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M. Chairman and nmenbers of the Commttee, | appreciate the
opportunity to appear today. The investnent you ve nmade in
Anmerica' s Navy has been vital to the nation’s security and your
Navy's ability to project nore power, nore protection and nore
freedomto the far corners of the earth. | speak for the entire
Fl eet in thanking you for your exceptional and continuous
support .

| Your Navy Today — Enhanced Capabilities for the Joint Force

This is a time of trenmendous chal |l enge and acconpli shnent for
our Navy. Qur nmen and wonen operating in the air, on and under
the sea, and on the ground are at the | eading edge of the d obal
VWar on Terrorism

Today, there are 151 ships on deploynment, fully half of the
Navy; this includes six of twelve aircraft carriers, and eight
of our twelve big deck anphibious ships (LHA/LHD). They are
depl oyed in support of the nation’s interests in the Persian
@ul f, the Mediterranean, the Indian Ccean and the Western
Pacific. Still others are preparing for deploynment or
continuing operations |like strategic deterrent and counter-drug
patrols in support of other national inperatives.
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The Navy’'s Mlitary Sealift Command (MSC) is also actively
engaged in supporting the war on terrorism today, alnost 75
percent of MSC s total force is carrying conbat equi pnent for

| and- based forces and | ogi stics support for Navy carrier battle
group and anphi bi ous ready groups. 19 of our 20 |arge, nmedium
speed roll-on/roll-off ships (LMSRs), all eight fast sealift

shi ps, and half of our 72 ship Ready Reserve Fleet are actively
supporting the joint force.

These forces are operating with purpose, |eading the defense of
the United States away from our own shores and our own hones.
After all, this new century is fraught with profound dangers:
rogue nations in possession of weapons of nmass destruction,
potential conflict between regional conpetitors, wdely

di spersed and wel |l -funded terrori st organizations, and failed
states that deliver only tyranny and despair to their people.

We frequently talk about the asymetric chall enges such enem es
m ght present, assum ng these advantages belong only to
potential adversaries. Your Navy possesses asymetric strengths
all its own: its persistence, precision, independence and
agility are but a few

More inmportantly, our naval strengths are critical to our joint
conbat effectiveness. Qur forward depl oyed, conbat ready naval
forces — sustained by naval and civilian shipmates around the
world — are proving every day the unique and |asting val ue of
sovereign, lethal forces projecting offensive and defensive
power fromthe sea.

There are nunerous recent exanples of the enhanced capability
our Navy brings to the joint force.

I n Operation ENDURI NG FREEDOM Navy aircraft carrier-
based tactical aircraft and |ong range, |and-based Air Force
t ankers and bonbers conmbined with Navy SEALs on the ground and
Arnmy Speci al Forces on horseback to deliver devastating strikes
on Taliban and Al Qaeda targets in Afghanistan. Since then, our
newest conbat aircraft, the F/A-18 E/F Super Hornet, has been
flying conbat sorties fromthe USS ABRAHAM LI NCOLN i n Operation
SOUTHERN WATCH, denonstrating its increased range and payl oad
capability. 1In conbination with Tomahawk m ssiles fromw dely
di spersed shi ps and submarines, this joint power projection
force gives the nation the ability to reach across the gl obe
W th precise, persistent striking power.



The PELELI U and BATAAN Anphi bi ous Ready G oups, operating
in the Arabian Sea, |aunched and sustained Marines fromthe 15th
and 26th Marine Expeditionary Units nore than 450 mles inland
at “Canp RHINO,” to support the initial forward operating base
i n Afghani stan. This was the | ongest-range expeditionary
airfield seizure operation ever |aunched from anphi bi ous shi ps
at sea. During the sane tinefrane, the carrier KITTY HAW al so
provi ded an agile, sovereign Afl oat Forward Stagi ng Base (AFSB)
for joint Special Operations Forces and their lift, attack and
command and control assets. Permanently installed command,
control, communi cations, conputers, intelligence, surveillance
and reconnai ssance (C41 SR) suites and information technol ogi es
on all these ships enhanced the entire joint team s know edge
superiority picture and connected these joint forces with other
forces and commands in the theater and around the world; al
fromthe security our ships enjoy in the maritime domain.

The AEG S cruiser USS LAKE ERIE (CG 70) conpleted three
medi um range ballistic mssile defense tests |ast year,
successfully acquiring, tracking and hitting target ballistic
mssiles in the md-course or ascent phases with a Standard
Mssile 3 (SM3) in all three tests. LAKE ERIE and the AEA S
destroyer USS JOHN PAUL JONES al so supported three successive
M ssil e Defense Agency intercontinental class ballistic mssile
tests; the AEA S system perforned exactly as predicted in each
of these tests, acquiring the targets i medi ately and passi ng
high fidelity digital track data to national nodes ashore.

These cruisers’ and destroyers’ organic AEG S Wapons System and
their SPY-1 multi-function, phased array radars, denonstrate the
capability and capacity to conduct a sea based m ssil e defense
agai nst those ballistic mssiles that can target our honel and,
allies, forward operating bases, and joint forces ashore. They
coul d al so provide inportant surveillance and cuei ng of
intercontinental class weapons directed at our honel and.

The Navy’'s Mlitary Sealift Command, is actively
provi di ng conbat |ogistics support to US Navy ships; is
prepositioning joint mlitary supplies and equi pnment at sea; and
is providing sealift and ocean transportation of defense cargo.
MSC s high quality shipping, augnmented by charters, continues
its sealift of the Arny’s 3rd and 4th Infantry Divisions, the
82nd and 101st Airborne Divisions, and V Corps. Fifteen of our
depl oyed Maritinme Prepositioning Ships (MPS) provide the
maj ority of conbat supplies and equi pnent for our Marine force,
and el even of these have already offl oaded equi pnment in support
of contingency operations. MSC is also delivering fuel and



avi ation support equi pnent and supplies to deployed Air Forces.
In short, 95% of all equi pnent and supplies needed by U. S.
forces in time of crisis noves by sea on MSC controll ed ships.

The USS FLORI DA (SSBN 728), an Chio-class fleet ballistic
m ssil e submarine, successfully |launched two Tomahawk m ssil es,
confirmng the ability to launch a Tomahawk from a confi guration
simlar to the tightly packed cluster of Tomahawk All-Up- Rounds
(AUR) we will use in the SSGN. This experinent was conducted in
support of the SSGN programis Sea Trial experinent, G ant
Shadow, which al so expl ored how a network of forces, including
special warfare forces, and various unmanned aerial, underwater
and ground vehicles and sensors could be used to provide
surveillance, collect real-tine intelligence, and devel op and
launch a tinme critical strike in support of the joint force
commander. This included the first vertical |aunch of a UUV,
testing of nucl ear-biological -chem cal sensors, and the
insertion of SEALs from one of the submarines we will convert to
an SSGN.

