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#c obtained earned profit infcrmstjon on tank prcduc t i on  
from C?ryslar's defense d i v i s i o n .  Chrysler considers t h e  da ta  
on czrned q r o f i t  to be propriegsry arid we 2r:c f u r n i s h i n 9  it 
urtder s ~ p a r a t 2  C Q Y ~ ~ .  

As zgreed w i t h  yaur o f f i c e  ve obtained Fnforzaf cornants  
a drz.Et of t h i s  report fron the Army and from Chxysler. 

Those views wt.lich ve 'cons idered  t o  be appropriate have Seen 
incorporated in t he  report. 

The AKZIY'S production contract with CSi:JSler requires 
t3e contractor to assemble 1 , 2 4 0  H60A1 ta;?%s 2nd d e l i v e r  t h e m  
over e 19-nronth period fZQm Zuly 1975 throiigh JanUaiy 1977 
at a contzzet p r i c e  of 5317 million, T h e  quantity i n c l u d e s  
281 t a s k s  purchased for  t h e  Army's cser 225 for f o r e i g n  
n i l i t a r y  sales, and 1 3 4  Lor the Harine Corps. 
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OG: i r t te r in  regiy 'CO you on August: ll, 1975, dealt with 
the A ~ i i i y ' s  basis for estimating t h e  tanks '  cost. The Xrzy 
origfnslly anticipated a 39-percent ificrease over t h e  2 9 7 4  
prfcc .  We s t a t e d  that for  the mast: ;?act,  t h e  Army's est imate 
represented a coxpilation of firm prices, prices proposed by 
contractors €or cbntracts n o t  y e t  zwarded, and cost  ese i r a t e s  
furnished by Army arsenals', We 3150 sta,",ed t h a t  our c'cter- 
minat ion as to the reasonableness of the estimate would h z ~ e  
to m a i k  compfetion of contract nesotiztions w i t h  Chrvsler 
and other major p r i m  contractors. 

Tbe Army and Chgysler signed a contract in October 1975 
but even pscw a u n i t  price for t h e  complete tank is not firm 
because 

-certain i t e m  subcontracted by Chrysler priced zt 
a?msJ*; $48 m i l l i o n  and Chrysler's home office 
expenset e s t i m t e d  at SI0 million, are  subject  to 
zepricfng provisions: 
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-wits appraxixately 4 5  percsnt of t h e  tank C O S t S  s t i l l  
subject: tc p~ssbble r e p i c i n g ,  t5e  f i n a l  price m y  exceed 
the 5994 p r i c e  by more khan t h  29 ~ e r c e n t  p r o j e c t e d  in # a r c h ,  
K e  bei ievf  t h e  29-percest ii..ccpease z s  due mainly to accelera- 
tion of tF,e tank's productior,  Sy t h e  A K Z Y ,  s n d  t h e  effects 
of inELati rsn.  

--tacks were p r e v i o u s l y  prcvided t-3 other n a t i o n s  
i p z r t i c u l a l y  I s r a e l )  O G ~ S  of ",e U.S. inventory: 

--s s p e c i a l  ~ o ~ t i ~ g e ~ c y  reserve  was tc be established 
to meet unantfcipat*.d eaergeney requirements cf 
allies; and 

A h V .  
--three new cdmbat d i v i s i c z s  were added to t h e  active 

Plant and equiptent  expansion is under way to f u z t h e r  increase 
production capability to 120 kanks a n t o ~ t h .  

