education of our people
than we have done in the past. W are in the process of
devel oping a PVME continuumthat integrates general
education, traditional Navy-specific Professional Mlitary
Education (NPME), and Joint Professional MIlitary Education
(JPME) curricula. This will allow us to devel op a program
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that fully incorporates all aspects of our professional and
personal growth and devel opnent training needs.

| mprovenents so far include establishing networks with
civilian educational institutions, devel opi ng new degree
prograns, and establishing partnerships with other
services’ institutions. W are also expandi ng opportunity
t hrough di stance learning and the Internet. W are
commtted to broadening the professional and intellectual
hori zons of both our officers and our enlisted nen and
wonen to prepare themto operate tonorrow s fleet and
assune key naval and joint |eadership roles.

Human Perfornmance Center (HPC) has been established to
apply Human Performance and Human System I ntegration
principles in the research, devel opnment and acquisition
processes. |In short, the HPS will hel p us understand the
science of learning. They will ensure training is driven
by Fleet requirenents and they will focus requirenents on
the performance needed to carry out our mssions. This
will elimnate potential performance and training
deficiencies, save noney and hel p us inprove our readi ness.

The Integrated Learning Environment (ILE) is the heart of
our Revolution in Training. ILEis a famly of systens
that, when linked, will provide our Sailors with the
ability to develop their own | earning plans, diagnose their
strengt hs and weaknesses, and tailor their education to
support both personal and professional gromh. They wll
manage their career requirenents, training and education
records. It will match content to career requirenents so
training is delivered at the right tinme. Most inportantly,
t hese services will be provided anytine, anywhere via the
I nternet and the Navy-Marine Corps Intranet (NMCl).

We are taking advantage of every opportunity to accelerate
the tools we need to devel op our 21%' Century workforce.
The i nprovenents and pilots that Congress has supported —
i ncl udi ng bonuses, pay table adjustnents, retirenent
refornms, better nedical benefits, and our Sea Warri or
initiatives — are having the desired inpact.

Your support of our FYO5 request for a 3.5 percent basic
pay raise, for our efforts to transform our manpower
structure in sonme fundanental ways, and for a reduction in
aver age out - of - pocket housing costs from 3.5 percent to
zero will have a direct effect on our ability to properly
size and shape the 21%' century workforce that is our
future.
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C. Accelerate Qur Investnent in Sea Power 21

As | testified | ast year, Sea Power 21 defines the
capabilities and processes that the 21° century Navy will
deliver. W now have an opportunity to accelerate the
advant ages that our vision for a joint, netted and sea-
based force provides this nation, thanks to the trenendous
i nvestnents that you have nmade in our battle for people, in
the quality of service for each of our Sailors, and in

r eadi ness.

This year, we will pursue distributed and networ ked
solutions that could revolutionize our capability. W wll
focus on the power of Sea Basing and our conplenentary
capability and alignnent with our nunber one joint partner,
the U S. Marine Corps. W w | sustain a robust science
and technol ogy program and we will exploit investnents
made in joint research and devel opnent wherever possible.

For exanple, we are urgently pursuing technical advances to
support our Sailors, Soldiers, Airnen and Marines in Iragq.
The Naval Sea Systens Command and the O fice of Naval
Research are working closely with all services, governnent
agenci es, industry, and academ c and gover nnent

| aboratories to identify, test, and depl oy prom sing
technol ogi es that can counter inprovised expl osive devices
(I EDs), snipers, suicide bonbers and other force protection
threats. W are al so pursuing other quick-reaction
technology initiatives such as persistent w de-area
surveillance using small Unmanned Aerial Vehicles, blue
force tracking technol ogy, body arnor and extremty
protection. W are conmtted to ensuring that the joint
force on the ground is as equi pped as they possibly can be
to acconplish their m ssion.

