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Thae Army negoizted 2 unt prics of
S3EZ,000 for 439 RIS tanks it npurchased in

1875, This s 28 percent more than it paid 3
year earlier, Whather of not this price is rea-
sonable is 3 mater of juogmen?t that could
vary among indivicuals.

The £ost could yo higner because scme of the
major contracts will e repriced when they
are complewes. The orice rige si2me irom the
requiremnent for increzsed tank aroducuon 3t
a ume when indusinaé capasity s lirmited and
inflation is copunaing.
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nstead, we examined contracior proposal
urnished to the Army and reviewed the r
ns. For purposes of c0m~ar" iy

e which we had obtained from 2z D;iCir, 3
and engine contracts covering the 1974 procurement.

re

ot D
fi‘ e (o

t
&
1

vie obtained earned profit in fcrmat:on on tank preduction
from Chryslar's defense division. Chrysier considers the data
on earned profit to be proprietary arid we are furnishing it
vnder separate cover.

As agreed with your office we obtained informal commants
on a draft of this report from the Army and from Chrysler.
Those views which we considered to be approprlate have Seen
incorporated in the report.

The Arny's production contract with Chrysler reguires
the contractor to assemble 1,240 603l tanks eand deliver them
over e l9-month period from Jul 19?5 through January 1977
at a contract price of §$317 mllfl The quantity includes
281 tanks purchased for the Army's use, 225 for foreign
rilitary sales, and 134 Lor the Marine Corps.
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The tank corfigurations vary dependinc on whom the cus-
temer is to be. Therefore, corponents and unic prices vary
onfigu

sligntly for exch configuration,

Chrysler is responsible, by contract, to acguire certzin
paterials and to manage vehicle zssembly operations primarily
&t the Governpment-owned, contractor-operated Detrcit Arsenal
Tank Plant. Chrysler's contractual share represents ahout
60 percent of the tank's unit price. Government-furnished
items and services represent the remaining 40 percent.

Since vour interest centered sround the 439 tanks, out
of ths *ctal to be produced, which are being financed frox
the army's fiscal year 1873 procurement appro prizvion,. we con~
fined ocur review £o analvzing the price that was paid for this
speclific quantity. Adéitional tenks purchased for the Army's

use included 309 tanks which are to replsace tanks previcusly
furnished out of the Army inventory to foreign azllies and 133
tanks purchased from a 1973 supmlemental sporepriation. The
unit prices of these gquantities varied somevhat from the nrice
paid for :he 439 tanks. ¥We computed & unit price fcr the 438
tarnks of 3$385,060 az of March 1, 1976, the date wz endsd oul
review., The price includes, in addition to Charvsler's charges
for the vehicle, the cost of the Goverrnment-fuornished porticon.
It is 22 percent higher than the $338,000 unit orice Lae

Army paid for 360 tanks bcought under its 1974 program. {See

appendix.}

Qur interim reply to you ONn August: 11, 1975, dealt with
the army's basis for estimating the tanks' cost. The Xemy
originally anticipated a 39-percent increase over the 1874
price. We stated that for the most part, the Army's estimate
represented a compilation of firm prices, prices propesed by
contractors €0r contracts not yet ewarded, and cost esgirates
furnished by Army arsenals’, We 3lso stated that our deter-
mination as to the reasonableness of the estimate would have
to await completion Of contract negotiations with Chrvsler
and other major prime contractors.

The Army and Chrysler signed a contract in October 1975
but even now a unit price for the complete tank is not firm
because

--certain items subcontracted by Chrysler priced ax
about $98 million and Chrysler's home office
expenses estimated at $10 million, are subject to
repricing provisions:
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~—about $6¢ millicn of srial and lapor ¢~sts a.e
subiect to price adjus+tmernts based upon future
geeonoxic conditions:

~-prices for certsin Government-furnished equipment
are still based on estimates.

"With approxzimately 45 percent Of the tank costs stil
subject: tc possible repricing, the final price may exceed
the 1974 price by meore than zhe 29 percent projected In Harch.
We believe the 23~perceat increase is due mainly to accelera-
tien of the tank's production by the Arnmy, and the effects
of inflatien.