Contractc:s were asked to increase the quantities.pro- 
duced .wi thout  obtaining ar. ex t cnc i cn  of their normal delivery 
period. In ccrtain situations, increaseci Froduction migh t  
be expected to result i r z  loxzr u n i t  Froduction costs. 
But sgpxrcntiy whatever s a v i n g s  could h,e achieved t h r o u g h  
increased production were offset  by casts of additienal . 
toolinq, test equipment, plant rearrzngezent, ar.d d i r e c t  
labor overtime. In a d d i t i o n ,  sporadic  qcantity increases 
that  occurred before t h e  contract was fizalized, negated 
pbssibfc savin.js  t h a t  would otherw ise  be expected w i t h  a 
l a r g e  s ing le  order.  I t  is also likely t h a t  the urgency the 
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The pr i ce  of t3e tanks  increased arL is l e s s e r  rake t h m  

- -mter ia l  acquired by Chrysier gas e i t zer  negotiated 

the 39 pecccnt o r i g i n a l l y  estimated by t h e  .*%my becsuse 

or ptovisirzal.;y priced a t  lowcc costs than t h e  A m y  
antivrpateci ,  ana 

- the  Arny ultimately decided against u s i n g  Ch:yslrr 
for most fire control itezs after: C h r y s l e r  ?co- 
posed a pr ice  for the  fire t o n t t o ? _  systen aSout 
4 times greater than whet the Arny ha3 paid t h e  
previous year. 

In testifying on the price increase  before a Ser,at.e Arned  
Services  Subco-mit tee ,  the Army broke dorjn the price di ; r ' fe r -  
eG:e of the  t i io f i s c a l  year  procurenents i 3 t o  s e v ~ n  categories 
of variences- In your l e t t e r  you tsked that we try t~r enalyze 
esch of the variances. However, scon a f t e r  Seu izz ing  c ~ l r  zu- 
d i e  we detemirierl that the most prsctical way to 2!13 lyZe  t - h e  
price increase was to examine t h e  separa te  contracts for  t h e  
major tank cozcponents. 
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Cur  evaluation of  the 1975 pr ice  increase  Srcken down 
S y  v c h i c f e ,  efigFr,er t ransmission,  t r a c k ,  $ i r e  e ~ n t r a i ~  
e n g i n e s r i n g ,  and g m  3rd mount, foliows. 

C h r y s l e r  Corporzeion is t h e  on l y  nanafacturer  of the 
3f60A.i t a n k ,  Pzoduczion of t h i s  tank has been continuous 
s ince  1962. F i x e d  price  con t rac ts  are ~ e n e ~ ~ i i l y  amreed 
a n n u a l l y ,  

The c o s t  elenents are categorized bela;. 

CSRYSLE!? CQNTrnCP FOR 1,240 TANXS 
u_ 

Bra posed Percent Negot fated 
(nr i f l i ons f  of t o t a l  f i z i l l i o n s )  --- --- Cost  elements 

Purchesed p a r t s  $186.6 5q $164.1 
[ inc fud  i n g  
subcontracts  1 

Labor 1 3 . 3  4 12.4 
Over head 60.8 26 51.8 
Inte:d i v  isional 27.8 7 2 4 . 9  
Hone off  ice  12.4 4 10.0 

27.3 10 Other costs  

91 290 .5  

WQfit  3 4 . 0  9 2 5 . 5  - . 8  .% Mjustzcnt ( n o t e  a )  

_I_ - 39.0 - 
-- 340.4  

- - . -  - 

100 5 3 1 6 . a  
LI_ 

- - $375.2 -- Total. 

- a/Certain costs  and profit for 1 5  t a n k s  added to the contract  
after formah negotiations. 
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Pgrchased warts 
{ i n c l u d i n g  subcontracted -- components) 

P a r t s  purchased by S5rys ier  inc lud i r ig  subtontracted 
compcwnts, represent eSouk 50 percent  of t h e  v e h i c l e  contract 
price. AScuk one-half of %he parts and cox.r~onent cos t s  a r e  
assscizked with h u l l ,  turret, and curt s h i e l d  c a s t i r ~ ~ s  which 
arc subcontracted on a noccanpetitiw S a s i s .  The c a n t r a c t  
pz~ . . kdes  fclr productis:! of 1 ,315  s e t s  of castingc--L,240 t c  
be assembled i n t o  tanks a ~ d  76 La 'se left unassernbled for 
inclusicn in 2 folluw-on contract. 