These exanpl es represent the return on investnment the Anmerican
peopl e have made in our Navy: an agile, connected fleet that
enhances deterrence, sustains our access, conducts precision
strikes, exercises joint conmand and control, enhances know edge
superiority, responds to crisis, projects, sustains and operates
with the joint force ashore, and | everages the pricel ess

advant age of our command of the seas. It is why we are a
critical conponent of the nation’s joint defenses in peace, in
crisis, and in conflict.

None of the foregoing woul d be possi ble w thout the energy,
expertise, and enthusiasm of our active and reserve Sailors, and
our Marine and civilian shipmtes in the Departnent of the Navy.
After all, it is people that put capability to practice, and it
is their dedicated service that makes these capabilities ready -
around the world and around the cl ock.

I[1: A Culture of Readiness — A Commitment to Transfornmation

This century’s dangerous and uncertain strategic environnent

pl aces a prem um on credi ble conbat forces that possess speed of
response, inmmedi ate enployability, and the flexible force
packagi ng that brings the right capability to bear at the right
time. It demands forces that can pair this capability with
readi ness, both today and in the future.



Readi ness is the Navy's watchword. Readiness is the catalyst

t hat brings conbat power, speed of response, and the ability to
di srupt an eneny’s intentions in both crisis and conflict.

Readi ness brings capability to bear wherever and whenever it is
needed. W are naki ng readi ness a key el enment of our Navy’s
cul ture.

The forces we’ve placed forward today — the six carrier battle
groups — the three Anphi bi ous Ready G oups, the Anphi bi ous Task
Forces conprised of fourteen additional anphibious ships, and
the el even of fl oaded Maritinme Preposition Ships all supporting a
Mari ne Expeditionary Force of 50,000 Marines — our nmulti-m ssion
surface ships and submarines — the dozens of MIlitary Sealift
Command shi ps transporting the rest of the joint force - are the
nmost ready force in our history; properly manned, superbly
trained and well provisioned with ordnance, repair parts and
supplies so they can provide both rotational deploynent and
surge capability. Qur operational forces are ready earlier and
are deploying at a higher state of readiness than ever before.

A greater percentage of our ships are underway today than at any
time in the | ast dozen years. Qur ability to do so is the
direct result of two things: the investnment of the American
peopl e and the extraordinary conm tnment and acconplishnment of
our nmen and wonen in the Navy this past year. W nade a
concerted effort in last year’s budget request to inprove our
current readi ness and reduce our inmediate operational risk and
| am proud to report to you today that this force is ready to
fight and w n!

At the sanme tine, it is apparent that the 21% century sets the
stage for trenmendous increases in precision, reach, and
connectivity, ushering in a new era of joint operational
effectiveness. W clearly will be able to integrate sea, | and,
air, and space through enhanced network technology to a greater
extent than ever before. And in this new, unified battl espace,
the sea will provide the vast maneuver area fromwhich to
project direct and decisive power.

To navi gate the chal |l enges ahead and realize the opportunities,
we devel oped this past year a clear, concise vision — Sea Power
21 — for projecting decisive joint capabilities fromthe sea.
It is a vision that stresses our asymetric strengths of

i nformati on dom nance, advanced technol ogy, and highly skilled
and notivated professionals.



Sea Power 21 advances Anerican naval power to a broadened
strategy in which naval forces are fully integrated into gl obal
joint operations across this unified battl espace and agai nst
both regional and transnational aggressors. It provides the
transformational framework for how we will organize, align
integrate, and transform our Navy to neet the chall enges that
i e ahead.

It also includes the transforned organi zati onal processes that
w || accel erate operational concepts and technol ogies to the

fl eet; shape and educate the workforce needed to operate
tonorrow s fleet; and harvest the efficiencies needed to invest
in the Navy of the future.

The capabilities needed to fulfill this broadened strategy are
grouped into three core operational concepts: Sea Strike, Sea
Shi el d, and Sea Basi ng, which are enabled by FORCEnet. The
triad of transforned organi zati onal processes that supports
t hese concepts is: Sea Warrior, Sea Trial, and Sea Enterpri se.

SEA POWER 21

Projecting Defense. ..
assure allies, deter adversaries, ensure access

Sea Shield

Innovation_ to theWar_fighter...
e
coor dinated experimentation
PreparingtheWar-fighter... .
A el SR Sea Strike

at theright time Projecting Offense...

Resour cesto the Warfighter ... ‘ global presence, precision, and persistence
optimum resour ce allocation, 5

increased productivity, Sea Enterprise

enhanced procurement

Sea Basing

Projecting Sovereignty...
taking thejoint force to sea

Toget her, these concepts wll provide increased power,
protection, and freedom for Anerica.

Sea Strike is the projection of precise and persistent
of fensive power. Sea Strike operations are how the 21°' century
Navy wi |l exert direct, decisive and sustained influence in



joint canpaigns. Sea Strike capabilities will provide the Joint
Force Commander with a potent m x of weapons, ranging froml ong-
range precision strike, to clandestine land-attack in anti -
access environnents, to the swift insertion of ground forces.

Sea Shield is the projection of |ayered, global defensive
assurance. It is about extending our defenses beyond naval
forces, to the joint force and allies and providing a defensive
unbrella deep inland. Sea Shield takes us beyond unit, fleet
and task force defense to provide the nation with sea-based
theater and strategi c defense.

Sea Basing is the projection of operational independence.
Sea Basing will use the fleet’s extended reach of nodern,
net wor ked weapons and sensors to maxi m ze the vast maneuver
space of the world' s oceans. It is about extending traditional
naval advantages to the joint force with nore security,
connectivity, and nmobility fromnetted forces at sea.

FORCEnet is the enabl er of our know edge supremacy and
hence, Sea Strike, Sea Shield, and Sea Basing. It is the total
systens approach and architectural framework that will integrate
warriors, sensors, networks, command and control, weapons, and
platforns into a networked, distributed force and provide
greater situational awareness, accel erated speed of decision,
and greatly distributed conbat power.

Qur transforned organi zati onal processes are:

Sea Warrior is our conmmtnent to the growh and
devel opnent of our Sailors. It serves as the foundation of
war fighting effectiveness by ensuring the right skills are in
the right place at the right tine.

Sea Trial is a continual process of rapid concept and
t echnol ogy devel opnent that will deliver enhanced capabilities
to our Sailors as swiftly as possible. The Commander, U. S
Fl eet Forces Conmmand is |leading this effort and devel opi ng new
concepts and technol ogi es, such as the Joint Fires Network and
H gh Speed Vessel s.

Sea Enterprise is our process to inprove organizational
alignment, refine requirenents, and reinvest the savings to buy
the platforns and systens needed to transformour Navy. It is
t he neans by which we will capture efficiencies and prioritize
i nvestnments.