Fer the 1975 pregram, the Armv accelerated production
by over 60 percant to an averzge of €5 tanks a month from
approxinately 40 a2 month for the 1574 program. According
to the Secretary of Defence, increased tank production was
necessary because

o

-

-=a review of attritiocs rates, partly based upon
experience during the 'tidéle East war, pointed
r re

--tarks were previously provided to other nations
{particularly Israel) out OF the U.S. inventory:

--—a Spec 2l contingency resarve was tc_be established
to meet unanticipat~d emergency requirements cf
allies; and

-—-three new combat divisicns were added to the active
Armvy.

Plant and equipment expansion IS under way to further increase
production capability to 120 tanks a month.

Contractors were asked to increase the guantities ‘pro-

duced without obtaining an exteasicen of their normal delivery
eriod. In certain situations, increased production might
e expected to result in lower unit sroduction costs.
But apparently whatever savings could te achieved through
increased production were offset by casts of additicnal
tocoling, test equipment, plant rearrangement, and direct
labor overtime. In addition, sporadic guantity iIncreases
that occurred before the contract was finalized, negated
pessible savings that would otherwise be expected with a
large single order. It is also likely that the urgency the
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Army attached to the procurement, and the limited sources
2f svpply known to be availaule, permitted sore producers to
adopt & more independent stance in negotiacing prices.

The effects of the continuing upward irnflaticn spiral
were evident from the unwillingness of some of the major
suprliers to accept contracts which did net provide for soxs
form of price redetermination. Unforturately, this created
2 situation where the Army was prec?uded from zeaching
agreement on & firm contract price for a majer iltem which
kas been produced by the same contractors in essentially the
samz configuration for more than a decade.

Whether or not the 1875 M&0A) tank price 1g reesoneble
is 2 matter of judgment that could vary among individusls.
klthough the circumstances rlaced the aray in en unfsvorable
negotiating position, the record shows khat the army xade a
conscientious effort prior to negotiatious, particularly
throuch should-cost Ctuaieg, to determine the reascnablenesg
of contractor proposed prices. These studies and other audits
helped reguce prices dar;ng negotiations, but the benefifs
may be lost by the Army's inability to establish firm prices.
If conditions such as the urgent n=ad f£or tznks and the in-
stabilizy of the *conomy were not vresent, 1c is pocsible that
the Zimy could have fared better in the negotiatvions.

The price of the tanks increased at a lesser rate than
the 39 percent originally estimated by the Army becsuse

~~material acquired by Chrysler was either negotiated
or provisirnally priced at lower costs than the Army
antivipated, and

--the Army ultimately decided against using Chrysler
for most fire control items after: Chrysler npro-
posed a price for the fire control system about
4 times greater than whet the Army hzd paid the
previous year.

In testifying on the price increase before a Senate Armed
Services Subcommittee, the Army broke down the price diZfer-
ente Of the two fiscal year procurements into seven categories
of variznces. In your letter you asked that we try to znalvze
cach of the variances. However, scon after beginning ocur au-~
dit we determined that the most practical wavy 10 analyze the
price increase was to examine the separate contracts for the
major tank components.
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our evaluation of the 1975 price increase broken down
by vehicle, engine, transmission, track, fire controdi.
engineering, and gun and mount, follows.

VEBICLE

Chrysler Cerporztion 1S the only manufacturer OF the
M60Al tank. Production OF this tank has been continuous
since 1962. Fixed price contracts are generally awarded
annually,

To initiate the purchase from the fizcal yvear 1973
appreopriation, the Army awarded =z letter contract to Chrysler
in June 1974. In Pebruary 1275, Chrysler submitied its orig-
inal proposal of $353 million., Over the next seven months,

in discussions among the Army, the should-cost tezm, eand
Chrysler, revisions were made concerning additions to the
scope, the recognition 5f additicnal costs, and a reducticon
for terminated fire control units which netted out to & re-
vised proposed price of $375 million. Final negctiations
were ccmpleted in September 1975, aheut 2 months inte the
i9-month delivery pericd. The price was negotiasted downward
to £317 million and a fixed-price contract with certain pro-
visionally priced items (including eccnomic price zdjustments
for labor and certain material) was signed in Cctober 1875,
The cost elements are categorized below.