. The casting suScontractor is a mafor supplier of heavy 
sacbinery and equiprent: to the steel h d u s t r y .  This company 
bas s o n t i m i a l l y  produce6 tank c a s t i n g s  since 1940, y e t  it 
was m w i l i i n g  t o  submit a 3cfinitive proposal to Chrysler  
fo r  798 of t h e  1,315 castings until n e g o t i a t i o n s ,  which i n-  
volved considertbfe disagreement as t o  pr ice ,  were completed 
OR t h e  f i r s t  518. Thereforer only a provisioner price for 
t h e  entire ~ p ~ ~ t i t y ,  which is strbject: t o  further negotiations 
and rsFricing, wils inc luded  i n  the Army's contract w i t h  
Chrysler. Chrysler pzopcsed i ? ~ .  ~ m c u n t :  of $ 9 4  mi l l io r ,  f o r  t h e  
1,316 cast ings,  The Ara-;'s s h o u l d - c o s t  t e a n  recomaended a 
substantial reductionr mainly ix the areas  of m n u f a c t u L i n g  

.. overhead, genersl and administrati le  c o s t s  and prof it. T h e  

. -  negotiated provisional p r i c e  is nuw s e t  a t  $77 ndllion--a 
i r e d o c t i a n  ol" about 18 p e r c e n t  f rom the pro?_osed pr ice .  'The 
i 

f 
1 -  

Army now expects the f i n a l  p r i ce  t o  be close to t h e  2rovi- 
sisna: price. 

The Army has had ?articular difficulty expanding its 
-casting production bpse t o  meet t a n k  y t o d u c t i s n  requirements. 
The current subcontractor's p lan t  capac i ty  i s  limited. hc- 
c o ~ d i n g  to t h e  Aray, a l f  i n t e r c s t e s  neay-  armor prodt;cers 
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-- foundry i ndus t ry  managerrrent had not sensed t h e  
need ta upgrade equipment: and, 

--larger p r o f i t s  axe necessary to make such i f ivest-  
m e n t s  attractive. 

The sJbconiractar's orfgir la l  p r o f i t  proposal was 25 ~ e i r c c n t  
of estipated costs, but was subsequeEtly reduced to 15-8 
perccnt, t k r o u z h  CfirysLer's negotiation o f f c r t s .  

Foe the n e x t  p r ~ c u r e m e ~ t ~  t o  be f i n a n c e s  from its 1976 
appropriation, the Army Soi i c l t e d  ccape t i t ive  ~ r o ~ , o s & I i s  f ro=  
o t h e r  si;tlrcBs, TWO additiazrl U.S. f i z x  an2 tuo EoreFg: 
firms respno 'ed ,  but, t h e  saxe.producer was selected fer  the 
new purchase prinarily Secause it submitted t he  l owes t  ?rice 
both for  production and €or f a c i l i t y  expmsdon a t  a sero.n.5 
r 2 . L -  
> A L C .  

Par the  remaining one-half of the parts c o s t s ,  tSe dif- 
ferences Setween the amcur.? prorJosed asd the  X r q ' s  shouid- 
cost recornendations wczc3 not as great 2s for castings. 
Chrysler's groposed p r i c e  of $92 million was  neqatizt?d down- 
ward ta $87 million or about  6 percent less. 

