COMPTROLLE® GENERAL. OF THE UNITED STATES
WASHINGTON. O.C. 20348

APR 23 97

Dear Senator Drooke:

This is in response to your referral dated March &, 1971, with
enclosure, rejguesting our findings and views concerning a comment
from Mr. Ronald Lohen of Canbrijge, Massachusetts. On the btasis of
an article published in The New Repul 1ie, Mr. Cohen urged you to do
everything in your vower to see that the General Accounting Office
fulfills its responsibilities concerning the lockhe:d Aireraft Cop-
poration and the contract it hag with the Air Force to produce {-5A
aireraft. .

Guiesced to a plan proposed by the Department of Defense to absclve
Lockheed of much of its contractual liability for cost overruns on
the C-5A aircraft and other brocurements. The article also indicated
that the Department of Defensc contemplated the use of Public Law
85-804 which provides authority to enter into contracts or to neke
amendments without regard to other provisions of law relating to the
making, rerformance, amendment, or m~dification of contracts whenaver
such action wwuld facilitute the hacional deferc:, The article qQuas-
tioned the use of this law for Lockheed and stated “hat the legisla-
tive history of Public [.~w 85-804 indicated that it had been written
to aid smalil defense contractors.

The article also implied that the investigative efforts o® the
General Accounting Office were being directed ang controlled either
by the Department of Defense or by the Chairmen of the Comitte=s on
Armed Services and Aprropriations. Consequently, the Office was not
Tulfilling its responsibility of remaining independent of the execu-
tive derartments and investigating all matters relating to thLe receipt,
disbursement, and application of public funds.

Concerning the question of whether Puolic Law 85-804 is the rroper
vehicle for resolving Lockheed's problems on the C-5A airereft contract
with the Air Ferce, we have reviewed the legislative history of Public
Lew 85-804 and have concluded that the Proposed action is not precluded
by the law and it within the intent of the legislative history.

The floor debutes of the law seem to answer in the negative the
guestion of whether the uct should be limited tc sm2ll claims. During
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these lebates it «ms brought out that the law would be applicable
to contracts for aircraft, missile construction, rockets, and ship-
building. Procurements of this nature generally are not within the
production capcbilities of small business concerns. For additional
information on the applicability of Public Law 85-80%, see page 10
of the enclosed report on the financial capability of Lockheed to-
procuce C-5A aircraft.

With respect to the efforts of the Ceneral Accounting Office,
the breadth and depth of our Government-wide audit interest and re-
sponsibility in relation to our resources requires the most efficient
utilization of available staff both in assignments undertcken and in
the conduct of those assignments. : Our basic audit policy, except as
otherwise required by statute, external request, or other factors
beyond our control, is to"direct available resources and talents to
the areas in which they can be most effectively used to fulfill the
greatest apparent need and to achieve the greatest benefit to tle
Government. : :

In ail cases, our work must be sufficiently intensive to ensure
the validity and usefulness of our findings and must be sufficiently
extensive to fully support our opinions, conclusions, and reccmendations.

Specific factors considered in reaching decisionts on the nature,
direction, and intensity of audit effort include: sgpecific statutory -
requirements for audiis; congressional requests; expressions or indica-
tions of congressional interest; potential adverse findings of signif-
icence; aud importance cf programs or activities, judged by cuch measures
av size of expenditures, investment in assels, amouut Or revenues, and
other special factors.

The weight to be given these kinds of Tactors varies from agency
to apgency and from program to program. Decisions in each cage repre-
sent a composite judgment of all pertinent factors, the overriding
factor bYeing constructive contribution to improved managemert of
Government operations.

Concerning the limitotions on our review of the financial infor-
mation which Lockheed furnizhed to the Department of Defense, we beiieve
that considering all factors, the acceptance of the -imitations in this
particular case did not adversely affect the performance of our work.

We previously had been requested tc determine the finsncial capability
of Locxheed to manufacture and delj ar C-5A aircraft. To perfoim such
a study, we needed access to “inancial ‘nformation concerning lLocikheed's
Government and cormercicl (non-Governnent) programs and to other data
related to the financial structure of the corzoration.

Generally, pursuant to 10 U.S5.C. 2313(b), the Ceneral A~counting
Office ie entitled in examine any books, documents, papers, or records



thot directly pertain to, and involve transactions relating to, con-
tracts negotiated with the Government. We, however s 4o not have the
right %o require a contractor to furnish us with data on its commercial
prograas or its overall financial condition. :

e requested officials of the Depurtment of Defense to maikec °
available for our revicw information the Department had relating o
Lockheed's financial condition, inecluding information on Lockheed's
coumercial programs. We were informed that, although the Department
did have certain rinancial Information pertaining to Lockheed, the
information could not be made available to us since it had been fur-
nished to the Department in confidence and on the basis that it would
not be made public. While under 31 U.S.C. 54 the Genaral Accounting
Office has a right of access to ery records of any Government depart-
ment, as a practical matter, there is no sanction avallable tc compel.
enforcement of our right. ' '

To avoid a time-consuming exchange of correspondence regarding
our right of access to information in the hands of the Department or
Pefense, we inquired of Department officials whether we could review
Lthe irformation at the Department if we refrained from copying or
reporting it. Ye egreed *hat we would furnish to ‘hose reguesting
our review only our opinion as Lo whether Lockheed nad the financial
capability to complete and deliver C-SA aircrarft.

Initially Defense officials declined our suggested upproach;
however, during subseauent discussions they agreed to pernit us to
review, under the abov--stipulated conditions, the Timancial infor-
matiot which Lockheed hal furnisned to the Depariment.

The enclosed copy oi' the report is the result of the above review.
See page 19 for more information on the scope of our review.

We are returning the enctosare to your referrnl as you requested.

Sincerely yours,

| '/}7@%'/“..

.swa, Comptroller Genernt
of thke United States

Enclosures

The Honorable Edwaid V. Brooxe
United States Senate
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CHAPTER 1

INTRODLCTION

: The General Accounting Office has reviewed the finan-
cial data submitted to the Office of the Secretary of De~

- fense by the lockheed Aircraft Corporation in support of its
request for financial assistance. The objective of the re-

~ lockheed to manufacture and deliver C-5A aircraft,

~_Vview was to e:amine into the financial capability of .

Senators William Proxmire and Richard S. Schweiker re-
quested the General Accounting Office in September 1970 to
conduct a study of lockheed's financial capability to com-
plete and deliver C-5A aircraft. In additiocn, Congressman
William S. Moorhead raised certain questions regarding the
Deparirent of Defense plan to settle the disputes with
lockltieed in connection with the C-SA aircraft contract,

Lockheed's €inancial troubles were disclosed in a
letter dated Murch 2, 1970, from the chairman of the board
of the Lockheed Aircraft Corporation to the Deputy Secre-
tary of Defense in which he cited the firm’'s problems on
four major defense programs, Navy shipbuilding, the motor
for the Short Range Attack Missile, the AH-56A (Cheyenne)
helicopter, and the C-5A aircraft. He asserted that the
unprecedented magnitude of the differences tc be resolved
on these programs would make it financially impossible for
the company to complete performance of these programs if
lockheed has to await the outcome of litigation befsre re-
ceiving further financing from the Department of Defense.
(See app. I.)

Lockheed indicated that, in its opinion, the cause of
its difficulty was related to the fact that three of the
‘above programs were awirded under the total package procure-
ment concept. This method of procurema2nt envisions procur-
ing the design, development, production, and support at the
outset of the acquisition phase to introduce and maintain a
weapon system in the inventory under a single contract. The
~ concept requires price, performance, and schedule commit-
ments on the part of the contractor. The C-5A aircraft pro-
gram was the first major weapon system on which the total



package procureient concep* was used. Additional details on -
the C-5A aircraft program ire discussed in chapter 2 of this
report. ’

The Deputy Secretary of Defense informed the Cong:. ess
of the situation and askec that it appropriate an additional
$200 million over the requested appropriction for the C-SA
aircraft as an interim measure to permit Lockhesd to con.
tinue productien of the aircraft during fiscal year 1971,
On October 7, 1976, the Congress, under Public Law 21-441,

fﬁ~ﬁw~G“FPOP%zedftembﬁiapprnpriateﬁ $2ﬁﬁiﬁ111iéﬁi£er;use—ag;gacﬁn:ww"m—

- tingency fund in the Rrocurement of C-~5A aircraft during
fiscal year 1971, subject to.certain restrictions and con-
trols, This amount was appropriated by the Ccngress on
January 11, 1971, under Public Law 91-668,

Prior to any expenditures from the fund, the law re-
quires the Secretary of Derfense to submit to the House and
Senate Committees on Armed Services a plan to describe the
controls established by the Department to ensure that 'expen-
ditures from the fund will only be used for reasonable and
allocable costs incurred by Lockheed for the production of
C-5A aircraft. (See app. II.) : ’

' The Department of Defense considers that the letters
dated December 30, 197C, from the Deputy fecretary of De-
fense to -the Chairmen, House 2n-* Senate Armed Services Ccam-
mittees, which outlined the [.epaztment's proposals for re-
solving the difficultics on Lockheed's defense programs
met the requirement of the law ‘or submission of a plan.
(See app. III.) Ve have teen advised that as of April 1,
1971, the Department cf Def:nse hac not executed any con-
tractual documents releting to the restructured C-5A air-
craft contrast, ' :

The detii”ed procedures to be employed by the Depart.-
ment of the Air Force in implementing the law were forwarded
to the Chairman of the Seaate Armed Services Committee on
February 2, 1971. (See app, IV.) Ve have reviewed these
detailed procedures and they appeared to be adequate; how-
ever, we plan tc examine as to whether these procedures re-
sult in the fund being expe ‘ed only for reasonable and al-
locable costs incurred by t  <ontractor during our audit
of payments made from the func., ‘
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ine law also prescribes that the fund cannot be used *o.
reimburse Lockheed for

~--costs incurred on any other contract or activity,

--intei :ompany profits,

--bic and proposai» ~osts, independent rescarch and de-
Veloprent costs, and the costs of other unsponsored
technical efforts, or ~ [ : -

--depreciation and amortization costs on property,
plant, and equipment,

The . .w requires that all payments made from the-
$200 million appropriated as an interim measure to permit
Lockheed to continue production shall be audited by the De-
fense Contract acdit Agency. 1he lav also requires the Gen-
eral Accounting Office to audit payments from the fund on-a
quarterly basis and to submit a report to the Congress within
30 days from the close of each quarter on the results of its
audits, ‘



CHAPTER 2

C=5A AIRCRAFT PROGRAM

The C-5A aircraft system is to provide a long~range
airlift capability at high subsonic speeds. The aircraft )
1s designed to be capable of transporting all squipment and - -
supplies assigned to combat and support units, including
items which are too big for any other type of aircraft, The
aircraft is b by the Mil : ifr
-~~~ ~Command, = ‘

~

Presented below is a brief description of tﬁérh;stéry,

contractual provisions, and current status of the C-5A air-
craft program, - R e

HISTORY | ” S .

The requirement for a heavy logistic system, which
later became the C-5A aircraft, was first recognized by the
Military Airlift Command in October 1961. An Alr Force
study during the summer of 1963 strongiy supported a re-
quirement for a logistic aircraft to replace the C-135 air-
craft. .

In October 1964, the Air Force prepared a technical
development plan for the heavy logistic system which in-
cluded an éstimate of program cost of $3.423 billion for
120 aircraft, engines, initial spares, preparation of tech-
nical and cost proposals for the manufncture of the system,
and some miscellaneous items. This plan was submitted to
the Department of Defense and approval was received to pro-
ceed with the progranm.

, The 4ir Force requested the Boeing Company, the Douglas
Aircraft Corporation, and the Lockheed Alrcraft Corporation

in December 1964 to prepa-e detailed technical and cost pro-
posals for the manufacture of the system, by then identified
as the C-5A aircraft. Each contract was a fixed-price con-
tract in the amount of $7.125 million to perform this work,
Similar contracts were awarded to General Electric Company

and Pratt & Whitney Aircraft Divisinn, United Aireraft Cor-
poration, to prepare proposals for the engines.

4



Incorporated in these requests for proposals was a re-
quirement that the competitors submit bids under a rew con-
cept of contracting called total package procurement. Un-
der this concept, the Air Force envisioned that both devel-
opment and production of the system, togrther with as much
support cs feasible, be procured under a single contrac:
containing a cefling price as well as performance commit-
ments, This would permit the Government to make a choice
between competitors for the development and production of
" the aireraft, Hopefully, cost savings would be achieved
and the Government would benefit by acquiring a reliable

product, at the lowest price, t cough competition for ama= -

Jor portion of its requirements,

These tochnical and cost proposals were submitted to
the Air Force in April 1965. They were evaluated and in
October 1965 the Air Force awarded contracts to Lockheed and -
General Flectric for development and production of the air-
plane and engines, .

CONTRACT PROVISTONS

The contracts awarded to Lockheed and General Electric
were of the incentive type and included options which, if
exercised, would cover a 1l0-year per:iiod of production.

Although the Air Force 1964 estimate was based on 120
airplanes, Lockheed's contract covered the design, develop-
ment, test, and evaluation (DDT&E) of five airplanes; the
production of 53 airplanes identified as run A, and certain
spare parts and aerospace ground equipment. The contract
also contained options for quantities not to exceed 57 air-
planes identified as run B and 85 airplanes identified as
run C. The estimated or target price of the Lockheed con-
tract for 115 airplanes in DUT&E, run A und run B, was
$1.945 billion, '

General Electric had a similar contract for the engines
and the target price was $62" million including $165 million
for the run B option. According to the contracts, the
prices for the run C option would be based on projections
of run B costs.



The target prices included a 10-percent profit and the
contractors were to share with the Goverrment, by adjust-
ment to profit, in any underrun or overrun of the target.
cost. Each contract included a sharing arrangement whereby,
if actual cost was less than target cost, the contractor's
profit would increase by 15 percent of the amount of this
underrun. If actual cost was higher than target cost, the
profit of each contractor would be reduced by 15 percent of
the amount of this overrun. The contracts also provided
for a ceiling price of 130 percent of target cost.

- _The contract with'L@Gkheed:%ﬂglgdediafclause'wheréﬁyf”fii"
the Government had the right to adjust the sharing ratio to
increasze Lockheed's participation in any underrun to 50 per-
cent and 30 percent, respectively, with the stipulation that
target cost, target price, and ceiling price would be in-
creased by about 3.2 percent. The sharing arrangement and
the targets were changed sooa after contract award in accor-
dance with this clause.

Each contract also contains a clause permitting a re-
vision to the target cost and ceiling price each year be-
ginning with calendar year 1968, to recognize abnormal
fluctuations in the price levels of labor, materiais, equip-
ment, and subcontracts., Each contract contains a repricing
clause which permits the ceiling price to be adjusted up-
ward if actual costs of producing run A exceed the target
cost of run A by 30 percent. A formula is included in the
contracts to compute the amcunt of this adjustment,

The contract with Lockheed required that the option
for run B be exercised 24 months prior to the scheduled de-
livery of the first run B unit. The Air Force issued Sup-
Plemental Agreement 235, effective Jamuary 14, 1969, for pro-
duction.run B which gives the Air Force the right to buy up
to the 57 aircraft included in the option quantity., On No-
vember 26, 1969, the Air Force issued Changa Notice 521
which stated that the Goverrment had allotted funds for the
fiscal year 1970 increment of 23 C-5A aircraft.

By letter dated December 3, 1969, Lockheed advised the
contracting officer that the issuance of Change Notice 521
unilaterally changed the contract terms. Lockheed contended
- that the Air Force had previously exercised its option for

6



57 C-5A aircraft and that Change Notice 521, in effect, was
a partial termination for convenience entitling Lockheed to
receive appropriate reimbursement of its costs. In re-
sponse, on December 22, 1969, the contracting officer denied
Lockheed's claim and advised the contractor that the deci-
sion was a final decision under the 'Disputes" procedure.
On December 31, 1969, Lockheed advised the Secretary of the
Air Force that it was appealing the contracting officer's
decision to the Armed Services Board of Contract Appeals,
Lockheed's complaint to the Board was filed on March 23,
1970. :



CURRENT STATUS

For Fiscal year 1971, the Congress appropriated
$622.3 miillion for the C-5A aircraft program, including
$544.4 million for production; as shown below.