CIRYSLER CONTRACT FOR 1.220 TaNKS

——

Proposed Percent Megot fated Percent
Cost elements {millions) of total {millions) of :tctal
Purchased parts $186.6 51 5§164.1 52
{including
subcontracts)
Labor 13.3 4 12.4 4
Overhead 60.8 16 51.8 16
Interdivisional 27.8 7 24.9 8
Hone office 12.4 4 10.0 3
Other costs 90 ° 10 27.3 ]
340.4 81 290.5 32
Profit 34.0 9 25.5 8
Adjustment (note a) .8 - .8 -
Total. $345.2- 100 §316.8 100

ll
!l

o
—

a/Certain costs and profit for 15 tanks added to the contra
after formal negotiations.

1A
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The Army made 3 should-coest study of Chrysler’s proposal
to determine what tihe tank ought to cost end to use in final
negotiations. For varicus periods from March through Septenm-
ber 1875, a team of abouxr 60 Government speciaslists was ip-
volved in the studv. According to the Army, this cost analy-
sis technique was =pplied becausze of {1} the substantial
production cost i-wzease over the previous year, (2) the deci-
sion to accelerate tank production, and (3] the continued sale
source procurement {roxm Chrysler.

kn e

We determined the unit vehicle cost to the Army for 438
tanks to be about $230,000 excluding Guvernment-furnished
items. This is $43,000, over 23 perceni, above the previous
vear's unit cost of S187,000,

Purchased warts

{including subcontracted components)

Parts purchased by Chrysler, including subcontracted
compoients, represent about 50 percent of the vehicle contract
price. Abecu: one-half of %heparts and componant costs are
associzted with hull, turret, and cgun shield castings which
are subcontracted on a noncompetitive basis. The contract

ro-ides for producticn of 1,316 se%s of castings--1,240 to
be assembled into tanks and 76 to be left unassembled for
iaclusicn In a2 fellow-on contract.

. The casting subcoxtrastor IS a maior supplier of heavy
machinery and eguipment to the steel irndustry. This company
nas continually produced tank castings since 1940, yet it
wag unwilling to submit a éefinitive proposal to Chrysler
for 798 of the 1,315 castings until negotiations, which in-
volved considerable disagreement as to price, were completed
OR the first 518. Thereforer only a provisioner price for
the entire gquantity, which IS subject to further negotiations
and respricing, was included in the Army"s contract with
Chrysler. Chrysler ptzopesed an amount Of $94 million for the
1,316 castings, The Aroy's should-cost team recommended a
substantial zeduction, mainly ia the areas of manufacturing
overhead, general and administratise costs and profit. The
negotiated provisional price IS nuw set at $77 million--a
reduction of about 18 percent from the proposed price. "The

Amy now expects the final price tc be close to the provi-
sienal price.

The army has had particular difficulty expanding 1Its

-casting production base to meet tank nroduction requirements.

The current subcontractor™s plant capacity is limited. Ac-
cording to the Army, all interested neav' armor producers
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would have had to resocrt to costly expansion to meet the
Army's production needs Arnmy officials believe the lack of
production capacity (o7, conversely, the dezand for =cre
tanks} strengthened the subcontractor’s harnd in its negotia-

tions with Chrysler.
The casting subcontractor pointed out that

-—the production base of large fcoundries in the United
States has significantly detericrated partly because
of Government environrmental restrictions;

--foundry industry management had not sensed the
need te upgrade equipment: and,

--larger profits axe necessary to make such invest-
ments attractive.

The sibcontractor's original profit proposal was 25 percent
of estimated costs, but was subseguertly reduced to 15.8
percent, throush Chryslier's negotiation offcrts.

Foe the next procurement, to be firanced from 1ts 2376
appropriation, the Army solicited ceompetitive proposa
other sources. Two additicnzl U.S. firms ané two for
firms responded, but the same producer was selected f
new purchase primarily because it submitted the lowest D
both for production and for facility expansion at a second

< e o~
Sicé.

1
(]
m

For the remaining one-half of the parts costs, the dif-
ferences between the amour® proposed and the aArmy's should-
cost recomrmendations were NOt as great as for castings.
Chrysler's proposed price of $92 million was negotiated down-
ward te $87 million or about 6 percent less.