Qur highest priority prograns within each of the core
capability sets that define our Sea Power 21 vision

Sea Basing is the projection of operational independence.
Qur future investnments will exploit the | argest maneuver
areas on the face of the earth: the sea. Sea Basing
serves as the foundation fromwhich offensive and def ensive
fires are projected - making Sea Stri ke and Sea Shield a
reality. Sea Basing capabilities include, Joint Comrmand
and Control, Afloat Power Projection and Integrated Joint
Logi sti cs.
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SEA BASING

» Sea-bases key joint warfighting capabilities
» Offensive & defensive power projection
* Command & control
* Logistics

» Extends naval advantages to the joint team
» Freedom of operations
* Immediate employability
* Increased security
» Sustained access

* 100% of the earth’s surface as joint maneuver
space

Projecting Operational Independence...
joint power from the sea

Qur intent is to maxim ze our sea basing capability and

m nimze as much as possible our reliance on shore-based
support nodes. To do this, we will make doctrinal,

organi zati onal and operational changes mandated by this
concept and by the underlying technol ogy that makes it
possi ble. W have an opportunity here, along with the U S.
Marine Corps and the U.S. Arny, to reexam ne sone of the
fundanental s of not only how we nove and stage ground
forces, but how we fight ashore as well. Qur highest
priority Sea Basing investnents include:

Surface Conbatant Fam |y of Ships. As |’ve already
testified, the power of joint forces in OF was in the
synergy of individual service strengths. The sanme concept
holds true within the Navy itself. W seek the synergy of
net wor ks, sensors, weapons and platforns that will nake the
joint force greater in conbat power than the sum of the
i ndi vi dual parts. Devel opment of the next generation of

surface conbatants as “sea franes” - anal ogous to “air
frames” - that are part of a nodular systemis just such an
endeavor.

The surface conbatant famly of ships allows us to
dramatically expand the growth potential of our surface
conbatants wth | ess technical and fiscal risk. To bring

t hese concepts to life and to take them — and the fight -
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to the eneny, we have decided upon three entirely new ship
classes. The first to premer wll be the Littoral Conbat

Ship (LCS) in 2007. The advanced stri ke destroyer (DD X))

will followin about 2011. And just a few years after the
first DD(X), the keel will be laid on the first CHX), the
next class of cruiser designed fromthe keel up for theater
air and ballistic mssile defense.

Qur research and devel opnent efforts and experinentation

wi th high speed and theater support vessels |ike SWFT, and
the X-Craft later this year, are hel ping us reduce our
technical risk and apply inportant |essons in hull design
and m ssion nodularity to the devel opnent of the surface
conbatant famly of ships. DD(X)is the heart of the famly
and will spiral prom sing technologies to both C X) and
LCS in the future. | will discuss each one of these ships
in nore detail bel ow.

CVN 21 is the centerpiece of the Navy Carrier Strike
G oup of the future. It will bring transfornmational
capabilities to the fleet, including a new el ectrical
generation and distribution system the el ectro-magnetic
aircraft launching system (EMALS), a new enl arged flight
deck, weapons and material handling inprovenents, and a
crew reduction of at |east 800 personnel. It wll be able
to generate higher daily and sustained sortie rates than
our NIM TZ-class aircraft carriers. Qur FY0O5 request of
$979M i n research and devel opnent and procurenent funding
continues the devel opnent of CVN 21 and several critica
technologies in the |l ead ship, including the EMALS
prototype and testing already ongoing in Lakehurst, New
Jersey. Construction of the CVYN 21 renains on track to
start in FYO7.

CVN 70 RCOH. The FYO5 budget provi des advanced
procurenent funds for the USS CARL VI NSON (CVN 70) RCOH
now schedul ed to begin in FY0O6. CVN 70 has sufficient
reactor fuel for one additional deploynent. This action
makes the best possible use of CARL VINSON s remaini ng fuel
capacity and i nproves shipyard work | oadi ng.