Funds Ay ynt

| (nillions)

Rescarch and duvelopmﬁhﬁr - - %1.6
 Alrcrait (preductien) : , - 8344.4
Interim funding for Lockheed 200.0 - 544.4
Initial spares | 64.8

"Military construction o B It . x- S

Total (difference due to rounding) -  $622.3

Concerning the funding of the C«5A aircraft program. .
for fiscal year 1971, the Deputy Secretary of Defense testi-
fied on May 27, 1970, before the Committee on Armed Services,
United States Senate, that "Of the $544.4 million required
for the C=5A in fiscal year 1971, $344.4 million is required
for prior year unfunded production obligations, Of this
amount, $296 million is for Lockheed." A schedule showing
amounts appropriated, obligated and expended by fiscal year
for the C=5A aircraft program is shown in appendix V. We
have been advised that, in addition to funds previously ap-
propriated, the Air Force intends to request from the Con-
gress for fiscal year 1972 and subsequent years an addi-
tional $544.0 million to complete the acqu1s1tion of 81 C-5A
aircraft,

The Air Force originally estimated that Lockheed would
exhaust the $296 million shortly after the end of December
1970 and that the $200 million would be required for work
to be done in the remainder of fiscal year 1971. However,
Lockheed has not incurred costs at the rate anticipated when
the Department of Defense requestew. the Congress to provide
the interim funding for the contractor. Consequently, the
Air Force believes that it will not be necessary to start
payment from the $200 million until about mid-May 1971.

-~



The Air Force is considering changing the present C-5A
aircraft contract from a fixed-price incentive type to a
cost reimbursement type with the Air Force providing the
funds to complete the program except for Lockheed absorbing
a fixed loss of $200 million. In addition, Lockheed would
not receive payment for certain types of ~osts listed in
Public Law 91-441. The settlement also would preclude any
performance incentive fees, or profits on initial spares
and on added work related to the scope of the contract which
Lockheed otherwise might have earned. -



PUBLIC LAW 85-804

Public law 85-804, enacted in 1958, provides that the
President may authorize any department or agency of the
Government which exercises functions in connec:ion with the
national defense:

' "ok to enter into contracts or into amend-
ments or modifications of contracts heretofore
or hereafter made *** without regard to other
provisions of law reiating to the making, per-
formance, amendment, or modification of con-
tracts, whenever he de=ms that such action would
facilitate the national defense.'

- This authority is quite broad and the President has autho-~
rized the Department of Defense and certain other agencies
to exercise that authority. See appendix VI for Public Law
85-804 and appendix VII for Executive Order No. 10789 which
implements the law. : :

We have reviewed the iegislative history of Public
Law 85-804 and the proposed action is not precluded by the
act and is within the intent of the legislative history.

The floor debates in the legislative history of Public
Law 85-804, seem to answer in the negative the questicn
whether the act should be limited to small claims. The fol-
lowing colloquy from the legislative history deals with the
application of the act: '

"Mr. Robsion of Kentucky. Mr, Speaker,
there seems to be considerabie misunderstanding
in the minds of some, including perhaps the gen-
tleman from Missouri, about the pecessity of
this legislation. Of course, we should always
be striving to improve our methods of procurement
and the making of Government contracts, espe-
cially defense contracts. But there will always
be a field where legislation such as this will
be needed to take care of unusual situations that
wiil arise in providing for the weapons for na-
tional defense. I will give you one example,
that of a contract to build a ship. Suppose you

10



get half through the construction of  the ship and
something goes wrong, perhaps through bad manage-
ment, perhaps through something unavoidable, nev-
ertheless, the shipyard finds that it cannot con-
tinue under the terms of the contract and com-
plete the ship. The question then arises whether
or not the Defense Department should rescind the
contract, sue the contractor for damages, and
take the ship over to some other yard for comple-
tion. But, of course, it cannot work that way.
As a practical matter, national defense would re-
quire the ship to be ~ompleted in that yard, even
though it might require the renegotiation of the
contract. Writing new laws relating to Govern-
ment contracts will not take care of a situation
such as this. The Defense Department must have
the special powers provided by this legislation,
where, under the supervision of Congress, they
would have leeway to go ahead and get the ship o
completed, even if, unhappily, in some instances
it would require more money.

* * * * *

"Mr. McDonough. In other words, the gentle-
man is informing us that there are many contracts
such as contracts for aircraft, to which it ap-
plied, missile construction, rockets, as well as
shipbuilding.

"Mr. Robsion of Kentucky. Yes.
* * * * *

"Mr. Robsion of Kentucky. Yes. Now, thare
are several reasons why you need this legislation.
For example, sometimes the Government must Tene-
gotiate a contract without legal consideration,
such as in the completicsn of ships, the case
that T mentioned; secondly, there are instances
of mutual mistakes that must be corrected in these
large and extremely compiicated defense contracts;
thirdly, of course, you have peculiar situations
which must be met from time to time in lacge de-
fense programs where existing statutory authority
is inadequate.'" (See pp. 14156 and 14157 of the
Congressional Record, House, July 29, 1958.)

-~



ESTIMATED ADDITIONAL
COST TO THE GOVERNMENT

The actions proposed by the Department of Defense to
resolve the difficulties being encountered with the C-5A
aircraft contract will result in additional costs to the
Government, The following schedule which shows additional
costs of about $496.4 million is based on the assumption
‘that all disputes and disagreements existing between the
Air Force and Lockheed on the C-5A aircraft contract would
be decided in favor of the Air Force.

Amount
(millions)
Estimated cost for Lockheed to ) ‘
complete 81 C-5A aircraft
(only aliowable costs as defined
in secvion XV of Armed Services
Procurement Regulation) $3,248,2
Alr Force estimate of ceiling price
of existing contract 2,528.8
Additional cost in excess of
estimated ceiling of exist.ng
contract 719.4
Less:
Proposed settlement loss to be ~
absorbed by Lockheed $200.0
Estimated amount of costs
disallowed by Public Law 91-441 ,
and under restructured contract 23.0 _223.0
Estimated additional costs. to
the Government, $_ 496.4

ESTIMATED PROGRAM COSTS

The following presentation shows the current estimate
of the costs of 81 C-5A aircraft at completion of the pro-
gram. These estimates, as those of the added costs to the
Government above, have not been audited by the General Ac-
counting Office,

b



Total C-5A Aircraft Program Costs
as of December 31, 1970

Based un Air Force and Contractors' Estimates

Lockheed Aircraft Corporation:
Estimated cost for 61 aircraft
Init+al spares and ground equipment

General Electric Company
Military construction
Other costs: .
Precontract awards $58.0

Ground equipment - - 54.7
Testing . 24,7
Miscellaneous ) 29.0

Total acquisition cost

Less: Proposed settlement loss to bc absorbed by
Lockheed

.

Net acquisition cost

Additional system (operating) costs programmed
through fiscal year 1976 (modifications, replenish-
ment spares, etc.)

Total cost of program

Reconciliation of Program Costs with

Amount

(millions)

$3,248.2
369.9

3,638.1

848.2
17.6

166.4
' 4,670.3

200.0

4,470.3%

_339.5

$4,809.8

Estimate of Additional Appropriations Needed to Complete

Acquisition of 81 C-5A Aircraft

Amount
(millions)
Total program costs $4,809.8
Less: Funds prograﬁmed as of 12-31-70 $4,026.3

Additional systems costs programmed through
fiscal year 1976

339.5 - 4,365.8

444.0

Add: Funds to be provided to Lockheed which it must repay

to the Government beginning in 1974

Funds needed to cor..lete acquisition of 81 aircraft

aThis amount will be reducéd to the extent that costs,

100.0

$ 544.0°
]

estimated at

$23 million, are disallowed under Public Law 91-441 and the restruc-

tured contract. . 13



CHAPTER 3

DEPARTMENT OF DEFENSF. EFFORTS

TO RESOLVE LOCKHEED'S FINANCIAL PROBLEMS

After the Department of Defense received Lockheed's
letter in March 1970 requesting financial assistance, a
special group was established within the Office of thc Sec-
retary of Defense to compile and analyze data relative to
Lockheed's financial problems and to furnish information to
the Deputy Secretary of Defense. Also, this group was re-
sponsible for determining the reliability of information
submitted by Lockheed. We were advised that particular at-
tention was directed by this group to making a ‘comparison
of the quantities, types, and schedules of various Govern-
ment programs shown in Lockheed's data with known and pro-
Jected Government requirements, since these programs were
the bases for a significant portion of the contractor's
forecasted sales, costs and profits,

Lockheed was requested to provide additional data to
support, by specific time periods and programs, its short-
term cash needs. The following requested information was
provided.

l. A 5-year financial forecast,

2. Data relative to extraordinary contractual actions
to facilitate the national defense on:

a. The C-5A aircraft program.

* b. The AH-56A helicopter phase 1I developmgnt proe
gram,

c. The AH-56A helicopter paase III production pro-
gram,

The financial forecast was based on estimated sales,
costs, profits, capital requirements, and similar financial
information for the 5-year period 1970 through 1974, The
information was developed from Lockheed's budget an? fore-
cast system and was based on certain assumptions with regard

~
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to schadule, cost,and delivery of selected military and
commercial programs. We were advised that Lockheed's as-
sumptions concerning Government programs (quantity and
schedule) in which it is participating were reviewed by De-
partment of Defense officials. Assumptions regarding Lock-
heed's commercial activity were based on the judgment of
'Lockheed management.

The data submitted by Lockheed for the C-5A aircraft
and the AH-56A helicopter were prepared under the financial
relief provisions of Public Law 85-804 as  <plemented by
section 17 of the Armed Services Procurement Regulation.
Section 17 requires the contractor's submission to include,
in addition to other data, (1) a history and current status
of the programs, (2) costs for which it has made payment and
those for which it was indebted, (3) estimated costs to com-
plete, and (4) the efforts Lockheed made to obtain funds
from commercial sourc:s to enable completion of the programs.

To assist in the analysis, the Defense Contract Audit .
Agency (DCAA) was requested to review Locki.eed's 5-year fi-
nancial forecast and the contractor's submissions for action
undar Public Law 85-804. DCAA reviewed the data provided
by selected divisions and subsidiaries to Lockheed Aircraft
Corporation headquarters which consolidated the information.
On a selective basis, forecast rates and factors were
checked to Lockheed's accounting records and/or compared
with available audit data. 1In addition, contract amounts
and fcrecasted cash receipts were compared to contreact
terms and delivery schedules on a sample basis. DCAA also
verified the financial data included in the three submis-
sions covering the C-5A aircraft program and the AH-56A
helicopter programs for developmen*- and production.

The Defense Contract Audit Agency submitted a report
on January 13, 1971, to the Office of the Assistant Secre-
tary of Defense (Installations and Logistics) which stated
that it had found that (1) historical datc used in the com-
putation of the forecast and/or contained in the three pro-
gram submissions were in agreement with Lockheed's account-
ing records, (2) forecast data contained in the submissions
were derived from data developed under Lockheed's budgei
aud forecast system, and (3) there were no significant dis-
crepancies in Lockheed's forecasting techniques.
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DCAA's report eiso stated that the financial forecast
reviewed supported Lockheed's computation of carh require-
ments which are expected to peak in 1971. Further, it
stated that, unless Lockheed could find other means to sat-
isfy its requirements for cash in 1971 over the amount
which may be available from banks and airline customer:,
Lockheed would te unable to complete performance on the
C-5A"aircraft and the AH-56A helicopter programs withcu:
Government financing of costs exceeding the Government's in-
terpretation of existing contract ceilings. ICAA stated,
however, that it could not express an overall opinion on the
S5-year forecast, since its realization was subject to many
complex factors involving considerable uncertainty.

By letters dated December 30, 1970, to the Chairmen,
House and Senate Armed Services Committees, the Deputy Sec-
retary of Defense outlined his proposals for resolving the
disputes and claims surrounding the various military pro-
grams in which Lockheed was participating. A copy .of the
letter sent to the Chairman, Senate Armed Services Committee
is shown in appendix 111, A similar letter was sent to the
Chairman, House Armed Services Committee.

He stated that the dispute concerning the motor for
the Short Range Attack Missile was considered resolved and
that the ship claims under five completed contracts hud been
settled, The remaining ship claims totaling $159.8 million
were still -ubject to negotiation.

With respect to the AH-56A helicopter research and
development program, he proposed that the fixed-price type
of contract be corverted to a cost-reimbursement type, Un-
der this arrangement, the Army will assume future costs of
the program and will reimburse Lockheed for about $25 mil-
lion in costs which have been incurred since Decembe. 29,
1969.

Under the AH-56A helicopter production program termi-
nated for default in May 1969, the Deputy Secretary pro-
posed to settle the dispute by authorizing the Army to pay
$36 million or the actual amount of the settlement of the
claims of unpaid suppliers and subcontractors, .-whichever is
lesser.
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The proposil for settlement of the C-5A aircraft dis- -
pute consisted of converting the contract to a cost-
reimbursement type with the Air Force providing the funds
to corplete the program except for Lockheed's absorbing a
fixed loss of $200 million. In addition, Lockheed would not
receive payment for certain types of costs listed in Public
Law 91-441. The settlement also would preclude any perfor-
mance incentive fees or profits on initial spares and on
added work related to the =cove of the contract which Lock- .
heed otherwise might have earned. '

The Deputy Secretary stated :chat the acti... proposed
by the Department of Defense w~ould not guarantee that bank-
ruptcy of Lockheed would be precluded. '

Lockheed responded on Jamuary 5, 1971, to the settle-
ment proposed on December 30, 1970, by the Ieputy Secretary
of Defense. (See app. VIII.) Lockheed agreed that the
" dispute concerning the motor for the Shart Range Attack °
Missile had been resolved anu accepted the proposals on the
AH-56A heiicopter devzlopment and production programs, The
contractor was not prepared to accept the Navy's offer of
558 million in settlement of the siiip claims and indicated
that the contimuation of negotiations was preferabla, Sub-
sequently, Lockheed has reached a tertative agreement to
accept $62 million in full settlement of the ship claims.

Initially, Lockheed declined to accept the amount of
loss on the C-5A aircraf: program proposed by the Deputy
Secretary of Defense, but the company has changed its posi-
tion and has agreed to settle for a fixed loss amounting to
$200 million. Lockheed will forfeit $100 million which it
has already provided toward C-5A aircr.ft costs and will re-
pay the second $100 million with interest at the prime rate
starting Jamnuary 1, 1974. Repayments wil® i-. at the ra.e
of $10 million or 10 percent of before-tax profits each
year, whicliever is larger, with an upward adjustment in the
event of dividend payments. (See apps. IX and X.)

As security for the $100 million, the Department will
require the contractor to pledge fts land, buildings, and
personal property located at the Lockheed-Georgia plant.
In addition, Lockheed agreed to withdraw from litigation
all its claims on the above program, ‘
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CHAPTER &

GENERAL _ACCOUNTING OFFICE REVIEW

OF FINANCIAL DATA SUBMITTED

BY LOCKHEED AIRCRAFT CORPORATION

On September 14, 1970, Senator William Proxmire and
Sc  "or Richard S. Scnweiker requested the General Account-
i ¢+ fice to (1) review Lockheed's financial capability to
¢ - ate and deliver various quantities of C-5A aircraft and
(2) ascertain the total amount which would have to be cx-
pended to ensure completion and delivery of such aircraft.

We advised S2nator Proxmire and Senator Schweiker on
November 19, 1970, that the Air Force estimated that the
total program of 81 C-5A aircraft would cost about $4.6 bil-
lion for development, production, initial spares, and di-
rectly related construction. Th: Air Force had not prepared
a cost estimate for the 42 C-5A aircraft which are to be de-
livered by June 30, 1971. On the basis of the rate of expen-
ditures, however, the Air Force believed that about $4.1 bil-
lion weculd be expended on the total program of 81 aircraft
by * e time the 429 aircraft is delivered. Included in the
$4. . billion were costs applicable to aireraft that would be
delivered (work-in-progress) subsequent to aircraft number
42. ' '

With respect to Lockheed's financial capability to com-
plete the C-5A aircraft contract, it should be recogaized
that, pursuant to 10 U.S.C, 2313(b), the General Accounting
Office has the authority to examine records which directly
pertain to the C-5A aircraft contract and other negotiated
Government contracts; however, we do not have the right to
require Tockheed to fur 'ish us data on its commercial pro-
grams or overall financial condition. ’
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We requested officials of the Department of Dafense to
make available for our review any information that the Dee~
partment had relating to Lockheed's finencial condition,
including information on Lockheed's comme’-.ial programs.