HBigher value items {over $100 unit price;, and sole
source purchases over $100,000, were all reviewed Dby the
should-cost team. The Army"s and Chrysler®s records of nego-
tiation were contradictory. The contracting officer's memo~
randum of negotiations stated that five of the sole scurce
subcontractors, with parts priced at apout $5 million, refused
to supply supporting cost documentation or negotiate acceprt-
able prices, a2nd that Chrysler did little more than acceut
the quoted price. Chrysler maintained that it was furnished
the cost data but that two subcontractors refused@ to negotiata
Eheir prices which amounted to an aggregate of about $.. mil-

ion,
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0f the total $164 millicn for rarts negotiated by the
Army With Chrysler, items priced at $48 million are still
subject to change because of a clause included In the vehicle
contract caliling for an upward or downward sconcmic price
adjustment to be bz2sed on actuzl costs incurreé. The Arx
estimates an Increase eof $3.4 million, or 7.1 percent, throuch
December 1976. The contractual ceiling allows for an adjust-
ment OF vp to 50 percent.

Labor and overhead

Labor and overhead costs fjr manefacturing represent
about 20 percent of the vehicle contract price.

The labor consists mainly of welding, =achining, and
assembly operations which are characterized as semi-skilled
“anctions. The negotiated mount of $1Z millien was about 7
percent less than the $13 million propcsed by Chrysler.

The negotiated labor rates include an 8-percent Increase

to cover the anticipated results of labor regotiaticns t3 be
held with the United Auto %orkers Unicn In September 1874,

The contract ceiling allows for zn adjustment Of up to 56 per-
cent. In additicen, actual cost-of-living allcwances are to

be paid on a quarterly basis and could differ from the
estimated amount negotiated.

Although the Army did not raise any particelar issue
regarding Chrysler's labor efficiency duriag 1ts analysis
of contractor costs, it has found that over a period of sev-
eral years the actual labor hours spent in production Ear ex-
ceeded the standard. Chrysler attributes the continuous low
efficiency to the Army"s poor scheduling, a reguizement to
produce a mixture of tank configurations, and the use of old
production equipment and machines. The Army attributes the
scheduling problem to fluctuating tank regquirements.

The Army"s analysis and negotistions OfF mznufacturing
overhead casts proposed by Chrysler, totaling $61 million,
resulted In a $9 =illion reduction, or 15 percent, bringing
the costs down to $52 million. These costs art incorporated
into the contract based upon estimated direct labor hours
at three Chrysler plants. The contract provides for an
eguitabla upward or downward adjustment If a substantial
variation in these hours materializes.

Interdivisional, home sffice,
and other costs

Approximately SO percent"oi the vehicle contract price
consists of intecdivisional, home office, and other costs.

B
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Interdivisional costs applied to the contract are for

vzhicle parts supplied by five Chrysler diviszicns. Ths
Army conducted separate negotiations with these divisions
and succeeded in obtaining a reduction from the propesed
$28 mwillion to $25 millicn.w The largzst exception taren
by the Army to the proposed price involved an excessive
number of labor hours estimated to produce reangefianders—-
an item used by tank gqunners for determining the distance
to targets.

Defense auditors gquestioned Chrvsler's $13 million
proposal for hcme cffics expenses, particularly its esti-
nates for independent research and developusent, and for bid

and proposal costs. The Army stated that Chrysler histcri-
cally overestimates these COSTS. Chrysler maintezined that

the amounts it propesed were not unreascnable when compare
with Its incurred overhezd costs. An agreezent on how much 1O
allow had not been reached as Of March 1976. The §10 million
established In t8e contract 1S a provisicnal amount perding
the outcome c¢f negotiation of the calendar year 1376 rate

with Chrysler.

Other proposed cests OF $39 million consisted primariiy
of nonrecurring costs reguired to accelerate tank productian.
These were reduced to $27 miliion, Or by about 31 percent, in -
the negotistions. However, the principal effect of the nego~ ¥
tiated reduction was %5 transfer the major portien e¢f these
costs from the vehicle contiract to a separate facilities cca~
tract which bears no home office expense or profit.

