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FOR OFFICIAL REVIEWN ONLY

Selaction of contractoy and zward of contract

~% 24 H 2 g r o -
In Getecber 1954, Horthrop Vertura bepnn developrent work at its

cxpenee on & vehicle to meet ths Vevy's wequirvenents for & 400-knots

target eystem hod bewn establichied in Avpust 1964, In Jannary 1966,
Northrop Ventura initiated prosuronsnt of long lend-timz items for

2 emall numper of vahicles in anticipation of a Requaest for Quotarions

{RTQ) on a nepotiated contract {rom the Navy. 9%he contractor expected
that the delivery echedule would previde limited lead tima.

In March 1966, the YNavy issued an Invitation for Bid (IFB) on an
advertised contract for delivary of & tavrret system thot would meet
caertain performonce roguirenents. Step 1 of & 2-step IFR zTeauusted

H

technicel proposals for the vehicle. The only vesponse from the IFR,

faeilities noxr the technical capabllities to produce the target system.
fa official of another potential suppiier explained that his fivm
could not véspond hecauss the delivery schedule was unveslistic. He
stated thet in his judswant ue contrsctor could submit a bid ¥ %% upless
hig 0e¥a1 ent work veve substantially completad by the time subject
invitation for bid wos dssued.” Despite tho feet that Northrop Ventura

favy selected this single

%)
e

.
%

Do

appeared to have a compgtitive advantore th

qualified gouyce fov 2 progrin erpected to last about 10 yeavs and cost

[

agbout $74 willion. In vefvospect, we noted that the centractor's

- -

deliveries weve delayed gboutb 6 months while technieal difficuvlties in

the systen wera belns corvected.

o Lon & 5
T n'\\\ - \L Eq
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‘gole soures produncers. These offiefals stated thot the Havy used the
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actvally was no competition, to justify & negotieted contract and to

<

contorm with the reuu

Regulation (ASPR).

Becavee of the failuve of competition to materialize, the Havy

issued & RIGQ on @ negotiated contract with the sole source., Korthyop

Ventura submitted a proposal on Hoverber 1, 1906, which provided, in

part, for develnpmant and demonstration estimnted ¢o cost ahout $3.8
miliica. The initizgl contract for the system - letter contrast N0GGLO -

te bo definitized as a fived-price incentive contract, but eventuslly

price - was zvarded on Barch 80, 1967,

.,_,
1
&

pie®)
t
*“;5

The econiract provided for production efforts and ¢id net provide fer
ment and demoastration work. The targel system
wag not fully developad; in fsct, st the time of the contyvact awsxd
he target system to be 79 percent daveloped,
The records indicate that the development effort was deleted vnder the
contract because of a ghortage of funds.

The contractor’e developuental system had tus unsuccessiul flight
toste prior to the eword of the letier coniract in beveh 1967. The
final flight test of the contractor’s devslopmsntal system, nade sbout

8 months later, was partislly successiul but indicmted that further

[40
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The Navy progriom manager told us that the Navy purchssed 2 systenm
thet wes vo perform sceording to their epseifications; the desipgn of
the tavget system, however, was developed by the contractor, who had

proprietery rights. Herthrop Ventura wetained Its proprietary intervest

in the system in negotiating the initial contract, but did offer in

February 19068 to sell unlimited rights to data to the Ravy, evcluding sub-

L5

contractors® interests, for $6 million. WNavy propram officials stated
thalt sines the syztem was within the "state of the art,” it could be

procured wder performance specifications without further expenditures

Davelonmant of eghipboard raday

3 3 -

In carrying out the dewonstration flight tests, the tarpot systems
were lsunched from land bases and tracked by and controlled from land-

baged radar eystems. Opserationally, the f{arget system is o be launched

from ships and twacked and controlled hy shipboard rader systems. OfF

major concern to tha Havy in June 1967 was the inadscuacy of chipheard
o ¥

-

yvadar for {racking and contyolling the target system. In weetings with

Navy program officizls, we were informed that:

1. 1%t wasg irtended that on shinboard 30E1€h¢%, tracking
would be dencndent upon visual tracking and radar
S:‘;,T':? Le“:.lb L

2. The vrogram, as it evelved In 1967, did not provids
far concerrent develepment of sh 1pbearé raday
sufficient to control and oporate the target systen.