We weres informed that, although the Departiment did have
certain financial information pertaining to Lockheed, it

- could not be made available to us since the information had
been furnished to the Department in ccafidence and on the
basis that it would not be made public. Although under -
31 U.S.C. 54 the General Accounting Office has a right of
access to any records of any Government department, as a
practical matter, there is no sanction available to compel
enforcement of our right.

To avoid a time-consuming negotiation regarding our
right of access to the information in the hands of the De-
partment of Defense, we inquired of Department officials
whether we could review the information at the Department
and refrain from copying or reporting it. We agreed that
we would furnish to those requesting our review only our
opinion as to whether Lockheed had the financial capability
to comp’ete and deliver C-5A aircraft. Initially, Depart-
- ment o”ficials declined our suggested approach; however,
during subsequent discussions agreement was veached to per=-
mit us to review, under the above stipulated conditions,
the financial information which Lockheed had furnished the
Department.

The Deputy Secretary of Defense advised us on Decem-
ber 9, 1970, that Lockheed was preparing comprehensive fi-
nancial information in the form required by the Armed Sex-
vices Procurement Regulation to substantiate actions under
Public Law 85-804. It was estimated that the additional
data would be submitted in late December and would be au-
dited by DCAA. The Deputy Secretary requested the General
Accounting Office to participate in the review of this in-
formation.

WORK PERFORMED BY THE
GENERAL ACCOUNTING OFFICE

Our work was principally performed at the Office of
the Secretary of Defense, corporate headquarters of the
Lockheed Aircraft Corporation, and three of its major

-
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divisions during the period December 28, 1970, to Janu-
ary 29, 1971. At contractor locations our effort was basi-
cally direcied toward evaluating the audit procedures and
techniques employed by DCAA.

The following statements describe in more detail the
work performed by the Gereral Accounting Office at each lo-
cation.

1. The Office of the Secretary of Defense, Washing-
ton, D.C.--At the Office of the Secretary of Defense, we L
verified the quantity and schedule of Department of Defense
programs used as a basis for projecting future sales, costs,
and profits tc the Department's 5-year defense program. In
addition, we -letermined significant financial ratios from
the financia. forecast and compared these with similar
ratios derived froun Lockheed's financial statements from
prior years. We also discussed with Department officials
the work they had performed to satisfy themselvcs of the
validicy of financial data submitted by Lockheed.

2. Lockheed Aircraft Corporation, Burbank, California--
At this location we reviewed the study performed by DCAA of
the corporate office consolidations and adjustments of bud-
getary data submitted by operating divisions and subsid-
iaries. We performed such tests of the study as time per~
mitted and discussed the results with DCAA personnel. We
also reviewed records relating to major financing arrange-
ments between Lockheed and the Bank of California National
Association. Matters relating to the above areas and to
extraordinary actions taken by Lockheed to conserve cash and
to find additional sources of revenue were discussed with
corporate officials.

3. iockheed-California Company, Burbank, California--
We examined in detail the work accomplished by DCAA in con-
firming the validity of the financial forecast with respect
to the AH-56A helicopter program, the P-3C aircraft and the
S-3A aircraft. We examined the data obtained by DCAA and
made such independent tests of the data as time permitted.
We also discussed these matters with DCAA and Lockheed of-
ficials.




4. lockheed-Georgia Company, Marietta, Georgia--At the
Georgia facility, we obtained a schedule of expenditures

and receipts showing the amount of cash required to support
the C-5A aircraft program and Lockheed's investment in the
program. In addition, we compared the August 1970 joint
Air Force/Lockheed cost estimate with Lockheed's inuternal
managemeat budgets. We also compared the Air Force and
Lockheed interpretations of the contract ceiling price.
Further, we examined the scope and quality of DCAA's audit
of the joint Air Force/Loc .eed cost estimate and the sub-
mission by Lockheed as r¢ ired by the Armed Services Pro-
curement Regulation, set..on 17, implementing Public

Law 85-804. ‘

5. Lockheed Missile and Space Company, Sunnyvale, Cal-
ifornia--At the Lockheed Missile and Space Company (LMSC),
we examined forecast sales of LMSC and the company's meth-
odology for computing cash requirements on the basis of
forecast source and application of funds. We also discussed
with LMSC officials the forecast profit. Although we can-
not express an opinion on the accuracy of the forecast
profit, we believe that LMSC used sound procedures in de-
veloping its cash requirements. :



CHAPTER 5 -

CONCLUSIONS AND RECOMMENDATIONS

We are unable to express an opinion as to the accuracy
and reliability of the company-wide financial forecast sub-
mitted by Lockheed because of the uncertainty of future
transactions and the possibility of encountering unforeseen
technological difficulties. Subject to this qualification,
the data that we reviewed indicate that Lockheed does not
have sufficient financial resources to complete the C=5A air-
craft program without Government assistance in financing the
costs expected to be incurred in excess of the existing con-
tract ceiling, ’

Our review of the financial data fuinished by Lockheed
was completed on January 29, 1971. Subsequently, it was dis-
closed that Rolls-Royce, Ltd., the manufacturer.of the en-
gine for Lockheed's commercial aircraft, the 1-1011, had
gone into receivership. The full effect of this action on
either Lockheed's financial position or Government programs
managed by Lockheed cannot be determined at this time. '

We agree with the statement made by the Deputy Secre-
tary of Defense in his letters dated December 30, 1970, to
the Chairmen, House and Senate Armed Services Committees,
that the actions proposed by the Department of Defense will
not guarantee that bankruptcy of Lockheed will be precluded.
In this respect, since the full e“fect on Lockheed's finan-
cial position of problems presently being experienced by
Rolls-Royce cannot be determined, we believe that action
should be taken to ensure that the use of funds made avail-
able for the C-5A aircraft program will continue to be used
on that ‘program even in the event of bankruptcy of the con-
tractor. '

Lockheed has indicated that it is taking aggressive
management actions to conserve cash and to make the opera-
tions of the company more economical. On February 17, 1971,
Lockheed officials provided us with a schedule of actions
that it had taken to conserve cash, (See app. XI.) We be-
lieve that the Department of Defense should take a more ac-
tive role in confirming the effectiveness of these actions
and in identifying additional actions that may be warranted.

-~
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In this connection and in support of the above conclu-
sion, we found that, during our comparison of the joint Air
Force/Lockheed cost estimace with Lockheed's internal budgets,
the cost estimate was about $172 mill!zn higher than the
budgets to complete the program. We were informed that this
difference of $172 million was considered by Lockheed to be
2 management reserve and was a part of Lockheed's manage-
‘ment control system since the internal budgets were based
on the concept of optimum performance. To the extent that
Lockheed meets this optimum performance, the estimated ad-.
ditional cost of $496.4 million shown on page 12 of this
report will be decreased. :

RECOMMENDATIONS

We recommend that the Department of Dcfense establish
close surveillance cver Lockhecd's activities to ensure that
conditions which resulted in previous cost growth and finan-
cial difficulties have, to the extent possible, been cor-
rected and are not likely to recur., We recommend also that
the Department conduct a review of the "shouid cost" type
of Lockheed's operations concerning the production of C-5A
aircraf* The purpose of these recommendations is to give
‘the Government greater assurance that Lockheed's future op-
erations are conducted in an efficient and economical man-
ner and that only necessary costs are incurred in complet-
ing the C-5A aircraft.
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APPENDIX 1
Page 1

Locinmueey AMmncravr CORVORATION

BURGARY, CLLIF RNHIA DILON

Narch 2, 1970

. The llonorable David Puckard
Deputy Scerctary of Defense
The Pentugon
Washingten, D, C. 20301

Dear Ms. Secrclory: ~

We hove cunpleted a review of the current status of @ number of our rajor
Depuriment ef Defense progromis in connection with which cur corperation has
filed cloims or hos been eanpelled into contiuctual dizputes with the mititery
services. It has bocome ebundantly cleer 1o us that the unpiecedented deller
mognitude of the differences 10 be resilved Letween Lockhecd ond the eilitary
services muke it financiolly impossible for Lockheed to couplete perferaance
of these programs if we must await the ovtcome of litizorion before receiving
further finuneing frosn the Departmeat of Defense, We consicer-it imptrotive
thot some aliernate method of resolition of the- dificrences be immcclictely
ond serivusly pursved in order 1o avert fpoimzat of the continued perfomionce |

of pregrcns e 2.1 to the notioral ccfense.

We realize that the military scrvices nonrally expect their contractess to continus
peifermance, iacluding Jinancing, pending acminisirative review ond resedution
of uny disputeble matter. in the present instences, hoxever, the eumulotive
impact of the Cizagiecinents on four progrems creotes o eritical financizl pioblem
which conne be swpperied out of cur current ond projected astels ere! fncciac.

Ve have intenzificd our coit reduction effcsts, have ¢l ininated dividinds to our
sto Lhaldars, bave reduccd drastically our plenned expenditures for fixed osiels,
ond intend to redues aur overhead eosts and cut discretionary outleys in ol other
possible arcas, Ve alis intend To cohtinue pursuit of all possibilities of fizancing
frow the piivete scetor. Dospite thase effeits, ve must state that ve cenrnot
maintain vainterupied parformance on thase pregrams vithout receiviry sionificent
financing ossiston.e from the Depariment of Defense, Also, in absolute concer,
we do not conzicer that Lockheed, even if it were copable of so doing, should b
cxpocivd cloae to sustain for un incelinite period the finencial burden vhile
awaiting the outeonis of litigation resulling largely fiom drastic innovetions in
prosurcuent procedures uiilized by the militery services, '

TOOK 10 toCrLuten PFOE LIADIEPSKIP
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The Honcivble David © <haed : March 2, 1570

However, if absulutely necessary the partics may be forced ta have their major
disagreements involved in these programs setiled through litigation,  Indeed our
obligations 1o our stockhelders vill tequire us 1o take this course of action if the
only sctilement proposals which cun be evolved would ruinously dzplete our
corporaic: resources,  Morcover, §t shauld L recopnized thet contractual
disugrecmants of such enczmous mognitude represent a breul:down in the
jrrocurcraent processes,

Without disrcgarding our own deficiencles, the common ingredient in three of A
the four prograns which cause our prosent diff iculty, nainely, the C-5A, the SRAM,
ond the Ab-56, is the fuet thot under the Total Package Prozureiment prozedure
development wos required 1o be undertaken under a fixed price type contract with :
concurrent preduction ecramilments with respect to price, schedule, ond performance,
Although it was ossumed that stote-of-the-art advonees were nat requtred in these
progrums, it is generally adiniticd that these assumptions were incorrect.  Alihough
industey gencially, including our company, perhaps crred in competing for ccatracts
under this sysicia, the system itself and its use were the responsibility of the militory
depertments. . ' '

e believe thet the hindiight of todoy shows us thot the procurement procedure
vlilized for these programs wos imprudent and edvarse 1o our respective inlerests,

Ve did not contewplate, nor do we balieve enyone in the Depariment of Defenge

ever contenploted, that these contraets could generate differences of cpinion
involving such vast monciary amoudts as, for exomple, exisi on the C-5A piogram,

Nor did citlier party eppreciate the major huzards involved in undertaking

preduciion on the Cheyenne program before technical preblems on the dovelepment
pregaram Lod baen solved. Considaving that these problems were known to the Amy

ot the time the letter contract for production vias issued in January 1968, and the

the portics subsequently Lad been unable fo reach agreement on o dofinitive contract,
the unprecedunted oetion of terminating this lelter contruct under o fixed price

default clavse s difficult 1o understand.

Despite 1l grovring awvareness that the totol packege methed utilized in these programs
Is vittually wievorkable, there seems to be litile disposition to correct existing )
cordiocts on ferms which most eontiactons can accept or 1o recogaize that litigation

Is a sericnsly inadeguate ovenue,  Even on the shipyard contracts where the total
package concept was net fnvolved, the fact the bulk of the shipbuilding induitry

has enceuntered greve frauble as indicated by the more than o billisn dollers in
contract cluinss sugaests that the system, rother than solely individual deficiencics,

vas a mojor contributor to the problem, .
Apart from the disastreus petential for cur own company and its effect on Deputiment

of Defense progroas, litizaticn of these problems may vell have greve ceie quences
en the Deperiment of Defeuse's ebility to szcure the indusirial suppeit which it
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traditionally hus required, repmdiess of vho vhiiately wins., With this in nind,
vintever stips mey be toten 1o alleviaie our fmamncdicle linancial predlens | wish
to urge thal the way be Iefi open 10 nogatizie scttlements which ure witliin the
ability ¢, thie corporation 1o absorb,

Although | knewr ou are genceolly femilior with 1he afercrmentionsd programs, |
vould like bricfly to raecapitulote the eritical fic.encizl problers they cousn end to
vege Inferiin Tinancing aclions which should Fe t10hen inaacdiatcly o avoid impair-
ment of continuved performance, :

C--5A

On Jonuary 12, 1970, our appzal from the Cotracting Officer's Cacision cenceming
the C-5A eontract dispule wos cocketed by the ASECA and our com;loint has been
filed. Al partic: ore cooperating tovemd the curlicst possible resolution of thess issues
by the Loard, but mosi optimisticatly it vould uppeor this cannot be eccompliched
before late 1971, '

e

In uddition, there is a distinet possibility that the dacision of the Board may be approled
to the Court ot Cluiniz, end consetuently o final dacirion moy net be mude vntil 1973

or 1974, k2 Air Force hos indicated it will not provide funds fo: this contraet vhich
will ~xceed the estimated contiact price as the Aif Foree interprets this centieel,

Uadzr thiese conditions, the Air Forea funding would ot best b celiquate oaly uatil

near the end of 1his yeer, However, in orc's: to complete the dalivery of £3 aircrafs
und telated fieins during 1971 aad 1972 an odditional $435 millics s0 $520 r.illion

will be required 1o cover predudion exponditures. Lockhiced cunao! provics such
funding ond belicves the Air Foree thould cdvanee the neeessory funds pencling the
outcome of the titization, This could be ecconplished by an encndaent 1o the current
contract vhich could cortain cppropricte tolcguards for both portic: with respect
to pres2eving thcir rights in litigation,

Shipyord Clainis '
At the present time, the Lockheed Shipbuilding end Construction Cempony hus parformed
or Is petferming, on 9 conticets for several ¢lusses of new ships.  More than $175 million
of contractiul odjushinent elaiins have been proszated to tha Navy te dute. Ascf
Dzcember 29, 1969, amounts expenced Ly Leelhieed on thess cloims excced $103 milivea
ond ure expected to centinuz e o rote of B 1o $4 million per menth, Thesz claims

’

bove bzen vider censideration for many menths vwith provisional pruyrents of an'y $14
miilion made to dute. <

.

»
Ve Lelieve the seluiion to this pre™ -1 Tics in en immediste increste in previsionsl
Fayments to an azgregole of $85 million, We understond tha Depuriment of the Navy
plons to seitle the nicjerity of these chainas curiag the lost theee months ¢f 1570 which
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o

sheald paiait the puynent of the balunce of the emounts due Lockh.¢d Shiphuilding
oned Construetion Conpacy by the o o i yeer. Sheald thare be ony deloy in e
l\‘-r.'y' present schadule an wdditional auieuit of p:ov?:io;ool payireuts would be
required,  Eamedioicly increasing provisional payments to $€5 millien would sub-
stantiolly casz the finonciot Lucden ¢ tle S’ai,.'wilding Corm:my und prail condinued
wti ke tenard the ‘conpletion of the DI 1052 and LPD eless ships now in process. In
odbition, arrongzments con be modtz vhich will net inpair the tights of eiihor Loct! he eedd
Shipbuilding end Conctruciion Compruy or thc Navy vith rospeet 1o negatiotion and
Im:»l seitleincnt of these claias,

. .