Profit

The Army used the cost-based weighted guidelines approach
contained in procurement regulations to develop a prenegotiated
profit objective. Chrysler®s proposed profit of $34 rillion
was reduced to $25 million because the Army negotiated lower
costs as well as a lower profit rate.

-The table belecw shows Chrysler's proposed and negotiated
profit rates based on tank production costs for fiscal years
1974 and 1975. For comparison purposes, the table aziso shows
Department of Defense median average profit rates as a percen-
tage of costs for the same Fiscal years. These DOD statistics
were developed from (1) an analysis Of regotiated firm, fixed-
price, prime—-production contracts which are suszeptible to cost
and profit analysis and {2} the contracting cfficers® esti-
mates of cost and profit immediately fTollowing completion ef
negotiations with the contractors. Profit rates on production
contracts at Government-owned, contractor-operatad plants
ore not included in tkese statistics.

9 -
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Fiscal Chrysler tank contracts DO contracts (ncte 3}
Year Propoced Negotiatec Rate surber axcun= [Piilions)
1374 11.0 94 11.5 534 $ 23
19375 0.0 8.8 1.8 1,262 $ 3.3
a/Source: Office of the Assistant Secretary of Defense “omp-
trollier)

There is less risk involved in the tank ccniract than nay
be present in many of the contracts included in DOD's compila-
tion. Chrysgler's lower profit rate is consistent with this
reduced rizk factor. The Army considers Chrysler's cost risk

to be below normal bescause the contractor:

-~Has been in a sale scurce position sirce 1959.

——Incurred a substantizl amount OF costs under letter

contrackts.

--%as receiving 100-percent progrecs payments inzstead
of the normcl 80 percent. (The 1i0-percent progress
payments continued through Decembsr 15%75.)

imne Fact tnat Chrysler's contract allows for l:z
material price adjustments also reduces thc risk.

In addition, the tank plant and alzost all tecoling zand
equipment is Government-owned. According co the army,
Chrysler's investment is practically nil--estimated at
about §22,000~--which substantially reduces the contractoz's
risk, Army records did not identify the types of assets
included. Chrysler maintained it had $25 million invested
In accounts receivable and unbilled casts and that the
$22,000 covered only fixed assets.

Most Of the Army's Gevernment—owned, contractor-operated
plants are for ammunition production, and cost-type contracts
are usually awarded with fees averaging 3 to 4 gercent of the
zosts. Army officials believe that tank production reguires
more specialized management talent than azmmunition production.
in addition, Chrysler does more subcontracting than ammunition
contractors. These factors were deened tc justify a higher
profit rate for Chrysler. It would appear that tank procduc-
tion does require significant wmanagerial talent. On the other
hand this would be counterbalanced by Chrysler's limited risks.

Since the early 1970s, the Bepartment of Defense has been
attempting to develop a profit policy that would give greater
empnasis to contractor-invested capital. Both the Commission
cn Government Procurement and GA0 hare also recommended it.

10
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Such a policy could be detrimental to Chevsler because of its
lov wnvestment ulder.the Government-owned, coniracror~operated
arrangement.

In terms of return on investment for tank preduction,
it is obvious that since Chryzler's investment is exceedingly
small, its recuzn on investment would be exceedingly high.
& modified profit policy bas no

EHGINE

Teledyne Contincntal Motorg has bzen the sols producer
cf diesel tank engines gince 155%. 1In 1%7C the Aray estab-
lished & product improvement program for the MEORI. Teleodyne's
engine was one of nine iteus selected {or lmprovement. The
improved engine was first installed in the HMS0ALl under the
1975 tank production program.

The Army conducted 2 should-cost study of Teicdyne's
new engine proposal in September 1974, and awarded & letter
contract in February 1875 for 439% improved engines at a unit
price cf ©42,467. The letter contract had nct been finalized
as of last March becauss of continuing necgoltiations related
to Teledyre's revised method of Tunding its pension program.

Recently the Army informed us that negotiations had
baen completad and & unit price of $41,563 was established,
Although this represents a 38-percent increase OVer the
836,100 paid for the sarlier wmodel engines, it is never-
theless clcse to the amscunt tecommehded by the shoulid-~cost
team. About 50 percent of the price Increase 1S directly
related to new components for improving the engine's reli-
ability. Other material cost incteases and higher overhead
charges were also contributing factors to the higher cost of
the new engine.