Sea Power 21 is dedicated to a process of continual innovation

and is conmmtted to total jointness. |t extends Anerican naval
superiority fromthe high seas, throughout the littorals, and
beyond the sea. It both enhances and | everages persistent

intelligence, surveillance and reconnai ssance capabilities and
preci sion weaponry to anplify the nation’s striking power,

el evate our capability to project both defense and of fense, and
open the door to the afloat positioning of additional joint
capabilities, assets and forces.

Sea Power 21 wll extend the advantages of naval forces - speed
of response, agility, imrediate enployability, and security - to
the unified, joint warfighting team It will increase our
deterrence, crisis control and warfighting power. It wll
ensure our naval forces are fully integrated into gl obal joint
operations to bring nore power, nore protection, and nore
freedomto Anerica.

W will put our Sea Power 21 vision into practice through a new
d obal Concept of Operations (CONOPs) to distribute our conbat
striking power to a dispersed, networked fleet. This wll
optim ze our flexible force structure and create additional,
scal eabl e, independent operating groups capabl e of responding

si mul t aneously around the world. This distribution of assets
will take us from 19 stri ke capable groups to 37 stri ke capable
groups with the full inplenentation of the d obal CONOPs.

OPERATIONAL INDEPENDENCE

CVBG 37 independent
strike groups
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Strike Force

Maximizing combat flexibility for our future

Carrier Strike Goups wll remain the core of our Navy’'s
warfighting strength. No other force package matches their



sust ai ned power projection ability, extended situational
awar eness, and survivability.

Expeditionary Strike Goups wll augnment our traditional
Anphi bi ous Ready G oup/ Marine Expeditionary Unit teamwth
stri ke-capabl e surface conbatants and submarines to prosecute
Sea Strike mssions in |esser-threat environments. Wen
conbined with a Carrier Strike Goup, the resulting
Expeditionary Strike Force will possess the full range of our
netted, offensive and defensive power. W w il deploy at |east
one pilot ESG this year.

M ssi |l e-Def ense Surface Action G oups wll increase
international stability by providing security to allies and
joint forces ashore fromshort and nediumrange ballistic
m ssile threats.

Qur future SSGN forces - specially nodified Trident
submarines - wll provide |arge volune clandestine strike with
cruise mssiles and the capability to support and insert Special
Oper ati ons For ces.

An enhanced-capability Conbat Logistics Force and
Maritime Prepositioned Force will sustain a nore wdely
di spersed and capabl e Navy/ Mari ne Corps team

It is our intention to continue to nurture this culture of
readi ness and invest in this vision in the years ahead.

[11. Qur FY04 Budget Request

This past year the Navy inproved its current readi ness by
properly funding our current readi ness accounts, deepening the
growt h and devel opnent of our people, and devel opi ng i nnovative
oper ati onal concepts and capabilities.

This year, we intend to:

Sustain our current readiness gains to support the war on
terror;

Deepen the growt h and devel opnent of our people into the
21" Century, high-technol ogy personnel force that is our
future; and

| nvest in our bold new Navy vision -- Sea Power 21 -- to
recapitalize and transformour force and inprove its
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ability to operate as an agile, lethal and effective
menber of our joint, networked warfighting team

At the sane tinme, we will continue to actively harvest the
efficiencies needed to fund and support these priorities in both
FY0O4 and beyond. Qur Navy budget request for FY04 supports this
intent and includes:

7 new construction ships, two nore SSBN-to- SSGN
conver sions, one crui ser conversion and 100 new aircraft;

| nvestnent in accelerated transformati onal capabilities,

i ncludi ng the next-generation aircraft carrier (CVN 21),
the transformational destroyer (DD(X)) and Littoral

Conmbat Ship (LCS), the Joint Strike Fighter, the Advanced
Hawkeye (E-2C RWP) Upgrade Program and the EA-18G

El ectronic Attack aircraft;

An 4.1% average pay increase in targeted and basic pay
rai ses, and a reduction in average out-of-pocket housing
costs from7.5%to 3.5%

| nvest nent in housing and Public Private Venture that

wll help elimnate i nadequate fam |y housing by FYO7 and
enabl e us to house shipboard Sail ors ashore when their
vessel is in honeport by FY08;

Conti nued investnent in key operational readiness
accounts that includes an increase in aviation depot

mai nt enance fundi ng, inprovenent in our annual deferred
mai nt enance backl og for our ships, submarines and
aircraft carriers, and sustained funding for our
ordnance, ship operations and flying hours accounts;

Navy — Marine Corps Tactical Aviation Integration, a
process that will maxi m ze our forward-depl oyed conbat
power, optimze the core capability of naval aviation
forces, introduce 200 nodern aircraft across the FY04 —
FY0O9 program and save billions of dollars;

Di vestiture of aging, |egacy ships, systens and aircraft,
producing nearly $1.9B in FY04 for reinvestnment in
recapitalization

| mprovenents in the quality of our operational training
t hrough a Training Resource Strategy; and
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| nvestnent in transformational unmanned underwat er
vehi cl es (UW), unmanned avi ation vehicles (UAV),
experinmental hull forns and other technol ogies.

A.  Sustaining our Current Readi ness

Your investnent |ast year produced the nost ready force in our

hi story! Training, maintenance, spare parts, ordnance, and fuel
accounts enabled our Fleet to be ready earlier, deploy at a

hi gher state of readiness, and as we are w tnessing today, build
a nore responsive surge capability. These investnents were
vital to sustaining the war on terrorism assuring friends and
allies and |l eading the nation’s gl obal response to crisis.

Ship Operations and Flying Hours requests funds for ship
oper ati ons OPTEMPO of 54.0 days per quarter for our depl oyed
forces and 28 days per quarter for our non-depl oyed forces. The
flying hours request receives an additional $137Mthis year to
sustain the investnment | evel we established in support of | ast
year’s budget. This level of steam ng and flying hours wl|
enabl e our ships and airwi ngs to achi eve required readi ness six
nmonths prior to deploynent, sustain readi ness during depl oynent
and increase our ability to surge in crisis. However, sustained
OPTEMPO at | evels above this force-wde target, as is beginning
to occur during FY0O3's tinme of accel erated and extended
depl oynents, will cause our current year execution to run both
ahead and in excess of the existing plan.

Ship and Avi ati on Mai ntenance. Last year, we reduced our

maj or shi p depot mai ntenance backl og by 27% and aircraft depot
| evel repair back orders by 17% provided 32 additional ships
with depot availabilities; ranped up ordnance and spare parts
production; maintained a steady “m ssion capable” rate in
depl oyed aircraft; and fully funded aviation initial outfitting.
Qur request for FYO4 avi ation maintenance fundi ng adds over
$210Mto FY03's investnent and will increase the nunber of
engi ne spares, inprove the availability of non-depl oyed
aircraft, and neet our 100% depl oyed airfrane goals.

