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ihm~ STATES GENERAL ACCOUNTING OFFICE 
WASHINGTON REGIONAL OFFICE .I 

FIFTH FLOOR 
303 WEST BROAD STREET 

FALLS CHURCH, VIRGINIA 22046 
oq313~ c 

Captain Richard Wilson 
Naval Plant Representative Office 
Grumman Aerospace Corporation 
Eethpage, Long Island, i\Jew York 11714 

Dear Captain Wilson: 

As part of our review of the negotiation of contract prices under 
the provisions of Public Law 87-653, we have examined into the reason- 
ableness of the subcontract estimate for E-X passive detection systems 
included in the price of fixed-price- incentive contract N00019-71-C-0450. 
The contract was awarded to the Grumman Aerospace Corporation, Bethpage, 
New York, on September 30, 1971, by the N2v21 Air Systems Command (NAVAIR) 
at a target price of $150,800,000 for 11 Model E-X aircraft and rela.tcd 
tests, bill of materials, and technical data. The subcontract was per- 
formed by the Amecom Division, Litton Systems, Inc. 

We are enclosing for your information a copy of our letter to the 
Commander of NAVAIR, 

Our letter points out that in its proposal the contractor provided 
noncurrent data on the cost of the basic systems and overstated the 
production data costs by includin, (J data items which should not have been 
included. 

I’r’ith regard to the $405,915 production data cost estimate included 
in the contractor’s proposal, it appears that although your office evalu- 
ated parts o f the proposal (Contract Administrator’s Report SERXO97, 
dated February 2, 1971), it did not evaluate the need for production 
data. In a discussion with the head of the Contract Administration 
Services and Quality Assurance Branch, NAVAIR; we were told that the 
determination as to the need for production data is the responsibility 
of the Plant Representative Office and should be considered during its 
technical evaluation. 

We believe that if your office evaluated the need for production 
data as proposed by Grumman, you would have found that estimated costs 
were overstated because some of the da.ta items duplicated data which was 
to be provided later as separate items of cost under the contract. 



Any comments you may wish to make concerning the matters discussed ’ 
in the letter would be appreciated. 
tional details if you so desire. 

We will be glad to furnish addi- 
We would also like to acknowledge 

the courtesy and cooperation extended to our representatives by your 
staff. 

Sincerely yours, 

H. L. Krieger :... 
Regional Manager 

Enclosure 
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UMITEB STATES GENERAL ACCOUMT~NG OFFICE 
WASHINGTON REGIONAL OFFlCE 

FIFTH FLOOR 
803 WEST BROAD STREET 

FALLSCHURCH, VIRGINIA 22046 

Mr. John Crehan 
Regional Manager 
Defense Contract Audit Agency 
252 Seventh Avenue, Fourth Floor 
New York, New York 10001 

Dear Mr. Crehan: 

As part of our review of the negotiation of contract prices under 
the provisions of Public Law 87-653, we have examined into the reasonable- 
ness of the subcontract estimate for E-2C passive detection systems 
included in the price of fixed-price-incentive contract N00019-71C-0450. 
The contract was awarded to the Grumman Aerospace Corporation, Bethpage, 
New York, on September 30, 1971, by the Naval Air Systems Command (NAVAIR) 
at a target price of $156,800,000 for 11 Xodel E-2C aircraft and related 
tests, bill of materials, and technical data. The subcontract was per- 
formed by the Amecom Division, Litton Systems, Inc. 

We are enclosing for your information a copy of our letter to the 
Commander of NAVAIR. 

Our letter point s out that in its proposal the contractor provided 
noncurrent data on the cost of the basic systems and overstated the produc- 
tion data costs by including data items which should not have been 
included. 

In their preaward audit the DCPA auditors requested contractor support 
for the proposed cost of the subcontract. With regard to the basic 
system cost, they were provided data which was noncurrent. Xith regard 
to the production data cost estimate, it appears that the DCAA auditors 
did not review the support for that estimate.. They apparently relied on 
the Naval Plant Representative Office to determine the need for the data 
during its technical evaluation of the proposal. 