AH-4! SA, Phase 1l

On May 19, 1959, ths Aumy Conirecting Officer iesued a final decision teninating
this letier confroct fer defaull, Lockhicned's eppeal fion this dacisien vas made 10 the
ASECA on Nay 22, 1539, and Leth Ledkhiced ond the Army ore proceeding in occordanes
vith thz roles of 1l Poaed. B is waliliely that the Bourd will Lear this ceso befere
midycer ond thol o linal dacision con hee made bofore the fiest quaier of 1971, Acel
the cnel of 1969, 1etel costs incurred by Lockheed (rath prior and subsesuent to the
Contreciing Oifice s Cucision) emount to epprosimatcly $89 millon.  Prier to the
Conlracting Olfice's dacision the Zuny kad mede progiers paytaenis oo unling lo
LLXR A mnhmn. Vie Lave reached en e recament with the Army vir'se which thess
proaress puyraonts tcy Lo retained by s pending o dueision by the ASECAL However,
during the corly pret of 1970, codts fatwned mey reach a totc! of o e SIIC million
requiring @ total ecut puticipation by Lockhized of some 860 to $45 millicn which
tnay Le incicosed by the ncccssnly ¢f § symaent by tockheed 1o subsentrecters of
additicnol craounts, We suzzest thet the Army increase the emouid of prezrass
poyrents to o miniawn of $0% of 1he cests incurecd, ond continue suc puyments
unfil wesolution of this cose by the Laut of Couticet 2opncals o tho Ceurt of Cleinis,
The sanie cgrecmand vader which Lactheed is cuirently rcto™ing the $53.6 nillion

or projress paynactds ceald epily to those odditional pr o\'mo-wl poyments,

SRAM

The Lodkdiced Propulsicon Cemnany is fn- prcpu!u\m sysiem subeentre eter to the Bozing
Conpany vnder s privie contract wit's tha Air Force for DDIEL of the Short Ronge
Aok Misile (AGL-624), On Ricenter?9, 1952, Locklized Picpulion Comnpony
and the fn“mg Conmuny pr("n.cJ ¢ Centraet Adiustient Claim to the Air foccc undee
Controct AF 3 (/.'./\ 15564 in the emoant of $W0 millien, At the present time,
Lochhced |.r.,-uh|..| Cenprny is ecndivuing its performence of its subiecntrust end

has incuried costs ejmreatiinating S22 r.ilion in exeess of the $16.9 willicn recelved
to date, Crntinued pesfornonce ity 1970 is expecied to odd me:e than $15 niillion,
Negatiotions of th irzues involved incur cluim ere curiently beirg sou;.\. jointly

by Lcekhaed Prepulsicn Ceompony end Busing with the Alr Foree It is pouible

that ozt or ofl of the fzussvill brceo sz tne Lbject of an ASPCA cose in tlhe noxt
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fove montli. W belicve that a praviriona! poyaent 1o Lockhced Piopulsices Company
of $25 millizn dhould be cuthorized under th: Bocing prime confraet peadies firel
resolution of the Tssuas. As is the cowe vith the AH-554 and! the C-5 prozra-e,
svituble arra igements protecting the righie of both pactics < ould be arranzad,

In sumancry, in the abiznee of promp! ne gotioted settlemnents thore is ¢ eritice!
need for interin financlng to avert inpoirment of continuzd performonee. Ve
urgently solicit the essistunce of the Depaitment of Difenss in providing such

finoncing. .

Very Iruf)' yours,

LOCKHEED AIRCRAFT COLPO2ATION

( f .
D. J. Hudghtoa C
Chaitmon of the Bowd
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SECTION 504

PUBLIC TAW 91-441
OC+OBER 7, 1970

" Sgc. 504. (a) Of the total amount authorized to be nppropriated by
this Act for the procurement of the C-5.\ aircreft, $200,000,000 of
Zich amonnt may not be obligated or expended w:itil after the expirs-
tion of 30 days from the date upon which the Secretary of Defense
submits to the Committees on Armned Services of the Senate and the
House of Representatives a plan for the expenditure of such $200,-
000,000, In no +vent may all or any part of such $200,000,000 be ob-
ligated or esr!;end«i'ﬂrept in accordance with such plan.

(b) The §200,000,000 referred to in subsection () of this section,
following the submission of n plan pursuent to such subsection, may
be expended only for the reasonable and allocable direct &' d indirect
costs incurred Ly thé prime contractor under a contract enterad int .
with the United States to earry ont the (-5 aircraft program. No
part of such amonnt may be used for—

(1) direct cost of any other contract or activily «f the prime
contractor; .

(2) profit on any materials, supplies, or services which are sold
or transferred between any division, subsidiary, or affilinte of the
prime contractor under the common control of the prime con.
tractor and such division, subsidiary, or affiliate: .

(3) bid and proposal costs, independent research and develop-
ment costs, lm(Y the cost of other similar unspanzored technieal
eflort: or

{4) depreciation and amortization costs on property, plant, or
equipment,

Any of the costs referred to in the preceding sentence which would
otherwise be allocable to nny wark funded by snch §2000600,000 may
nat be allocated to other portions of the C-3\ aireraft contract or to
any other contrace with the United States, but payments to C-5A air-
craft subcontractors shall not he subject to the restrictions referred
to in such sentence.

(¢) Any payment from such $200,000,000 shall be made to the prime
contractor through n special bunk account from which such contractor
may withdiaw finkls caly after o request containing & detuiled justi-
fication of the amount reqaested lm‘.:‘m-n submitted to and approved
Ly the contracting ofticer for the United States. All paymnents made
from such special bank account shall be audited by the Ifense Con-
tract Audit Ageney of the Depnrtment of Defense and, on a quasterly
baxis, by the General Accounting Offive. “Che Comptroller Genernl
shall submit to the Congress not more than thirty days afier the
cluse of each quarter a report on the andit for such quarter performed
by tha General Acconnting Oftice pursuant to this subsection,

(d) The restrictions and contrals provided for in this section with
respect o the $200,0600,000 referred to in subsections (&) and (b) of
this section shal! be in addition to such other restrictions and continls
as may be prescribed by the Secretary of Defense or the Secretary of.
the Air Force.
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THE DEFUTY SECRITAKY OF DUMAsE
WASHINGIO!N, D. C. 2000

gue; 5 0 270

Honorable Ju.!u Stennis ' . ol
Chairman, Scnate Armed
Services Committee
United States Senate
Viashington, D, C. 20510

Dcar Mr, Chairman:

As you knovr, on Mzrch 2, 1970, Mr, Danicl Havghton, Chairman of
the Board of Lockhecd Aircraft Corporation, submitted 2 lettor to the
Department of Defense citing his compiny's contractual and finwncial
problems ‘on four major defensc programs: Navy shipbuilding, the
SRAM Missiile Motor, the Cheyenne helicopler, and the C-tA, Mr,
Haughton's letter asserted that "the unprecedented dollar magnitude®

of the claims and disputes in which these progriims were then involved
would "make it financially impossible for Lockheed to completc per-
formance of these programs if we must await the outcume of Ltigation
before receiving further financing from the Departme:nt of D:.*..fcn:‘c. "
Mz, Haughton emphasized the urgent nced for a selilement, or for som
viable alternative to our procedure of ‘requiring a contractor to continue
pexrformance with its own financing during resolution of disputed matters,

Immediately upon receiving this letter, the Department of Defense unde -
took an intensive independent determination of the nature and magnitude
of the managcrial and financial problems presented by Mr, Haughton's
letter. Each of the military departments undertook to negotiate scttle-
ments of their individual Programs, My staff compiled and analyzed

data relating to the total corporate eniity, including corporate financial
forecacts prepared by Lockhced at our request and avdited by the Defense
Contract Audit Agency, It was necessary to determine the financial
viability of the corporation and to examine the availability of commercinl
credit to mcet the company's obligations,

Of utmost importance was our nced to assure the continued availability
of weapons systems urgently needed for our national sccurity, Scveral
programs for which Lockheced Ajrcrafi Corporitiou is o contrvacior with
the Department of Defense are particularly eritical to the nation's dc  neg,

~
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Thesc include the Poseidon missile system, the S-3A aircraft, the
Chcycnnc helicopter, and the C-5A aircraft. 1n addition, it clearly is
in the v'tal national defense interest that the Navy ships currcntly being
built under contract with the corporation be continued to completion.

The time has now come when we must move promptly toward a settle-
ment of Leckheed-DoD contract disputes at minimum cost to the U, S,
Government and with minimum impact on third parties such as Lockhced
employces, supplicrs, subcontractors and their employees.

It is my responsibility as Deputly Sceretary of Defense to scek -and to find
a solution. I havc learned over the years that prolonged procrastination
in the facc of difficult problems : : an unsatisfactory stance that too often
brings not solutions but added problems. Nothing is to be gained by
wishing that these problens which arcse in the past would go away;
instcad we must face present facts #bd move on to future needs. I
therefore wish to present to you, as I promised to do my plan to re-
solve thc ;¢ dmputc

To briefly rccap, the defense contracts which have contributed to Lock-
heced's financial problem were exceuled before this administration took
office. The C-5A contract was awarded to Lockhced in October 1965,
The supplemental agreement te the contract, which committed funds

for 23 additional dircerafl #nd which is claimed 1y Y.ockheed {o have
excerciscd an option for 57 aircraft, was entered into during the last
weck of the previous administration. It is the principal dispute over

the C-5A contract,

-
-

The contract for developraent of the AH-56A (Cheyenne) was awarded by
the Army to Lockheed inn March 1966, It contained an option for pro-
duction quantities which was cxercised in January 1968,

The contract for the SRAM missile developinent was, awarded to Boeing
in November 1966, with Lockhiced participating as the subcontracior

for the rockect motor.

The nine Navy ship contracts out of which Lockhced's claims arose
were awarded to Lockheed from 1961 through 1965.

Shortly after taking office in January 1969, Seccretary Laird and I
beccame aware of the difficultics being encounterce on these programs,
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In fact, the problems we found in canmection with these progrims led
to re-examination of and changes in the weapons agquisition process to
bring both technical and cost problems under betier control,

We re-evaluated operationzl requirements and looked at the C-5A cost
growth in view of our budgetary constraints and decided not to extend
that program beyond the 81 aircraft on order. Because of unresolved
technical problemis and a general failure o make progress, we made
the decision to terminate the Cheyenne production contract for default,
On thc SRAM, we respondad to techuical and cost problems in develap-
ment by not excrcising our option for pruduclmn and by continving the
emphasis on testing and dcvclopmcn‘

Since last March we have been working on a virtvally daily basis on
csolution of these Lockhecd clairas and dizpuics. Numerous discussions
2180 he re been held with the banking community on future finunecing needs
of the corporatiosn. . ) -
Our review established {that normal precedures for resolving these
dispuh.s would require an exteaded period of time for which Lockheed .
would have insufficient cash and ine dequate commercial eredit to finance
the continued operation of vital defense programs. We also found that
withaut the provicion of ad?ittr=3 fipds by 11+ Vesastisent ‘of Defeygse
and without continued bank support, bankruptey of the Lockheed Corporation
was and is inevitable. It was then necessary to determine whether
bankruptcy and corporate reorganization under tae Bankruptcy Act was
or was not in the interest of national defense. We found that while such
bankruptecy procceedings would, if instituted, primarily apply to Lockheed,
that company's operations are so entwined with many other cormpanics .
which also contribute to our nalional defense cffort that it was nccessary
for us to consider the chain reaction upon other companies as well. Dased
on extensive discussions with banl'crs and other defensc conlractors, 1
have concluded that the consequences of Lockhecd bankruptey at this time
would be so far-re: clnng that several othér defensce suppliers would be
Placed in such a precarious financial condition that their capability for
futurc operations would he jeopardized. Further, several senior members
of the banking cornmunity have alvised me that Lankruptey of Lockheed now
would causc them to reassess their eredit agreements with many other
companies which supply cssentiad defense equipinent,
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The exact rawnifications of a Lankruptcy procceding remain uncertain, but,
in my judgment, the poiential consequences arc of such a grave naturce that
all reasonable step. should be taken lo avoid precipitating a bankruptey by
our aclions on defense programs. In the event of Lockheed's bankruptey,
the Department of Defense would be faced with substantial uncertaintics
and risks about the degrce to which scveral key nutional defense programs
would or could be continucd, Decisions on such maticrs would be subject
to the discretion of the bankruptcy court, which would be required to take
into consideration the interests of all creditors of the corporation. Serious
delays would nacessarily ensuc, At a miniinum, it is alimost certain that
an accommeadation would have to be reached with the bankruptcy court to
arrange fo continuc performance of the C-5A contract, among others, ‘and
1 sce no way which such an acconymodation would enable the Department of
Defense to obtain the C-5A and other needed ecquipment at a cost Jower than
under the course I am recomending. . -

With this buckgrc;und on the disputes and my judgment regarding bankruptcy,
I want to provide the Commitice my plan,

I want to make it quite clear in presenting this plan that, while we have had
access to extensive financial data peepared by Lockheed and audiied by the
DCAA, we have only recently received Lockhecd's current formal fintuncial
submittals, The plan I am proposing, thercforc, is contingent upon Y.ock-
heed!s being compleiely responsive to our continuing data reguis Coouds and
our satisfactory analysis and audit of «he data submitted,

I have concluded that our normal, established procetlures -are adequate to
resolve two of the four issues.

On the SRAM, sor which Lockheed is a subcontractor, the Air Force through
jts established procedures has negotiated a settlement with Docing (the prime
coniractor). Tweaty million dellars was paid in ful) scttlement of the $54
million claim which Poeing submitied on behalf of Lolkiced. This sctile.
ment specifically provided that the entive $20 million would be applied to
incrcasc the ceiling price of Leckheed's subcontract.  This problem can
therefore be considered resolved,

Ship claims of $46 million for work under five completed contracts wese -
scttled for $17.9 million in Junc of 1976, This settloment was rceached
through the established procedurcs for negotiating ship claims. The
remaining cladims, totaling $159. 8 million have been the subject of
intensive negetiations between the Navy and Lockheed,  To scitle these
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claims, the Navy has offered Lackhiced $88 raillion,  ©ion hopeful that
a scttlement of these claims can Le reached,  Generaldly speaking, alle
negotiations regarding this program have also been concluded,  The
single remaining issue is Lockhead's acceptance of this offer,

R 4
The two remaining issues, thercfore, are the Cheyenne program for the
Army and the C-5A for the Air IPorce,

With regard to the Cheyenne program, it ic my decision that it is in the
best interest of the government to complete the developnient effort so
that we can determine whether the Cheycnne will be a viable candidate

to provide close air support for the Army, and so that we can realize
somc valuc from the investment we have alrcady made. The ceiling
price of {he existing coutrzct is approxinately $95 million, of whicun
about $90 million has «lr¢ady been dishursed by the Army, In an
attempt to consplete the development program, Lockheed has expended
to date subsiantially ynore than the ceiling price and aboui £100 million
more than it has been reirabursed. We believe that a realigned development
program can be compleied Jargely within the nett year, but vie have con-
cluded that the compuny lacks the copacity to finsuce this pregram to 2
point of completion satisfactory for the Army to determine the aiveraft
system feasibility, -

For this reason, we propose to convert the Cheyenne rescarch and
development contract to a cost reimbursement form eficctive as of »
Dccember 29, 1969, The designation of the effective date is based on
an evaluation of al) the relevant factors bearing on the progrum and

upon analysis of Jockheed's overall financial condition, as shown by
data receiy 2d from Lockhceed to date, Under this arrangement, the
Army will assume future costs of the program end will reimburse
Lockheed for approximately $25 million in costs which have been incurred
on the development program since Dacember 29, 1969,

The Cheycenne production "letier c:ontr:\ct" which was executed by the
Army in January 1968, and terminated for default in May 1969, is now
in the early stages of litigation, Lockheed's conts for this phase of the
program approzimate $98 million against which they recceived $53. 8
million from the Army in progress payments prior to defaulf. Suppliers
and subcontractors for the Cheyenne production program have submitted
scitlement proposals in excess of $64 mnillion,
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We have decid: 1 to settle the Cheyenne production contract Ly
authorizing the Army to pay $36 million or the actual amount of the
scltlomcut of the claims of unpaid supplicrs and subcontracts under
this letter contract, whichever. is lesser, The scttlement agrcement
will include coatrols and au(ht prouccdures to assure that any funds
actually paid will be used solely for this purpose. The Army will
audit and monitor the scttlement of the claims of supplicrs and sub-
contractors before yuyment. Lockhced, pursuant to this scttlement,
“will have to agrcee Lo withdraw {romn litigation their rclated claim now
before the Armed Services Board of Contract Appcals.

On the C-SA program Ihave, after the most careful consideration of
all relevant factors, rarrowed the range for resolution to two alternatives.