Qur shi p mai nt enance request continues to ‘buy-down’ the
annual deferred nai ntenance backl og and sustai ns our overal
shi p mai ntenance requirenent. The aggregate |evel of funding
for ship maintenance actually declines fromFY0O3 to FYO4, due in
part to the positive effects of the additional maintenance
fundi ng provided in supplenental appropriations in the previous
year, in part to the accelerated retirenent of the ol dest and
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nost mai nt enance-i ntensive surface ships, and as a result of
schedul i ng and ti m ng.

Shore Install ations. The FY04 request provides 93% of the
nodel ed sustai nment cost for facilities, an increase from FY03's
84% Al though the overall investnent in facility
recapitalization has reduced fromlast year, slow ng the
replacenent rate of facilities, our increased investnent in
sustainment will better nmaintain existing facilities as we
continue to pursue innovations to inprove our base
infrastructure. Qur Base Operations Support funding request is
based on sustaining the current |evel of common installation and
i nportant community and personnel support functions; we have
factored i n managenent and business efficiencies to reduce the
cost of providing these services. W continue to support a Base
Real i gnment and Cl osure effort in FY2005 to focus our future
i nvestnment and i nprove our recapitalization rate in the years
ahead.

Preci sion Guided Munitions receive continued investnent
in our FYO4 request with enphasis on increasing inventory |levels
for the Joint Stand-Of Wapon (JSOWN, optim zing the Navy's
Joint Direct Attack Munition (JDAM production rate and
commencing full rate production under nulti-year procurenent for
the Tactical Tomahawk (TACTOM). Qur partnership with the Ar
Force in several of our nmunitions prograns wll continue to help
us optim ze both our inventories and our research and
devel opnent i nvestnent.

Trai ning readi ness. The Trai ning Resource Strategy (TRS)
has been devel oped to provide for nore conplex threat scenari os,
i nprove the training of our deploying ships, aircraft, Sailors
and Marines, and support the range and training technol ogy
i nprovenents necessary to ensure the |long-term conbat readi ness
of depl oying naval forces. The TRS has identified the training
facilities necessary to provide this superior |evel of training
as well. Their dispersed character is nore like the battlefield
environnent our forces will face today and tonorrow and wil |l
better chall enge our deploying forces - before they are
chal l enged in conbat. Qur FY04 request includes $61Mto support
the Trai ning Resource Strategy.

At the sane tinme, encroachnent and environnental issues
continue to inpact our ability to maintain an acceptabl e |evel
of access to our valuable testing and training ranges and
operating areas. As a result, we are |ooking for a bal anced
approach that would protect our environnmental obligations and
our ability to both train in realistic scenarios and devel op

13



transformati onal systens for our future. Qur approach would be
l[imted to only the nost critical issues, such as the
designation of critical habitat on mlitary | ands designated for
mlitary training, and the scientific neasurenents that achieve
an appropri ate bal ance between our environnmental concerns and
our obligation to ensure our Sailors are properly trained and
our transformational systens are properly tested. W wll focus
the use of our ranges for these purposes while continuing to be
an excellent steward of these environnmental resources. W |ook
forward to working with the Congress and the American people on
this inportant and urgent issue inpacting our Sailors and
Mar i nes.

B. Deepening the G owh and Devel opnent of our People

W are winning the battle for people. Thanks to superb

| eadership in the fleet and the full support of the Anerican
peopl e and Congress, we are nmaking solid progress in addressing
| ong- st andi ng manpower and quality of service issues vital to
having what it takes to win the conpetition for talent today and
t onor r ow.

We are enjoying now, the best manning | have witnessed in ny
career. Wth few exceptions, we achieved C2 nmanning status for
all deploying battle group units at |east six nonths prior to
depl oynent. These acconplishnents enabl ed our Navy to devel op a
nore responsive force — one that surged forward with the right
people, at the right tinme to fulfill our national security
requirenents.

Nor malized Battle Group Manning
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Retention is at record levels and recruiting has never been
better. W achieved a 58.7% Zone A (<6 Years of service (YOS))
reenlistnment rate, 74.5% Zone B reenlistnent rate (6-10 YOS),
and a Zone C (10-14 YOS) reenlistnment rate of 87.4% in 2002.
Wiile we are also off to a great start in FY0O3, we are
instituting measures to ensure our annualized reenlistnment rate
nmeets our established goals (Zone A — 56% B — 73% C — 869%.

Additionally, attrition for first term Sailors was reduced by
23% from FYOL1l | evels. 92%of our recruits are high schoo
graduates and 6% of them have sone col | ege education

Navy Enlisted Reenlistment

...the percentage of Sailors at a career decision
point who choose to stay Navy

FY 02 improvement over

FYO1 levels: 3.2% ZoneA, |BFY00 MFYO1 MFY02 EFYO3 (FYTD) |
9.2% ZoneB, 3.3% Zone C
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1

These trenmendous acconplishments allowed us to reduce at-sea
manni ng shortfalls |ast year and reduce our recruiting goals.
We were also able to increase the overall nunber of E-4 to E-9s
in the Navy by 1.3%to 71.5% working toward a goal of 75.5% by
FYO7. This healthy trend allows us to retain nore of our
experienced | eaders to nanage and operate the increasingly
techni cal 21°' century Navy.

Targeted pay raises, reenlistnent bonuses, inproved all owances,
enhanced educational benefits, retirement reforns, support for
inproved famly services, and better nedical benefits are nmaking
a difference and can be directly attributed to Congressional
support and the outstanding work of our Navy |eaders in our

shi ps, squadrons, bases and stations.
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Qur FYO04 request capitalizes on | ast year’s acconplishnents and
provi des the opportunity to align our manpower and skills mx to
bal ance our end strength and shape our 21°' century workf orce.

As part of Sea Power 21’'s transformed organi zati onal process

i nprovenents we will begin our Sea Warrior process.

Qur goal is to create a Navy in which all Sailors are optimally
assessed, trained, and assigned so that they can contribute
their fullest to m ssion acconplishnent. It is inportant that
we sustain our manpower progress by furthering our supporting
initiatives, to include:

Performto Serve will align our Navy personnel inventory
and skill sets through a centrally managed reenlistnment program
This initiative makes Comrander, Navy Personnel Conmand the
final authority for first termreenlistnents and extensions and
Wil steer Sailors in over manned ratings into skill areas where
they are nost needed. It provides the training necessary to
ensure these sailors will succeed in their newrating. Most
inportantly, it will help us manage our skills profile.