MPF(F). These future Maritime Prepositioning Ships wll
serve a broader operational function than current
preposi tioned ships, creating greatly expanded operati onal
flexibility and effectiveness. W envision a force that
w || enhance the responsiveness of the joint team by the
at-sea assenbly of a Marine Expeditionary Brigade that
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arrives by high-speed airlift or sealift fromthe United
States or forward operating | ocations or bases. These
ships will off-load forces, weapons and supplies
selectively while remaining far over the horizon, and they
will reconstitute ground maneuver forces aboard ship after
conpleting assaults deep inland. They wll sustain in-

t heater | ogistics, conmunications and nedi cal capabilities
for the joint force for extended periods as well. Qur FYO05
request accelerates the lead WPF(F) from FYO8 to FYO7 to
reflect our enphasis on Sea Basing capabilities.

Sea Strike is the projection of precise and persistent

of fensive power. The core capabilities include Tine
Sensitive Strike; Intelligence, Surveillance and

Reconnai ssance; Ship to OQbjective Maneuver; and El ectronic
Warfare and I nformation Operations.

SEA STRIKE

» Dominant & decisive power from the
international domain

» Focused Effects: Precision strike,
information operations, fires, covert strike,
Special Operations Forces, and Marines

» Enabled by networked Intelligence,
Surveillance & Reconnaissance (ISR) for
knowledge superiority

» Seize the initiative
* Disrupt enemy timelines
*Preempt adversary options

*Ensure operational success

Projecting Offensive Power...
responsive, precise, and persistent

We are already investing in inpressive prograns that wll
provide the capabilities necessary to support Sea Strike;
t hese include the follow ng FYO5 priorities:

DD( X). The technol ogy engine for the Fleet, DD(X) is the
centerpiece of a surface conbatant famly of ships and w |
deliver a broad range of capabilities. This advanced
mul ti-m ssion destroyer will bring revolutionary
i nprovenents to precise, time-critical strike and joint
fires and our Expeditionary Strike G oups of the future.

Transformati onal and | eap ahead technol ogi es include an
electric drive and integrated power systenm an Advanced QGun
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Systemwith the high rate of fire and precision to reach
alnost 8 times farther and command nore than 110 tinmes the
area of our current five inch capability; the new Multi -
Function Radar/ Vol unme Search Radar suite; optimal manning
t hrough advanced system automation, stealth through reduced
acoustic, magnetic, IR and radar cross-section signature;
and enhanced survivability through automated danage control
and fire protection systens. DD(X) is an enabler both
technically and operationally. This seaframe will also
reduce our seagoi ng manpower requirenments and wll | ower
total ownership costs.

This programw ||l provide a baseline for spiral devel opnent
of technol ogy and engineering to support a range of future
seaframes such as (CEX)). It wll also enable the
transformati on of our operations ashore. |nmagine an Arny
or Marine rifleman on the ground and Navy Petty Oficer at
sea | ooking at the sane real-tine picture of eneny troops
encanped at a nunicipal airport. Wth the push of a
button, the rifleman sends targeting coordinates to the
Petty Oficer in a DD(X) nore than 50 m | es offshore.
Wthin a few m nutes, rounds fromthe AGS start falling on
the airport with incredible accuracy. That kind of on-
demand, persistent tinme-critical strike will revol utionize
our joint fire support and ground maneuver concepts of
operation and it will free our strike fighter aircraft for
more difficult targets at nuch greater ranges.

DD(X)'s all-electric drive, called the Integrated Power
System (IPS), will not only drive the ship through the
water, but will also generate the kind of power capacity
that will enable eventual replacenent of the Advanced Gun
System (AGS). When conbined with the physical capacity and
volume of the hull form DD(X) could lead us to

revol utionary technol ogies fromthe naval research
enterprise like the electromagnetic rail gun and directed
energy weapons. The fact that rail guns do not require any
expl osives will free up nmagazi ne space for other m ssion
areas. This capability is projected to be areality in the
2015 to 2018 tinmeframe. DD(X) will be in service for
decades after that; having the kind of growh potential to
install those kinds of technologies dramatically | owers our
future devel opnent costs.

The funding profile for DD(X) supports the 14, 000-ton
design and the S-Band Vol une Search Radar (VSR). Lead ship
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detail design and construction are planned to start in
FYO5.