We noted that the resident audit staff made a defective pricing 
review of the prime contract’s pricing in .June 1972 but that neither of 
the matters outlined above were questioned as a result of that review. 



Any comments you may wish to make concerning the matters discussed 
in the letter would be appreciated. We will be glad to furnish addi- 
tional details if you so desire. We would also, like to acknowledge 
the courtesy and cooperation extended to our representatives by your 
resident staff at Grumman. 

Sincerely yours, 

H. L. Krieger 
Regional Manager 

Enclosure 

. 
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WA!$MINGTCN~ REGlONkL OFFICE 
FlFTHFLOr3R 

803WESTBROADSTREET 
FALLS.CHURCH, VIRGINIA 22046 

Vice Admiral K. L. Lee 
Commander, Naval Air Systems Command 

I Department of the Navy 
Washington, D.C. 

., - 

httcntion: NAIR-602 

Dear Admiral Lee: 

As part of our review of the negotiation of con&act prices under 
the provisions of Pu’clic Law 87-653, we -have exaqined into the reasonable: 
ness of the subcontract estimate for-E-2C passive detection systems included 
in the price of fixed-,price incentive contract %00019-71-C-0450. The con- 
tract was awarded to the Grumman Aerospace Corporation, Ecthpagc, Xcw 
York, on September 30, 1971, by the Naval Air Systems Command (Nl\\‘AI!?) at 
a target price of $156,8@0,00@.for 11 Xodel E-2C aircraft and related 
tests, bill of materials, and technical data. The passive detection system 
subcontract was performed by the Amccom Division, Litton Systems, Inc. 

Our examination was primarily concerned with the reasonableness of 
the price negotiated in relation to cost or pricing data available at the 
time of contract negotiations and the adequacy of technical and audit 
evaluations of the estimated cost of the subcontract included in the prime 
contractcr’s cost proposal. 

He found that the subcontract costs propoied by the prime contractor 
and accepted by the Savy during negotiation? were higher than warranted c . 
by current, complete, and nccurat’e ‘c*;bst data’. av’zii’lnble’ at Xc fiI2d of 
negotiation by about $615,000 including add-on prici’ng factors and profit: 

BACKGROUSD --- 
,_-... * 

Grkman developed th e E-X aircraft uncle*> develon~~~ntal contract 
X00019-68-C-0542 awarded by XAVAIR in June 3965. It i<aS under this con- 
tract that Grumm& awarc!e:l a su!~contract to Amccom on Fcbrunry 1.6, 1970, 
for the prepraduction eFfort to develop a passive detection system to be 
used in the ?-2C aircraft. This subcor,tract alsc provided options for 
the future pu~chasc of production c!uan~i ties of the passive dctcction 
system and related data. ,1mcnrimcnt numlwr 1 to thnt subcontract, dated 
March 24, 19X, provided a not-to- cxcced option unit ;>ricc \;hich ,variod 
with the number qf basic systems to be. ordered. 
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On July 21, 1970, NAVAIR submittal request for quotation X00019-70-Q-0129 
to Grumman for the first production buy of the E-X aircraft. Grumman 
responded with a fixed-price incentive proposal, dated August 18, 1970, 
for 11 Xodel E-K, aircraft and related tests, bill of materials, and b 
design data at a target price of $164,845,983. 

The Defense Contract Audit Agency (DCAA) performed a prcarGard audit 
of the price proposal and submitted its report on November 30, 1970. 

Grumman’s price proposal included a cost of $4,279,686 for 11 passive 
detection systems and related data. This proposed cost was increased to 
$5,700,000 in August 1971 becau.se of engineering changes. 

NAVAIR completed negctiations with the contractor on September 17, 
1971, Both parties agreed to a reduced target price Ts;f $156,500,000 on the 
basis of a bottom line negotiation. The contractor executed a Certificate 
of Current Cost or Pricing Data on September 27, 1971, certifying the 
cost data through September 17, 1971. 