Sigher value items {over $100 unit price;, and sole  
source purchases ov+r $lr10,000, were sll reviewed by t he  
should-cost tean. The Army's and Chrysler's records of r.ego- 
tiation vece contradictory. The contracting o f f i c e r ' s  r;ser;;o- 
rsndurn of negotiations s t a t e d  that five o f  the scsle soarce 
subcontrqctors, w i t h  parts priced at aoaut: $ 5  zi i l l ios ,  refused 
t o  supply supporting cost  documentation or negotiate a c c e ~ t -  
a b l e  pricesI and t h a t  Ckryslbr d i d  l i t t l e  more tban acce2t 
the quoted price, Chryslei-  maintained t h a t  it wr?s furnished 
the cost data but  that two subcontractors r e f s s e d  to n ~ g o t i p t - s  
t h e i r  prices which amounted to an aggregztp of about S:. nil- 
lion, 
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Of the t o t a l  $164 nziliior, Po?: garrts negctiateed by the 
army w i t h  ChrysSeg, itens p r i c e d  a t  5 4 s  iaii l ior,  z r e  still 
subject to change because of a clar;;c inc l t ided  in t3e vehic le  
contract caL1ing fo r  an upward 01: downward eco~omic ?sic@ 
adjtrstment to be based on actttzl costs tncurrei- The Arzy 
e s t i m t e s  .zn increase ~f $ 3 , 4  mill iozi ,  or 7,1 Fcccentr throuck: 
Becezbet 19?6. The c o n t r a c t u a l  ceiling al lows fof an edjust-  
milt of CI; to 50 percent. 

Labor and overhead 

Labor and overhead costs f > r  rmnufac tu r ing  represent 
about 20 percent of the vehicle contrac t  price, 

The labor C O ! l S i S t S  IMiRly Of weld ing ,  ZaChiZiZg, and 
assembly operations which are chaiacterized as s e z i - s k i l l e d  
'dnctions. The  negot ia ted  m o u n t  of 512 mfl l i o r s  was a i = c ~ ~ t  7 
percent less t h n  the $13 million p r q ~ s e d  5y C,4..rysler, 
The negot iated labor rates include an $-percent Increase 

held  with the Q n i t e d  Aato EJrkerc U n i G n  in 3eptesnber 1975. 
The c o n t r a c t  ceiling allows for zn adjcstrcent of cp t o  5s per..  
cent. Irl additicn, actual cos t -o f - l i v ing  alicsancrs Z K ~  to 
be paid on a quarterly b a s i s  and could d i f f e r  from the  
estimate6 amount rxgotiated.  

to cover t h e  anticipated r e s u l t s  of 1 s ? k c  ~ ~ g ~ t i a t i c n s  t.; 5s 

Although the Army d i d  not  ra i se  arry par t i cc fa r  issw 
regardinc; Chrysler's labor ef f i c i ency  dtirirtg its snalysis 
of contraczor costs, it has found t h a t  uvec a period of sev- 
eral years the actual  labor holirs spent  i n  grodcctior, Ear ex- 
ceeded the standard. Chrysler at tr ibutes  tbe cmt lnuous low 
efficiency t o  the Army's poor schedul ing ,  a requirement to 
produce a mixture of tank configurations, 2nd the use of old 
~ L : O ~ U C ~ ~ O R  equipinezt and rnzchines. The A r q  a t t r i b u t e s  t h e  
scheduling problem t:, flactuating tank requirenents, 

The Army's analysis and negotiztions of rntaufacturing 
overhead casts prcposed by Chryslar, totaling $61 a i l l i o s ,  
resulted in a $9 nillion reduction, or 15 percenr, bringing 
the cgsts down t o  $52 m i l l i o n .  These cos ts  a r t  incorporated 
into t h e  contract based upon e s t i n a t o d  direct laSor hours 
at three Chrysler plants. The contract provides  for an 
equitabla upward OL: downward adjustsent i f  a substantial 
variztiorl in these hours materializes. 