JSF.  The Joint Strike Fighter will enhance our Navy
precision with unprecedented stealth and range as part of
the famly of tri-service, next-generation strike aircraft.
It wll maximze commonal ity and technol ogi cal superiority
while mnimzing |ife cycle cost. The JSF has just
conpl eted the second year of a 10-11 year devel opnent
program and is experiencing a variety of typical
chal | enges that affect System Devel opnent and Denonstration
(SDD) program schedul e and cost. Additional design work is
required to address technical issues, primarily weight
proj ections. The budget therefore realigns $5B from
procurenent appropriations in FYO5 through FY09, and Low
Rate Initial Production was deferred one year to FYO7. The
JSF remains vital to our future. It will give us the
range, persistence and survivability needed to keep our
strike fighters viable for years to cone.

SSGN. Funding is included in FYO5 to continue the SSGN
conversion program Qur future SSGN capability wll
provi de covert conventional strike platforns capabl e of
carrying 150 Tomahawk m ssiles. The SSGN wi Il al so have
the capacity and capability to support Special Operations
Forces for an extended period, providing clandestine
insertion and retrieval by | ockout chanber, dry deck
shelters or the Advanced Seal Delivery System and they
will be arrayed with a variety of unmanned vehicles to
enhance the joint force commander’s know edge of the
battl espace. The inherently |arge capacity of these hulls
wll enable us to | everage future payl oads and sensors for
years to cone. W still expect our first SSGN to be
operational in 2007.

EA-18G. Last year, you initiated funding at our request
to replace the aging EA-6B Prowler with the EA-18G Airborne
El ectronic Attack aircraft. |Increased EA-6B usage in 2003
has resulted in wing center section or outer w ng panel
fatigue for some 43 EA-6B aircraft, making your support
| ast year critical to our ability to dramatically
accelerate the recapitalization of the nation’s only joint
el ectronic attack capability. Using the denonstrated
growm h capacity of the F/A-18E/F, the EA-18G wi |l quickly
recapitalize our Electronic Attack capability at |ower
procurenent cost, with significant savings in operating and
support costs; all while providing the growh potential for
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future electronic warfare (EW systeminprovenents. It

will use the Inproved Capability Three (I CAP II11) receiver
suite and provide selective reactive jammng capability to
the war fighter. This will both inprove the lethality of
the air wing and enhance the comonality of aircraft on the
carrier deck. W begin purchasing airfranes in FY0O6 and
will achieve initial operating capability in 2009.

Sea Shield is the projection of |ayered, global defensive

power .
SEA SHIELD

 Project layered, defensive power -- globally

» Extend homeland security with networked
intelligence & global reach

« Sustain access via littoral dominance Sea Shield

 Protect joint forces and allies ashore
» Extend defensive umbrella deep inland
« Strengthen strategic stability
» Provide operational security

Projecting Defensive Assurance...
assure allies, deter adversaries, sustain access

Sea Shield wll enhance deterrence and war fighting power
by way of real-tinme integration with joint and coalition
forces, high speed littoral attack platforns setting and
exploiting wdely distributed sensors, and the direct

proj ection of defensive power in the littoral and deep
inland. Sea Shield capabilities include, Honel and Def ense,
Sea and Littoral Control, and Theater Air and Mssile

Def ense. Qur highest priority Sea Shield prograns this
year i ncl ude:

M ne Warfare Prograns. W intend to field a set of
unmanned, nodul ar M ne Counter-Masure (MCM systens
enpl oyable froma variety of host platforns or shore sites
to mnimze our risk frommnes and sustain our national
economc and mlitary access to every corner of the gl obe.

27



Qur future MCM capability will be faster, nore precise and
organic to both Expeditionary and Carrier Strike G oups and
will ultimtely renmove both the man and our mammal s from
the mnefield. Wthin the FYDP, we expect to reduce the
time that it takes to render sea mning ineffective by at

| east half of the tinme that it takes us today.