TRANSHMISSION

General Motors Corporation has been the sole producer of
tank transmissions since 1959. The contractor proposed a unit:
price of 025,837 for the fiscal year 1875 procurement. The
contract fcr the Aray's 439 transmissions was finalized In
February 1976 at a price of $20,983. a unit. This IS 28 per-—
cent higher than the fixed price of.$16,300 negotiated for
fiscal year 1974. A fixed price redeterminable contract was
negotiated because of market uncertainties, and because an
extended delivery pcriod made cost estimating more difficult.
The final price IS to be based en actual costs incurred and
will be subject to audit.

11
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TRACK

The trazx for each tank will cost %8 percent more than
it did n the previous vear. The uni: price ¢f $1%,203
was established in a firm, fiyed-prize, advertlsed contrsact
with The Standard Produactg Ccompeny.

In &prll 1974, the Arny uzdvertissd for bids by inviting
1% prospective suppliers to produce both production and ssare
tank track, Only & of the 16 vprospective bidders solicited
were actually considered curalified in the sense that their
product had been succeszfully tested and met wilitary soecifi-
cationz. Howsver, Army officials saidé that anvone could pro-
duce the track as long as the rubberized portion was bonded
by & qualified producer.

Three of the siz gualified bidders resvonded with offers
to produce the spare track, but only one ¢f the three~
Standard Projucts-—-2ffered to produce che production cuzntity
specified. The Army concluded that the competition was zde~
gquate because three f£irms bid on portions of the solicitation.

The Army sccepted the $1%,202 offer bescause {1} it was
the lowest bid by a contrecter caganle of fulfiilling the re-
guirenent znd {2} the alternatives of canceling the solicita-~
tion and readvertising, or seeking authority to reject the
bids and procure by negotiations would, the Army believed,
have %aken too long to m.et tank production schedules. Army
officils believed that the price increase was because of
inflaticon in the steel forcing industry, and because the bid-
Jders included an c¢dditional amount In their bié as a hedge

zgainst future inflation.

PIRE CONTROL

Several comporents Of the tank fire centrol system such
as telescope, weriscope, and gun sight are purchased from
different manufacturers. In f£iscal year 1974 the army's
Frankford Arsenal purchased all. the components for abeut
$10,200 a tuenk and provided them to Chrysler for installa-
tion.

In 1375 the Army decided to let Chrysler serve as a
second procurement source IN an attempt to improve component
quality, but Chrysler's price estimate of $38,900 wzs con-
siderably higher than what the aArmy had previously paid.
Chrysler explained its higher price as due to the Army's
limiting 1t to procuring components from new, higher-priced
sources, whereas the Arsenal was permitted t¢ procure Zrom
existing lower-price sources. Cue to Chrysier’s higher price,

12
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the Aray reduced Chrysler’s participetion and allcwed ¢hem to
provide cnly 4 {(of 13} cemponents for which Chrysler had al-
ready coopleted negotliatcions with subcontractors. Chrysler's
unit price on these four iters tstaled $2,500, which vwas over
33 percent higher chzn Arsenal esyimates for the same items.
he zverace unit price estimaste for fZire control coo-
ponent’ procuref Irom all sgurces 1s now about $16,454--
a 6i~paruent increase frem 1974, This estiumate was bazed
on a combination of finalized contracts, most of which were
combetxt*velv awarded: Jetter congtracts: and funds remaining
for obligation. We ware informed that contributing to the
inc‘eaaed unit price was the fact that contractors 2ad to
u:ac ure larger quantities for the zccelerated tank pro-
graﬂ without securing exztensions t¢ normal delivery periods.