Navy Know edge Online introduces our integrated web-based
lifelong learning initiative for personnel devel opnent and
| earni ng managenent. It connects Sailors to the right
information in a col |l aborative | earning environnment; tracks
their individual skills and training requirenents; and provides
Iifelong support between our rating, |eadership and personal
devel opment Learning Centers and our Sail ors.

Task Force EXCEL (Excellence through our Conm tnent to
Education and Learning) is transformng the way we train and
educate our people. A nore responsive organi zational structure
has been established to include the Navy Chief Learning Oficer,
Naval Personnel Devel opnent Command, and Human Perf or mance
Center. W also partnered with Fleet, industry, and academ a to
i nprove individual training and education; and with coll eges,

t hrough the Conm ssioned Navy Col | ege Program to provide
rating-rel ated Associ ate and Bachel or degrees.

Project SAIL (Sailor Advocacy through Interactive
Leadership), will web-base and revol utionize the personnel
assi gnnment process by putting nore choice in the process for
bot h gai ning commands and Sailors. It wll enpower our people
to make nore informed career decisions and for the first tine,
create a nore conpetitive, market-oriented process.
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Qur Sea Swap initiative is underway now, with the first crew
change on USS FLETCHER taking place in the Western Australia
port of Fremantle last nonth. We will continue this pilot with
anot her crew change this sunmer and we intend to continue to
exam ne pilot progranms in optiml manning, rotational crew ng,
assignment incentive pay, rating identification tools, and rate
trai ni ng.

Your support of our FYO4 request for a targeted pay raise that
recogni zes and reaffirnms the value of our career force and acts
as an incentive to junior personnel to stay Navy is critical to
staying the course. So, too, is continuing the reduction of

aver age out - of - pocket housi ng expenses and t he extension and
enhancenent of essential special pay and bonus authorities. Al
these efforts enable our Navy to sustain our forces in the war
on terrorism continue the increase in our Top 6 (E4 to E9), and
devel op the 21°' Century, high-technol ogy personnel force that is
our future.

C. Investing in Sea Power 21

Qur 21%" Century Navy will be a joint, netted, dispersed power
projection force and Sea Power 21 is the framework for how our
Navy wi |l organize, integrate, and transform It prescribes a
strategy-to-concepts-to-capabilities continuum by which current
and future Naval Forces wll exploit the opportunity that

i nformati on dom nance and rapid, highly accurate power
projection and defensive protection capabilities bring to us.

Toget her, these concepts will conpress our speed of response and
provide the nation with i nmedi ately enpl oyabl e, secure and
sovereign forward “capability sets” fromwhich to project
firepower, forces, conmand and control, and |ogistics ashore.

The foll ow ng describes the core capabilities, and our initial
i nvestnments in our highest priority prograns that support this
Vi si on.

Sea Strike is the projection of precise and persistent offensive
power. The core capabilities include Tine Sensitive Strike;
Intelligence, Surveillance and Reconnai ssance; Ship to Objective
Maneuver; and Electronic Warfare and Information Operations.

We are already investing in inpressive prograns that wll
provide the capabilities necessary to support Sea Strike; these
include the follow ng FYO4 priorities:
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SEA STRI KE Super | I—b%e

REPRESENTATIVE PROGRAMS F/ A-18E/ F i s in full
rate production and

when conbi ned with

+ Enhanced * Naval this year’s request
Range Guided Network for the EA- 18G, will
Munition Warfare
« Tactical « Expeiitionary Command be the backbone of
Tomahawk Strike Group Navy sea-based
«Advanced « Improved precision and tine-
« Joint Direct SEAL Delivery Capability critical stri ke’
Aftack Munition | System (CARTT) el ectronic attack and
e Laser Guided | *Air Cushion . .
B Landing Craft ai rborne tactical
reconnai ssance. It
isinthe fifth of a
Time Sensitive Ship to Intelligence Electronic & i - P
Strike Obje?:tive Surveillgnce& Information five year mul i year
Maneuver ~ Reconnaissance  Warfare procurenment (MYP)

contract (FY0O0-04)

that will yield $700M

in total savings.
The second nmulti-year contract for 210 aircraft will yield
approximately $1B in savings as conpared to the single-year
price. The Super Hornet enploys new know edge dom nance
t echnol ogi es, such as the Joint Hel net Mounted Cuei ng System
Advanced Tactical Forward Looking Infrared System Shared
Reconnai ssance System and Milti-Informational Display System
data link. It provides 40% i ncrease in conbat radius, a 50%
i ncrease i n endurance, 25% greater weapons payload, 3 tinmes the
ordnance bring back, and is nore survivable than our ol der
Hornets; nost inportantly, it has the growh capacity to remain
a mainstay of our tactical aviation for years to cone. Three of
t hese squadrons are already depl oyed today at one-third the
operational cost of our legacy F-14 aircraft. FY04 budgets for
42 E/F aircraft; this program maxim zes the return on our
procurenent dollars through a nmulti-year procurenent contract
and a m ni num econom ¢ order quantity buy.

EA-18G The EA-18G wi Il replace the agi ng EA-6B Prow er
for joint force electronic attack. Using the denonstrated
grow h capacity of the F/A-18E/F, the EA-18G Gower wll
qui ckly recapitalize our Electronic Attack capability at | ower
procurenent cost, with significant savings in operating and
support costs and three years earlier than previously planned;
all while providing the growh potential for future electronic
warfare (EW systeminprovenents. It will use the Inproved
Capability Three (ICAP I11) receiver suite and provide selective
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reactive jamm ng capability to the war fighter. This will both
inprove the lethality of the air wing and enhance the

comonal ity of aircraft on the carrier deck. It wll
dramatically accelerate the replacenent of our aging Airborne
El ectronic Attack capability. Engineering and devel opnent al
efforts commence with our FY04 budget request.

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
maxi m ze commonal ity and technol ogi cal superiority while
mnimzing life cycle cost. The FY04 budget requests $2.2B in
accel erated devel opnent funds; initial production is planned for
FY06.

W-22. The Joint Service MW-22 Gsprey tilt-rotor,
Vertical/ Short Take-Of or Landing (V/STOL) aircraft represents
a revolutionary change in aircraft capability. It wll project
Mari nes and equi pment ashore from our anphi bi ous shi ppi ng,
operationalizing Ship to Qbjective Maneuver fromthe Sea Base
and i nproving our expeditionary nobility and force entry needs
for the 215 century. The M-22 program has been restructured,
redesi gned, rebuilt and is undergoing testing to deliver an
operationally deployable aircraft on the restructured schedul e.
The W-22 will replace the Vietnamera CH 46E and CH 53D
hel i copters, delivering inproved readi ness, upgraded capability,
and significantly enhanced survivability. It is overwhel mngly
superior to our |egacy CH 46E providing twi ce the speed, five
times the range, and three tinmes the payl oad capacity.