3. The portable trocking system was pot developed during
the beginning of the program in 1967 because the
radar problam was overlooked until 19269,



omeany using ite own capital began
0* é po la€}l$ tracking syetem in 1909 fov uce wit
(25350

{arsat systen. A conirzet had not yver Leen avovded &

et duly 21, 1076, but we ware told the lavy plons to

; a total of 20 tho

Tag fYirst {lre2 syveteors ore to Lo rubdscted to svalvation
tusts that ora expocted to be cornieted Ly Nevanber 197G,

s the farrete could nol be vesd cifsctivaly
v wera tracked and controliced from lsn E baged
ation

£3

Fetablishing contyactorfs production capacity

The initial eontract included provisions for delivery of 217

1'%«

systems at & vate of &5 mumy as 40 unite per wmonth; desipn, development,

(3

I‘“

and manufzcture of production teoling suificient to establish the

¢

(x4
&4
o7
o
o
fon)

eontractor's production eapability & ¥ 80 units pey wonthy

'y

ang design data. The Navy has the right to sceuive title te the

-} ¥ SNV S .4 a 2 , N
protuction tooling upon roquoest end o grant the coantrastor renb-Tres

i

4.
ey
i

uge of the tooling on & noninterference basis., The Havy arresd to

i

ain from removing the tooling frewm' the contyactor's plant until

5 vesrg after the lest delivery under Governisnt contracts. The price

[

the protuction tooling, spscial test equipuent, desmipn, test, an

ouf

;.1 .
&,
.
(l.p

analysis under the contraet avounted to $3,291,820, of wihi

P

42,2 million was for the production teoling,
The kavy program nanager stated that the 80 wnits p3r wonth

production canshility uze based on & 2-ehift, B-hour day, § days a weak

basis necessary o eatisly Navy vequiressnts, &8 well as those of othey

Enid

wilitary servicez and foreign cales. He said the Navy reguired
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dzveloprent of the 80 units per nonth capability to protect

teds
Py
&0
&)
ot
i.-h
Jodo
for

case of future Government demands: hewover, st that tinme, it was

The Kavy €id not have any specific requizements established in setting

The Havy program officiale agreed that the Government did not need

and sheuld not have title to the production tooling. Further, they

. c; ¥
gtated that wvith title, 1he Governnant will be vasponsible fov ths

bengfits aceruing to the Covernmornt. The Ravy progrem officisls stated

that cempetition ig noi proctical or coneidersd economical now because

{1} the contractor 39 the only target system produper of that kind and
has proprigtory vights on the desipgn data, and (2) & connetitor
contractor recaiving a contract for the same toruet systew would have
to weke ite own teoling to msat its design spocifications.

Althoush the Government has 3 xight

ot

the contractor does not have en accurate inventory of the individua

nitial contract; therefore, the

G«! s

pieces of tooling purchacsed under the
Soverment doss not know exactly what i€ purchased or what it eventually

will have zichts to. We noted that 169 tools paid for sitho

or comnletely by the Havy were scerappsd in 1068 throuzh 197¢ without
the svovoval of the contrasting oilicer, and the proceeds of these
I}p [l ¥ p

i

scrap sales were retained
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Contractor officigis advised us th
torpet systewz to forgign comirdes oo

end that the Hovy knew of thess plana.

st they had planned to sell the
n the inception of the program,

indicztion that the Havy conwidered alliscating the cost of establishing
the contractor’s production capabilities oun 2 ratio of total fovecasted
sales to the beneficisriee; the United States and foreign countviesg

Coents

Havy progrem manggenent officisals
wag within the girate-of-tha-ert,” and
performance specifieations, Therefera,

2

not required and, in thely opd:

These Navy wepreseniatives siated thet
pay for

include

nion, would serva no ue

ey
=
23
Y‘-‘\
o
o
@

ve that & better pr

gtated

the support sysiem

s ungey

seceordinsly, was acquire
wiliwited rights Lo daia was
aful purpose.