CCMTRACT AND COVERNMENT EMNGINZERING

The vehicle, engine, and transnmission contractsrs
{Chrysler, Teledyne Continental, and General Motors}
negotisted separate agreemants wiih the Acny to provide
engineering support during production of their particular
item. &As of Macch 1976 cost reimbursable contracts had been
awarded to Tele cfne and Generel Motors but the contrack
for Chrysler®s engineering support had not been finalizegd,

Por the fiscal year 1974 tank purchase, the Arzy al-
located contract englneerlng costs funded from the Procure-
nent Appropriation to all M60 tanks ($10,200 pet tank).
Engineering costs above $10,200, which involved the inte-
gration of two items associated with the product izsrovement
program, were funded from the Research and Development Ap-—
prcpriation and were not allocated to the tank. In 1975,
the Army changed ItS method »f allocating improvement COStS
and charged them to the tank. The effect of this change is
"to reflect a greater increasz INn estimated contract engineer~
ing costs~-about a 7S-percer. increase— than may acteally oc-
cur.

Army officials reasoned that it was proper to zllccat
increased tank improvement costs to the Army's tank zand not
to otlier tank customers because only the aramy plans to
buy the two new items.

The Army testified before the Subcommittee that there
was an $8,900 increase IN engineering costs per tark over 1974
englneerlng casts- The increase included $7,700 for contract
engineering and $1,200 for Government in-house engineering.

The Army subsequeatly decided tO uniformly charge the Gov-
ernment engineering casts for all tanks, including the Army"s
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439. The Armv now projects a $100 increase in Governnment
in-house enagineering for the 43% tanks. The revi.ed glleoca-
tiocn seems equitable since all tanks benefitsd from Fovernment

enginsering.

GCU¥ AND MOUNT

The Aray's #Watervliiet Arsenal in New York is the onl
preducer ¢f the tank's 105 millismeter gun. The unit cost
iz estimated at $12,600 which is an l8-perceat increase
from the previsus vear's estimate of $1§,76C., The primary
reasons f£or this increase were an expected 38-percent
increase in material costs and an expected. z8-~percent in-
crease in manufacturing labor costs.

v

Hounts for the main gun
Rock Island Arsemal in Illine
lished a second procurement s
unable to meet the planned pre

. The Arsenal wil
50« 2ach. The aver-
d sDercent greater
vicus year. The

L [iISLIng naé-

age ccst for the 43% mounts, 311,
than the $8§,300 gpaid isr each noun o
cost increase is atiributed to a cormbinat
terial and labor costs at the Arsenai and
secend prodoection source at Chrysier. <Ch
that its costs are higher than the Arsena
0lder eguipment than the Arsenal and u
than those accustomed to producing zounts

* *

t
is
t
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& * *

In answer to your guegtior ON the relative cost and
effectiveness of the xM-1 and the M80&1 tanks, we refer to
our recent: report which we submiited to you en the Army's
proposed accuisition of a new main battle tznk (B3-1630358
dated June 24, 1976). We have no basis for disputing the
Army's claim, based on its own analyses, that the X¥M-1 will
be the more cost-effective tank. Out concern is that the
Array analyses have not explcred cother alternatives which
might have shown thzt the sazme or greater effectiveness ccould
be achieved for less cost by varying the nixes of tanks and
other anti-tank 'weapons,

Current inforzation IS tco scant to permit a comparison
of the West German contender, the Leopard 2 AV, with the XM-1.
Although there are no major problems anticipated In securing
the licensing rights to produce the Leopard 2 av, this- issue,
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APPENDIX EPPERDIX

ARMY MECAl TANK UNIT PRICES

FCR FISCAL YEARS 1374 2aND 1875

Increase
or

1974 13
Components/Services (360 Tanks} :43%

Vehicle $187.5 $230.1 $ 2.8 23

Furnished by

government

WW -

{purchased from contractors)

Engine 3G.1 41,5 11.4 38
Transmission 16.3 21.¢0 ad.7 28
Track g.7 18.2 3.5 a3
FPire control 10.2 16.5 6.3 3
Add-on stabilization 9.2 2.8 .4 4
On—~board equipment and
materiazl i .0 1.1 { .9} {45}
Contract engineering 10.2 17.9 a/7.7  a/is
87.7 126.8 33.1 48
Furnished bv
governmene fronm
government sources
Main gun 13.7 12.6 19 18
Main gun mount ) 8.3 11.5 3.3 40
Government engineering 3.7 3.e. .1 3
22.7 28.8 5.3 23
Total $2%87.9 $384.9 $87.0 29

2/Increase arises from Aray‘s allocation Of costs of develop-
ing product improvements to the M60AY tank in 1973, but
net In 1974.
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