RESULTS OF REVIEW 

We found that: 

--The proposed and accepted subcontract costs for the passive 
detection systems included in the prime contractor’s proposal 
were about $147,700 higher than indicated by cost data avail- 
able to the contractor at the time of negotiations. 

--The proposed and accepted subcontract costs for production 
data relating to the passive detecticrn systems were overstated 
by about $467,300 in the contractor’s proposal. 

Details of these findings 

Passive detection systems 

The proposed and accepted 

are discussed below. 

. _ 
subcontract cost for the 11 passive detkc- 

tion systems was higher than Igarranted by available cost information by 
about $147,700 because the contractor did not disclose to the Navy . 
negotiators the most current purchase price for the basic systems. 

Amendment number 1 of the purchase order, dated March 24, 1970, \ghich 
Grumman awarded to Amecom for the passive detection systems provided fo-:* a 
not-to-exceed option price of $350,000 per unit for an 11-system buy and 
$340,000 per unit for a 14-system buy. 

I 
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In its August 18, 1970, proposal to NAVAIR, the contractor included 
the price of the passive detection systems at $352,161 per unit. During 
its review of the proposal in the fall of 1970, the DCAA auditors qucstioncd 
that unit price and were given information by Grumman relating. to an old 
option price offered by Amecom on February 16, 1970, under the ori ginal 
purchase order. We found JIO indications that Grulmnan had told DCAA that 
the option was revised on blarch 24, 1970, to provide for a unit price of 
$350,000 for 11 systems and $340,000 for 14 systems. 

On July 21, 1971, Grumman exercised the option under the purchase 
order at the 14-system unit price of $340,000. Eleven of the systems were 
to be installed in the aircraft, one was to be used for training purgoscs, 
and the remaining two were weapons replaceable assemblies [spares). 

, 
On August 20, 1971, 1 month after Grumman had already bought- the 

systems for $340,000 a unit, it supplied NAVAIR with a July 15, 197-1, 
cost analysis report which referred to the $350,000 unit price for tl’ll 

1l:system buy but failed to also mention that the $SO,COO unit price . ~. 
was available for a 14-system buy. Eased on the above cost data, XAVAIR 
prepared a business clearance memorandum on September 3, 1971, using 
$350,000 as the unit price for the basic system. 

The Certificate of Current Cost or Pricing Data was executed by Grumman 
on September 27, 1971. On the same date, NAVAIR prepared a memorandum 
justifying the reasonableness of the negotiated price for the contract. 
That memorandum indicates that Grumman had not, again, informed r?‘AVAIR 
of the $340,000 unit price. 

We believe that Grumman should have told NAVAIR during contract 
negotiations that the price of the system would be slO,OOO per unit less 
than the price included in its proposal. Including pricing factors and 
profit, we estimate that a total of about $147,700 is involved in Grumman’s 

, .failure to advise NAVAIR of the lower price. 

Subcontract production data 
cost estimate was overstated . -- 

. _-- - . ,- - - 
The proposed and accepted subcontract costs for the production data 

. were higher than warranted by complete and -accurate ,cost- data by about 
$467,300 because the contractor included costs for subcontract data r&ich 
should not have been included in the target price being negotiated. 

Grumman’s August 18, 1970, proposal to NAVAIR pointed out that the 
proposed target price did not include costs for certain production data 
items; these items included provisioning data, technical manuals, and a 
certain type of design data--namely, data decks. We found, however, that 
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Grumman’s estimate of the propcsed cost of the subcontract for passive 
detection systems included costs for 24 production data items, but that 
the costs for 14 of those items should not have been included. 