I n t e r d i v i s i o x i f ,  home sffice, 
and o the r  costs  

consists of lntetdirisional, hone off ice ,  and other costs,  
Approximately SO percent' oi the veh ic l e  contrac t  pr ice  
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Defense a u d i t o r s  qrrestioned Ctirysler's  Si3 r s i l l d c n  
proposal  for h c ~ e  offbc-a expensesr particubzrly its esti- 
nates for  independent  research and developlent ,  and f o r  b i d  
and proposal costs. The hrny s t a t e d  that Chrysler h i s t c r i -  
cafly overestimates tfiese costs. Chrysber zainteln~d t h z t  
t he  a~llounts it proposcd were not unreascnsble when c o s p a ~ e . 0  
with i t s  i n c u r r e d  overhezd costs. Ar, agreezenr: op. hew much to 
aa1sw had not bee.? reitched 2s of H?a:ch 1575.  T5e $13 z i l l i o n  
e s t a b l i s h e d  in t8e contrzct is a provisiGnai a a i o t i ~ t  _ a e ~ d i n g  
the ocficome cf, negotiation of t h e  c a l e n d x  y e z r  1976 r;te 
w i t h  Chrysler. 

O t h e r  proposed C C S ~ S  of $39 m i l i i o n  c~na i s t e ed  ?rinarily 
of nonrecurring casts r e g i r e d  to a c c e l e r z t e  t m k  prs3dueLicln. 
These were reduced to $27 m l l i i o n ,  or by about 31 percent, 'in -.?-.@- ~ -,g+ -*e 
the n e g o t - i c t i o n s .  Eovever, the prircipal e f f e c t  of t h e  neqo- ..-...-;* 
t iatet i  reduc t ion  was t3 transfer the aajor -,ortien cf these 
c o s t s  f r w  "Le ve5icfe rc.n:r=.ct to a separa te  facilities CCP 
t s z c t  uliich bears home office experise or profit. 

Profit 

The Aray used the ccst-based weighted g u i d e f i c e s  approach 
contained i n  procurement regulations to develop a ?renegotiated 
p r o f i t  objective. Chrysler's proposed profit of $34 rillion 
was reduced to $25 million hecause t h e  A m y  negotiated lower 
c o s t s  as w e l l  es a lower profit rate. 

. T h e  table be1cw s h w s  Chrysler's proFosed ar,d negotiated 
p r o f i t  rates baseci on tank production c o s t s  for fiscal years 
1974 and 1975. ?or compirison purposes, t h e  table eiso c h w ~  
Department of Defense median average profit ratEs as a percsn- 
tage of costs  f o r  the saze fiscal years .  These DUG s ta t i s t i c s  
were developed f son  (1) En acalysis of cegotiated f i r n ,  fixcd- 
price, prime-production contrzcts whic:? .=re s u s z e p t i b l e  to cost 
and p r o f i t  anslysis and 121 the  c o n t r a c t i n g  officers' esti- 
mates of cost and profit i m e d i a t e l y  following completion cf 
negotiations with the cont rac tors .  P r o f i t  r a t e s  on pro2uct:on 
c m t r a c t s  at Cowernnent-cmdned, contractor-operated p l a n t s  
ore  n o t  included in *&ese statistics. 

.a 9 



1974 l L , O  9.4 11.5 934 $ 2.3 
19?5 10 .Q 8 . 8  1 3 . 8  f,262 s 3 . 3  

--gas been iri a sale S G Q F C ~  position sicce 2955. 

--Incurred a substantitl a o u n t  of cos ts  undes letter 
contracts ,  

--Has r e c e b ~ i r ~ g  100-perccnt progrezs caysentc i n ~ e z i !  
of t h e  n o r 3 c l  80 percent. ( T h e  1S0-22reent pt-oqress 
pay~ents continued t h ~ 0 a y 5  Dec?mk:;z T S f S . )  

material price adjustnents also reduces -khc r i s k .  

In addition, the tank ~ l a n t  ar.d alsost all t o o l i n g  snd 
eqtlipizcnt is Goverment-owfied. AccorZiz~ r10 t h e  A r q r  
Chrysler's.investment .is p r a c t i c a l l y  nil--estimated at 
about $22,00U--which substantially reduces the contractoz's 
r i s k ,  
included. Chrysler maintained it had $25 n i l l f ~ r i  i n v e s w d  
in accounts receivable and unbFPled c a s t s  and t h a t  t he  
$22,090 corered only  f i x e d  assets. 