Qur FYO5 budget request includes funding to realize organic
mne warfare capabilities in one Strike Goup this year,
whi | e mai ntai ning the fundi ng necessary for a potent and
dedi cated M ne Counterneasure (MCM force. W have al so
requested an increase of $167M across the FYDP for nine

war fare progranms, to include unmanned vehicles such as the
Long- Term M ne Reconnai ssance System (LVMRS) to provide a

cl andestine m ne reconnai ssance capability fromour LOS
ANGELES- cl ass submarines, and the Renote M nehunting System
on ARLEI GH BURKE-cl ass destroyers (DDGs 91-96). Both of

t hese prograns are scheduled to reach Initial Operating
Capability (10C) mlestones this year. Future introduction
of the Littoral Conbat Ship (LCS) with mne warfare m ssion
nodul es will inprove the ability of Strike Goups to
neutralize mne threats in parallel with - not in sequence
before - other operations.

Littoral Conbat Ship (LCS). The role of LCSis to
provi de access to joint forces in the littorals; a
capability gap we identified as a result of the 2001
Quadrenni al Defense Review. During the past year and a
hal f, consi derabl e canpai gn anal ysis and fleet battle
experinments have denonstrated that naval forces need better
ways to fight mnes; small, fast, highly arnmed boats; and
qui et di esel and advanced air-independent propul sion
submari nes operating in shallow waters. The performance of
U S. Navy Patrol Craft and the experinmental HSV-X1 JO NT
VENTURE in the Iragi littoral was critical to the early
detection and destruction of the lraqgi mne threat. The
sane kind of capability needs to be delivered in a fast,
maneuver abl e, shallowdraft platformthat has the
survivability to operate independently. LCS wll have these
characteristics, along with sel f-defense, navigation, and
command- and- control systens.

LCS will be built fromthe keel up to be a part of a netted
and distributed force, and will be the first ship designed
wi th FORCEnet as a requirenent. The main battery of LCS
will be its off-board systens: manned helicopters and
unmanned aerial, surface and underwater vehicles. It is the
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of f-board vehicles - with both sensors and weapons - that
will enter the highest threat areas. |Its nodul ar design,
built to open-systens architecture standards, provides
flexibility and a nmeans to rapidly reconfigure m ssion
nodul es and payl oads. As technol ogy matures, the Navy w ||
not have to buy a new LCS platform but will upgrade the

m ssi on nodul es or the unmanned systens.

LCS also wll have an advanced hull design and be
significantly different fromany warship that has been
built for the U S. Navy. Detail design and construction of
the first LCS Flight O ship is planned in FY0O5. The LCS
requi renents process is tailored to support the rapid
delivery of two flights (Flight 0 and 1) of ships, using an
evol utionary, “spiral” acquisition approach. The spiral
devel opnent process allows tine-phased capability

i nprovenent for ship and m ssion systens. This increnental
devel opment and delivery strategy supports the ship’'s

accel erated acquisition schedule, diverse threat and
capability requirements, and dynamc |evels of technol ogy
push/ pull. The ship’s nodul ar, open design will also enable
lifecycle adaptability and affordability. Four LCS s have
been added since |ast year’s budget plan was submtted.

M ssile Defense. Qur Navy is poised to contribute
significantly in fielding initial sea based m ssile defense
capabilities to neet the near-termballistic mssile threat
to our honel and, our deployed forces, and our friends and
allies. W are working closely under the authority of the
M ssil e Defense Agency (VMDA) to deliver this nuch-needed
capability to the nation’s Conbatant Commanders. Qur sea-
based m ssil e defense prograns experienced trenendous
success on the test range this year, scoring two of three
intercepts. Continued devel opnent and testing will support
Initial Defensive Operations beginning in the fall of 2004,
with sel ect ARLEI GH BURKE- cl ass destroyers providing Long
Range Surveillance and Tracking to the nation’s capability
late this year.