1. Onc alternative is to reduce the number of peripheral
issucs in disputc by negotiation and to allow the core of the
disagrcements to proceed through litigation, The litigation
would ‘be basically concerned, therefore, with the question

of whethier the Air Force exercised an op’icw ior 81 airplancs
or for 115 airplancs and the corresponding application of the -
repricing formula. The Air Force and Lockheed, over scveral
veeks of discussion, have concluded that the litigable disagree-
ments would resull in u financial range from approximatczly
plus $Z5 million recovery by Lockheed against the United
States to about $480 million liability or loss by.Lockhced.

2, The other alternative would scitle the entire dispute by
climinating all issucs and impua~ing a fixed loss on Lockheed,
In addition, .such a scttiement wor Id preclude any performance
inccative fees, or profits on initial sparcs and on added worlk
related to the scope of the contract which Lockheed otherwise
might have carned,

Our analysis of Lockhced's financial situation has led us to the couclusion
that after the Air Force has paid Lockheed up to the Air Force's interpre-
tation of ceiling price, the company will Jack the funds or resources to
finance continved production of the C-5A program. Moreover, under
cither alternative we must achieve a workable contractua)l arrangement
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which will permit the Air Forcee a more aclive role inmnsnapanen! of the
program. Also, under cither alternadive, it will e neccssery for the

Air Force to provide 211 the funds to complete the C-5A program.
(Although, under the firat alternative o porticy amay-wcar 2 uster the

sccond alternative a portion would--be repayable to the Air FForce.) In
any cvent, stipulations under either 2llernative would inclode a repayn:ent
provision and interest charges on the wnpaid bilances, with an acceleration
" clausc in the event of initiation of Lankruptey.

A fixed Joss scitlement alernative would remove once and for all the
contentions of both partics, Such fixved settlement loss would consist
entircly of "allowalle" costs, and would be above and in addition to
Jostes due to certain costs incurred by the cortractor which arce neither
allowe nor paid by the governmert.  (These costs, refervesd to as
Munallowables, " are projected by Lockhoed to erceed $40 miltion on

this program. In addifion, pay:ncits (o Lockheed will exclude othervine
aliowable costs to the extent such costs fall in the four munbered cate-
gories listed in Scction 504(b) of the Deparimmnent of Defense Procurciment
and Rescarch Authorizntion Act, 1971 (P, 1. 9i-44)),)

In determmnining the doliir amount of the firned Juss that should he the
basis for the settlement of the C-5A disputs, 1fooh 21 yelevant foclors
inte consideralion, Amoag the factors considered in arriving al ¢Lin
“figure were the ranpe of financial results which would result from the
Yitigation, the apparent weight of the legal arguments of the parties on
the issues in dispute and Locldiced's potential @bility to respond (o &
judgment in favor of the United States, should ene result. After weighing
all the many complex factors, a $200 mnillion figurce represcents my hest
judgment, I do not expect it to meet with unaniinous endorscement; somce
will think it too Jow, others too high--Lut it ramaing my best judgment
after months of consideration of vhat is without doubt {he reost compler:
management and contractual dispute 1 or any of the pincipals ever have
cencountered, - »

.
.

After weighing both of these alternatives I have concluded that the fixed
loss settlement alternaiive is preferable. It has the advaniage of finslity,
and would facilitate management improvements in the remainder of the
program. I recognize the possibility that Lockbeed may decline 1o softle
for this fixed Joss and prefer ditigation. '

As Frnentioned carlier, Lockheed's Joteat financial information i« bieing
compiled and will be audited by the Defense Contract Audit Agency,  We

»
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~ have also askeda that the General Accouwating Office review this data with
ug prior to the exccution of our decisions. o '
The $200 million "contingency" fund, which we have requested to be
authorizced and appropriated for I'Y 1971 for the C-5A, will nccessarily

be utilized to continue the production of the aircraft beginning in February,
and will be expended in the context of the settlement outlined above.

We arc awarc that the course of action which we propose to follow does
not guarantec that bankruptey of Lockheed is precluded; nevertheless,
_this coursec is, in our cpinion, the nccessary onc bascd on the national
defense interest. The uncertainty exists because overall financial
stability of Lockheed is contingent not only on the fma.nc:nu, of its defense
programs, but also on further financial support {rom the private sector
for its commercial programs, particularly the L-1011 airbus,

Our actions in scitling the disputes on the four defense programs will
tesolve contingent liabilities of Lockheed and, we hope,” thereby provide
a degree of cervtainty to the overall finafcial affdirs of Lockheed thad will
permit the banks to continuc to finance the comimercial programs, and
avoid bankrupicy. I will continue to closcly monilor the finuncizl and
management situation of Lockheed as these plans are implemented, It
is also my intent to insure that all possible controls are excercisai by
Defense over our financial velalionships with Lockheed to assuwre the
satisfactory pcrformance on Defense programs aud the protection of
Defense interests, . : -
This summmarizes the alternatives and the action we intend to take to
resolve thesc very difficult contractual matters. ‘I'he finul details of
the scttlement and the documents necessary to implement this plan arve
now Leing prepared, and will be completed by the end of January 1971,

i
I will be available to review this plan in detail with your Committce at
your convenience, and will be glad to have your views on the alternatives.

O,

]/ . w, " 1‘ ,

¥
£
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] YHE DEPUTY SICKLTALY OF DUFFNSE -
L3 -‘~'7",-" : WASHINGION, 1. € 20301
s d S _ .
= FEB 2 1971

Honorable John Sternis
Chairman, Scnate Armeaed
Scrvices Committee

United States Senate
Washiugton, D.C. 10510

Dear Mr. Chairman:

This is in further response to your request for additional information
in conncction with the plan I described to you in ray lciter of Deccember 30,
1970 for the resolution of the contract disputes beuween the Departinent of
Defcuse and the Lockheed Aircrafi Corporatien and for the expenditure
of the $20% million authuiized for appropriaticn by I'ublic Law 91 -441
which is subject to the provisions of section 504 therein,

I am enclosing herewith additional iuforx'ua_tion conc:rniag the detuiled
proccdures io be employed by the Department of the Air Force in making .

payments from thosc funds.

I I can be of any further assistance, please let me know,

Since .c))"< I),‘/ /

f
L '!“.',~ ? ), }-" b
(,:V,j XV

{
Enclosure
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AIR FORCE PROCEDURES FOR MAKING PATMENT UNLER
. THE RESTRICTIONS OF
SECTION 501, PUBLIC LAW 91.441

The Air Force intends to initiate cbligations from the $200 millioa
contingcncy fund (hereinafter referred to as the Ycontingency fund") pro-
vided for in Scction 504 approximately Mid-May 1971 to provide cxpenditus 2
authorily to allow paymicents to be made for work called for by the C-5A ,
resiructured contract. ‘Jt is anticipated that by said Jate the estimated
Lockheed portion of the C-5A program included in the Fiscal Year 1971
appropriation (other thau the contingency fund) and applicable prior ycar
appraprintions will hiave been made available for the current contract or
th: restructurcd contract. The procedurces prescribed herein are in
implementation of Section 504 and will apply to payments made from the
contingency fund and shall apply to any other paym.ents inade under the
restructurcd C-5A contract with Lockheed from and after the date of
initiation of payments from the coutingency fund. The implementation
of these procedures will be accomplished by appripriate provisicns
inchuded in the restrictured C-5A contract, Payments will be ma«e in
accordance therewith,

In order to insvre that the restrictions and limitations contained
in Scction 504 are conpiied with in respect to the contingency furd and
to funds hercafier made available to the C-5A resiructurcd contract, the
following actions will be taken:

1. The contract will provide that no direct costs on any other
contract or activity of the prime contractor will be allowable costs under
the C-5A restructured contract.

2, The contract will provide that no profit on any materials,
supplies, or services which are sold or transferred between any division,
subsidiary, or affiliate of Lockheed under the conimon control of J.ockhued
or such division, subsidiary, or affiliate, will be an allowable cost fo be
prid out of said continency fund and funds herceafter made available for
payment under the contract and such disallowed profit will not be recouped

ader any other contract with the Government,

FOR OFI'ICIAL ULE ONLY
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3. The contract will also provide that bid and proposal cosls,
indecpendent rescarch and development contsn, the costs of other siisilar
wnLponsored technical cffort, and depreciation and amortization coslg
on propcerty, plant, or cquipment of the contractor, as determined by
negotiation between the contractor and the Gaverninent and which would
otherwise be allocable to work funded by said contingency fund and by
funds madc available hereafter for payment under the contract, will not
be allowed under that contract and such disallowed cost will not be
recouped under any o.her contract with the Goverrment. :

In order to accomplish the actions called for by subparagraph 3
above, special billing rates will be established which will be lower than
the gencraily applicable cort reirnbursement rates. These special
billing rates will be designed to exclude the unallowable costs specified
in subparagraph 3 above. The final negotiztued overhead rates; i.c.,
those based on the actual corts for overhead for 1971, will then be
adjusted to reflect the exclusion of the actual unrcimbursable costs
referred to above. The contract will provide that such unallowablc over-
head costs will be excluded commencing with the obligation of the con-
tinpency fund.,

4. a. A Spccial Bank Ac.cuunt, as prescribed Ly Scction 50-(c¢)
will be established, This will be an agrecement beaveen the Air Force,
Lockhiced Aircraft Corporation and the bank selccted to maintain thie
Special Bank Account. 1t will prescribe: (1) AN payments made prrsuant
to Section 503 and from funds subscquently appropriated shall be made into
the Special Bank Account; (2) The Governmient shall have a lien uron the
balance of the account: (3) The Lmitations of the bauk's liability in
connection with the acecunt; (4) The specific procedures for withdrawal
of funds {rum the account; and (5) The right of the Government to inspeet
the bank's rceords of such account, '

b, In order to make the Special Bank Account operative within
the C-5A contract structure, certain now provisions will be required in
the restructured C-5A contract, These proposed provisions will provide
for (a) the ¢atablishment of the account, (b) the use of the funds in the
Special Bink Account, (c) the method of withdrawal of funds from the
'a\;cuunt,. (d) the Governnient's right te the balance in the account in the
cvent of baunkruptey or other adverse actions against the contractor, and

FOR OF)FICIAL, USE ONLY
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{e) the prchibition against assigumeat of the contract to any other partics
and subordination of any assignments previously made,

¢, Tho Special Bank Account will be establiched in a commercial
bank. Lockhczd will be asked to designate a bank located in the Atlanta,
Georgia, ar :a as mutually agrecd upon Ly the Contracting Olficer for this
purposc and the Speeial Bank Account will be designated “Lockhecd-Georgia
Company /Air Force Special Bank Account, " Payments to Lockhced will be
processcd as sct forth below: . . . o

d. AN requests-for payment will bo sent to the Administrative
Contraciing Oflice (ACO) for approval, The ACO will exclude costs which
arc held to be unallowable under the limitations and restrictions specified
in Section 504 prior to approval and forwarding to the Disbursing Officer
designated to make payments under the contract. '

e. The Dishursing Officer will sct up a scparate record to.
contlrol all cxpenditures from the contingency furd. Upon receipt of the

- approved payment recquest and after determining that it is a proper charge,
the Disbursing Officer will issue a check in payment of the aniourt made
to the order of "Lockhecd-Georgia Company/Air Force Special Bonk .
Account. This check will then be deposited in the Special Bank Account,

f. Withdrawals from the Special Bank Acccunt will require the
signature of both the contractor and the Contracting Officcr. Scction 503
requires that these funds "be expéndcd only for the reasonable and 2llocable
dircct and indirect costs incurred by the prime contractor... to carry out
the C-5A zircraft program." To satis{y this requirement and the provisions
of the restructurcd contract, it will be nceessary for l.ockheed to sulunit a
detailed justification to the ACO to suppert requests for withdrawal of funds
from this Spocial Bank Account, Withdrawals from the Special Bank Account
will worinally be reluted to vouchers which formed the basis for the deposit
in the Special Rank Aceount. Lockbeed's detailed justification will usually
be submisted wecekly in the form of a listing of piayrolls, material reccipts/
invoices and other corts which have been incuryed in support of the C-5A
progpram, and which are due for payment during a reasonable period of time.,
After review of this justificstion, the ACO will determine the amount of
funds which may properly be released frem the Special Bank Account to
Lockheed's general Lunk account, The contractor will then pay its creditors
and employees by drawiug ehecks on its gerneral bank account,

FOR OFFICIAL UL ONLY
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g- Scction 504(c) provides that *all payments made from such
bank account shill he audited by the Defense Contract Audig Agency..."
and the terms of the restructured contrsce will likewice so require
during the performance thereof. To avoid any wncCuc delays in releasing
cash [rom the Special Bank Account, DCAA audits will fienerally be con-
ducted after the AGO has appreved the voucher or detailed justification
for withdrawal of funds. The ACO may request a DCAA audit prior to
approval cf any payment if he believes a sipnificart portion of the voucher
submission is questicuable. If any audit adjustments are indicated, cost
coffsets will be made by the ACO aprinst current or future vouchers or
requests for withdrawals submitied by Lockhced. -

h. Scction 504(c) provides that "ail payments made from such
Special Bark Account shall be audited. +« On a quarterly basis, by ihe
General Aceounting Office. The Comiptroller General chall submit to the
Congress not more than thirty days after the close of each quarter a
report on the audi‘ jor such quarter performed by the General Accounting
Office pursuant to the subscetion. ™ The Air Force will cooperate fully
with the GAQ in the accomplishment of its audit.

FOR-OFFICIAL W) ONLY

~
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STATUS OF FUNDING FOR C-5A AIRCRAFT PROGRAM

Repro-
Program Appro- gramming Current

year priated (+ or —=) program Obligated Expended

(millions)
RDI&E ) .
1971 ¢ 11.68$% - $ 1.6-%5 2.3 8% 0.2
1970 34.2 - 34.2 30.9 24.0
1969 - 128.0 2.0 126.0 124.8 120.7
1968 305.2  +36.7 341.9 341.5 340.9
1967 258,2 +20.4 '278.6 277.8 277.8
1966 157.0 = +1.9 158.9 158.7 154.7
1965 7.0 +35.0 42.0 «2,0 42.0
1964 - +10.0 10.0 10.0 10.0
Total 901.2 +1CZ.0 1,003.2 ©88.0 979.3
" Procurement (In-
cluding i::itial
spares) :
1971 609.2 - 609.2 400.2 350.9
1970 865.8, - 865.8 . %77.8 576.0
1969 625.9 - 625.9 604, .4 - 538.9
1968 492.8  +416.6 509.4 504.3 482.6
1967 415.3 -=20.1 395.2 392.7 393.1
Total 3,009.0 -3.5 3,005.5 2,579.4 2,341.5
Const.uction.
1971 1.3 1.3
1270 9.4 9.4 7.5 .8
1969 .1 .1 .1 "Wl
1968 6.8 - 6.8 6.8 6.8
Total 17.6 - 17.6 14.4 7.7
T”tal $3, 9?7 8 $98.,5 $4 |026 3 $3|581 8 53,319 S

Note: The total amount shown as expended is as of December 31, 1970.
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Public Law 85-804

{as amended)
50 U.S.0. ]431 - 1,35

Be it enacted by the Senate ani Housc of Representetives of the Uniteﬂ
States of America in Congress assembled, That the President may authorize
eny department or agcncy of the (ioverament which exercises functions
in conncction with the national defense, acting in accordance with -

regulations prescribed by the President for the protection of the
ffff ﬂovernmnt, to ‘enter-into-contracts or into azendments crwmcaﬂm
~of contracts he%fm or berenrter nade end to na.ke sivance payments .
making, perfomanee, a:ne-xc’.megt, or mdiﬂeaﬂanaf m:mcis, smgnemr
he deems that such action would facilitate the naticnal defense. The
authority couferred by this section shall not be utilized to oblirate
the United States in an emount in excess of $50,000 wvithout approval
by an o’ficial at or above the level of an Assistant Secretary or 1115
---Deputy, or-an assistunt he2d or his- dep\a%y, -of such department or —
agency, or by a Contract Aijustmeat Board established therein. -
SEC. 2. Nothing in this Act shzll be construed to constitnte
authorization hereunder for--

(n) the use of the eost-plus-a-pen entage-of-cost systeu' or
contracting;

(b) ony contrect in violntion of existing lav relating to
limitation of profits;

(¢) the ncgotintion of purchases of or contracts for
property or services required by ‘law to be procured by formal
advertising and competitive bidding;

{a) the vaiver of ary bie¢, payment, performance, or other
bond required by law;

e) the amendnent of a contract negotiated under section
2304(a)(15), title 10, United States Code, or under section
- 302(c)(13) of the Federal Property end Administrative Services
Act of 1949, as amended (63 Stat. 377,394), to increase the
contract price to an anocunt higher than the lowest rejected
bid of any responsible bidder; or

(£) the formalization of an tnformal coxxitment, unless it
is found that at the time the commitment was made it was
impracticable to use normal ‘procurement proceiures. i

SEC. 3 (a) All actions under the authority of this Act shall be
made o matter of public record unler regulations prescribed by the
President and when deemed by him not to be detrimeatal to the national
securit
(os All contreits entered into, amended, or modificd pursuant to
authority contained in this Act shall inslude a clause to the effect
that the Compiroller Gemeral of the United States or any of his duly
authorized representatives snoll, until the expiration of three years
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after final payment, have access to and the right to examine any
directly pertinent books, documents, papers, and records of the
eontractor or any of his subcontrancvors engaged in the performance
of and involving transactions related to such cantracts or sub-
contracts. Under regulations to be prescridbed by the President,
however, such clauses may be omitted from contraces with foreign
contractors or foreign subcontractors if the agency head determines,
with the concurrence of the Conptroller Genenl of the Uniteé. sutes-

General ai' the United St.a tes or his deslgnee is not requiredﬁr the

omission of such clause -

(1) vhere the contractor or subcontractor is a foreign govern-
ment or agency thereof or is precluded by the laws of the country
involved from meking its books, docmenta, papers, or records °
available for examination; and

count the price and availability ¢f the property or services from
United States sources, that the pudlic interest would be best
served by the omission of the elause.