Unmanned Air Vehicles (UAV). W increased our conmm tnent
to a focused array of unmanned air vehicles that will support
and enhance both Sea Shield and Sea Strike mssions with
persistent, distributed, netted sensors. W are initiating the
Broad Area Maritinme Surveillance (BAMS) UAV this year to devel op
a persistent, nmulti-mssion platformcapable of both Sea Shield
and Sea Strike surveillance and reconnai ssance of maritinme and
| and targets, conmunications relay and sone intelligence
collection. W have provided funding for testing,
experinmentation and/ or denonstration of the Fire Scout
Denonstration Systens, G obal Hawk Maritinme denonstration and
t he Unmanned Conbat Aerial Vehicle — Navy (UCAV-N) denonstration
vehicle as well.

Sea Shield is the projection of |ayered, global defensive power.
It will soon enhance deterrence and warfighting power by way of
real -time integration with joint and coalition forces, high
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speed littoral
di stributed sensors,
powers in the littoral

honmel and def ense,

i ncl ude,

assure,
the littorals and across the gl obe.
Honel and Def ense,

attack platforns setting and exploiting w dely

and the direct projection of defensive

Air and M ssil e Defense.

SEA SHIELD

and deep inl and.
and eventual |y sustain our access in
Sea Shield capabilities

Sea and Littoral Control, and Theater

REPRESENTATIVE PROGRAMS

*Coast Guard
Deepwater Project

*Nuclear/Biological/
Chemical Response
Capability

*Anti-Terrorism/
Force Protection

*National Maritime
Intelligence Center

Homeland Defense

*Organic Mine
Warfare Systems

*Advanced
Deployable Sonar
System

*Multi-Mission
Aircraft
*MH-60R/S Sea
Hawk Helicopters
*Close In Weapon
System 1B
Lightweight
Torpedo

*P-3C Aircraft

I mprovement
Program

Sea/ Littoral
Control

*Extended Range
Active Missile

*VVolume Search
Radar

*Standard Missile-ll1

*Rolling Airframe
Missile

Theater Air &
Missile Defense

enhance

Qur hi ghest
priority Sea
Shield
progranms this
year i ncl ude:

M ssile
Def ense. Qur
Navy is poised
to contribute
significantly
in fielding
initial sea
based mi ssile
def ense
capabilities
to neet the
near-term
ballistic
m ssil e threat
to our
honel and, our
depl oyed
forces, and

our friends and allies and we are working closely with the

M ssil e Defense Agency (VMDA) to that end. As partners, USS LAKE
ERIE will be transferred to MDA to facilitate a nore robust
testing programfor mssile defense. In turn, MDA is requesting
funds to upgrade three AEG S guided m ssile destroyers (DDG for
| CBM surveillance and tracking duties and procurenent of up to
20 Standard Mssile interceptors to help us provide a limted at
sea capability to intercept short and nediumrange ballistic

m ssiles in the boost and ascent phases of flight. Qur sea-
based m ssil e defense prograns experienced trenendous success on
the test range during 2002, and we | ook forward to building on

t hese successes and developing a vital capability for our

Nat i on.
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CG Conversion. The first Cruiser Conversion begins in
FYO4. The Cruiser Conversion Programis a md-life upgrade for
our existing AEA S cruisers that wll ensure nodern, relevant
conbat capability well into this century and agai nst evol vi ng
threats. These warships will provide enhanced | and attack and
area air defense to the joint force commander. Core to these
conversions is installation of the Cooperative Engagenent
Capability, which enhances and | everages the air defense
capability of these ships, and the 5"/62 GQun Systemw th
Ext ended Range Guided Munitions to be used in support of the
Mari ne Cor ps Shi p-to-Qbjective-Maneuver doctrine. These
converted cruisers could also be available for integration into
ballistic mssile defense m ssions when that capability matures.

Unmanned Underwater Vehicles (UWV). W wll continue
devel opnent of UUVs for mnefield reconnai ssance in the littoral
and ot her surveillance m ssions; including funding that w |
result in initial operating capability for the Long-term M ne
Reconnai ssance System (LMRS) in FYO0S5.

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
foundati on from which of fensive and defensive fires are
projected - making Sea Stri ke and Sea Shield a reality. Sea
Basi ng capabilities include, Joint Command and Control, Afl oat
Power Projection and Integrated Joint Logistics. Qur intent is

to
mnimze
Sea Basing 2s mueh
as
possi bl e,
REPRESENTATIVE PROGRAMS our
*Deployable Joint reliance
Command and on shore-
Control System «CG(X) Cruiser based
*Coalition Wide *Heavy Load Air support
Area Network Cushioned Landing nodes.
: Craft
*LHA(R) Assault Ship .
. *High Speed Vessels CQur
hi ghest
: ) priority
-Mo_bllc_e User -CVN—?? Aircraft -T-AOE(X) Supply i nvest nen
Objective System Carrier Ship ts
*Global Command  eLHD-8 Assault Ship  *T-AKE Dry Cargo i ncl ude:

& Control System-  «| PD-17 Amphibious ~ Ship
Maritime Warfare Ship

*DDG-51 Destroyer

Command and Afloat Power Logistics
Control Projection
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Littoral Conbat Ship (LCS). Qur nost transformational
effort and nunber one budget priority, the Littoral Conbat Ship
will be the first Navy ship to separate capability from hul
formand provide a robust, affordable, focused-m ssion ship to
enhance our ability to establish sea superiority not just for
our Carrier Strike Goups and Expeditionary Strike G oups, but
for future joint |ogistics, command and control and pre-
positioned ships nmoving to support forces ashore. They will be
di spersed and netted, both |everagi ng and enhanci ng the
know edge superiority and defense of the theater joint force.
W w il separate capability fromhull form by devel opi ng
‘tailorable’ m ssion nodules that we can use to “forward fit and

fight” these small, mnimlly manned, persistent, high-speed
vessel s across the globe. They will counter anti-access
threats, nanely small, fast surface craft carrying anti-ship

m ssiles, torpedo-arnmed ultra-quiet diesel subnmarines, and |arge
nunbers of inexpensive mnes. They will be the backbone of our
carrier and expeditionary strike group organic mne warfare
capability. By enploying networked sensors, nodular m ssion
payl oads, a variety of manned and unmanned vehicles, and an

i nnovative hull design, they will have the inherent capacity for
further transformati on by devel oping future nodul es for other
mssions. W will capitalize on DOD initiatives, spiral

devel opnent, and new acqui sition nmethods to streanline the

acqui sition process, and begin construction of the first LCS by
2005. The FY04 budget accel erates devel opnment and construction
of 9 LCS in the FYDP, key to ranmping surface force structure to
G obal CONOPs | evel s outside the FYDP

DD(X). The DD X) advanced multi-m ssion destroyer w ||
bring revolutionary inprovenents to precision strike and joint
fires. Transformational and | eap ahead technol ogi es include an
i ntegrated power systemand electric drive; the Advanced Gun
Systemwith high rate of fire and nagazi ne capability; the new
Mul ti - 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. Arned with an array of |and attack weapons
it will provide persistent, distributed offensive fires in
support of joint forces ashore. The capacity in both hull form
and integrated electric power systemw ||l allow us to spiral its
devel opnent to CE X) and ot her transformational systens, |ike
the electro-magnetic rail gun, in the years ahead.