Mul ti-mssion Maritinme Aircraft (MVA) — Broad Area
Maritime Surveillance (BAMS). W significantly increased
this year’s research and devel opnent funding for the Multi-
M ssion Aircraft to recapitalize our 1950 s—era Lockheed
“El ectra” based P-3 force. Qur acquisition plan was
further refined this past year with the integration of the
Broad Area Maritime Surveill ance—Unmanned Aerial Vehicle
(BAMS- UAV) programinto the overarching Maritinme Patrol and
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Armed Reconnai ssance requirenment. This |ethal conbination
of manned and unmanned reconnai ssance aircraft wll
recapitalize our maritinme patrol anti-submarine warfare,
anti-surface warfare and arned intelligence, surveill ance
and reconnai ssance capability. W also devel oped a robust
sustainnent plan for the current P-3 fleet that includes
speci al structural inspections (SSI) and kits that extend
P-3 service lives by a m ninum of 5,000 hours. This SSI
programw || replace, correct or nodify our current P-3
force to ensure that they do not prematurely reach the end
of their fatigue life before we achieve Initial Operating
Capability (10C) of the MVA in 2013.

VI RG NI A-cl ass submarine (SSN-774). The first ship of
this class was christened this year and wll conmm ssion in
2004. This class will replace LOS ANGELES-cl ass ( SSN- 688)

attack submarines and will incorporate new capabilities,
i ncl udi ng unmanned vehicles, and the ability to support
Special Warfare forces. It will be an integral part of the

joint, networked, dispersed 21°' Century Fleet. Qur FYO04
budget funded the first of five submarines under the multi-
year procurenent (MYP) contract authorized by Congress | ast
year. The second submarine of the MYP contract is funded
in FYO5. Approximtely $240Min econonmi c order quantity
advance procurenent is funded in FYO5 in support of this
contract.

CG Moderni zation. Funding for the TI CONDEROGA- cl ass
crui ser noderni zation continues in FYO5. The Cruiser
Moder ni zation Programis a md-|life upgrade for our
existing AEG S cruisers that will ensure nodern, rel evant
conbat capability well into this century and agai nst
evolving threats. These warships wll provide enhanced
area air defense to the joint force conmander. These
nmodi fications include installations of the Cooperative
Engagenment Capability, which enhances and | everages the air
defense capability of these ships, and an ASW i nprovenent
package. These converted cruisers could also be avail abl e
for integration into ballistic mssile defense m ssions
when that capability matures. Qur first cruiser
noder ni zati on begi ns in FY0G6.

FORCEnet is the operational construct and architectural
framework for naval warfare in the joint, information age.
It wll allow systens, functions and m ssions to be aligned
in away that will transform our situational awareness,
accel erate speed of decisions and all ow naval forces to
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greatly distribute its conbat power in a unified, joint
batt| espace. FORCEnet provides the world-class IT tools
that we need to continue to be the world-class Navy.

FORCEnNet

e Intelligence, Surveillance and
Reconnaissance

e« Common Operational and Tactical Pictures

e Fully Netted within the Joint Force

Persistent integration of warriors, sensors, platforms
and weapons into a networked combat system

Progranms that will enable the future force to be nore
net wor ked, hi ghly adaptive, human-centric, integrated, and
enhance speed of command i ncl ude:

Navy Marine Corps Intranet (NMCI). NMCI is operational
and providing commercial IT services for nore than 300, 000
DoN enpl oyees and two Conbat ant Comranders. This
initiative, as part of our FORCEnet strategy, is providing
a single, secure shore-based network and will link with our
tactical networks to provide end-to-end coll aboration
wi thin the DoN and across the joint community. FY05
fundi ng of $1.6B provides for NMClI operations and, at the
sanme time, continues transition of the remaining legacy IT
networks to NMCI enterprise network services. This past
year, with the help of the authorizing | anguage you
provi ded, the NMCI programfinalized a full partnership
agreenent with the Defense Information Systens Agency for
operations and provi sioning.

Mobi | e User Objective System (MJOS). The new MJCS
Satellite Comrunications (SATCOM programw ||l increase DoD
Nar r owband UHF SATCOM capacity by roughly 1300 percent over
current capabilities. MJOS is a $6.4B joint interest
program and it supports a particularly inportant “Conms-
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on-t he-Move” capability for handheld termnals, aircraft,

m ssiles, and UAVs in urban and heavily wooded terrain. W
plan to reach the Initial Operating Capability mlestone in
2009, with Full Operational Capability in 2013.