m- i n e  fact t a a t  Chrysler's c o n t r a c t  e l l o v s  f o r  : t k = s ~  a d  

Azny records did not i d e n t i f y  "Le t y ~ e s  of asse ts  

Host of the Ar3y's Governcent-omed, contractoz-operateC 
p l a n t s  are for ammulition production, ccd ccst- type contracts 
are usually awarded w i t h  fees averaging 3 to 4 percent of the  
zosts, A r m y  officials be l i eve  t h a t  tank prodilction requires 
more specialized xnanageinent talent than tmtriunitbon produc+' Lion.  
In addition, Chrysler does more subcontrecting t h z n  a m u n i t i o r ,  
contractors. These  factors were deened to j u s t i f y  a h i g h e r  
p r o f i t  rate  for C h r y s l e r .  
tion does require significant nanageriai ",Lent- On the  o tkey . .  
hand t h i s  would be CQUnterbZlaRCed by CSrys1ec's f h i t e d  risks. 

atteapting to develop a p r o f i t  policy t h a t  would Give greater 
e q h a s i s  to c o n t r a c t x - i n v e s t e d  capital. Both the Commission 
CFI GUVerREtent Procurement and GAD h a r e  a l so  reconiien2ed it. 

It would appear t 5 a t  tank probuc- 
_. 

Since'the early 1 9 1 0 ~ ~  the Departmerit of Defense has been 



R e c m t l y  the A r q  infaraed us that negotiations ha& 
Seen c o q f e t a d  and a unit pr ice  .of $41,563 w a s  estcblfshed. 
ALthough t h i s  represents a 38-percent increase over t h e  
S30,LOD paid for the earlier.nodel e f . g h e s l  it is never- 
theless zlcse to the 'amzzt  rciwmehded by the shcuX-cosl  ' 

team- XSout 50 percmt  of the p r i c e  increase is direc t ly  
rekited to new compomnts for irnpsoving the engine's tsll- 
a b f l i t y .  O t h e r  olaterial cost  inc~eeses and higher  overhead 
charges sere also  contributfnq factors  to t h e  higher cast of 
t h e  new engine. 

T U N S  M 1 S S 103 - 
General Wotors Corporation has k s n  the sole producer of 

tonk transmissions since 1 9 5 9 .  The contractor proposed a unit: 
price of 025,837 for  t&e fiscal year 1975 procurement. The 
contract fcx the Arzy's 439  trensmissions was finelfzed in 
February 1976 a t  a price of $20,983. a unit. This is 28 per- 
cent higher  than the fixed price af.$l6,300 negotiated for 
fiscal year  1974. A f i xed  ?rice redeterminable contract was 
negotiated because oE nacket uncertainties, and beczrase an 
extended delivery p t r i o d  aaae cost estimating mote difficult. 
The final price is to be based ofi actual costs incurred and 
w i l l  be subject  ts a u d i t .  

r -_ . 



Several ctsmporxnts of the tank fire control systesr such 
as telescope, y r i s c o p e ,  e!nd gun sight are  purchased f r o =  
different nmufacturers .  In f i s c a l  year 1 9 7 4  the Asmy's , .  

frankford Arsetla!, pcrchased all.  the c o q m n a n t s  f o r  abost 
$10,200 ii t ~ n k  and provided t h e 3  to Chrysler for installa- 
tion. 

In 1975 the Army deciCied t o  l e t  CBrysIer serve a s  z 
second procuranent source in an attempt to LnFrovte ccsr;oner,t 
quality, but Chryslsr's price estimate of $38,900 Y Z S  con- 
s iderably  h igher  t han  what the A m y  had previrlirsly p a i d .  
Chrysler explained its hfgiher price as due to the Army's 
Piaiting it to procuring c o q o n a z t s  fro= ne=, higher-priced 
sources, whereas the Arsenal was p r m i t t e d  t3 grocuze f ~ o m  
e x i s t i n g  fawer-price sources. Cue to ChrysPer's hioher  price, 
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