If the clause is omitted based on a determination under clause (2),
& written report shall be furnished to the Cengress.

SEC. U4 (a) Every department and agency acting under authority of
this Act shall, by March 15 of each year, report to Congress all such
actions taken by that department or agency during the preceding calendar
year., With respect to actions vhich involve actual or potential cost
to the United States in excess of $50,000, the rcporl: shall -

1) name the contractor; '

2) state the actusl cost or estimated potential cost 1nvolved,
3) describe the property or services involved; and

4) state further the circumstances justifying the action taken.

With ress :n to (1), (2), (3), and (4), above, and under regulations
prescribed by the President, there may be omitted any information the
‘disclogure of wi.ich would be detrimental to the national security.

(b) The Clevk of the House and the Secretary of the Senate shall
cause to be put.ished in the Congressional Record all reports submitted
" pursuant to this section.

SEC. 5. This Act shall be effective only during a national emergency
declared by Lon ress cr the President and for six months after the
termination thereof or until such earlier time as Congress, by concurrent
resolution, may desgignate,"
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Executive Order No. 10782
of November 1k, 1958 (23 Fed. Reg. 8897)
As Anended by Executive Order 11051,
dated Septemder 27, 1962

AUTIORIZING AGENCIES OF THE GOVERNMENT TO EXERCISE CERTAIN CON. RACTING.
AUTHORITY IN CONNECTION WINH MATIONAL DEFENSE FUNCTIONS AND PRESCRIBING
REGULATIONS GOVERIING THE EXERCISE OF SUCH AUTHORITY
<nen PY Virtue of the authority vested in me by the sct of August 28,

1958, T2 stat. 972, hereinafier called the act, and as President of
the United Stetes, and in view of the existing mational emergency =
declared by Proclamation No. 2914 of Decer*er &,Mmmwf———f;

':j;tj:bi'ntmtﬁz—wﬂk{'feﬂiﬂea’bef'the"nv.t‘ttu Y1 defense, it is hereby

ordered as follows:
Part I--Department of Defense

Under such regulations, which shall be uniform to the extent
Ppracticable, as may be prescribed or approved by the Secretary of '
Defense: ' . . : '

1. The Department of Defense is authorized, within the 1limjts of
the amounts appropriated end the contrect authorization provided therefor,
to enter into eontracts and into amendments or modifications of contracts
heretofore or hereafter made, and to maske advance payments thereon,
without regard to the provisions of law relating to the making, per- .
formance, smendment, or modification of contracts, vhenever, in the
Judgment of the Secretary of Defense, the Secretary of the Army, the
Becretary of the Navy, or the Secretary of the Air Force, or the duly
euthorized representative of any such.Secretary, the national efense
will be facilitated thereby.

2. The Secretdaries of Defense, the Army, the Mavy, and the
Air Force, respectively, may exercise the authority herein conferred
end, in their discretion and by their direction, my delegete such
euthority to any other pilitary or civilian officers or officials of
their respective dcpartments » 8nd may confer upon any such military or
civilian officers or officials the power to make further delegations
of such authority within their respective commards or organizations:
Provided, that the authority herein conferred shall not be utilized to
Obligate the United States in an amount in excess of $50,000 without
approval by an official at or above the level of an Assistant Secretary
or his Deputy, or by a departmental Contract Adjustment Board.

3. The contracts hereby authorized to be made shall include
agreements of all kinds (whe.her in .he form of letters of intent,
purchuse orders, or otherwise) for all types and kinds of property or
services necessary, appropriate, or convenient for the national defense,
or for the invention, Qevelorment, or production of, or research con-
cerning, any such property or services, including, but not limited to,
aircraft, missiles, buildings, vessels, arews, armegent, equijpment or
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supplics of any kind, or any porticn thereof, incluiing plarns, spare
parts and cquipmen. therefor, materialc, supplies, Tacilities, utilitivs,
machinery, machine tools, and any other equipment without any restriciion
of any kind as to type, character, luzacinn, or fom.

+ The Departmant of Defense may by agreement modify or amend or
settle claims under contracts heretofore or hereailter made, may make
advance payments upon such contracts of any portion of the coatract
price, and ray enter into agreements with contractors or ‘hligors
mcdifying or releasing accrued obligations of auny sort, fiicluding accrued
Jiquidated damages or liability under surety or other bonds.. fmendments
or modifications of contracts may be with or without consideration and
-—may be utilized to accomplish the same things es ony original contract .
- could have acccauplished hereunder, irrespective of the time or circum-

stances of the making, or the form, of the contract amended or modified,
-or of the amending or medifying contract, and irre.pective of rights
vwhich may have accrued under the contract or the amendments or modifica-
tions thereof.

, S. Proper records of 2ll actions taken under the authority of the
act shall be maintained within the Department of Defense. The Secretaries
of Defense, the Amy, the Navy, and the Air Force shall make such records
available for public inspection except to the extent that they, or their
duly authorized representatives, may respectively deem the disclosure

of .~formation therein to be detr-imental to the national security.

6. The Department of Defense shall, by March 15 of each year,
report to the Congress all actions taken within that department under
the authority of the act during the preceding calesdar year. With
respect to actions which involve actual or potentisl cost to the United
States in excess of $50,000, the report shall (except as the disclosure
of such information may be deemed to be detrimental to the national
security)--

a) name the contractor,

b) state the actual cost or estimated potential cost involved;
¢) describe the property or services involved; and

d) state further the circumstances Justifying the action taken.

7. There shall be no discrimination in any act performed here-
under sgainst any person on the ground of race, religion, color, or
national origin, and all contracts entered into, amended, or mpdified
hereunder shall contain such nondiserimination provision s othervice
may be required dy statue or Executive order.

8. No claim egainst the United States arising under any purchace
or contract made under the authority of the act and this order shall
be assi[;ncd except in acccrdance with the Assigament ol Claims Act of
1940 (S5k Stat. 1029), as omendcd. .

9. Advance payments shall be made hereuader only upon obtaining
adequate security.

10. Every contract entered into, amended, or modified pursuant to
this order shall contain a uarmnty by the contractor in subsiantially
the following terms:
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The Contractor warrants that no person or selling agcacy has
been caployed or retained to soliecit or secure this contract upon
an agreexent or understanding for a commission, Tcroentare,
brokerage, or contingent fee, except bona-fide employees or bYona-
fide established commercial or sellinc agencies rrintained by the
Contractor for the purpose of securing business. ¥For breach or
violation of this warranty the Government shall Lave the richt to
annul this contract without liability or, in its discretion, to
deduct from the contract price or consideration, or otherwige
recover, the full azount of such commnission, percentage, brokerage,
or contingent fce. C, ' .
1l. All contrencts entered into, amended, or modified pursuent to

‘authority of this order shall include a clause o the effect that the

Coamptroller Jeneral of the United Stetes or any of his duly authorized
representatives shall, until the expiration of three vears after final
peyment, have access to ani the right to examine any éirectly pertinent
books, documents, papers, end records of the contractor or any o his
subcontractors ergaped in the performence of, end involving transactions
related to, such contracts or subcontracts. ) )

12. Nothing herein ccatained shall be construed to coastitute
authorization hereunier for--

(a) the use of the cost-plus ~a=percentage-of-cost system of
contracting;

(b) any contract in vioiation of existing l.w relating to

.. limitation or profits or fees; ‘

(c) the negotiation of purchases of or contrects for property
or services required by law to be vrocured by formal
advertising and competitive bidding;

(a) the waiver of any bid, payment, performance, or other bond
required by law;

(e) the amendrent of a contract negotiated u~der section 230L(a)
(15) of title 10 of the United States Code to increase the
contract price to an amount higher then the lowest rejected
bid of any responsible bidder; or

(£) the formlization of an informal commitment ,» unless the
Secretary of Defense, the Secretary of the Aray, the Seccretary
of the Kavy, or the Sccretary of the Air Force, or the duly
authorized representative of any such Secretary, Tinds that
at the time the cormitment was made it ia2s inpracticable to
use normel procurement procedures. :

13. The previsions of the Walsh-Healey Act (L9 Stat. 2036), as
emended, the Davic-Bacon Act (L9 Stat. 1011), as axeaded, the Copcland
Act (L8 Stat. 9u8), as amended, and the Eight Hour Lew (37 Stat. 137),
as amended, if otherwise applicable » shall arply to ccatracts made and
performed under the authority of this order.

14, Nothing herein coatained shall prejudice aaything herctofore
‘done under Executive Oxder No. 9001 of December 27, 1941, or Execubive
Order No. 10210 of February 2, 1951, or eny anendzenis or extensions
thereof, or the continuance in force of an action hereicfore tekea
unuder those orders or any amendments or extensions thereof.
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15. HNothing hercein contained snall prejudice any other authority
vhich ile Departmeut of Defense may have to enter into, amend, or
modify contracts, and to make gdva.nce paymcnts.

Part II--Extension of Provisions of Peragraphs 1-1k4

21. Subjeet to the limitations and regulations contained in
paragraphs 1 to 1k, inclusive, hereof, and undcr asy regulations pre-
seribed by him in pursuznce of the provisions of paragraph 22 hercof,
the head of each of the following-named agencies is authorized to per-
form or exercise as to his agency, independently of any Sceretary
referred ©o .n the said peragraphs 1 to 1b4, all the functions and
authority vested by those paragrapks in the Secretaries mentioned
therein:

Department of the Treasury

‘Department of the Interior

Department of Agriculture

Department of Commerce

Department of Transportation

Atomic Energy Commission

General Services Administration

National Aeronautics and Space Administration
Tennessee Valley Authority

Government Printing Office

22. The head of cach a:em.y nened in pwa"*arhzl hereof is
authorized to preseridbe regulations goveraing the carrying out of the
functions cnd aguthority vestied '..'i th respect to his agency by the pro-
visions of parazreph 21 hereof. Such regulations shall, to the extent
practicable, be uniforz with th. regulations prescribed or approved by
th? Secretury of Defense under the provisicas of Part I of this order.

23. liothing coninined nerein shall prejudice any other euthority
which any agensy named in peraszraph 21 hereol may have to enter into,
amend, or codily ccantracts and to make advance paysents.

- 2. Yothing contained in this Part shall coastitute authoriza-
tion thercunicr for thz ameniuent of a contract negotizted under
section 322(c)(1L) of the Federal Property end Adninistirative Services
Act of 1949 (::’*‘ Stat. 39%), as amended by scstion 2(d) of the ect of
August 28, 1058, T2 Stut. 955, to increase the coatract price to an
amount hic,}-er than the lowvest rcjected bid of eny responcible bidder.

DWIGI'T D. EISENHOWER"
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JoCkNEED AIRCRATFT CORIPORATION
BURBANK, CALIFONNIA DISOD

Jonvary 5, 1971

The Honorable David Packard
Deputy Secretary of Defense
The Pentagon

Washington, D. €. 20301

Dear Mr, Packord:;

§ wish to acknowledge your letter of December 30, 1970, and the copy &F your
letter to Senotor Stennis, Chairmon of the Senate Armed Services Committee,
Your proposed plan of action and communts have received coreful study end
deliberation by our Boord of Directors ond management, and our response to_
the clternotiv  opprooches is our considered judament on these complex and
difficult motters.

While | agree with you that the time has come to move promptly toward o
resolution of our disputes ot minimum cost to the government and with minimum
impoct on third parties, such os our employees and subcontracters, | would like
to think it is equally important 1o 3eek o resolution that also is fuir to the more
thon 55,000 Lockheed shareholders,

We recognize that Lockheed's first responsibility is one we must share with the
Deporiment of Defensé =~ to establish contractuol ond working agreements that
will help assure the continued delivery of defense articles thot ore imporiant to
our nation's security, We accept unreservedly our part of this responsibility
ond will cooperate fully with the DoD in finolizing such agreements.

Now 1 should like to respond to the various proposals as you hove stoted them
In your letter to Scnalor Stennis. | wont to assure you that we intend to carry
out fo successful completion all the progrems in which Lockheed is cngoged ==
not only those for the government but also those for our commerciol customers.
We will continue to be responsive fo your data requirements. And we will
continue working closely with you to improve oll aspects of our progroms.,

We ogree thot the $20 million settlement we have negotioted with Bocing

resolves the cluim Docing submitted to the Air Ferce on our beholf for the
short runge attack missile (SRAM) motor progrom.

Loox 10 LOCKkHEED roOR l!‘ADltSNIP\
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The Honorable David Packard Jonvary 5, 1971

With reference to ship construction claims, we are not prepared to accept the Navy
offer of $5E million. It is our belief, however, thot if both porties continue to pursue
negotiation: diligently @ mutually acceptable solution eon be ochieved within o
reasonable period of time.

We occept your proposals regording the AH-56A Cheyenne development and production
contracts. In consideration of the Department of Defense offer wo will withdraw from
(ltigatinn our cloim regording the Cheyenne production contract, olthough wa consider
that we hove o sound cose before the Armed Services Board of Contract Appeols
challenging the default cancellation of that contract,

With regord to the C-5A you offered us two alteratives, One was to reduce the
number of peripherol issues in dispute by negotiotion ond to'allow the core of the
disogreements to proceed through litigation., The other olternative was to seltle the
entire dispute by eliminating oll issues and imposing o fixed loss on Lockheed,

Although you ere fomilior with the position we have token on the C-5A contract, |
should like to cutline it bricfly once ogain so that you will appreciate the reasoning
behind our choice between the proposed alternatives, '

We entered into the C-5A progrom in 1965, fully aware thet it wos the government's
first contruct under the totol pockoge procurcment coacept. At that time we recognized
the worthwhile objective of putting the total progrom ~- develcpment, testing, and
several yeers of production -- under £ontract at one time,

This fixed price type contract wos del iberately constructed with a repricing formula
designed to prevent so-called windfoll profits and provide protection ogeinst cotostrophic
losses. This repricing formula vivs o necessary element of the otherwise inflexible

noture of this new long tem total package procurement plan. The Air Force included
the repricing formulo in the contract it offered to all three of the finol competitors,

We would not have signed the controct without this esscnatial provision or some
comparablc protection.

The repricing eleuse hos been misunderstood ond in some coses distorted. It has
cven been falsely lobeled os 0 "boil-out® or “get well® clouse. Such chorges ignore
the purpose of the contract os discussed obove ~- that of providing for o single long
term procurement ond oftempting to provide some sort of protection to both the
government ond the controctor.

-You have acknowledged thot your deporiment has now discarded the *otal pockage
contract o5 on cffective procurement method. Our experience under this fom of
procurement on the C-5A prosrom would certainly lead us to agree thor it properly
slould have been abandoned, Unfortunately, Lockhecd hos been left witl the
consequences of a procurement system that hos proved to be completely unworkable,
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The Honoroble David fackard * Jonvary 5, 1971

As finalized in December 1965 the C-5A contract was for on initial quentity of 58
oircroft with cptions for additional quentities. It was biloterally emended in Jonuary
- 1967 by Supplemental Agreement No. 235 to exercise the option for 57 Production
Run B aircrcft, making it @ contract for 115 aircraft, Supplementol Agreement No.
* 235 made other changes in the contract including establishing torget and ceiling
prices for 115 aircreft. This omendment brought the repricing formula into ploy,
Congress wo: notified by the DoD of the option exercise.