CVN-21. W have accel erated transfornmati ona
technol ogi es fromthe CVNX devel opnent plan into CVN-21 while
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sustaining the CVNX-1 devel opnent schedule submtted | ast year.
This is the first new carrier design since 1967. The FY04
budget request provides $1.5B in RDT&E and advanced procurenent
for the first CYN-21 and prograns for split-funded construction
begi nning in FYO7. The transformational technol ogies include a
new el ectrical generation and distribution system inproved
flight deck design with El ectro-Magnetic Aircraft Launching
System (EMALS), inproved sortie generation, enhanced
survivability, reduced manning, and incorporation of a flexible
infrastructure that will allow the insertion of new capabilities
as they evolve. CVN-21 wll be the centerpiece of our Carrier
Strike Goups in the future and will replace USS ENTERPRI SE in
FY14.

VIRA NI A-cl ass submarine (SSN-774). The first four ships
of this class are under construction: Virginia will comm ssion
in 2004; the keel was laid for Texas (SSN-775) in July 2002,
Hawaii (SSN-776) was begun in 2001; and North Carolina (SSN 777)
in 2002. This class will replace LOS ANGELES-cl ass ( SSN- 688)

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

the joint, networked, dispersed fleet of the 21 Century.

SSGN Conversions. W have requested two additional
conversions in FY04; these ships wll be configured to carry
nmore than 150 Tomahawk m ssiles, enabling covert, |arge-vol une
strike. The SSGN wi |l al so have the capability to support
Speci al Operations Forces for an extended period, providing
cl andestine 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 systens to enhance the joint
force commander’ s know edge of the battlespace. W wll
| everage the existing TRIDENT submarine infrastructure to
optim ze their on-station tinme. The first two ships, the USS
OH O and USS FLORIDA, enter the shipyard in FYO3 to begin their
refueling and conversion. USS M CH GAN and USS GEORG A wi | |
begin their conversion in FYO4. W expect this capability to be
operational for the first SSGN in FYO7.

Maritime Prepositioning Force Future (MPF(F)). MPF(F)
ships will serve a broader operational function than current
prepositioned ships, creating greatly expanded operati onal
flexibility and effectiveness. W envision a force of ships
that will enhance the responsiveness of the joint team by the
at-sea assenbly of a Marine Expeditionary Brigade that arrives
by hi gh-speed airlift or sealift fromthe United States or
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forward operating |locations or bases. These ships wll off-1]oad
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
will sustain in-theater |ogistics, conmunications and nedi cal
capabilities for the joint force for extended periods as well.

O her advances in sea basing could enable the flow of Mrine and
Armmy forces at nultiple and probably austere points of entry as
a coherent, integrated conbined arns team capabl e of
concentrating | ethal conbat power rapidly and engagi ng an
adversary upon arrival. The ability of the Naval Services to
pronote the successful transformation of depl oynent practices of
the other Services will dramatically inprove the overall ability
of the Joint Force to counter our adversaries’ strategies of
area-deni al and/or anti-access. W are programm ng RDTE funds
to develop the future MPF and exam ne alternative sea basing
concepts in FYO08.

FORCEnet is the enabler of the foregoing capabilities, and the
operational construct and architectural franmework for naval
warfare in the joint, information age. It will allow systens,
functions and m ssions to be aligned to transform situational
awar eness, accel erate speed of decisions and al |l ow naval forces
to greatly distribute its conbat power in the unified, joint
battl espace. It puts the theory of network centric warfare into
practice. W are just beginning this effort and we have
requested $15M in funds to adm ni ster the devel opnent of
FORCEnet, the cornerstone of our future C4l architecture that
will integrate sensors, networks, decision aids, warriors and
weapons. Progranms that will enable the future force to be nore
net wor ked, highly adaptive, human-centric, integrated, and
enhance speed of command i ncl ude:

E- 2C Advanced Hawkeye Radar Moderni zati on Program E-2
Advanced Hawkeye (AHE) programw ||l nodernize the E-2 weapons
system by replacing the current radar and other aircraft system
conponents to inprove nearly every facet of tactical air
operations. The noderni zed weapons systemw || be designed to
mai ntai n open ocean capability while adding transformational
surveill ance and Theater Air and M ssile Defense capabilities
agai nst emerging air threats in the high clutter and janmm ng
envi ronnment. The advanced Hawkeye will be a critical contributor
to Naval Integrated Fire Control-Counter Air, and to Sea Strike
and Shield. The FY04 budgets over $350M for continued
devel opment with first production planned for FYOS8.
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Navy and Marine Corps Intranet (NMClI). NMCI continues to
bring together Navy personnel, governnment civilians and
contractors into a single conputing environnent. This program
is fostering fundanental changes in the way we support critical
war fighting functions, conduct Navy business, and train and
advance Sailors. FY04 funding of $1.6B continues user seat
rollout and cutover to the NMCl architecture, progressing toward
a target end-state of 365,000 seats. Although NMCl seat cutover
was slowed initially by the need to resolve the chall enges of
nunmer ous, disparate |egacy applications, the transition to NMC
has succeeded in elimnating nore than 70,000 legacy IT
applications and we are on track for the future.

Sea Trial. Commander, U.S. Fleet Forces Command (CFFC) is now in
charge of our Navy's revitalized process of experinentation, and
is rapidly devel opi ng energent concepts and experinmenting with
new t echnol ogi es to speed delivery of innovation to the fleet.
CFFC wi || reach throughout the mlitary and beyond to coordinate
concept and technol ogy devel opnent in support of future
warfighting effectiveness. Enbracing spiral devel opnent, the

ri ght technol ogi es and concepts will then be matured through
targeted i nvestnent and rapid prototyping.

CFFC is working in concert with the U S. Joint Forces Comrand to
refine the Sea Trial process and integrate sel ect warganes,
experinmentation and exercises. W are already testing new
operational concepts and technol ogies |ike the Coll aborative

| nformation Environnment, Joint Fires Initiative, and the Navy
Joint Sem - Automated Force Sinmulation in operations and
exercises. W wll continue to pursue evaluation of multiple

pl atforns and systens, including experinmental hull fornms and

el ectro-magnetic rail guns, anong others.