Joi nt Aerial Comon Sensor (JACS). W have partnered
with the Arny in the Joint Aerial Common Sensor devel opnent
programin our pursuit of a replacenent for the aging EP-3
airborne information warfare and tactical signals
intelligence (SIGNT) aircraft. JACS will provide nulti-
intelligence strike targeting data and Signals Intelligence
capabilities, and will include a Synthetic Aperture Radar,
Ground Moving Target Indicator, Electro-Optical and
Infrared Sights, and Measurenents and Si gnhature
capabilities. These will be coupled wth automatic/ manual
data fusion. Qur FYO5 request includes $25Mfor this
pr ogram

Joint Tactical Radio System (JTRS). JTRS will be the
wreless “last tactical mle” conmponent of the d obal
Information Gid (@G and wll transform Navy's tacti cal
communi cations systens by incorporating Internet Protocol (IP)
communi cations over multi-spectral radio frequency (RF) nedia.
JTRS is a software programmable, multi-band, rmulti-node famly
of net-workabl e radi os, capable of sinultaneous voice, data,

vi deo communi cations and nobil e ad hoc networking. Qur FYO5
request includes $56M for JTRS.

Depl oyabl e Joi nt Command Control System (DJC2). DJC2 is
t he SECDEF and CICS priority C2 transformation initiative.
DJC2 wll provide a standing, fully depl oyable, scal eable, and
standardi zed command and control (C2) capability to the
Regi onal Conbat ant Conmanders (RCC) and Joi nt Force
Commander s. DIC2 responds to the need for joint, deployable
C2 capability, with first RCC delivery to PACOMin FY05. DJC2
is an enabler for the Standing Joint Force Headquarters
concept bei ng devel oped by Joint Forces Command (JFCOV). DoN
is Lead Conponent for the acquisition program and we ask your
support for the $81M we’ ve requested in FYO5.

D. I nproving Effectiveness

As |’ve testified, your Navy today is the nost capable and
nost ready Navy in our history, thanks in |arge part to the
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support of the Congress and of the Anerican people. But, |
believe that we can do better — that, in fact, we nust do
better - as stewards of the public trust in determ ning not
j ust how nmuch we shoul d spend on prograns, but how those
defense dollars are spent. This is especially true today
because of the strategic chall enges posed by the ongoing

gl obal war on terrorism because of our need to
recapitalize aging, Cold War-era infrastructure and
capability, and because of the burgeoni ng technol ogical and
operational changes that will dramatically alter the way we
fight. Revolutionizing the way in which our defense
dollars are spent presents opportunities to increase our

ef fectiveness, both now and in the future.

Sea Enterprise is focusing headquarters | eadership on
out puts and execution, and is creating ideas that wll
i nprove our productivity and reduce our overhead costs.
Its key objectives are to:

= Leverage technology to inprove performance and
m ni m ze manpower costs

= Pronote conpetition and reward innovation and
efficiency

= Challenge institutional encunbrances that inpede
creativity and bol dness in innovation

= Aggressively divest non-core, under-performng or
unnecessary products, services and production
capacity

= Merge redundant efforts

= Mnimze acquisition and |life-cycle costs

= Maxim ze in-service capital equipnment utilization

= Chall enge every assunption, cost and requirenent

Department of the Navy senior |eadership is actively
engaged in tracking the execution of ongoing Sea Enterprise
initiatives totaling approxi mately $40B, and identifying
$12.4B in cost savings and requirenents mtigation across
the Future Years Defense Program (FYDP). W are commtted
to efficiency and productivity inprovenents that wl|
generate the savings necessary to augnment our investnent
stream and i npl enment our Sea Power 21 vision - delivering
the right force, with the right readi ness, at the right
cost. Specific highlights of these fiscal transformation
initiatives include:

Ri ght Readi ness. Along wth the Fl eet Response Plan, we
have also initiated processes ashore that will generate a
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nmore effective force. As just one exanple, we have
established a single shore installation managenent

organi zati on, Conmander, Navy Installations (CNI), to

gl obally manage all shore installations, pronote “best
practices” devel opnent, and provide econom es of scal e,

i ncreased efficiency, standardization of polices, and

i nproved budgeting and fundi ng execution. This initiative
is anticipated to save approxi mately $1.2B across the FYDP

Ri ght Cost. W' ve taken a hard | ook at our “level of
effort” prograns to maxim ze return on taxpayer investnent.
This year’s effort generated $2B in future savings in
prograns not supported by specific performance netrics in
force structure, readiness or cost benefit. In addition,
we focused on streamining our organi zati ons and processes
as a neans to harvest efficiencies and control costs.
| nnovati ve prograns |ike SH PMAIN and the Naval Aviation
Readi ness Integrated | nprovenment Programare aiding in
devel opi ng and sharing best practices, streanlining
mai nt enance pl anni ng and i nproving performance goals in
shi pyards, aviation depots, and internedi ate mai nt enance
activities. W also reorganized the Navy Supply Systens
Command, including the establishnment of the Naval
Operational Logistics Support Center to consolidate
transportation, anmunition and petrol eum nanagenent. W
will continue to | ook for additional opportunities in this
area while leveraging the gains already made.

Ri ght Force. W believe transformation to our future
force nust include inproving our buying power. To inprove
upon our force structure, we're divesting non-core,
redundant, under-perform ng, and outdated products and
services. W are using nulti-year procurenment contracts
and focusi ng where possi ble on econom c order quantity
purchase practices to optimze our investnents. An
excellent exanple lies in the F/A-18E/ F multi-year
procurenent contract that anticipates procurenent of 210
aircraft while saving us in excess of $1.1B across the
FYDP. We al so recognize the need to transform our single
greatest asymmetric advantage, our people. The upcom ng
year will focus on ensuring we not only have the right
nunber, but the right mx of mlitary, civilian, and
contractor personnel to acconplish the mssion at the
| onest possible cost. You ve given us a trenendous tool to
enhance our flexibility in this area, the National Security
Personnel System and we plan to take full advantage of it.



Building on prior efforts, |I'mdedicating a significant
anount of personal tine to conducting execution reviews
with | eadership at the maj or commands across the Navy
because, as | see it, |eadership engagenent in execution is
an essential step to achieving our Sea Enterprise

obj ectives. These reviews have provided ne the opportunity
to focus on the intricate details of the organizations
whi l e ensuring conmanders are aligned wth the vision and
direction in which we are steam ng. W focus on ways to
swiftly nove fromstrategy to inplenentation, as well as

i nnovative ways to reduce costs and return resources to the
enterprise for reinvestnent.

In 2005, the Navy will continue to pursue product and
process efficiencies and the opportunities to be nore
effective while inproving our war fighting capability.
Harvesting the savings for recapitalization is a vital part
of that effort, and we will continue to bal ance the
benefits of new productivity initiatives against
operational risks. Qur intent is to foster a culture of
conti nuous process inprovenent, reduce overhead, and
deliver the right force structure both now and in the
future.

| V. Concl usion

For us, winning the d obal War on Terrorismrenmains our
nunber one objective - - and victory is the only acceptable
outcone. To achieve this, we are accelerating the

advant ages we bring to the nation.

The Fl eet Response Plan will inprove upon the operational
availability of fleet units, providing forward depl oyed
forces for enhanced regional deterrence and contingency
response, while at the sane tinme, retaining the ability to
rapidly surge in times of crisis.

We are investing in enhanced war fighting capability for
the joint force, using the extended reach of naval weapons
and sensors to reach farther and nore precisely with
striking power, and deliver broader defensive protection
for joint forces ashore and fully | everage our command of
t he sea.

We are creating a personnel environnent that attracts,

retains and relies upon creative, effective and conpetitive
people. W are investing in the tools, the information
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technol ogy and the training that delivers nore neani ngful
job content to them because it is they who offer us our
gr eat est advant age.

The support of Congress is vital to our readi ness today and

to building the Navy of tonorrow - | thank you for your
dedi cated efforts and support.
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