ninally

ovevhead, it was decided to
in the first contract

Havy hés not exered

ceureuent conld

have bgen made because the Covernment acquired & system without paying
for ite fevelopment. They atated that the contractor had to build 10

prepyoduction medels so that demonsiratid

and these t&

»

cost of these cha

uperous design and rework

npes were borng by the

ion tests could be conducted,

cContyYactor.
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sed us that their mansrement convinead
the Havy of & nead for the system, The coniractor ststed that if
development contraets had been awarded to potential suppliers to develap
and dewonstrste profotypes prior to sglgetion

production contract, costs of the program would have boon substantially

higher. The contrasctor beliéves its Investrent of 2.5 million in the

program werits consideration in determining whether the selection of &

contractor as 8 scle goures wa

2

L
ot
@
b
e
ey
hds
o
(s
o

Gonelusion

e

In ocur opinion, the selection of a cuntractor to furnigh & minoy

s

WEEDOn BURPOY vELGI OVveY an evitendsd pericd of tims should be mads
)t Pl

&

-

under competitive conditions, repavdless of vhether the sward is on @

negotiated or advertissd basis. Idsally, suzll devslennental contracts
should he swarded to potential sunplicrs to Luild and denvonstrate

prototypes. This would be wmore costly initislly, but the compstition,
in owr opinien, would better sssure the procuvement of & technically
wteble item &nd & rsasonable price in the long run. In any event,
we do not believe it is sound procuwrement practice to saslect o

contractoy for & 10-year, $74 miliion program on & sole scurce basis.

SEST DOCUAEN | AYVAILABLE
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¥We verogndue that the Havy did not pey for the additional cost of
about £2.9 millina for deaign changes and rowork vequired to wee

eentraet perforroace spceifirstions.  These costs weve borns by the

0y

-pwice controgt. On the othey hand, the

Navy purcbreed {he xight to secunive title to spocial ftesling 2t a price

Fad

of about $2.8 million that was umnecesssry. Where unlinited data rights

are not vested in the Gove*p ont, the need for yights
tooling serves no useful purpose. Yo belisve that the cost for any

i)

benefits hat cowld be gainsgd by acquiving title ip t

o

wars exeessiva,

- 12 -
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Pinsl prics nropseal Revigod price increass
Controet Nate Amnuag Linta in pvonnsals
~-046% 7/18/69 & 9,786,275 3/36/70 $ £109,059
-0306 8/20/69 10,622,400 5/11/70 1 £49, 600

yXax: $958,650

The status of the flecal year 1968, 1969, and 1970 contyracts is as
follows:

Figeal yaay 19868 eontrect -0462

The KIQ wasz jesued on Januery 12, 1958; tha initial tayget prics
of successive tarpets fixed-price incentive contract NOOQLP-68-C-0462

otiated in Mareh 1968 and incorporated in the contract on

iy

was nsgot

[
&
o)

June 25, 1968, Ths proposel to set the firm toyget cost was due
5 Vi o
days after the dats of thoe contraet, or ebout February 20, 1969,
Horthrop Ventura submitted its propszsl to establish a firm targst
cost according to the coentyact repricing formula on July 18, 1953,

sy in submiasion according to contvactor oif

o
@
€
v
)
13
£
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e
]
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i
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ol
Q
(24
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ot
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&
e
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b
to
[%i]
&
ﬁ
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fod
3
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prel
3
b
=
Sty
I
e
P
@

agnd production was interruvpted while covrections wers baing mada.

The lazet delivery under the contract was wade in Januapy 1970. As
more actual cost bgcame known, the contrector resubmitted prepossls on
Fehruary 26 and Vorch 26, 1970, revising its price upward by about

F

£109,050,

ueST LUC UM Ry I AVAlLABLE
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Navy procuremsnt officisls stated that & finsl price lLiad besn
sgresd upon in Jun2 1970, but had not vet been incorporated into the
coniyact.

-

Fiscal year 1969 contyact -0306

The RTQ was issued on Szptember 12, 19€8, end the contruotor

botw
b

submitted its proposal to price fiym {ived-price contract
K00019-69-C-08G6 on Getoher 28, 1968, However, a fem pries was not
negotisted, and & letter contract was awarded to the contrsctor on
April 14, 1969,

The eontractor submitted a proposal to def
contrzet on Septerber 30, 1949, and revised it upward by 2369,805 on

February 26, 1970, on the basis of additicenal cost Azta that had

becoms svailable, A fivp fived-price wag ayrsed upon in May 1970, but
not yat incorporsted into the contvact as of Eay 21, 1070, During

negotietiong, & final yeviuad propossl was submivied further increasing
the propesed price by $476,782, While increases in the February
proposal were sttributed primarily to higbey overhzad expenses, the
proposal of ¥May 1970 eseentially incressed the proefit being requasted.

Iy

The proposals and amounis negotiated ave listed below:

- 15 -
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