‘Grumman’s proposal included $40.5,31’ - 
b 

3 for subcontract production data 
relating to the passive detccti.on systems, This amount was baked on 8 
not-to-exceed option price which the subcontractor agreed to under purchase 
order 6-73039 issued by Grumman on February 16, 1970. This production data 
consisted of 24 data items--l0 for provisioning data, 3 for technical 
manuals , and 11 for design data (one of the design data items was a data 
deck), IIowver, according to the proposal, the 10 provisioning data items, 
the three technical manuals, and the data deck would be separately priced at 
increased cost to the contract when ordered by the administrative contracting 
officer. 

In performing its preaward audit, DCM was nppar%tly not aware that 
the $405,915 included the costs for provisionins data, technical manuals, 
and a data deck. Grumman furnished DCAA only those pages of the purchase 
order containing the original option provisions; these pages did not describe 
the type of data making up the $405,915. It also appears that SAVAIR was 
not aware of the type of data making up that price. The cost analysis 
report which Grumman gave P!:‘AVAIR in August 1971, showed that the subcon- 
tractor had proposed $570,036 for production data as compared to the not- 
to-exceed price of $405,915 but did not disclose that bot?l these prices 
included the costs for provisioning data, technical manuals, and a data 
deck. Norcover, a Grumman August 27, 1971, memorandum reiterated th%t 
the cost of the production data for the system would be $405,915 without 
disclosing the type of data included. 

. 
Eased on the above cost data, XAVAIR prepared a business clearance 

memorandum on September 3, 1971, using the $405,915 proposed cost but 
rounding it dorm to $400,000,. Ibe Certificate of Current Cost or Pricing 
Data was executed on September 27, 1971. The memorandum which ?:AVAI R 
prepared on that date to justify the reasonableness of the ncgotiatcd 
target price indicates that Grumman had not informed NAVAIR that the 
$405,915 included the costs of provisioning data, technical manuals, and 
a data deck. Our discussion with NAVAIK’s negotiator indicated that he 
had not questioned the $405,915 and was unaware of its makeup. 

IYe found that some of the production data items which should not hhvc . been included in Grumman’s cost proposal were subsequently ordered by the 
administrative contracting officer, separately priced and ad.dcd to the 
contract price as modi ficntions. For examylc, Findi fi cat ion So. -4023, dated 
June 14, 1975, added $lSS,07G to the contract target price for provisioning 
data on subcontracted items including the passive detection system. Also; 
blodification ?io. X035 dated June 29, 1973, added another $707,000 to the 

I 
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contract target price for data decks including a data deck for -the passive 
detection system. 

We believe that Grumman’s proposal for the passive detection system 
should not hare included costs for provisioning data, technical manuals, 
and a data deck since these production data costs were to be provided fcr 
as separate items of cost under the contract. 

We did not obtain a detailed price list of the 24 production data 
items which made up the $405,915 option price. However, basing our calcn- 
lations on the prices of technical data items per the subcontractor’s 
$570,036 proposal, we believe that the amount which should have been 
considered during negotiations as the cost for the subcontract’s technical 
data was $51,863. Ke estimate, therefore, that the proposed cost of the 
subcon,tract data accepted by P!AVAIR was about S348,lCO higher than warranted 
by complctc and accurate cost data, or about $467,301) higher with pricing 
factors and profits included. 

We discussed the above findings with Grumman officials and members 
of your staff at the completion of our audit, Although Grumman officials 
promised to reply promptly to our finding, we have received no such reply 
even though several weeks have passed. 

We believe NAVAIR should have its cbritracting officer consider the 
above findings, aiong with any additional information available to detcr- 
mine whether the Government is legally entitled to a price adjustment under 
prime contract N00019-71-C-0450. In this regard, we wi 11 be pleased to 
provide you or your staff with further details on the foregoing if you so 
desire. 

We xould appreciate being advised of actions taken or contemplated 
with regard to the matters discussed in this letter. Copies of this 
letter are being sent to the Naval Plant Representative at Grumman and 
the Regional bfanager, DCM, New York. 

Sincerely yours, 

H. L. Kriegcr 
Regional Nanagcr 
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