In November 1969 the Air Force unilcterally issued Change Order No. 521 in which

it soid it wos placing a “final ordar” for 23 Lircroft of the 57 Production Run B aircroft
which Suppicmental Agreement No. 235 had elrcady ordered by exercise of the optin.
Change Order No. 521 even purported to uniloterally establish new prices for an 81
oircraft controct,

In our judgment the Air Force action in issuing Chon: - Order No, 521 constituted

a partial termingtion of the eentract for the convenience of the government, As o
uniloteral oct the chenge order could not reduce ths emount of the controct price
odjustment to which Lockhezd would be entitled under the repricing clouse, We ore
convinced our cose is a sound ene based both on lecal interpratation of the controct
ond on considerations of equity. We belicve adjudicetion of the case should ultimately
permit Lockheed to substantilly recover its costs expensed un the ;ro5tam == with
even the pos:ibility of o profit for our nearly eight yeors of major e ‘ort.

Despite subscyuent criticitm, we believe the C-5A projrem hos been monaged well,
With the berefit of hindsight, there moy be a aumber of things we end the Air Force
might hove Landled more effectively on the C-5A progrom, Costs, impressive
becouse of the mezaitude of the prograni, hove been a difficult problam. A sig=
nificont poriion of the co:t grouth wos occesioned by the inflexibility of contruct
terms and interpretation that prevented specification ond cost trade-offs.

Neither party to the contract expecied the massive cscolation of the veor in Southeast
Asio. Neitier of us forecast the uncontrolled infletion end rising cos!s that took
ploce in 1955 ond subsequent years, We hod not onticipoied the sure2 of cemraercial
tronsport orciers thut affected the cerospace industry in those years, tuining o buyer's
mork. s o seller's morket o v sought suppliers ond subcontrociors, ond
restricting the availebility of engineers ond other trained pecple,

Ovur produc! is o good one, needed for the security of this country, We ore
providing the goverrment with on oircraft that -- elmost uniquely omeng aircroft
weopon sysieres == is meeting evc -y one of its criginal performance guarontees
ond is demonstrating exceptional copebilitics in its initial yeaor of operation.
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The Honorable David Packard , . Jonvary 5, 1971

In determining cur response tu your proposed alternctives for resolution of the C-5A
disputes vie hove token into considerarion all the oforementioned foctors, High
omong the {-clors ccnsidared were the soundness of our legal position with respent
to the C-5A contract, the inequity of our being required to accept @ $200 million
fixed loss 1o resolve all outstonding legal issues, and the responsibility we owe to
our company and our shorcholders.

We understond your view that the fixed loss setticment alternative is prefercble since
it hos the odvantage cffinolity and pemmits progrem continuation in @ more favoroble
contractuol environment,  We do not consicer, however, that under the circumsicaces
of our C-~5A dispute, Lockheed con accept a cempromise which entails such on
excessive and unworronted penolly to Lockheed as 5200 million. We must therefore
decline to settle for a fixed loss of $209 miltion, ond we elect to proceed with :
litigation in occordance with the basic guidelines posed in the first altesnotive in
your leiter, We are confident we con arrive ot a satisfactory ogreement with the

Alr Force regording the issues to be involved in the litigation ond the conduct of the
litigation so os 1o minimize ils impoct on day-to-day operation of the progrom. The
major issues remaining in litization would include the dispute regarding option exercic~
ond the releted applicotion of the repricing formulo but would not be limited to the
singlc issue within the finoncial range mentioned in your letter.

You loid porticular stress upen the impact that your praposols might v.sve upon Lockheed's
finoncial stotus. It should be pointed out that we ore in the process of restructuring our
finoncial plen with our lending benks, We believe we will be successful in eencluding
such arrangements,  In this connection your comment to Sencior Stennis thot “under
either oltemative, It will be necessary for the Air Force to provids all the funds to
complete the C-5A progrom* and that “in ony event, stipulations under either
olterrative viould includs o repayment provision and interest chorges ea the unpoid
balances" will ploy an important role. It therefore becomes imparotive thet an
undersianding be arrived at promptly on the provisions for such poyments, to or frem
Lockhced, depending on the outcome of the litigotion. We sha!l continue to work with
your office to complete these provisions,
We appreciute the thorcughness with which you have stated your position and the
reasons for it, | hove tricd to ke equelly thorough in outlining the reusons behind
our decisicn to cheose the alternative of litigation of the C-5A issues.

.
We share your desire to finalizc details of your plon of acticn by the end of Jenvary.
We stand rcady 1o 22t with your representatives en an expedited schedule to resolve
the remaining dotoils in arrivirg o final solutions thet moy best and cquitebly zerve
oll interests,

Sincerely,

%. _

D. J. Huughion
Choirman of the Boord

-~
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THE DEPUTY SECRETARY OF DEFENSE
WASHINGTON, D. €. 20301

January 27, 1971

Mr. D. J. Haughton
Chairman of the Board v Y
Lockheed Aircraft Corporation

Burbank, California 91503

Dear Mr. Haughton:

Your letter of January 5, 1971 relating to the methods of resolving
the disputes between Lockheed and the Department of Defense on the Ship
procurements, and the AH-56 (CHEYENNE) and C-5A pPrograms has baen
carefully reviewed and considered.

You indicated that Lockheed had made a decision to litigate the dis-
pute on the C-5A program, which is the right of Lockheed. You also
indi~ated that Lockheed could not agree to limit the litigation to the single
issue of the option exercise and the related application ¢ ¢ the repricing
formula, as I had conte:nplated in posing possible alternatives for resolu-
tion of the dispute in my letter of December 30; 1970 to the Chairmen of
the Armed Services Committees of the Senate and House of Representatives,

Since receipt of your lctter, considerable consideration has been
given to the course of action which you propose. I have found that there
is no preccdent in the Department of Defense for advancing funds beyond
those specified in a contract during the course of litigation between the
contracting parties. After very careful evaluation of all related factors,
I have determined that under such circumstances, the Department of
Defense could not agree to payments to Lockhced in excess of the cciling
on the contract during the litigation process, or to restructure the existing
contract. In addition, the prospect for litigation of long duration in which
the issucs in litigation are not limited would make extremely difficult the
administration and management of the continuing program under a rec-
structured contract. A restructured contract under such circumstances
would also potentially confuse and complicate the litigation,

In the cvent you should decide to reconsider your decision to litigate,

it would be my intent to scttle the entire C-5A Program dispute on the basis
of Lockheed accepting a fixed loss of $200 million for the entire program.
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The fixed loss would consist entirely of "allowable' costs, and would be
above and in addition to certain costs incurred by Lockheed which are
neither allowed nor paid by the Government. Under this arrangement,
the existing contract would be restructured to a cost type contract. The
restructured contract would, of course, exclude payment for those four
categories of costs listed in section 504(b) of the Department of Defense
Procurement and Research Authorization Act, 1971 (P. L. 91-441) from -
the point at which payments to Lockheed are commenced to be paid from
the last $200 million appropriateéd for the program in fiscal year 1971.
Suth categories of costs would also be excluded throughout the remainder
of the restrur:itured contract. It would further provide for repayment by
Lockheed to the United Statcs of that amount paid by the Air Force for
allowable costs which is in excess of the amount of such costs less the
$200 million. This repayment would begin on January 1, 1974. Terms
of repayment would be in line with our previous discussions, that is, the
greater of $10 m:llion or 10% of net profits before taxes ver year, with
interest at the prime rate ani with repayments to be adjusted vpward in
the event .of payment of dividends by Lockheed. In the event of ba.i-ruptcy,
the unpaid balance would become immediately payable. The repayment
would also be secured by a lien to the Department of the Air Force on tke
Lockheed Marietta Plant,

This proposal is based or the assumption, of course, t.at the banks
and Lockhced procced to execute and carry out the latest financing plan
which Lockheed and the banks have under discussion.

- Should Lockhced elect to reconsider and accept this fixcd loss
settlement offer on the C-5A program, we would then be prepared to
procecd with the resolution of the CHEYENNE program as outlined in
my letter.of December 30, 1970 tc the Chairmen of the Armed Services
Committces, of which you have a copy. Resolution of the dispute on the
Ship procurements would be left to normal procedurces for resolu‘ion.

Should you desire to review the details of the restructured contract
which my offer contemplates for the C-5A program, we will be pleased to
make it available.

Sincercly,
/s/ David Packard
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Lecunney Ar2enart CoRroraTtioN

RUKLEANK, CALITORNIA DITOD

Februnry 1, 2971

he Murorable Davii Paskard

hepuls Greretwdy of Defense ’ R

The }rntegon ' 0

Washington, D.C, #0303 ‘ P
Y

Deus Mr. Packerd:

After careful study of yoaur leiter of Janunry 27, 1971, we Leelpt your picyosal
thai e entire C-5A poinrer dispute be seitled on the bosis of cur rbhsoruing &
lose of $200 millien plus ¢iscliowed costs, ¥

In g 3etter Lo you Gated Jenuary 5, 1671, ve chose to litizete thias afspute afrer
nenotiating the insves., ¥Tou heve row found, hovever, tharn the Defensa Deparvaoat
fus no jreccéent for Turding o contract crring litigation, %nis deelslor then
Dlucae us 4n thr ponition where we crn axe pelse our right <o 1tigate cnly if ve
Movidr from olher sources the huidreds of m{llons of 21llnra reculred 1o fwad
the Cuhl progeen for the trounts in elrpute, ’

We radr 3t known dn oy dotter 4o you or March 2, 1970, and subncquently thul Loske
heed vould not nove 4he expmidity to Mund corguetion of tha C-5% progran wndes
the fir Foreo futerpretrtion ¢f tue contrci. Your Junuory 27 letier, plucing
the fuding roguirexent en Jackieed, in effect closes the wiir to Ly wav in vhiel,
we i!nn pursue ra noneels Yaand ‘o cuard revics of the nezyitn of ‘re C-43 v

HERUS NS
diemile, Ve uleo wndersuors feon your letiur thnt cnly after we azeept the {2¢2
-Ridion osn en the C-th wiid you then be prequred to Frececd walh recelulien of

the Choyluine pecnran ag oflcced in your levier of Deccxter 30, 1y70.

Under all of these circumstances, Lockheed really has no choice, Other alternae
tives would jeopardize the interests of our stockholders, erployees, subcontractors
ard suppliers, airlines and other comercial customers, the banks who have supported
ut and wnho base additicnal credit availability upon an agreezent for resolving our
disputed contructs ~- and certainly the interests of the Government itself which
depards upen Lockheed for ccntinuved production on programs thet you have described
as "purticularly critical to the nation'e defense,” '

Thervfore ve pons reJuriontdy pceept your reguvircacnt that we absorb n $200 n21)3.a
doig en the C-HA wader Lhe ouidelines ia your Jonuary 27 lein r, We-accept the
Lasis ecastinig in your Ducerber 30 letier o seltling the Jlie56A helicepier
firitec. Last wok as you hnsu ve veanhied o tentative agreesent Vit
rerdlve the ¢hip construction elaizs ws have sulizitied. '

i the havy to

-

With reperd 4o the a'aitional cisalicvimeers of eertain cocts imposed by Publie
Jowr CLNY, ve Rtronely swecest that Lhe C-2i contriesund provisiens showld not
frcon peerlies Leyavl 4o required by e stetuce, Wo vould arpreciale
oLty to discurs this vih yorur glufy,

3
4

59



APPENDIX X
Page 2

Our propreat in Leplenenting tle ﬁ'umxcing Tlan thot we and the M 'z now aro
Adrconning a6 quite natiafeciory., m- expect Lo finnlize the exre.: -at thio uonih.
Hovrever, you recyraize that ol ability 1o avall ourselves of the tetald crudit s
continpent upon our recolvirg our defense contract dicjutes.

‘We ave preparad to weet with your reprasentativen at your ce=liest convenicnce te

nerotiute fivel dotails of the »estructurcd C-%A convract und Lo :cn.plcte all othoer

reraining detedds in regard to the Cheyenne and ship prozrwr.n.

Yic hope final settlement of these disputes can be uchicved very q,uic):];/ Ve

believe ve huve boeon successlal in not ollowing tho dicputes to intérfere with
———4he-pvnlasture e ¢elivery e.{'m& Tockheed productsund services thatere———————

im},\'-rw."xt to our nuifonnl gecurity, Ve picdne Tockhced's S goesparction in
voridng with the nilitury cc.rvieca to meet thic eontiuning responsibllity.

8incercly,

s/

D, J‘.VH'x\;a.hto'n
. Chalrman ¢ the Board
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LockHEED AIRCRAYT CORPOR ATION

BURDBANK, CALIFOANIA 880>

Febrvary 17, 1971

e ——Mr- Milo-Wietsto ok, Audif Manager- ——— -~ — -
' U. S. General Accounting Office S
Fedaral Building, Room 7048 ;
300 North Los Angeles Street : .

Los Angeles, Colifornia 90072

Door Me, Wietstock; - - T

During recent discussions, you requested additlonal information on.cction token-by Lockheed

irements. In perticular, reference

was made to special efforts directed toward thase'objgcﬁymby/l.ockheedmmgment;’fﬂ""

tecognition of the impact of potential l'bsrira'srwfli'iici: might accruo from the problem DoD pro-
grams,

part from special emphasis and attention to cosh conservation. However, | also would like
1o comment briefly on our normal program to conirol expenditures and cash requirements,
This program, which has been vtilized for many yeors, is based on a fomal mancgesmant
approach to financial plonning and includes o number of spocific octivities providing finan-
ciol ond monagemen;t control,

For cxemple, short tem operations are bosed on approved monagement budgets which not
only set forth goals for sales and profits, byt olso include Integroted management plans for
fixed osser expenditures, overhead largets, independent R&D cffort and cosh flow, Perfor-
manae, in reiationship to manogement budgets, is monitored ®n a continuing basis with
plonned mid-ycar ond year-end performance reviews at the corporate level. Specific reviews
are held for consideration of copital expenditure proposals and indepandent research and
development Programs to essure integrated programs with maximum benefit and minimum
expenditure on a cozporote-wide basis. Maonogement budgets and operating plorns cre up=
plemented ot various organizationol levels with targets and controls for menpower, overhead,
focility utilization and cther manogehent objectives, In oddition iv project and company

moncgement reviews of orgoing programs, reviews of significant and criticul programs are
held at the corporate level, '
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Mr, Milo Wietstock February 17, 1971

For the longer term, management planning and control is implemented through development
and considerotion of formal long range plans, semi-annual 10 year mancgemont forccasts
ond 5 yeor finonciol forecasts. Thesa tnclude comideration of long tem copital expendi-
ture plans and capability development programs, '

- During 1962 and 1970, we have stressad thu importance of our financial objectives to ol
— ———levels of management-and-inturn to ol umployees throughout th E E7-1 11 e —
This matter has been given clese attention of senlor mancgement mestings and in corre-
spondence ond association with operating organizetions. On November 11, 1949,
Mr. Haughton wrote to all members of suporvision on the subject, “Marnaging for Prefits”,
emphasizing our environment, our rospansibilities and the' need for @ now spirit of lnvolve-
ment and achievement. Each of the Lockheed companies hes followed with various specic!
programs and efforts = to increase productivity, to improve perfoniance, ‘16 curtail expendi-
tures, to conserve cash - in essence, to do a better job in view of our environment,

The attached summary of comidirations and actions of management is not alkinclusive
However, it should provide insight into our ef* s te develop and meintain the most favor-
able finaaclal environment consistent withth * ks confronting s and the resources ¢vaile

able o us.
Sincerely,
Lo
A. Cari Ketchian
President
Attachments
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LOCKHEED AIRCRAFT CORPORATION ‘

o

. EFFORTS YO CURTAIL
EXPENDITURES AND MINIMIZE
CASH REQUIREMENTS

The following 13 o brlef summory of actions token throughout the Lockheed

e Alreraft- &tpgmfbnhwﬂﬁimﬁmgmzmmimia—eeshﬂqvifemcmw'*:*f':"'*"'""""”" T

It Is not all-inclusive. In particular, it does not include oll those petenticl
actions (such os disposition of ussats, mergers, etc.) considered and explored
by management, but dotormined not to be appropriate nor in the bost intorcst
of stockholders, creditors, customers or employees. This summary Is presentec
In categorlos but not necesserily in order of importance,