The Systens Conmands and Program Executive Ofices will be
integral partners in this effort, bringing concepts to reality
t hrough technol ogy i nnovati on and application of sound business
practices.

| V. Harvesting Efficiencies for Transformation

We are working hard to identify and harvest the efficiencies
needed to bal ance conpeting priorities and invest in our Sea

Power 21 vi sion. Call ed Sea Enterprise, this process is
intended to ensure our warfighting capability both now and in
the future. It wll help identify and produce those initiatives
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that both optim ze our warfighting capability and streamnline our
organi zati on and processes; to nmake it operate nore efficiently,
to reduce our overhead and to produce the savings needed for
investnment in recapitalization and our future. W have already
identified several initiatives that have produced over $40B in
savi ngs and cost avoi dance across the defense program- and nmany
nore billions outside the FYDP — to help fund our future. A few
of the highlights include:

USN- USMC Tactical Aviation (TACAIR) Integration plan
shows the prom se of cross-service partnerships. It wll
maxi m ze forward depl oyed conbat power, enhance our
interoperability, nore fully integrate our services, and save
$975M across the FYDP. This aggressive effort introduces 200
nodern aircraft in the next six years while retiring | egacy F-
14, F/ A-18A/B, S-3, and EA-6B airfranmes, and it reduces our F/ A-
18 E/F and JSF total buy requirenents by 497 aircraft while
enhanci ng our warfighting capability. There is nore than $30B in
proj ected cost avoi dance outside the FYDP as well.
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TacAlir Integration

Today Transformed

64 Squadrons 59 Squadrons

4 USMC CVW Squadrons
0 USN Expeditionary Squadrons

Program of Record Procurement Completes FY21

Procurement Completes FY26 460 F/A-18E/F + 680 JSF= 1140
548 F/A-18E/F + 1089 JSF= 1637

10 USMC CVW Squadrons
3 USN Expeditionary Squadrons

_—————
F/A-18
AV-8
| o Sm a”er, more .-" Y Potential area of
capable, more A (aporox. 8358)
reliable combat air s B

force

FIA18 EIG

JSF

F-14

Success depends upon proper numbers of E/F/G and on I0C of JSF

Partnershi ps. W are pursuing other prom sing
partnerships to include new nunitions with the US Air Force,
common communi cations and weapons systens with the US Coast
Guard’'s Deepwater Integrated Systens program and joint
experinments with high-speed vessels with the US Arny. W will
continue to | everage the gains made in prograns |ike joint
weapons devel opnent (JDAM JSOW AMRAAM) as wel |.

| denti fying savings within the force for
recapitalization. Last year we prom sed we woul d sharpen our
focus on our force structure in the years ahead - to buy the
ships, aircraft and the capabilities needed for tonorrow s Navy.
At the sane tinme, we cannot overl ook the inportant gains our
focus on current readi ness nade these |last few years; it
produced the nore responsive force on deploynent today. As a
result, we are obligated to | ook hard at the ways we could
bal ance these priorities and our discretionary investnents to
both satisfy the near termoperational risks and prepare for the
long termrisks of an uncertain future. This year we nmade sone
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hard choices across the Fleet to do nore to address our future
ri sk, sustain our current readiness gains and strike this

bal ance. We identified several aging, |egacy systens with
limted gromh potential and high operating and support costs,
and ultimately, we accelerated the retirenent of 11 ships and 70
aircraft, divested nore than 50 systens and elimnated 70, 000
| egacy I T applications. W are using the savings to
recapitalize, nodernize other |egacy platfornms, and invest in
Sea Power 21. These initiatives result in an acceptable
operational risk in the near term because of our enphasis on
sust ai ning our current readiness gains. Equally inportant,
these difficult decisions yielded $1.9 billion for
reinvestnment and will do nmuch to help reduce our future risk.

| nproved busi ness operations and processes. W are
i nproving both the way we run the Fleet and our ability to
control costs. The LPD DDG swap produced savings sufficient to
purchase a third guided mssile destroyer in FYO4. W are using
mul ti-year procurenent contacts and focusi ng where possible on
econom ¢ order quantity purchase practices to optim ze our
investnments. W conducted the Workl oad Validation Review, and
made Performance Based Logistics inprovenents. O her
initiatives like piloting mssion funding for two of our public
shi pyards, Enterprise Resource Pl anning, strategic sourcing,
NMCI and eBusiness are helping us find the funds necessary to
energe with the optimal force structure, a healthy industrial
base and an efficient and appropriately sized infrastructure.

Installation C ai mant Consolidation. |In October 2003 we
will establish a single shore installation organizati on,
Commander, Navy Installations Command (CNIC), to globally nanage
all shore installations, pronote “best practices” devel opnent in
t he regions, and provide econonies of scale, increased
ef ficiency, standardization of policies where practicable and
i nproved budgeting and fundi ng execution. This initiative has
the potential to save approximately $1.6B in the next six years.

W w il continue to pursue the efficiencies that inprove our
warfighting capability. W are commtted to producing the |evel
i nvestnment streamthat will help inplenent our bold new Navy

vi sion and produce the nunber of future ships, aircraft and
systenms we need to counter the 21°' Century threat. Harvesting
savings for reinvestnment is an inportant part of that effort,
and we will continue to exam ne the potential efficiencies while
wei ghi ng the operational risks, both now and in the future.
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V. Concl usi on

We are affecting positive change in our Navy. W wll| continue
our culture of readiness and our commtnent to transformation
whi | e pursuing those efficiencies that both nake us good
stewards of the public’s funds, and inprove our warfighting
capability. | have nmade it plain to our nen and wonen in the
Navy that m ssion acconplishnment neans both warfighting

ef fectiveness and resourceful ness.

At the sane tinme, our people remain at the heart of all we do;
they are the real capital assets in our Navy. W have invested
heavily to do what is right for the people who are investing

t henmsel ves in our Navy. “Growmh and devel opnent” is our byline.

As we | ook to the future, we will build on the inpressive
progress we have nmade in recruiting, assigning, and retaining
our mlitary and civilian professionals. Active |eadership is
making it happen today and will do so in the years to cone.

There are still nore chall enges and opportunities in the year
ahead. We w Il continue prosecuting the gl obal war on
terrorism This entails being ready to respond — to surge and
sustain warfighting capabilities — in support of the war, as
wel | as preparing our force for the battles of tonorrow

But by inplenenting our bold new Navy vision, harvesting
efficiencies for reinvestnent, adding potent new platforns to

the Fleet, and | aunching an integrated Navy-w de experinentation

plan, we are creating the future capabilities and force
structure required to counter these 21° century threats.

| thank the Commttee for your continued strong support of our
Navy, our Sailors, and our civilian shipmtes. Wrking

together, I amconfident we will make our great Navy even better

and provide our Nation with nore power, nore protection, and
nmore freedomin the years ahead.
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