FACILITIES
S ———

Capital Expenditurcs

Following @ serics of deteiled manogement reviews, 1970 copital expendi=
tures were budgeted ot $100 million. This represented a net cash invest=
ment of $38 million ofter deducting funds provided through depreciatien,
Through deferrol, substitution and elimination of ltems, capital expenditury
plans wero reduced in all companies to the minimum leve! consicered pru=-
dent for continuing operations. Actual expenditure; for the yoar were $43
million witli net cosh investment ofter depreciation amounting to $7 million.
Cosh requirements were $31 million less than originally planned,

Sale of Assots *
SOl sens

In addition to the normal progrem of disposing of obsolete or nonaroductive
property, special studies were made in 1970.to consider disposition of assets
not required for current end onticipcted operations in the near term,  Cone
siderclion wos given to morketaubility - timeliness end value os well o3
potential to generote cash. As an alternctive, consideration wes given to
requirements for security in support of berrowings. Resulting ections include
the disposition of unused land ~t Newport Beach, Californio, and the sale
of @ 50 ycor lond leose in Palo Alto, California, Management will continue

to review the possibilitios of roising cosh through the sole of asscts not required
in operations,
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Efforts to Curtail Expenditures
- and Minimize Cazli Requirements

Deactivation and Reduction of Facilities

Special reviews of marginal facilities enabied several compantes to deacti=
vate or mothball their facilities in order to reduce operating costs, The
Georgia Company's Dowsonville facility was shut down ond efferts are under= -
ST 'ifi!gyiqﬁi}pmjpijndQﬁm;:mmmﬁyﬁmﬁﬂﬁj R
Oxnard base for the AH-56A Flight Test activity, :

Actions to reduce leosed spoce have resulted in teminating or subleastng
218,000 square feet ot the Georgia Company during 1970 with plans for an
odditional 172,000 in 1971, In Jonuary 1969, the Missiles and Space Company
hed 35 short term (five years or less) lease buildings which accounted for - -
opproximately 26% of its Bay Area building space, Today, Missiles and Spoce
Company has 19 such buildings accounting for 16% of its Bay Area building
space. This reduction of 16 buildings represents o 41% decrease in short temn
leased spoce within two years, and o reduction from January 1969 of approxi-
motely $7C0,000 in annual rental costs, plus approximately $600,000 in annval
other operating costs, '

Improved Facility /Equipment Utilization

To achieve further reductions in capital expenditures and conserve reloted
cash, a corporate-wide effort wes made to encourage the transfer of property
between companies where better utilization will result, For axample, the
Celifornic Company acquired 220 items from other compantes. In addition,
eignt mach:ne tools and other equipment were rebuilt ot o cost of $443,000,
Replacement cost for equivalent items was $960,000, representing o cosr
avoidance of over $500,000,

CONTRACT ADMINISTRATION

Cash flow was significantly improved during 1970 through efforts of the

componies to negotiote timely controct modifications for foster collection

of recelvables, The cash pull-chead ranged from two weeks to two years

eorlier than onticipated ond involved over $60 million, Important examples

include: (1) timely billing of performance incentives on the Peseldon progrom;

(2) weekly billing cycle to reploce biweckly billings on ceriair clossified

contracts; (3) expedited settlement of disputed claims and fina! pricing of

C-141 contrach at the Georgiao Compony, cllowing collection of acerued

price Increoses; (4) pursuit of provisional billing emendment; on und. finitized

contract orders where worlc wos completed; (5) evoluation of negotiation and

definitizotion of biliing emendment 60 days saoner than normal prucedure for

the P-3C progrom; (&) incremental billings -+ 2-3C contracts rathe: an one

lump sun payment ot conpletior; ond 7)Acceleretion of Navy certiffcations
" §<3A contrcct milestones.

~
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Erforts to Curtail Expenditures
ond Minimize Cast Requirements

FINANCING THROUGH VENDORS

Efforts to shift more of the financing to suppliers during 1970 have becn
successful, These include: (1) negotiation of extended of deferred pay~ =
-ment-to-suppliers-for 1=1011- equipment; (2) at the California Company,
deferral of progress pPayments to major suppliers until collections are

roceived under prime contracts; (3) instituting o policy not to accept and

pay for matérials ahead of schedule; ond (4) establishirg moke ~and<hold
arrangements withy vendors for o variety of materials, reducing unit cost

threugh larger runs and deferring payment until waterials are actually noeded.
ACCOUNTS RECEIVABLE

Receivables at the end of 197) were down $45 million from yecr-end 1949,
and were $27 million uncer budget. The amount of receivables outstanding
over three months declined by $44 million durlng 1970, This was the result
of actions taken to negotiate improved billing modificutions and Improved
billing procedures. For example, at the Missiles and Space Company,
special efforts were made to close completed contracts in 1969 and 1970
resulting In collection of opproximately $3 million each year compared to
nomino! amounts in preceding years, At the Electronics Company, customers
mall checks directly to the Electronjes Compony's bank which reducos the
collection cycle. in eddition, precontractyal expenditures were reduced
from $20 illion at + ear-end 1969 to less than $3 million of yeor-end 1970,
the lowest level in several yeers. To summarize, the turnover of receivables
Improved during 1970 as the number of days of cash receipts in net receivobles
declined to 42 days - 12 days less than of December 1969,

INVENTORIES
——d

Actions were taken during the year to improve inventory management,
laventory turnover increased of nearly all companies, For excomple, at the
Georglo Company, 1970 turnover was 6,1 or 1.4 betier than 1969, and ot
the California Company, material inventory turnover improved from 5.4 time:
In 1969 10 6.1 in 1970, A the Missiles and Space Company, ¢ompany -
since 1962, JetStar fobrication ond assembly wos stopped in order to kecp
Inventories from increasing and current inventory will be substantial ly
liquidated before production is resumed.
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Efforts to Curtail Expenditures E
and Minimize Cash Requirements

PERFORMANCE TO BUDGET

Overhead Expense

As o result of reductions in-personnal and several separate manogemen’
gosls to reduce support costs, overheod spending was opproximately
$50 million less than the approved plan estoblished at the beginning of
1970, Favoroble ov..heod expense performonce was accomplished by
strict attention to each individual account and a3 o result, nearly svery
account was under budget. In addition, all companles except two were
under their budgeted overhead rates by impresstve margins despite lowor
than plonned direct labor bases.

Accounts with significent underruns were primarily labor related. In
March, all companies dropped their indirect/direct. personne. ratios -
below budget and maintained this achievement throughout the yeer,
Despite a decline in the total population of 13%, the indirect ratio
declined from 1969 by 1.7 percentage polnts to 28,6% by yeareend
1970, tho lowest ratio in the Corporation's history.

New Business Expense (IR&ID/BAP)

1970 new business expenditures were the lowest since 1988, Intensive
‘management reviews cut initial allocations by $27 million, In addition,
strict controls-enforced at each company held expenditures to $5 million
below the revised budget ond $4.5 million under the 1969 level.

PERSONNEL REDUCTIONS

Total personnel decreased from 97,600 at year-end 1° 69 to 84,400 ot
yeor-end 1970, o toto! reduction of 13,200. While *.ect personnel
declined 12%, indirect personnel were reduced by 17%. This wos ochieved
with only minimal changes in the indirect work lood ond reflects the extreme
measures faken to reduce overhead. The cost savings resulting from the
reduced personne! level substantiolly contributed to the reduction of $31
million in indirect labor, labor benefits end retirement plan costs from the
1970 budgeted level. Reduced personnel also hed a for reaching effect on
occupancy and other administrative costs during 1970,
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ana Minimize Cash Requirements

EMPLOYEE COMPENSATION

Executive Compensotion

The Mcnagement Incentive Plon wes eliminated for all companies for
1969 and 1970, thercby reducing remuneration-to key officiols of the
Corporation by opproximately 25% in cach of these years.

Salary ond Wage Rates . :

This area wos subjected to special munogement attention and control in
1970, ond effective results were achicved despite continued increas 3s

in cost of living and the subsicntial decline in the work force. For
example, both the Georgio Compeny and the Missiles end Spece Compony
set internal organization targets for such items os annucl sclory rate
increases, solary rotes, hourly rates ard salory ~hourly mix. Although
1970 hourly poy increcses were established by a previously negoticted
Union-Company cgreement, tontinual scrutiny ond exira controls over
houtly classification mix limited the rete increase. Solary rato increases
were minimized o3 a result of concentroted management efforts to (1)
relcase kigher poid but loss effective employees, and (2) effect demotions.
There were 1,372 demotions of solary personnel of the Georgiu Compeny
with reduction in raies omounting to $1.8 million per year, There were
1,155 position audits conducted ct the Missiles and Space Compony
resulting in over 300 downgradings with an onnuol solary reduction of
$233,000. In addition 1o oll other actions, salory merit arnd promotioncl
increoses were held to approximotely 4.0% of the corparate~wide salaried
poyroll compared with 8,2% in 1969 and 6.7% in 1968.

Overtime
Syorime

Overtime wos closely scrutinized throughout the Corporction, with many
companies strengthening controls and eficcting chonges in solaricd over=
time poyment policy, Solaried overtime poyment was virtually elimincted
ot the Georgio Company except for extraordinary circumstances which
resulted in the fourth quarter of 1977 showing o 75% reduction of premivm
costs ot the Georgio Compary compared to 1969,
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Efforts to Curtnil Expenditures
ond Minimize Cosh Requirements

MANAGEMENT

Strict control over the management/organizational structure resulted in

the improvement In tise supervisory ratio (solaried supervisors and mancgers)
ot ncarly oll corponies during 1570 despite @ 13% reduction in total
employment, This wos achievad through reorganizctions and consolidations
ot each company, which also resulted in other reduced operating cosfs. At
the Georgia Compony, 691 monagement positions were climincted, 0 27%
reduction from 1969, leoding to improvement in the supervisory ratio.
Timely management actions enabled the Missiles and Space Co:speny to
maintain its supervisory ratio at a relatively stable level for the post three
years despite a 35% declinc in employment since 1967.

PRODUCTIVIT

Although difficult to quantify in a mecningful composite stotistic, there
Is strong evidence that productivity throughout the Corzoration improved
-in 1970, For example, ot the Georgio Compsny, where tota) assembdly
and fobrication cffort is by far the most significant port of their total 1970
aclivitics, standard hours per 40-hour man improved by 33% in cisembly
ond 5% in fobricotion. At the Colifornia Company, P=3C standord hours
per 40-hour mon improved 5%,

The Missiles end Space Company csieblished a 1970 objective to achicve ¢
15% improvement in factors affecting overall productivity ord cost reduction,
All manogers werc directed to toke cight specific steps to achieve the pro=
ductivity improvement prograra, This objective was achieved to the sotis=
faction of the Missiles and Space Company President.

DATA PROCESS!! G EXPENSE

A Tosk Force wos established in 1970, under the direction of o Corporote
Exccutive Vice President, to determine future computer and ED?P systems
activitics throughout the Corparation in order to significanily reduce this
expense. A study was olso mede of centralizing computcr operctions for
smoll Lockheed companies in Colifornio. The results of these efiorts cre
being evaluated. At the Missiles ond Spoce Comaany, there vics o net
reduction of s2ven computers, resulting in canuelized ssvings of cpprexie
mately $500,000 in equipment costs. Similor aciions in 1971 viil result

in odditional savings of more thon $500, 039 annvally, The Geargia Compary
has developed plens to elimirste ccuipment af on ennuz! savirgs of $532,0250
in 1971,
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Eis » Curteil Expenditures -
ond wv. .. .ize Cash Requircments

COST REDUCTION FROGRAM

The Corporation greatly intemsified its cost reduction progrem activitics

In 1970, Starting the yeor off, the highest doller goal in the ten ycar
history of the progrom wos e¢stublished by corporate mancgement, As @
sesult of this goal ord corporate mancgement direction, company mencge=
ment allention cnd promotion of the cost reduction efiort wers roticcadly
Increased, At the Georgia Company, for excmple, o series of “cost
reduction ond ccsh conservation® meetings were held curing the yeer by

the company President ard his fincrciol staff with severcl huncred menugers
ond supervisors from all functicnal organizations. Largely due 1o this pussuit
by management in tht one company alone, there vias en increcse of 6045
in the octucl number of cost reduction actions taken during 1970 compered
to 1969, ond doller savings reported in 1970 were 52% higher then the

year before. :

For the Corporation ¢s a whole, the dollar gool wos 1act ond there wes o

35% increose in the nuaber of cetions implemented in 1970 compared to .

MANAGEMENT MENMOS .

Special Management Memos were issued during 1970 conveying top mercze-
ment's concern for contrelling expenditures ond minimizing ccsh requirements.,
In November- 1969, D, J, Haughton issued o corporate-wide niemo to all
members of supervision on "Menaging for Profits". A. C. Kotchian esked’
the company Presidents for their parsonal attention to cost reduction for 1979,
The Missiles ond. Space Compony Prosident, S. W. Burriss, estcblished for
cach of his organizations eight objectives to achieve increased productivity
In 1970, The Electronics Company President, G. L, Scelig, wrote to c!l
members of supervision chou? cost improvements for 1970, The Colifornia
Company President, C, §. Vlegner's report to Executive Vice President
Williom Ricke, on the Californic Company cash management wes olso sent

to the Missiles ond Space Compeny and the Georgia Company for possible
implementation,
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LIST OF JFFICIALS RESPONSIBLE FOR THE

ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office

From
DEPARTMENT OF DEFENSE
SECRETARY OF DEFENSE:

Melvin R, Laird Jan. 1969
Clark M. Clifford Mar. 1968~
Robert S. McNamara ‘ Jan. 1961

ASSISTANT SECRETARY OF DEFENSE
(INSTALLATIONS AND LOGISTICS):

Barry J. Shillito Jan. 1969
Thomas D. Morris . Sept. 1967
Paul R. Ignatius Dec. 1964

Thomas D. Morris Jan. 196}

DEPARTMENT OF THE ARMY

SFCRETARY OF THE ARMY:
Stanley R. Resor July 1965
Stephen Ailes Jan. 1964

ASSISTANT SECRETARY OF DEFENSE
(INSTALLATIONS AND LOGISTICS):

J..Ronald Fox June 1969
Vincent P. Huggard (acting) Mar. 1969
Dr. Robert A. Brooks Oct. 1965
Daniel il{. Luevano July 1964
A. Tyler Port (acting) Mar. 1964
Paul R. Ignatius ~ May 1961
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Present
Jan. 1969
Feb, 1968

Present
Jan. 1969
Aug. 1967
Dec. 1964

Present
July 1965

Present

June 1969
Feb. 1969
Oct. 1965
June 1964
Feb. 1964
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Jenure of office .
Exrom Io
DEPARTMENT 0 1IE_NAVY
SECRETARY OF THE NAVY:
John H. Chafee Jan. 1969 Present
Paul R. Ignatius Aug. 1967 Jan. 1969
Charles F. Baird (acting) Aug. 1967 Aug. 1967
Robert H. B. Baldwin (acting) July 1967 Aug, 1967
Paul H. Nitze - Nev. 1963 June 1967
Fred Korth Jan. 1962 Nov. 1963
ASSISTANT SECRETARY OF THE NAVY

(INSTALLATIONS AND LOGISTICS): :
Frank Sanders Feb. 1969 Present
Barry J. Shillito Apr. 1968 Jan. 1969
Vacant : Feb. 1968 Mar. 1968
Graeme C. Bannerman Feb. 1965 Feb. 1968
Kenneth E. Belieu Feb. 1961 Feb. 1965

DEPARTMENT OF THE AIR FORCE
SECRETARY OF THE AIR FORCE:
Dr. Robert C. Seamans, Jr. Feb. 1969 Present
Dr. Harold Brown Oct. 1965 Jan. 1969
Eugene M. Zuckert Jan. 1961 Sept. 1965
ASSISTANT SECRETARY OF THE AIR

FORCE (INSTALLATIONS AND LOGIS-

TICS): :
Philip N. ¥hittaker ) May 1969 Present
Robert H. Charles Nov. 1963 Apr. 1969

DEFENSE CONTRACT AUDIT AGENCY
_ ==lolon LUNIRALT AUDIT AGENCY
DIRECTOR:

William B. Petty . July 1965 Present

U.8. GAO Wesh,, D.C.
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